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GYGV-MONTEX
~ " ",Gyar- es Gepszerelo Valla!at

(FMRC - Factory and Machine Repair Company)

1132 Budapest
Vaci ut 18.
Te1.: (36 -1 ) 1327 - 360
FAX: (36-1) 1125-070

SUMMARY:

Durinq January, 1992, 2,700 employees of GYGV-MONTEX (out of
a total of 3,559) became owners of 92% of the company in the
first successful ESOP-type buyout in Hunqary. It wa~ not
the first "real" ESOP, since the law making true ESOP's
possible did not become effective until July 14, 1992 (the
MRP law: "Munkavallaloi Resztulajdonosi Proqram"). The
employee-owned GYGV-MONTEX ranks number 106 in Fiqyelo's
1992 "Top 200" list of Hunqarian enterprises (up from number
193 in 1991); during 1991, the company madQ US$ 1,400,000 in
net income on sales of US$ 70 million; it had total assets
valued at US$ 15 million. GYGV-MONTEX is one of the leadinq
companies in Hungary and Central Europe specializinq in the
manufacturing, erection and assembly of industrial
machinery, pipelines, tanks and entire plants for the
petrochemical, aluminium, paper, food, as well as the oil
and gas industries.

BACKGROUND:

Since its estc~Jishment in 1952, Gyar- es G~pszerelo
Vallalat built a reputation as one of the premier
enterprises in Central and Eastern Europe focusing on a wide
ranqe of services related to the manufacturing, erection,
assembly, testing and repair of industrial machines,
pipelines and entire plants; it also specializes in the
execution of special and complicated welcl1ng anCSllftlnq
tasks.

Its 3,558 employees include approximatGly 500 qualified
welders and 2,000 pipe-fitters, turbine-fitters, reactor
fitters, engine-fitters, and mechanics skilled in a variety
of specialties. During the past decades, GYGV-MONTEX has
been involved in one capacity or another In work at



virtually e"ery large industrial plant in Hungary, including
the nuclear power plants at Paks.

In addition 'co its headquarters in Budapest, GYGV-MONTEX
also has fac:ilitiea throughout Hungary and a complete
testing laboratory at Sz'kesfehervar, equipped to conduct
both destrUl::tive and non-destructive tests. At the
Szekszard t:raining and qualifying center, GYGV-MONTEX's
workers und~rgo instruction and qualification examinations
to meet Hunqarian st,andards as well as those of Germany
(TUV-Rheiland licensl:!s).

MARKETS:

Throughout its history, Hungary, Germany and Austria have
been the most important markets for the products and
services provided by GYGV-MONTEX. However, it has also
completed a significant amount of work in the former Soviet
Union. Additionally, GYGV-MONTEX has worked in Cuba,
Mauritania, Lybia, Tunisia, Cyprus, Finland, Greece,
Holland, Sweden, Bulgaria, Czechoslovakia, Poland Iraq,
Syria, Kuwait, and Mongolia. Today'one-fifth of its work
force is employed in West European projects.

FINANCIAL AND STATIS~ICAL SUMMARY:

1990 1991

Net Sales:
(HUF million) 3,293 5,245
(US$ million) 44 70

Of which: Exports
(HUF million) 1,721 2,716
(US$ million) 23 36

Net Income:
(HUF million) 124 102
(US$ million) 1.7 1.4

Total Assets:
(HUF million) 1,086 1,122
(US$ million) 14.5 15

Employee.ts: 4,112 3,558

THE PRIVATIZATION PROCESS:

The ESOP-type privatization of GYGV-MONTEX was concluded in
January, 1992, a full six months before Parliament approved



the Bill on Employee Share Ownership Program ("MRP").
Therefore, GYGV, its privatization advisor, Riverside Kft,
as well as the State Property Agency were exploring and
testing new concepts. The following paragraphs describing
some of the issues and solutions are quoted from the SPA's
official publication PRIVINFO:

"The 10-year business plan prepared by Riverside sought to
prove that FMRC would be capable of producing enough profits
in its new form to support the local organization
responsible for the smooth operation of the ESOP and repay
the privatization credit.

"The privatization process was twofold. For lack of
adequate legislation, the company had to develop a quasi
ESOP organization, in the form of a foundation, and also had
to find sources of finance for the programme.

"The share capital (based on market value) of FMRC, which
was transformed into a limited liability company on December
31, 1991, amounted to HUF 800 million. In accordance with
the relevant regulations, employees were entitled to a
privatization allowance to the tune' of 15 percent of this
amount. Despite this, the company needed to take out a
privatization loan. According to the conditions of the 10
year loan, however, 33 percent of the principal had to be
paid upfront by the future owners of the company.

"How could this money be produced? The company and
Riverside decided that, in addition to employee's payments,
the State Property Agency would be asked to provide the 15
percent employee shares in cash. This was the first time
that the government agreed to give cash instead of shares.
The unusual solution made it possible for the company to
include this amount in the founding capital of the ESOP
organization, thUS, a privatization credit of HUF 436
million, almost twice the original sum, could be obtained.

"The following llctions had to be to,akent: by way of an open
bid the employeE's purchased 50.3 percent of FMRC by paying
HUF 100.6 millieln in cash and taking out a loan of HUF 301. B
million. Follo~'ing this, the equivalent of 15 percent of
the share capital provided as employee allowance (HUF 120
million) was paid into the Foundation from the capital of
the company exceeding its share capital. In return,
employees waived any rur~l'ler l:'lql'lea to purchase preferential
employee shares. Finally, by obtaining another
privatization loan of HUF l34.2,million and transferring the
above HUF 120 million to the Foundation, ESOP will buy
another 31.7 percent of the company's shares within the next
10 years.

"The final capital structure of the company will be the
following: 14 percent of the shares will be owned by the



SPA, 82 percent by the Foundation and four percent by the
local governments. The ESOP organization will be financed
by the HUF 120 million supplied by the company, HUF 100.6
million paid by the employees and privatization credit of
HUF 436 million."

SOURCES OF INFORMATION:

(1) Interview with Dr. Ferenc Petro, Chief Financial
Officer, GYGV-MONTEX: Gyar- es Gepszerelo Vallalat. On
November 18, 1992.

(2) Interview with Dr. Ferenc Vidovszky, Managing
Director, Riverside Kft (ESOP privatization advisors to
GYGV-MONTEX). On November 18, 1992.

(3) "PRIVINFO: Privatization in Hungary," VIllI 1992.
Volume 1. Number 6.

II ~ •••• ,

(4) "FIGYELO: Gazdasagi Hetilap KUlonszam," JUly 1992.

(S) Creditreform - Interlnfo Kft.
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METRIMPEX RT.
METRIMPEX co. LTD.

H-1051 Budapest
Nador ut 21
Te1.: ( 36 -1) 112 - 5489
FAX: (36-1) lS3-4719

SUMM~RY:

METRIMPEX is a traditional Hungarian foreign trading company
offering a variety of products and service in Hungary and
throughout the world. It has been in existence since 1956,
initially to import and export measurinq instruments.
Today, approximately 70' of its business (by value) comes
from the wholesale trading of a wide range of measuring,
testing, weighing and control equipment/instruments.
METRIMPEX became the first Hungarian enterprise to complete
successfully an employee buy-out under the new MRP law
(Munkavallaloi ResztulajdOnOsi program), published on June
29, 1992, and effective July 14. On October 30, in
accordance with the MRP law and by completing successfully
and quite rapidly a series of requirements, 321 METRIMPEX
employees acquired 90' of the company's shares from the
State Property Agency. The workers' bid was declared the
winner out of three submitted by the August 15 deadline.

BACKGROUND:

The collapse of the eastern markets represented by the
former Soviet Union has had a significant negative impact on
all state-owned Hungarian foreign trade companies.
METRIMPEX Foreign Trade Company (as METRIMPEX Rt. was known
before its transformation into a limited liability share
company on December 31, 1991) was amon~ the most successful
in reacting to this change: it expanded its business profile
and product range to become more competitive in the western
and third world markets; it increased the proportion of
busineys done for its own account; and adopted a new
business strategy designed to expand its domestic trading
activities. The company also offers comprehensive services
in the fielc1s of W&:-ebou3J.nC}, domestic alKl·international
transportation, forwarding and customs clearance; it has a
warehouse center close to Feriheqy Airport in Budapest.

The new domestic expansion strategy is based on opening
retail outlets throughout Hungary, establishing a na~ionwide

wholesale distribution network, and actively searchin~ for
foreign joint venture partners interested in such an
expansion.



The new export strategy has identified several products
which METRIMPEX believes it can market to third world
countries successfully; "education exports" are an example:
the complete outfitting of third-world schools under long
term, guaranteed contracts.

METRIMPEX became a limited liability share company in
December, 1991. Shortly thereafter the State Property
Agency (owner of 91% of METRIMPEX shares) selected Z-LB
Capital Markets through a public tender as the company's
privatization advisor. By June, 1992, an information
memorandum and a business plan were prepared and a
systematic search for potential foreign and domestic
investors was star'ted respectively by Z-LB Capital Markets
and its sister company, Bank Austria Brok~r Budapest Kft.

Also at this time Riverside Budapest Kft., a Hungarian
consulting firm, contacted senior management at·METRIMPEX to
advise them of pending legislation which would enable
employees to purchase majority ownership in their companies
if their offer was competitive. At a presentation attended
by more than 300 of the company's ~70 employees, it was
dacided that they would bid for ownership of METRIMPEX and
that Riverside would be contracted as the consulting firm to
advise the workers on this employee buyout attempt. The
State Property Agency designated August 15, 1992, as the
deadline by which all offers had to be submitted.

FINANCIAL AND STATISTICAL SUMMARY:

INCOME STATEMENT
(HUF millions)

1990 1991 1992{e)

Turnover 19,000 12,000 12,000
US$ 150 mill

Profit Before Taxes 864 224 153
US$ 1.9 mill

Taxes 355 91 61
US$ 762,000

Net Income 509 133 92
US$ 1.1 mill

Share Capital 518 519 777
US$ 9.7 mill



MAIN MARKETS

EXPORTS IMPORTS

Germany 21. 54% Germany 18.09%
Brazil 17.63% Austria 14.81%
CIS 16.57% Japan 10.14%
Ecuador 13.67% CSFR 9.72%
Austria 10.78% USA 9.01%
CSFR 10.06% France 6.93%
Italy 1. 88% Switzerland 6.87%
Others 7.87% UK 6.29'

Italy 5.89'
Others 12.25'

TOTAL: 100.00' TOTAL: 100.00\

(SOURCE: Information Memorandum prepared by Z-LB Capital
Markets, Bank Austria Gruppe) •

PRIVATIZATION TIME-TABLE (1992):

* July 16: Out of 420 employees contacted by the July 16
deadline, 340 replied in writinq; of these, 331 indicated a
desire to participate in an employee buyout.

* July 17: The METRIMPEX Rt. MRP Orqanizing Committee
(

ltMRP Szervezo Bizottsa'g") is established as requi~ed by the
MRP law.

* July 20: Riverside BUdapest Kft. is contracted as
consultant to advise on the employee buyout process.

* August 7: METRIMPEX management and the MRP organizing
Committee complete all documentation needed for the bid.

* Auqust 7 to 10: Commercial banks are contacted to
solicit credit under the MRP liE-credit" lines.

* August 14: The MRP OrganiZing Committee, with
management's con~urrence and support, submits its buyout bid
to the State Property Agen~; a financing letter of support

~ ,:;,,: ,
from POSTABANK ES T.lU(ARr.;JCP NZTAR Rt. isiJ'lcluded withthe
biel.

* August 18: Public opening of bids at the SPA. A total
of three bids are accepted and registered.

* September 23: The State Property Agency declares the
METRIMPEX MRP Organizing Committee's bid the winner; the bid



is formally accepted pending proper documentation and
closing.

, ",* October 6: POSTABANK ES TAKAREKPENZTAR Rt. and the
METRIMPEX Rt. MRP Organizing Committee execute loan
documentation to finance through E-credits the employees'
share acquisition. The loan is repayable over 10 years and
is secured by the company shares to be acquired with the
proceeds and cash down-payments.

* October 8: The State Property Agency sells 87.87% of
METRIMPEX Rt. to the METRIMPEX Rt. MRP Organizing Committee.

* October 30: The METRIMPEX Rt. MRP Organizing Committee
(owned by 321 METRIMPEX workers) completes all documentation
required by the SPA under the MRP law and becomes 90% owner
of METRIMPEX.

SOURCE OF INFORMATION:

(1) Dr. Tomolak Tivadar, President, METRIMPEX Rt.

(2) Interview with Berkes G9zane, Assistant Financial
Director, Istvan Tompa, and Gyorgyi Lajtai, of METRIMPEX Rt.
On November 18, 1992.

(3) Interview with Dr. Ferenc Vidovszky, Managing
Director, Riverside Kft., privl.:ization advisors to
METRIMPEX Rt. On November 18, 1992.

(4) The State Property Agency, Budapes't.

(5) Z-LB Capital Markets, a subsidiary ~£ Bank Austria
Gruppe, privatization advisors to METRIMPEX Rt.

(6) "Magyar Kozlony, A Magyar Koztarsasag Hivatalos
Lapja" (The Republic of Hungary's Official Gazette), issue
number 69, June 29, 1992 (text of the MRP law).

(7) "PRIVINFO: Privatization in Hungary," Numbers 8, 9
and 10.



"MMG AUTOMATIKA MUVEK RT
MMG COMPANY FOR AUTOMATION CO.

H-1037 Budap.est
Szepvolgyi ut 41.
Tel.: (~6-1} 188-6340
FAX: (36-1) 168-6476

SUMMARY:

MMG-Automatika is Hungary's leading manufacturer of
industrial instrumentation and process control systems.
Employing 2,800 workers at six major plants (including two
in aUdapest), MMG dominatss domestic production in a number
of products, with an estimated share of approximately 90'
in: vehicle instruments, certain types of electronic
transmitters, gas taps, and temperature regulators I limit
switches.

It has a strong reputation in the former Soviet Union. Its
main exports to Russia are: (1) control systems to the
country's large oil and gas gathering/distribution
companies; and (2) car instrument panels to the LADA car
manufacturer.

MMG has successfully expanded its sales and marketing to
Western markets. Today, its main exports to Europe and the
United States are products manufactured to specification on
contract to be marketed by the client under its own name;
typical products include mass flow meters, precision
castings, pneumatic components, cash register components and
heat pressure sensors.

MMG illustrates many of the problems faced by most large,
diversified Hungarian state-owned enterprises: the negative
impact of losing virtually overnight the former Soviet Union
as a major market; the difficulties of attempting to
privatize as one unit an enterprise which consists of a wide
range of diverse products and servicesJ and-the ditt.1cultles
of st~ying technically up-to-date and competitive while
moving through the stages of privatization over a two to
three year period.

At this time MMG is actively searching for a strategic
partner or investors interested in acquiring up to 100' of a
high-quality, low-cost production enterpris9 in Central and
Eastern Europe.



MMG's registered capital is HUF 2.8 billion (US$ 35 million)
and 8S' of the shares are owned by the State Property
Agency; the additional 15% are owned by local
municipalities.

BACKGROUND:

Ferenc Marx started MMG's first predecessor by establishing
~n 1900 a factory to manufacture instruments and control
devi~es. This small firm grew into significant medium-sized
factories under the name of Marx es Merei Tudom'nyos

d ,

Muszerek Gyara (Marx and Merei Factory for Scientific
Instruments) and Marx ElsS Magyar Repulomuszer Gyar (Marx
First Hungarian Factory for Aeroplane Instruments)
respectively, by the years preceding the Second World War.
During the nationalizations that fallowed the war, the
Mechanikai Meromaszerek Gyara (MMG) Nemzeti Vallalat
(National Enterprise for Manufacturing Mechanical
Instruments) was established in 1948 by combining these two
factories with five other small workshops. The company
assumed its current official name in 1977 as a result of a
major change in its range of products, with greater emphasis
on electronics.

PRODUCTS:

Project engineering and the "turn-key" installation of
process control and safety systems accounts for
approximately one half of all revenue. The major clients
for such services are the top companies in Hungary and the
former Soviet Union in oil and gas production and
distribution, electricity transmission, power generation,
public and civil works, as well as large aluminium and
petrochemical enterprises.

Additionally, MMG-AM manufactures the following products in
large series:

• liquid-filled temperature controllers and
temperature limiters;

• safety gas cocks;
• room temperature controllers;
• elements of pneumatic systems;
• welding eqUipment;
• instrument panels for cars;
• household appliances.



The following electronic devices are manufactured In small
and medium series:

* electronic transmitters (pressure, differential
pressure, and t~mperature transmitters);

* tank level meters;
* volumetric and mass flow meters;
* gas-hazard and smoke detectors;
* fire extinguishing equipment;
* flow computers;
* proqrammable loqic controllers; and
* microprocessor-based industrial devices and remote

terminal units.

FINANCIAL AND STATISTICAL SUMMARY:

Sales Volume
(HUF million)
(US$ million)

1988

3,729

1989

4,480

1990

4,167
52

1991

3,872
49

1992

4,000
51

Profit Before Taxes
(HUF million) 375
(US$ million)

Permanent Capital
(HUF million) 2,574
(US$ million)

Nbr. of employees 4,726

SOURCES OF INFORMATION:

322

2,744

4,680

3(
0.4

2,828
35

4,426

146
1.8

2,800
35

3,576 2,800

( 1)
Manaqer.

, I. ,

Interviews with Mr. Sandor Dekany, General
On October 27, October 29, and November 10, 1992.

(2) Interview with Mr. Gyorqy Varnai on November 10
and November 17, 1992.

(3) The State Property Agency.



ZWACK UNICUM BUDAPEST LIKORIPARI RT

1095 Budapest IX
sorok~ari ut 26.
Telephone: 36-1-133-6113
FAX: 36-1-114-1697

NOTE: TO BE USED AS A "CASE STUDY" ADDITIONAL
INFORMATION NEEDS TO BE OBTAINED FROM THE COMPANY,
THE STATE PROPERTY AGENCY, AND OTHER SOURCES IN
Bl',DAPEST.

MO~E DETAILED FINANCIAL INFORMATION IS CURRENTLY
BEING PREPARED AND SHOULD BECOME AVAILABLE IN
CONJUNCTION WITH PLANS TO TAKE THE COMPANY PUBLIC
AND OFFER SHARES ON THE BUDAPEST STOCK EXCHANGE
(PERHAPS AS EARLY AS M~RCH, 1993).

BACKGROUND:

The Zwack Family began producing liqueurs·and alcoholic
beverages in Hungary more than 200 years ago and family
members had continuous ownership of the plants and
~ssociated trade names until the forced nationalization in
1948. Throughout this period, their best-known product was
Unicnm, a liquor popular throughout Hungary and the Austro
Hungarian Empire because of its unique taste and also its
allege.d ability to improve digestion.

When the family left Hungary after World War II, it took
with it the original (and secret) formula for making Unicum
and began producing it in 1969 in Italy, marketing it world
wide under the Zwack trade name. At the same time, the
Hungarian enterprise -- now called Budapesti Likoripari
Vallalat (BULIV) -- continued to make a version of Unicum
for the domestic market, eventually reaching an annual
production of three million liters; according to Peter
Zwack, at one point the production of Unicum by the
Hung~rian state monopoly represented 4' of its annual liquor
production and 25. of its revenues. BULIV was unable to
market Unicum legally 1n the Western and other markets where
the Zwack Family owned the rights to the trade name •

.OnJuly 10, 1989,BULIV and-PeterZwackConsorten-AG-reached
an agreement to form a joint venture called Zwack Unicum
Budapest Kft., which began the production of the original
liquor in Hungary at the Budapest factory and made possible
its marketing world-wide under the Un1cum name.

In 1991 the State Property Agency began the process of
privatizing the company. By September, 1991, United
Distillers and Peter Zwack were vying for ownership of the



company in a bidding war that was followed with great
interest in the Hungarian press.

In December the SPA d~clared the Zwack bid the winner and
sold the majority of t~e state-owned shares to the Zwack
consortium. At this point, the company plans to go public
during the first half of 1993.

RESULTS FOLLOWING PRIVATIZATION:

* Within two months of privatization, the new owners
replaced the entire senior management with a group of young,
Hungarian managers.

* The total number of employees was reduced from 1,300
to 900.

* Salaries and wages were increased by approximately
25 %.

* Five to six of the 14 plants are being sold,
concentrating production on the fewer, remaining facilities.

* A sales force was created by hiring and training for
this purpose 45 persons; all are university graduates who
speak at least one toreign language (typically German or
English); part of their incentive package is use of a new
FORD car.

* 1'ae number of different products made was reduced
from 220 to 60.

* The quality of the lower-priced products was
improved to offer "the best quality for the money."

~ The company participates visibly in a number of
co~~unity activities (among others through an anti-drug
foundation, the sponsorship of educational programs and of
projects to improve the environment).

* Financial rasults: with fewer products and fewer
people, the company increased revenues to US$ 120 million
during the year ending December 31, 1991. According to
PGtQrZwa~k, the 1992 results will show a further
improvement.

SOURCES OF INFORMATION:

(1) Interview with Peter Zwack, principal and chief
operating officer, Zwack Unicum Budapest Rt. On Novem
ber 11, 1992.

(2) Creditreform-Interinfo Kft.
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"PETOF I N'(OMDA RT
PET6F! PRINTING COMPANY CO. LTD.

H-60CO Kecskeroet
Kulso - Szegedi ut 6.
Tel.: (36-76) 328-777
FAX: (36-;6) 328-294

SUMMARY:

With beginnings in 1841, petefi Printing today is generally
recognized as the leading packaging and printing company in
Hungary. Its privatization began S~ptember, 1990, when it
became a limited liability share company~ during the first
half of 1991 Petofi became fully privatized when three
additional priv~te share-holders bought into the company and
increased its capital. The company employs 580 persons in
Kecsk~met and dominates the key folding carto! ;, flexible
wall packaging and.conventional label markets. Since its
privatization, Petofi has shown an 1npressive series of
positive results: significant increases in sales (including
exports), ~ncome, productivity, average salary, and value of
business. On annual sales of apprOXimately US$ 39 million
in 1991 the company has shown after-tax profits of U5$ ~ 5
million; 38' of 1991 sales came from exports. In 1991
Petafi was valued at US$ 36 million.

BACKGROUND:

For much of its ISO-year history Petefi Printing House and
its predecessor Karoly Szilady Printing Institute focused on
the productJ.on of conventional newsprint, magazines and
books. In 1968 its product line was expanded to include the
production and printing of labels and folding car;ons.

The company's privatization began in 1990 when SO, of its
common shares were sold by the State Property Agency to
Compagnie Financiere pour l'Europe Centrale~ COFINEC was
established in Paris in 1989 for the purpose of making
industrial investments in Central Europe. By the summer of
1991 the Hungarian - American Enterprise FundH(HAEF) and two
other investment funds had also purchased Petofi shares; at
February 20, 1992, petofi's shareholders were:

r7



Common Preferred
Stock (%) Stock (%)

COFINEC S.A. 50.77 42.98

The First Hungary Fund (FHF) 16.36 14.04

The Hungarian !nvestment
Company Ltd (HICL) 10 .. 22 8.74

The Hungarian - American
Enterprise Fund (HAEF) 10.16 8.60

ESOP & MSOP 7.15 6.73

K & H Bank 5.11 4.73

Other 0.23 14.18

TOTAL ,100.00 100.00

FHF was the first inv~stment fund established in late 1989
to m~ke investments in Hungary. The fund's paid-in capital
tot&ls US$ 80 million and among its most important owners
are the National Bank of Hungary and the International
Finance Corporation.

HICL (the John Govett Fund) is a publicly-owned UK fund
traded on the International Stock Exchange in London with
paid-in capital of US4 100 million.

HAEF is a private US corporation funded in 1990 ~nder the
United States Support for Eastern European Democracy (SEED)
program.

ESOP (the Employee Share Ownership program) is a trust
established in 1990 and funded by COFINEC S.A. to hold the
ordinary voting shares of the company which were issued at
privatization for the benefit of Petofi's employees.

MSOP (the Management Share Option Pro9r~) was established
in 1992 based on HUF 60 million (US$ 750 thousand), five per
cent priority-dividend non-voting ordinary shares of the
company. Options to purchase the shares will be granted to
management as part of their remuneration package. Funded by
current shareholders, it is the first MSOP of its kind in
Hungary.

K , H Bank (Kereskedelmi Bank Ltd.) is a Hungarian
government-owned commercial bank. It is one of the largest

Ii



lenders to Hungarian industry and commerce and has provided
long-term loans to Petefi.

The other shareholders are local government councils in
Kecskemet, Szarvas, Baja, Kiskunmajsa and Lajosmlzse,
locations where the company has or used to have operations.

PRODUCTS:

"Petofi's product mix and emphasis was changed significantly
as a result of the company's privatization. Folding cartons
is by far the most important product, having provided 45.1%
of sales by value during the year ending December 31, 1991.
The four major product categories are:

Folding Cartons: despite a decline in industry demand,
sales of folding cartons grew 31% during the first year
after privatization. Among the more than 140 customers
are GE Tungsram, McDonald's, Master Foods and Henkel.
The infusion of new equity, a OM 10 million industrial
loan from the European Bank for Reconstruction and De
velopment (EBRD) and the ability to raise capital from
Western capital markets has enabled Petafi to upgrade
its equipment and to reach and maintain the highest
quality standards. Petefi has ordered a Bobst
Champlain Lemanic 820 eight-color, on-line printing and
die-cutting machine -- the only machine of its kind in
Europe -- to be used in the production of flip-top
cigarette cartons and fast-food packaging.

Flexible-wall Packaging: this was the fastest growing
product di7ision in 1990/1991, with sales increasing by
47.8' (to US$ 4.5 million). Major packaging materials
used include paper/polyethylene laminates (for
chocolate), paper/aluminium foil laminates (for coffee
beans), and polyester/polyethylene/aluminium foil
laminates (used in vacuum-packed coffee and instant
drinks packaging). The availibility of funds to
purchase modern equipment has been a major factor in
attracting new customers~ the division increased its
in-house capacity through the purchase of a horizontal,
dry-mounting, flexible-wall packaging laminator (made
possible by the EBRD industrial loan).

Labels: accounted for 27. of sales. As a result of the
significant decline in trade with the former Soviet
Union, the self-adhesive label market has been stagnant
during the past 18 months~ nevertheless a gre~ter

emphasis on marketing and sales resulted in a 37'
increase (to US$ 5.1 million) in sales over the
previous year. Among the 625 customers are GE
Tungsram, PepsiCo, and Shell. The division's printing
capacity will be increased by the acquisit.ion of a new

I
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Gallus self-adhesive labels printing press and of a
high precision blade grinder and Atlas label cutting
line.

Conventional Printed Products: range from telephone books
for Germany to newspapers, magazines, leaflets and
Hungarian grade school textbooks.

FINANCIAL A~~ STATISTICAL SUMMARY:

The calendar year ending December 31, 1991, is the
first year for which PetSfi prepared audited financial
statements in accordance with international accounting
standards. The following is a summary (based on data from
the HAEF and the Petofi's 1991 Annual Report):

Sal~s

Gross Profit

After Tax Profit

Value of Business

Exports (% of total revenue)

Employees working at free
market standards

Productivity
(aUF sales/employees)

Average salary increase

1990

US$ 32.0 Mil

US$ 15.4 Mil

8'

905 (1)

2,701,000

47%

1991

US$ 39.0 Mil

US$ 9.2 Mil

US$ 3.5 Mil

US$ 36.0 Mil

38%

612

4,854,000

63%

ISSUES RELATED TO PRIVATIZATION:

• The positive impact of knowing who is the
company's owner and what are the company's objectives and
goals.

• Positive financial consequences: Petofi's capital
doubled during the past two years; significant increases in
revenue and prof!ts(p~rilll~r.1JY~t1etoincrea8~c1 market
share arid focus on profitable lines of business);
computerized financ~al monitoring and control systems;
abilit, to negotilt.te 20' discounts on capital equipment
purchases from the West; ability to raise capital from the
Western capital .ftllrkets; major new sources of cash, such as
the industrial loan from EBRD.



* Market/customer oriented organization: ability to
quote prices within 24 hours; "just in time" delivery; use
of consignment warehouse; training programs to emphasize
customer service.

* Ability of managment and shareholders to make
rapid decisions.

* Ability to acquire and to maintain state-of-the
art technology: have made significant investments in new
equipment, computers, plant and other facilities.

* Positive impact of newly-introduced employee
incentives: salaries have been tripled; employee share
ownership program (ESOP); management share option program
(MSOP); wide-spread profit-related bonuses for achieving
operating and profit targets; frequent training (technical,
management, foreign languages) at all levels.

SOURCES OF INFORMATION:

(1) Interview with Mr. Peter Grace, Chief Financial
Officer and Director, Petofi Printing Co. Ltd., Kecskemet.
On November 13, 1992.

(2) Interview with Mr. Andrew W. Kosztyo, the Hungarian
- American Enterprise Fund, BUdapest. On November 9, 1992.

(3) 1991 Annual Report, Petofi printing Co. Ltd.

(4) Second Annual Report, Hungarian - American Enter
prise Fund.
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"Chemia" Chemicals Trading Co. Ltd.
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Grunvaldzka street 48/50

80-241 Gdansk
Phone no: 41-46-65

A wholesale trading company (75% of sales) involved as
well in retail trading (25% of sales) of chemicals (paints,
lacquers, plastic goods etc.). Caters to the needs of the
local and regional markets (its market share amounts to some
3%). Employs 130 persons. Located in the downtown area of
Gdansk, it has a subsidiary in Elbl"g. The fixed assets
comprise La. an administrative bUilding, 3 stores and 5
retail shops.

In October 1991 the "Chemia" company took over the whole
state enterprise having the same name ("Chemia" State
Enterprise) into a 10 year financial lease.

A. The Essence of Privatization Leasing- - - - -
Accordinq to the Pelish law on privatization (Art.37

item 1 para.3) there is a possibility to privatize state
enterprises via lettinq them on a contractual basis to a
company that has to fulfill two conditions. First, it has to
be a company established by at least 51% of the overall
number of employees of a given enterprise that is to be
privatized. It means that to that enterprise, often called
"employees' company"- private external investors (from
outside the "basic"enterprise) may adhere, and that they may
practically invest practically any amount of initial equity
capital - law does not impose any constraint here. Secondly,
the company has to raise at least the equivalent of 20% of
needed funds - somethinq like equity capital of a company 
of the state enterprise that is to be leased. After
fUlfilling those two conditions such a newly created company
(a limited liability or a joint stock company) may take over
the whole enterprise or its isolated part for a lonq term
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lease. Two' options are available: either a pure
(operational) leasing (operational leasing meaning that only
the running expenses are being covered) or a financial
leasing, where the capital is being repaid in sUbsequent
instalments. In this latter case the enterprise becomes
automatically the property of the employees' company upon
termination of the term of the lease.

B. The Historv of the Transformation- - - - -
1.The Situation of the Enterprise Prior to the
Transformation

At the beginning of the Balcerowicz reform (1.01.1990)

the "Chemia" State Enterprise (founded in 1945) had two
storage buildings, two shops , an administration building
and a subsidiary in ElblC\g. It was involved in wholesale
trading (90t of sales turnover) and.in retail trading (lot

of sales turnover). 80% of sales were made to state
enterprises and the remaining 20% of sales were directed
towards private customers. The Gdansk and ElblC\g voivodships
consituted the area covered by the company's activities.

The financial condition of the company was good. The
enterprise was not indebted and did not have problems in
attaining sufficient level of profitability. In 1993, when
sales amounted to 93 bln zloties the gross profit before
interest and taxes amounted to 17.4 bln zloties and net
profit amounted to 8.7 bln zloties. At the beginning of 1990

the enterprise employed 170 persons.
After elimination of the shortage economy thanks to the

Balcerowicz plan the market condition of the enterprise
changed - the company had to face more competition - new
private competitors entered the marketl ,- besides that the

lE.q. the "Metalzbyt" and "Elmet" companies which until then
did not trade in chemical goods at all.



customers became more discriminating. Some pressure on cost
rationalization has also been felt.

Adjustments to new environment have been undertaken
under conditions o( state ownership. "Chemia" is a good
example of possibility of attaining substantial performance
improvements even under state ownership if the enterprise is
relatively small and the management team is strong enough.
The number of employees was reduced from 170 to 120 in 1990

already. The organizational structure 'of the enterprise was
quite rapidly rationalized, a number of cells was liquidated
and consolidated so that the organizational structure became
flatter and a number (a half) of middle management positions
were eliminated. The sales systems were also streamlined;
i.a. direct sales from stores were introduced, price
policies became more flexible, advertising was made more
lively etc. All these changes were initiated by·the general
manager, who, under conditions of small character of the
enterprise managed to persuade both the trade unions and the
employee council to adopt them without much hassle. "Chemia"
was then, in spite of the state character of ownership, an
enterprise with a strong, concentrated leadership.
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2. Initiators or Privatization and Motives For It.

The actual initiator and promoter of privatization was
the manager of the company, who quickly gained support for
the idea from the Employee council as well as from the
"Solidarnosc" Trade Union. The factors that motivated the
director was the game for ownership and hio want to retain
control. The game for ownership was further stimulated by
the fact that there was no qreat amount of property involved
and the enterprise was in a good financial condition. It
created a favourable situation at the start for the
so-called internal buy-out, where payment would have been
realized from future profits. On the other hand - because of
the central location of the enterprise in Gdansk downtown
area • there was a danger of external buy-out and resulting
loss of control. These motivatinq factors - related somewhat
individually to the person of the general manager - were
complemented by several factors related to the whole
enterprise:

- elimination of tax called a "dividend",
elimination of tax blocking the wage increases (tax
on excessive wage payments and possibility of wage

increases related to it).
The idea of the game for ownership and possibility of
raising wages was taken by the whole staff. In 1990 a
Privatization commission was organized in the enterprise,
led by the Chairman of the Employee Council (a woman). This
commission was given the task to prepare the idea of
privatization.
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3.Selection of the Privatization Procedure

The procedure of privatization was selected formally
by a referendum, in which the whole staff of the company
took part. Actually the selection was determined by the
following factors:

relatively favourable financial condition of the
company and favourable assessment of its future,
including its ability to pay the leasing instalments
covering both the current expenses as w~ll as the
capital charges,

- reluctance to let the management of the.\ company be
taken by some unknown external investor,

lack of debts and substantial inveH;tment or
modernization needs,

wish to take part in the game for ownership
(aspirations) of nearly the ~hole staff.
optimistic assessment of capability to accumulate the
initial equity capital of the "employee company" by
the insiders themselves; it was to amount t() an
equivalent of 20% of the value of equity capital of
the "basic" enterprise.

The form of leasing was definitely preferred. There was an
arqument about the amount of individual contributions to tfi~

employe9 company. At the beginning part of the staff wanted
to make the shares equal for all. The general manager's
intention was to make it possible to differentiate the value
of shares so that he could assure more influence for himself
(concentration of votes during the general assembly of
shareholders). His opinion was supported by the Ministl~y of
Ownership Chanqes which also opted for the adoption of
differentiated shares approach and did not favour
the idea Of eqalitarian distribution of votes in the
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employee company. The argument ended up in a consensus that
the value of shares may be differentiated. Training played
an important role in achieving that consensus: all the staff
members took part in four sessions of training on
privatization.

4.Timinq

employee
lease the

"Chemia"

establishment of an
was to

of the
company, that
whole property
State Enterprise.
- motion of the Employee Council to
the Gdansk Voivode (governor) being
the founding organ to liquidate the
"Chemia" state Enterprise and lease
it for a predetermined period to an
employees' company.
- the Gdansk voivode nominates a
preparatory team that has to
prepare a privatization decision.
- increase of the amount of equity
capital of the employees' company to
5,480 mIn zloties.
- Gdansk Voivode's decision letting
the enterprise be leased to the
employees' company.

- 18th December 1990

- 28th April 1991

- 2nd July 1991

- 12th September 1991

- 30th Septembar 1991
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5. ovnership structure in the Employees' company

The company, which had to lease the property of the
"Chemia" state Enterprise was established on 18th December
1990. 98~s of the empoloyees (97 persons) joined it.At the
moment of creation the company its equity capital amounted
to 1,085 mln zloties and was divided into 1085 shares valued

1 mln each.
The structure of ownership looked as follows:

TABLE NO.1

No of shareholders Value of portfolio % share of port-
folio value in
the total value
of shares

85 10 0.92
-

5 1.5 1.38.
6 20 1.84

1 40 3.69

After the registration the company was somewhat suspended
until the moment when the privatization procedure was
sufficiently advanced. In September 1991 the equity capital
of the company was increased to the 20% threshold mentioned
above so that the leasing privatization requirement could be
met. After that the equity capital of the company amounted
to 5,480 mln zloties and was divided into 548 equal shares
valued at 10 mln zl each.
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The present structure of ownership looks in the following
way:
TABLE NO 2

No.o:C shareholders No of shares owned % of stock 1.n the
by an indiv.shareh. total no.of shares

3 1 0.18
? 2 O•.16

i(f 3 0.35
30 3 0.55
12 5 0.91

8 6 1. 09
3 7 1. 28
6 8 1. 46. 1 9 1. 64
1 10 1.82
2 11 2.01
1 12 2.19
2 16 2.92
2 18 3.28
1 25 4.56
1 38 6.93

The distribution of voting rights is indentical since
one voting right is assigned to one ~hare.

The largest portfolio of shares (7%) is in the hands of
the general manager. The first six largest shareholders are
in the possession of some 24% of voting rights.

In the charter of the company it was written down that
if shares were to be sold, the remaining shareholders would
have priority rights in buying them out. The price of the
shares offered for sale would be determined by a tender
organized among the shareholders during the general assembly
of shareholders. The shareholders, who would cease to work
in the company would not have the ob1iqation to sell their
shares. The founders of the company were also given the
exclusive right to talee over the shares created thanks to
the increase ~f the initial equity capital of the company.
This. right may be excercised in proportion to the shares
owned at the moment of registration of the company.

In November 1992 13' of the employees were shareholders
of the company. The relative decrease of the number of
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shareholders in the total number of employees results from
the increased employment during the last six months.

In a rather particular way the problem of financing the
shares of the employees in the company was resolved. The
initial equity capital was financed from individual savings
of particular employees. The value of one share (1 mln zl)
amount~d then to some 60% of the average wage prevailing in
the whole country. In September 1991, when the increase of
the initial share capital became necessary, the v~lue of one
share was 10 mln zl, Le. four times the value of the
average monthly wage. The majority of the employed could not
afford such an expense.

This problem was solved in the following way. When the
net profit (profit after taxes) for 1990 was divided, 4 bIn
zloties were transferred to the account of the Foundation
for Social and Economic Initiatives. Then this Foundation
concluded with each shareholder of the company a civil law
contract lending him a 6 years l~sting no-load loan for
increasing the capital. The repayment of the loan is being
made via the intermediary of the company, which charges the
wage payment~ with preset amounts and transfers them to the
account of the Foundation. The whole procedure may be
considered as somewhat illegal but it proved to be
practically efficient. Then in reality not only the gradual
repayment of the leasing charges will be made from internal
cash income of the company but also 75% of the initial
equity capital of the new company will be financed this way.
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6. The Distribution of Power in the Employees' Company.
The decision making powers in the employees' company

are distributed among the following bodies: the Managing
Board, The Supervisory Board and the Shareholders 'Assembly.
The Managing Board of the company is composed of a single
person the general manager. Such a situation means
concentration of p~wer in comparison with the former
arrangement2 .The general manager of the company is nominated
by the Shareholders' Assembly, in practice it means direct
election by the employees. Formerly in the state
enterprise situation - the general manager was appointed by
the Employees' Council, Le. indirectly by the employees.
Both changes mean strengthening of the position of the CEO.
The Supervisory coard is made of 5 persons nominated to that
position for 3 years by the Shareholders'Assembly. It is
like an equivalent of the Employees' Council in the state
Enterprise. Yet its decision making powers defined by the
commercial code and the charter of the company are much
constrained. Its competences are limited to the right to
determine the remuneration of the members of the managing
board. Besides that it has supervisory functions, evaluates
the annual balance sheet and the profit and loss account,
gives opinion about annual reports of the managing board and
its suggestions concerning the distribution of profits. The
Shareholders' Assembly, Which is in this particular
situation the equivalent of the General Assembly of
Employees of the state enterprise, has quite a few decision
making powers, including i.a.:
- decisions about selling or buying real property,
- givinq or denying consent to sell or to pledge the shares
of the company.

7.Rules of Privatization (Leasing)
On 30th September 1991 the Gdansk voivod~, in his role

2In the "Chemia lt state Eiiterprise eae management: of the
company was composed of the general manager and his four
deputy managers.

11



of the so-called state founding organ liquidated the
"Chemia" state Company and leased the entire property ofthat
enterprise to the Employees' Company bearing the same name.
The value of the property was assessed on the basis of
experts' opinions and negotiations - it had been assumed
that it amounted to 29,428 mIn zl. The new company took over
all the rights and duties of the liquidated enterprise. It
took over all liabilities resulting from employment
contracts concluded before the liquidation. The employees of
the liqlJidated company became automatically the employees of
the new company.

The period of duration of the leasing contract was set
for 10 years. During the realization of the contract the
company would pay to the state Treasury the capital
instalments and the so-called additional fee. The value of
capital instalments amounts to 2,943 mln zloties per
annum; it was determined by dividing the total value of
leased property by 10 years. Addit~onal fees were a result
of calculating interest on the sum of capital instalments
due equal to 3/4 of the basic lending rate used by the
N~tional Bank of Poland while granting loans to other
banks3 • Both the capital instalments and additional fees are
paid on a quarterly basis. During the first year the company
has the right to pay only 1/3 of the aditional fee and in
the second year only 1/2 of the additional fee due. Payments
credited in such a way have to be paid in the third year of
activity. Actual amounts of payments due in SUbsequent years
are presented in the following table.

3It is a rule generally applied in privatization leasing
cases.
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TABLE NO.3
Capital Instalments and Addtitional Fees of the "Chemia"
Company Paid to the state Treasury on the Base of the
Leasing contract in the Years 1992-2001

Year Capital Debt Addition. Addition. Total Debt
Instalm. at the Fee Fee with Amount result

begin. Allowance due from
of the with addit.
Year Allow. fee

deduct.
1992 2,943 29,428 8,497 2,828 5,771 5,669
1993 2,943 26,486 7,615 3,807 6,750 3,807

1994 2,943 23,543 6,732 - 9,6754

1995 2,943 20,600 5,849 - 8,792
1996 2,943 17,657 4,966 - 7,908
1997 2,943 14,714 4,083 - 7,026
1998 2,943 11,771 3,200 - 6,143
1999 2,943 8,828 2,317 - 5,260
2000 2,943 5,883 1,434 - 4,377
2001 2,943 2,943 552 - 3,495
1992
2001129,428 45,246 - 65,19B 9,476

According to the leasinq contract, the company has the riqht
to sell movable goods as well as to let the parts of the
property to other persons for use and to charqe them with
contractual liabilities. The sale of real property by the
company during the leasinq period is not allowed. The
Company may dissolve the contract earlier but it will not
have the riqht to claim the capital instalments paid until
that date. On the other hand the company may pay the dues
earlier and then it would sooner acquire full ownership
riqhts.

4To this amount the allowances from the additional fee
charqed for two initial years are added. At the beqinninq of
1993 new legislation will be adopted, allowinq to distribute
those payments more equally during several subsequent years.
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B. THE COMPANY'S PERFORMANCE AFTER tHE TRANSFORMATION-
1.Manaqement of the Company

The function of the Managing Board of the Company is
fulfilled by the former general manager of the former state
enterpr ise who executes a very strong leadership pos i tion.
It is a very gifted person , in the sense of technically
perceived managerial capabilities as well as in the sense of
being capable to persuade others to his ideas. Thus the
company is practically controlled by a single individual,
whose involvement has a definitely long-term character. It
results in high level of performance and taking care of the
future of the company. The CEO managed to persuade the other
shareholders not to distribute dividends (profits) during
the first three years of activity. It is obvious that the
general manager has fully bound all his material interests
with the interests of the company. and apart from control
resulting from his authority he would like to cumulate his
shares and gradually, without arousing any conflicts, create
a controlling portfolio of shares. In spite of his having
only 7% of shares it should not be expected that he would
like to exploit the enterprise in the interests of some
other, fully owned business functioninq "beside" the
employees' company - as it is sometimes the case. His strong
position is for him a guarantee that his long term strategy
of acquiring the company will find a successful conclusion.

Ib§ Sypervisory Board is composed exclusively from the
employees (shareholders), its members are the members of the
middle management. Four members of that team used to be the
members of the Employees' Council. The Chairman of the
Supervisory Council used to be the president of the
Enterprise's Commission of the "Solidarnosc" Trade Union.
It is an expression of consistency of qoals and intentions
of the elites of the company, it is as well an expression of

14

.,



personal continuation in the management sphere. The
supervisory council usually represents the interests of the
shareholders - the employees rather than some particular
interests of one of its groups. It does not form, however,
any threat to the leadership position of the CEO.

In the area of organization and management the former
directions of change were continued after the
transfor~ation. The organizational structure was made even
flatter and simpler. The internal cost accounting system was
thoroughly reformed and the whole company was computerized.

2.0verall Financial Condition of the Company

After privatization the company shows good performance
in the area of financial results, presented in the following
table:
TABLE NO.4

1st 2nd 3rd
quarter . quarter quarter

1992 1992 1992
1.Sal.es (b~n Zl.) :39.41 50.57 60.15

2.0perating cost (Dn zl) :37.92 47.06 55.12
3.Gross profit 1.52 3.54 5.10
4.Net profit 0.90 2.14 3.06
5.Gross Profit Ratio (3:2) 4.0% 7.0' 8.5%
6.Current Liquidity Ratio 5.74 4.55 5.35
7.Net Profitability

of Sales Ratio 2.3% 4.2% 5.2%
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The improvement of net profitability of sales was i.a.
due to introduction of sales costs reducing measures
(rationalization of energy consumption, transportation and
use of materials etc.). The company uses the same margin on
costs (10%). According to the rules used until now the
company would have to face a finacial crisis in 1994 (third
year of leasing) when on one hand it would not have any
allowances in payment of the additional fee and on the other
hand it would have to pay cumulated allowances from the
first two years (total charge would amount to some 19.15 bln
zl). Such crises were seen in a number of other such
employees' companies - that is why a modification of the
resolution of the Minister of Finance is expected, according
to it it would be possible to pay the allowances from the
first two years of the leasing contract (without interest
accrued) not in one year but in five years. Taking all this
into consideration one may expect that the company will be
able to meet its financial obligations to the State.
However, the possibility of making investments from its own
retained profits will be very limited. It will also be very
difficult to take credit for putential illvestment since the
company, being until the termination of the leasing contract
not an owner of the property of the enterprise will not be
abl~ to use it as a collateral (mortgage). Thus in the
present situation the company does not have chances for any
radical development or expansion of activities (like, e.g.
undertaking some pJ;oduction activity). It may only try to
improve its commercial activities realized until now. The
only way allowing for a major expansion would be to sell the
whole company to some large external investor: it would
allow to radically increase the initial equity capital of
the company and to stregthen it from an external source.

3. Investments
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since the moment of transformation the company spent 2.4
bln zloties on investments. All these expenditures were
covered from retained profits. The company opened three new
retail outlets (including two in new cities) having an
attractive, modern appearance. The shops used till now were
also modernized and redecorated. To improve the level of
services offered to customers and to rationalize the costs
three new trucks were bought. The company has also acquired
and installed computer hardware and software to fully
computerize its activities.

",Sales

The company does not change the profile of its activity,
it only expands the area of its coverage (new cities
included in the sales network) and enriches the assortment
of goods sold. The wholesale turnover amounts to 75% of
total activities. The company became a representative of
several domestic and one foreign manufacturing companies.
The marketing and promotional activities were largely
strengthened. The product line of the company includes
domestic and imported goods, the latter ones are imported by
the company itself.

5. Employment

After group redundancies and rationalization of
employment undertaken still betore the privatization process
was initiated, the present employment is stable with a
slight increasing tendency related to starting of new
commercial outlets. The total number of employees at the end
of SUbsequent quarters of 1992 amounted to :

1st quarter - 124 persons
2nd quarter - 126 persons
3rd quarter 130 persons
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Thanks to the better use of time and internal trar.s~ers

between jobs the working time of commercial outlets was
extended without the need to employ more staff.

6.Wages and Salaries

The privatization process had a profound impact on
wages. Within two months after the p.. 'ivatization had taken
place the wages were increased by some 30-40%. At the same
time the rules of remuneration of employees were changed.
The wage system was largely simplified - instead of some 17
elements influencing the wage calculations only 6 were
retained. Much importance is attached to motivational
elements (so-called motivation award), related to current
results of the company (in particular with the amount of
profit earned) and individual achievements. Larger
differentiation of wages can be noted. Pay increases for the
management team were related to the orqanizational changes:
assignment of larger competences and larger scope of
responsibility. The basic salary of the CEO amounts to 400%
of the average pay in the company. His motivational award
amounts to 100% of that pay depending on the realization of
financial ratios defined by the General Assembly of
Shareholders. The CEO's remuneration has improved most
remarkably thanks to the privatization. The remuneration of
the members of the Supervisory Board is rather low and are
not related to the financial results of the company.
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average net wage in the
- befora privatization:
- after privatization:

The company was the following:
1st half 1991 - 2,700 thous.zl.
1st quart.1992 - 3,500 thous.zl
2nd quart.1992 - 4,403 thous zl
3rd quart.1992 - 4,262 thous.zl

The level of earnings in the company is nearly two times
higher than in average in the nati.onal economy, where,
e.g. in the first half 1992 the net waqe amounted to some
2,263 thous.zl.
Thanks to privatization - in spite of considerable pay
increases the Company did not have to pay the so-called tax
on excessive wage increases in 1992 - in 1990 it amounted to
1.6 bIn zl and in 1991 (until September) - to 2.8 bln zl.

C.CONCLtJSIONS

1. The example of the "Chemia" company shows how great,
positive role plays - in particular in smaller enterprises 
good, strong management. The enterprise was able to
undertake the process of adaptation and rationalization of
its activities still working as a state enterprise.

2.This example exposes the strength g{ motivational
aspirations of the management and the employees (the
"insiders" of the enterprise). Nearly 100' of the whole
staff joined the Employees'company.

J. The privatization leasinq e.xposes, on the example of
the "Chemia" company, its strengths and weaknesses. It is a
formula for a relatively conflictless privatization divided
into sUbsequent· stages. This formula proves to be well
suited only to enterprises which are in a relatively ~
condition, that do not need major modernization investments
or expansion, that do not have large debts and which have
good perspectives of survival in a market environment and to
generate positive cash flows. The weakness of that formula
is that it .~ D2t create favourable conditon~ fg[
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expansion or major changes of production line. The employee
companies have as a rule a weak capital base and have
difficult access to the investment credit markets since they
are not owners of the property that they use.

4. The analyzed case is, generally speaking, s sucess
story. The activities of the company are being constantly
improved. No social conflicts are identified in the company.
The level of identification with the mission of the company
among the employees shareholders has radically improved. The
wages are nearly two times higher than in the national
economy in general. The financial condition of the company
is good. Leasing seems then to be an adequate form of
privatization of the commercial sphere .

20





THE GDANsK INSTInrrE FOR MARKET ECONOMICS

JANUS2 M. DABROWSKI

PRIVATIZATION IN POUND

CASE STUDY OF "TRANSBUD"

Method or privatiz3tion:

"Liquidation through bankruptcy"

Sales of assets

paper prepared for the proJect being financed by USAID

"Lessons Learned frolJl Central European Privatlzatlon"

Warsaw, November 1992

1



"TRANSSUO"

Address: Towarowa 17, 10-959 01sztyn

"Transbud", a state-owned enterprise, went into I iquidat ion on April 1,

1992 (by force of the law on state-owned enterprises). Liquidation

proceedings are to be completed by the end of 1992. The enterprise in

question operated in the transport sector rendering transportation

services for construction companies.

1. SITUATION PRIOR TO LIQUIDATION

The enterprise was established in the 19605. Before 1991 I t owned

two subsidiaries in small towns near Olsztyn. two representation offices

abroad (in the forlJler USSR and Czecho-Slovalcia) and three large

repair-and-construction depots. DUring its hey-day (in the mid-1970s) it

had an employment of some 2.500. It was one of biggest transportat ion

companies in the region.

Until 1990 the firm fared relatively well and did not complain about

its f~nancial standing or lack of orders. At that time. however, it had

to deal with problems posed by the equipment it operated. By the force of

decisions made by central authorities. the enterprise was equipped mostly

wi th Soviet- Czech- and Polish-made trucks. In 1990 lIIoSt of them were

already heavily used and uneconomical. Towards the end of the 19BOs

efforts were made to modernize the equipment. however. no sufficient

financial means were raised.

At the mOlNnt of launching syste_Ic changes in the economy (the

be~inning of 1990), the fir. enjoyed a relatively favorable economic

condition (see: Table I), Its package of orders guaranteed its operation

for at least half a year. Nevertheless. a decision was _de to dismiss

almost 20 percent of employees due to faUlna demand and gradual

scrapping of the equl~.ent. At the end of the first half of 1990 first

financial difficulties becue apparent! lack or IIIe&ftS for payment of

obligatory dividend, i.e. a specific tax on capital levied exclusively on

state-owned enterprises).

It was not until autumn of 1990 that MTransbucl" ran Into real
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difflcul ties. Overall recession that also affected construct Lon. led to a

collapse of the transportation market (a decline In demand by almost 50

percent). Moreover. the market was entered by small. viable, private

transport firms offering their services at substantially lower prices and

successfully depriving state-owned giants of their customers. In view of

all that "Transbud" was losing the market, ran Into financia,

difficulties (an account loss was reported in the second half of 1990)

and continued to layoff its employees. The enterprise's management did

not go for any adJu!';tment measures, hoping that the government would

revise its economic policy or that the market situation would return to

its former state. A number of "tensions" was reported between the

employees pressing for a wage rise and the management pointing to a

difficul t situation of the firm. It seems that neither of them did

realize how difficult the situation really was at that time.

In autumn 1990, in view of mounting economic troubles, the employees

and the management attempted to start privatization of the firm. However,

no coherent conception of an ownership transformation was prepared and

due to a disastrously poor economic performance in the fourth quarter of

1990 all the activities in this field were discontinued.

In the late 1990 and early 1991 the firm virtually seized its

operation (as a result of seasonal fluctuations in construction and

further decline in demand for transportation services). At that time

capacity utillzation in the firm was not more than 10 percent and its

financial revenues were quite marginal as they covered only some 20

percent of its operation costs. At the same time (January 1991), the

company elplo~nt was reduced by sOllie 20 percent. There were disputes

between employees demanding Job safety and implementation of better-pay

promises and the management that clearly had no Ideas of how to rescue

the ti .....

In view of the above. in February 1991 the enterprise director filed

with the Ministry of Privatization (Ministry of Ownership

Transformations) an application for starting liquidation proceedings "due

to lack of opportunities tor the enterprise's operation and lack of any

development prospects". The application was consulted neither with trade

unions not with the employee council. Those bodies were only notified

about its filing and they did not oppose it.
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2. LIQUIDATION PROCEEDINGS

In March 1991 the Ministry of Privatization gave its consent for the

enterprise iiquidat ion due to its bad financial standing (bankruptcy

liquidation by force of the law on state-owned enterprises), A version of

I iquidation proceedings was chosen that provided for a sale of all or

some of the firm's assets. The ultimate decision on liquidation was made

by the Olsztyn province governor (the founding body) in April 1991. The

llquidation was to be completed by the end of June 1992. At the same

time. the province governor appointed the enterprise director its

liquidator.

Hence, the "Transbud" enterprise in Olsztyn becue one of the first

companies to be liquidated due to their poor financial standing. It was

the first transport enterprise to take up this liquidation formula. Many

other enterprises (mostly in the trans~rt sector) followed its example

and learned from its experience.

Shortly after the governor had made his decision an appraisal of

"Transbud's" assets began. A hired consulting company estimated their

value at 27 billion zlotys, I.e. some S 2.4 million (the book value of

the firm amounted at that time to :30 billion zlotys, 1. e. some S 2.6

million). Consulting costs reached 80 million zlotys and preparation

costs for the whole liquidation proceedings amounted to almost 200

zlotys, which means that the latter did not exceed 1 percent of the

estimated value of the firm's assets.

Proble.. [ncountered Ouri", the Liquidation Period

Liquidation proceedings started with preparing an inventory of the

f~rm's assets. The main problem that emerged at that time concerned lack

of clearly defined ownership rights to land and grounds used by

"Transbud". This was a consequence of negligence made many years agC' in a

result of which the fir. got no documents stating Its right to this real

estate. Following many many interventions and legal actions. taking up

almost 3 months, appropriate certificates were finally issued. The

proble. of unspecified ownership status of land used by state-owned

enterprises was at that tiM quite common and it delayed ownership

transformation processes in most of them.
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Anther problem that impaired liquidation proceedings in the

enterprise was posed by poor financial liquidity of the firm (7 bi 11 ion

zlotys worth of overdue receivable aJl1ounts), This added to difficulties

with employment reduction (lack of means for remuneration and severance

pay) and increased the costs of this process. Severance pay (3 to 6 times

worth of a monthly pay for dismissed employees) was paid out oniy after

financial means had been acquired from the sale of assets.

A rather surprising difficulty was involved with inefficient work of

the notary pUblic institution. It took more than two months to get

necessary acts and, consequently, delayed the preparatory stage of

liquidation. This was a problem faced by a majority of liqUidated firms.

Notaries found themselves unprepared in terms of both their competence

and organization for coping with new tasks arising from ownership

transformations.

The last, but probably the most significant problem, concerned the

appraisal of the firm's assets. It seems that the assets, especially in

the conditions of high risk and recession. were seriously overvalued. It

turned out that the demand for the firm's assets at offered prices Is

next to none. Application of "classical" methods of appraisal to

collapsing companies proved wholly ineffective (this was confirmed by

other cases of liquidation by bankruptcy). The liquidator decided to go

on with sales at tender prices and it was only since then that an actual

process of selling the firm's assets could begin.

Transfer of Ownership ~i.hts

The sale of assets was initiated in June 1991 with putting on sale

trucks (at prices estimated by their appraisal), In the first t ....o rounds

not a single vehicle was sold. The liqUidator then made a decision to

sell the assets according to their tender prices. offering employees a

preemptive right of purchase. Besides, employees could make their payment

in foW" installlMnts. As a resul t of the above all trucks were sold

within four months. Host of them (SOllie SO percent) were purc:w.d by

employees. Final prices (substantially lower than those suggested by the

appraisal) set set by a cODlJllission summoned by the liquidator, that

evaluated the technical condition of vehicles. The liquidator regarded

the sale of vehicles as a big success. According to him the equipment was
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seriously used up (depreciation reaching 80 percent) and ',Jcu:d r..=t :':r.':

buyers at "ceiling" prices set by the consultir.g company, So. he ,=c,.. i::I

either wait and not sell anything or lower the ;::~lce and find bu:.ei's r.

seells that the decision made b~ the liquidator waS right. althc:.;gh this

way of enterprise liquidation may give rise to accusations of corrupticr.

and uncontrolled sale of assets (the appraisa: has no real ~eanir.g.

decisions cn prices and on the choice of buyers are made exclusively bj'

the liquidator, while tenders only provide a formal guarantee).

Sales of the real estate and land involved much more difficulties.

In his first attempt the liquidator .anted to find a buyer for the whole

estate, however. there was no response at all to his offer. In view of

the above he decided to sell the enterprise "piece by piece". During the

first six months of liquidation. virtually no assets were sold (apart

from trucks) at prices corresponding with the appraisal.

The situation changed oniy at the end of 1991 when the liquidator

decided to lower the price for land and real estate. As a result of that

decision pract ically the whole of assets were sold by September 1992.

They.were purchased by private firms or individuals.

Host of the land and real estate was sold below its appraised value,

however, some of these assets reached the price above their book val ue.

which was read as a success by the I iquidator in view of unfavorable

economic condi tions (recession. expensi ve credits). Payments were to be

made in interest-free installments contributed within several months (not

more than half a year). Host of buyers met their commitments on time.

Operation ot the Firm under Liquidation

Almost immediately after having been granted a liquidation permit

t~e director (liquidator) decided to dismiss 50 percent of employees. The

reason for that was the lack of any orders and a virtual discontinuation

of service activities by "Transbud". Further lay-oUs were averted b;,'

lack of financial means for severance pay for redundant employees. As

financial means from sales of the firm's assets started to flow in. every

new aonth saw a reduction of employment. At the end of 1991 there were

only 50 people left. In April 1992 another 40 employees were dismissed.

The remaining ones (caretakers. cleaners. accountants) were notified

about termination of their employment contracts.
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As a result of launching the liquidation proceedings the wages

(salaries) of empioyees who were left in the firm Increased substantially

(by 50 percent on the average), This paradoxical situation can easily be

explained by a rapid inflow of financial means from the sale of the

firm's assets and by a radical decline in the number of employees.

Besides. it was, in the first place. production workers who lost their

Jobs and who had been the worst paid prior to liquidation.

The process of liquidation did not give rise to internal conflicts

or disputes. Employees managed to come to terms wi th their and the

enterprise's fate, although, as the liquidator pointed out. they did not

qui te realize what l1quidation by bankruptcy meant. At the begiMing of

1991 trade unions made a resolution supporting the liquidation and at the

moment of its start they dissolved the ir organizat ion and so did the

employee council.

III SITUATION AFTER LIQUIDATION

By the end of 1982 the l1quidat ion of "Transbud" was practically

completed. As a result. all enterprise's assets have been sold to private

individuals or firms. Total liquidation costs amounted to some 3 billion

zlotys. They consisted of costs involved with preparation of liquidation

proceedings (200 million Zlotys) and costs of the firm's operation during

the liquidation period. According to estimates. the proceeds from the

sale of assets amounted to some 15 billion zlotys. Hence, the liquidation

cost accounted for some 20 percent of proceeds from the sale of the

firm's assets.

Re-allocatlon or capital Assets and Result. ot their New Application

In the case of "Transbud" all the assets were sold to private

owners. Trucks have been purchased by employees or small private

enterprises. They were still used for road haulage purposes. However, the

costs of services offered by those firms and private individuals was by

some 40-50 percent lower than that of "TransblJd". Road haulage act! vi ties

of those ent 1ties are prorl table despi te growing market COllpet i t Ion. N,)w

ellployment created in this fIeld (transportation services by the use of

equipment formerly owned by "Transbud") is estimated at some 200.
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The buik of real estate of II Transbud " has been purchased for

purposes other than transportation. The firm's structures and land

provided a basis for e.g. a chemical laundry, a tailor's shop a

commercial company, a wholesale warehouse, a gasoline station, a plastic

production plant, an assembly plant for electronic components. So far,

all those ventures have been profl table. New firms created Jobs for

almost 200 people. It is expected that as soon as all the relevant

transactions are executed and economic activity begins in all the

premises, total employment will reach some 400.

Thus, in the case of "Transbud" it turned out to be possible to sell

within one year and a half its whole assets and to find for them a new

application. The enterprise repaid its commitments vis-a-vis the state

budget, other firlllS and its own employees. At the same time, the

resources that were utilized at "Transbud" in an inefficient way, started

to bring profits in new ventures. One may expect that the assets formerly

owned by "Transbud" will soon offer a number of Jobs comparable wi th that

at the liquidated state-owned firm. From this point of view the

llquldatlon of "Transbud- should be given a positive evaluation.

IV CONCLUSIONS

The basic aim of liquidation through bankruptcy is, on the one hand,

an eliminat ion from economic life of firlllS that are making permanent

losses and, on the other hand, re-allocation of land, capital and labor

resources to other, IIIOre efficient applications. Those resources, as

assets of a state-owned company, are acquired by private firlllS or

individuals and are still utilized in production processes. Some of the

resources that are of poor quality, highly depreciated, etc. are

e~imlnated from economic aetivity in the process of liquidation through

bankruptcy. Therefore. although liquidation through ba.nlcl"uptey is not a

classical form of state property privatization. it provides for

re-allocation ot production assets fro II less to IIIOre effect ive

applications and for transfer of short-supply resources of state-owned

firms to private owners. Hence, this is a specifle, although real

transfer of ownership rights of all (or some) assets of a liquidated

enterprise to private agents.

The llquidatlon or "Transbud" and of other rlrms undergoing such
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proceedings at that time due to their poor financial standing has allowed

to determine the factors and phenomena hamperlng development of this very

process and to formulate cone I us ions as to 1ts improvement. The most

significant ones are the following:

1. Appraisal of the firm's assets. In the case of I iquidat ion through

bankruptcy all market methods of appraisal become unrel iable. Moreover,

an appraisal of the firm's book value is also inaccurate (usually

overestimated). In several early cases of liquidation sticking to the

requirement of carrying out an appraisal "'nd taking It as a basis for

setting prices for its assets caused delays in the liquidation process.

Lack of interest for relatively expensive assets made it impossible to

carry out liquidation proceedings (e.g. cuts in employment, paying off

outstanding amounts) and clearly added to the firm's operation costs

(maintenance and remuneration). Introduction of "tender prices" and

elimination of appraisals (unnecessary costs) turne~ out to be

indispensable. They speed up the liquidation process, although they may

also lead to corruption. In this case it is required to define precisely

the conditions of sales of assets and the rights of a liquidator.

2. The problem of rights and duties of a liquidator. The role and the

scope of a liquidator in a state-owned enterprise have not been clearly

defined so far. In any case, he is neither motivated for a quick

completion of proceedings nor for a possibly most profitable sale of

assets. Cases are reported of a deliberate retardation of proceedings

(liquidators are usually well-remunerated) and of obstructing sales of

some assets. It seems necessary to modify this system by introduction of

extra rewards for & liquidator depending on duration of the proceedings

(or their cost) and on incomes gained from liqUidation.

3. There is lack of appropriate information on assets of liqUidated

enterprises. Inadequate Interest In those assets often results not only

from their being inattractive or too expensive. In many cases lack of

information is a decisive factor here. as it reaches only local

entrepreneurs, private individuals and companies. Setting up a system of

a regional (central) monitoring of liquidated assets could substantially

Increase the number of their potential b~ers.

4. The proble. of the legal status of land. This issue has hampered any

ownership transformation froa the very beginning. In the case of

liquidation through bankruptcy it aade it impossible to sell most of the
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assets due to an unspecified status of land. It was only the simplified

regulation by law of the end of 1991 that provided for "enfranchisement"

of enterprises on their grounds. giving them a possibility of selling

ownership rights (or the right of usufruct) also pertaining to land.

Table

Basic Indicators

Period Jan. Feb. Jan. Feb. Jan. to March
Indicator (billions 1990 1990 1991 1991 1992
of zlotys)

Sales 11.741 13.868 11.940 5.460 2,000

Total costs II, 130 14,S92 15.212 5,488 7,000

Gross profit 1.160 -0.239 -3.457 -0.311 -5.000

Net profit 0,034 -1, 141 -S.719 -1, 222 -5,540

?ron tabl11 ty (~) 10,4 -1,6 -22,7 -7,3 -75.5

Receivables 1,798 2.707 3.897 1.350 7,100

Payables 0.831 1.526 5,978 1,280 3.560
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Cementownia (cement plant) "STRZELCE OPOLSKIE" S. A.

Address: ul. 1-go MaJa 50. 47-100 Strzelce Opolskie

Phone: 22-10109, telex 0732652

The enterprise operates within the cement industry branch.

Itmanufactures almost exclusively cement and clinker (semi-product

of cement). Its share in the domest lc market amounts to 8-10

percent. wi th employment amounting to some 1,000. The enterprise

is located in a town with 21,000 inhabitants, which has only one

other industrial plant (" Agromet" manufacturing farming machinery

for former OlEA countries, now facing very serious difficul ties

after the collapse of trade wi I h the :'ormer USSR). The cement

plant is situated 40 kilometers ;rom Opole and 60 kilometers from

Katowice.

The plant's capacity amounts to 1,480,000 tons a year. The

area occupied by the plant is 1.283 square kilometers. The

enterprise has its own limestone and cement rock quarry.

In November 1991 the enterprise was commercialized, i.e.

transformed into a Joint-stock company owned by the State

Treasury.

A. THE ENTERPRISE CONDITION PRIOR TO PRIVATIZATION (1990)

The obsoletG technology of cement production has been the

major strategic problem faced by the enterprise. The firm has been

provided with Soviet technology and Soviet-made equipment for

cement manufacturing by the means of the so-called wet method ..
This method is very material- and energy-intensive. The dry method

applied by "GORA2D2E", another cement plant located nearby (30

km), allows tor a 38 percent cut in energy consumpt ion, a 50

percent reduction of demand for hard coal and, at the same time,

it makes it possible to obtain 12.5 percent more finished product

out of the same quantity of raw material.

Economic consequences of that structural defect of technology

became apparent following the implementation, as of January 1,

1990 of a macroeconomic reform, known as the Balcerowlcz Plan.
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Elimination of a shortage economy and adoption of a more realistic

price structur~ had a decisive impact on the enterprise position.

On the one hand, for the fir'st time in its history the enterprise

was confronted wi th a demand barrier and on the other hand it

faced a substantial rise in energy prices. Developments in the

field of demand were under ~ considerable influence of rer.ession

and adjustment processes in the Polish economy, the first

cons~quence of which was a decline in the activity of

housebuilding and industrial construction. The new demand and

price situation in contributed to a basic change in the economic

and market situation in the whole cement production sector in

Poland. Enterprises manufacturing cement by the dry method found

themselves in a good situation, while those applying the wet

method ran into strategic difficulties.

In the case of Cementownia "Strzelce Opolskie" the new

situation was reflected in a radical decline in cement sales.

While before the breakthrough those sales exceeded 1,400,000 tons

0,407,000 tons in 1988, 1,419,000 tons in 1989), in 1990 they

fe 11 to 1, 174,000 tons. EXjJorts accounted for 7 percent of those

sales.

Financial standing of the cement plant in the first year of

the reform was relatively good. Gross profits reached 72.3 billion

zlotys and gross profitability (gross profit to costs ratio)

amounted to 36.3 percent. Due to considerable contributions to the

state bUdget (corporate income tax, dividend and excessive wage

growth tax amounted to 28.9 billion, 28.0 billion and 2.5 billion

zlotys. respectively) net profit totaled 12.8 billion zlotys and

net profitability (net profit to costs ratio) amountp.d to 6.4

percent. At the end of 1990 the amounts receivable from customers

(24.4 billion zlotys) were 2.4 times higher than the amounts

payable to suppliers Cl0.5 billion Zlotys). Indebtedness vis-a-vis

be.nks. was low and concerned only working-capital credi ts (6

billion zlotys).

The fact th~t in 1980. thanks to cartel-type agreements- there

was no priee competition between cement plants in southern Poland

had a significant impact on developments in the field of revenues

and profitability or the enterprise in question. Breaches of price

agreementS' and mutual underquoting stat·ted only in the middle of'
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1891.

Situation in the field of organization and management had all

the features typical for a socialist enterprise. The formal

structure of power was determined by the state enterprise formula.

Hence, the organs of power were: the director, the employee

council (electing the director) and the meeting of empioyee

representatives. Trade unions: "Solidarity" and the post-communist

union, were also influential.

The so-called engineering and technical staff, i.e.

technicians and engineers represented in the top and middle-level

management, formed the most influential and intellectually

strongest group. This was in accordance wi th the organizat ional

and funct ional structures in which only the "product ion"

(product ion department) really mat tered, and such departments as

"sales" or "finan~e" employed almost no staff at all, since their

functions, in fact, did not exist before. The formal body

representing the interests of this group was the employee

council, .dominated in 80 percent by members of this group.

The main weak points of the enterprise in the analyzed scope

were:

- wrong (too slim) organizational structure,

- complete lack of controi over costs (wrong system of cost

account ing),

- excessively developed (incoherent) and non-motivating wage

system,

- complete lack of market research and marketing, very poor

organization of sales,

- overemployment and wrong employment structure.

In terms of organization and staff the enterprise was

unprepared ~r operation in the market economy conditions.

The exist ing formal and actual structure of power !n the

enterprise in a natural way blocked rat ionalizatio!. changes and,

at the same time there was not a real pressure on such changes

exerted by the formal owner - the state. In fact, the enterprise

was not experiencing the owner's intorost at all. Thus; it is not

surprising that in 1990 despite a drop in prod'lction by 17.5

percent employment fell by only 5.5 percent. Rationalization

(flattening) of organizational structures would have to impair the
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interests of this most influential middle class in the enterprise.

Improvement of cost accounting and control ~ould also be at

variance with the interests of insiders. On the other hand. hiring

qualitatively new employees that would be responsible for sales

and marketing was made very difficult by the restrictive tax on

excessive wage increases that regUlated the ~ge level in state

owned enterprises.

B. COMMERCIALIZATION (1991)

Although in 1990 the enterprise ~s not troubled by any

significant financial difficulties. it was already then realized

that without a radical change of the production technology the

enterprise's survival on the market was not possible. The

awareness of that fact was particularly strong in the most

influential group formed by the engineering and technical staff.

That group quickly realized its new situation. defining it in the

categories of a considerable threat to Jobs.of all its members. On

the local labor market there was no other employment alternative

for this group. This factor clearly defined the strategy a~plied

by this group. In contrast to many othe; enterprises it resigned,

at the very beginning. from participation in ownership rights. The

reasoning here was simple: their professional future was connected

wi th Cementownia "Strzelce Opolskie". the cement plant may only

survive if a fundamental technological modernization is carried

out, such a modernization may only be accompllshed by a large,

strategic investor1 only a big. foreign firm may be such an

investor as in Poland there are still no private investors

representing such a sizable capital. Summing up the above it can

be pointed out that as early as 1990 the enterprises elite

abandone~. he idea of surviving bJ' its own means and approved the

option of a buy-out by a wealthy foreign investor. Deterioration

of financial results in the early months of 19912 could only

IModernization costs are estimated at 1 trillion zlotys (some S 66

milllon).

2In the first six months of the year the net profit reached only
766 million zlotys, I.e. merely 6 percent of the net profit
obtained in the previous year.
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strengthen that 'belief. Visits paid by representatives of s~·..erai

Western flr'ms
3

and their' dec tared interest ina buy-out of the

enterprise also had an encouraging effect. A foreign investor was

to be won through commercial ization. i, e. transformation into a

Joint-stock company owned by the State Treasury.

Other reasons behInd commercialization were:

- hope for the bur-den of dividend (tax on enterprise assets) being

removed,

- hope for a wage increase (expressed by employees)

- hope for ~ore freedom in taking up the decisions. expressed by

the ~.~e~~or (commercialization means automatically a

liquidation of the employee council which had an authority over

the director).

The employee council was the main instigator of

commercialization. This was a very particular feature as it was

exact ly it that was to lose the power at the moment

commercializat ion. Neither of its members was appointed to the

Supervisory Board of the newly-establ ished company. The employee

council represented strategic interests of the engineering and

technical staff. The initiative of ownership transformation was

also supported by trade unions, which expected, for no obvious

reasons, immediate wage rises. Those expectations were unjustified

as after commercialization state-owned enterprises st ill have to

pay the wage growth tax. Similarly, expectations concerning

exemption from the so-called dividend contributed to the state

budget, as in the Joint-stock companies owned by the State

Treasury dividend was replaced by interest on capital assets,

which in this case was only slightlY lower than dividend.

The Resolution on transformation of the enterprise into a.
Joint stock company was made by the Employee CouncIl in Febru~y

1991. In March the decision was approved by the General Meeting of

Employee Representatives and by the Ministr~' of Industry (as the

so-called founding body), That Resolution was the basis of an

applicat ion for transformat ion submi t ted wi th the Ministry of

Privatization. On July 24, 1991 the Ministry made a deCiSion on

transformat ion. I n November a new Company was registered at a

3SA Cimenteries CBR (Belgium), F.L. Smidth (Denmark), Ciments
Francais (France).
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court under the name of "Cementownia Strzelce Opolskie S.A. Mr ':an

Suchanek was appointed President of the Board. Until March :991 he

used to be vice-Director of the enterprise and since March 1891 he

had been its caretaker Director. The former director ~as recalled

by the Employee Counci I on the proposal of the "Solidari ty' leader

in connection with a typical personal confl ict. Both directors.

the old one and the new one were involved with the engineering and

technical staff. The Employee Counc i I did not defend the former

director, as his successor represented even better its interests.

being an even more outspoken proponent of commercial i zat ion and

privatization with the participation of a strategic foreign

investor.

The 6-men strong Supervisory Board consisted of two

representatives of the Ministry. two "insiders" from the

enterprise elected by the employees in an open ballot and two

members from outside the enterprise and outside the ministry

(economists) .

C. AFTER COMMERCIALIZATION - PRIOR TO PRIVATIZATION (1991-1992)

The case of Cementownia "Strzelce Opolskie" S. A. is a very

good example of fruitlessnes3 of commercialization. Strengthening

of the so-called ownership supervision or, in other words,

restoration of an effective state control over enterprises is one

of basic objectives of transformation into companies owned by the

State Treasury. The state influence was seriously limited by the

laws on state-owned enterprises and on employee self-government

that were passed in 1991. Commercialization of Cementownia

"Strzelce Opolskie" did not restore that influence as it

maintained or even strengthened the former configuration of power

in the enterprise.

first of all. the Supervisory Board proved to be weak. It was

not in a position to monitor effectively the Board's activities,

to discipline it or to gUide its operation. There was not an

effective pressure on rationalization of the enterprise

activities. Moreover, the Supervisory Board was not an effective

instrument of information transfer from the enterprise to the

Ministry of Privatization (representative of the State Treasury),
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which could well be seen from delays in prlvatization declsi,Jns

vis-a-vis the enterprise. That body performed a decorat i ve

functlon rather than an actual one. It was relatlvely ',./eak in

intellectual terms and poorly motivated: remuneration ot the

Counci I' s members was not conr,ected in any way with the cement

plant's performance.

The position of the former Director, and presently the

President of the Board was strengthened. The Employee Counci 1

through which trade unions (and in particular the "Sol tdart ty")

could exert their pressure was dissolved and, on the other hand,

he still enjoyed the support of the engineering and technical

staff, the interest of which he represented. In his interplay with

trade unions and the staff the President of the Board, in fact

being an autocratic ruler, was constantly winning on two

occasions, First, the threat posed by the near-by "G6razdze"

cement plant. The President kept repeating that the "G6razdze"

plant had a clear competitive advantage resulting from a much

cheaper "dry" technology, as well as from' the aggressi ve and

"unfair" attitude of the competitors who would break price

agreements and constant ly underquote. This way they should take

over domestic and foreign customers of "5trzelce Opolskie". The

President reiterated that systematically. in order to mobilize the

employees and to find excuse for his own negl igenee. Another

excuse made by the President for any difficulties was the

"incompetent" Supervisory Board and "supine" Ministry. In both

cases the information policy of the President was very effective.

In the second case he even managed to be a go-between for trade

unions and the Supervisory Board.

As regards the Management Board, the first 18 months of

privatization can be described as a wait-and-see attitude, until

actual privatization comes (buy-out by a large, foreign investor)

without facing the risk of falling out of the game (losing the

post). Neither the President nor the Board members had strong

incent i ves and interests to undertake substant ial steps towards

rationalizatlo~ of the enterprise. The President's salary was 400

percent of the average ~emuneration in· the firm and was increased

by a bonus payment amounting to 0.01 of the turnover value and 1.0

~ercent of the net profit. The President and other Board members

8
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had no interest in undertaking rationalization measures that ~!iht

spark off some important internal conflict. Thus. the key problems

of organization and management remained unsolved. The system Jf

cost accounting has not been reformed. hence identificat ien and

control of costs in five major production departments is

impossible. This refers, in particular. to costs of energy used.

the reduction of which would be very much welcome in this

technology. The core of organizat ional structure, inheri ted from

the command system. also remained unchanged despi te the common

conviction about its malfunctioning. Two positive changes in this

respect were only fract ional. They concerned merging of the

Railway Transport Department with the Cement Packaging Department

into one Department of Commodi ty Turnover and merging the Sales

Department with the Export Department into one Commercial

Department. Despi te a pronounced decline in product ion no

rationalization of employment was made. There were no group

layoffs. No staff changes were made, either.

The last development has its objective explanation. On the

one hand. on the local labor market there is lack of qual ified

specialists (e. g. in the field of marketing), and on the other,

the enterprise, limi ted by the wage-growth tax, was not in a

position to pay enough the short-supply specialists. In the third

quarter of 1982, i.e. three years after the reform implementation,

the wage system was finally modified (simplified). However, due to

the deficient cost accounting system the remuneration system still

fails to provide motivating incentives.

The ineffectiveness of commercialization as a way towards the

improvement of enterprise efficiency. is also reflected in the

fact of existence of two trade union co-operatives rendering their

services for the enterprise. This is a typical "unsound" parasite

type structure, containing elements of "transferpricing" and

contributing to "getting rich" by the trade unionists at the

expense of the enterprise and the state.

While the measures which would upset the configuration of

intorests inherited from the real socialism period were not

undertaken, the reverse was the case with "neutral" adjustment

measures. In the second half of 1992, four important, al though

small investment pr-Jects were realized:

9



electronic scales for cement-cars weighing was purchased in

order to diminish loses resulting from underweighing or

overweighing,

a complete line for packing, palletization and covering ~ith

fi 1m was purchased to meet the requirements of Western

customers.

- plating of the furnace was replaced, to cut down the electricity

consumption by 20 percent,

- an electro-filter was installed on the rotary furnace, to secure

dust emissions reduction to some 99.66 percent.

All the four investment projects might be described as rUdimentary

steps towards adjustment to new conditions. The necessity of such

steps was realized as far back as 1990. The fact that their

implementation took almost three years reflects the extremely slow

adjustment process. The total value of investment was not very

imposing (less than 30 billion zlotys). The enterprise financed

them entirely from its own assets (from profit).

The production. market and financial situation was subject to

some fluctuations in 1991 and 1992. In the middle of 1991 the

period of price agreements wi th other cement manuf'acturers was

definitely over. Sharp price competition started. In 1991 966.000

tons of cement were sold, i.e. by 208,000 tons less than in 1990.

Gross profitability in 1991 declined to 12.2 percent (as compared

with 36.3 percent in 1990). Net profit was only 637 million Zlotys

in 1991 (12.849 billion zlotys in 1990). The first quarter of 1992

saw further deterioration of the situation: gross profltabllity

declined to 4.3 percent, a net balance loss of 4.568 billion

zlotys was recorded, there was a further decline in sales (by

52,000 tons). However, in the fallowing three quarters of 1992 the,
situation in the field of cement sales recovered markedly, La.

due to a pronounced rise in exports.

D. THE PROBLEM OF PRIVATIZATION

At first, one should note delays in actions undertaken by the

Ministry of Privatization. The strategy of privatization applied

to Cementownia "Strzelce Opolskie" was already obvious in 1990.

However, the Ministry took up actual privatization steps only
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after the so-called sectoral studies concerning the .....hoie cement

industry had been completed. The outcome of those studies .....as the

decision on combining the sale e)f the "Strzelce Opolskie" cement

plant wi th that of "Gorazdze". On October 20, 1992

"Rzeczpospolita" published an advertisement on invi taUon to

negotiations over the sales of 51 percent of shares of the

"G6raz ze" cement plant and 80 percent of "Strzelce Opolskie". The

remaining 20 percent of shares was, in accordance with the

Pri vat izat ion Law, to be offert:d to employees and the rest of

"G6razdze" shares was to be sold through public offering.

As a result of the invitation foreign investors emerged.

ready to accept the conditions set by the Ministry, 1. e. to buy

both the "good" and the "bad" cement plant, involving the

commitment to implementation of the proposed investment program

and social package.

However. completion of negotiations was blocked In November

by the employees of the "G6razdze" cement plant. This happened

despite the agreement reached earl ier in September between the

Ministry and all-Poland and factory-level trade union

organizations on matched sales and on trade union participation in

negotiations with the strategic investor concerning the so-called

social package included In the contract for sales of those

enterprises. The Factory Commission of the "Solidarity" trade

union in Cementownia "G6raidze" staged a referendum in which the

employees voted against the foreign investor. At present.

(December 1992) the Commission is ready to go on strike if the

plant is sold to the foreign investor. It also made a counter

proposal of "leverage sale", I.e. setting up an "Employee-owned

Company" .

This proposal is unrealistic. as at the market value of the

cement plant estimated at 1.6-2.0 trillion Zlotys the employees

would have to invest several dozen million zlotys each, which Is

practically impossible. Moreover, the proposal does not take into

account the fact that new investments worth some 500 billion

zlotys are needed. At present, (December 1992) there is still l!1

deadlock as the employees of "G6razdze" do not want to resign and

the Ministry does not want to take radical steps that might result

in a strike.

11

I



The attitude of the "G6ra~d~e" cement plant may have changed

under the impact of negotlat ions on "State Enterprise Pact" that

leaves the choice of ownership transformat ion path to employees

themselves (represented by trade unions).

E. CONCLUSION~

Three general ~onclusions may be drawn from the analysis of

the "Strzelce Opolskie" cement plant case. The first of them

concerns objective difficulties with a qUick transformation of old

socialist enterprises from and "engineering - production"-oriented

ones into "market" companies. The problem here is the skills-and

mentality barrier. The enterprise clearly lacks a minimum of

managerial know-how. This refers to a whole gamut of skills

involved with sales (market analyses, marketing, . sales

organization, etc.), accounting and finance as well as

organization. Making up for those deficiencies possibly soon,

through the local labor market was practically impossible. Apart

from problems connected with hiring new men, there was also the

problem of "old thinking" represented by the workers and the

former establishment. That thinking results in wage demands and a

generally passive approach - waiting until the state settles all

the problems.

The second conclusion concerns limited chances for a positive

impact of commerciali2ation alone on the operation of enterprises.

In this place one should take not ice of two factors: first the

relatively unfortunate composition of the Supervisory Board and

the lack of a proper system of remunerating the members of that

Board. The Board was motivated not by financial but by political

reasons - its survival depended on avoiding problems and troubles.

It seems, however, that even if better people were appointed to

the Board and if their remuneration was linked with the

enterprise's performance, the chances for enforcing an internal

reform, bound to upset the main configuration of "insiders'"

interests (engineers and technicians) would be small. Namely, the

opportunities are big for making a deal with workers and forming a

coalition of insiderS (staff. workers) against the external and

state-administration bodies like the Supervisory Board or the
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Ministry of Privatization (as the Generai Meeting ~f

Shareholders). Through eiiminatlng the formal body of empioyees 

the Employee Council commercialization strengthens ~he

management's position vis-a-vis the employees. but it is unable to

strengthen the state's position vis-a-vis the enterprlse. Just the

contrary, the state's position is in a way weakened as it formally

becomes a party (employer), an addressee of various demands and

hopes. In the state-owned enterprise formula almost all decisions

are made by the enterprise itself. Employee self-government bodies

are at the same time bodies of an enterprise. The "employee rule"

is manifested in the decisive say of the Employee Council in

appointing the enterprise's director. Thus, from the formal point

of view the state is not a party in labor disputes and is not

responsible for what is going on in an enterprise. Autonomous,

self-governing and self-financing state-owned ent,erprises

(according to provisions of the Law passed in 1981) are state

owned rather only from the verbal and not legal or practical point

of view. Actually, in Polish terms commercialization is, in a way,

an act of re-nationalization" - restoring enterprises to the

state. This means a growing scope for politics in the economy. The

state becomes formally "responsible for enterprises". Forming of

offensively defensive coalitions of insiders (workers and

management) in order to intensify their competition with the state

(instead of other companies on the market) becomes then easier.

The analyzed case shows that one should not expect too much

from commercialization as an instrument that is to improve

management of state-owned enterprises (non-pr'i vat ization

commercialization).

The third conclusion refers to the general weakness of the

Polish state in execution of its formal rights and privatization

polley. The example of Cementownia "G6razdze" indicates that the

Ministry of Privatization is not strong enough to privatize

enterprises against their employees' will. even if formally it has

undeniable right to do so. This is a proof of a consensual nature

of Polish privatization. which has ~ adverse effect on its pace,

but probably allows to avoid excessive tensions and social

conflicts.
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Table 1.

Basic indicators in 1992

_________p_e_r_iO_d__ 1 1-3 92 I 4-6 92 I 7-9 92 I

Output (tonnes)
I

164.479 232.000 287.348

Sales (min z}) 65.396 109.974 164.737

Total costs 69.483 79.789 112.532

Gross profit 2.720 19.352 22.919

Net profit -4.568 1.185 5.095

Gross 4.3 14.8 20.4
profitability (%)
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"PRCCHNIK" S. A.

AddreGs: Hars:alka Rydza-~miglego 20, 90-336 l.,dz

"Prochnik". a state-owned enterprise. was transfor:ned into a Joint-stock

company owned by the State Treasury tin October 1, 1990. DIstribution of

shares through publ ic offering was completed in the middle of January

1991. The enterprise operates within the framework of light industry and

its scope of activities includes production and servi~es in the field of

men's and ladies' wear. Its employment amounts to some 2,200 (fourth

quarter of 1992).

I. SITUATION PRIOR TO PRIVATIZATION

Before having been privatized "Pr6chni!~" belonged to the group of

the best Polish firms. Its name was renowned both in Poland and abroad. A

major part of its output had been exported to developed market economies

for many year~. It was'. firm making high profl ts and enjoying good

development prospects. Those characteristics were decisive for putting

Prochnik" into the group of five Polish enterprIses to be privatized

first through public offering. It was namely assumed that this form of

privatization should involve exclusively the firms being In a good

financial condition that would guarantee profitability of capital

investment fo~ potential buyers of shares.

Financial Standin.

Prior to privatization (1990) the financial condition of Pr6chnik" was

~ery good, especially when compared to that of other Polish firms at that

time. Wi th its annual turnover reaching S 15 million the firm recorded

profitability ranglng from 30 to 40 percent (see: Table 1>. Despite a

serIous rise in receivables in 1990 the enterprise had no lLquidlty

problems. At that time it used credits (mostly working-capital ones)

totaling S 1 million.

Output and Sal••
51 nce it very beginning "PrOchnik" had been manufacturing most ly
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men's wear (Jackets and overcoats) and ladies' wear (overcoats ~~J

suits). as well as children's ....ear. ladies' a..,d men's under'oIea,r. ~tc, In

the ~iddle of 1990 the production of 'mder ....ear and scme ~~her l~arg:~all

;~e:ns .'as discontinued beca'.lse of ir.;'-'.fflc:e:1t profitability a..'1d s~all

absorptivity of the domestic market.

Prior to its transformat ion the C:,mpany was bel ie'/ed t,::> r.a'.;e

oJ..erated in a competitive environment both on the Pol ish and on the

foreign market. On the market for men's overcoats 'lnd Jackets

"Pr6chnik's" share amounted to 25·35 percent. On the mark~t for ladies'

winter overcoats for some 12 percent. The market shares of .::>ther products

were not bigger than several percent,

"PrOchnik's" major suppliers have been, and still are, Polish flrms.

Since January 1990 the Company has not been troubled by unreliable

supplies of raw and base materials (as a result of implementation of the

economic stabilization and equilibrium restoration program). However, at

the same time, due to a substantial decline in consumer demand, the

absroptivity of the Polish market, especially as regards light industry

products, declined by almost 50 percent. The Company's real sales on the

domestic market also declined by almost a half in 1990.

"Pr6chnik" had been conducting diversified export activities for

many years, cooperating with regulClr customers in Western Europe and

North America. Prior to privatization the share of exports in "PrOchnik's

sales amounted to some 60 percent, which was equal to approximately S 10

milllon annually.

Organizational Slructure and Manaae.ent

The enterprise was established in 1945. From its start it~

activities were concentrated on clothes manufacturing, In the 1960s and

19705 four subsidiaries were set up 1n small towns near !:.Odt and in 1977

a new plant was constructed in !:'6dz. At the beginning of 1990 in view of

insufficient profitability one of the subsidiaries was closed down.

Before startini the privatization process organizational structure

of the Company was somewhat simpl ified (several departments were mergE;d

some managerial posts were liquidated, adainistratlve operat ions were

curtailed). A centralized, functional str-uctur'e ..erged, wi th tour main

main fields comprising accounting and fInance. supply and sales,

production and technology The Company consisted of a center and four
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plants organized as manufacturing units.

Prior to privatization of "PrOchnlk" following the pr visions ~f the

:aw of July 13. 1990 on privatizatlon of 5t~te-owned o:'nt-=;~r:5es :l

~up~r-'1isory Beard ar.d a Hanagement Board lJere aF~o;r.te·j. f.::::wlng a

consent to privatlzation given by the old employee council and its

sucsequent dissolution.

The first Supervisory Board, appointed prior to privatizat:on, Ioras

composed of six persons. IlJo of them, in accordance with the law, were

representatives of employees elected in a ballot. The remaining four

members were nominated by the Minister of Privatization.

The Management Board consisted of three members nominated by the

Minister of Privatization. The hitherto director of the firm (occupying

that post for 12 years) was appointed President of the Board. A qualified

accountant (until 1990 working for another enterprise in 1:.6dz) and the

hitherto sales manager in "Prochnik" were appointed to be Vice-Presidents

Employment and Relations Inside the Company

Throughout several recent years· preceding privatization the

employment in "Pr6chnik" was subject to minor changes. At the end of

September 1990 (shortly before the transformation) the number of

employees was 2.479 of which 313 performed administratl ve funct ions.

1,601 worked in production departments and 565 performed auxiliary

activities.

The relat ions between the fi rm' 5 management and employees prior to

privatization had been good and not conflicted. In recent years no

striking actions were reported and cooperation among the firm's bodies

was successful. Approximately 10 percent of employees were trade union

("Solidari ty" and OPZZ) members. which in Polish terms was a relat ively

\lf1impressive figure (the average "unionization" rate being some 35

percent in 1990).

II PRIVATrZATION PROCESS

Motivation behind th8 Proce••

The motivation 01 participants of the privatlzation process

seriously diversified. The Ministry of Privatization wanted to have

"Pr6chnik" in the group of first enterprises privatized following the
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capt tal path. due to I ts favorable economic condi t ion. stabl e 5e;:: r:g

outlets, high quality of goods manufactured. Another re3.SC:1~"l5 ~ :-.e

necessity of replacing those firms in the "top five" which failed :~ ~~~:

the formal condit Ions. :,;rlglnally, "Pr')chnlk" "as not inc:t~.jej ... '.~.3.'.

group, despite being better prepared for privatization).

The enterprise director. acting as the main instigator and ~romcter

of privatization, was interested In ownership transformation mostly f:lr

prestigious reasons. He wanted "Prochnik" to hit the headlines thr'JI~ghout

the country and to be regarded as a leading firm. He also hoped for

getting more breathing space in operating the Company.

On their part, the employees expected a substantial wage rise to

follow privatization (as a result of lifting the wage-growth tax),

although at the same time they were afraid of possible lay-offs, stricter

work dlsclpl ine. etc. Following many months of discuss ions and

negotiations (1. a. those with the Company director. who promised that

employment would not be impaired by privatization) they became pronounced

adherents of the ownership transformation. Trade unions In their official

statements declared themselves in favor of privatization.

Resistance to privatization was voiced only by the employee council.

Unti I the very end it obstructed the implementation of privatization

procedures (the law prOVides for privatization to be started only upon

acceptance given by the employee council). The council members did not

want to concede their considerable impact on enterprise management and

their prominent posts in the council (privatization means an Immediate

liquidation of the employee counci I in the firm). It was only under a

very strong persuasion of the director and employees that the council

members gave their consent to privatization (a week after the deadll ne

set by the Ministry).

Appraisal or Capital Assets

The equity capital of the Company has been estimated at 30 billion

zlotys (some S 3 mllllon) and divided into 1.5 million bearer shares.

each of them representing a nominal value of 20,000 zlotys (some S 2

million). The selling price of a single share was set at 50,000 zlotys

(some S SL

The remaining part of the Company capital was transformed into

reserve capital. The own capital of "PrOchnik", registered on september
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3D, 1990, amounted to 68.303 bi 11 ion zlotys (some S 1 mi 11 ion). rhe real

estate being property of the State Treasury ...-as handed over '~rder

adm:nistratlon ar.d use by the "Procnnik works". The C"ml:any has the :-:5h~

of a perpetual usufruct of grounds c~ed by the State Treasury, c~rie;'::1

being administered by the Company, and has the ownership right o..... er

structures, premises and other establishments sit~ated en these grour.ds.

Appraisal of the Company capital was prepared by two firms: a Polish

and a British one. The Know-How Fund organized a tender that was to

choose a foreign consulting company. Three methods of appraisal were

applied, in line with recommendation made by the Ministry (differentials

between the extreme outcomes did not exceed 25 percent). The Job done by

the Polish firm was given a very positive assessment, while its foreign

counterpart was regarded as a "needless assister" contribut i ng nei ther

know-how nor skills, but receiving huge remuneration, totally

incommensurate with services actually rendered,

Privatization Procedure

On October 1. 1990 the state-owned enterprise "Pr6chnik" was, by

force of the privatization law, transformed into a Company owned solely

by the State Treasury. At the end of October consulting companies

prepared an issuing prospectus of "Pr6chnik" (the dIrector ordered

preparatory work on prlvat izat ion to start several month earlier). On

November 30, shares of the Company were put on sale in several divisions

of Polish banks,

In accordance with the privatization law, 1.200,000 bearer shares,

representing 80 percent of equity capital of the Company were offered for

pUbiic sale. 300,000 shares representing the remaining 20 percent of the

Company capital, were reserved for employees, who~ according to the

provisions of the law, have the right to purchase 20 percent of shares on

preferential terms, 1.e. 50 percent of their selling price (in the case

of "Pr6chnik" the limitation concerning preferences per employee was not

significant).

At first the employees showed a very limited interest for

preferential shares (only 100 employees declared then their readiness to

buy them), however, that interest rose over time. Internal regulations of

preferential share purehase provided for the first installment worth 25

percent of share price to be paid in the first six months, and the

6
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remaining 'part to be paid in four installments during the next s:;.:

illonths. Moreover, it was decided to payout rewards frum ~ ~e C.:l1Pa.~y' s

profits for 1990 by the me3.I1S of state bends (pay::':~ In tends the t'..::..',:,:

::lIJld buy shares with a 20 percent bonus, ..hi·:h In the case uf emp:,)J~es

allowed to buy shares at 40 percent of their originai price).

The subscription of shares in a public offering began at the end of

November, planning Its completion by December 21, 1990. Orders for shares

could be placed by Polish natural or legal persons without any

limitations (state-owned agents had to receive a permit issued by the

Ministry), Foreign agents or Polish agents directly controlled by foreign

agents and placing an order for more than 10 percent of all shares had to

apply for permit issued by the the President of the Foreign Investment

Agency.

The State Treasury represented by the Hi ni stry of PI' i vat izat Ion

decided, in the case of Prochnik", to put all the shares for public

offering without leaving for itself a package of shares for negotiation

with strategic investors.

The course of subscribing was not the expected one. Until December

21, it was not possible to find buyers for shares offered, and because of

that the SUbscription period was extended by three weeks. The reason for

this development was, first of all, the wealcness of the distribution

system (small number of out lets, inefficient information systems,

subscription for shares connected with sales of bonds) and the necessity

of making the payment at the moment of placing the order (money could be

returned, interest free, only after distribution of all shares was

completed), In this situation the management of "Prochnik" decided to set

up its own share-distribution branch, which allowed for a slight

acceleration of the process. On January 11, 1991 the subscription of

shares was flnally completed. It turned out that the orders were somewhat

higher than the number of shares offered for sale. This could be

attributed mainly to the fact that a strategic investor - a co-operative

insurance company "Westa" - was found "in the last moment" by the

Ministry. At first "Westa" intended to buy 20 percent of shares but the

Minist.ry allowed only for the sale of 3 percent or them. In lIieW of

protracting sales of shares it was finally decided to sell 17 percent of

"Prochnlk" shares to "Westa"

1



Cap1t.al' St.ructure

A principle of preferring small shareholders. having pre·.:edence in

share purChases, was init:ally adopted. After the completicn :Jf t~e

subscription, the first s~ares were sold to these who placed the s~a::est

crders. Bigger orders were reduced to the act'Jal capacities of share

distributLon. As a result of that, in January 1991 the c·..rnersh:p

structure of "Prochnlk" was the following: 17 percent of shares were

owned by "\olesta". 4.5 percent by Polish banks, 4.4 percent by foreign

investors 2.6 percent by individual persons. The remaining 51.5 pe~cent

of shares were owned by small Investors and shareholders, and 20 percent,

potentially, by the employees (the sale of 300,000 shares for employees

was completed in January 1992; all shares have been distributed).

Approximately 30, 000 persons have become the shareholders of "Pr6chnilc",

most of whom presently own not more than 5 shares.

Low level of participation of foreign investors may be surprising

here. According to unofficial information they waited for another

subscription of shares that would directly finance the Company instead of

the State Treasury. The est Imated privatization costs of ~Pr6chnik"

reached some 7 to 8 billlon Zlotys (some S 600,000-700, OOOl with the

proceeds totaling approximately 60 billion zlotys (some S 6 millionl.

The First Conflict

The expectations of employees prior to privatization were obvious

and understandable. They hoped that the privatized firm would be more

efficient, but first of all, they hoped for their average wages

(salaries) to rise substantially. Those expectations were based on the

fact of lifting the wage-growth tax levied since the beginnIng of 1990 on

all state-owned firms. The employees supposed that tax to be lifted

i~ediately after transformation of the firm into a Joint-stock company

owned by the State Treasury. However, the tax may be lifted only when at

least 50 percent of shares have been sold. When in December 1990 it

turned out that wages in the firm are, on the average, by 30 percent

lower than the all-Polish average, a conflict broke out between the

employees Mel the management (the employees regarded themselves

deceived). In view of a mounting conflict and even a strike the

Management Board appealed on employees for keeping calm and being

patlent. The strlke threat was eventually averted. In February 1991 the

8
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Board decided to raise average wages (salaries) for more t~an a hair.

Slnce then, remuneratIon In the flrm ls close to the country a.erage.

III SITUATION AFTER PRIVATIZATION

At the end of January 1991 the procedure of distribution of shares

among the new owners of "Pr6chnik" was completed and the Compa"ly became a

private enterprise.

Changes in Managing and Organization of the Fir.

It was back in April 1991, that is two month since the completion of

privatlzat Ion that it was decided, on the request made by "Westa", to

convene a General Meet ing of Shareholders. Not more than 20 percent of

the equl ty capi tal of "Pr6chnik" was represented t:\en (the President of

"Westa" alone held a 17 percent parcel of shares). Because of a

considerably scattered structure of shares the parcel owned by "Westa"

became wholly dominant.

During the General Heeting slight adjustments were introduced to the

Company statute and the composition of the Supervisory Board was changed.

I t was dec ided to extend the composi tlon of the Supervisory Board to 12

members (including 4 representatives of employees). At present the Board

is compo~ed of 11 members: four employee representatives, although such a

requirement no more exists, three persons involved with "Westa" (being

members of Its Board), one person cooperating with "Westa" two persons

representing banks, and one declaring himself as independent. According

to members of the Board, not all the decisions made are dictated by

"Westa", although it has a. decisive say in deciding over strategic

issues.

During the first General Meet\ng the Board was given a vote of

acceptance. However, towards the end of 1991. because of the

deteriorating financial standing of "PrOchnik" and lack of sufficient

adjustment measures one member of the Board was recalled. Shortly

afterwards (February 1992) the President of the Board was dismissed. It

was admitted that the hitherto activities of the Board did not guarantee

right development of the firm and that it contributed to a collapse of

it.s financial st.anding. A former employee of "Pr6chnik", later working

for a competing clot.hing company in t,6dz as a production manager

9



(recommended and supported by "lJesta") was appointed as a new Presldent,

This was one of the first cases of exerting an Influence by the ~~w

owner on the choice of mar.agers and on management in the firm. Oe,=~sicr,s

taken in spring 1992 tur~ed ,Jut to be very positive for'Pro,:hnik", ::J.S

the performance achieved t::r the firm after the first three quarters ,)1'

1992 indicates (see:Table 1),

Organizational changes were made that provided for creation of new

Jobs and employment of experts or employees representing appropriate

skills needed in the new conditions of company operation (e.g. the number

of salesmen was increased by 50 percent), The department of domestic

sales and marketing was strengthecled and a computer data processing

department was set up. Since the begiMing of 1992 internal business

calculation is being introduced in selected parts of "Pr6chnik", The

number of executl ve posts has been reduced to make the manager ial

structures more efficient.

Financial Standing

In 1991 the economic situation of Poland proved relatively difficult

for most economic agents. The recession strengthened its grip, the

profitability of exports declined (in the first half of the year) and

average profi tabi Ii ty Indicators In companies fell considerably, while

payment arrears rose markedly. In "Pr6chnik", despite the deteriorat ing

collapse of the domestic market, market and financial problems were not

as acute as those of other Polish enterprises (mainly due to stable

exports). Nevertheless, 1991 closed with rather poor economic performance

(s'~e: T..,ble 1). This was the first Indication of lack or essential and

necgssary changes in the Company's operation.

In 1992 the firll's financial standing showed a marked improvement.

b the first half of the year profitability Increased. receivables and

payables stabilized at the level of 1.5-2 times the value of monthly

sales. The early, still unofficial results covering the three quarters of

the· year point to a clear upwal"'d trend in basic indicators (see: Table

1). The new Board of "Pr6chnlk" seems to be leading the Company out of

its temporar~ financial troubles.

Market AdJUlt~nt

Neither the commodity nor the geographical structure of sales has
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changed as a result of privatization. Namely, the privatization itseif

has not provided access to "lew selling outlets and has not c';::ntributed

kno ....-how cJncerning techniques and forms of sales. Lack Jf :l.n ac~ :'.'-e

InvC?stor !nvolved with the production pattern of the fl:-m ~.3.:"11=",r-:'::

significant changes in the market strategy. Despite of that, in 1991 and

1992 "PrOchnik" introduced some important modifications In this flelj.

First of all, as a result of insolvency of customers from the for~er USSR

"PrOchnik" backed out almost completely from that market. In 1991 the

strategy provided for intensified exports to Western markets (even at

lower profi tabili ty than that achieved on the domestic market). In the

following year (1992) a strategy was adopted of non-differentiation

between the domestic and the foreign market due to a comparable level of

prices got on both of them. However, exports were kept on the level of

some 30 percent (the bulk of them to Germany. the United Kingdom and

France). In this case. however. the problelll is posed by the falling

profitability of Pr6chnik" on those markets (due to relatively rising

production costs).

In 1991 no not iceable changes were 'introduced to sales methods and

techniques. Old formulas were applied, with an adverse effect on, first

of all. a decline in domestic turnover. It was only after the change of

management that a decision was made to develop the network of local

dealers, to enter cooperation with a network of wholesale warehouses and

to increase the nUlllber of company-operated shops. Intensive advertising

campaigns were launched. participation in fairs as well as in meetings

of manufacturers and customers. etc. were intensified. These measures

profited in the forlll of turnover growth recorded since April 1992.

In 1992 a decision was also made to try and enter new segments of

the market. A market analysis was carried out and a strategy was

prepared. The project involves hIgh quality products sold in large cities

at prices lower that those for foreign goods. Another field of strategic

changes is an attempt of getting orders for cheap mass production (e.g.

uniforms for guards. policemen, etc.). At present it is still difficult

to evaluate the results of those measures.

Assortment Restructurlnl

During the first months following the privatization no decisions on

a. possible change of an assortment of ma.nufactured products were made

11



despi te fall ing sales. It was only at the end of 1991 that the pro,juct Ivn

offer was enriched by new Items (ladles' wear) the demand for which ·..-a5

higher than for those manufactured so far. !n :392 orders l.Iere negc~:at~·j

for the so-called service s.:·... lng of materials s:~~pl led ,11est Iy by ~r·."L"

firms. This made it possible for a substantially hIgher capacity

utilization (rise by 10 percent), Further rise In production ·..-as d':Je to

lack of manpower (desplte very high unemployment in the lOd;;: region).

More ambi tlous production plans are limi ted bll modest financial

means owned by the Company. For a long time "Pr6chnik" has been troubled

by excessive production costs. The solution of problem requires however,

substantial financial outlays (modernization of equipment, new

technologies). Only in 1992 it was decided to launch modest replacement

investments (rep lacement of outdated machinery) and moderni zat Ion

investments (introduction of computers). Nevertheless, the needs in this

field are much stronger. The price of an investment credit still limits

its accessibility (the firm uses, mainly. working capital credit). On the

other hand. privatization has brought the firm no capital support.

Investors are not willing to invest in it more and the whole gain from

privatization has been received by the State Treasury. The introduction

of new technologies was not possible because of privatization having been

carried out this way. On the other hand the firm has no financial means

that would enable it to face technology challenges.

Stock Market Value ot the Fir.

The shares of "PrOchnik entered the newly launched Warsaw Stock

Exchange In the middle of April 1991. Although more than one year and a

half have already passed since its opening, the stock exchange market is

stlll shallow (shares of 16 companies are traded on it).

In the first week the quotation of "PrOchik" shares exceeded by 12

percent the selling price registered in November and by almost 40 percent

the real purchase price used for payments in bonds. Starting with the

following week, the quotation of "Pr6chnik" shares, like those for- sha.res

of many other firms, started to fall systematically. In the middle of the

year, the quotation for "Prochnlk" sha.res ranged between 25, 000 and

:30,000 zlotys (at that time poor financial performance was announced,

together with a decision on spending the whole 1991 profit on

investments). In 1992 the quotat Ion of "Prochnik" shares showed a. slight,

12
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but sustalned growth ("Prochnik" was seen as a "risky" firm f3.c:~g

serious trolJbles), rn OCtober 1992 the quotation recorded its lowest e'.er

level of 17,500 zlotys (with the original sellir.g price a.1lo IJntl:ig ~;

50,000 zl,:tys), In Nov~mber, f,llowlng the anncu:lcement cf fl~a:-I'::1.:

resul ts of the Company after three quarters of the year. the ql.lotat !,;n

started to rise and quickly reached the level of 3D, 000 zlotys. This

resul ted both Irom speculat ive demand lor "cheap shares" and from

information confirming an exceptionally good condition of the firm.

One may venture to say that the rapid and protracted decl i ne ! n

stock exchange quotations of "Prochnik" In the first months following the

start of the stock exchange resulted from speculative turnover In shares

(many people bought shares only to resell them immediately) and from low

profitability of this form of savings (small shareholders realized that

their dividend, even when avai lable, will not compensate for the loss

they are bound to suffer as a result of inflation and, apart of that,

they will also lose due to the falling quotation of their shares).

Another important reason for that were the reports about the relatively

poor economic condition of the Company.

Generally, I t should be sa!d that value of "Pr6chnik" appraised In

the prl vat izat ion process was somewhat exaggerated. This remark also

refers to many firms privati:ed following the capital path. Political and

social pressures surely had their impact. The idea was not to sell firms

for a "rock-bottom price" and to maximize bUdgetary revenues. The common

practice was to adopt the possibly highest appraisal of the privatized

Company value.

Consequently, after a year and a half of the operation of "Pr6chnlk"

as a company represented at the stock exchange 1ts quotat Ions dropped

almost four times (at nominal prices). This means that in October 1992

the value of the shares of "Pr6chnilc" represented in the real terms 17

percent of their issuance price. Moreover, in OCtober 1992 the stock

exchange val ue of the firm was not higher than 25 percent of I.ts book

value at the moment of privatization. All these figures suggest that the

purchase of shares (not only of "Prochnik") turned out to be a very bad

business for investors,

Despite tho occasionally larse transactions eon~ernlng the Company's

shares, its capital structure remained, in fact, unchanged. Shares were

1II&1nl)' sold by small shareholders and employees concerned about their
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constantly falling quotations. Their parcels were rarely bought by the

main Investors of "PrOchnik".

Results of Privatization

The results of the ownership transformation of "Pr6chnik" cannot be

given an unequivocal evaluation, On the one hand. new owners facing a

deteriorating economic condition of the firm and lack of proper means to

avert it dec ided to use the ir powers and to re-shuffle t he Management

Board after having changed the Supervisory Board. Those changes turned

turned out to be beneficial for the Company. Adjustment measures

initiated by the new Board (market and product restructuring) relatively

quickly brought about favorable effects (largely financial ones), These

developments led to a substantial rise of the firm's stock market value

(it increased almost twice between October and November).

On the other hand, the privatization of PrOchnik" did not bring

about ei ther a better access to selling outlets or changes in sales

strategies, It was only the collapse of the domest ie market In 1991 that

brought about a modificat ion of sales acquisit ion methods and a search

for new selling outlets. The ownership transformation did not mean,

either, a capital support providing for new modernization and technology

investments). The investments, falling short of actual requirements,

engaged the Company's own means. They did not allow for a reduction of

production costs, which for some time have been the major threat to

"Prochnik's" competitiveness on both the Polish and foreign markets.

IV. CONCLUSIONS

The privatization of "Prochnik" and other firms transformed through

public offering in 1990 revealed the scale and the complexity of the

problem faced by the Polish way to privatization. It also laid bare the

~ra...,backs and deficiencies of methods, instruments and provisions

<:-.ctually used. In the light of prey ious analyses and remarks concerning

the privatization of Pr6chnik" It may be concluded that:

1. The capital path privatization, based on a public offering method,

encountered two substantial barriers. First, it requires a long time for

privatization of selected firlllS. Seeondly, due to inSufficient capital

resources in hands of the population it is inefficient. This method makes

it possible only to privatize only some 10-15 enterprises a year

14
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(approximately 40 firms have been privatized thls way within two ;rears

and a tlalf). Therefore, it was decided to accelerate this process

substantially through, first of all. llquidatlve privatlzatlon (still. It

C-:lncerns only small and medl·.lm-size firms), Introduction of the idea .;f

quick sales (simplified tenders for small flrms) and Improvement of the

mass privatization project, providing a chance for q'Jick privatization of

a considerable number of large and very large enterprises.

2. The simultaneous sale of shares owned by several firms proved

ineffective due, first of all, to inefficiency 'Jf Polish banks and to

organizational problems (insufficient number of issuing prospectes,

comprehensive and credible information, lack of flexibility in the

decision making process) as well as to the poor promotion campaign. As a

resul t of that experience it was decided to go in for sale of other

enterprises thorough public offerlng by the means of the "case by case"

method, The sale was preceded by a developed, well-organi2ed advertising

campaign. The problem of information flows was better solved. As a result

of those modifications, sales of any of other privatized enterprises took

several hours to several days (the sale of shares of the first five firms

took some six weeks).

3. As a result of the eariy experience it was also decided to iook for

active investors even prior to announcing the public offer of sales (the

method of "invitation for negotiations" was someti~es applied). This was

aimed at attracting private firms or inst i tutlons able to carry out

indispensable changes in the firm and to secure its proper development.

Besides, active investors also had to be able to introduce the firm to

new markets or to import for it modern technologies.

4. The case of "Prochnik" reveaied serious problems concerning the

appraisal of privatized firms. Most firms privatized following the

capital path have been slightly or seriously overvalued. As a result of

this operation, their real stor.k market value (less the rate of

inflation) ranged between 8 and 40 percent of their issuance value after

a year or two years since their privatization. This is of much

significance for building the capital market in Poland, creation of the

so-called middle class and convincing the society about the need for

privatization. The early experience with investment into securities was

very discouraging. Anyway, other firms to be privatized were appraised
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much more cautiously than the "top five" and they ....ent under a much

....eaker social and political pressure.

5. As a result of the prtvatlzatlon experience of t~e flrst five flr~s a~

option providing for some revenues from privatlzatioi". to be left In the

company was examined. This, of cours~. meant a departure from the

privatization doctrine reserving all gains for the state budget. Ho ....ever.

it was decided that such solutions would be allowed In some special

cases. and the decision on that would be made each time by the Minister

of Privat Izat ion. In the two-year practice of privatlzat ion processes

such a procedure was applied only once On the case of "Swarzedz"). It

was decided t~ allow that Company to spend some gains from privatization

on repayment of its obligations (otherwise. the firm would. on the very

outset of its operation. face serious difficulties due to sharp changes

in the economic ac~iYity). It seems that 9 permanent change of philosophy

behind prIvatization is clearly indicated here.

a. The early privatization experience also revealed the extent to which

this issue has been misunderstood by the society and. first of all,

employees of privatized enterprises. A necessity emerged of privatization

principles and its possible advantages to be explained to employees

beforehand. Because of lack of sufficient informat ion and know-how

disputes and conflicts were reported in several firms (including

"Pr'6chnlk"). In most cases employees expected an immediate rise in wages

(salaries) that would come t!ven before the completion of privatization

procedures. As a resul t. training schemes for employees and employee

council members were organized under the au.c;pices of trade union

organizations. governmental institutions. universities. scientific

institutes and other establishments.
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Table 1

Basic {ndlcators

Period Jan. Feb. Jan. Feb. Jan. to
Indicator (billions 1990 1990 1991 1991 Sept. 1992
of zlotys)

Sales 53.948 103,044 67,865 107,48D 201,600

Total costs 36.074 83.179 62.403 100.075 172.300

Gross profi t 25.104 27.062 5.357 ;J.831 25.576

Net profi t 14. 720 8.632 3.486 2.843 14.264

Profltabi 11 ty (~) 69.5 32.5 8.8 5.8 15.0

Receivables 9.739 24.644 16.307 28.161 32.359

Payables 10.479 5.957 3'1. 617 18.622 24.924
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I i A. BAC1t<momm.,

,
. , Founaed in 1919 iJ,Y J.L. Baye~, Rekori-Kol!n began as a

, manufacturer of coated abrasives for the :;~per and printing
industries. In 1958 Rekord-Kol!n became ~ne of the two

; subsidi~rie! of the state owned producer )f abr~sive

materials, Carborundum Electrite-Benatky Il~d Tiberon.

~he new era of privatization has !ee~ the break up of
many state owned enterprises'includin~ Ca~borundum-Electrite.

In 1991 Rekord-Kol!n gained its independence from its parent
corporation ana now functio~s as a wholly aytonomous entity.

I Today, Rekord-Kolin is one of the three C%echoslovakian
producers of abrasive JNlterials. 'rhe oth.gr producers are
Carborundum Slectrite-Benatky, the for.mer parent corporation,
and Carborundum-Moravit the other subsidi1r,y.

Rekord-Kolin manufactures over 3,500 different types and
sizes of coated abrasive materials. The firm's primar,v

: products include the production ot flex w~aels, endless
I abrasive belts, water proof abr~sives and abrasive cloths.

Rekord-Kol!n distributes all products dir~ctly to end-users
~itb ~he exception of some expor~ merehanjise that goes
through a foreign trade f~r.M.

Rekord-Kol!n has its offices in the industrial city of
Kolin, a mda-size city of 35,000 inhabita~ts about 60 km. from
Prague. The factory is within 2 km of the Kolin railroad
station and near the main highway to Prag~e.

'I'he company is located on approximately 64,847 sq. m. of
land on three separate plots. Two of the plots are acroes the
street from each other an~ the third is en the other side 9£
town.

B. eOUAHY PROJ'%tdI

As of Sept. 30, 1992, Rekord-Kolin's balance sheet showed
assets totalling 130.6 million Kes. Equity amounted to 59.1
~l. Kcs. Sales aeclined f~om 142 mil. ~cs in 1989 to 132
mil. Kcs in 1990. For 1991, this number increased to 192 mil.
Kes, but the increase in sales wal mainl~ due to the price

. liberalization which took place in early 1991. Exports fell
from 61 mil. Kes in 1989 to 37 mil. Kes jn 1990, and then
increased to roughly 4S mdl. Xes in 1991. sxport activity had
been oriented mainly towa~d Bastern (~) markets,
Generally, profits w~re ~ot strong durinG this period, at

.: about 6-7 mil. Kcs annually.
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Pre-Privatization Balance Sheet of Reko'd-Kolin E9/30/1991)

Assets (thousand KCS) Liabilities and Equity

Fixed Assets 40,320 Equity C~,pital 59,085

Accounts Receivable 36,335 Bank Loar.s 37,629
Inventories 52,962 Accounts Payable 30,590
Cash 1,032 Other Lia:bili ties 3,345
Total 130,6~9 Total 130,649
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j Rekord-Kol£n manufactures' 3, SOO diffnrent kinds of coated
abrasive products and more than 50 types (If flex-wheels. The

I different products include:

1
. flex wheels - har~ened with glass tExtile for grinding
metals and stonesi ·endless abrasive belts (ROLLS) - fot machine surface

! adjustment
, ;1 • abrasiva paper

•abrasive COmbination - for machine ~,rinding of synthetic
, I material!!
, 1 • abrasive cloths

I .waterproof abrasive paper
!

: I Products are manufactured in various ~rades of quality
1and dimensions. Specific customer requests can usually b~ ~et

. fRithout difficulty.
i
~ Rekord-Kol!n products are used for th~ grinding of wood,
~etal!!, fabrics, lacquers, stones, rubber, ceramic materials

: !and leather. '!'hey specialize in the produ :tion of FLEX
~nagging wheels use4 on hand angular grind.ng m~chines, and
~brasive papers, cloths and combinations. Their trade brands
~LOBt1S, CICOR and REkORD are well-known al.. over the world.
i. i Exaet technical parueters are used il'L the sele.ceion of
X'aw materials tor the production of abrasi'..e materials. '!'he
grit size for the abrasives correspond to t.he FSPA (Federation
~uropenne des Fabricants del Produits Abra!:ifs) international.
stapdard. The abrasive grain usually u••a is artificial
4lluminiwn oxide or silicon carbide. The be/neS base use(i for
the FLEX wheels is a henolic re.in mixture. For higher
tesiscance the wheels are strengthened wit}, gla88 fibre
~nlerts.
I .

i For the Dacking of the &bra.iv. mat.ri.•).. 'Rekor4-Kol!n
uses special paper. Of hi~h strength and wtight of 120, 130,
170, 200 and 220 gram. per meter squared. 'aekord-Kol!n
Dormally uses animal glue combined with an artificial bond for
:\ts sealants.

1
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The qualit~ of Rekord-Kolin's proauct is equal or above
its domestic competitors but behind its ~~stern competition.
However, the price is sUbstantially lowe: than its Western
counterparts. Pric~s are approximatel~ four times higher in
the West, but management estimates that the quality of similar
products are only twice as high. Howevel, management realizes
that to survive, exports must increase ar.d in orcler attain

I this the products must meet western quality stanclards.

In oraer to meet western quality stEndards, the company
started the construction of a new facto~ for abrasive papers
and FLEX wheels. Thus, the quality of tl':e products will
greatly improve. Prices will also incre~se, but will remain
lower than the western competition. The new plant will also
meet all environmental regulations. The facto2:Y is scheaulec:l
for completion bY the ena of 1992.

2. racilit:le8, '.hClhDology, aDd MaDufact1:::r:l.I1; Proc•••••

The FLEX wheel production is contaired completely in one
building. A basic three step process is zequired for the
prOduction of the FLEX wheels. Abrasive! purchased by the
company are pressed to glass tibre wheel! creating several
layers. The glass fibre wheels are then connected to the
mecal wheels. Stacks of the unfinished ~heels are placed in
hardening ovens fo~ 48 hours.

The final FLEX baking step releases pollution directly
into the 4ir. In order to meet future er'vironmental
regulations this production facility will be closed and
replaced by the new facility which is e,q acted to be completed
in late 1992.

Quality is checked throughout the pzoduction process and
4t the final ~tage of production before the product is shipped
to the end user.

A separate p2:oduct:ion facility on d.is part of the plant
is responsible for the production of the water proof abrasive
paper. Tone proce.1 begins a. a large roll of paper is slowly
unrolled at one end of the production precess. The company
logo is printed on the back side of the, apar while on the
front an electrostatic coateI' applies thE abrasive. The
coating is then glued to ensure durability. Large strips of
this paper are hardened during an 11 hOUI steaming process.
Unfortunately, this process also creat•• toxic emissions.
Howeve2:, the new prOduction capacity will eventually replace
this facility. F~am the fini8hed roll oj abrasive paper
various shapes and size. are cut out for final sale.

'l'heflrst twoprcduct:i.Oftfl-Ciliti8B produce a significant
amount of pollution including phenol, fOJmaldehyde, xylene and

I lacque~ petrol emissions du~ing the ~~itg process. The total
quantity of toxins ~eleal.cS amount to 60 t/year. This problem
will be solved by tbe inv8.tment in th8 r.• production line
which utilizes tunnel d~ing rooms 'that liquidate toxic:
emissions.

. I
I
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: 1 The newest p~oduction ~aCility produ~es the same: abrasive
j paper as the prev~ous fac!l~ty. However, the production

, ' process uses a high technology o~e step mlchine. ~n one stepI the printing, elect.rostatic: coating, and .,lz:ying occurs. The
: drying process uses hot air rather than s! :eam and the total
,production t.ime is only 8 hours. The max:'.1t\\Ut\ production
: capacity is 3500-4000 meters per shift fo:' abrasive papers.Iwith a gri~ of 60.

~ 1 For a listing of some o'f the major ec~ipment please see
; Appendix 1. .

:I Rekord-Kol!n is c:urrently con~truc:tirg a new factor,v
!spaee that will replace obsolet.e and envil0nment.allY unsafe
lpro~uction processes. The new fact.ory wi)l be located on the
lmain premises in Kol!n. Construction has almost been

. Icompleted.

:I
.3. KaJ:>ketiag aD4 l)i.tZ"::J.~tio",

,.1
: 1 For the year 1991, tot.ai' sales of Rek:~rd's pro4ucts were

j192 million kcs •. Flex wheels represented: 36 million kcs. of
:sales and the rest was divided among the ocher abrasive

~
roducts. Management ~elieves t.hat in order for the company

to survive it must focus on exports si~ce ~he economdc
conditions in Czechoslovakia have caused mJch of the ~omestio

rkee to be insolvent and have ma~e payme1t8 uncertain.
us, in the short term to ensure payment, Rekord-Xol!n will

focus on the exportation of ~heir products.

Rekord-Ko1in's international market i;'lc1uc1es exports to
yria, Lebanon, Philippines, Yugoslavia, ~)land, Ger.many,

. rance, England, and Cent.ral and South Ame:':ica.
, I

; ~ Rekord-Kol!n distributes its products to more than 1,000
: . liente in the domestic uarket through di~lct sales. This
: . UI1\t)er is quickly growing due to tremenc!oun indu8try
testruetuJ:ing. smaller customers receive t.heir products

: through REHPO-Praha and RBHPO-Brat.islava. This distribution
eompany also provides Rekord-Kol!n produotr to foreign
'~ustomers. Eventually, Retord-Kolin plans on eliminating the
tr"de company completely in order t~ keep l,ekorcJ-Kol!n' s
frices.down by avoiding any markup pricing by the trade
ccompanJ.es.

:1 Rekord-Kol!n has not traditionally actively marketea its
'*roduct9 domtulticaJ.ly. Instead, :i.t haa reJ ieet on name
;!eCOO~ition and affor-dable pri9~~' Itek.ord-lol!n 4oeanot havei' dizoect. $ales force. .

,I Internationally, l\eJcord-Kol!n's P~Odu<:t line is marketed
:jhrOU;h various tr~de ma;azine8 and forei;r. trad. c~ani••.
, urrentl~, Rekord-JCol!n exports 5o, ot its 8a1es of abrasive
, apere and eombina~ions and 30t of the FLSX wheel lale8.
, pproxi~tely one-half of thee. products ara exporte4 through
'~he foreign trade company O••roalo-vensta Ksram1ka. ,The .

,!
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remainder are sold through direct sales.

! 4. HaDagemant and l'er8om:uaJ..
Rekord-Kol!.n currently employs 193 p.!!ople. Of the total

137 are production workers and 56 are whi~e collar workers.
This number is significantly lower than t:'1e 258 who were
employed there in 1989, but has not changad significantly
since the company gained its independence.

Ing. Josef Tvrdik became the Managin~ Director of the
firm starting in January 1992. Prior to becoming Managing
Director, Mr. Tvrdik headed the Economic department of Rekord
Kolin since 1982. With another former director, Mr. TVrdik
presented a plan for privatization of thE fi~ by conversion
of the enterprise into a joint-stock com;any with a partial
management buy-out.

c. PRIVATIZATION O. RdORJ:)-KOLU1

The firm's management, headed by Ins:. Tvrdik, presented
its own privatization project, as required by the
privatization process. However, a separe~te group of
interested buyers outside of the fi~ tel~ed with two members
of junior management and two former ~emburs of the firm's
junior management to write up a eompetinH privatization
proposal. Their project was presented ~.' the end of December

I 1991 anc1 was prepared with the outsic1e allsist;a~ce of the Czech
consulting firm Equity Expansion Interno'~ionCll, Prague. The
authors of the project joined to create "l limit\!d liabilit:y
company, AJJICO, in ordar to purchase Rek·')rd-J(olin, as well as
one other tir.m in which the,y were intere~te4 in gaining a
share.

The ~usine$s plan in ALICO's competltive privatization
PJ."oJ €=ct WH~ .m.:1:l.nly WA'£ .n. bv mertthAr:a t:l! j\lni n" Wln~a.em"'nt .who
had good knowledge of the firm and had a:tively contributed"to
earlier restructuring efforts •. Their p13n suggested an
aggrassive strategy to attract more atte~tion to the products
manufactured bY Rekord-Kolin, b.caus~ tbsy felt that there was
good potential for the 'fir.m's future operations.

BEST AVAILABLE DOCUMENT
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bmitted byThe following structu~e of privatization was su
ALICO as of December 30, 1~91:

; ReIIDn1·Kollo'l Tora! Propeny not Unureable Direct SlI1e
Suuccure of Property fa project poperty

i Pnvmlza1lon (_IiIUSion),
.' Tolal Assers 130,424 t;10 0 129.454

lJabilities '?U5I 0 0 72,651

Bock Value &luity S1.713 970 0 56,803

AMelI not in books 7!!1JO 3.- 0 4,262

otwhicb:· IImd 4,O(M 3.668 0 3360

othu 3.926 0 0 3326

Tow wIue of property 65.703 4.638 0 61,1)65
0

.Part of the firm's property was to be returne4 to its original
:owner in order to satis~ a restitution olsim, but the
,original owner confi~ed that he was not i~terested in
:obtaining the physical proporty of the fir~ ana negotiated
:another torm of compensation. ~8 original book ~alue

designated for direct sale according to Czechoslovak
.accounting standards was 56.8 mil. Kes, bu: in accoraance with
'western standards this amount had to be' adjusted upwards b¥
'4.3 mil; Kes due to the value of assets no: included in the
.Dook value (336,000 Kce due to revaluation of land). UndeJ:
.tha Gubni teed plan, no:e of the propezoty w·ss to be wri·tten off
!as unuaeable.
·
· In July, 1992, the Ministry of P~1vatization o~ the Czech

, Republic approved the coepetitive project ·vh.i.ch had been
:Submi t ced by ALICO. This pro:! ect then had to gain government
approval, which wae obtained· by OctoDer, 1~92. The Fund ot
National Property 801(5 Rekoz:d-XClin to ALI';O after some
further small adjustments, for a final ad:f'1sted book value of

, 55,S mil. KeG on Oec8llli)er 1, 1992.

As part of the agreement, ALICO mult pay half of the
agreed upon sum to the National property FI1nd by the eJld of
i:Tanuary, 1992, ane! halt will 1:10 pai.d oveZ' ":hr." years in
annual payments of about 9 mil. Rcs. '11'1e'lI pa~Qnts will be
interest free, quite advantageous conditioll' in compar~gon
With those offered b.Y commercial bank,. III addition, the new
firm mugt PA1' off t)al1Jc debt inherited froll the old finn. 'I11e
privatization has had a nQgative effect on Rekara-Kolin's
fapital structure.
,
~. ""JOl-au PLUS
I .1.. ReJcord-Rolin is the 14·1"08111:. proc1ucer : n its bre.nc~. Its
"tGin compet1toZ' :I.. produc:ing only 43. as mt~ch. The CQmpanY
cannot cover demanCl fOl: its product. while working only in on..

.\
• •1

·lLICO UlCOR» KOLIN
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";: shift. In fact, gocds a~e beinq imported to cover exceas

demand of domestic producers. ALICO·has ,uggestea that'
ReJcorc1-Kol:l.n widen its, manufacture of com:;>etitive produces,
working in two or three shifts with bette~ organization of the
manufacturing process. The fi:m's camparltive cost advantage
should allow for an expansion of exports. Therefore, ALICO
and the firm's new post ..pr1vat:ization man,sgement have
established contact with several foreign trade partners, which
has alrea~ 1e4 to the preparation of seve~al trade contracts.

The bus:l.ness plan anticipatas the fcllowing cash flow
development~ in th~ next f~ years:

... -_. '-~. ....-
"""'l'~lr",\·;,"\""" ...~,1t',i:<i:tp~w 1~:-", : \ }:)~ 1

1
'./ ~·.1:i·:·f)i·,;L~;, J, ~'.~:. r·.',· ':: I" • :~.:: '1: ~ ,.' ';. .;I.~:,'\T::·';.·:~;\::~"":~ ~. :':'::i i~ 'f ';

~:,':~:. J' 'l":iIJ.~. {~~'.. \lr)"O '\'1t:1:41~'1.. J ,... 11 • 10 I . ,~. ... ,.1.,.; 1 I',',' .11 '" '1 1 r' .... _, . . .... • ..• OJ.,. ••• '1\' •• " ••••
::.:~\'''' ..;..:.'" ..~.~ ',~ ',',"')' i " ~; ',' V:~ ~ :11'.;:~-: ~:-=;:~:::I:~·::·:::':'::'~" '::. :~~~.d~.. . __::--:.:...::.~~I~ .:.....:;~.\ '.~ r •• ~~'::{:'?--"":;..';,,::.\~.:: . .': ':: ::~. '.~ ",:.:.:.:.:.:..:..):;:.• "y-...., "':.:.:.::;,~J.J..J t'''~1 ..t.~ ....

SIJeI 201.8 207.3 209.6

Cosu 170.9 174.6 176.8

After tax pdls 17.0 18.0 18.0

Depreclalion 4,5 5.0 6.0

CuhPJaw 21.5 23.0 24.0

InsaalIment paymenu 10 PNP (9.0) (9.0) <9.0)

Paymenc on Bank Debts (11.5) (12.0) (13.0)

Data on andc~ pmIIu lie cteIIed Crom exJstJna cOIllnCl3, PMt J~rfOllllll'lCe, and elpelt aaemne,lts
of the fualle of the ftm. Dill an cJPCCIed deprecladon COInO hn .he eldsdna 8trUCtIJIe of .....
auwned investment. anr:l COMIIN Illes ofdeprec:iati0IL

Over the next few years, the t'equirud paymants to the FNP
and banks, includina inherited debts, wi:.l squeQze remaining
profits, but over t:i.me ReJccrc!-Rolin's profit. should inorease
to cover these obligations more cQI'Ilfortably.

B. COHCItOSIOHS

Rokord-Kol!n is making plans for tb,·! !utuZ'G.
Conatruction has nearly been completed em: the new pZ'oduetion
facility that will improve quality, upgri:Jde efficiency,
iJr;)rove working conc5ie:t:ons, and adhere to environmental
c:onC:GJ:nS. Rekor4-Kolin intends to work ',:0. increase production
for the domestic market, where there is ·-excess demand, and to
increase eJII'hal:i.s Oft :Lts export market, .18 well, due to its
comparative cost advantages. The new poit-pr1ve.tization
mana~etIl.ftt is t:I:Yiong to meet this ehallfinges by inc·reasing
production through use of multiple shift·'., cutting costs, and
establishing new trade contact••

, The dOlMstic market :L8 extremely 1m.)ortant to ReJcord' 11
survival. Rekord..Xoltn'8 dome.tic co~e~itor8 could easily be
a serious threat. The·fir.m need8 to mora aggres1vely market
itsp:r:o~ctlJ ancthizre a--aCDllllittecl Dale.' force. In cOlII'arison
with the fomer llUIDag-.nt, the nllW ma.na'Jers are placiD;'
increasing emphasis on marketin; and new product deligDB.

Ii
'I
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l T'tPE OF MACHINE NT.J1.GBR AVG. AGE MA.I<E
:

J'LBX WllBBLS

mixtu~e 2 15 domestic
pressing 4 7 - lE Ityple/Germany

! l?:II'.....4fI~1Io,.,~'1 ...JloC' •• " ••• '. .-:- . ..._......_~ . +.,., t.-:-::::: e. I. ,-products .' ....... .:,. .. • 01. : . . ..
oven. 10 10
flex machine 1 4 Anacker

, Schmicit I Swi t: z .
AlRAS:tVII PAPUS

drying cMmber 2 25

: sheet cutting 1 14 Hoffman
.. SchwabeI Germt:m. ',' . "i', . ... - ... .. -- .. .. .............- -....

sheet cutting 1 4 Anacker
Schmidt/Switz.

sheet cutting 3 in-house
ROLLS

cutting 1 20 Anacker
Schmidt/switz.

cuttino 1 40 V.S.A•
.• • ....... ,;·1'la ... 4 1n tn-nQ~A.... 'PI .~. ~ '-. .: .

~ _...........
IDII)~S8 Bzr.,fJI"

c:utting 1 20 Anacker
Schmidt/SWitz.

1 20 SaneSt/West
cutting/1OOmm-450mm Ge2:2l\al1Y

in-house
pres.ing/l00mm-.SOm
m

eirc:l. cut/SOO-9OO 1 in-hQus.
mm c1iamet:er

. ~

APPBNDIX 1

....
--::- -

,
.'
\

'1
I,

· 1
· I

]
. ALICO RlXORD KOLlN BEST AVAILABLE DOCUMENT; Pan"

I
I

• 1. .. .
• • I ••• •• • •••• " •• _"".", I • ,;,'.

."

I
I I

....., ••., '1'" 'M'. "''Tl':'''''' j. '.~ .',



j

'II·

:1

I
i,

segment of the market. within 3 months t~e new original design
of car jacks was proauced through an external designer.

., within 4 turther 6 months, the procluctior. of these j ocke was
fully implementecl artd cleliverecl to Skoda-Volkswagen. ay now,

! this has become the main product manufactured bY pistol
I Hlinsko and it continues to ~e promising for the future. tn.! fact, SKoda-Volkswagen sent quality inspectors to check. the
! quality of production processes at Hlins~o, and these
I inspectors wr.re fully !atist~ed and reconmended the company to
: further potential clients. Since then, ~ new car jack design

is being developed in cooperation with a~other large foreign
car manufacturer for an order which should be implemented in
1994. The increasing returns which this Droduction should
bring can be seen trom the tollowing table on anti~ipated
future cash flow.

I· .I
·I

!
I
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Alter IDK proftt.s (lncJudJn. inhnIt 72 11.5 It.:J 14.$
..ymen13 tor a-iVIdzadoD loan)

Depreciation to 3.0 3JJ :t2 .

Cash Plow JO.2 14..5 14.1 17.1 i
~

Payment of PriValizluiOD Lam \1.2) (7.2) (7~~) (7.2) i

Payment on Bank DebIs (1.2) (12) (1':~) (1.2) :

Soc Appeadbc A tOt moce deIaDI DldIe d'l= ICCIIIdos. ])Q on IIII~ p&OftUIrc
creared &am exiIlina com:racsa. put perlCI'IUnCe. ancI ~peII1 UleanJo!ftti of 1Mr. 01
tho 1Irm. Dall on cxpec:tod cIepnda:Icn QIIDO fft:m die ClIsdDJ sauc nn d ..,rs,
assumed in_ment. and coni_ ... 01 clepmcWioa. :

,-

.... 9
,

1
· I1•• CONCLOS:l:OIf.

4

I The successful re9tructu~ing of Pist~l Hlinsko is a good
~ case of the activity ot management acting to increase the
! profitability of a firm which th~ are ac;uiring. ·AssUDdng

that no major changes occur, K'l"H pistol HUneko should be able
· ! to cover their liabilities and prosper, eapecially once the

four year privatization loan is auceesatully paid off.

An especjally striking poine il ~he ~lexlbillty of this
.mall eOJrl)any. A cl.ar dl:'awbllck it tho f inn· I ¥'e11ance .on one
large cU8t~r, Skoda-Volklwagen. In £ao:, currently other

I customers are Ihowing inter••e in ~~~t~1.,,1tI'~Q~~tl_I-Which
~. cou14 a-llowthe e!1terpZ'~ii to W;versify i;, clientel. aad
~ further solidify i~8 future c1evelopJr;:.;.-,t.
I,
i

~
I

RTN PISTOL HLINSKO BEST AVAILABLE DOCUMENT

, As can be seen from the.above table, in the early stages
· i after privatizatioa. the required loan payments will squeeze

remaining profits, but over t~e profits should increaoe to
cove!:' these O~ligationa more comfortably.
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A _ BACJl:GROtrNJ)

Li!lovny PlastiekYch 1hrIot:--Vrbno pod Pradi~dem (LPH) was
founded in 1955 as a maker of bakelite pr~duets used in
electrical applieations. As new materials and prod.uction
technologies became available, LPH incorpjratfid them into the
making of its products. TOday, the comp8:ay ift the moat
technologically advanced prc4uc.~ of tD~e:ticll-mo14edpl••tic
product. in CIE.c~o.lovakia, anc1 the !leCOJ3S l.aJ:gest pro4u~er of
:U:a k1n4 1n the Dation.

, a~fore 19~O, ~PH was ,the largQ8t of ~he eigh~

manufacturing divisions of the firm Lisov ly No",ych Hmot. (LNH).
In 1990 a ministerial deeree split up LNH, giv'ing each of ita
eight factories autonomy (Please see A,ppe.'1dix A for a complete
aeecription of the eigh~ units). As part of the breakup, LPH

, received a large portion of the aeaets of it~ for.mer parent
company. Certain marketing, design, and :.nveatment services
are still provided to LPH by LNH rnanagemelLt under eontract;
however, LPH is rapidlY becoming complete:'.y self-sufticient.

LPH is loeated in vrbno pod Prad~dem, a northern Moravian
'town 100 Jcm west ot Ostrava and 350 k:m ea!:t of Prague. The
factory is accessible by road, rail and t~.rough Ostrava by
air. All the company's buildings occupy ::22,800 m3 , of which
47,700 m2 are used directly for prqduction and another 13,000
m2 ar~ used for storage. The company curr~ntly employs 750
people.

85% of LPH plastie moldings eonsist cf technieal products
and are made according to customer specifications. The
remainc1er of the e~any's output consists, of householc1
products sold in r~tail outle~s throughout Czechaslovakia .

.IS. COMPANY PROl'%LB

LPH's Sales in 1990 were almost 300 million Res, but
increased sharply in 1991 to roughly sao million Kcs. Before
tax profits in 1990 were about 19 mil. Res, in 1991 they
,amounted to roughly 41 million Kes ($1~28 ~cs). Due to the
efforts of the new mana;mnent, before-tax ,~rofits nearly
doublec1. After-tax profits increased from 6.S mil. Kcs to 18
mil_ Exports inereased from 7 mil. Kes to ··)ver 23 mil. Kes.
This improvement created a rather favorabl~ capit~l structur~
'for the fim, ~s well (see .balan~~ 51leet. billow). 'T'hi 19 r..'api tal
structure remained f.vorable even though f.~xed assets ~n 1991
were depreciated by 50.5'. The gross labo:,~ productivity
increased also, while tho labor force deerllasec! from 811 in
1989 to 800 in 1990 and 790 in 1991. Durin{l the last f:l.ve
years, the firm has never relied upon any t,:ubsidies fr~ the
govRrnment, on unusual condition \U'l\On; Czeclhosl¢vcsk firms.

. .
Part of the enterprise'S strong perfo]~nce can be

attributed to the fact that management had alr8a~ submitted a
privatization project proposing man~gement buy-out in

-...~ ... _._- . ----..... BEST AVAILABLE DOCUMENT
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! September 1991', whic;:h motivated them to iJ,prove t.he
: enterprise's performance over the long te:·:m.

Pre-Privatizat.ion Balance Sheet ot I:..PH (3/31/1992)
='--

Assets Liabilities and Equity

Fixed Assets 155,810 Equity Capital 203,107 II
Accounts Receivable 130,954 Bank Loar.e 46,229

Inventories 96,762 Accounts ,payable 127,889

Cash 12,358 Other Li!:bilities 18,659

Total 395,884 Total 395,884

1.. Products

LPR curreD~ly mak•• 4,000 di~f.r.ftt product. wbich range
from simple plastic bottle t~a to int~icate houotDg. ~or
electrical appliaDa... Two major strengths of LPH are the
high level of technical development of its products, both
molds and final plastic products, and it! low pric~s, which
allow it to be competitive on global mar~ets. Some of the
firms larger product lines are: .

• housings for ho~e appliances
• insulated casings for electrical !witches, circuit

breakers, and sockets
• household products
• automotive parts

LPH pro4u~ts m~et all necessary Czechosl(wak ana international
certifications. See APpendix B for a cor.~lete listing of the
top 9 products for different curtomers, :.ncludino costs of raw
material, total costs, selling prices ancl yearly volume.

'l'tlo co=any 1)0....... the t.ohDol~:" to pzoocSuae
injectioD-mo14e4 pi~ce•. f~oa a vari.ty o~ ~•• materials,
inclUding polyolefin~s, pol~"styrene, ASS SAN, polyamides,
polyearbonates, polyesters, special th.~~p1astie8 and many
mOdifications of theses polymers. The o:'lly plastic that they
do not use is pvc. These materials are !asily available from
suppliers in both Czechoslovakia and the West and
.pproz~tely 50% of the raw mate~i.l. a~e imported.

!he.•~r.Doeh o~ LPB'apr04uot. 11•• ~~. a~~'.
ability to 4e.1gn Ul4 UlAufactue all of ita OWlS moleSl. This
in-house capability, which utilizes 8tat.~-of-art Western
equipment, allows the cOJII)any to proQuce r.".oJ,6ttl for virtually
any injection-molc!e4 piece. The use of :he&e molds in
automaeed injection machinery ensures th1t product quality
compares to that of Western manufacturer!.

-.
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a. Manufacturing Proc•••

Once LPH receives 4n order for a ne~ proauct, the comp~y
begins work on the mold. For new mold d~signs, LPH employs
sixteen designers who use computer-aided design tools. If the
customer provides the design, ic cakes b.!tween two and thirty
wee~s to produce a new mold depending on the size, the
complexity, and the urgency of the order. If the customer
provide!! the mold or the mold is in stocc from 4 previous
production run. production can hegin wit,in onE week.

LPH'S in-house mold workshop includ~s two new Wes~ Ge~n

Deckel computer-controlled copying/eutti,g machines, and three
Swiss Char.milles electron cutting machini9 for d9t~ilAd work.
MAS precision grinding machines and the .'1orkQrs' expertise
pnqnrp ,.n ""iD'T'AOO t"r.,.;ca;f'\n n' '.1100 "f 'mil1:imotor. If
needed, th~ are able to match specifica:ions to 1/1,000 o~ a
millimeter. Finally, the molds are temp:;ared for durability.

t7Dlike Ot:9Z: C:••choa1o"ak :fizoma, LPl has C'onSll!ote:a.i: zoSW
material aupp11e.. This is important be~au5e LPH uses twenty
tons of raw plastics pe~ day. ~ue co iCJ size and ttmely
payments, the co~pany is able to command competitive prices
and frequenc d91iv~ries. Roughly h~lf o~ LPH's raw materials
are soureed from Western firms and the r!st from domestie
firms. The materials sourced through d~ne$tic fir.ms are
comparable ~o those from the West, but Cln cost 30 percent
less. This price difterential is importlnt because raw
materials account for 70 to 80 ~9rcent 0: costs.

The injection molding process uses ~20 machines (5
additional machines are used for testing new molds). The fifty
largest machines of 160.250,320,400, ';00,800,1,000, and
1,200 tons of pressure use a8 mueh as 9 :.:g of plastic per
piece. (Please see AptJend.ix C tor a mor·! detailed description
of the machines). Most of these machino I wero made :by Engel
of Austria and KUAly of Gemany. These !:lachines are popular
because o~ their reJ.iability and fami11a:.~ity. All the large
machinGUJ QJl'\Ploy ro~tic8 to handle tho n'Jwly formea pz:ooducts
which reduces human erz:oz:. The large mal :hines can 'produce one
piece per minute and aeeount for roughly two thirds Of annual
sales.

The 70 smaller machines account tor one third of sales.
These 36, 48, SO, 88, and 100 ton pres8u::e machines produce 40
pieces per minute, Most of the srMlle::- llacbines are made by
3:18.41, RuAe:r, Ju.D •• O•••h.681eyaJd,a, atl\1IJD& .a' o&,,"MS~ 6ft~ 11%1'\
of Italy. These machines pro<luee prochlClI.8 under 150 grams
such as switcheB, sockets, and audio Ca8IJette boxes.

~4' 0' LtB'. -.abiDe' ~ le•• thaD ftve yea~. 014 and
43' are ~bet.WMft six ee! fifteen years old. The remsincSe2:
range in age from 16 to 2S years.

The company orcl:i.;~arily eD1::l1oye stat:.15tical qual~ty
control techniques, J::l"Jt :h willing to .1.ul.lpect 100 percent of
output if reQUested by a cU8tomf!r. In the end, two percent of
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BEST AVAILABLE DOCUMENT

•



. \

the products are found defective. These"lastic pieces are
recycled on-site and used in future injec:ion molding. Only
one-hUD4redth of ODe p.Z'c~t o~ the g0048 are retuZ'ne4 ~y the
eftd eus~omer. In such a case, LPH will c~edit the customer. or
replace the defective products.

3. capacity

LPH is an uneommon Czechoslovak manufacturing company.
8veD 4u~ing the tuzmoi1 of tbe laGt year, LPH hag continued to
operaee at near tul1 Clapacity. The compailY operates three
eight-hour shifts a day, from 22.30 on Su~day until 22.30 the
following Friday.

ouring any shift, 'approximately ten nachines are cleaned
and the molds changed. LPH needs up to t~ree hours to change
a mold and a si~lar amount of time to clean a chamber.
SXcept when thero are except1onal. ut!lTU!l1d:5 J:o:z:" P:Z:"O~1UC;t.1UI&, 1Jl"H
uses the weekends for preventive maintena~ce.

0Jle benefit of opeZ'atln~ at n.aJ: full c:apacitY' i8 ~t
%IPS :18 aJ:)1e to e~oll~ whiClh or4.Z'. to fill. When there is
little room in the production schedule fQ~ smaller, lower
margin products, LFd is able to pass the 3maller orders on to
its affiliates from the old LNH tirm. Thi! allows LPH to pick
up new, more demanding ~rojeets while ret~ining their old
customers who need simpler products.

!ven though LPH is operating at nea: capacity, there are
possibilities for increasing its current ,utput. 20% of the.
production is tor low margin products, which LPH can easily
pass along to its for.mer attiliates. In !ddition, the
managers estimate that there is an additi,nal' 15 to 'ot of
·Reserva Capacity:' the ability to shift ;;)riorities in order
to make room for mora in~ortant projects. There are two
places within the existing facilities whe,re new machines could
be placed: a storeroom in the main buildi~g with 1,200 m2 and
an expedition room with 324 m2 free. pottmtlal1y, a1mo8t 40_
of l)J:oc!uctioD c:uaclty cou14 J)e 4evot.4 t~ aD a44it:l.ODal 10110
t.~ commi~nt. (see chart, following pad~)

Further.more, there is space for addi:ional capacity
expansion. Some of the contr~cta are up for renegotiation
within the next six months. This means tnat LPH could target
additional capaeity for outside firms 1f it is given some .
advanced notice. Finally, there is & larle, 300 person yarn
factor,y across the street that i8 in the ~rocess of being shut
down. It easily could be purchas~d to in:rease LPH's capacity

BEST AVAILABLE DOCUMENT
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CAPACITY AVAlLABLE FOR EXPANSION

4. Di8~~1butioA

TO ship its products, LPH has a threu-bay loading dock.
The company ships 3b percent of its produc.:ts by truck and the
rest by rail. In addition to its two, trunks and full-time
drivers; the firm hires outside trucking c:oncerns eo meet
demand. A railhead is located only two la.\ away from the
factoIY. Management hopes to build a dirnct connection to the
rail line. Ragardless of the method of t:~ansportation, it
takes lese than 48 hours to clear any bor.ier; most borders are
accessible within 24 hours.

During the recession of Czech indust·~ during 1991, LPH
permeated the Czechoslovak 'marketplace wi:h its household
products in order to diversify districuti,n channels. Besides
selling its products to other manufacture~s (like Hlinsko) the
company sells its products directly to 30 of the largest
retail organizations and to some ot the 8 ':ate wholesale
organizations. Two of the largest custom~rs for LPH's
household products are Domeoi Potre~ and Oroone Zbozi who
operate both wholesale networks and their own ret~il chains
with thousands of shops allover the coun:ry.

During the present smell and large privatization!, many
of the retail and wholesale networks are ~eginning to
collapse. To fill the voids, ~PH ie esta~lishing

relationships with new, private wholesalers throughout the
nation, for exaJ11)le in Prague, where LPH axtena& 90 days
cre4it on its goods.

5 • HaJ,-ket:lDCJ

Forty years of central planning hav¢ left the company
with no Western marketing skills. LPH I·akes inexpensive,
high quality products that u~ed to sell themselves. However,
the Czechoslovak immersion in a free mar~et has made it



necessar,y for the co:pany to take an active approaeh to
marketing in order to sell its goods. ~nagement realizes the
need for active marketing efforts and is doing everything
possible to receify the problem.

LPg has established a new marketing/trade department to
concentrate on active sales promotion. furthermore, two
employees will be sent to England to imp10ve their language
skills and business acumen. Frequent pa1ticipation in
regional trade shows has begun to yield ,ositive results.

LPH'. strougeet marketiug' att:ribute.t are price ancS
czual:l.ty. These are especially attractivE: to the company's
more price-sensitive customers. The finl offers volume
discounts from its cost-based, pricing SYf!tem to IMintain near
full capacity. In addition, the company must offer its
largest customers favorable credit terms to help them weather
their current economic difficulties.

6. IlaD.&gement &D4 perao=el

LPH employs approxi11lately 750 peeplr). IIPH Managing
Director, Ing. Petr Gross wa$ chosen for the top position in
June 1990. He is extremely Jcnowledgeabl.! about the production
proc:esm 1 he has a degree in macrochemic,'ll engineering ana ham
been with the firm for fifteen years. Ullike many other
Czechoslovak managers, lng. Gross has a general knowledge of
Western marketing and business technique5. He has worked to
focus the company on injection molding ald has contracted non
essential services, such as the company 'lotel, emplo.yee
housing and the company's recreation factlities to outside
firms. More work tteeds to be done in this area, but Ing.
Gross has a clear vision for the firm ani the energy to
succeed.

The first line management team under Ing. GrOBS consists
of the Production Manage~ (Ladislav KubaLek), Economics
Manager (Svatoplur Maj), Technical Manaqar (Jan Czernin) and
thQ nt:'w 'T''r.'aae Manao~'" (.T; r; Rimunekl. I':lq. Kubalek was the
previous Production Manager for enti~e L~ cor,poration and he
still has ke,y customer connections from :hat position. Mr.
Maj is young and quickly grasps Western ousiness concepts.
Mr. Czernin has a university education and is responsible for
the tool work shop. rinally, Mr. Simunek, the Trade Manager
will be res~onsible for developing the ~ew Marketing
Department.

The next line of managem8nt includes the Maintenance
Supervisor (JAZOom.z: Malec), Computer MaJ:ACI&r (Otto Placby),
and ,the Personnel Director (Margie Placta). These three
middle managers have been with the company for many years and
have served in other administrative capaeities.

~ese managers will playa critica) role in LPH'a
transition to the private sector. 'ftle :r:c'al oha11uge foz:
o:r:eat.:LDg a more efficient firm 4epen4 01" :m;. Grog.'. cility
to GDCIou:r:age t~...e lUlDaoe:r:. to eze:r:ci... more Z"••poll81b:Llit:y,

•
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• Electro-praga Hl1nsko (45' of sa~e8) is a ~nufactur8r
of electric applianems incorporatilg LPH pr_ducts. As
pa~t of long ter.m cooperation agre!ments with two major
We8te~ a~lianc. firma (Phillips ln~ Rowent4), many
Electro-Pragfl products are exporte) under the Western
firms' tradename.

autho~it~ an4 ~t~ativ•.

The workforce i8 well educste~ and nighly skilled. Th~s
is particularly evident in the mold making depar~ent whe.e
the attention to detail and advanced skills result in quality
Drnducts. AJ.l machine operator!! have a lJocacional education
as well as three years apprenticeship e~perience. LPH pays
its workers a base salary, personal boncses and a premium tied
to the company's overall perfor.mance. !or 3 more detailed
de5cription of the work foree, please see Appendix D.

An§l Q8~Ra~1 §.!EiS7:~il~~!e~!.,~!!~[ ... (!~!) ..l!'!~!~01 ~witc:he:,_
LPH.

c. l4ARDTS

• Electro Pr1stroje--pisek (10') DI.kQS eleetro-technical
components includin; pla8~~c switc~e$, knoba and ·on-off"
buttons proauced b.v LPH.

• Elactrotechnieke zavody--8,ystrani (5') uses LPH
plastics in ito fU8eboxes.

1. ne_criptioD.

The domestic market:. rep:l:'esents 95 ,ercent of LPg sales.
As the Czechoslovak econo~ liberalizes, the demand for
plastic products is increasing, al~owin~ ~PH to start once
morQ to concantrate on wholesale production rather than retail
markets. In the event ot either an ecoI,omic recession or
uIit.ourn, LPH is flexible enough to Dl8et c'hanges in demand.

LPB Jul_ the lIotent1al to graw ~astt~ tbaD the increase. in
the C.echoglovaJc 1'1••tic eouwapeiol1, J:n·~t only if it. G£for~.

are direct.d towa%'& 1:1:1. va_t int.mae1c~1 market.
Currently, the company's direct exports constitute five
percent of total eales, half of which go to Poland with the
remainder going to Westem Europe. Tnel·:e figures however, do
not include indirect exports. The firm's largest ~om8stic
customer, which accounts for 45 percent of total salas, uses
LPH plastic components in appliances ~lorted to the West.

2 • Cull tOJl8Z08

A lIO_lti",••IQll tor z,.a 1•.that ~trJ tOP ~ive ou.tomer.
Apr••eDt lome of' tlw ..~or maDuf.otu~ll1§ :l.D4\1.otri•• w~thlD

C.ecb081ovakla. The following is a lis; of LPH's major
cuetorners :

'. • , •,.. •• ., ":..1'- .... 0 0 ~"4 , 1 l' .
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Other important: customers of the tir:;'\ are Tatramat
(washing machine mak9r), Calex 21ate Mora' 'ce (retrigerators),
Skoda (automobiles), Avis (trucks), and C..U;) (Czechoslovak
national railroad),

As for international customers, Polalld ha~ proven to be a
lucrative market among former COMECON members. LPH hopes to
expand further into Poland since the Polel have no competieive
producer of plastic injection-molded piecE's, Polish. customers

'are attractive D8cause th~ pay for their orders in advance
and in hard currency.

3. COmpet~tioD

The primary considerations when diec~ssing LPH
'competitors are (1) the ability to produce top-quality
;.njection molds and (2) the ability to use the molds
efficiently.

, WitbiD the C••obo.lovak pl••eia. !n4u9tr,r, LPH i. a
.1eaCleZ' 1D t:.clmolo~ Ul4 in cODtrolling oV'IZ'b••4 c08t.. %n
ad4ition, LitH empl~ 130 1110hl1' .Jd11R 11..,14 JMJcer.--more
t:l1aA a=:v otheJ: tim 1D c.echo.lovaJda. 'rh ~ finn's largest
Czechoslov4K competitor is Plastimat Liber!c. the only otb$r

,domestic plasr:.ics producer to operate at n,tar full capacity.
Plastimat produces wide range of products :o~ Skoda Mlada
Boleslav. .

Outsic1e Czechoslovakia, LPH is compet;tive with other
European firms. Since LPg is able to purc}~~e materials from
the same sources 80 their Western competitc.rs, the firm
derives its competitive ~c1vantage from lowE·r labor and
overhead eosta.

D. »a%VAt'%ZA'l"%ON' or II••

LPH ft\IIlnAI'T,am~.,.. nr.,.nnt'I"l" ....L •••• • I I I -'~ ._-.
lo'.. ..,)JV.1n~··i:I mzmagCl:tnent. cuyout, Tne projoct: wau preparec1 with
the outside ~s8istance of th9 Czech conoult:ing fir.m Equity
!xpansion International, prague. The propcaal was based on
tha fact that managemen~ was r.aqy to start re5tructurin~ of
~he whole company aD~ to secure ita future !evelopment in a
~egi.on suffering tram generally ~Qpr.Slsed e:onomic conditione.
Eight metllbere of the tirm' 8 m&nagemant join sd to create a
limited liability compan,y, Plast Vrbno, in )rder to purchaae
the firm IIPH.

. Dy t.l\-=s wacJ ut sepeemcer J.!l91, and fina..ly in October 1991
the proposal wall aumnitted to tho M1nistzy I,)f Privatization,
wh~ch opproved this direct sale only after ~I months o!
deliberation. The FuneS of National Propert~· of the Czech
Repub11c~ the tomporazy C't.lU of the f1m, :znPlemented the
project by Au.gust 1, 1992, when the firm wa•. sold to plast
Vrbno as they hael proposed. 'J.be new C:OD1Pa~' took over
ownership of LPH, as well as the firm name.

LJS1iVNY PLAmCKtCR RMOT
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; Between s~8eion of the proposal an! its
~implementation, the privatization plan was updated five times
·in c~d.r to oomply with changing ~ul~~ and developing
ponditions. The following structure of pr~v~tization was
finally submitted as of March 31, 1992:

LPH's SUUClUte ot Tocal l'ropeRy 1101 t1l1useab~ DirectSaJe Unpaid
P.:ivatizalioo Property ill pojcc& propeny ro PlaJt ausfer ro

(rslillldon) Vrbno munic:ipality

Total Aueu 395884 983 23209 341804 29888

lJabiJilies 192m 0 0 Im71 0

Boak Value EqaJey 203107 983 23209 149021 29888

Astets nOt ill books 10447 0 0 10018 4~,

of whicll:
oj 57 0 0 57 0
o~ lO3gQ 0 0 9961 429

UnD.1cable I&1etS I I 7681 7681 0

P&l~ (lUlU llIIb ul x x \) U 0
una.seable ISSBIS

:Tolal value or propeny 213'54 983 1'''28 166726 30317

From the tSD1Q above, it can be seen that some of the original
property of LPH (983 thousand K~s) was rettrned to the
eriginal p~opert? owner, n Ghdre of the enterprise (30.3 mdl.
Res) ·was transferred at no cost to. the mun:lcipality. Property
given to the municipality included the entErp~ise'8 nursery
school, ~loyee's flats, domitory, tlle el1terprise 1l1undIY
building and ~arks. The original book val~e designated for
direct sale according to Czechoslova~ accounting standards was
149 mil. KeD, but in aCQo~dance with western standards this
amount had to be adjusted upwards by 10 mil. Kca due t~ the
val\,le of assets not inclucled in the ):)ook via lue (57,000 KCD clue
to revaluation ot land). Under the submittld pl~n, part of
the property (15.5 mil. Kes) was to bo writ:en off as
unuoo4A18, lt~Y~!1 ill t!U !~.\&l ol~....! ... y ..l L14~ • .r ...... u .... w•• u"",l.
accepte~ and was added eo tho value of eha .quity of the firm.
After some furthQr small .djustm.n~., the final adjusted book
value agre.a upon as ot' ~ug. 1, 1992, was 1i3.5 mil. Kcs.

As P&~t of the agroemont, ~PB must pay the National
Property rune! 183.5 mil. KCII (the equity value) by the end ·of
1996 in fi.ve yearly paymente of 36.7 mil KCJ. These payments
will be interest free, quite advantageous c)nditions in
c~arisoft with those offered by banks. In addi~ion, t~e new
firm .must payoff bank debt ir.J1erited ,from :he old .. f!irm LPH
~n~a11i~ A'.? ~4t. r.co ~T th~ onda~ ~O~4. A~ ~ doftai~ioft o~

• the purchase, the Fund of National Property also requireo
installation of equipme~t to moderate the pLant's emission of
pollutants. The inV.8~ent in new machine~! w~ll total 18.6
~llion Res from 1993 to 1995. The privati~at1on ~9 changed
L~H'S capital structure in quite a detrimen:al way.

i --

LISOVNY PLASTICKYCH BMOT



Post-privatization Balance Sheet of LPH (8/1/1992)

Assets Liabiliti!s and Equity
Fixed Assets 130,411 Equity CaJil:.al 180
Accounts Receivable 121,808 Loan from Fund 183,500

of Nationl1 Properey

Inventories 102,527 Inherited Bank Loans 46,200

Cash 9,775 Accounts )ayable ??

Total 364,521 Total 364,521

!). J'UTtmB PLANS

'r.be Dew management haa very &JD1)itiouI, plana for the
upcom1.'\g two yeaZ'.. LPH has prospered in tIle recent past and
has strong prospects for the upcoming yeats, The enterprise
expects cash flow in 1993 to total over 6C mil. Res, reaching
roughly 70 mil. Res b,y 1996. By operatin~ at full capacity
(when ~the1: "lcu,l.:::t lu l..1J.tt pJ.list1cs 1nOUS1:IY are encounter1ng
slowdowns) the,y are in an excellent financial position to
receive favorable loan terms from oommercial banks.

t'I"llIt.~· -~;:-;. ~--;:;:;I~.-;..... -..- ,"~

~;:,;.?~~.;:~::":' :'l~·~· ~:.i!:~t: :Y.ff~'ltl' ~ (,.-·~~~.l~1 !.'~i
~~;"j':',•••!:' :H~:"':'~'_''''::; tri'l~~Wi '\. i~<J r:S'rlf~;

Aft« bIl profirs 45.0 49.5 58.5

De~tioD 11.0 11.0 18.0

Cub Flow 6U) 66.5 16.5

InIISUm,nl poymenm to FNP (31:.'1) (36.'7) (3d.7)

Payment on Bank Debts (24.~ (14.9) (11.4)

DIta an andciplr.ed profitl lie cteared from exiItin. COIl1nICtI, pall perl xmance. and expen assessments
of the futme of the firm. Dara OD e:II*te4 deJncllrioft come frcm !be elistiIa muclDle of auets.
assumed investment. and cons_ lIteS ct deprecfIdon.

Tn I"ha .nrl1r 1'''.001:' .ftor priT.r~ti..Q.i.''', .... 1I&¥li..J.!..4
paymen~s to the FNP and banks will squeeze remaining profits,
but over time prof~.t8 should increase to CI)Ver these
obligations more comfortably.

In the near future, LPH plans to acral) its c:ur:en~ UK
388t} style eomputer system to make way for a new mainframe
computer system with a large PC network. '~"e system will be
used for ever,ything from accounting to invf)nto~ control. The
·clean ll room uee4 for the 014 ccmputer wil;,. l;)e used for
production of med1cal equipment. LPH also plans to build. a
new covered storage area and to use existiJlg stores in the
main building for production purposes.

BEST AVAILABLE DOCUMENT



a.

b.

-I,

-j i
I I

H
I·
I

f
- !

-J I

I
I

. i

I,
I

I•"
t

Future markQting plano include a r)orientation towards
the more lucrative wholesale production and Western European
markets. Demand for LPH's products is )xtremely high now due
to LPH's good :eputation and management e~f~rts. In fL:~,

orders have reachod & level where somo ')roduction must be sub
contracted to the formerly affiliated fir.ms of LNH.

B • COucz,tJ'S2:0JlrS

As a CzechoslovaK c~~, LPH pOSJe9S~S many strengths.
Its management has a good sense of how ':he company will
survive this difficult transition perio~. LPH is competitive
in the international ~rketplace on the basis of quality,
cost, technology, and proximity to ~test·!m markets. The firm
enjoys a strong customer base with no f')reseeable shortage of
orders. Real growth in the domestic ma~ket$ appears to be
assured esp6cially as Czechoslovakia be~omes more developed.
Finally, LPH has a good position to wea~her a recession since
there will always be a need tor qual~ty plastic D=oducts.

Several areas pose problems ~or LP~:

Forty years of c:entral planning lul'/e lett LilH with very
faw marketing skiJ.l3 Mod little .x:~QriQnce in Clealing
with Woctorn markets. HOWQver, ma'1.sgCllment efforts have
had positivo rosult. and the fi~ :Jeems to DO
sueoeosfully overcomjng thiD past ~ifficulty.

The company has limite~ funds available to expand
capacity to meet poteneial exoess ,:1emand.

c. With 4S perc'ent of sales c:oncentra':ec:l in Electro-Praga
Hlinsko, the health of 131actro-Pra;o can determine LPH'S
future. LPH"s increased marketing efforts and e~nding
customer base should decrease its ~eliance on orders from
~lectro-Praga Hliusko, however.

d. !'iJ'140ciallY, if LPH can su~ive imnediate cal!lb f1aw
pt~Dlems it will be well place4 to weather the
C~e~hoslovak economdc problems'anesd. Prognostications.
suggest that there is a high proba~ility that LPH will be
able to 9ucceestully confront its ::ash flow problems in
the near future.

If LPH rel£eg on ito mafty .tr.ngth~ and wo~ks to tmprove
its few area. of weakness, the e~ny ~ill be in a good
pos1tion to survive the privatization proeess. LPH has the
~oteneial to ~'9 & major pla8tics produci!r in both domestic an~
~nternational markets •
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U'SNDXX As
1'h,' Bight %Zl4e»endeAt Companie. Wh! ch Bmerge4 From the

B~eakUp o~ Ll80VUY NO~,~b Hmct

1. Lisovny nOvYch hmot Vrbno (150 amp: ,oyees, i>roviding
different aervice!l to the companiau - teohnical
development, production of forms, l!ngineering, pr~;ects,
marketing, eto.)

2. Lisovny plastickYch hmot Vrbno

3. A1faplastic ,Brunt~i (600 employees, producing large
plastic pro~ucte - crates, etc.)

4. LNH Lut!n (160 employees, producir.g for.ms)

5. Fo~ a plasty Chuchelna (500 empJoyees, manufaoturing
many products for Autopal Novy Jic!n - e.g., rear
automobile tail lights) - moae 84' 'UlceCl of t.he ot.her LNK
cOJDSlule.

6. Linaset Budilov (350 employees, w:..de range of products
for households: pots and pans, f',)r automobiles: plastic
covers for ignition coils ami dis,~ributors for Pal
Magneton Kromefi!)

Vy§kovan VYlkov (250 employees, u~e8 both thermoset and
ther.moplas~ technology)

Formplast Mikulovice (250 employees, both the~oset and
ther.moplast products with emphasis on households and
construction items) T.he eompany ~as purchased by former
LPH managers during the small pr~vatiz&tionwave.
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U~INJ):CX Bl
pradu~ta De.c~tpti<c

•, volum.e
Produce ~••c~ipt1oD Hate:rial 'rOl:al Selli!1g 1,000

crOWDS COli til price It~.

Case for vacuum cleaner 67,S 77,4. 84,6 9.300
(Elektro-Praga Hlinsko)

Vacuum cleaner cover 24,6 28,S 32,9 5.300
(Blektro-Praga HlinsKo)
Caae for lamp 33,1 39,9 43,6 9.600

Crate (medium size) 32,40 41,6 48,S 9.700

Garbage containe~s 35,1 62,2 79,0 4.700

Toy box (Ikea) 37,90 51.70 60,0 G.OOO
Case 0',54 0, !·3 0,65 2.600

Electrical socket. 1,7 2, ;; 2.4 720

Bottle cap 0,04.2 0, :.91 0,2 2.200

These 9 products, out of 3,000 they mak" represent 10' of
total production. .

The profit margins v~r;y from ~roc1uct. to product. The top rate
is 19'.

•
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DATA ON SMALL IN3BC'1'ION MOLDDIG MACH:J:NBS

Hach~e tYl). (:bY Ag'41 OJ:'lcr~-%'•. 0:
material/item) Quantity (:.'1.'8) HaClbiu••

up to 30g 11 8 Czechoslovakia,
Germany,
Austria

Up to 60g 21 12 Czechoslovakia,
Germany

Up to 100g 25 lS Czechoslovakia,
Germany,
Austria, Italy

up to 200g 33 12 Czechoslovakia,
Germany,
Austria

up to 1000g 16 10 Czechoslovakia,
Germany

Clean weight 1000g 9 7 Germany

Above 1000g 10 12 Ge%11\5ny,
Austria

'J:C'l'AL 125 11.li
(avo)

BEST AVA'l~BlE DOCUMENT
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JUt~mm:a: c (Qoftt1s1ued)

SmLBCTKD LARQB ~J.BCTION KOLD'UG MACHINES

lCako/lloc!e:L YO" AC~i~ed, PZ'ioG (lte.)

ENGEL 1976 8,766,000
ES 9000/1200 -
ENGEL 1989 8,259,000
ES 4400/650

ENGEL 1981 3,436,000
ES 4500/800

~

ENGEL 1965 (rebuilt 2,017,000
ES 1000/6000 in 1990)

MAS 1978 2,250,000
CSE 4000-3

KuASY 1989 1,137,000
2500/400

KuASY 1984 1,366,000
1800/400

KuASY 1984 1,363,000
1800/400

KuASY 1984 1,363,000
1800/400

I<uASY 1991 5,500,000
1800/400

I<uASY 1991 5,SOO,000
1800/400

MAS 1987 578,000
CS 1025/320 N3

MAS 1988 600,000
CS 1025/320 N3

MAS 1988 568,000
CS 1025/320 N3

STUBBE: 1965 1,032,000
S 852/2000,'1£

STOBBE 1964 961,000
S 952/2000 VB

MIR " 1989 1,696,000
RMP-135/360

ENGEL 1989 2,131,000
ES 700/150

BEST AVAILABLE DOCUMENT

LISOVNY PLASTICKYCB RMOT



i

II ,0

:1

i:
II
II
!'I .
o •

'I '
I

I '
I
•
t :
1
'I:,,.
Ii
J
f

APPmNDIX e (oOQti~.4)

SIU,BC'1'ZJ) SDLli INJBCTIOR MOLD'~HG IfACB%NBS

..Ice/Model Yea%' AoQW.J:e4 5'2:'10. Uta_)

MIR 1989 1.199,000
RMP-95/150

MIa 1989 1,199.000
RMP-95/1S0

KIR 1989 1,201,000
RMP-95/1S0

Ktll 1989 979.000
1\MP-45170 .

MAS 1988 269,000
CS 195/100 21

MAS 1988 269,000
es 195/100 21

MAS 1988 269,000
CS 185/100 Bl

MAS 1987 : 239,000
cs 88/63 Sl

I

MAS 1987 239,000
CS 88/63 131

aNGBl, 1986 858,000
ES 240175

ENGEL 1986 . 858,000
ES 240/75

ENGEL 1986 610,000
ES 80/35

I
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UPlIlma C (ecntlnu44)

ftL]!0'1'JU). MOI,D MAJtDTG MI.(:HD1ES·

YeaI.' l':'~ce
Machine Type ~ake/H04.1 .I.cquil.'e4 (Xc.}

Center lathe SV ~8RA 1974 39,000

Perpendicular lathe SKJ 12A -I- 1982 1,105,000

Milling machine FGS 32/40 1990 536,000

Overhead milling PCV 63SCA 1991 924,000
machine
Milling table FNGJ 20 1991 500,000

NSl15 .
Tool-making milling OECKEL 1.!P3A 1988 1,800,000
machine
Computer-co~trolled OECKEL P'P4NC 1991 5,586,000
planing machine
Kor1z0nta~ DOr1ng w J.OOA 1!82 :i4~,OOO

machine

Coordinated boring WKV "100 1963 639,000
machine

Coordinated boring 32 M83 SF10 1990 847,000
machine

Horizontal grinding BRH'20 A/N 1983 130,000
machine

Vertical grinding B:P\T 700/2000 1957 172,000
machine
Ape.~ grinding ~T.TO 7~n , ~,;q 96.000
machine
Electrostatic CHARMILLES 1982 2,596,000
hollowing machine P420

Electrostatic CIWUfILLES 1988 7,132,000
hollowing machine I\OaoFO~ 200

lUectrostatic EIR 005A 1987 1,099,000
cutt:i.ng machine

Electrostatic CHARMILLES 1987 1,386,000
hollowing machine ELEROOA 110

• Machine d~~criptions are direct translations from the Czech.

BEST AVAilABLE DOCUMENT
LISOVNY PLASTICKtCH HMOT

• i',- . ·.0 · II



UPBNDtx Dr
Co=O.U:iOD 01: the won W~:I:'C::.

TOTAL NUMBER OF EMPLOYEES 770

-, Managerial Clerieal and

J
Adminiscrative Staff 156

I among them:

cop management 10
I computer dept. 25
I foremen+A8sillt. 40,

const.ruction 12- I

-I i book Keeping 20
, I financial planning 6
; I technology 28
i I prod. supervisors 5-II sales+mark. dept:. 10

'j
Production 416:]-

j
,I l:Nlchine tools 1331
,I maintenance of forms 26

I t moulding sector 257
I
I Support:. Scaff! 198
I maint:enance 70! recycling of waste 10

8toro and shipping 30
quali ty cont'rol 20

.' . transportat.ion 12
security, t.ele,phonQ, pose l'cleaninJ, h~ating . 40retail shop :2

I
I I

: :
; :

I :

, ,t

LISOVNY ~ICId'CH HMOT
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.. A. BACl':Q1IlOmm

~ Pistol's original factory was built :n 1908 by the
: company Tlusty Loe~ in Hlinsko. The finl's first product
: linen were a wide assortment of files and rasps. In 1976, the
; firm switched its focus to hend tools and tighteners. This
;production continued through the ·velvet t:evolution" until
: late 1991. Today, the tim concentrates cln the production of
[high Quality car jacks, electrician's too: sets, wire
. strippers, and plu.meer's pipe vices with r:tands.
"
I

! Prior to World War II, Pistol's busir.ess was conducted by
; the firm AjAX, which had acquired Tlusty I.oewy. In 1946, A~ax
;was taken over by Dratovny a Sroubarny Bol~mdn (DASB), a
istate-owned ente:rprise. As a result of tLe nationalization of
iAjax, pistol's business and property were nationalized as
;well. In 1960, DASB was merged into TONI. Pecky, another tool
imaking firm. Until 1990, the business of Pistol and three
lother factories was conducted under the T(~NA tradename. In
iNovember 1990, each of the TONA factories was given autono~.

:The Hlinsko plant took the registered nam., HTN Pistol in April
!1991. ,
I
!; Hlinsko is located 150 km east of PrEgue along well-
imaintained roads. ~istol's present 9;650 mZ facility is less
1than 12 years old, and the company owns ar' additional 2,000 m3
:of surrounding land suitable for cxpansior.
I

After the change in government in 19E9, the firm HTD
; (later HTN) Pistol saw two major changes that significantly
laffected domestic demand. First, state o~ned construction
icompanies could no longer oontinue orderirg new hand tools
!when they had to make actual payment for th6m. Hand tools of
1the quality level of those produced by HT1'. pistol do not have
:to ~e replaced with regularity, ana t~us struggling companies
I were able to delay purchases. Second, the' distribution
~network for the fim was dependent on state-owned retailers.
~Under a free market system, many r~tailer! ware closed or
iprivatized. Many retailers also started carrying other brand
inames for the first time. Finally, the dEpressed economic:
;conditions of the country have dramaticalJy decreased demand.

II. CODAXI' :PROI'%LJI

HTN Hlinsko's assets totalled over 4E mil. Kes as of Dec.
31, 1991, with book value of over 26 mil. Kes ($1 mdl.).
Sales for 1991 totalled ove~ 37 mil., Kes, with pre-caxprofits
of 2.1 mil. Kcs. As can be seen from the balance ~heet on the
following page, the fir.m's capital struct~re was rather solid,
especially compared to other Czechoslovak firms in this pe~ioa

:of recession. .

BEST AVA1LABLE DOCUMENT
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pre-Privatization Balance Sheet of LPH (12/31/1991 )

Assets (thousand Kcs) Liabilities and Equity

Fixed Assets 26,658 !QlJ..~t:y <spital 26,325

Accounts Receivable 8,175 BanJc I,o~' ns 10,242

Inv~ntori9S 9,065 Aoc:ountl' Payable. 8,40~--
Cash 1,551 Other L:aoilities 481

Toeal 45,449 Total 45.449

After 1989, Pistol found itself in a highly competitive
hand tool IMorket. In order to remain C:~lI'lPetitive with Western
produces, th~ developed a new finish ar.d a lighter design for
their tools. very quickly, they were at le to produce a higheJ:"
quality product than their South East ~ian competitors an~
Me.e Western European standards, which are more stringent than
in the United States. However, the Stsr.le,v Corporation ot
America mergQd with HTD pistOl'S old patent company to produce
many of the same products. The parent company'S new scale of
production and their access to western capital forced Pistol
to re~valuate their future competitivenGss and survival.

Today, the fir.m concentrates on thf production of high
quality ca~ iacks, electrician'S tool sets, wire stripp.r.,
and plumber'S pipe vices with atands. 1he production of car
jacks began witb 0 new contract awarded by Skoda~Volkswagen.
A li~ced number of profitable tool sets will be continued
while the production of others will be slowly phased out. HTN
pistol is also developing the capatlilitJt to produce two new
prOduces: brake fluid pipes ond hand Drake handles for
automobiles. Both new products will be produced for the Skoda
market. In all, H7N Pistol will reduce their number o~
products from 18 to about 6.

l U'C•• • t ni ••,!' I Il1odliOln lln"l"hrnnlnm lT1nnnl'nm nnlrllr1stee (zecnoslovaA regulac10n N. 5% 6t , and a1 products
correspond to ISO and DIN regulations. The following products
are listed in the order of ~eir production volWMe.

primary Products:

AZN 600/2: car JaCk for Skoda 781, 785, 1000MB, 100. 600 kg
w1th load increase during the hoisting operation in
accordance with the characteristics of the S 781 and S
785. Maximum l:i.fting height trom ];ase 375 mm, mass 2.3
kg, a~en.i.on.:f.n folc18!;\ e~nctil:1on __63)Cl1Sx330 nIn.
Current production 11 20,000 a month which represents 70
80' of total factor,v production. ~anagement believes
that car jack outpu~ can be doublo~ in the near future .

;"
I:,.
I·
Ii

I '

: :
I

. }

HTN PISTOL RLINSKO .J!aIf1
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Pipe Vice with Stand: A 20 kg st~nd wieh :vice used by

plumbers. Second be~t product pro<:kced. 99' of
production is exported to Ge~n.Y. iProauction c~pacity
is 1,300 per month .

K2 : Electrician's Tool Set in which Pist,ol supplies the
socKets and extensions with handles ,for the 24-piece set.
Pistol contributes 4, 4.5, 5, 5.S, E:, 7, 8, 9. 10, 11,
and 12 mm sockets dnd three extensic~s with handlQs to
the set, which also includes four p~drs ;,f pliers and !Iix
screwdrivers. HTN Pistol is current'lv the monopoly
proQucer of this product in Czechosl:ovakia ..

Stripping Pliers and P"ront Stripping Plie:rs = Unsheathing
(stripping) pliers for electricians.: Wire diameter; .15,
0.5, 0.75, 1 nn, 1.5, 2.~, 4, 6 mat. : Front stripping
pliers handle wire diameter or O.15-~ mm. Weight is 0.3
kg. Production has been at about 10::> a montn. HTN is
the only producer of chiI' item in CZI;achoslovalda.

SN 1; socket wrench Set for use with a 6:. 3mm (1/4 -) square
drive shaft. The set inclu~e8 4, 4.6, 5, 6, 7, 8, 9, 10,
11, and 12mm socket., one. ratchet wr!~nch, one extension
bar. three extensions with handles, ~nd 4 metal case.

. .
SN 2: Socket wrench Set for use with a 6~3mm (1/4-) sqUare

drjve shaft. The set includes 4, 4.S, 5, 6, 7, a, 10,
11, 12, and 13mm sockets, one ratche: wrench, one
extension bar, three extensions with· handles, and a metal
case.

; SN 4: Socket Wrench, Screw Driver and He:~-Key soeket wren.ch
Set for use with a 6. 3mm <1/4·) squa~~e shaft. The sat
includes 4, 5, 5.5, 7, 8, 9. 10, 11,:12, and 13~
sockets. three phillips head screwdr.i.vers, three flat
head screwdrivers, 3, 4, 5, and 6rrm hex-key sockets, one
extension bar, two extensions with hl:lI1dles, and a met&l
case. I

~ SN 3: socket anCS Hex"xey Socket wrench S.:lt for use with a
6.3mm (1/4-) square shaft. The let ~nclud.s 4, 4.5, 5,
5.5. 6, 7, 8, ~, 10, 11, 12, and 13111I:' sockets, 2, 3, 4,
5, and 6J111l h&t'C-key sockettl, one ratchet wrencb, one
extension bar, one extension with a l'tandle, and a metal
ease. .

,
,
f·
I

. .
7: Hex-Rey socket Wrench Set. wi.th a 1:1. Snn (1/2 -) equ5re

drive Sh5ft. The set includes 5, 6, is, 10, 12, and 14mm
hex-key sockets, ODe extension with l: hanc1le, and a metal
ea••.

S 2; Socket and Hex-Xey 'Socket Wrench S.;t tor a 6. 3mm <1/4·)
square <1rive shaft. '1'he set includea: 5. 5, 7, 8, 10, 11,
and 12ftft sockets, 2. " 3, -4, 5, ane! E,RliChex-kAY' sockets,
one ext.nsion wit:h II handle, and & me,tel case.

I.
lSN
I
!
I

I

SN 5: Socket Set for a 6. 3rnm (1/4·) SaWU'8 drive shaft with. ;

,

I'
I

. !BTN PISTOL HLINSKO
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long execution. ~ne set includes 3.2. 4, 5, 5.5, 6, 7.
8, 9, 10,'11, 12, and 13mm sockets, Ole extension bar,
two extensions with han~les, and a me:al case.

05: Spring-Loaded Torque Wrench Set ()-5 Nm of torque)
containing 4, 4.5, 5, 5.5, 6, " 8, 9. la, 11, and 12mm
sockets, and a vinyl case.

3: Ratehet Torque wrench Set (0-30 Nm of torque)
conta1ning 4, 4.5, 5, 5.5, 6, " a, g. 10, 11, 12, and
13mm socket. and 2.5, 3, 4, 5, and 6m~ hex-key sockets,
one extension oar, one extension with handle, and a metal
case.

-•

;1

As a result of flexibility in pistol' 3 production
processes, the firm is able to make changeJ in products
according to customers' specific requir~maltB. Presently,
~lmoet half of pistol's production is cust>m designed. One
~undred percent of pistol's products unde~Jo a quality
~nspection before leaving the factor,y.

. An example of pistol' 8 flex;ibility is seen in its newly
designed car jack. By incorporating t.echt1:ques used to
manufacture vices, pistol developed a"c~lct, heavy-duty jack
Which conveniently tits inside the spare t'~re. The jack has
~as9@d 3trenuou§ certification te§ts an~ P~stOl has won the
poncract to produce the car jack for the ~lW Skoda automobile,
~hich is being built as part of the joint "eneure with
Volkswagen of Germany•._ By' now, these jack, Mve become the
main item of manufacture for Pistol.
!

~. I'aailiti••, TttCIlmologr, 8D4 HaDuf&atuzo:.~Dg ltroo•••••

! "pistol's tool-making' and prototype sh.)p contains some of
the company's most technologically advanced milling machines,
C1rills, presses, and lathes. Pactory-base,l research and
development pe%mits pistol to incorporlSte I'lanufacturing
boncerns into the designs for new products As a result,
pistol can quickly move new products from ":he design phase to
~ull-scale production.
!

i A profile of the remaining technology used at ~i'tol
~eveals an eclectic collection of metal w~:king machines fram
J:he last three decades. Most of the machi/les were made in
pzec:hoslovakia. "'e avera;e machine in pi: Itol ' s factory is
1I.3.6 y@ars old. "'8 machine. have been we:.l maintained: the
;eason behin4 most new maehine purchase! hilS been to increase
capacity and to take advantage of newer eel~ologies rather
~han to replac. worn out machines.

BEST AVAILABLE DOCUMENT
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- I The following table summarizes the age (If pistol's 199
machines:

I

i
I

- I
!

Age of Machine

0-5 years 72
6-10 years 40
11-15 years 16
16-30 years 53
Over 30 years is

Number of Maeh:~ Percent of Total

36.2%
20.1%
8.1'

26.6'
9.0'

I
- I

The facto~ is divided into nine aleas, roughly according
to the facto~'s different manufacturin~ processes: main
hall, socket pressing room, painting area, hardening shop,
waste neutralizing station, loading doc~, storage area and
tool room. This report reviews the dif1erent technologies in
the first five areas.

The tirst and largest is the main tall where most of the
activity takes plaee. There are two grcups of machines: the
automatic lathes and all the other manusl tools. In the main
hall are 2S automatic lathes whose age is betwe.n 34 and 2
years old. Nose were made b.Y KAS/Kovosvit, a Czechoslovak
manufacturer. Other eools in the main h~ll are center lathes,
turret lathes, universal ftdlling machines, grinding maehines,
drilling machines, roll forming machines, and some of the
factor,y's presses. '

The remaining presses, which range from 10 to 600 tons in
size, are in the socket pressing room. [n aadition, the
socket pressing room holds a new copying lathe controlled by
an Erfurt Electronic computer acquired i1 1990.

The painting room contains a sprayi'1g booth and a
degreasing machine, both of which are si< years old. The
factor,y uses latex paints thae have been specially for.mulated
to be environmentally safe. The paints Ire cured b.Y heating.

Many of the factory's products a~e :)rocessed in the
hardening shop to improve their durabili'::y. pistol uses a
three-stage hardening process. At the f,.rst stage, ehe
products are immersed in an 850 degree (l:elsius) hardening
furnace. Next, the ;>roduct.s are placed ..n a 250 degree
tempering furnace. Finally, the product: I are coo1ea in a
liquid bath. The hardening shoP'is also where some eools are
ch~.ically treated before being sent for chromium-vanadium
plating by 'rONA Pecky, anoth8%' former di"·ision of TONA.

Pistol recycles all scrap metal and lubricating oils used
in its preJduction proces888. tTsingtwo f.tate...of-the-art I
machines located in Pistol's waste neutrl~lizing station, the
company treats the chemicals used in the hardening shop.
Aft8r neutralization, these chamicals arfl then shipped to
approve~ disposal sites. As a result., P:Gtol's operations
have almost no negative impact on the enYironment •

• !
i One ot Pistol's strengths is the qu~lity of the worker~
I
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oper~ting its equipment. Approximately ~·O percent of pistol'!I
production workers have completed at lesl.t three years ot.
vocational training.

3. capanlty

Prior to the recent economic end po:itical changes in
Czechoslovakia, accounting by Czecho9~oVI.k businesses was
concerned mor~ wich labor utilization thl~ with production
costs. In the absence of other substant:ve data, labor
content was used to determine the \1tiliz~~tion of plant
capacity. Sased on labor concenc caleulLtion'J, tRanagement has
caleulaced that Pistol is operating at aJ~roximately 59
percent of its exiscing plant capacity. By adding a third
shift, Pistol could increase its availallle capacity by
another SO percent. tn the short te2:ln, ':hia excess oapacity
will permic the firm to increase product.: .on without expanding
its facilities.

4 • Harketll. KarketiDg u4 l»i8tzoUNtiLoD

Approximately seventy per.cent of Pintol's current
p~oduction is made for the domestic mar~!t. Within
Czechos lovaJcia, Pistol's hand tools are :lolc:1 th~ough two
distribution networks. First, Pistol is a party to an
agreemon~ which crested a consortium of cour Czechoslovak
manufacturers of socket wrenches and oth1r hand tools.
Pursuant to this agreemp.~e, A network.of 300 sales agents was
created. This sales network offers pise.>l's produ.cts to
insticutiona, ~etail outlet., and indiviiual consumers. In
addition, the consortium has ••eablish~~ a network of e-12
shops dedicated to their product•.

Independently, Piscol Also cooperat~a with several other
businesses, inclu~ing Sargas, Herkuria ana Sedlak. Both
Merkuria anc:1 SargalS distribute Pistol' 8 ·~~oducts in
Czecboslovakia and internationally. In ';.he near future,
Pistol's produccs will aleo be distributad domestically
through a private wholesale/retail netwotk chat i9 currQntly
being developed.

In the past, approximately 10 to 15 percent of pistol's
production was tar;eted for export to Yugoelavia, Germa"y,
c.1~Y"'CI.uI.1, ,. a.cu..u ..~, "".~ e~......~.... ~':'''_ •• ' ••••o ..~., ... ""'" "'vt',..,.... a,:t t-'"
rise significantly in the future, as hign quality and low
prices make Pistol'S product! competitive around the world.

pistol is represeAted in Prague by the export agency 3I?H,
which manages pistol's foreiqn trade affsirs and demand for
the cODq;)any's prcc!ucts. MOJ:eover, pistcl uses the servicEis of
the foreign trade ~rgan1zations Merkur1a, IMEX, and KerL~ka,
and a number of oehar export/import firns such as Kame, Ocean,
Sehuter, Seackfine, and W8lstlinq. The fi~ Czechoslovak
'l'zoade think-tn(.· haa-rec.ntlyag:"884to H~ve 4. a :tala agent
tor Pistol in GrQat Britain, Australia, and New Zealand.

I

I

.1
:I

.,,
•,

. HTN PISTOL HLINSKO
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5 • Hanagement &A4 p."..omiel

Pistol employs approximately 200 pea,)le, including 120
I production workers, SO designers and tool. makers, ~nd 30
: manage1:s and support staff. ~e nurnbe1: 0;: workers has
: remained tairly constant over the past fO'.lr years beoause none
· of TONA's headquarters statt was added to,pistol's payroll
, after Pistol was granted autonomy. Pisto~'s location in
: Hlinsko gives the company access to a ski~led labor pool that
! permits t:he company to add a ,third prod~c'~ion shift if neeaed.

, Relative to other Czechoslovak firms the number of
; managers at Pistol is very low. The top 2','18nagers are young,
, well-educated engineers with no ties to the old regime.
; Hence, they are very open to Western busiJ'leSS ideas.
,

,
· c. TRB P1t3:VA'1'IZA'1'IOH or 8'l'R PISTOL RLntSKn

In the second half of 1991, HlinsKo'l, management prepared
its own privatization proj-ect, proposing l: management buyout.

! This project was changed after some hesitl.. tion into a direct
: sale to 4 foreign buyer from the USA. ThE~ project was
:prepareCl with the outside assistance of tl;:e Czech consulting
! firm EQUity Expansion International, Prag\\e. After some time,
!tha consulting firm reviewed the financial' position of the
'foreign investor and found that it was in a poor financial
• I • 'Sltust:J.on.

After some negotiation with the u.s. 'investor,'ouring
which he was not able to provide evid~nce 'of his ability,to
meet his financial promises, the project ~as finally changed
'back to a version proposing direct sale te, the management:.
:Five meml)ers of the firm's management, inC'ludina the General
:Manager, and three other interested invest,ora joined to ~reate

ia limited liability company,' ALFA Hlinsko,' in order to
,purchase the firm.

The tol1owing structure of privAtizQt,ion was finally
submitted as of March 31, 1992:

;

!
I
!
I

-·f
I

:

HTN Pisrol's StruebJre TomI PIopfty DOt UnUle3bIe , Dilect Sale
of Priwrialion Pfoperty In project popeny I toALPA

: <-dlDdon) lDiMko

Tol81 AsaelI 44,832 0 158 ",61.
LlabllJJ.ies 16382 0, 0 16382

»00k Vale !quit)' 28,450 0 158 28,292

Asaeu Dot in boob g$O 0 . 0 I 350

of which: :
land 350 0 0 3S0
Olber 0 0 0 . 0

Totlll value ofproperty 28J()() 0 151
.

28.642.
BEST AVAILABLE DOCUMENT ~ '_ -



•
I

"

01..

; From the table on the preceeding page, it oan be seen
. that no restitution clatms were met on the property of Pistol

Hlinsko. The original book value deaignatsd for direct sale
~according to Czeohoslovak accounting standirds was 29.3 mil.
iRcs, but in aocordance with western standa'de this amount had
ito be adjusted upwar~8 by ,35 mjl. Rcs due to the value of
'assets not included in the book value (due to revaluation of
lana). Under the .~ttQd plan, part o~ :he property
:(158,000 Kcs) was to be written off as unuseable, however in
:the final approval this figure was not acc~pted and was added
~to the value of the equity of the fir.m.

~

. The proposal for direct sale was finally approved by the
~inist~ of privatization of the Czech Replblic in November,
.1992, a full year 4fter it waD submitted. The final sale will
be closed on Oec:eranPor 31, 19q2. ~ftel1- $om·~ furthe-r small
~djustments, the final adjusted book value agreed upon for the
lsale will be the actual book value of the Eir.m (~4sed on year
lend financial :statements>.
j

As part of the ag:reement, ALP'A Hlinsk) IITlJst pay the
National Property Fund t:he equity value by the en" ot
February, 1993. This payment will be base 1 on a '-year
privatization loan from a major Czech eommfreial bank, with
~ntereet amounting to 14' annually. Ln adiition, the new firm
must payoff debts inheritee1 from the old ~iITn. The
privatization has changed HT.N Pistol Hlinsto's capital
~tructure in quite 8 detrimantal way •

.-
Pcst-Pdvatbation Balance Sheet of LPH (anti,ipated 12/31/19t2)

Aeset. (thousand Keg) Liabiliti.. sod ~1ty

'ixed bootD 23,998 lquitv <:acitsl 5,659

Account. Receivabl. ',230 Pdvat:!litltio 3 Bank LaaD 28,800

IDvenco!:1ee 9,100 IMedt«'1 h ~k Loafta 6,109

Cash I,SCO Accounta Pay',~le 1,401

Total 41,968 'rotal U,9G8

After it takes over, ALFA Hlin.eko wil:. use all potential
sources to tmprove the financial situation of the compa~.
Cue to inereoee4 management activity, seve:~al new contracts
have been signed or prepared for luture orders. The most
important one is a contract with Sko<Sa-Voll:awagen on delivery
of 200,000 car jacks for 1993 ancS 100, 000 :;or the first half
pf 1994. This means chat the company shou:·.d provide jacks,
which are legally required, for the ma;oril.y ot Skoda cars
produced during that,peri04•

The 1993-4 contract should cement HliJ~ko's cooperation
with Skoda, which we. started only in midiii:~992 aa spare Of
the mana;ament's restructuring ~lan aee~l~yino the firm'S
privatization. A!t;~r the decision to entel' the promising new

!
I
r,

r
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I
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~egment of the market, within 3 months the new original design
of car jacks was produced through an exterusl designer.
Within a further 6 months, the production qf these jacks was
fully implemented and ~elivered to Skoda-~)lkswagen. ~ now,
this has becollle the main product Wlnufactu:·~ec1 fJY Pistol
Hlinsk.o and ic c:ontinu83 to be promising f"r the future. In
fact, Skoda-Volkswagen sent quality inspec':ors to check the
quality of production processes at Hlinsko and these
inspectors were fully satisfied and reconminded the company to
~urthe~ potential clients. Since then, a :lew car jack design
;is being develo~,ed in cooperation with ano,:her large foreign
~ar In4nufacturer: for an order which should be impl4=mtented in
'1994. The incr,1aasing returns which this p :,oduction should
bring can be SGen from the following table on anticipated
;future cash flrJW.

,,0.;;;... '---;-· ''''-'n'''' IJ'
:,::?:~~l~::F::\:~IIT.:h}~1-:: I
~-; ·:.. ··::.;·~·..::~...jl

..~~~i~I·.r~·~;r:·:~':~. u-::'t:::_....::-.....-;::;..-::.:,,-:.:::,:.

AlfB rax profits (including fDleI'elIl 7:2. U.s 11.3 14.5
paymencs for IdVllizadon lOIn)

DeprecJadon 3.0 3.0 3.0 3.2

Cull :low JO,2. 14.5 14.3 17.7

Payment of Privadzarioa~ (T.2) (7.2) (7.2) (1.2)

Payment on Bank Debts (1.2) (1.2) (1.2) (1.2)

See AppeD~b A (or more deatDI 01 tile tine s-.enaJios. Data on antic~ profits me
created (rom existing COftIl'lld$, pm performJnO~.and expert assessmer II or the futuro of

: the finn. DaIa on expecl8d delll'CCladoo come tram die exiado. 8tlUCtL ro at assetl.
; asswned Investment. and coDSt&l1,.. of depeciation.

As can be seen frcm the above table, in the early stages
'after privatization, the requirea loan pay~ents will squeeze
~remaining profits, but over time profits should incre~se to
'cover these obligations more ~a.mfortably •

• I
:B. eONCtaUS:EOKS

, Tho successful restructuring of pistcl Hlinsko is a good
:c~se of the activity of management acting to increase the
:profitability of II finn Which they are ac:<;uiring. Assuming
'that no major changes occur, HTN Pistol Hlinsko should be able
ito cover their liabilities and prosper, especially once the
fO\lr ye~r pri,vatization loan is successfully paid off.

An especially strikinq point is the fl~~ibility of this
:sznall c:o~any. A clear draWback is the firm's reliance on one
large customer, Skoda-Volkswagen. In fact, currently other
customers are showing interest :I.n pistol' & products, wI' ~.<:,h

lcou14 allow the ente~rise to diversify its olientele and
,further solidify its future development.

j
. ----. - ,,..,ft
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'I A. BACKGROtJN2),

Po14i ltlaClDo, au enterprise devotee to the prociuction of.
. 1 specialized steel, is one of the CZEIf:h Republic' s large~t

! enterprises and the largeat metal:urqicel concern 1n
C~echoslovaki4. Poldi domina~es the in~lstrial town of Kladno
{pop. 80,000), where it i,~ located. In 1990, the firm employed
20,000 workers and reoor~ed 8 billion Kc! of annual turnover.

At one time the enterprise had re~ched a level of one
million tons of steel production yearly anl 60* of its production
was exported, mainly to CMEA and Micdle Eastern markets.
However, in response to the economic ch~nges which have taken
place since the onset of economic ref01 m, as well as crises
within CMEA and the Middle East, demand fOJ' Poldi's refined steel
products has declined dramatically. In J 'ecent months the firm
has been forced to make radical changes in order to meet the
reality of declining global c1ependelAce or·. metallurgy and heavy
industry. As a result, Poldi has laid eff almost half of its
work force, drastically cut costs, and rejuced inventories.

Nonetheless, the firm's 'financial fU',~ure continues to look
: grim. Although it is scheduled to be privatized through the
: second wave of privatization in 1993, it appears that a large
, share of the enterprise will remain in sta:e hands untilf~rther
I restructuring can be achievea. In order to ease restructuring
: and privatization, Poldi me been broke!: up into 13 separate
,: operating units, as well 43 one unit concl:!rned exclusively with
'\ enterprise conversion and restructuring, a 11 hald by one holding

concern, Poldi a. s. During the near futur~, some of these units
. !will be privatized almost completely whi ..e others will remain

: held by Poldi a.s., 80t of which will be owned b.Y the Fund of
. National Property (P'NP). All 1J,uits wi: 1 be expected to be
~economdcallY self-sufficient.
i

i II. COMPANY PROJ':%dE

, ; AS a whole, poldi Kladno has over 8 ]:):.1. Kcs ($300 m:i.l.) of
!ec;ruity on its balance sheet. Pold! is buc-dened by illiquidity
: and a large amount of o\ltstanding deDt. C.lbts due by the end of
:1994 incluc1e 820 mil. KCII to banks, : 60 mil. Rcs to the
; government, and 2.16 bil. Kes to trade pa.:tners. In addition,
!Poldi is burdened by a large number of late. accounts receivable,
:totalling 2.3 billion Kcs, many of which may be unobtainable.
:Among the largest firms in debt to' PoLdi are major Czech
': metallurgy enterprises, such as Valcovny tJ '\Ib Chomutov (325 mil.
;Kcs) ana Zelez&%ft,Y Chamutov (lSO mil. Kes), and major Slovak
armaments firms such as ZTS Dubnic'l (67 miJ. Kes) and Tureianske
'strojarne (66 ~l. Kcs). In 1991, Poldi rscorde4 a loss ot 1.1
bil. Kcs.
t.
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-. 1. Pro!Suat1oD

Until 1992, Poldi was one massive t~terprise. one of the
largest in Czechoslovakia. Its various pr )duct.i.:m units were run
centrally and protit-~king parts of the firm subsidized other
pares which otherwise might not have beer viable.

Its production units have included the following:

po14i 1: The oldGr of thGl two ateel mi:~la, GmPloying roughly
5,000 wo~ke~s. ~t concentrates on special shapes and
is seen as economically viable. Potentially
interested foreign investors have ~een oontaoted (see
below> .

E'o141 2: Turns out coumocUty sheet stee.~, eJ11Ploys about 2,500
workers. It seems unlikely t hat this part o~ the
enterprise will be viable. Ir.cluded in Poldi 2 is.
for example, the sheet metal ~)rkshop Df!u, which is
over a ~le long. Half of this area is a workshop
which was projected to produce up to 450,000 metric
tons of alloyed steel annulllly. It would be
economically viable to operate this workshop at
production levels as low as :~50, 000 tons. but the
maximum level reached in 1989 "'9.S 215,000. From July
1991, losses from this mill lrew by 150 mil. Kcs
monthly until product:ion was stllpped in Janu&zy. This
~rkshop has the largestc8~aeity of any steel
producing unit in the CSFR, b,,·t it cu~rently stands
ielle. A maintQnanc. crew p.rfo2ms routine maintenance
and runs the lines occasionally to keep the maehine~
in working o~deZ'. 'lhese operations alone cost 3 mil.
Kes monthly.

Mechanicsal: '!'his unit encompasses six shos"e creating crankshafts
and fo%1ned 0:1:' welded product". JUnong these are three
mechanical shops, a tool shop. a shop making ingot
thermometers, and Antikorro, L separate unit: using'
steel products to produce artif: cial limQ5 anc1 mec1ieol
supplies. As a whole, the mechanical shops employ
about 2,500 workers.

This division supplies ener~:y to Pold!' s other
operations.

2. COJ:l)OZ'atl.atloD' of thll bte!:Dzo:Lle

In Januar,v of 1992, Poldi was •corporatized,
('commercialized' J, i.e. transformed into a joint-stock corrpany.
As a joint-stock corporation, poldi, althe ugh .till state-ownecl,
attained much more autonollfi but it haa nc,; been allow8d to rely
on $ubsi4ies from the state budget. Corpcrat:i.zat:i.on in t.he CSFR
is ulltlally perfoaned simultanQo~elywith t rivatization. In this

I
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c~se, howeve~, it was aone as a preliudna:~ measure which coula
create pressure to allow some restructuring before the actual
privatization.

2.1 Boa~4 and uanaOemeJ1t Changes

corporatization me~nt that a new !oa~:d of Directors had to
, be created. The eoard presently includes :hree internal members
I and seven ext~rnal members, ,nd is chairEa by a representative
: of the Ministry of Industxy. Other merlbers are as follows:
; Poldi' s General Manager and Economice Manager (financial
! officer); a labor representative eleeted from the labor union;
~ a representative of the P'NP, a commercial banker; the Deputy
, Minister of Economic Development: two furt''ler representatives of
; the Ministry of Industry: and one represantative of the Labor
: Exchange.

; There is also a six-member Superv:i..!:ory Board, which has
! authority for labor emd community affaire. This Board is chaired

"

by a trade union representative and inc:;'udes two other union
members, the Eeonomies Mana;er, a Minist~ o~ Industry

! Representative, and the Mayor of the town of Kladno.

One of the first moves of the new Board of Directors was to
! appoint a new General Manager. The previous Manager, who was
! retired, had been seen as an obstacle to successful enterprise
I •

: restruc:turJ.ng.
I

! The new managSlMnt of Poidi K1adn(· also adopted a new
: overall adjustment strategy in order tl) improve the firm's
! financial results, to stabilize its capi;al structure, and to
I dacentralize operations, limdt internel redistribution of
; profits, and ~o prepare for privatization.

2.3 OrgaDisatioaal CbaDg••

i The next step, taken in May 1992, wat; the restructuring of
! the enterprise into 13 individual oparatLng divisions and the
; creation of the Conversion Division (crested in April). These
I divisions were autonomous and expected ·.~o be self-finBncing~
: These reorganizational steps were tlllJeen in order to aeeentralize
I and rationalize operations and to facilitate Poldi' S
i privatization.
i,, Poldi's production is thus currently divi~ed into thirteen
separate divisions plus one new ·convE·rsion- unit. These

i c1i.visions include a number of the diffe.:ent production units
: described above, as well a8 several units devoted to servicing
! the production units (:I, .8. transport, c1I.lsign engineering andi technicol support,.~o~uters, finance and business pla~ing) •
.-'1'b8 conV8Z"en.onun30t-1;s a-newly -cJ:'Mteddivision,-wbJiCh- wee
1created to search for new ~usine88 opport\~itie8 and create newiproducts. A secondary purpose was to emp: oy personnel laid off
i from other ~ivi.ion8 at lower pay in order to mitigate the

. !POLDI KLADNO BEST AVAILABLE DOCUMENT
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overall effects of worker layoffs (see beLow) •

A further measure taken by the new rlAnagement was to stop
production at the money-losing Of!~ steel workshop in Poldi 2.
Production was partly resumed in Octobe:~' when the management
secured orders. 90% of them export orders, which allowed partial
production to resume. Management forese!s losses in the near
future but expects that this production s10uld be profitable in
the longer run. Banks, unfortunately, hz:ve not been convinced

- of this likelihood and thus have not provided financial support
to this endeavor.

2.3 BlD,ployee.

:In 1990 Poldi had 20,000 mrployees. f~incl9 then, this number
has declined steadily as the program for en terprise restructuring
has progressed, dropping to 16,000 in May:. 992 and then gradually
to 10,200 in October •. For the most recent decrease, layoffs were
staggered over a period of time to lessen t he impact on employees
and on the town of Kladno. Also, 36' of workers laid off from
May to October were able to find empla,ymer.t in Prague, sometimes
after being retrained at the company's expense through the
conversion division.

The conversion division was speeiall~' created to search for
.' new DUSlness opporcun1c1es ond co tw'4o'luy csuc1 Ll:lL.LCl.lU lca.i.u ",e!

workers. ,Workers in this division were paid only SOt of their
fonner wages. Since October 1, 1992, the c'onversion diviaion has
~ecome a separate operating unit, althou~m sti11 lOOt owned by
Poldi.

~.4 KarJeee.

AS mentioned above, Poldi has sufte;..ed in the recent past
from a severe drop in orders. Poldi's traditional customers
included heavy industrial markets (CMEA) End traditional weapons
markets (CMEA" Arab Middle lastern NationH). since 1989 both of
these markets have declined drastically. !y now it is quite
clear chat Poldi' 8 productive capacity greatly exceeds the
natural domestic demand for refined steel products and the
opportunities for export without clumping. The decline of orders
from domestic customers declined by 3S'~' a change which is
rec;ogni zed as a permanent decline J'esulting from lower
consumption neec1s.· Poldi is expected tc produce only 280,000
tons of steel in 1993. With 10,000 workertl, productivity is less
than half of that in comparative We. tern producers. An
independent stuay bY the consulting fir~ Roland Berger found
that, Assuming that=. unit conl~tion of rC!t~inp.d steel in the CSrR
in the yaar 2000 will be the same as in wast=. Germany in 1991.
Poldi should r>roduce at most 530,000 tc\ns of steel and have
a~ual sales of 7.2 bil. Kcs.

In spite of the recent activities of poldi' s new management,
orders remain small in comparison wit 1 the firm's optimal

. !
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, capacity. Poldi's production is not compe,:;itive with respect to
the reBulting costs and prices. Another danger to which Poldi

: is particularly vulnerable is that custon~rs will place orders
J that they are unable to pay, due to the lI'idespread illiquidity
i in this sector of the economy•

. 2. 5 J!l&rl~ Financial R••u1~. of a••truatU:l:ing

; As mentioned above, the new rnanagemel Lt of Poldi Kladno has
: embarked upon a new a4:Juatment 8tra~ew in order to stabilize the
I firm and avert the threat of possible proceedings from the

expected new bankruptcy l~w.

Part of the strategy is the rel')rgani:~ation of the firm, in
order to decentralize management and fin~nning. and to end the

! subsidizing of loss-making parts of thl,l firm by profitable
! divisions. The end goal is to privati~:e Poldi I s individual
J divisions.
I

A major part of the adjustment s :rategy is financial
, restructuring, a narrowly oriented scheme for the settlement of
all liabilities which are due ~ the end of 1994. Among these
litlb;i,lit.i~1:f ~n, 2.16 bil. ltClt of tLccount ~ pl::lyable to trading
partners, 360 mil. Kcs owed to the goverlment budget, and 820

i mil. Kcs owed to banks.
I

According to the financial restruct'.lring plan, creditors
. have been divided into three groups:

: a) pzo:Lozoity c:r.c!itor. -- the government: bud~et and bank mortgages
; -- I:fhould be pl::lid in full within two years. '%Ihese payments total
i 1.18 bil. Kcs.

j b) ...1:J.. Clzo.4itoZ'. -- private ed stat.e-~ed £i1,-m$ to whom Poldi
: ow•• lCil88 than sao, 000 Kes ($18,000), which numericallY' reprel!lent
, the majority ot Poldi's ereditors, but to whom poldi owes only
, a total of 90 mil. KeD. 'l'heGG BupplieC'G did not influence
! Poldi's production and efficiene,y, and shculd be repaid in full
~under the condition that the thir<1 group ('If e;ceditors agrees.

i c) 200 ma:Jor 8QPlieJ:8 o! l'o14:L, who Polc-\i owes in total 2.07
: bil. Kes. These suppliers' prices haa an : mport~nt influence on
, Poldi' s low efficiency ana high costs and f Jll payment would mean
that these suppliers benefited directly '!rom Poldi' s economic
difficulties. Poldi will offer this group il settlement totalling

~ 80t of the money owed, an adjusted total (of 1.66 bil. Kcs.
1

:
I The changes whieh the new management haa baen ab18 to enact
: so far have alreadY suc::cee~ed in signif: cantly improving the
'firm'S economic results. Al~hough the fitm had recorded a loss
'of 1.1 ~il. Kcs in 1991, for the first t:~ee quarters of 1992
: lVl:Sl::Stn:t t:UllUU.U'-t:c.1 l..u uuly 670 ·uu.l. R\Otf. %u CCLc.;l.., lu:nn.:s l&CLva
!declined from 430 mil. Kcs in the first ~arter of 1992 to only
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80 miL Xes in t;he third qu&R9Z', and iZl. I~eptember tbe fiz.. eyeD
.howeCl ••1:L~b.t: profit. After :est2.'u¢I.I,u iug of tne enterprise,
it appears that economic reluI.ts are becolung JT\Ore promising and
operating losses are' no lonSler being ac:cwnulatRrl, ~lthough
clearly there area st:i.ll many problems ahnad.

The anticipated debt settlement, how~ver, clearly cannot be
fUlfilled ~rom operating prati'ts, In order to payoff creditors,
Poldi expects to implement privatization ~nd to use proceeds from
privatization sales of daughter compan:i.t.s, The pri'Vaci~ation

I proceeds of daughter c~mpanies thus will not be directed to the
.' Fund of National Property of the C%ech R!public (as is usuallyI the case), but will be used to eliminattJ the existing debt of

Poldi a.s. (the parent c~any) '!'his doen nor. cover the case of
thQ parent company Po1di, a.s., whose privatization will be
handled in a different way (see ~elow).

c:. ~JIJl n%VA't%ZA~IOW 07 ~OW)% JIlLAmfO

Based on negotiations with various Eu::opean firms, it became
, clear that one partner co~ld not be found for the Poldi concern

as a whole in its current state. 'I'h:lS, the proposal for
privati~ationof the enterprise poldi Kla<5:10 involves the partial
privatization of the parent joint-stook c,mpaay, Poldi a.e., as
well as establishment anc5 privati::ation of the 13 individual
daughter companies mentioned abOve.

~. f~iv.t!zatioD nf nft"~h~_~ ~~~Rf••

The daughter companies have the following expected plans:
!

~ ADtiaorro" I1t.~.. SI:.!inIQSlSI .tool produot:i.c,n of bone zocplaeement:l
I and medical supplies, 400 empIo~.oa. Sale of 5S' ownership at
: book value is expeoted to the Czeon fir.m International product
: Trading (IP'1') , a trading company that ill a lI'l8jor supplier of
: stainless steel and 1. involved in important rec:ycling
i operation.. A furthor 8' of gharee will be eold the the I?aldi
: trade union for book value. 'rite remaining 34. of shares will be
: kept by Iloldi o..a. This t~aft8action wb$ L:n, first privatization
i transaction \1nrlArt.~kAn 't't{ 'Pt.'ll d;. and it :i.. n••rly oompleted.
! While small, this was a pioneer caee, 'ana t 1e other 1')rivatization
; sales in which Poldi is currently involved are being conducted
: in a manner based on thisD\Odel.

PollS! 1, r..t4.: A joint. venture is expected with the Italian firm
i FALCK, whic:h will ~a:i.n an inir-illl nvl'1fllT"Rhi ~ Ah,.rt:' r.tf 36', tJr) to
; 5' of shares will be sold to the trade union of Pold1 for book
· value. The majority will be kept by the holding companv Poidi

· . a.s,

· StZ'oj:l.2:Dy 1'0141, lIt4.; A joint venture in D:echanical engineering
·with the P'rench firm MAvn.oa L'Home i& elp@Cted. Up to 1&' ot
: shares will be so14 to the Paldi trade unic:1 tor book value. '!'he

· ,
I
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I majori~y will btt k~",L LoY L.lu:f l£vlY~MI ~~Ilfty Pole1! a. s.

.: ~.z:moIllODdy, LtcS.: Sale of 34t of shares tCI the firm TERM;, Ltd ••
: 10f; of shares co be sold for book value to ~he Poldi trade union.

· 1The remainder of shares to be held by Polt.ii a. s .

, berg.tick. Centrum, Lt4.: T~."'s is the div Lsion providing energy
supplies. A joint venture is expected wLth a foreign partner
seleoted on the basis of a public tender Up to 5t o~ shares
will 1Je sold for book value to the Poldi t.rO!l.Qc union. At least
34t of shares will remain under the owner'ship of poldi 4. S •

! J'arrolcav. Ltd.: ThiJ divi,i f,\n ,.nl1"''1PlI ; n . mAt:nJ. su,PP1;i.es,
· ; storage, and sales (not refining). Sale os; 3411; share to the firm
: BAHAS, Ltd. for book value. BAHAS is a company founded by

: ! employee!! of the firm. lOll; of shares will be 90113 for boo;: value
: . ko ~ho Iloldi tr:1do union. RlIlUinina sharet· 1I1i 11 hp npl11 ~ Pnl rH
· a.9.

l l'ro~ekO. a Jtonatnkc., Lt4.: Technic!l design and other
I technical support o~ opez:oation8. Sale of 34' of shares for book
i value to a firm founded by employees. 10' of shares will be sold
i to the Poldi trade union for book value. Remaining' shares will
. be held by Poldi 8.S.
,
\ Auttech, Lt4.: Automation division. 40' et shares to be sold to
: the firm Sara. 10' of shares will be seld to the poldi· trade
) union for book value. Remaining shares "",ill be held by Poldi
: a. s.

, . , - Xc,...,••t, Lt4.: Sale of 34' of shares f('r boole value to a firm
founded by employees. 10' of shares will be sold to the Poldi
trade union for book value. Remaining s~ares will be held by
Poldi a.s.

I

.:: KHD, Ltd.: Sale of a mdnority bolding fo~ book value: to as yet
undetermined buyers. St of shares will be sold to the Poldi
trade union for book value. Remaining lI.hares will be held by
fold! a.s.

SUJ lUaCSZlO, 111:0. : ~aJ.e 01: a. lnaJox"iC) J!ul~J.ll\l

i undeterminec1 buyers for at least bOok val·le. 10' of
i be sold to the Poldi trade union for b,ok value.

shares will be held ~ foldi a.s.

Z.olit, ~t4.: Sale of 341 of shares to the fir.m KSRB~, Ltd. for
" book value. Remaining share. will be hel:! by poldi 8.S.

aotin, Ltd.: rinancial an4 infozomation s·,stems of Poldi. This
division will be held 100' byPoldia.s. t.csuseit is necf!ssary
in oX'der to maintain Poldi's --accounting ai30 information systemS.

V••Or LCd.: Sale of a minorit~ share on the basis of a public
· 'tender. Up to lOt of shares to be sold for bOOK value to the

o· ,
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-: Poldi trade union. Remaining shares will be held by Poldi a.s.

. Generally I the holding company pold:. a. s • should keep at
~ least 34% of the shares of each daughter company. This is the
: -golden share- which allows vEltoing 0.: certain !!tructural
: changes. In important cases, poldi wi:.. l keep at least 51%
i owership.
I

: Accord~ng to the updated project, gxOUpS of employees are
! allowed options to buy up to 34' of the tooole value of daughter
; companies in installments over 10 years. If there is a public
: tender, this amount may be paid interest frae, otherwise interest
: will be paid at a rate equalling at least ::he discount rate plus
: one percent.

o

: 2. Privatization of the paz-mt CC=~ Po.L41, a.8.

The basic privatization project of Pcldi a.s. was submitted
at a time when prospects seemed promising. Nonetheless, it has
become clear during the first half of :.992 that the current
system of corporate planning cannot tlexjbly respond to market
changes and adjust expenditures in accorcance with sales. For
this reason, Poldi a.s. will be transfor.me~, starting on January
1, 1993, into a financial holding with up to SO emplQYeee.

Poldi's property will be divided ine~ three groups:

property predete~inea for direct s~le in order to settle
aebts
securities (100' share in dauqhtet cOfli)snies), part of
which will be sold in order to cover outstanding aebts
property rented to daughter campe nies, which will t
privatized according to an approved ~pdated project.

The updated privaeizat~onproject of the company Poloi a.s.
proposes the following distribution of sh·!res:

11.8 %
5.0 ,

3.0 %
0.2 ,
1.0 ,

79.0 ,

Voucher privatization
unpaid transfer to the munj cipality of Klaano and
surrounding areas
National restitution fund
Employee shares (15, 000 ShE·res at 1,000Rcs/share)
Unpaid transfer to charitable foundations
To remain owned by the C~ech Republic Fund of
National Property

o J!. COHCLUSZOIII

The COJ:»Or:.ti••tion ot Poldi has cle.srly had some positive
results on the fir.m'8 overall performance. As mentioned above,
losses have declined from 430 mil. Kea in the first quarter of
1992 to only 80 mil. Rcs in the third quarter, and in September
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the firm even showed eo profit. ~''he cost-cutl:ing and
decentralizing adjustment strategy measure s which have been taken
so far appear to have yielded soma results. Nonetheless, these
results are still liDdted.

~h. updated p~lvatizatioD pl~ sug,ests partial sales of
most of Polcli' s daughter companies, whllre l'oldi will always
maintain a share of at least 34'. The p~oceeds of these sales
should be used to cover Poldi's debts as a crucial part of the
fir.m's financial restructuring.

The potential of excessive interferEnce by poldi a.s. into
the <i~ughter co~anies is turther accentu~tedby the problem that
it is proposed that the majority of the ~olding company should
remain in state hands. The suggested 79~' of shares kept in the
Fund of National property is more the.n suggestea by other
metallurgy works in th.e Czech Republic -- 7St; in Vitkovice, 66.5'
in Trinecke Zelezarny, 60' in Nova Hut.

The government is cUI:rently involved in some metallurgy
restructuring studies. According to the ~inister of Industry and
Trade, Vladimir DloUhy, the governmen:. cannot support the
proposea privatization plan with a 79' shsre held ~ the FNP and
with daughter companies whose accounts re:eivable are taken over
by the holding cOJ'r;)any. He has suggest'ed a counter-proposal,
that Czech metallurgy be privatized rapidLy including a sale for
a symbolic price, even if it were to me'Son the closure of some
works. State SUbsidies and government guarantees of further
loans cannot be expected. On the other h8nd, it is possible that
debts may be alleviated through debt-equ:ty swaps with domestic
commercial banks.

BEST AVAILABLE DOCUMENT
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POR-~£.V&t1.&U.cm "luo. abHt of I.P~ (8/1/15)SJ2)

&••ae. l~ouaaDd Rea) I,1Ib.l.1iti.. «Dd BCN.t.tv

J'J.xed A••e1:. 130,411 ZCllU.t:Y Ca'Dit.al lElO

Account. R8c.ivabl. 121,508 LOID fJ:oa h'lIeS lSl3,!100
of ttation.l 'roDert:Y

Invam:or1•• 102,1127 Inherited B.:o Lean. 46,200

caab g,775 Aceowtt. ~a"lable 13:4,6<&1

'rot.l 354.521 '1'otal 364,521

-
-'"

I

!D. ~1JRII l'LUS

i fte D" -.zIa9__t 1la. "NZ7 u1t:U:iou" plaaa ~o&' the
iupcroaiD'l ~yo 1'eaz8. LPB baG 1=0sparecS in the Z'cacont: past. anel
!haa s1:rong p~oapecbl tor 1:he upcominq year!'. ~he ent.erpri.e
:expec'te cash flow in 1993 to tobl OYeZ' 60 mil. Ec., J:'each.inq
.roughly 70 1l11. Rc. by 199&. By operating at fU1~ capacit.y
(when o"ther plants in t:he plaRics indu8trif are encountering

:slowclowna) they are in an excellent financial position t.o
:receive favorable loan teru fZ'0Il cOIIIlerciill banks.

- .,....." ..........
Ir:~::~I~~:::5'::'::~;~;5~/~'·;:-~~r::.·3"':·,~~.. , .• ~ r.: -~_.- .•
l~ _____ ....•'.:'.........,~_""~-~~.c-~~"~ .. c::::::.::J:2.~..:,.

After tu JII'Clb 45.0 40.5 58.5
I

) Dt!pnciadaa 21.0 17.0 18.0i
"

CIIIt A(IIN e2.0 66.:5 76.5
i
i r...lltnMt pe.ymeab to JlNP (3e.7) (3&.7) (36.7)I
! ..
i PaYJllllt OIl Bat DebtI (24.5) (14.51) . (11.4)
I •
1

DMa OIl BIclplted pro&1I.. 0I'IIIItcI &ca",eaaItIeII, put pII:lftllllCe, and apatt
: .-...ueata of Ibe lutur& of tilt firm. D* mI apeGt8lI dlpnc:iltic. CI)D freD tU aiIdq IIIactuIw
, of...., .....mVC8bllad,"'~"of~

: In the early 81:&ge_ .f~or privatizat~lon, t:he requ1rGd
·payment.. 't:o the ft1P and barlJtl v1U .quGa. remaiDinq profits,
.but ove t.im.o profi't:. ahould incna.. to Covcat' thelle
jobliCJation••o~. ooatOZ'tably.
I

1 In the near ta'ture, LPB plaa 1:0 Set'llP ito cw:rGn't: DII
:3980 style OOllPu-te~ 8181:- 1:0 _aka way foz • naw Ilainfzo_
: COIIPUt:U' _y.t.. with a lU'fe Pc: natwozoJc. rhea syota will be
.UNci foJ:' everything f~ acc::oun1:1n, to in", entoz:y con'trol. 'l'he
i·clean" room uMd tor the 014 C01IIJiIut£ vi'l a used foZ'
;production of ..tical equipaent. LPU alsc· plane t:o build a
[DeW-coyeted a'tozoapu:.a ael 1:0 UIIe u1.~i;l'I§ .~02."U 1ft t.Ile
main building tor production purpo.e••

I
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