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Enclosed are the final drafts of the deliverables prepared in the implementation of the 
IMPACT II project. The objectives of the assistance provided to the Government of 
Hungary were to increase the number of privatizations, to support the successor agency 
to the SPA and the AVRt in utilizing ESOPS and other privatization methodologies, and 
to enhance the post-privatization economic success of firms acquired by Hungarian 
nationals. 

The assistance provided by USAID to develop and promote the use of ESOP and other 
methodologies has played a mvjor role in Hungarian privatization efforts and in
 
broadening the ownership of Hungarian companies. By the end of the IMPACT II
 
assistance 210 companies, and more than 75,000 employees, had used ESOPs in
 
structuring the privatization of their enterprise. The ESOP program in Hungary is
 
looked to as a model by other Central and Eastern European countries and is a direct
 
result of the technical assistance funded by USAID.
 

Coopers & Lybrand is proud of its participation in IMPACT II and of its association 

with USAID in promoting privatization in Hungary. 
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August 	31, 1995 

"IMPACT 11" TASK ORDER 
DRAFT FINAL REPORT 

EXECUTIVE SUMMARY 

The IMPACT 11 Task Order (TO) was d.signed to have two major thrusts: 

1. 	 Continue the work of the IMPACT TO, which terminated in August 19)4, to 
supporting the Government of Hungary in introducing new methods to accelerate 
privatization. This technical assistance (TA) was performed in the context of a 
new governmentformed after ihe elections of May 1994, andfocused on assisting 
the new govern'aent to define and implement its privatization strategy, benefiting 
from the e;zperience of the TA1 over the previous three years. 

2. 	 Start a new activity ofpost-privatization TA to help newly privatized companies 
become financially viable in the market economy. This TA focused on the over 
200 Hungariancompanies privatized partly or entirely to their management and 
employees. 

The IMPA CT 11 TO has reachedpractically all of its benchmarks and deliverables 
as specified in the Work Plan of November 1994, approved by USAID. Some of the 
notable achievements of the IMPACT II TO were: 

A major computer model was developed to project the financialresults of a 
"1hungary Country Fund" consisting of minority positions in selected enterprises, 
which would be marketed to internationalfinancial investors. The results of the 
model showed that such a "Country Fund" could provide a rate of return 
acceptable to internationalfinancialinvestors only tf'the shares were offered at 
discounts which would not be politicallyfeasible. Based partly on the TA's 
conclusions, the government has greatly de-emphasized the concept of "country 
funds", which in z2arly versions of the PrivatizationLaw was to be the cutting edge 
of the government's privatizationpolicy. 

Through its counterpartsand especially through the HungarianESOP Association 
and the Share ParticipationFoundation, the recommendations of the TA have been 
increasingly incorporatedinto successive drafts of the new PrivatizationLaw. The 
Law as enacted in May 1995 had lost much of the near-exclusive emphasis on cash 
sales which dominated the first versicn of October 1994, and became far more 
supportive of the alternativeprivatization methods pioneeredby the TA under the 
COMPASS and IMPACT TOs. 

The TA reviewcd and made recommendations to SPA regarding the reorganization 
and debt restructuringplans of a number of companies. Based partly on the TA's 
findings, in some cases the SPA Board reversed its former decision to liquidatethe 
company, and approvedsale to a domestic bidder as recommended by the TA. 



* 	 The 7A introduced "ownershiptraining" to give employees of ESOP companies the 
knowledge and attitude necessary to behave 1ike owners of their companies. Te 
TA provided a wealth of tested trainingmaterials in "ownershiptraining", 
prepareda group of Hungariantrainersto continue giving such training, and 
institutionalizedit as part of :he regulartrainingprogram of he HungarianESOP 
Assoc.ation. 

77e TA "puton the map" in Hungary the concept of "participativemanagement" 
practicedin leading US companies such as AVIS, POLAROID, Web I;zdust.ries and 
UnitedAirlines. In June 1995 the top management of'1] ESOP compan7ies 
(including 8 CEOs) have been intensively trainedinparticipativemanagemen',
,repared plans to introduce this methodology in their companies, and committed to 
report after three momhs on the results. The TA prepareda group of Hungarian 
trainersas instructorsof "participafivemanagement", and heled to 
institutionalize this practice in Hungary as (1) a part of the regular training 
program of the Itu'igarianESOP Association, and (2) the majorfocus offuture 
activity of the Share ParticipationFoundationwith individual companies. 

The TA prepared a major study of "Model C.:ontractsand FinancingMechanisms 
for Transaction,;Involving ESOPs and Other Domestic and Foreign Investors", 
which is likely to have important applicationsin the growing trend to include 
minority employee ownership in the privatizationof strategic companies (eg. 
utilities). 

I. 	 Objectives of the IMPACT II Task Order 

The IMPACT II (Accelerating Privatization in Hungary and Enhancing Post-
Privatization Viability) Task Order was TO number 17 (PIO/T 180-0014-3-462-3864) 
under Contract EUR-0014-C-00-1058-00 (the Enterprise Restructuring and Privatization 
Projet for Central and Eastern Europe IQC). IMPACT II entered into effect on August 
22, 1994 and terminated on August 31, 1994. Article II of Attachment A of the TO 
stated that the objectives of IMPACT II were: 

"to increase the number ofprivatizations,help the State to monitor and 
manage its post-privatizationinterests in privatized companies, and ennance 
the post-privatizaiioneconomic success offirms privatized to domestic 
owners. 

II. 	 Overall Benchmarks for Monitoring the IMPACT II TO 

Beside specific benchmarks for monitoring the effectiveness of the different 
components of th~e TO (see V.B. 1, V.C. 1 and V.D. I below), the following benchmarks 
were intended to monitor the overall environment in which the TO operated: 

I. Overall Benchmark #1: The number of privatization transactions using the new 
methodologies in FY95 exceeds the number in corresponding month. of FY94. 
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Achievement of Benchmark: The following table shows the number and value of 
privatizations in the nine-month period Oct. 1, 1993 - June 30, 1994 (roughly the period 
of the IMPACT DO) and in ,ie nine-month period Oct. 1, 1994 - June 30, 1995' 
(roughly the period of the IMPACT II DO). 

1/ 10/93-6/30/94 1/ 10/94-6/30/95 

Firms 	100% sold, no. 352 108
 
Of which: ESOPs 143 
 25
 
Leasing 16 
 0 

Revenues (billiorn HUF):
 
Cash 28.1 
 27.6
 
E-credit and related crediits 25.9 10.4
 
Restitution bonds (R-bonds) 20.0 30.2
 

Total revenue 74.0 	 68.2 

The above figures show that the number of privatizations in 94/95 has sharply

decreased in comparison with 93/94. Total privatization revenues, and cash revenues
 
from privatization, have also decreased.
 

ESOPs and leasing were particularly hard hit: In January-August 1995, 17 firms
(value - 2.0 billion HUF) were privatized through ESOPs, compared with 62 firms (value 
- 13.7 B HUF) in 1994, 124 firms (value - 22.6 B HUF) in 1993 and 8 firms (value - 9.8 
B HUF) in 1992. By August 1995 210 companies witli 75,000 employees and value of 
40 billion HUF have been privatized through ESOPs. As to leasing, in 1995 the 
privatization authoritie3 allowed leasin6 bids in only 6-8 cases, and none was successful. 
This compares with 15 privatization leases (value - 3.1 B HUF) in 1994 and 9 leases 
(value 	- 3.0 B HUF) in 1993. This slowdown was mainly due to: 

1. 	 the inevitable dislocation caused by the installation of a new government;
2. 	 the limits set by the new government on E-credit (50 M HUF per transaction) and 

on R-bonds (20% of the transaction value);
3. 	 the government's initially negative attitudes to ESOPs and to the use of R-bonds; 
4. 	 low confidence by foreign investors (esp. after the Hungarhotels deal);
5. 	 the delay in the new privatization law (initiated in July 94, enacted in June 95);
6. 	 the confusion caused by the merging of the SPA and AVRt. 

2. Overall Benchmark #2: ESOPs become a significant minority partner in AVRt
 
transactions.
 

'The figuresfor the period 10/1/93 - 6/30/94 were interpolatedfrom the figures
availablefor the period 8/21/93 - 6/30/94. The privatizationrevenue figuresfor the 
period 10/1/93 - 6/30/94 arefor the SPA only,: however, since the A VRt hadpractically 
no privatization revenues during this period, they are comparable with the revenue figures
for 10/1/94 - 6/30/95, which arefor the SPA and A VRt combined. 
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Achievement of Benchmark: A growing trend in large (AVRt) firms privatized
mainly to strategic and financial investors is to allocate 5-10% of the shares to employees,
through ESOP or individually, in order to involve them closer with the company. In
 
particular:
 

i. 	 Rdba (truck manufacturing) - started an ESOP organization, submitted a bid to
 
privatize 10% of its shares via ESOP.
 

ii. 	 Ika.us Holdings (bus manufacturing) - those Ikarus companies which can be
 
salvaged are to be spun off via ESOP/MBOs.
 

iii. 	 MOL (fuel distribution) - submitted a bid for employee buyout of 5% of shares. 

iv. 	 MAV (railways) - the initial privatization tender includes 10% for ESOP. MAV
 
plans to issue tenders including ESOPs for all 40 companies of the MAN group.
 

v. 	 MVM (electricity, 200 B HUF in assets) - employees and managers will have an
 
option to buy 5-8% of the shares in some of the plants and distribution networks.
 

vi. 	 HUNGEXPO - initiation of an ESOP is in process. 

vii. 	 ERAVIS (chain of lower-price hotels, capital - 2.9 B HUF) plans to offer 15% of 
its shares to employees and management via ESOP at 50% of face value. 

These initiatives to privatize AVRt companies partly via ESOPs have benefitted 
from the TA's activities, especially Deliverable C.2.b regarding "Model Contracts and 
Financing Mechanisms for Transactions Involving ESOPs and Other Domestic and 
Foreign Investors". 

3. Overall Benchmark #3: The privatization authorities have functioning systems to 
monitor and manage the state interest in companies privatized through deferred payments. 

Achievement of Benchmark: The privatization poiicy of the new government
disapproved of deferred payments. By December 1994 there were 24 cases of 
privatization leases and about 10 installment payment contracts. In 1995 these numbers 
have not increased. The monitoring of these contracts .as been performed by PRI-MAN 
Kft. (a wholly-owned subsidiary of SPA); at present it is intended to re-integrate it within 
the new APVRt. The monitoring system set up by the SPA (with TA from the 
COMPASS and IMPACT TOs) is capable of handling this number of contracts. 

III. 	 IMPACT ITStatement of Work 

The Statement of Work (Attachment A, Article III) stated that: 

"The TA will he flerible and responsive to the rapidly changing needs of the 
three above-mentioned recipients. The Work Plan ... will determine which 
of the activities below will receive priority". The activities envisioned by 
the IMPACT 11 Statement of Work were: 
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A. TA to the SPA (State Property Agency) or its successor agency on: 

1. 	 Privatization Policy 
2. 	 Enterprise Restructuring 
3. 	 Monitoring and Management of SPA's continuing responsibilities in companies

privatize through deferred payments
4. 	 Additional privatization methodologies 

B. 	 TA to the AVRt or its successor agency on: 

1. 	 Training 
2. 	 Development of procedures 
3. 	 Company identification 
4. 	 Financing methods 
5. 	 Promoting foreign investment 
6. 	 Pilot AVRt ESOPs 
7. 	 Legal assistance 

C. 	 TA to the Share Participation Foundation and other non-profit business support
organizations to build their capacity to provide post-privatization services: 

1. 	 Company diagnosis 
2. 	 Ownership training 
3. 	 Participative management 
4. 	 ESOP computer systems 

The achievement by IMPACT II of the specified benchmarks and deliverables for 
these activities is detailed in Section V below. 

IV. 	 Macro-Development of Privatization in Hungary during the Period of the TO 

The new government inaugurated in July 1994 took a long time to establish its top
economic team. The first Minister of Finance, Mr. Bekesi, resigned in January 1995 
over differences of privatization strategy with Prime Minister Horn. This followed the 
resignation in late December of Mr. Bartha, Commissioner of Privatization, due to 
cancellation of the Hungarhoels privatization deal by Mr. Horn. The void at the top
economic policy-making positions was filled in February 1995 with the installation of 
Pdter Bokros as Minister of Finance, Gy6rgy Surinyi as President of the National Bank
 
of Hungary and TamAs Suchnan as Minister of Privatization.
 

The government likewise took much longer than expected to define its 
privatization policy. The new Privatization Law, scheduled for October 1994, entered in 
force only on June 16, 1995. The hundreds of amendments introduced by both coalition 
and opposition MPs had the effect of making the law far less radical than originally
intended and more a continuation to the privatization policy of the former four years,
including use of the new privatization methods introduced with the assistance of the TA 
under the COMPASS and IMPACT TOs. The major effects of the new law are (1)
amalgamation of the SPA, AVRt and Treasury Asset Management Company into the 
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Hungarian Privatization Trust Company 'APVRt), (2) requirement for a larger cash 
component in privatization bids, and (3) accelerated, management-driven privatization of 
the remaining small and medium SPA companies. 

In the portfolio of the former SPA remain only about 300 majority state owned 
companies. Of these, the 275 small and medium companies (under 500 employees and 
600 million HUF turnover) should be sold by DeLember through "simplified
privatization" (by advertisement or, if that fails, by their management). After several 
abortive starts, the government tackled seriously the privatization of banks and utilities,
which the former government did not touch. OTP Bank shares with value of 1.4 B HUF 
were sold to employees and the public. Among strategic companies, preparations are 
proceeding for privatization of MVM (electricity), MOL (oil), MATAV (telcom),
Antenna Hungaria (TV),. gas distributors, 6 electricity distributors, 7 power plants, and 
strategic ind strial firms (eg. Riba trucks, Borsod Chemicals). EBRD will participate.

Planned foreign participation is 51% in Las distribution and initially 48% in electrical
 
distribution companies. 

This privatization occurred against a background of generally declining economic 
activity. Foreign investment in Hungary in 1994 totalled US$1.3 billion, as compared
with US$2.5 million in 1993. Most foreign investments were greenfield or in expansion
of existing facilities - not in privatization. h'e government introduced on March 12,
1995 the Bokros austerity package, which aims to control the budget deficit mainly
through a 8% import surcharge introduced in April, and through cuts in the number of 
civil servants and services, in the armed forces and in social security benefits. Important 
parts of the Bokros package were rescinded in June by the Constitutional Court, and had 
to be replaced by other levies such as a 8% surcharge on energy prices. Partly owing to 
this, the government has not been successful so far in securing a $400 million IMF loan. 

V. Accomplishments of the IMPACT 11 TO 

The deliverables specified in tt-,h TO and the corresponding outputs of the TA are 
as follows2 : 

A. Documentation of Action Steps Taken and Success Achieved 

1. Deliverable: Work plan for project implementation signed by appropriate SPA 
and AVRt officials and reviewed by the USAID representative in Budapest and approved
by USAID/Washington. To be updated as required (but signatures not required). 

Product: "Draft - Impact II Work Plan", November 28, 1994. 

2. Deliverable: Brief monthly reports to USAID/Washington with copies to the 
USAID Representative's Office in Budapest summarizing activities and progress to date 
on benchmarks. 

Note that one product may answer the requirements of more than one deliverable. 
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Products: Monthly progress reports for August/September, October/November 
and December 1994 and for January, February, March, April, May and June 1995 
(included in deliverables; the July report was merged with the present Final Report). 

3. Deliverable: Final report to USAID listing deliverables delivered, discussing 
activities and success achieved against objectives and quantifiable benchmarks. 

Product: The present Draft Final Report. 

B. Benchmarks and Deliverables Provided ihrough SPA or its Successor Agency. 

1. Benchmarks 

a. Benchmark: The new leadership of the privatization agencies will become familiar 
with the privatization experience acquired during the past two years. 

Achievement of Benchmark: Through their counterparts in the SPA and AVRt, 
the TA transmitted to the new top management teams of the SPA and AVRt the 
experience acquired with the new privatization methods. In particular, the TA former 
work on debt restructuring, asset management contracts and other new privi-tization 
methods were of interest to the new management, and the position papers on these 
subjects prepared by the TA during IMPACT II were transmitted to the new management. 
At the same time, through the Hungarian ESOP Association and the Share Participation 
Foundation, the recommendations of the T A have been increasingly incorporated into 
successive drafts of the new Privatization Law. The Law as enacted in May 1995 had 
iost much of the near-exclusive emphasis on cash sales which dominated the first version 
of October 1994, and became far more supportive of the alternative privatization methods 
developed by the TA under the COMPASS and IMPACT TOs. 

b. Benchmark: Systems will be installed fo0r post-privatization monitoring of 
transactions involving deferred payments (eg. installments, leasing). 

Achievement of Benchmark: The Work Plan specified that "this activity will be 
ur.Jertaken if and when requested by the SPA's successor agency". In the event, the 
number of privatization leases (24 in D_ .tuber 1994) and installment payment contracts 
(7 in June 1994) grew only marginally during the term of IMPACT II. SPA's monitoring 
systems already in place (in whose design the TA assisted under the COMPASS and 
IMPACT TOs) were capable of responding to 'this work load. 

In addition, the TA prepared at the request of US Embassy in Budapest a 
monitoring report titled "Privatization in Hungary from July Ist, 1994 to March 31, 1995 
and Ongoing Activities" (updated version - May 26, 1995) to compare the speed and 
volume of privatization under the new government with former performance. 

c. Benchmark: Additional privatization methods such as asset management contracts 
and asset holding companies will be made operational. 
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Achievement of Benchmark: The privati;ation methods which the TA was
 
requested to work on were 
chiefly 	(1) Hungary Country Funds and (2) debt restructuring. 

a. Hungary Country Funds: A privatization concept which enjoyed high priority in 
the early privatization plans of the new government was the establishment of "Hurgary 
Country Funds" which would consist of minority positions in selected (mostly AVRt) 
enterprises and would be marketed to international financial investors. The TA was 
requested jointly by SPA and AVRt and authorized by the Work Plan to devote a 
substantial level of effort to investigating the feasibility of such Country Funds (see 
Deliverable b. below). The TA prepared a major computer model to forecast the 
financial performance of such funds, based on 1993 financial statement data for 21 major
AVRt enterprises, and updated the model using privileged 1994 financial data for the 
same companies. The mode! showed that to provide a rate of return acceptable to 
international financial investors, the proposed "country fund" would have to be marketed 
at a net loss (compared with book value of the companies) ranging in different scenarios 
from $800 nillion to $1,100 million. Only two of the 21 companies could be sold at a 
premium to book value; the average discount to book value indifferent scenarios ranged
from 61.4% to 86.61,. The TA's analysis of the international experience with country 
funds indicated a number of other constraints to the use of this concept as proposed in 
Hungary. Based partly on the TA's conclusions, the government has decided not to 
proceed with implementing country funds targeted on foreign institutional investors. 

b. Debt restructuring: Tht. TA analyzed the reorganization and debt restructuring
plans and recommended to the SPA Board debt rescheduling/privatization strategies for a 
series of companies, chiefly REANAL (pharmaceuticals), B6k6csabai Hit6ipari Rt 
(freeze-drying), Kispesti Textile Co., and GANZEG WEST Co. (machine components).
In the case of REANAL and B6k6csabai, based partly on the TA's recommendations the 
SPA board reversed its forme: decision to liquidate the companies. 

2. 	 Deliverables 

The W-,k Plan specified that the TA was to deliver some or all of the following: 

a. Deliverable: A series of position papers on the debt restructuring programs and 
other topics of high current priority will be delivered to the decision-maldng levels of the 
privatization agencies. 

Products: 

i. 	 "Memorandum regarding Reorganizational Plan of REANAL Co.", Dec. 12, 
1994. 

ii. 	 "Reorganizational Plan of REANAL - Going-Concern and Liquidation Values", 
Jan. 12, 1995. 

iii. 	 "Reorgani-'ion Plan/Going-Concern Viability of Bgkgcsab:ai Hiit6ipari Rt (BH 
Rt)", Feb. 27, 1995. 
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iv. "Reorganization Plan/Going-Concern Viability of Kispesti Textile Co.", Feb. 27, 
1995. 

v. "Reorganization and Privatization of GANZEG WEST Co., Zalaegerszeg
Analysis of Present Status and Future Alternatives", March 10, 1995. 

-

vi. "Comments on the Proposal of the East European Finance and Trade Company for 
Advaice Financing of Hungarian Privatization", March 27, 1995. 

b. Deliverable: A series of position papers will be delivered to the privatization
authorities on implementation issues of the new methodologies and their adaptation to 
changing conditions and priorities. 

Products: The TA has been requested jointly by SPA and AVRt to investigate the 
feasibility of creating "Hungary Country Funds" which would consist of minority
positions in selected (mostly ARt) enterprises and would be marketed to international 
financial investors. The TA produced the following reports: 

L. 	 "Assistance Required from a Capital Markets Expert Regarding Creation of a 
Fund for Foreign Investment in a Portfolio of Minority Positions in Hungarian 
Companies", September 16, 1994. 

"Interim Report on World-Wide Experience with Country Funds as it may Apply 
to Hungary", September 22, 1994. 

iii. 	 "Hungarian Investment Fund - Pre-Feasibility Analysis - Draft - Privileged and
 
Confidential" (Ill pages), February 28, 1995, containing:
 

* 	 Executive Summary (Assumptions, Observations and Conclusions, Other Matters)
* 	 Assumptions (Macroeconomic, Fund) 
* 	 Results (Market Value, Sensitivity Analysis) 
* 	 Pro Forma Financial Statements 1995-2002 (for 21 AVRt companies) 

In this report the TA developed a major computer model for (1) projecting the 
amount of foreign currency which the government could raise through such a fund,
(2) calculating the discount from book value which would result from selling
enterprise shares through the Fund, and (3) comparing the costs and net proceeds 
of the Fund with those of a sovereign debt bond issue. 

C. 	 Benchmarks and Deliverables Provided through AVRt or its Successor Agency 

1. 	 Benchmarks 

a. 	 Benchmark: Relevant AVRt staff will have the required skills to tender and 
process privatization offers which involve the use of ESOPs and other new privatization 
methodologies. 
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Achievement of benchmark: The Work Plan specified that "this activity will be 
undertaken if and when requested by the AVRt's successor agency". Neither the AVRt 
nor its successor the APVRt have issued to the TA such a request. 

b. Benchmark: AVRt will possess procedures for tendering and processing ESOP 
bids, including their cornparison with other bids. 

Achievement of benchmark: The major change introduced by the Privatization 
Law of May 1995 at the level of tendering and processing was a greater emphasis on cash 
sales and a larger cash component in many types of pivatization transactions. Otherwise,
the procedures for tendering through ESOPs, MBOs, compensation vouchers, etc. have 
not been changed from those which were developed (with assistance from the TA) during
the COMPASS and IMPACT TOs. The TA updated the computer models it had devised 
under the IMPACT TO to compare bids using different privatization methods, so as to 
reflect this increased emphasis on cash sales. 

c. Benchmark: AVRt companies saiitable for the establishment of ESOPs will be
 
identified.
 

Achievement of benchmark: The Work Plan specified that "the TA will upan
request assist AVRt staff to prepare criteria and guidelines for selecting the companies
most appropriate for each of the privatization methodologies". In the event, for strategic
companies (banks, utilities, telcom) the new goveroment adopted the policy of selling a

majority or a controlling minority share to a strategic foreign investor, and for medium
 
and small companies the government left it to the initiative of company management to
 
decide which type of privatization methodology to use in their bid. 

d. Benchmark: Model contracts and finance mechanisms will be available for

financing of privatization transactions' which involve ESOPs, other domestic investors,
 
and foreign investors.
 

Achievement of benchmark: This subject was thoroughly covered in the TA's 
report titled "Model Contracts and Financing Mechanisms for Transactions Involving
ESOPs and Other Domestic and Foreign Investors" (Deliverable b. below). 

e. Benchmark: Model contracts and finance mechanisms will be available for 
transactions which involve share acquisition by employees and contracting the operation
and management of the company to a strategic investor. 

Achievement of benchmark: This was accomplished together with Benchmark d. 
in the above-mentioned report. 

f. Benchmark: Comprehensive technical assistance will be delivered by the Share 
Participation Foundation under the guidance of the TA on all the ESOP-specific aspects of 
the privatization of one or more pilot AVRt company(ies). 

Achievement of benchmark: The Work Plan specified that "this activity will be 
undertaken if and when requested by the AVRt's successor agency". As no AVRt 

10
 



companies have been privatized during the period of IMPACT I, the TA was not 
requested to provide this type of technical assistance. 

g. 	 Benchmark: Legislative amendments necessary for establishment of ESOP in
AVRt companies will be presented to and discussed with the Parliament Economic 
Committee. 

Achievement of benchmark: This subject was thoroughly covered in the TA's 
report titled "Legal Amendments Required for the Establishment of ESOPs at Companies
Included in the Portfolio of the AVRt" (Deliverable d. below). The conclusions of that 
report were discussed with members of the Parliament Economic Committee and of the 
Tripartite Reconciliation Committee. 

2. 	 Deliverables 

As agreed in the Work Plan, the TA was to 	deliver the following: 

a. Deliverable: Proce/jures for tendering and processing ESOP bids, including their 
comparison with other bijs. 

Products: The new Privatization Law did not introduce changes which require 
new procedures for tendering and processing ESOP bids which had been developed by
SPA with assistance of the TA during the period of the ESOP, COMPASS and IMPACT 
TOs. The TA updated the computer models prepared under the IMPACT TO to compare
ESOP 	bids with bids using other privatization methods. 

b. 	 Deliverable: Model 	contracts and finance mechanisms for financing privatization
transactions which involve ESOPs, other domestic investors and foreign investors. 

Products: "Model Contracts and Financing Mechanisms for Transactions 
Involving ESOPs and Other Domestic and Foreign Investors - Main Contractual and 
Financing Relationships between ESOPs and Co-Owners", July 20, 1995, containing: 

0 	 Purpose of the Study
• 	 Typical Contractual Relations, Financing Mechanisms and Financial Operations

Related to Gaining Ownership and Practising the Ownership Rights of the MRP 
Organization 

* 	 Conditions for the Application of Consortium and Syndicate Contracts 
0 	 Typical Issues and Possible Options to be Considered when the Syndicate Contract 

is Formulated 
* Examples of Consortium and Syndicate Contracts 
0 Sample Contents for Consortium and Syndicate Contracts 
* 	 Appendix A: Advantages and Disadvantages of Employee Ownership Established 

Before Developing a Strategy for Privatizing the Rest of the Company Shares 
0 Appendix B: Problems of MRP Officials Resulting from Concluding Consortium 

Contracts, and Suggestions for Solving Them 
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c. Deliverable: Model contrcts and finance mechanisms for transactions which 
involve share acquisition by employees and contracting the operation and management of 
the company to a strategic investor. 

Products: This subject was covered in the above report (Deliverable b.) 

d. Deliverable: Legislative amendments necessary for establishment of ESOPs in 
AVRt companies. 

Products: "Legal Amendments Required for the Establishment of ESOPs at
 
Companies Included in the Portfolio of the AVRt", July 31, 1995, containing:
 

* Introduction 
• Characteristics of AVRt. Companies as far as Employee Ownership is Concerned 
• Situation of EO in Hungary, with Speciai Regard to AVRt Companies
• Financial Mechanisms Facilitating Employee Ownership in AVRt Companies
* Effective Legal Framework of Employee Ownership and its Criticism 
• Problems Related to Lack of Capital Resulting from Legal Regulations
* Legislative and Regulatory Tasks Necessary for Improving Opportunities to Gain 

Employee Ownership 
* ecommendations 

D. Benchimarks and Deliverables Provided through the Share Participation

Foundation and fhrough other Non-Profit Business Support Organizations
 

1. Benchmarks 

a. Benchmark: Key companies privatized through ESOPs or other methodologies

will have a diagnosis of their criticai problems such as governance, management,

marketing, administration, etc., and identification of adequate 
sources of expertise to
 
solve these problems.
 

Achievement of Benchmark: In general, the record of ESOP companies for 
meeting their payments obligations and for survivability has so far been better than that of
non-ESOP companies (perhans because employees MUST meet the payments to save their
jobs). Of the 210 companies privatized through ESOP by August 1995, none has been 
liquidated so far3, while about 50 or more of the approximately 500 companies privatized
to private investors during the same period either have not fulfilled the agreed down 
payment or have been liquidated. 

The IA and the Share Participation Foundation have started the diagnosis of 
critical problems of ESOP companies with a survey of the 168 ESOP companies existing
at the start of IMPACT 11. This population was winnowed down to 32 companies, then 
to the 16 companies with thz highest potential for foreign investment from the points of 

3 About 5-10 distressedESOP companies avoided liquidation by selling a partof 
their shares to a venture capital investor to raisefunds. 
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view of profitability, capital requirements and foreign exchange generation. Eleven
 
c..,mpanies were interviewed for a diagnosis of their critical problems: 
 Centrum 
(department stores), Perion (batteries), Orex (jewellery and watche,; store chain),
Budapest Chemical Works, Amphora (glass and porcelain wholesale), Pitria (printing),
PEMO (plastics), Csepel Transformer Plant, MMG Automatika (car components and 
household articles), KOZEV (construction and renovation), First Pest Rolling Mills 
(flour). The interviews covered ownership structure, current financial position,
management practices, and special issues posed by employe. ownership. The results of
the interviews were used to select promising companies for foreign investment. 

b. 	 Benchmark: Employees of ESOP companies (or companies privatized with other 
methodologies) will acquire through mass communication campaigns the knowledge aaId 
attitude 	necessary to behave like owners of their companies. 

Ac'hievement of Benchmark: At the 	end of IMPACT II, shop-floor "ownership
training" has occurred in a number of companies, the management of many more ESOP 
companies has been exposed to "ownership training" methodologies, a group of 
Hungarian trainers has been prepared to continue giving such training, and this training
has been institutionalized as part of the regular training program of the Hungarian ESOP 
Association. Towards these results, the TA contributed the following: 

i. 	 The TA assisted the Share Participation Foundation in planning the Third Annual 
Hungarian ESOP Conference which took place on November 3-4, 1995. About 
300 persons attended. One of the TA advisors addressed this conference. One of 
the main theme of the conference was how to make the ESOP "real" to the 
company's employees. 

ii. 	The TA provided training on "how to take decisions like an owner" on 2/21/95 to 
department heads of the Gas Appliances Repair and Installation Kft and on 2/23/95 
to members of the Hungarian ESOP Association. 

iii. 	 The TA trained on 3/31/95-4/1/95 16 trainers of the Hungarian ESOP Association,
the Share Participation Foundation and several ESOP companies in (1)using adult 
interactive training methods, and (2) delivering a module on "Making Meetings 
More Effective". 

iv. 	 The TA prepared two trainers of the Share Participation Foundation to give the 
"Making Meetings More Effective" training at "MMG Automatika" (two sessions 
for 12 management and shop-floor employees). 

v. 	 The TA gave a half-day presentation for 15 union officials. 

c. 	 Benchrark: Participative management materials (booklets, trail,:ing guides,
videos, films, etc.) will be adapted and Hungarian personnel trained on-the-job in how to 
introduce participative management to ESOP companies, and one or 	more pilot companies
wili have funztioning, replicable participative management schemes for increasing
profitability through involving teams of employees in making improvements within their 
areas of responsibility. 
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Achievement of Benchmark: The major event in the introduction of participative 
management techniques to Hungary has been the three-day workshop for top management 
of ESOP companies implemented on June 21-24 in Keszthely by the Share Participation 
Foundation with substantial TA froin IMPACT ii. The seminar included 22 Hungarian 
participants representing 11 ESOP companies. Eight of these were CEOs, ten were other 
top managers, and four were from bo2ards of ESOP organizations. Two US CEOs, a US 
ESOP concut4ant and USAID representatives addressed the seminar. The presentations 
and exercises werc grouped around the following topics: 

* 	 Changing the paradigms of management 
* 	 "Zapp - the Lightning of Empowerment" 
* 	 Steps of the problem-Folving prGcesF
* 	 Brainstorming as a tocl of problem solving 
* 	 Management styles 
* 	 The future of ESOP companies 
* 	 Sharing experience with the US participants 
* 	 Dealing with resistance to change 
• 	 Specific three-month action plan for each participating company 
* 	 Management's vision for each company's future 

Participants' evaluation of the workshop was very positive. Participants drafted at 
the workshop action plans for their companies, and agreed to implement them and report 
after three months on the results. A follow-on workshop is planned for fall 1995. 

In addition, the TA contributed the following to the implantation of participative 
management in Hungary: 

i. 	 Organized for 14-17 trainers from the Hungarian ESOP Association, the Share 
Participation Foundation, several ESOP companies and management consulting 
firms the following train-the-trainers workshops: 

* 	 "Training Committees in Group Problem-Solving" on June 2-3 
* 	 "Training Supervisors - Leading Worker-Owners" on June 30-July 1 

ii. 	 Delivered on June 8 a one-day workshop at the Perion Battery Company on 
appropriate management styles for ESOP companies. 

iii. 	 Translated the book "Zapp - The Lightning of Empowerment" by W.C. Byham 
and J. Cox, which explains in simple language thc principles of participative 
management and has proved very popular with Hungarian managers. 

iv. 	 Nearly completed translating the book "The Great Game of Business" by Jack 
Stack (CEO of the ESOP Springfield Manufacturing Company), which will be 
used in future training. 

This training in participative management introduced by the TA has been 
institutionalized in Hungary by becoming (1) a part of the regular training program of the 
Hungarian ESOP Association starting in fall 1995, and (2) the major focus of future 
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activities of the Share Participation Foundation with individual companies. 

d. Benchmark: One or more AVRt companies privatized with ESOPs will have 
adequate ESOP accounting/administration systems, replicable to other AVRt companies. 

Achievement of Benchmark: Ttic Work Plan stated that "this activity will be
undertaken if and when requested by the AVRt's successor agency". As no AVRt 
companies have been privatized (through ESOP or otherwise) during the life of IMPACT 
II, there was no request for this type of TA. 

2. 	 Deliverables 

a. Deliverable: Reports on the diagnosis of the critical problems of selected ESOP
privatized companies. Reports to include critical problems such as governance,

management, marketing, administration, etc., and identification of adequate sources of
 
expertise to solve these problems.
 

Products: 

i. 	 "Questions Related to the Third National ESOP Conference", August 31, 1994
(the replies to this questionnaire furnished a data base on the financial situation of 
ESOP companies and the felt needs of their management for technical assistance). 

ii. 	 "Questionnaire Regarding ESOP Companies", September 30, 1994. This 
questionnaire was sent to 168 companies. 

iii. 	 "Summary about the Need of Additional Capital for ESOP Companies (Processing
of the Questionnaires)", Nov. 24, 1994. 32 answers to the above questionnaire 
were received and analyzed. The replies provided a data base regarding the 
capital needs and foreign exchange generation of ESOP companies, to identify 
potential targets for foreign investment. 

iv. 	 "Financial Data of 16 High-Capitalization ESOP Companies", Nov. 11, 1994. 

v. 	 "Selection Criteria and Reasons for Selection for Technical Assistance -
Attachment to the List of 16 ESOP Companies Selected", April 18, 1995. 

vi. 	 "Financial Analysis of ESOP Companies", November 1994. 

vii. 	 "Interviews Prepared at ESOP Companies in December 1994 and January 1995". 

viii. 	 "Financial Anal)sis of 32 ESOP Companies Selected", April 18, 1995. 

b. Deliverable: Copies of Hungarian ownership education materials for employees 
(eg. basic financial skills, understanding of corporate management) developed. 
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Products: 

i. 	 "Questionnaire Regarding Training Needs of ESOP Companies". This
questionnaire was filled by 82 representatives of ESOP companies at the Third 
National ESOP Conference, 3-4 Nov. 1994. 

ii. 	 "Discussion of Results of the Questionnaire Regarding Training Needs of ESOP 
Companies", Nov. 24, 1994. The results of the above questionnaire were
analyzed and incorporated into desigr of the ESOP training program. 

iii. 	 "MRP 'Ownership Training' Program: Goal, Purpose, Outputs and Activities", 

Dec. 16, 1994. 

iv. 	 "Criteria for Design of the 'Ownership Training' Program", Dec. 21, 1994. 

v. "Training Plan for the IMPACT II Technical Assistance to ESOPs", Jan. 11, 
1995, 	 including: 

* Annex A - National Association of ESOP Organizations - Training and TA Plan 
for 1995 

* Annex B - Pilot Project for Management and Ownership Redefinition in ESOP 
Companies ("Project for MORE") 

v. 	 "Available Modules for Ownership Training", Dec. 21, 1994. 

vi. 	 "Our Daily Bread Kft. - the MRP Role-Acting" (training module for performing
the roles of board members in a fictionalized employee-owned bakery). 

vii. 	 "Widgets" (training module for organizing task forces to work on production,

marketing and financing problems of a hypothetical manufacturing company).
 

viii. 	 "Making Meetings More Effective", March 1995. 

ix. 	 "Introduction to Training Employee Owners", March 	 1995. 

x. 	 "Train the Trainers - Participant's Manual", March 1995. 

xi. 	 "Train the Trainers - Instructor's Manual", March 1995. 

xii. 	 "Orientation to Employee Ownership - Participant's Manual", March 1995. 

xiii. 	 "Orientation to Empioyee Ownership - Instructor's Manual", March 1995. 

xiv. 	 "Instructional Design Brief for an ESOP Employee Orientation Training Course", 
July 17, 1995. 

c. 	 Deliverable: Copies of participative management materials (booklets, training 
guides, 	videos, films, etc.) developed. 
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Products: 

.	 "Recommendations for Establishing Employee Involvement Programs in Hungarian
ESOP Companies, Based on the North American Experience", March 8, 1995. 

ii. 	 "Draft In-Company Ownership Training Program", March 17, 1995. 

iii. 	 "Report of Technical Assistance Provided to the Share Participation Foundation
 
"Project for MORE", March 18, 1995.
 

iv. 	 "Analysis and Recommendations for Hungarian ESOPs, Based on the Algoma
 
Steel Case Study", May 1995.
 

v. 	 "Group Consensus Decision-Making - Trainer's Guide and Participants'
 
Handouts", May 1995.
 

vi. 	 "Group Problem-Solving - Trainer's Guide and Participants' Handouts", May
 

1995.
 

vii. 	 "Debriefing a Training Exercise". 

viii. 	 "Evaluation Form - Training Committees in Group Problem-Solving". 

ix. 	 "Training Committees: Group Problem-Solving" - "Agenda" and "Results of
 
Evaluation", June 2-3, 1995.
 

x. 	 "Managing Owners - Trainer's Guide and Participants' Handouts", June 1995,
 
including:
 

* 	 Text 
• Diagrams 
0 Handouts 
* 	 Slides 

xi. 	 "Training Supervisors to Lead Employee Owners - Workshop Materials Not 
included in Module on Managing Owners", June 1995, including: 

0 	 Worksl-"p Agenda 
* 	 Group Dynamics 
* 	 Choosing the Best Team Members 
* 	 Effective Feedback 
* 	 Worker Owner Steering Committees in the US 
* 	 Ownership Education Program 

xii. 	 "Empowerment - Trainer's Guide and Participants' Handouts", June 1995, 
including: 
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* 	 Diagrams 
* 	 Handouts 
* 	 Slides 

xiii. 	 "CEO Retreat Case Study", June 1995. 

xiv. 	 "N-ERG! - A Felhatalmazs V:lldma" (Hungarian translation of "Zapp - Tiie 
Lightning of Empowerment" by W.C. Byham and J. Cox (Ballantine Books, 1992) 

VI. 	 Overall Description of the Activities under the Task Order, including Locations
 
and Individuals
 

Practically all activities took place in Budapest. The following experts (in
 
alphabetical order) were involved:
 

-	 Itil Asmon, Financial Planner (for duration of TO) 
-	 Daniel Bell - Management/Labor Specialist (March 15-April 2, May 22-31 and 

June 17-July 2., 1995) 
-	 Michael Delfre - Mgmt/Labor Specialist (March 5-18 and April 30-May 20, 1995) 
-	 Denis Desjardins - Mgmt/Labor Spec. (March 5-18 and April 30-May 20, 1995) 
-	 Steve Martin - Financial Planner (Feb. 7-March 11 and June 6-July 13, 1995) 
-	 Vincent Morabito .. Financial Planner (for duration of TO) 
-	 Jim Shields - Financial Planner (Nov. 7-22 and Dec. 4-14, 1994) 
-	 Ferenc Simon - Senior Hungarian Financial Planner (for duration of TO) 
-	 J.nos Szdntai - ESOP Legal Expert (July 3-29, 1995) 

VII. 	 Methods of Work Used 

The work was accomplished through consultations with government officials, 
company management, local experts, and other relevant persons; writing and distribution 
of papers; assistancc to SPA in negotiations with banks; preparation of training materials; 
conduct of training workshops for members of the ESOP Association, top and middle 
management of ESOP companies, officials of ESOP organizations ad trade unions; 
conduct of train-the-trainers workshops for trainers belonging to the FSOP Association, 
Share Participation Foundation, management consulting firms, and ESOP companies. 

VIII. 	 Location, Number and Nationality of Trainees--Type, Duration and Purpose of 
Training 

All trainees were Hungarian. For details of the training, see Benchmarks D.l.b, 
D.l.b and D.I.c above. 

IX. 	 Comments and Recommendations Regarding Unfinished Work and/or Project 
Continuation 

The work of IMPACT II in providing TA to recently privatized Hungarian 
comnanies will be continued to a certain extent by the upcoming USAID Corporate 
Finance Resources Center, with more emphasis on the financial aspects. 
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APPROVED-WORKPLAN
 



November 28, 1994 

DRAFT 

IMPACT II. WORK PLAN 

I. The Present Situation 

1.1 Current status of Hungarian Privatization strateg: It has been necessary to delay 
as long as possible the submission of the draft work plan until the government 
announced the basic outline of its privatization strategy. The new government which 
took power in 1994 has spent the past five months determining what changes would be 
effected in the legal and institutional framework of Hungarian privatization. Consensus 
within the government has now been reached, and we expect the new privatization law to 
be enacted in early 1995. The major change to be effected by the new law will be the 
amalgamation of the SPA, AVRt and Treasury Asset Management Company into a new 
entity - a state-owned joint-stock corporation whose shares will be held by the Ministry 
of Finance. The draft privatization bill builds upon the experience of the past four years, 
renews the emphasis on cash sales, and plans the rapid privatization of AVRt assets (the 
larger, strategic state-owned companies). At the same time, the bill continues to 
emphasize the use of new methodologies such as ESOPs in the continuing privatization 
of small and medium size state-owned enterprises. An additional component of the 
strategy is the possible creation of "country funds" (mutual funds holding minority 
positions in state-owned enterprises) whose targets will be international financi. 
investors, and similar mutual funds whose shares will be sold to holders of compensation 
vouchers or transferred to the Social Secarity (health and pension) authorities as 
compensation of outstanding claims of Social Security against state enterprises. As will 
be discussed later, the contractor has been active to date in advising the privatization 
authorities on many aspects of development of the new privatization strategy. 

1.2 Counterparts of IMPACT II: In anticipation of the IMPACT II Delivery Order, 
the contractor requested of JDr. Lajos Csepi (then Managing Director of the AVRt and 
the #3 person in the new privatization hierarchy) to assign the contractor counterparts 
within the privatization agencies, with the expectation that these counterparts would 
occupy after the reorganization positions of significant responsibility in implementation 
of the new privatization strategy. On August 15 Dr. Lajos Csepi appointed the following 
individuals as IMPACT II counterparts: 

Dr. Csaba Gal (Director of the AVRt Property Transfer Directorate) 
Dr. Peter Kazar (Director of the SPA Portfolio Management Directorate) 

- Dr. Ers6bet Lukdcs (Director of the AVRt International Relations Directorate) 
- Dr. Mdria Vanicsek (Director of the SPA Economics Directorate) 
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1.3 

0 

Since the signing of the IMPACT II DO about August 24, the contract team has 
been working closely with these individuals to develop the work plan and to provide 
technical assistance (TA) as required. 

The counterpart for the post-privatization assistance aspect of IMPACT II is 
principally the Share Participation Foundation. The Foundation has reviewed the post. 
privatization part of the Work Plan and made its inpuL. 

Technical Assistance Provided to date: In view of the prolonged government 
discussion of the new Privatization Law (originally scheduled to be enacted in 
November), the TA has purposefully economized on LOE (1y taking overdue vacations, 
etc.) in order to conserve the maximum of LOE for the period starting January 1995 
when the government's priorities will be better defined and its need for TA more urgent. 
The main TA activities to date have been as follows: 

* Update of the computer model which calculates the cash value of privatizations 
realized through diffcrent methodologies, and its installation on the new conputer 
system of the SPA Economics Department. 

0 A major analysis of the international experience of "country investment funds" and 
their possible application to Hungary. 

0 Recommendation of the criteria for companies to be included in a "Hungarian 
Investment Fund". 

A large computer model for projecting the costs and net proceeds of a "Hungary 
Investment Fund" and comparison with those of a sovereign debt bond issue. 

Analysis of the proposed 1995 company tax legislation and its implications for 
foreign investments in ESOP/MBO companies. 

Analys-is of financial statement data of 33 ESOP/MBO companies. 

Survey of the investment needs and foreign exchange generation of ESOP/MBO 
companies to identify the potential for foreign investments. 

Questionnaire to ESOP companies to determine the special problems of these 
companies due to the fact that they are employee-owned. 

Development of methods for enabling ESOP/MBO companies to obtain equity 
capital from international financial investors. 

Assistance in planning the Third National ESOP Conference and addressing the 
conference. 
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II. The Draft Work Plan 

The draft IMPACT 1I Work Plan is ,tore well-defined for the period November 
1994-January 1995, but necessarily tontative for tLe period February-August 1995, and 
can be _.xpected to be modified as the new government privatization corporation 
becomes established and defines its overall work plan. The draft Work Plan is discuss.?d 
below in terms of thc items in the IMPACT II PIO/T Statement of Work. For every 
item, the Work Plan specifies how and to what extent it plans to achieve the berchmark 
or deliverable specified in the PTO/T. 

A. TA 2o the SPA or its Successor Agency 

AA Privatization policy 

Benchmark: The new leadership of the privatization agencies will become 
familiar with the privatization experience acquired during the past two years. 

Workplan activities: The TA will work on achieving this benchmark by ongoing 
consultations with their counterparts and formulation of position papers which will 
include consideration of Hungary's past privatization experience. 

Deliverable: Position papers will be delivered to the privatization authorities on 
the implementation issues of the new methodologies. 

Workplan aactivitie: The forthcoming Privatization Law is expected to announce 
for the new privatization methodologies (MBOs, installment payments, etc.) different 
terms and conditions than the existing ones. The TA will analyze the likely influence of 
the new terms on the demand for state assets by various classes of buyers - taking into 
account the varying quality of the assets offered for privatization - and recommend 
implementation measures which are likely to increase the demand. 

A.2 Enterprise rf-,tructuring 

Deliverable: Position papers on the debt rstructuring program and other topics 
of high current priority will be delivered. 

Workplan activities: The TA will continue assistance to the debt consolidation 
program on demand by the competent authorities. 

A.3 Monitoring and management of SPA's continuing responsibilities 

Benchmark: Systems will be installed for post-privatization monitoring of 
transactions. 
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Workplan ac-tivities: This activity will be undertaken if and when requested by the 

SPA's successor agency. 

A.4 Additional methodologies 

Benchr_m %:Additional privatization methods such as asset management 
contracts ani assel. holding compaxiies will be made operational. 

Workplan activities: A new privatization methodology currently enjoying high 
government priority is the "Hungarian Country Fund", for which the TA has reviewed the 
international experience and formulated a computer model, as discussed in 1.3 above. 
The TA will continue to work on refinement of this privatization methodology and, if 
requested, on preparations for its implementation. 

The TA was also asked to examine, at a later date, the feasibility of increasing tht 
liquidity of the Budapest Stock Exchange by floating on it the shares of foreign 
companies which are strategic investors in Hungary, through a mechanism resembling 
ADRs (American Depository Receipts) or otherwise. 

B. TA to the AVRt or its Successor Agency 

B.1 Training 

Benchmark: Relevant AVRt staff will have the required skills to tender and 
process privatization offers which involve the use of ESOPs and other privatization 
methodologies. 

_Workplan actiMties: This activity will be undertaken if and when requested by the 

AVRt's successor agency. 

B.2 Development of procedures 

Benchmark/Deliverable: AVR+, will possess procedures for tendering and 
processing ESOP bids, including comparison with other bids. 

Workpl.n activities: The focus of this activity will be expanded to development of 
procedures for each of the new privatization methods, as required by the new terms and 
conditions of these methods. 

B.3 Company identification 

Benchmark: AVRt companies suitable for the establishment of ESOPs will be 
identified. 
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Workplan a iris: In conjunction with A.1, A.4 and B.2, the TA will upon 
request assist AVRt staff to prepare criteria and guidelines for selecting the companies 
most appropriate for each of the privatiza,n methodologies under the new terms and 
conditions for use of these methodologies. 

B.4 Financing Methods 

Benchmark/Deliverable: Model contracts and finance mechanisms will be 
available for financing of privatization transactions which involve ESOPs, other domestic 
investors, and foreign investors. 

Workplan activitie,.: This activity is developed together with B.5 in the following. 

B.5 Promote foreign investment 

Benchmark/Deliverable: Model contracts and finance mechanisms will be 
available for transactions which involve acquisition of shares by employees and 
contracting the operation and management of the company to a strategic investor. 

WorlTlan activities: Topics B.4 and B.5 are being dealt with together under the 
auspices of the Share Participation Foundation (C. below), which is currently the main 
organization supporting the further development of ESOP . The TA will develop 
methods whih would qualify Hungarian ESOP/MBO (vhich are typically non-publicly
traded small and medium companies) to obtain equity capital from international 
investors. 

B.6 Pilot AVRt ESOPs 

Benchmark: Comprehensive technical assistance will be delivered by the Share 
Participation Foundation under the guidance of the TA on all the ESOP-specific aspects 
of the privatization of pilot AVRt cormpany(ies). 

Workplan activities: This activity will be undertaken if and when requested by the 
AVRt's successor agency. 

B.7 Legal assistance 

Benchmark/Deliverble: Legislative amendments necessary for establishment of 
ESOP in AVRt companies will be presented. 

Workplan activities: This item will concentrate on analyzing and recommending 
changes in the tax treatment of ESOP companies which receive post-privatization foreign 
investments, where such changes might be required to achieve the foreign investments 
targeted under B.4 and B.5. 

5 



C. 	 TA to the Share Participation Foundation to Build its Capacity to Provide Post-
Privatization Services 

C.1 	 Companty dia _~is 

Benchmark: Key companies privatized through ESOPs or other methodologies 
will have a diagnosis of their critical problems. 

Deliverable: Reports on the diagnosis of the critical problems of selected ESOP 
privatized companies. 

Workplan activities: Since IMPACT II does not have the resources to assist 
companies in all of their business problems, the diagnosis will concentrate on identifying 
those company problems which are associated with employee ownership. 

Several site visits will be made to selected ESOP companies to make a rapid 
diagnosis of their problems related to employ, ownership. The results will feed into 
design of interventions (item C.2) to correct the problems identified. 

trainingC.2 	 'np 

Benchmark: Employees of ESOP companies or companies privatized with other 
methodologies will acquire through mass communication campaigns the knowledge and 
attitudes necessary to behave like part owners. 

Deliverable: Copies of Hungarian ownership education materials for employees 
developed. 

Workpian activities: This "ownership training" is broadly interpreted to include all 
interventions necessary to make the employees behave like owners. Based on analysis of 
the questionnaires and on the site visits (item C.1), the TA will determine the most 
effective way to pass on to employees the skills and attitudes necessary to function as 
owners. 

C.3 	 Participative management 

Benchmark: Participative management materials will be adapted and Hungarian 
personnel trained in how to introduce participative management to ESOP companies. 

Deliverable: Copies of participative management materials developed. 

Workplan activities: Companies which the diagnosis phase identifies as having 
potential and interest for participative management and Total Quality Management 
(TQM) will be referred to organizations specializing in these aspects, and coordination 
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will be maintained to achieve synergy between TQM or similar programs introduced in a 
given company, and the "ownership training" (C.2) performed by the TA for employees 
of the same company. 

C.4 ;SOP Computer systems 

Benchmark: One or more AVRt cempanies with ESOPs will have adequate 
ESOP accounting/administration systems. 

_Wrkpl an activities: This activity will be undertaken if and when requested by the 
AVRt's successor agency. 

We reiterate that the above is a tenta:ive work plan as a function of the TA 
requirements and official requests to date. Consequently this draft Work Plan is better
defined for November 1994-January 1995, but necessarily provisional for February-
August 1995, and can be expected to be modified as the new privatization agency 
becomes established. 
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MONTHLY PROGRESS REPORTS
 



October 13, 1994 

IMPACT II TASK ORDE% - FIRST PROGRESS REPORT
 
AUGUST/SEPTEMBER 1994
 

Introduction 

The IMPACT II Task Order was approved by USAID/Washington effective on 
August 22, with a life of project of 12 months. The objectives of IMPACT II are to 
increase the number of privatizations, help the State to monitor and manage its post
privatization interests in privatized companies, and enhance the post-privatization 
economic success of firms privatized to domestic owners. The recipients of the 
IMPACT I technical assistance (TA) are (1) the AVRt (St~ate Asset Holding Company) 
or its successor agency, (2) the SPA (State Property Ageiicy) or its successor agency, 
and (3) the Hungarian Share Participation Foundation. 

The Scope of Work (SOW) of IMPACT II was purposefully broad. The SOW 
states that "the TA will be flexible and responsive to the rapidly changing needs of the 
above-mentioned recipients, generally within the strategic areas discussed in the 
following": 

For the SPA or its successor agency - privatization policy, enterprise 
restructuring, monitoring and management, and additional methodologies. 

* 	 For the AVRt or its successor agency - training, development of procedures,
 
company identification, financing methods, promoting foreign investment, pilot
 
ESOPs and legal assistance.
 

For the Share Participation Foundation - company diagnosis, ownership training, 
participative management and ESOP computer systems. 

The SOW states that "the Work Plan, to be reviewed by the TA recipients and 
approved by USAID/Budapest and USAID/Washington, will determine which of these 
activities wilt receive priority". 

A. 	 Staffing 

There was a two-week break between the end of IMPACT I on August 7 and 
the beginning of IMPACT II on August 22. IMPACT II activities started as soon as 
the Task Order became effective. The following US consultants contributed to 
IMPACT during August-September: 

Itil Asmon (Aug. 22 - Sep. 23)
 
Vincent Morabito (Aug. 22 - Sep. 30)
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B. Macro-Developments Irfluencing the Work Plan 

The overarching process which affects the unfolding of the IMPACT II TA is 
the definition of the new privatization policy and institutional framework of the new 
government. 

The legal and institutional framework of Hungarian privatization is currently in 
the process of rapid change following the inauguration of the new government in July 
1994. The government has announced the basic outlines of its privatization policy. 
The basic decision has been taken to amalgamate the SPA, AVRt and Treasury Asset 
Management Company into a new entity, the APRt (State Privatization Corporation) - a 
state-owned joint-stock corporation whose shares will be held by the Ministry of 
Finance. A Commissioner of Privatization and the directors (heads of departments) of 
the new corporation have been nominated. The new Privatization Law, which will 
legally establish the APRt, is expected to be enacted in December 1994, and the new 
agency to be established in January 1995. However, the APRt's staff at the operating 
level has not yet been nominated, and naturally has not yet formulated their own 
working plans, which define, their priorities for TA and thus the IMPACT II work 
plan. 

On August 15 the TA has been informed by a letter from Dr. Erzs6bet Lukcs, 
AVRt Director of International Relations, that Dr. Lajos Csepi, then Managing Director 
of the AVRt, had nominated as counterparts of the IMPACT II TA Dr. Csaba GNI 
(Director of the AVRt Property Transfer Directorate) and Dr. Peter Kazdr (Director of 
the SPA Portfolio Management Directorate). These counterparts are in addition to Dr. 
M1ria Vanicsek, Director of the SPA Economics Directorate, who had been the 
counterpart of the TA during the IMPACT I Task Order and continues to serve as a 
counterpart. 

C. Activities of the TA Team during August-September 

During August-September the TA focused its activities on (1) country investment 
funds, (2) installation of procedures and systems, (3) post-privatization assistance to 
companies owned by their management and employees, and (4) preparation of the 
IMPACT II Work Plan. 

1. Country Investment Funds 

The first major privatization thrust of the new government is the setting up of a 
portfolio management company which will hold minority positions in state-owned 
enterprises (especially AVRt enterprises which have not been subject to privatization in 
the past) and sell its own shares on the international financial market. The Hungarian 
government refers to this concept as a "country investment fund". The government is 
also in the process of establishing (1) similar "investment funds" whose shares will be 
transferred to the Social Security authorities, and (2) "investment funds" whose shares 
will be sold to holders of compensation coupons. 
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These "investment funds" constitute a new privatization methodo!ogy, and thus 
within the scope of the SOW item A.4, "additional methodologies". The TA in place 
in Budapest - with important inputs from Coopers & Lybrand capital market experts in 
Washington and New York - has undertaken a major analysis of the international 
experience of similar funds and their possible application to Hungary. An interim 
report was presented to the SPA and AVRt in September, and the final report will be 
delivered in October. We expect to receive requests for continuation of such assistance 
as this "country investment fund" is established and implemented. 

2. Installation of Procedures and Systems 

One of the early privatization policy indications of the new government is a 
renewed emphasis on generating cash from privatization transactions. Accordingly all 
other privatization methodologies (installment payments, leasing, E-credit etc.) are to be 
appraised in terms of their cash equivalent. Under a former Task Order, the TA has 
devised a computer model to compare privatizations realized through different 
methodologies. This computer model (in Hungarian) has been updated to reflect the 
emphasis on cash ;.ransactions, and installed on the new computer system of the SPA 
Economics Department. 

3. Post-Privatization Assistance to Management- and Employee-Owned Companies 

This assistance is channelled through the Share Participation Foundation. In the 
framework of assistance to the Foundation (part C of the Scope of Work), the TA has 
embarked on the following activities. 

a. Strategic planning: The TA has assisted'the Foundation to develop its 
own strategic plan so that it will be in position to effectively utilize the 
TA and to provide appropriate post-privatization assistance to ESOP 
companies. 

b. Company questionnaires: To provide a realistic data base for this post
privatization assistance, one questionnaire was sent to all 170 ESOP 
companies in Hungary regarding their profitability and other balance 
sheet data, and a second questionnaire regarding investment needs and 
foreign exchange generation. Answers to the first questionnaire are 
already in, with an extremely high degree of response. The 
questionnaire data will be analyzed to help in the selection of companies 
for post-privatization assistance. 

c. Foreign investment: ESOP companies are typically small and medium 
non-publicly-traded companies, which thus are usually not objects of 
foreign investment. To make ESOP companies eligible for foreign 
investment, the TA has started investigating possible amendments to the 
tax treatment of ESOPs which would provide incentive to such 
investment. 
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d. 	 ESOP conference: The TA assisted the Foundation in planning of the 
Third Annual Hungarian, ESOP Conference. One of the advisors has 
been invited to speak in this conference. (The USAID/Budapest 
Representative wiil also speak at the conference, and an official of 
USAID/Washington plans to attend). 

4. 	 Preparation of the IMPACT II Work Plan 

The TA has started working with its counterparts on the preparation of the
 
Work Plan mandated in the SOW. This planning will continue in October as the
 
privatization authorities' own 
work plans become better defined, and the Plan submitted 
to USAID for review. 

D. 	 Documents Produced by the Project Team during August-September 

1. 	 "Assistance Required from a Capital Markets Expert Regarding Creation of a
 
Fund for Foreign Investment in a Portfolio of Minority Positions in Hungarian
 
Companies", September 16, 1994
 

2. 	 "Interim Report on World-Wide Experience with Country Funds as it may 
Apply to Hungary", September 22, 1994 

3. 	 "Questions Related to the Third National ESOP Conference", August 31, 1994 

4. 	 "Questionnaire Regarding ESOP Companies", September 30, 1994 
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IMPACT II
 
MONTHLY PROGRESS REPORT
 

OCTOBER/NOVEMBER
 

A. Staffing 

The following U.S. consultants contributed to IMPACT during October and 
November. 

itil Asmon
 
Vincent Morabito
 
Jim Shields
 

B. Macro Developments Influencing the Workplan 

Consensus within the government has now been reached regarding the changes to be 
effected in the legal and institutional framework of Hungarian privatization, and we 
expect the new privatization law to be enacted in early 1995. The major change to 
be effected by the new law will be the amalgamation of the SPA, AVRt and Treasury 
Asset Management Company into a new entity, the Hungarian Privatization Trust 
Company (APV Rt). This will be a state-owned joint stock corporation whose shares 
will be held by the Ministry of Finance. 

The draft privatization bill builds upon the experience of the past four years, renews 
the emphasis on cash sales, and plans the rapid privatization of AVRt assets (the 
larger, strategic state-owned companies). At the same time, the bill continues to 
emphasize the use of new methodologies such as ESOPs in the continuing 
privatization of small and medium size state-owned enterprises (about 50 
ESOP/LBO bids are presently under consideration by the SPA). An additional 
component of the strategy is the possible creation of "country funds" (mutual funds 
holding minority positions in state-owned enterprises) whose targets will be 
international financial investors, and similar mutual funds whose shares will be sold 
to holders of compensation vouchers or transferred to the Social Security (health and 
pension) authorities as compensation of outstanding claims of Social Security against 
state enterprises. As will be discussed later, the contractor has been active to date 
in advising the privatization authorities on many aspects of development of the new 
pri- itization strategy. 

C. Activities of the TA Team 

During October/November the TA focused its activities on (1) country investment 
funds, (2) post-privatization assistance to companies owned by their management and 
employees, and (3) preparation of the IMPACT II Workplan. 
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1. 	 -Country Investment Funds 

In order to privatize state-owned enterprises and raise foreign currency, the 
new government is considering setting up a "Hungarian Investment Fund"
which will hold m;nority positions in state-owned (AVRt) enterprises and sell 
its own shares on the international financial market. The TA has been asked 
to help determine the feasibility of this concept. As a par! of its pre
feasibility study, The TA has developed a major computer model for (1)
projecting the armount of foreign currency which the go'ernment could raise 
through such a fund, (2) the discount relative to bock value which would 
result from the sale of enterprise shares through the Fund, and (3) comparing
the costs and net proceeds of the Fund with those of a sovereign debt bond 
issue. The model was well received by the TA counterparts, who subsequently
asked for it to be updated with projected 1994 financial data of the 
companies. 

2. 	 Post Privtization Assistance to Companies Owned by their Management and 
Emplove 

The TA has performed the following activities on this part of the SOW: 

a. 	 ESOP Conference: The TA assisted the Foundation in planning the 
3rd Annual Hungarian ESOP Conference. About 300 persons
attended. One of the advisors addressed this conference. 

b. Questionnaires regarding financial data and need for investment 
capital: Questionnaires were sent to 168 ESOP companies regarding 
their needs for investment capital and their foreign exchange
generation capabilities, 32 answers were received and analyzed. In 
addition, financial data of 16 high-capitalization ESOP companies were 
analyzed. The results will help in the selection of companies for post 
privatization assistance. 

c. 	 Questionnaire regarding training needs of ESOP companies: This 
questionnaire was filled by 82 representatives of ESOP companies at 
the 3rd National ESOP Conference, November 3-4. Analysis of the 
questionnaire results has been incorporated into design of the ESOP 
training program. 

d. 	 Tax implications of venture capital investments: The TA has 
consulted with Hungarian tax experts regarding the implications of the 
proposed 1995 company tax legislation for ESOP and other companies 
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if they receive investment from foreign sources of venture capital. The 
TA examrined possible amendments to the tax treatment of ESOPs 
which would provide incentive to venture capital investments. 

3. 	 Preparation of the JIMPACT I Workplan 

On November 28 the TA completed and submitted to USAID its workplan. 

D. 	 Documents Produced 

1. 	 "Hungarian Invesiment Fund" (113 pages), containing1 

• 	 Summary of Analysis 
* Macroeconomic Assumptions
 
* 
 Comparison of Investment Fund Alternatives 
* 	 Projections for Portfolio Companies 

2. 	 "Summary about the Need of Additional Capital for ESOP Companies 
(Processing of the Questionnaires)", November 24. 

3. 	 "Financial Data of 16 High-Capitalization ESOP Companies", November 11. 

4. 	 "Questionnaires Regarding Training Needs of ESOP Companies", distributed 
at the 	3rd National ESOP Conference, November 3. 

5. 	 "Discussion of Results of the Questionnaire Regarding Training Needs of 
ESOP Companies", November 24. 

6. 	 "Draft IMPACT II Workplan", November 28. 

'Note: The data and conclusions of this report constitute privileged information which 
cannot be released at this time -without special permission from AVRt and SPA. 
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January 9, 1995 

- PROGRESS REPORTIMPACT II TASK ORDER 

DECEMBER 1994
 

A. Staffing 

to IMPACT II during December:The following US consultants contributed 

- Itil Asmon (Dec. 1-31)
 
- Vinrent Morabito (Dec. 1-31)
 

Jim Shields (Dec. 4-14)
 

B. Macro-Developments Influencing the Work. Plan 

much of the early emphasis which the government'sToward the end of 1994, 
economic decision-makers had given to cash privatizations has been attenv.ted by the 

growing realiation of the limitations to cash sales. The transactions undertaken show 

a mixed use of cash, compensation coupons and E-credit. 

The new Privatization Law will be discussed by Parliament beginning in 

most likely be enacted in March or April.February, and the bill is 

to the existingh' the meantime, however, privatization continues according 

The SPA called for tenders for 110 companies, to be closed about
legislation. 

to continue at the relativelyare expectedFebruary 8. SPA Privatization transactions 
rapid pace (5-10 per week) which characterized January-March and October-December 

1994. The AV Rt is also preparing many companies for privatization (eg. in the 

and it tendered for bids for privatization of the Budapest Bank. The 
utilities sector), 

new methodologies developed with the assistance of the TA (ESOPs, MBOs, leasing,
 

are likely to
installments, asset management contracts, possibly country funds, etc.) 

important role in these privatizations.play an 

C. Activities of the TA Team during December 

During December the TA focused its activities on (1) country investment funds, 

(2) debt restructuring, and (3) post-privatization assistance to companies owned by their 

management and employees. 

1. Country Investment Funds 

The TA revised and improved in December the computer model which it had 

to help determine the pre-feasibility of a "Hungarian
developed in November 

which will hold minority positions in state-owned enterprises and 
Investment Fund", 

The revised model is based
sell its own shares on the international financial market. 

on the expected 1994 financial data of AV Rt companies (the previous draft used actual 

was presented to AV Rt and SPA. 
1993 financial information). The revised model 



2. 	 Debt Restructuring 

Upon request of the SPA Economics Department, the TA analyzed the 

reorganizational plan presented by REANAL (a trading and production company for 

laboratory chemicals) and the financial restructuring options presented by the Hungarian 

Credit Bank (MHB), REANAL's major creditor, in order to help SPA formulate its 

position in the debt 	7estructuring negotiations. 

to Companies Owned by their Management and3. 	 Post-Privatization Assistance 
Employees 

The TA started planning, in conjunction with the Hungarian MRP (Employee 

Ownership) Association and the Share Participation Foundation, the "ownership 

training" program which will provide to managers and employees of MRP companies 

training oriented to improving the economic performance of such companies. As a part 

of this program, monthly training events have been scheduled for February-June 1995. 

At the same time, the TA started adapting existing US "employee ownership" 

training materials for use in such training. 

D. 	 Documents Produced during December 

Investment Fund" (113 pages), containing:'1. 	 "Hungarian 

* 	 Summary of Analysis 
* 	 Macroeconomic Assumptions 

Comparison of Investment Fund Alternatives* 
* 	 Projections for Portfolio Companies 

2. 	 "Me-norandum regarding Reorganizational Plan of REANAL Co.", Dec. 12, 

1994 

Goal, 	 Purpose, Outputs and Activities",3. 	 "MRP 'Ownership Training' Program: 
Dec. 16, 1994 

4. 	 "Criteria for Design of the 'Ownership Training' Program", Dec. 21, 1994 

"Available Modules for Ownership Trainii,.g", Dec. 21, 19945. 

6. 	 Materials for "Ownership Training": 

a. 	 "Our Daily Bread" (training in performing the roles of board members in 

a fictionalized employee-owned bakery) 

Note: The data and conclusions of this report constitute privileged information 

which cannot be released at this time without specialpermissionfrom A VRt and SPA. 
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b. 	 "Widgets" (training in organizing task forces to work on production, 
marketing and financing problems of a hypothetical manufacturing 
company) 

34 



IMPACT II TASK ORDER - PROGRESS REPORT 

jANUARY 1995 

A. Staffing 

US consultants who contributed to IMPACT II in Hungary during January: 

- Itil Asmon (Jan. 1-31)
 
- Vincent Morabito (Jan. 1-18 and Jan. 25)
 

B. Macro-Developments Influencing the Work Plan 

Final debate of the new privatization law started in the parliament on January 31. Lengthy 
debate is expected. 

Mr. Bekesi, Minister of Finance, resigned in January due to major differences between his 
economic strategy and that of Prime Minister Horn. Among others, Mr. Bekesi wanted to 
put privatization under the control of his ministry. His resignation follows the resignation 
in late December of Mr. Bartha, commissioner of privatization, due to the cancellation of 
the Hungarhotels privatization deal by Mr. Horn. The foreign and Hungarian media reacted 
negatively to the resignations, remarking that the National Bank has had no president since 
November. The Hungarhotels deal has also been criticized as undesirable direct 
government intervention into transactions. 

The technical preparations for merging the privatization agencies is proceeding. Mr. Horn 
announced in January that a ministry of privatization will be established. It is still not clear 
whether this ministry, if established, will replace the three privatization agencies or will 
control the agencies. 

During January the SPA launched 14 tenders for majority shares and 2 for minority shares 
in state companies. The value of offered parts is mostly between 100 and 600 million HUF. 
All 16 firms are well-known, middle or upper-middle sized industry and trade firms. 
Payments in restitution bonds and in E-credit are accepted, up to 20% of the price. In 
addition, 4 tenders have been launched for real estate assets. 

Preparations to privatize OTP, the largest Hungarian bank, have advanced. About one-third 
will be sold to foreign investors. Budapest Bank is also in the advanced stage of 
privatization. Privatization of the electricity and gas utility companies has also progressed. 
Major firms from Germany, UK, US, and France have already indicated an interest in 
participating. Tenders are expected to come out in the next 1-2 months. A tender for the 
radio/TV transmission company Antenna Hungaria is expected to come out in the next few 
weeks. The above-mentioned transactions are expected to yield approximately 100 million 
USD per deal. 
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The above developments sigrify less privatization activity in SPA than during the 
corresponding period last year, but more in AVRt. There will also be a second round of 
land privatization for restitution coupons. Over 200,000 hectares are to be sold. Selection 
of state lands for this has been completed. 

C. Activities of the TA Team during January 

During January the TA Team focused its activities on (1) country investment funds, (2) debt 
restructuring, and (3) post-privatization assistance to companies owned by their management 
and employees. 

1. 	 Country Investment Funds 

The TA Team updated in January the computer model which it had developed in 
November-December to help determine the pre-feasibility of a "Hungarian 
Investment Fund," which will hold minority positions in state-owned enterprises and 
sell its own shares on the international financial market. The revised model is based 
on projected 1994 financial results of the subject companies (the previous draft used 
actual 1993 financial information). The ievised model was presented to AVRt and 
SPA. 

2. 	 Debt Restructuring 

The TA Team finalized and submitted to SPA its report and recommendations 
concerning SPA's options regarding the debt financial restructuring and privatization 
of the phanmaceutical chemicals production and import company REA'-.NAL. 

The TA Team received and started analyzing the data regarding debt restructuring 
of the Bekescsabai Freezing Company (which does freeze-drying of fruits and 
vegetables). A visit to the company is plarned for February. 

3. 	 Post-Privatization Assistance to Companies Qwned by their Management and 
Employees 

The TA Team formulated in January 1995 its training plan for the "IMPACT II" 
technical assistance to Hungarian employee-ownership companies (see Deliverable 
5). The plan will support the training activities of (1) the Hungarian ESOP 
Association and (2) the Share Participation Foundation. 
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As a part of defining the training needs of ESOP companies, the TA undertook in 
January the diagnosis phase planned in the Scope of Work by field visits to three 
ESOP companies (PERION battery manufacturers, PEMU Plastics, and First Pesti 
Mills), including extensive discussions with their CEOs, middle management and 
employees. 

a. Support of the Training Activities of the Hungarian ESOP Association 

The Hungarian ESOP Association has an on-going training program which in 
January 1995 has expanded to involve weekly training events (every Thursday 
- see Deliverable 5, Annex A). In this program, IMPACT II programmed 
half-day traiining eents for February, March, April, May and June, and 
additional full-day training events for March and June. These training events 
are aimed at the general membership of the Association. The TA Teani 
developed/adapted during January the training modules "Farmers" (how to 
hold an effective meeting) and "Our Daily Bread Kft." (how to make decisions 
like an owner). 

It is also planned to use these training modules for training in individual 
companies and for the boards of their ESOP organizations, both in order to 
have an immediate impact and to field-test the new training modules before 
using them for the general membership of the Association. 

In addition, a train-the-trainers workshop is planned for the end of March to 
train about 10 of the Association's regular lecturers in using the new materials 
and applying interactive training methods. 

b. Support of we Training Activities of the Share Participation Foundation 

The Share Participation Foundation, which functions as a "think tank" and 
lobby organization for the Hungarian ESOP companies, presented in January 
its training plan (Deliverable 5, Annex B). The objective of this training is to 
introduce to Hungary the most up-to-date methods of participative 
management and employee involvement which have been used in successful 
employee-owned US companies such as AVIS Rent-a-Car, Web Industries, 
Polaroid, Republic Engineered Steels, etc. This is a long-term objective which 
the Foundation will continue beyond the time horizon of the IMPACT II TA. 
The TA Team will assist the Foundation in the following activities: 
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Selection, adaptation and translation of training material;i (all -the 
materials generated for the ESOP Association's training above will be 
used here); 

Participation in a 3-day workshop for about 20 CEOs of Hungarian
ESOP companies, which aims to persuade some of these CEOs to 'buy
into" the new management techniques and agree to introduce them in 
their companies; 

* 	 Introduction of the methods in three pilot ESOP companies. 

To support the training activities of the Association and the Foundation, the 
TA Team plans io use the 100 person-days of management/labor training
specialists included in the IMPACT II Scope of Work. The CVs of three such 
specialists are being presented by the prime contractor to USAID for 
approval. 

D. 	 Documents Produced During January 

1. 	 "Hungarian Investment Fund Pre-Feasibility Analysis" (115 pages'), containing: 

* 	 Summary of Analysis 
* 	 Assumptions and Analysis
* 	 Projections for Portfolio Companies 

2. 	 "Proposed Hungarian Investment Fund"', January 10, 1995 

3. 	 "Memorandum Regarding Reorganizational plan of REANAL- going concern 
and liquidation values", January 12, 1995 

4. 	 "Our Daily Bread Kft. - the MRP Role-Acting" 

5. 	 'Training Plan for the IMPACT II Technical Assistance to ESOPs", January 
11, 1995 

'Note: The data and conclusions of this report constitute privileged information which 
cannot be release at this time without special permission from AVRt and SPA. 



IMPACT II TASK ORDER PROGRESS REPORT
 

FEBRUARY 1995
 

A. STAFFING 

The following US consultants contributed to IMPACT during February: 

* Itil Asmon (February 1-28) 
* Steve Martin (February 7-28) 
• Vincent Morabito (February 17-28) 

B. MACRO DEVELOPMENTS INFLUENCING IHE WORKPLAN 

The void at the top economic policy-making positions of the government was filled 
in February with the Prime Minister's nomination and Coalition acceptance of Peter 
Bokros as Minister of Finance, Gyorgy Suranyi as President of the National Bank of 
Hungary and Tamas Suchman as Minister of Privatization. The new Minister for 
Privatization said in his first pronouncements that he does not mean to interfere in 
specific transactions. 

The government's privatization bill was countered in Parliament with hundreds of 
amendments. Some of these concern the unification of SPA and AVRt. Others want 
a larger use of non-cash privatization methods and more favorable treatment of 
ESOPs than proposed in the bill. Approval of the modified bill is expected in March 
or April. 

The trade iions have gained veto rights on privatizations of food processing firms. 
This is likely to increase attention to the employment aspects of transactions. 

The latest privatization statistics show that up to the end of January 1995 SPA 
privatized majority stakes in 865 firms and minority positions in 43 firms (908 firms 
total 150 firms privatized since the end of October 1994!). SPA privatization 
proceeds in 1994 amounted to 97 billion HUF (actually only 81 billion HUF, if the 
revaluation of compensation coupons is taken into account), as against 82 billion 
HUF in 1993 These figures indicate that the perceptible slowdown of privatization 
in April-September was to a large extent compensated by more transactions at the 
beginning and end of 1994. At the end of January 1995 SPA retained majority shares 
in 276 firns and minority shares in 356 firms (total 632 firms, with book value of 232 
billion HUF).This means that if past rates are maintained, privatization of the SPA 
portfolio could be practically completed within about 3 years. 
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C. 	 ACTIVITIES OF THE TA TEAM DURING FEBRUARY 

During February the TA focused its activities on (1) debt restructuring and (2) post
privatization assistance to companies owned by their management and employees. 

1. 	 Debt Restructuring 

REANAL: Based partly on the team's analysis in January, which 
recommended selling the REANAL pharmaceutical company as a going 
concern, the SPA board reversed its earlier decision to liquidate the company 
and approved its sale to a Hungarian strategic investor. 

During February the IMPACT team assisted SPA in the restructuring of (1) 
Bekecsabai Hutoipari Rt and (2) Kispesti Textile company. 

a. 	 Bekecsabai Hutoipari Rt (BH Rt) is a fruit and vegetable freeze drying 
plant in eastern Hungary. BH Rt is in default of some financial 
obligations and asked SPA for capital infusion. The team analyzed the 
company's financial statements, interviewed the company's top 
management and its bankers, and prepared for the SPA an analysis of 
the company, including restructuring alternatives. 

b. 	 Kispesti Textile Company is the only remaining textile company in 
Hungary. It needs government financing for working capital and to 
upgrade its technology. The team analyzed the company's financial 
statements, reviewed the company's business plan, interviewed its top 
mianagement and their consultants, and prepared for the SPA an 
analysis of the company, including restructuring alternatives. 

2. 	 Post-Privatization Assistance to Companies Owned by their Management and 
Employees 

a. 	 Training - On February 21 the IMPACT H ESOP specialist made a 
test training of "how to make decisions like an owner" with a group of 
department heads of the Gas Appliances Repair and Installation Kft", 
using the "Our Daily Bread" role-acting exercise. On February 23 the 
exercise was performed with the member of the Hungarian ESOP 
Association at the weekly training session. After the session, the 
Association staff created a working committee to further adapt the 
exercise to Hungarian accounting practices. 
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b. 	 Preparation of Materials - We are in the process of preparing another 
exercise "KOCSIS Kft", which trains employees to read financial 
statements. 

c. 	 Expatriate Trainers - USAID approval was obtained and preparations 
made for arrival of 3 IMPACT II ESOP training experts: two on 
M-rch 5th and one on March 15th. 

D. 	 DOCUMENTS PRODUCED DURING FEBRUARY 

1. 	 "Reorganization Plan/Going-Concern Viability of Bekecsabai Hutoipari Rt 
(BH Rt)", 2/27/95. 

2. 	 "Reorganization Plan/Going Concern Viability of Kispesti Textile Co.", 
2/27/95 (dreft-final version will be delivered in March) 

A number of deliverables are in process and will be presented in March, including: 
(1) Reorganization plan of Ganzeg West Co., (2) repoits on the diagnosis of the 
critical problems of selected companies privatized through ESOPs, and (3) a manual 
for training employees in basic financial concepts. 



IMPACT II TASK ORDER - PROGRESS REPORT
 

MARCH 1995
 

A. STAFFING 

The following U.S. consultants contributed to IMPACT during March. 

Itil Asmon (March 1-31)
 
Daniel Bell (March 15-April 2)
 
Michael Delfre (March 5-18)
 

- Denis DesJardins (March 5-18)
 
- Steve Martin (March 1-11)
 
- Vincent Morabito (March 1-31)
 

B. MACRO-DEVELOPMENTS INFLUENCING THE WORKPLAN 

GOH figures released during March show that in 1994 foreign investment in Hungary
totalled US $1.3 billion, as compared with US $2.5 million in 1993. Almost all 
investments were greenfield or in expansion of existing facilities - not in privatization.
The downward trend is continuing in 1995, with no foreign investment so far in 
privatization and in the Hungarian stock market. Credit Suisse withdrew from the 
privatization of the Budapest Bank, and no further bank privatizations are under way
at the moment. Privatization income in January and February totalled 6.8 billion 
HUF - about 42% of the average two-month investment in 1994. 

The SPA and AV Rt are now located in the same building, but activities have not 
yet been merged. A joint board of directors is planned. 

Mr. Mihalyi of the AV Rt board estimated losses due to delayed privatization at 120 
million HUF (US $1 million) per day. 

The MBOs are becoming institutionalized. An "MBO Club" was established at the 
end of March to represent the interests of the approximately 200 MBOs or MBO
related firms and to provide services to existing and future MBOs. The club's 
president is the Minister of Privatization, and top SPA personalities were involved 
in its organization. 

A follow-up of firms on which the Coopers/Chemonics team performed privatization 
analysis for the SPA show that: 

MGM Roller Bearing Company has accumulated a debt of 5 billion HUF and 
showed in 1994 an operating loss of 300 million HUF. GOH has not yet
decided whether to give the company another injection of funds or let it be 
liquidated. 
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Sopron Carpet Manufacturing Company was privatized for 37 million HUF. 

0 REANAL was privatized for 80 million HUF. 

Bekescsabai Cold Storage Company was helped once again by an MBF Rt 
bond issue. 

C. 	 ACTIVITIES OF THE TA TEAM DURING MARCH 

During March the TA focused its activities on (1) debt restructuring and (2) post
privatization assistance to companies owned by their management and employees. 

1. 	 Debt Restructuring & New Privatization Methodologies 

a. 	 GANZEG WEST Company: The TA analyzed for SPA the present
financial status and the reorganizational alternatives of GANZEG 
WEST, a medium-sized countryside manufacturer of machine 
components. The TA concluded that liquidation would be a bad 
alternative for the company, SPA and for the regional economy, as 
well as for OKHB Bank, the main creditor. Therefore, the TA 
recommended streamlining of the company, debt-equity conversion and 
debt rescheduling, recommended a privatization strategy, and indicated 
the potential buyers and the expected privatization revenue. 

b. 	 Proposal of the East European Finance and Trade Company for 
international pre-financing of privatization: Upon SPA request, the 
TA commented on the above proposal. The proposal suggests to 
accelerate privatization by providing to the investors loans from a 
consortia of international donors, sharing the increase of company
value after the first three years of operation. The TA pointed out that 
the proposal does not address such issues as foreign exchange
problems, loss in value of the company, the large negative effect of the 
loan and value sharing on the selling price, credit risks, etc. The TA 
concluded that the proposal does not satisfy the objectives of successful 
privatization, it is rather a commercial lending with too many risks for 
all parties. 

2. 	 Post-Privatization Assistance to Companies Owned bytheir Management and 
Employees 
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a. 	 Planning the training activities: The TA submitted a plan, to be 
implemented by the Share Participation Foundation, for introducing in 
pilot ESOP companies productivity-enhancing techniques based on 
employee involvement in decision-making at the workplace level. 

b. 	 Training: The TA organized on March 31-April 1 a 'Train the 
Trainers" workshop, 16 participants attended, trainers of the Hungarian 
ESOP Association, the Share Participation Foundation, and four 
privatized companies. The objective of the training was to (1) give 
participants the skills necessary to deliver effective training using active 
learning metiods, and (2) train them in delivering the module on "how 
to organize effective meetings". Evaluation of the workshop by the 
participants was very positive. Similar train-the-trainer workshops are 
planned for late May and late June. 

c. 	 Preparation of Materials: During March the TA prepared a 
considerable number of training modules, including: 

Making Meetings More Effective (participant's and instructor's 
manuals) 

Introduction to Training Employee Owners (participant's and 

instructor's manuals) 

* 	 Training the Trainers (participant's and instructor's manuals) 

Orientation to Employees Ownership (participant's and 
instructor's manuals) 

D. 	 DOCUMENTS PRODUCED DURING MARCH 

Debt Restructuring & New MethodlQgies: 

1. 	 "Reorganization and Privatization of GANZEG WEST Co., Zalaegerszeg -
Analysis of Present Status and Future Alternatives", March 10, 1995 

2. 	 "Comments on the Proposal of the East European Finance and Trade 
Company fcr Advance Financing of Hungarian Privatization", March 27, 1995 

Needs Assessments for ESOP Companies (reports of TA done in late 1994/early 
1995): 
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3. 	 "Interviews Prepared at ESOP Companies in December 1994 and January 
1995" 

4. 	 "Selection Criteria and Reasons for Selection for Technical Assistance, 
Attachment to the List of 16 ESOP Companies Selected", April 18, 1995, 
(companion document to the deliverable "Financial Data of 16 High-
Capitalization ESOP Companies" of November 11, 1994 (not included in the 
IMPACT 1 1994 deliverables) 

5. 	 "Financial Analysis of ESOP Companies, November 1994" (not included in the 
IMPACT 1 1994 deliverables) 

6. "Financial Analysis of 32 ESOP Companies Selected", April 18, 1995 

Design of a Training Proram for ESOP Companies 

7. 	 "Recommendations for Establishing Employee Involvement Programs in 
Hungarian ESOP Companies, Based on the North American Experience", 
March 8, 1995 

8. 	 "Draft In-Company Ownership Training Program", March 17, 1995 

9. 	 "Report of Technical Assistance Provided to the Share Participation 
Foundation, "Project foE MORE", March 18, 1995 

ESOP Training Materials: 

10. 	 "Making Meetings More Effective", - Participant's and Instructors Manual, 
March 1995 

11. 	 "Introduction to Training Employee Owners", - Participant's and Instructor's 
Manual, March 1995 

12. 	 'Train the Trainers - Participant's Manual", March 1995 

13. 	 'Train the Trainers - Instructor's Manual", March 1995 

14. 	 "Orientation to Employee Ownership - Participant's Manual, March 1995 

15. 	 "Orientation to Employee Ownership - Instructor's Manual", March 1995 



IMPACT II TASK ORDER - PROGRESS REPORT
 
APRIL 1995
 

A. STAFFING 

The following US consultants contributed to IMPACT during April: 

* Itil Asmon (April 1-14 and 24-30) 
* Vincent Morabito (April 1-17) 

B. MACRO-DEVELOPMErTS INFLUENCING THE WORKPLAN 

During April, the budget deficit was stabilized at its March level (147 billion HUF 
for the first four months of 1995). This is still very high compared with the planned 
deficit of 283 billion HUF for the entire year. 

The government announced further restrictive measures: reduction of the number 
of university teachers by 20%, closing some of the smaller countryside hospitals,
reduction of the non-military staff of the army by 20%. The new Social Insurance 
Law, enacted in April, reduces the benefits provided by social insurance and 
increases the financial burdens on the employers. An 8% extra import levy was 
introduced causing immediate increase in the prices of all imported goods. 

A rumor that the government will freeze all foreign exchange accounts resulted in 
a panic among depositors. The panic decreased deposits by some 300 million US $. 

The compensation voucher reached its lowest rate over 17 HUF for a 100 HUF note. 

Privatization of the banks and utilities has not advanced during April. On the other 
hand, a number of privatization transactions concluded for medium-sized firms, and 
dozens of tenders have come out for medium-sized firms and for a few large ones 
(flour milling, tobacco trading, etc.) 

An assessment of privatization performance up to 3/31/95, performed by the TA at 
the request of the US Embassy, revealed that despite the lack of a new privatization
law and continuous policy uncertainties, the average number of privatization 
transactions per month under the new government is similar to that under the 
former government. 

C. ACTIVITIES OF THE TA TEAM DURING APRIL 

During April the TA focused its activities on (1) monitoring of privatization activities, 
and (2) post-privatization assistance to companies owned by their management and 
employees. 
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1. 	 Monitoring of Privatization Activities 

At the request of the US Embassy in Budapest, the TA prepared a report of 
privatization performance for the period of July 1, 1994 - March 31, 1995 in 
order to compare the speed and volume of privatization under the new 
government with former performance. A preliminary report was sent to the 
Embassy on April 26 and an updated version was sent on May 29. The report 
includes changes in SPA and AV Rt. portfolios, privatization revenues, 
transactions by each privatization technique, foreign investments in 
privatization per country of origin, major on-going privatization tenders and 
recent tender decisions. 

2. 	 Post-Privatization Assistance to Companies Owned by Their Manalement and 
Employees 

a. 	 Training: The TA organized on March 31-April 1 a "Train the 
Trainers" workshop for 16 participants, trainers from the Hungarian 
ESOP Association, the Share Participation Foundation, and four 
privatized companies. The objective of the training was to (1) prepare 
the participants to deliver effective training using active-learning 
methods, and (2) train them to deliver the module "how to organize 
effective meetings". Evaluation of the workshop by the participants 
was very positive. Follow-on workshops are planned for June 2-3 and 
June 30-July 1. 

b. 	 Expatriate trainers: Terms of reference were updated and 
preparations completed for the second stage of work of the expatriate 
ESOP trainers: two arriving on April 30 and one on May 22. 

D. 	 DOCUMENTS PRODUCED DURING APRIL 

1. 	 "Privatization in Hungary from July 1, 1994 - March 31, 1995 and Ongoing 
Activities", draft version April 26, 1995 (to reduce duplication of deliverables, 
the updated version of May 26, 1995 is included). 



IMPACT II TASK ORDER - PROGRESS REPORT
 
MAY 1995
 

A. STAFFING 

The following US consultants contributed to IMPACT during May: 

* Itil Asmon (May 29-31) 
* Daniel Bell (May 22-31) 
• Michael Delfre (April 30-May 20) 
• Denis DesJardins (April 30-May 20) 
* Vincent Morabito (May 1-26) 

B. MACRO-DEVELOPMENTS INFLUENCING THE WORKPLAN 

The privatization law was enacted by Parliament. The rules are very flexible, without 
specifying criteria for when to use each of the privatization techniques. The Minister 
of Finance is in exclusive charge of bank privatization, while the MBF Rt is entitled 
to take over large state firms from SPA or AV Rt (now APV Rt) and reorganize or 
sell them. Such companies will not be under the rules of the privatization law. The 
new law does not answer what to do with the 120 billion fIJF worth of 
compensation vouchers still unused. It gives priority to cash deals, but in the case 
of medium-sized companies, after one unsuccessful attempt to sell for ca-sh company 
management may arrange privatization by other means. MBO/ESOP, leasing,
installment payments are permitted, but exact criteria are not specified. E-credit is 
limited to 50 million HUF per transaction. 

The two major privatization agencies have been physically merged. A cut of 20% in 
staff is planned. The name of the new organization is the State Privatization and 
Asset Management Rt (APV Rt). 

An update of the assessment of past privatization performance, performed by the TA 
at the request of the US Embassy, revealed that despite the lack of a new 
privatization law and continuous policy uncertainties, the average number of 
privatization transactions per month under the new government is similar to that 
under the former government. 

The government announced that Hungarhotels will be privatized without Hotel 
Forum, which will be sold alone first. The major obstacle for the SPA to decide 
independently about privatization of Hungarhotels is the ownership share of the 
Budapest local government in the chain. 

Agrobank went bankrupt. The bank's owners and managers were arrested again (the
first time was in November). Depositors have besieged the bank to collect their 
money. The government demanded of the largest owners to hand over their 
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controlling share to the second largest owner (the state) free of charge as a 
precondition of a state-financed rescue of the bank. The owners handed over their 
shares, the government promised to give 10 billion HUF into the bank to save it. 

The privatization supervisory committee listed 43 former transactions as suspicious. 
Further investigations will be effected. 

C. 	 ACTIVITIES OF THE TA TEAMI DURING MAY 

During May the TA focused its activities on (1) monitoring of privatization activities, 
and (2) post-privatization assistance to companies owned by their management and 
employees. 

1. 	 Monitoring of Privatization Activities 

The TA updated its preliminary report of privatization performance for the 
period from July 1, 1994, and adding new figures up to March 31, 1995, in 
order to compare the speed and volume of privatization under the new 
government with former performance. 

One May 24 the TA participated in a round-table discussion between the SPA 
top management, donor agencies (USAID, PHARE, etc.), and consultants 
providing the TA, regarding the new privatization law. The TA was made 
aware of possible modalities of implementing the law, and offered its 
comments. 

2. 	 Post-Privatization Assistance to Companies Owned by Their Management and 
Employees 

a. 	 Training: The TA prepared two trainers of the Share Participation
Foundation trainers to give company level training at "MMG 
Automatika" (producers of car components, household and other small 
product,;, etc.) The training was based on the "Making Meetings More 
Effective" workshop, delivered by the TA on March 31 and April 1. 
The training at MMG Automatika consisted of two sessions for 12 
employees including one top manager, six middle managers and several 
rank and file employees. 

The TA gave a half-day presentation for 15 union officials, including 
the vice-president of the largest trade union in Hungary. 
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The TA made preparations for delivering the next train-the trainer 
workshop. 'Training Committees in Group Problem-Solving", on June 
2 and 3. 

b. 	 Deveiopment of Materials: The TA prepared training modules 
(consisting of trainer's guide and participants' handouts) for "Group 
Consensus Decision-Making" and "Group Problem-Solving". 

The TA developed suggestions and recommendations for 
organizational development and training in Hungarian ESOPs, based 
on a case study of the process of introducing organizational change at 
Algoma Steel Company. 

The TA also assisted in developing the plan for the CEO workshop to 
be conducted by the Share Participation Foundation on June 21-24. 

D. 	 DOCUMENTS PRODUCED DURING MAY 

1. 	 "Analysis and Recommendations for Hungarian ESOPs, Based on the Algoma 
Steel Case Study", May 1995 

2. 	 "Group Consensus Decision-Making - Trainer's Guide and Participants' 
Handouts", May 1995 

3. 	 "Group Problem-Solving - Trainer's Guide and Participants' Handouts", May 

1995 

4. 	 "Debriefing a Training Exercise" 

5. 	 "Evaluation Form - Training Committees in Group Problem-Solving" 



IMPACr 11 TASK ORDER - PROGRESS REPORT 

JUNE 1995 

A. 	 STAFFING 

The following US consultants contributed to IMPACT during June: 

• 	 Itil Asmon (June 1-30) 
* 	 Daniel Bell (June 1-10, June 17-July 2)
 

Steve Martin (June 6-30)
 
* 	 Vincent Morabito (June 19-30) 

B. 	 MACRO DEVELOPMENrs INFLUENCING THE WORKPLAN 

The AV Rt and SPA ceased to exist on June 16 and were replaced by the State 
Privatization and Asset Holding Company (APV Rt), a wholly owned state company
with funding capital of about $2.5 billion, mostly in shares of state companies. The 
APV Rt's declared objective is to privatize all state ccmpanies except 170 until the 
end of 1997. Most former board members and top directors, as well as 300 managers
of state companies, have been replaced. 

In the portfolio of i. e former SPA, only 306 majonty state owned companies are left. 
Of these, all small and medium companies (under 500 employees and 600 million 
HUF turnover) will be tendered in two waves, one by September 30 and the other 
by December 31. Among strategic companies, the Csepel electrical powei plant was 
sold (98%) in June to a British company. Preparations are proceeding for 
privatization of MVM (elecuicity - value about $4 billion), MOL (oil), MATAV 
(telecom), gas and electricity distribution firms. Planned foreign participation is 51% 
in gas distribution and initially 48% in electrical distribution companies. Trade 
iinions want to limit the latter to 25%. The Minister of Industry, Pal Laszlo, has 
resigned in protest against the high rates of privatization. Privatization of OTP bank 
will start in July, about 20% to foreign and 25% to Hungarian investors. Thirty
companies will be floated on the Budapest stock exchange until the end of 1996. 

The reduction of social security benefits and increase of tributaries, major elements 
of the Bokros austerity program, were revoked by the Constitutional Court as 
unconstitutional. Largely because of this, negotiations of Prime Minister Horn with 
the IMF for a $400 million loan have failed. A 4-day cabinet session is scheduled 
for the end of July, and possibly an extraordinary session of Parliament, to redress 
the budget. 

C. 	 ACTIVITIES OF THE TA TEAM DURING JUNE 

During June the TA focused its activities on post-privatization assistance to 
companies owned by their management and employees. 
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1. 	 Post Privatization Assistance to Companies Owned by their Maragement and 
Employees 

a. 	 Training: On June 2 and 3 the TA organized a train-the-trainers 
workshop on "Training Committees in Group Problem-Solving". 
Seventeen persons participated, including almost all participants of the 
March/April train-the-trainers workshop. The participants originated 
from the Hungarian ESOP Association, the Share Participation 
Foundation, several companies with employee/management ownership, 
and several management consulting firms which intend to use the 
training as part of the services they offer to Hungarian companies. 
Workshop evaluation by the participants has been very positive (see 
Deliverable 1). 

On June 8 the TA delivered a one-day workshop at the Perion Battery 
Company (an employee ownership company). The workshop gave 
hands-on experience in management styles for ESOP companies 
(authoritative vs. participative, when to use each). 

On June 21-24 the Share Participation Foundation implemented at 
Keszthely the seminar for CEOs of employee-owned companies, which 
had been prepared with substantial technical assistance from iMPACT 
II. The seminar included 22 Hungarian participants representing 11 
ESOP companies. Eight of these were CEOs, 10 were other top 
managers, and four from managements of ESOP organizations. Two 
US CEOs and an ESOP consultant ha J been invited from the US 
through another USAID project to address the seminar. USAID 
representatives also visited the seminar. The topics around which the 
presentations and exercises were grouped included: 

* Changing the paradigms of management 
0 "Zapp - the Power of Empowermcnt" 
* Steps to the problem-solving process 
0 Brainstorming as a tool of problem solving 
* 	 Management styles 
* The future of ESOP companies 
0 Sharing experience with the US participants 
0 Dealing with resistance to change 
* 	 Specific three-month action plan for each participating company 
* 	 Management's vision for each company's future 
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Participants' evaluation of the seminar was very positive. Participants
will report after three months the results of the action plans, drafted 
at the seminar, they agreed to implement in their companies.
Participants showed interest in participating in a follow-on s'tminar in 
the fall. 

On Junz 30 and July 1the TA organized a train-the-trainers workshop 
on 'Training Supervisors - Leading Worker-Owners", which culminated 
the series of three two-day workshops started with the March 31 -
April 1 workshop. About 14 Hungarians participated, as well as two 
US resource persons, the CEO of a US ESOP company and the 
director of the NE Ohio Employee Ownership Center. The first day 
of the workshop focused on management styles which maximize 
employee involvement in production. The second day included 
presentations by the US participants, and planning the 
institutionalization of materials taught in the train-the-trainers 
workshops in the Hungarian ESOP Association's fall program. 

b. 	 Development of Materials: The TA prepared training modules 
(consisting of trainer's guide and participants' handouts) for a train
the-trainers workshop on "Managing Owners", materials for 
"Empowerment" workshop, and a case study for the CEO seminar. 

D. 	 DOCUMENTS PRODUCED DURING JUNE 

1. 	 'Training Committees: Group Problem-Solving"-"Agenida" and "Results of 
Evaluation", June 2-3, 1995 

2. 	 "Managing Owners - Trainer's Guide and Participants' Handouts", June 1995, 
including: 

0 	 Text 
* Diagrams
 
0 Handouts
 
0 Slides
 

3. 	 "Training Supervisors to Lead Employee Owners - Workshop Materials Not 
included in Module on Managing Owners", June 1995, including: 

* 	 Workshop Agenda 
* 	 Group Dynamics 
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* 	 Choosing the Best Team Members 
* 	 Effective Feedback 
* 	 Worker Owner Steering Committees in the US 
* 	 Ownership Education Program 

4. 	 "Empowerment - Trainer's Guide and Participants' Handouts", June 1995, 
including: 

* 	 Diagrams 
* 	 Handouts 
• 	 Slides 

5. 	 "CEORetreat Case Study", June 1995 



A. TECHNICAL ASSISTANCE TO THE SPA OR ITS
 
SUCCESSOR AGENCY
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A.1 PRIVATIZATION POLICY
 



MEMORANDUM
 

To: MAria Vanicsek/Director/SPA Economic Directorate
 
From: Coopers/Chemonics IMPACT II
 
Date: March 27 1995
 
Subject: Comments on the proposal of the East European Finance
 

and Trade Company (referred later as EEFTC) for advance
 
financing of Hungarian privatization
 

Introduction
 

The proposal of the EEFTC is a draft on one possible
 
alternative to pre-finance the Hungarian privatization. The
 
proposal assumes that the three major conflicts of the Hungarian
 
privatization are the 1. immediate need for budget revenues, 2.
 
the low marketprice of state firms if they are sold in their
 
present state, 3. foreign investors have to pay large sums when
 
they buy state companies and invest significant amounts to make
 
them profitable. The proposal suggests to set up a financing
 
consortia of major international donors as EBRD, EBB, the World
 
Bank and the IFC. Privatization contract will be concluded
 
between the Western buyer and th, Hungarian state, stipulating
 
price and share sold. They will also agree that the whole or part
 
of the sale price will be paid by the consortia and not by the
 
actual buyer. For payment terms a trilateral agreement is to be
 
made between the Hungarian state, the buyer and the consortia. A
 
final balance between the buyer and the Hungarian seller is to be
 
made after three years. They will share the increase in the
 
company's value achieved during the three years. The credited
 
part of the selling price will be repaid to the consortia with
 
interest at the time of the above final settlement between the
 
seller and buyer. Projects for the scheme will be determined case
 
to case. The Hungarian government will oblige itself to use part
 
of the privatization revenue for industry restructuring, reform
 
of public finances.
 

Advantages expected from the scheme are as follows; Hungary
 
would receive immediate privatization revenue, price will be
 
determined on the improved state of the company and not on
 
present one, buyer can use its financial sources for improvement
 
of the firm instead of paying selling price. Privatization would
 
have an international control and a transparency which is
 
required by international investors. The scheme would serve as a
 
pattern for the privatization of the large utilities.
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Comments
 

The basic conflicts of privatization
a./ 


All the three aspects mentioned are very important 
issues of
 

the Hungarian privatization. Although we do 
not share the common
 

view that budget deficit oriented privatization 
serves the
 

we
 
interests of the Hungarian economy (and of the state budget), 


acknowledge that the present situation of the 
budget makes
 

immediate revenues imminent. On longer term 
the restructuring of
 

the Hungarian economy has to be the ultimate 
strategy of the
 

privatization which is not necessarily equal 
to the highest
 

privatization revenue.
 

as the
 
The present state of the state-owned companies; 


privatization experience of the past four 
year shows not only
 

profitable companies can be sold at fair 
prices, but companies
 

in the red can be sold well, provided they
just breaking even or 

have a perspective after some adjustments 

(we can call it as
 

investment in the future of the company). 
Companies without
 

market future, without a chance to have 
at least trading profit
 

can not be sold even if part of the price is deferred.
 

Privatization of the pharmaceutical, food 
industries show that
 

foreign investors are ready to pay full price 
and invest
 

massively after buying if the company is viable.
 

We think that there are other conflicts in 
the nrivatization
 

which are very important as well. Primarily 
the Hungarian
 

privatization (and generally the whole financial 
policy) lacks
 

first of all confidence. The international 
investment community
 

wants unambig'uous signals about the political 
will and direction
 

real
 
of the country, clear policy (sectorial, finance, 

etc.), 


action, fair competition, predictable regulatory 
environment
 

(taxation, foreign exchange, foreign trade 
policy) no direct
 

state interference into dAily management, 
employment, wage and
 

other aspects of the private sector. It 
is needless to say that
 

the present situation and messages of the 
Hungarian economy are
 

very different. Hungarian decisionmakers 
have to realize that
 

there are still hundreds of companies which 
can not be privatized
 

by any technics and which can not be reorganized 
and be made
 

viable by any resturcturing technics. Pre-financing 
of
 

privatization prices would not save these 
companies either.
 

The main problem of privatization is with 
the AV.Rt. controlled
 

portfolio of some 160 very large firms. The 
SPA controlled
 

portfolio is decreasing and even without new 
financing methods it
 

will be privatized or liquidated within 1-2 
years. Therefore any
 

new solution have to address the AV.Rt. portfolio.
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b./ Pre-financing of privatization revenues
 

The idea to pre-finance privatization is not a new one. In
 
1994 the AV Rt. has already received a major loan from the EBRD
 
as "advance" on the future revenues of privatization. In this
 
case the foreign buyer has no advantages at all. It is the
 
Hungarian state which gains immediate revenues against the future
 
privatization revenues. This solution results in growing
 
indebtedness of the Hungarian state including interests to repay,
 
does not change the state of the companies to be privatized,
 
makes the actual, immediate privatization of the companies not so
 
urgent, does not effect the restructuring of the economy at all.
 
Shortly it does not replace doing privatization.
 

Another alternative is if the the would-be buyers have a
 
chance to receive credits directly to finance their buyings. In
 
this case the Hungarian side has no future financial obligations,
 
all the price is paid in cash, revenues are received only from
 
real, actual, immediate privatization deals. The foreign buyers
 
would concentrate their financial resources on restructuring
 
instead of paying all the price upon contracting. Of course the
 
investors will pay interests and when they calculate the
 
acceptable purchase price, they will take into consideration the
 
accumulated interest as part of the purchase costs. It would
 
decrease the range of companies viable for purchase as not many
 
of the companies will qualify to produce enough profit to pay out
 
purchase price, interest and restructuring costs. We can suppose
 
that in most cases of large privatization deals so far the
 
foreign buyers used external credit lines to finance their
 
buyings.
 

Logically there is a third alternative according to which
 
the pre-financing is settled in a trilateral way combining the
 
advantages of the first two alternatives. The credited amount is
 
given to the Hungarian seller directly by the financing
 
institution or consortia but it is deducted from the selling
 
price to be paid by the buyer. The repayment is the obligation of
 
the buyer. The parties also share the increase in business value
 
of the firm during the credited time. This is what the EEFTC
 
suggests.
 

c./ The EEFTC proposal for pre-financing
 

This alternative has a number of advantages: it provides
 
full privatization revenues to the Hungarian seller upon
 
contracting provided tendering was successful. Yt does not
 
increase the indebtedness of the Hungarian state. It is strictly
 
privatization deal oriented and not a credit without or before
 
doing privatization. It provides a chance to irprove the company
 
and share the difference between present and future value. As any
 
other methods it has also some critical points. A major issue is
 
the interest rate.
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The buyer have to take into consideration 1.the cash to be paid,
 
2.the credited part of the price including 3.interests to be
 
repaid and 4.investment injections required to make the company
 
so viable that it will be worthwile its whole purchase price
 
(1+2+3), The buyer also has to take into consideration that if
 
its injections are successful and the company is becoming more
 
valuable than at the time of buying, the increase in value is to
 
be shared with the Hungarian seller. Of course the buyer will
 
accept such a set-up only if 1. the interest rate is lower than
 
market rates, 2. the company is strong enough to generate enough
 
revenues to pay out 1+2+3 on medium term (not necssarily within
 
the first 3 years), the volume of the money to be invested into
 
the freshly purchased ccmpany and the the ratio of division of
 
value increase of the company are proportional. It would not be
 
fair to let the foreign investor to pay part of the price in
 
cash, to pay the remaining part later, to pay interests, to
 
invest into the company and afterwards to give too large portion
 
of the yields (ie.of value increase) to the seller which does not
 
contribute to the improvement of the sold company at all.
 

We also have to point out some problematic aspects and
 
limitations of this alternative. It does not yield immediate cash
 
to the Hungarian seller. Revenue is subject to succesful
 
tendering. Therefore it is another privatization technics like
 
leasing, E-credit, etc. with some advantages but without a
 
general ability to provide immediate revenues. Certainly it means
 
real additional money. The method has to focus on the sale of
 
large companies as the AV Rt. portofolio include typically large
 
companies and the financing consortia certainly will evaluate the
 
company to be bought from the aspect of the credit too. The buyer
 
company also has to meet the strict creditworthiness criterias of
 
the involved international financing institutions. It is very
 
likely that only very large, well performing companies will
 
satisfy those conditions. Generally those companies have enough
 
sources to buy the targeted companies for cash too. We have to
 
emphasize that the credit will be in foreign exchange, therefore
 
one of the parties have to undertake the exchange rate risk. The
 
recipient company will compare the consortial interest rate with
 
the rate of other financing lines. It is also an open question
 
that who will provide the necessary foreign exchange to pay back
 
the credit even if the privatization is successful and the
 
privatized company is performing well (in HUF). The recipient of
 
the credit will compare all risks, costs and benefits from the
 
privatization deal and the proposed financing technic has to be
 
attractive enough for them. It is predictable that the interest
 
rate repayment, the foreign exchange risks, the risk of
 
restructuring, the sharing of the increase in company value, the
 
required restructuring investments in the privatized company has
 
to be compensated by discounted low selling price. The value
 
increase of the privatized company will be shared between the
 
buyer and the seller. It can be assumed that the consortia which
 
risks its money will ask for its share from the increase too.
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It goes without saying that this method would not help the
 
privatization of companies in hopeless financial and market
 
situation. It is not worked out in the proposal how the
 
creditworthiness will be evaluated and how the credit will be
 
offered for the would-be buyer before tendering (on condition of
 
winning for example) or it will be granted only after successful
 
tendering. Both solutions mean significant risks for both parties
 
of the credit. It is also not stated if the buyer backed by the
 
consortial credit will enjoy any preference or special conditions
 
during tender:ng compared with other buyers or not. It is also
 
not worked oiit how the rights of thew parties will be effected if
 
the value of the company is not increasing -or what is even
 
worse- it is decreasing during the three years period.
 

Conclusions
 

We summarize our conclusions as follows. The method
 
recommended by the EEFTC is worth of further considerations,
 
although it does not adress all conflicts of the Hungarian
 

revenues
privatization. It is not yielding immediate revenues; 

are subject to the tendering process and its timing. The credit
 
in foreign exchange results in a number of risks to be shared and
 
compensated primarily but not exclusively by discounted selling
 
price. The buyer takes many costs and risks in the deal and the
 
consortia also will require its risk to be compensated from the
 
value increase of the privatized firm. Certainly this
 
privatization technic can work only for a selected group of
 
Hungarian firms as saleable and creditworthy ones (to be selected
 
by their financial performance and indicators) and of Western
 
firms qualifying for the credit. It is also evident that it can
 
not be used as a technics to save companies in hopeless state.
 

The viability of the method depends on 1. the willingness of
 
international donors and their creditworthiness criterias to
 
select buyers and targets of buyings, 2. political will of the
 
Hungarian state, 3. working out (modelling) of reasonable ratios,
 
price discount, value sharing, etc. or to find out if
 
mathematically the technic would not be viable. 4. to work out
 
contract relations, payment terms of the three parties,
 
incl.special tendering rules if any, evaluation methods, contract
 
forms, meausuring of value increase, etc. and to make it 
compatible with other existing technics and procedures, 5. to 
educate the public and the professional community that it is not 
a trick to make Hungary more indebted, to eat up the future or to 
sale out companies to foreigners without money. (otherwise such 
reactions can be expected under present circumstances). 

We believe that the most crucial points of the method are
 
the conditions of the consortia (credit terms, risk sharing), the
 
incentives given to the buyers (and their calculations) and the
 
political will of the Hungarian side.
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We believe that modelling will find out the acceptable terms,
 
ratios of payment terms for a group of companies, which will
 
qualify for the scheme based on their present arid expected
 
performance.
 

Budapest, March 27, 1995
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EXECUTIVE SUMMARY 

This case study was produced under the USAID-funded Impact II Delivery Order 
implemented by Coopers and Lybrand/Chemonics International. 

The study is a collaborative effort to facilitate the move to democratisation of the 
Hungarian economy as well as the move to privatisation of Hungarian companies. It is 
intended to provoke thought and consideration about the issues involved with employee 
ownership training and organizational structures. It is not intended as a blueprint nor does 
it purpose that the method used at Algoma is the only method of proceeding with 
employee ownership. 

What is the special relevance of Algoma Steel Co. to Hungarian ESOPs, which 
merits a detailed case study under the aspect of the IMPACT II Delivery Order which 
aims to assist the economic stabilization of Hungarian companies recently privatized 
through employee ownership? 

Emloyee ownership has experienced a rapid growth in Hungary. Well over 200 
companies have been privatized between mid-1992 and mid-1995 through employee and 
management buyouts. Privatization, however, is only the first step in the transformation 
to a viable company competing successfully in a free market. Many or most Hungarian 
ESOP companies - like other privatized Hungarian companies - are in a precarious 
financial condition: loss of COMECON markets, obsolete equipment, lack of working 
capital and new investments, onerous interest rates, antiquated management and 
accounting methods, all militate against their survival and success. 

While the establishment of ESOPs in Hungary has been inspired by the ESOP 
experience in the US, there are some fundamental differences between them which make 
the practice of most US ESOPs less than relevant for Hungarian ESOPs struggling to 
make it in the market economy. The most basic differences are: 

US ESOPS HUNGARIAN ESOPS 

- Typically established in economically - Usually established in economically 
successful companies (98% of cases) distressed companies 

- Organized by management - workers - Employees must be involved (at least 
mostly passive 40% must make commitment) 

- Used typically by retiring owners to -Used exclusively for privatization of 
sell closely-held companies, or as a state-owned companies 
tax-efficient pension plan 

- Driven by financial considerations, - Driven by employees and 
sometimes to ward off takeover management trying to save their jobs 

- Typically minority ESOP ownership - Typically majority ESOP ownership 
- Union involvement rare - Frequently significant union role 
- Government incentives - tax breaks - Government incentives - credit 



Algoma Steel Co. in Ontario, however, is in most of the above asp,.cts atypical of 
North American ESOPs and its starting conditions resembled more those of Hungarian 
ESOPs. The company had a lengthy history of sour labour relations, high-cost operations 
and aging facilities at a time of low woild-wide steel demand and a general economic lull. 
After seven years of losses, Algoma went bankrupt in 1991 and headed into receivership 
which would have spelled disaster for its 6000-member workforce and the community that 
depended on its payroll. Faced with this prospect, the employees - with the involvement 
of their unions - organized a majority buyout. While the Government did supply some 
loan guarantees, the workers made large personal sacrifices and contributed a portion of 
their incomes to purchase controlling interest in the Company. 

As capital for technological improvements was severely limited, the new Algoma 
leadership had to engineer a turn-around based on their one unexploited resource - the 
determination of its workers to save their jobs. The employees' only recourse was to 
generate the cost savings and the productivity improvements that would make Algoma 
profitable. Management style was changed from control of the workforce to 
empowerment of workers. Worker participation and self-direction became the dominant 
values. A plan for change was enshrined in the Collective Bargaining Agreement and 
systematically implemented, based on massive "just-in-time-training" of all workers. A 
unique approach called Participative Process improvement (PPI) was developed in-house. 
The "PPI ToolBag" combines many modcm management techniques such as statistical 
process control, cause and effect analysis, analytical troubleshooting, team problem
solving, leadership and facilitation skills, consensus decision-making, multi-skilling and 
networking. The Algoma approach goes beyond Total Quality Management to what may 
be called "Total Quality of Work Life Management", which achieves a high-quality 
working environment, safety and facilities together with high-quality products at the 
lowest po:;sible cost. 

The results have been dramatic. Within two years Algoma turned around from 
near-bankruptcy in 1991 to break-even in 1993, by 1994 it returned to profitability and by 
1995 it was investing for the future. While the turn-around was buoyed by a world-wide 
recovery in the steel sector, it certainly could not have happened without the new 
structure and processes established at Algoma. 

Thus there is much that Hungarian ESOPs could learn from the Algoma 
experience in their search for a locally adapted Hungarian formula to achieve profitability 
and viability in the market economy. Not the least of Algoma's lessons is that in what 
was a very conservative company the structure could be changed from a hierarchy to a 
network, and management style could be changed fron. authoritarian/conflictive to 
collaborative, within the short span of two-three years. The methods by which Algoma's 
workers, management and union made these remarkable achievements are analyzed under 
five chapters: I. - the five phases of restructuring; II. - organization structure processes; 
III. - human resources development and management; IV. - organizational development; 
V. - the role of the uniu ,. The specific recommendations from Algoma's experience to 
H.agarian companies are recorded at the end of each chapter. 
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INTRODUCTION 

The organizations that wi!l be the focus of this case study are Algiru a St'el Inc., a 
steel manufacturing firm located in Sault Ste. Marie, Ontario, Canada and tue United 
Steelworkers of America, an international union which represents hourly and salaried 
workers at Algoma. 

The objective of the case study is to analyze which lessons of experience 
Hungarian ESOPs can draw from the succesful example of Algoma. The purposes are to 
impart the knowledge and experience which workers of Algoma have gained and to try 
and share it in some meaningful way with other employee-owned companies. The ca:! 
study method was selected so that a structured, progressive sequence of\events could be 
documented, which depicts the actual evolution of the largest employee tAkeover of a 
business in the world to date. 

While the case study is intended as a learning tool, it has another purpose which is 
equally important. It is the human element of this business story.There were no 
Government bail-outs or infusions of capital from management or investors to save 
Algoma Steel. Nor was there any money for facility and technological improvements. 
Instead, it was Algoma Steel workers who saved the Company. They represent the hopes 
and dreams of millions of shop floor workers around the world who are faced with 
massive global economic restructuring, corporate rightsizing and jb loss which creates 
financial uncertainty, economic vulnerability and family dislocation. Workers and their 
United Steelworkers Union are a modern day David which took on the corporate Goliaths 
of banks and creditors who were prepared to abandon the workers in favor of financial 
writedowns and tc let a major North American steel producer die. Armed with nothing 
more than courage, self-determination and a willingness to make personal sacrifices, the 
United Steelworkers Union and their members came up with a better idea. This is their 
story. 



ORGANIZATION OF THE CASE STUDY
 

Each chapter contains descriptions of the processes and transformations which were 
initiated within an emerging joint structure in an attempt to rebuild the company as an 
ESOP. A question-and-answer format is used to relate the lessons Algoma has learned 
and which might generally apply in Hungary. 

A matrix is provided which chronologically traces the conditions that prevailed at Algoma
during the five year period 1991-1995. Pre-1991 recounts the near-collapse into 
bankruptcy of Canada's third largest steelmaker. 1991-1992 was the restructuring phase
which saw the greatest amount of innovative thinking and re-engineering. 1992-1993 was 
a stabilization period before returning to profitability in 1993-1994, a mere two years
after Algoma was nearly written off for dead. Investing for the future was the theme in 
1995-1996 as Algorna prepared for the inevitable downturn in the perpetual business 
cycle. This case study is designed to illustrate the vision and commitment to success of 
the men and women of Algoma and to show how they were prepared to prove their 
detractors wrong. There is a lesson in the sequence of steps - the lesson of daring to 
dream an impossible dream and the necessity of having a plan, no matter how ambitious, 
if the eventual destination is to be reached. 

The case study consists of five chapters which are sequenced for effect and is
written in the present tense because events are still unfolding daily. The five phases of 
restructuring are described in Chapter One. Algoma Steel's organizational structure,
which is the contextual shell within which the transformation occurred, is described in 
Chapter Two. The char,,ceristics of the organization which facilitate or support critical 
processes such as decision-making, problem solving, communication and participation are 
detailed. The new roles for formal and informal leaders areas a result of restructuring 
covered. Chapter three adds the "people dimension" within the framework of human 
resource development and management. It discusses human resource functions which are 
integral to the change process such as training, workforce planning, salary administration 
and contract negotiations. Next, chapter four looks at organizational development which 
combines the structure and its people in relation to totally new and previously unheard-of 
organizational development concepts which were (and are) being pioneered at Algoma.
The economic and political environment which guided organizational development is 
surveyed together with organizational development issues such as empowerment vs. 
managerial control anc supervision vs. self-direction. This chapter contains information 
about the pace of restructuring, strategic planning and some financial implications of 
change. Chapter five discusses the critical role of the union and the process of collective 
bargaining to demonstrate the new spirit and style of doing business as an employee
owned company (ESOP). Topics in this chapter include changes to the collective 
bargaining process in a worker-owned company and an exploration of the new roles for 
union leaders under this scenario. The perceived loss of a negotiating adversary, which is 
a logical assumption as a result of conversion to employee ownership, is discussed. 

The case contains suggestions and "recommendations" which the authors offer to 
employee owners of Hungarian E.S.O.P. companies. It is presumptuous to expect that 
there could be an exact application to the Hungarian situation of the circumstances, events 
or solutions which Algoma workers created. This is clearly not our purpose. Every 
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enterprise is unique and constantly changing and while being aware of another's 
m-fortunes and innovations may serve as a guide to adapt one's own strategies for 
success, the caution exists of attempting to replicate the Algoma story in Hungary. There 
is plenty of new knowledge to be discovered and new concepts to be developed in the 
fields of workplace re-design, employee participation, worker ownership and 
management. 

Every day, workers at Algoma Steel are making innovations, taking intelligent 
risks and adding to their rich repertoire of worker-ownership. This case study is meant to 
inspire others, particularly Hungarian worker-owners, to do the same. 



Sources of Information 

This case study was completed as part of "Project for MORE" (Management and
Ownership Redefinition) of the Hungarian Share Participation Foundation. it was made 
possible through the financial suppnrt of the United States Agency for International 
Development (USA1D). The Foundation intends to use the case to assist Hungarian
E.S.O.P. companies to develop similar innovations and workplace re-design technologies
for long-term economic viability and to assist with the democratization of the Hungarian 
economy. Important sources of information for this case were the staff of the Foundation,
particularly its executive director Mr. Janos LukAcs and Dr.Ilona Er6s. Their insightful
questions and debate about the concepts of employee ownership (not just in Hungary)
have given the authors a new understanding about the relevance of the Algoma story,
especially in a pre-capitalist economy. Similarly, Mr. Itil Asmon and Mr. Vince Morabito 
of Chemonics shed significant light on the Hungarian siLuation which enabled the authors 
to focus on the change process while considering cultural variables as much as is prudent 
to do so. 

The authors had the opportunity to meet and talk with numerous workers, 
managers, trade unionists, students and ordinary citizens during a five-week period in the 
spring of 1995 in Hungary. Each person recounted their hopes and fears for tomorrow's 
Hungary. While this is a case study about a North American (Western) concern, many of
the comments we heard such as the demise of the middle class, the strong urge to return 
to old familiar ways and the pain of subsistence living transcend international boundaries. 

Algoma Steel is a corporation which has been studied by journalists, union 
researchers, academics and internal company personnel. The authors have reviewed and 
consulted other case studies and bries'. 

The major source of information was the personal experience of Mr. Denis 
DesJardins, who is the Union coordinator for the Worker Participation Program at the 
Algoma Steel Inc. Through a series of focused interviews and by responding to 
innumerable questions, much of the information which is contained in this case is a
personal recollection by a major proponent of employee self-determination through
ownership with over thirty years of experience at Algoma Steel. 

The final source of information was the Algoma Steel annual report for 1994
which noted "the significantly improved financial results recorded during 1994 reflect not 
only strong market conditions, but also Algoma's excellent facilities and highly trained 

.	 "Employee Buyouts in Canada: A Blending of Cultures", by Morley Gunderson,
Jeffrey Sack, James McCarthy, David Wakely and Jonathan Eaton. 
- "Innovation and Cooperation in Canadian Industrial Relations: Adapting to 
NAFTA", by Richard Chaykowski. 
- "Algoma Steel Inc.: Employee Buyout Case History" by Jennifer Hutchinson. 
- "Canadian Co-Determination : The Story of Algoma Steel", by USWA National 
Office. 
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and motivated employees who are capable of maximizing the potential of these facilities 
in terms of quality, output and cost levels. The strong base of facilities and people 
combined with the elements of the new strategic plan should ensure a strong and 
competitive company into the future". 

5
 



CHATI'ER ONE 

THE FIVE RESTRUCTURING PHASES OF ALGOMA STEEL 

Pre-restructuring Phase (Pre-1991) 

We will begin the Algoma Story with an explanation of the circumstances which 
led up to the eventual re-structuring of the company and an exploration of the conditions 
which existed during five distinct phases from 1990 to 1995. Generally the circumstances 
and conditions could accurately be grouped under the title of "industrial relations", 
because, while there are financial and product implications to the story, the inability to 
resolve these and all other related organizational problems were essentially due to people 
issues. Few people inside or outside Algoma would disagree that post-war labour relations 
at the company were bad. Workers were seen as simply units of production - each was 
given a number and all were a cost to be borne as were raw materials, fuel, equipment, 
etc. In contrast to today's way of thinking, very little was asked of Algoma workers, and 
workers lived up to their end of the bargain exceedingly well. They were expected to 
show up on time, do only what they were told, not leave work early and not argue with 
their superiors. It was a classic case of leave-your-brain-at-the-gate because someone else 
(management) had it all figured out and organized. Top management made the big 
financial decisions which they revealed to only a select few, who certainly did not include 
workers lior their representatives, but also didn't include lower levels of management. 
Middle managers oversaw front-line managers who watched workers do the work. It was 
a case of classic Taylorism with the occasional foray into some popular (for the moment) 
management theory deviations. But the largest single aggravation carne, ironically, from 
the Human Resources department-despite the implications of the division's name. For it 
was here that the collective agreements (and dis-agreements) were hammered out, and it 
was here that human resource policy was developed for Algoma Steel. Long time 
employees can all recount at least one serious run-in with one or more of these policies. 
Over the years, worker attitudes were honed and tempered in the fires that burned on the 
picket lines during months of bitter strikes and lock-outs. One decision which more than 
any other created untold acrimony in the labour relations of Algoma was the constant and 
repeated decision to hire management people and try 'o keep the plant running when there 
was a legal work stoppage. Algoma's strikebreaking efforts galvanized the Union and 
workers individually to such an extent that for many, a decision to buy the bankrupt 
company was easy. Most felt they could only improve the situation. 

During the years leading up to 1991 many militant unionists were elected, 
especially at the local union level, although occasionally they would seek and secure a 
higher office. This meant that when the time came for the ultimate decision of whether or 
not to shut the place down, the union leadership was peopled by a group of determined 
and resolute leaders. Had this not been the case, the verve needed to stand by a radical 
counter-proposal might have been lacking in more moderate leaders. 

In terms of its products, Algoma, like all businesses, had to be able to withstand 
the vagaries of competition, legislation, new technologies and changes in consumer 
preferences. For a while Algoma was price competitive, however at a much greater 
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distance from its markets. Plate, sheet, rails and structural steel were the mainstay, but 
plate was severely compromised by the Free Trade Agreement with the United States and 
the rail business dried up as rail travel was displaced by cheaper and faster air travel. 
Algoma was on a collision course with destiny, and low oil prices in the 80's dropped the 
bottom out of the tubular products division at a time when Algoma was in the midst of 
constructing a new rounds caster after buying the Mannesman Tube mill and building an 
expansion mill. Eventually oil prices went up, but by that time world-wide supply of pipe 
for drilling had caught up and the demand for oil decreased as cars were becoming 
lighter, replacing steel with plastic, further adding to Algoma's woes. The recession of 
the early eighties coupled with a too-strong Canadian dollar resulted in massive lay-offs at 
the Sault Ste. Marie plant. For the 10-year period 1980-1990, Algoma's workforce was 
cut in half, from a high of 12,000 to just over 6,000. Newly developed U.S. mini-mills 
and off-shore imports resulted in financial losses for seven of the nine years front 1982
1990. Dofasco, which purchased Algoma for its slab steel capacity - a low profit margin, 
further cannibalized what was left of Algoma by buying the company, eliminating its sales 
force and sending all the highly profitable orders to its Hamilton works, leaving Algoma 
the low-end slab sales, expensive off-shore markets and the secondary, domestic market. 
The script had been written, and when Dofasco announced it would write down its Cdn. 
$700 million investment and stop supplying any more operating dollars to Algoma Steel, 
time ran out for the company. 
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The Re-structuring Phase (1991-92) 

Immadiately, Algoma had to advise its creditors as to how it would alleviate its 
massive debt and workers wanted to know how they were going to receive their recently 
won strike benefits. Numerous high level meetings involving banks, both companies
(Dofasco and Algoma), Federal and Provincial governmeJwis and the Union were held to 
try to resolve a very complicated problem because, by that time, the playing field was 
starting to become more level. The serious debt which the companies had fallen into took 
away much of their perceived authority position - they could no longer hide their 
ineptitude and inability to keep the company on an even keel. Labour, on the other hand,
had never been given a chance and now it had a sympathetic government which would at 
least ensure its point of view was heard. A task force was set up at USWA's request
while the banks and Dofasco were convinced to supply temporary loan guarantees so the 
company could keep operating until a longer-term solution was found. Algoma received 
protection from its creditors tinder a piece of legislation called the "creditors protection
act" and enough time was bought for a company-led restructuring plan to be developed.
What began to emerge however was a stronger role for the Union as many of the interim 
manoeuvres were designed by the Steelworkers to keep a presence at the table and to 
ensure that the company didn't merely capitulate to the creditors. 

On September 23, 1991, Algoma made public its new business plan which
proposed reduction of the workforce by a further 1850 people in addition to currently
laid-off workers, closure of its ore division, 20% salary reductions for the rank and file. 
The plan had the strUctural and tube mills still operating; however, as the restructuringfacilitator at the time noted, keeping these mills in operation "will take a remarkable 
degree of co-operation between labour and management". Many industry analysts pointed 
out basic flaws with the plan (in terms of the projected lower Canadian dollar and demand 
level projections). However, it was the huge cost of the company's plan in terms of lost 
income and tax revenues and the devastating effect these would have on the local (and
national) economy which opened the door for a Union-led counter proposal. The 
Steelworkers soundly denounced what they called "Dofasco's plan" and advised that they
would present an employee-buyout alternative. To back their offer, they put Cdn. $10 
million of their own wages up to buy the time it needed to construct the take-over plan.
The pendulum had clearly swung in the Union's favor because, throughout the entire 
restructuring period, tne company continued to lose money and prospects for the 
company's plan kept getting dimmer. 

Finally, on Friday, February 28, 1992 was announced the Union rescue deal that
would save Algoma from closure. A new Algoma Steel Inc. would be incorporated with 
employees owning a 60% controlling interest in the form of common shares of the 
company, acquired over the following five years. They would have control as owners 
through their representatives on the Board of Directors and through a joint management 
process along with special voting rights through employee co-operatives. The workplace
would be redesigned to permit greater employee participation, reinforced through contract 
language which both sides would have to agree to. The plan received the support of all 
parties and the collective agreement was re-opened to eventually close the deal. One small 
step towards empowering workers had been taken. 
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Many of the organizational and structural changes that were mandated in the 
collective bargaining agreement (CBA) became effective upon the signing of the contract 
on June 1, 1992. The process of creating the participation vehicles was begun with the 
hiring of a Union co-ordinator and an assistant whose job it wa, to see that the Union 
agenda was followed. Postings for the three main task forces setking volunteers went up 
and an objective process was used to short-list applicants to be recommended to the Union 
Steering Committee for selection. Interviews were held with each applicant to ensure that 
they possessed the proper understanding and interest in ownership and participation. The 
process ensured that any and all workers who were interested had the opportunity to come 
forward, plus it gave the Union an indication of the resources that would be available on 
the shop floor when committee members began doing their work. There was no shortage 
of work to do, since the company was still losing money, but now the workers and their 
leaders had to come through with solutions to what was plaguing the company. Workers 
on the task forces (problem-solving and cost reduction, workplace redesign and training) 
were given their specific mandates under the contract. The manner in which managers 
were appointed to the committees was flawed as they were merely selected and told who 
would and wouldn't belong. Immediately, there was a continuity problem as the 
management co-ordinator left to work elsewhere and a new co-ordinator had to be found 
and brought up to speed, all of which wasted precious time. In fact, over-all company 
leadership was a problem at this stage because the company President had not been asked 
to stay on by the Board and, until a new one who was acceptable to the Union could be 
found, there was no leadership at the top. Consequently, most managers felt secure in not 
supporting the restructuring efforts, safe in the knowledge that the top was not terribly 
interested either. 
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The Stabilization Phase (1992-93) 

Eventually, a CEO who understood the power of participation and was supportive 
of dismantling the old regime was found and a new era began. One of his first actions 
was to hire a new Director of the Human Resources Department, who shortly removed 
the existing head of the H.R. department. The long task of rewriting and reshaping 
human resources policy into a more modern and useful resource started to take shape. A 
period of stabilization began but the company was still losing money, although signs were 
starting to appear that this condition was no longer inevitable. 

Two interesting sidebars appeared at this juncture of the transition process. Since 
time clocks had been removed (a largely symbolic gesture), management feared that 
workers were leaving work early and weren't being disciplined for this. Some 
management had become reluctant to fulfill their disciplinary responsibilities for fear of 
reprisal from the union, but the union asserted that discipline was management's 
prerogative and not the union's. Role conflict and blurring was an issue to be resolved but 
at least now there was a participative process in which to do it. The other phenomenon 
which occurred was the struggle between the task forces and the elected Union leadership. 
Many felt their authority was being usurped and that the changes being proposed by the 
largely union-dominated task forces were too much and too fast. The union executive also 
felt that the process was out of control and that they were not able to keep up with it. 
However, once the problem surfaced it was added to the menu of problems and the 
process took over. By this time, more training was occurring giving workers the 
information and skilis they needed to use it to participate and make input to the solutions 
being recommended about virtually all aspects of the company's operations. 
Communication had also started to improve, bringing more workers than ever before into 
the bargain. The Joint Steering Committee (JSC) process started to take hold. More 
significantly, the collective bargaining agreement was treated as a living document, and 
modified as needed to accommodate the needs of the task forces and the workers. In the 
past, any attempt to modify or even interpret the agreement was met with Stiff opposition 
and usually resulted in expensive arbitration. By the summer of 1993, this and many 
other aspects of Algoma Steel Inc. were taking on a new dynamism and a life of their 
own - a far cry from the gloom and doom two years earlier. 
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The "Returnto Profitability" Phase (1993-94) 

Incredibly, at least for some industry analysts, a period of profitability emerged 
(June 1993-December 1994) as Algoma's participative systems kicked in just as the steel 
industry and the economy began to brighten. The company made some strategic decisions 
such as exiting the off-shore market and putting a halt to slab sales, which was a marginal 
prcfit producer anyway. Business volume became so healthy that debates occurred at the 
JSC about the restrictive hiring policy invoked by the CEO. At one point, the large 
number of employees in training was questioned as manpower shortages meant potentially 
lost sales. But the long-term horizon indicated another industry downturn was inevitable, 
and the need to be ready with more highly skilled and therefore efficient workers (instead 
of the traditional lay-offs) won the day. A sense of maturity pervaded the company along 
with the awareness that more strategic thinking was at work, largely as a result of tie 
processes that had been put in place. The process really shone when just prior to the 1994 
annual meeting, a series of secret bonuses for 100 select managers was revealed by the 
shop floor representatives on the Board. The Board voted to rescind the bonuses, 
discontinue the process and, in the bargain, fiv2 senior executives including the CEO gave 
back their bonuses as well - all told over Cdn. $3 million saved. 

1994 saw more training occur thap ever and the departure of more upper 
management who were replaced from within, usually with a strong recommendation from 
hourly persunnel. Ongoing contract negotiations focused on income security' till 1999 (to 
facilitate employees offering significant and sometimes radical ideas for improved 
viability without fearing job loss); amalgamation of the three different unions was 
discussed to remove cross-jurisdictional barriers, simplify contract administration and add 
flexibility in the movement of workers from area to area within the company; pension 
improvements were discussed since the overall size of the workforce would have to be 
reduced, but by attrition; and a new business plan to build a thin slab caster would 
require a reconfiguration of ownership in order to raise the necessary capital. It was 
discovered that majority ownership did not give the workers the effective control they 
desired or thought they had, but changes to the organizational development structures and 
policies were made (such as a veto on any new CEO) which ensured that even in the case 
of losing majority ownership, control would remain in the Union's hands. Other 
significant changes during this phase included the implementation of the business unit 
concept in strategic departments (the tube mill was first) in order to permit and increase 
innovation in the product line and exploration of new markets. The business unit concept, 
widely used in firms such as IBM and General Motors, added to the company another 
level of maturity and sophistication which reassured workers that "someone knows what 
they're doing for a change". 

Income Security: this is not job security, but rather a top-up to unemployment 
insurance that a worker would receive from the government as a result of being laid off. This 
amount can vary, but in Algoma's case, it was to provide 90% of the workers' wages. 
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The 	"Invest for the Future" Phase (1995 and beyond) 

The final phase, the one the company is in the midst of as this case is written, can 
be titled "Invest for the Future" since it covers the period from Jai uary 1995 to the end 
of 1997. In January 1995, the Joint Steering Committee began to re-negotiate the 
organizational structure of Algoma, the strategic plan for long-term viability, income 
security for all present employees, a vastly improved pension plan and t gainsharing and 
profitsharing program. What resulted was possibly the most advanced collective 
agreement in Canada to date, and certainly the most progressive contract Algoma workers 
have ever seen. The Union agreed to reduce its majority ownership and to amalgamate all 
union locals, in exchange for: 

Control Issues: 
* 	 the right to effectively' veto any new appointments to the Board
 

(through its representatives on the board)
 
* the right to effectively veto the hiring of any new CEO
 
" the right to veto any new share issue (through a vote of the cooperatives)
 
* 	 the rioht to participate in any strategic planning of any nature 
* 	 the right to establish departmental steering committees (mini-JSCs), with a union 

steward sharing the chair with a departmental superintendent 

Monetary Issues: 
* 	 the best pension plan in Canada (50% increase)
* 	 gainsharing and profitsharing (escalating scale)2 

* 	 wage increases 
the ability to sell a portion of the shares 

Income Security: 
• 	 every current employee gets income security to 1999 or is guaranteed 90% of wage 

through a Suppledmentary Unhmployement Benefits top-up 

Union Resources: 
* 	 two additional full-time co-ordinators and 50% budget increase. 

Effective veto: the board established committees to approve any new board members and 
to search, if needed for any new CEO. The committees were made up of two management 
and two Union members. A 3/-','s recommendation of the committee was required; this meant 
that the selection was dependent on the support of the candidate by Union half of the 
committee. 

2 Gainsharing: this refers to the financial gains made through suggestions of the 
employees in either products or processes. The gains/savings are shared with the workers. 

Profitsharing: this refers to the financial gains made through profits of the company as 
a whole. It is a means of rewarding workers for their part in making the company profitable. 

12
 



The Management's Rights Clause was changed to read: 

" Management of the plant and the direction of the workforce will be jointly 
administered to the extent provided for in Sec. 3 of the General Article of this agreement. 
Management retains the right to discipline but shall do so in a manner consistent with the 
principles and objectives set out in the Collective Bargaining Agreement. 

During this phase the final negotiations were completed to create the 800-member 
salaried bargaining urit which, in addition to removing a monumental barrier to 
cooperation, will also likely mean that training will escalate as supervisors begin to 
recognize the collective will and the needs of the broader company horizon. 

The immediate challenges are to raise the capital (Cdn. $500 million) to proceed 
with the mini-slab caster mill, and to normalize operations through training and 
organizaticnal development (e.g. bring the salaried bargaining unit into the fold). The 
mindset which has been created is that the processes are irrevocable, and the evidence 
that they work is the Cdn. $127.5 million profit the company earned in 1994 - new 
profits from new processes such as participation and ownership. These profits belong to 
different kinds of shareholders and will be used for very different purposes than ever 
before. 

The Union signed a memorandum of understanding with the company and agreed 
to recommend to the workers that they reduce their majority ownership position as part of 
the new collective agreement. These changes will only become effective upon ratification 
by the two cooperatives (salaried and union workers). 
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CHAPTER TWO 

ORGANIZATIONAL STRUCTURE PROCESSES 

Characteristics of Change 

The most notable characteristic of the organizational ',r;7ture of Algoma Steel is the 
degree Cf joinrness in the structure. The previous structre was very linear, which enabled 
top-down decision-makIng and authoritative control to be exercised and which inhibited 
bottom-up participation and influence by workers. The pr'sent structure consists of a 
series of parallel and converging committees which operate as a balance, with the joint 
committees acting as the fulcrum. The Joint Steering Committee, made up of 6 
management and 6 union representatives, is co-chaired by the company CEO and the 
International staff representative of the US'WA. The committee is riandated to make 
everyday decisions or recommendations to the Board, depending on the mIter at hand. 

The Joint Training Committee also makes decisions about training needs and issues 
or recommends actions to the JSC. The Joint Technical Change Committee, as the name 
implies, assesses changes brought about or necessitated by technology (all types) and 
makes appropriate recommendations, usually right at the departmental level. It is here that 
the self-directed workgro:ip process gets its impetus as the most notable workplace 
redesign technology. The Joint Problem Solving and Cost Saving Committee oversees the 
Employee Participation Process and facilitates input into all facets of Algoma's 
operations. The schedules of these committees vary from daily to weekly meetings, and 
metings are held most often at the company's restructuring centre. All committees have 
access to administrative support and the on-line computer system (PROFS) for distribution 
of minutes, reminders of meetings, etc. The restructuring effort and resources which have 
been assigned to it corresponds to the size of the company and are an indication of the 
massive workload which is required to rebuild Algoma Steel from the ground up. 

There are many questions about employee-owned firms in relation to their 
organizational structure, not the least of which is "does structure facilitate ownership and 
the processes that go with it?" There are certainly many organizational structures, from 
hierarchical to totally flat (even inverted), but do any of them facilitate or foster the 
change that is expected when employees purchase a stake in their company? As noted 
earlier, Algoma experienced several significant structural changes in the five-year peiod 
when every effort was made to keep the company alive. Some of the structures were 
designed to increase joint decision making, while other arrangements were simply meant 
to ensure that the right people were indeed talking together. Several organizational 
configurations were tried which contrived to bring Algoma to a state of employee 
ownership. The question is the same: is ownership (or even the transition process to 
ownership) enhanced or facilitated by organizational structure and if so, what should that 
structure look like? 

The general agreement in the case of Algoma Steel is a resounding belief thai for 
the first time in most employees' memory, the ability to meet management on equal 
terms, whether at the boardroom table, in committee or right on the shop floor is the key 
to overcome the years of mistrust and acrimonious labour relations that contributed to 
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the decline of the company. There are innumerable ways this jointness in terms of the 
way the company in presently structured can be assessed to determine how the working 
relationship has changed. 

Decisioil Making 

The way decisions are made, for example, is a significant indication of 
organizational structure which many people would expect would change as a result of a 
new ownership paradigm. Regardless of the significance of the decision for the company, 
whether it is at the workplace (eg. to schedule vacations) or at the Board level (eg. 
concerning product line changes), the process used to make decisions gives worker
owners meaningful opportunities to contribute ideas, suggestions and opinions and to 
have influence in the ultimate decision. Because of the varying complexity of issues and 
the huge volume of decisions which workers make every day, Algoma does not employ a 
standard methodology or model for decision making. One premise is that thc 
experienced worker (especially one who has been properly trained and who possesses 
adequate information) need only rely on commun sense to make the decision which is 
in the ccmpany's best interest. Algoma has recently begun ensuring that workers in fact 
have the training and information (previously the purview of managers) to combine with 
their experience in order to make effective decisions. For specific, larger problems 
requiring (and now desiring) employee participation, the company has turned to a more 
systematic process known as the K.T. (for Kepncr Tregoe) decision making methodology 
and to several structural vehicles such as the joint problem solving and cost savings 
committee, the joint union management steering committee and the joint technical change 
committee, to name a few. 
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These committees are composed equally of management and union members who 
meet on a regular basis using pre-approved employee input processes (some ideas arrive 
via e-mail) to gather, review and decide on workplace improvements. The single greatest 
motivator which induces employees to suggest improvements and cost savings is that 
there is a credible and consistent (objective) process which employees have confidence 
will work because there are workers just like them involved at all levels. Employees 
are not paid for suggestions and, since they own a large stake in the company, 
receive no direct financial reward. Yet the structured approach to decision-making has 
netted millions of dollars in rf_,al savings and potentially millions more in intrinsic value. 
The same applies to joint decisions which prove to be incorrect - the responsibility and 
accountability is now shared jointly and workers (who have always had managers to 
blame) and managers (who have always had workers to blame) now must jointly accept 
the consequences of their decisions. 

Example: Algoma had three 50-ton coal scrapers and they wanted tc, 
retire two of them and replace them with 2 new 100-ton scrapers. The new 
scrapers would move more coal faster, which would save a lot of money. 
The decision wouid mean three employees would be laid off. The decision 
was made unilaterally by management, before there was a requirement for 
any employee or Union input. Subsequent to purchasing the equipment, the 
company discovered that the new equipment was too heavy for most of the 
existing bridges at the plant and that a lot of bridge infrastructure would 
have to be modified at considerable cost. There was another problem. The 
ires on these new machines were too large for the company's repair 

equipment and would have to be sent out for repair, again at higher costs. 
In discussions with the Union and the frontline workers (the equipment 
operators), the suggestion was made that some of the first-year savings be 
used to purchase the larger tire repair equipment and the surplus employees 
be trained to change the tires in-house, thereby avoiding the lay-offs of 
seasoned operators and eliminating contracting out. The company agreed 
and a win-win decision resulted. 

These are the decisions Algoma looks for now - ones that include an element of 
benefit to the employee instead of purely the bottom line. The process of input and debate 
results in a slower process, but this is vastly outweighed by fewer errors and much 
greater commitment to put the decision into force on a timely basis. The element of 
owning the solution is as critical as owning the company, and the joint committee 
structure ensures employees will have a say. 
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Participation Processes 

Structure alone may prove disappointing if employee participation levels don't 
match the degree of involvement needed to make different decisions in different ways. 
Participation is a more difficult concept to grasp, especially after decades where 
employees were unwelcome at the table. Buzz-words such as "empowerment" fail to 
inspire the kind of trust and openness that companies need of their workers - both 
employees and managers, in order for them to take ownership of the situation and make 
the company profitable. At Algoma Steel, participatior was mandated in the Collective 
Bargaining Agreement to allow any employee who wanted to participate in all aspects of 
the company life through the vehicles and processes referred to earlier. The very 
language of the agreement was used to ensure that decision making and involvement 
would be pushed down to the shop floor level where the employee who was performing 
the task knew besL what was required to make a quality product, improve productivity and 
profitability. From the Board level where four Union representatives (greater than the 
number of managers) participate with full voting rights, down to numerous task forces 
and committees at Algoma Steel, workers can participate in important and significant 
ways. A formal and comprehensive Employee Participation Program was instituted 
consisting of a mandatory 8-hour training course that described the Union's goals and 
objectives for the joint participation process; the creation of countless Employee 
Participation Units (typically numbering 20 employees) which foster dialogue and joilit 
problem solving on the job; and the assignment of Employee Participation Unit 
representatives, whose job it is to keep the process running smoothly. In a sort of 
cascading model, the plan eventually is to facilitate such high levels of interaction among 
workers and managers that these overt structures are not required any longer. The 
evidence to date is that there are many non-believers, especially among long-time 
employees who are rightly skeptical of a "flavour of the month" style of organizational 
change. Many workers believe that if they are going to have to take the responsibility 
which previously earned managers higher pay rates, they should be similarly 
compensated. The entire system of participation is totally voluntary, and only time will 
engender large numbers to buy in. Typically, newer and younger workers embrace 
participation, as they are usually anxious to secure their employment status and view this 
vehicle as a method of doing so. 

Employees now participate more actively in training as a result of the new and 
increased emphasis on getting involved. Visual signs, newsletters, posters and electronic 
messages all exhort workers that "this is their company - let's manage it!" The real 
advaqtage to a comprehensive employee participation program is that it yields big 
dividends for relatively little cost - provided workers help design the process, run it 
and ultimately benefit financially. An example of how workers who participate in 
committees to assist with cost-saving decisions can be seen in the example of the steel 
ladle transfer car: 
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Example: After the joint steering committee was formed, another decision 
was debated which took a while to resolve. At issue was the steel ladle transfer 
car. Algoma management had unilaterally decided they were going to contract out 
the building of the car to another firm to try to save money. The company had 
plenty of facts and figures which, when the Union had a chance to look at them, 
showed that it would be cheaper this way. But the Union objective was different. 
There were many people still laid off at the time and the Union was interested in 
getting these people back to work. Since the collective agreement obliged the 
company to allow workers to participate"in major expenditure decisions and the 
company was forced to disclose the information they had collected, a team of two 
management and two union people (Joint Steering Committee members) were told 
to research the project. The job would require three welders and a boilermaker 
and, at the companies inflated charge-out rates of Cdn $76/hr, there was no way to 
compete with the outside contractor. However, in the course of the discussions at 
the JSC it was discovered that the company didn't have all the costs. For 
instance, the ladle car was so large it could not be shipped in one piece but would 
have to be shipped in sections and re-assembled by Algoma's people upon arrival. 
This meant much higher shipping costs than previously accounted for. Also, all the 
hydraulic lines would have to be connected, filled with fluid and bled using 
Algoma employees. When all these new factors were included it was agreed that 
it made sense to produce the car in-house. People were brought back to work and 
the costs were similar - another win/win decision. 

Communications 

Of all the organizational structure issues facing employee-owned companies, none 
can be more important than effective communication methods to ensure that collaboration 
and shared ownership evolve. Much has been said and learned about communication in 
traditional organizational structures,' all of which applies in employee-owned companies. 
But there is an added dimension - that of the new communication role which the union 
must adopt as people begin to make the transition to ownership - whether this is to gain 
support for the new ways or merely to help employees understand that it is now their 
responsibility to manage their companies affairs. In the beginning stages of ownership, 
the workers typically turn to the union for accurate information about the takeover deal, 
c-specially if management has little credibility with the workers. At Algoma, even the 
Union learned the importance of communication and the lesson of taking nothing for 
granted when major change threatens to upset the status quo. 
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Example: Early in the restructuring process, Algoma was still losing 
a lot of money on its operations and some employees were still on lay-off. 
Whether or not the company would surviv. was still unknown and things 
were pretty desperate. Immediately followIng the signing of the 
restructuring agreement in June of 1992, the Union and company proceeded 
with the negotiated agreement to do eight hours of restructuring orientation 
and some initial training with as many workers as possible. A group of 
employees objected to this because they thought the company could not 
afford to be spending money on such a ffivolous thing when the company 
was financially in such bad shape. They organized a petition which about 
10% of the workforce signed and took it to the company and the union to 
try to get the training stopped. It was very divisive and came at a crucial 
time in the restructuring process. The union had failed to communicate the 
importance of getting people trained so that they could begin solving the 
company's problems. It also neglected to communicate that it had been 
successful in tapping into some outside funding to help it with the cost of 
the training. When this was all explained the opposition disappeared, but 
the Union learned the importance of letting people in on the 
information which its leadership knew well and had assumed everyone 
else knew. 

Both the Union and the company began to explore ways of communicating more 
effectively with the workforce, both separately and together. Townhall meetings were 
held at the Union hall for both management and hourly employe., and the task forces 
made presentations to those who attended. The task force members themselves - including 
the CEO and other senior managers - went into the workplace and communicated directly 
with workers. The Union and the company published bi-weekly newsletters to update 
employees on events and issues. The e-mail system was greatly expanded and workers 
were given accounts to be able to dialogue plant-wide, send or receive information and 
stay abreast of major developments. Previcusly this system was only for managers, and 
opening it up showed workers the company wasn't trying to hide anything or 
electronically spy on them. Even the Union hall was brought on-line to close the 
communication loop. Still some workers felt they were in the dark, especially those who 
weren't computer literate and wouldn't use the new communicatiors technology. To solve 
the problem and to guarantee that a steady source of accurate and up-to-date information 
was always available, a Communication Co-ordinator position was created whose job it 
was to take charge of the various communications methods used at Algoma and to update 
the workplace. 

More recently, training in effective meeting skills and interpersonal skills have 
become mandatory for people in positions such as task forces, E.P.U. reps and other 
committees where a high degree of interaction exists. The very structure of joint 
committees and the frequency of meetings means people can't avoid talking to each other, 
and they needed the skills to do it effectively. 
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Profitability 

But decision-making, participation and communication are irrelevant if the 
company fails to generate a level of profitability to make it viable. The issue of 
profitability is probably the most contentious when new values accompany new owners, 
in this case employees. At Algoma Steel, profitability was the subject of much discussion 
when the joint steering committee first began to meet. The company's position was to be 
profitable at all cost. The Union believed that the goal was to be economically viable, 
which meant something altogether different from the company's definition. The Union 
argued that "profits were for shareholders" and that return on investment was the 
principle goal of profits. Although the employees were now shareholders, the Union 
argued that return on investment should not be the only focus, especially if profits fail to 
support workers who are laid off during periods of downturn in the economy. Profitability 
has to equal sustainability of well-paying jobs and security of investment for the worker. 
In addition, costs (such as training) must be re-defined as investments, just as technology 
is seen as an investment in profitability. In other words, people's needs and priorities 
had to be factored into the profitability equation now that they were owners. 
Different companies will have different circumstances; however, profitability is a 
fundamental issue when employees buy a piece of the action. Sometimes individual 
employees or minority groups can break solidarity with the ranks to try to maximize their 
benefit, especially if they have long seniority and feel protected against lay-off. 

Quality Improvements 

Another way to measure whether the structure of an organization supports 
employee ownership is the quality improvements which should emerge as a result of the 
transition and processes mentioned earlier. Algoma workers know that their competitors 
in the steel industry are as concerned about quality as they are and especially that 
customers want quality steel to put into their products. Traditionally, quality was the 
responsibility of the Quality Control Department, despite the company's attempts to 
encourage employee involvement in quality control. What was missing was any contact 
with customers (end-users) and lack of direct involvement of workers in the process to 
improve quality. In the absence of evidence to the contrary, workers believed their 
products were satisfactory or, in the event they learned that a shipment was defective and 
was returned by an unhappy customer, it was someone else's loss (i.e. the company) and 
the worker felt unrelated. Concepts and trends like TQM (Total Quality Management) or 
CQI (Continuous Quality Improvement) came and went as quickly with their usual 
management exhortations and fervor but without any lingering, structural alterations to 
the way things had always been done. The same can be said for re-engineering, quality 
circles and management by objectives - what many people refer to as "flavour-of-the
month management"). These theories were refinf.ments of a totally faulty management
of-quality paradigm, and in some ways contributed to making a bad thing worse 
(especially when the cost of the consulants who were hired to preach these theories was 
factored in).
 

As part of the new Algona, a process called Participative Process 
Improvement (PPI) has been developed in-house which relies oa the talents and 

20
 



capabilities of a highly trained workforce and incorporates elements of quality of 
work life, productivity and product quality together. It does not separate the product 
quality from worklife quality and thus it attempts a more holistic approach to quality 
improvement. The program is aimed at reducing waste, error and re-work to reduce 
costs and improve productivity, customer service and over-all profitability. Central to the 
elimination of waste, error and re-work is a "tool-bag", commonly known to the 
employees who have one as the PPI ToolBag. Included are stalistical process control 
(SPC) methods such as Pareto Analysis, Cause and Effect (fishbone diagram), control 
charts, Process Capability Methodology and a Measurement System Evaluation. 
There are also problem solving methodologies such as Analytical Troubleshooting and 
an SPC Problem Solving Strategy. Rounding out the tool bag are interpersonal skills 
such as Team Building, Managing Change, Leadership Skills and Facilitation Skills. 
There are techniques for cost-benefit analysis, baselining and benchmarking, 
ergonomics and a corporate resource directory for reference. With this tool bag at 
their disposal, shop floor workers can perform virtually all the functions previously 
relegated to the Quality Control department and thereby achieve immediate quality 
improvements during the actual production process. Many workers have received 
training on all the "tools", and the process of training many more is continuing. In the 
meantime, those who are competent are fulfilling the role of facilitating quality 
discussions in groups and with self-directed work teams. 

What's especially different about this approach is the combination of 
production quality and quality of work life as an incentive to encourage workers to 
be quality conscious. This means that not only are the products of better quality, but 
the safety, enviroimnent and facilities do not suffer in the drive towards higher 
quality at the lowest possible cost. There is balance between product and process 
with the worker being able to manage the scales - a stark contrast to the more 
narrowly focused Total Quality Management. 
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A Dialogue About Co-Determination at Algoma Steel 

In order to concentrate on Algoma Steel and the organizational structure issues it 
faced in greater detail, we now will turn to some specific questions. It is the authors' 
hope that the use of this question and answer technique in each chapter will animate the 
case study for the reader and show how dynamic the restructuring process was at 
Algoma. 

Q. Let's begin at the beginning. Did workers actually believe that buying such a large 
piece of such a troubledcompany was their best option? Was no one else interested in a 
partnership? 

A. No one was interested. After all the attempts to negotiate the companies debt with 
Drifasco and the other creditors, it became clear that the only people interested in saving 
our jobs were the Union and the various levels of government. You have to remember the 
state of the steel industry at the time as well as the general economy around 1991. There 
was far more steel available in the world at low prices than there was a demand for, and 
we were not the cheapest producer by a long shot. Algoma has a long history of labour
management strife and we had Just come off a four-month strike where we gained wage 
increases and the workers were not in a mood to give them back. The real problem was 
that no one, either at Algoma or Dofasco, really cared about the workers - they were 
interested only in the finances of both companies and in protecting managers jobs at the 
expense of workers, and there were no joint processes or anything like what we have now 
to influence that agenda. When the Union saw the proposals from Dofasco and Algoma, 
particularly the size of the job losses, they knew immediately that they had to come up 
with an alternative plan. 
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Q. Can you describe how the companyw.as_organized which accountedfor this attitude of 
disregard for the workers? 

A. Algoma Steel was as traditional an example of Taylorism as-you'd find in North 
America and, worse still, it was a very conservative company. Just iabout every 
condition that would cause a company - any company - to fail was present and, in 
Algoma's case, the conditions all came together at one time. The hierarchy of 
management was well defined and entrenched, which meant there were too many layers 
between the problem and the solution and workers had no independent authority 
whatsoever. The company was severely top-heavy because, after the 1969 strike, Algoma 
increased the size of the management ranks when they found they couldn't operate the 
plant when the workers went out on strike. These numbers just kept on increasing and 
the other problem was that many managers had no shop floor experience (we call that 
"the relative effect") and so they only added to the dissension when they would try to tell 
experienced workers how to do their jobs. The union itself was operating as a traditional 
adversary, which was all it had ever been asked or needed to be. Neither organization 
structure was particularly conducive to co-operation - we sort of tolerated each other 
when we had a contract and hated each other the rest of the time. The company people 
always got better treatment inside and outside the plant. There had always beenk two 
standards at Algoma throughout the company's history, which created hard feelinws and 
jealousy - things like using family influence to get hired and managers being able to get 
away with using their positions to get access to company property, while workers would 
be summarily fired for much less serious offenses. There were simply no bridges or ways 
to find any common ground that had been developed and so confrontation, suspicion and 
dislike prevailed. Morale was abysmal, even among some managers. Lower managers 
were treated only marginally better than hourly personnel; especially those that attempted 
to walk the middle ground and treat workers like human beings. Employees painted all 
with the same brush, much like was done to them. 
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Q. What did management expect when it proposed its restructuring plan? Did they think it 
would be accepted? What was wrong with it in the Union's eyes? 

A. First of all, what we got was not Algoma's plan - Dofasco was calling the shots at the 
company and it was very clear that they neither knew nor cared about the history, the 
local community or the resolve of the Union and most workers to save their jobs. If it 
had been an Algoma plan it probably would have been similar, but I'm sure they would 
have expected it to be rejected. The plan didn't offer any promise that anything significant 
would be different. What it amounted to was making a poorly structured and managed 
company into a smaller, poorly structured and managed company. Less but more of the 
same. There was every indication, to us at least, that the few jobs they proposed to keep
would be just as vulnerable as the ones that were lost. It was a financial solution to a 
structural problem and it didn't fit. There were lots of other things wrong with their plan, 
such as the fact that Dofasco would retain majority ownership (36%), which promised 
more low-end work and an absentee owner with no commitment to our community or our 
future. We'd had too many bad experiences with absentee owners in the past to see any 
promise that this arrangement would succeed. 

In management's re-structuring plan the traditional hierarchy still existed, but we 
wanted a different organizational chart. We were not worried that the loss of a hierarchy 
would create chaos or be disorienting because the processes we wanted would replace the 
lock-step approach we always had. Besides, what we wanted was change if our viability 
was ever going to happen. There were many "lead-hand-jobs" already in the plant as well 
as other organizational structures such as our own union structure. If anything, Algoma 
Steel was over-managed and over-organized, when what we needed was room to breathe 
and to explore new ways of operating. A formal leader makes workers wait for 
Instructions and that's why decirions usually take a long time in coming - they have to 
pass through a long chain of command, plus there are the inevitable communication 
break-downs. Informal leaders, on the other hand, give on-the-spot solutions and 
decisions, if management has the confidence in them and they have the information they 
need. 
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Q. And the Union's plan. How was it different? Where did it come from? Whose idea was 
it and how did you go about selling it-to the companies involved, the creditors and, 
especially the workers? 

A. We did our homework, especially concerning employee ownership, because we had a 
totally different focus - a human focus because to us, that was what was threatened. 
Management focused on money because it traditionally represented shareholders' interests 
and had negotiated the financial obligations of the company. Managers' necks were on the 
line with the creditors and so their response was designed to suit their audience. But they 
forgot that they also had obligations to the workers, obligations they had freely entered 
into under contracts, and we felt it was time to hold the company to its responsibilities. 
Because of our union networks around the world, we were aware of this concept of 
employee ownership and so we brought in a German trade unionist to advise on the issue 
and thoroughly researched the Japanese, Swedish and American models in order to look 
at the pros and cons of this sort of structure. We knew :hat on one hand it would take a 
big selling job with our members because there would be sacrifices and change is always 
a fearful thing. What we counted on was that saving a lower-paying job which offered the 
hope and opportunity of better working conditions and individual infiience for the future 
would be a better alternative than what was oii the table already. The other thing we did 
was to inform people every step of the way because we didn't want to leave ourselves 
open to any criticism that we were operating the same way the company did - in private. 
I think there was a combined effect of credible Union leaders and discredible 
management, a legacy of failure anc] a promise of hope, a mature workfor-e, a supportive 
govenment and community, and the fact that we were our last resort. Luck played a part 
(having a labour government for example). In retrospect, where we are going could turn 
out to be the norm someday because most workers want the same things - security, the 
ability to be proud of their work, and a measure of respect, especialiy self-respect. If 
your focus is on people, you know that. 
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Q. Let's turn to sonie of the characteristics of the way the company operates now which
 
relate to it being an ESOP. Have decisions or decision-making improved? How?
 

A. Decisions are of much better quality. I don't mean they're necessarily all correct, 
although I think even that has improved, but I mean that the decisions which are made 
now as a result of worker input have a better cffect in the workplace. There are ways we 
can tell that decisions are of better quality because of the way they are taken - for 
instance, there is less rieed to "sell" people on the merit of a decision because 
everyone knows how it was made and who made it and why it was made. This 
means decisions get implemented sooner and with more enthusiasm. Many people 
would expect that the more people involved in the decision the harder and longer it would 
take to reach consensus and the more costly it would be because of the delay. i think the 
evidence will show that improved quality of decisions justifies the higher cost (if in fact 
there is one) because they are probably more accurate and don't result in costly errors 
and having to repeat the entire process. Take the coal scraper example for instance. We 
might have realized that the scrapers were too heavy for the plant's bridges if the 
operators who drove over hlle bridges every day had been consulted. I-low much more 
time would that take? There's no Substitute for common sense. All along, workers had the 
experience and the knowledge - there was just no opportunity to put it to use. 

Q. Can yoU denti5 one major requireinentstill to come regarding how decisions are 
made as an en ployee-o1/ed comtpany? 

A. To make re-3tructuring work in the long term, management has to put people first 
ahead of profits, quality, customers, everything. If people are successful workers, the 
company can't help but be successful. Even the management theorists of today are 
undecided about whether customers or employees need to take precedence, but it's 
obvious to me that you can't have happy customers without first having happy workers to 
make the products or provide the services customers want. For workers as owners, they 
need to believe in themselves and get involved. There is no one to blame if the company 
fails and the worker hasn't taken the initiative to take charge of the situation which affects 
him or her, to make suggestions and take pride in ownership. It's like a family-owned 
business which has your name on the sign out front - we collectively own a large piece of 
the compan:,,. It's us who make the steel, not banks or the creditors, and we have to 
protect our investment. If we don't do it, who will? 
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Q. What will the organization structure look like in the fitture? 

A. There already are signs of a more integrated structure than the one we have today and 
we have already achieved a high level of integration through the Joint Steering 
Committee, the number of workers on the Board, numerous joint committees and the 
participation processes that are in place. However, there are still two entities - the 
company and the urion - in fact and in most people's minds. This separation is necessary 
to provide a balanced decision making process. The Union brings its strong 
characteristics to the partnership and the blending of those characteristics makes for 
stronger and healthier decisions. If everyone thought like managers, what would we have 
accomplished? We would simply have come full circle. Every new hire gets the 
employee ownership orientation pockage immediately to get them thinking the right way 
from the start. Gradually, what you might call a "culture of ownership" will evolve over 
time and for many people, there's no other way for it to happen. But there are other, 
more irvisible ways we are making the "new" Algoma, which are faster and more 
conducive to an integrated structure. I'm referring to the use of information technology 
and to training. Information and the ability to exchange it is power in any human 
organization. We are rapidly increasing workers' access to information and raising the 
level of transfer by using communications technologies (like e-mail) more widely than 
ever before. Workers can get detailed data about costs, production volumes, prices and 
profits, and they are actively involved in setting and managing budgets. Information 
which is easily and regularly accessible creates a level playing field for all, workers and 
managers alike. Of course, workers need to be trained to use this technology and to 
understand complex financial and other kinds of information, which leads me to my 
second point - training. We have dramatically increased the amount, kind and methods of 
training being delivered both in-house anid by training partners such as colleges and 
private training companies. We are trying to create a versatile workforce by multi
skilling as many people as possible and we're looking at rejuvenating our apprenticeship 
program to prepare for the day when large numbers of skilled trades people will be 
retired. In terms of what the structure will look like on paper, it will be neither a 
pyramid nor fla but a system of inter-connected loops, much like the Olympic rings. 
These will include our suppliers and customers, and conceivably our competitors if there 
is a certain strategic advantage that we can achieve together which neither of us can do 
alone. There is certainly an element of uncertainty this early in the game, and maybe 
from now on, considering how quickly things change. That's why we can't ever allow 
ourselves to stand still in any one organizational configuration. 
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Q. How have workers attitudes changed about working at Algoma Steel? Is it as a result 
of becoming owners? 

A. On the surface not much has changed in the daily routine for workers as a result of 
becoming owners-except maybe the disappearance of time clocks and the loss of the 
prime parking spots for managers. It's tough to assess people's attitudes but, in the past, 
people generally hated to say they worked at Algoma Steel. For many, if you worked at 
"the plant" it was because you hadn't gone to school and couldn't get a better job. People 
certainly didn't go out of their way to say where they worked or to boast about the world
class products they sometimes made, which was a sign that they were not proud ot their 
company, or maybe even of themselves. Getting out of work was as important as getting 
the job done for some and there was a lot of indifference -towards safety, waste, the 
environment and even the profitability of the company. People had the opinion that if the 
company lost money, it was someone else's money and they didn't really care whose. 
Most parents wanted something better for their kids and wce determined their sons and 
daughters wouldn't "end up there", meaning at Algoma Steel. All in all, and I realize I'm 
speaking generally, few people looked forward to coming to work every day, let alone 
making Algoma Steel the best steel company in the business. 

What is different is the way things are changing - the involvement and 
participation by shop floor workers right on up to the Board room. There is more 
optimism - a kind of curiosity, as if this is all a big experiment. Certainly the amount of 
interest and attention we have received is showing workers that lots of other people are 
curious about what we're up to, and this can only result in them being curious as well. If 
nothing else, we have something to prove to the world - that workers can make a 
difference if given the Jpportunity to participate - and that alone gives us a sense of 
mission or purpose. It's safe to say we are now being treated as adults, as thinking adults 
and as members of a team. This is much more than symbolic or semantic because outside 
of our working lives we see other kinds of teams - sports teams, debating teams, all kinds 
of successful achievements that we see and are involved in, but always outside of the 
workplace. It takes a different attitude to be a team player, more co-operation and less 
individual demands. We realize that we're all in the same boat now, and while that might 
have always been the case, there's no denying it now. 
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Q.How does worker participation manifest itself? Could an outsider identify any tangible 
expressions of worker involvement? 

A. Again, on the surface, it may be difficult to show an outsider how the average worker 
is getting more involved with the operation of the company; however, ther, are a few 
things I could mention. Certainly cost savings would head the list. Last ,ear, workers 
collectively saved A]goma over Cdn. $2 million confirmed and Cdn. $7.5 million 
unconfirmed as a direct result of the structures avid processes wherein they could be 
actively involved in decisions. As worker confideice increases and workers get a better 
understandi.ig of the costs of production, these figures are bound to increase. There are 
many more people taking training in a wider variety of subjects than ever before - not 
only because some of it is required for them to do their committee work but also because 
people are finding the training useful. Some trainers have noted a greater participation in 
the sessions, fewer absences and less griping about having to be there. More often when 
there are complaints, they are accompanied with suggestions for improvements which 
shows that workers are taking a greater interest in finding solutions instead of merely 
being unhappy. O'r public image has also improved and that will spell multiple benefits. 
All in all, while ar: outsider may not be able to recognize the fundamental changes that 
have happl-ed, I expect any worker could easily tell him - and that's what's important. 

Q. You've said that participation is volumtary and that it's a process which can't be 
taught but must be l1nple1Men.-d. What if someone doesn't buy into the concept? Can they 
be empowered? 

A. Participation is voluntary - how can it be anything else? If someone opts not to 
participate, say in a problem solving discussion, then he loses an opportunity to have his 
say and to try to influence the eventual decision. It's just like voting. If you don't vote, 
you can't complain about who gets elected. It's no different than before, except now there 
is an opportunity to participate. Unless you seize it, nothing's going to change for you. 
No one can empower another - we used to think so but we were only fooling ourselves 
because each of us is an individual with our own work ethic. But that's not to say that 
nothing can be done to facilitate personal empowerment or to support workers who decide 
to take the risks associated with taking ownership. Clearly workers are going to make 
mistakes and get discouraged; when they do, that calls for a new role for managers and 
other leaders in the organization, both formal and informal, as in the case of the elected 
Union official. This is the role of coach and mentor you read about in the literature and 
it means a recognition that mistakes are a means of learning . Only motivated people 
make mistakes that result in new learning and change. Before, we organized our 
workplaces to minimize mistakes and all we got was minimized effort. 
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Today we look for what we call the "creative genius" of the worker. Any worker worth 
his or her salt can show you how to save 15 minutes in a shift - and that's the difference 
between profit and loss. We can find those c-ficiencies only if we consult with the only 
people who know where they're hidden - the workers. It's really not difficult to 
understand, especially when you take it out of the industrial context. Liberalization and 
democracy are breaking out all over the world. Our workers experienced the liberal 60's, 
70's and 80's when finding your own space and being your own person was emphasized. 
The post-war "baby boomers" are nov. in mid-life and they won't accept anything but 
modem, mature leadership. Because of information technology, particularly 
telecommunications and global travel, our workers know how the other half lives and are 
much better educated to boot. All of this adds up to a restlessness and demand for the 
kind of structures that put power in the hands of people, or at least into the hands of 
those with people's interest paramount on their agenda. How can the workplace escape 
these influences? Indeed they can't, and that's why we're seeing the rise of employee 
ownership in some very surprising places. In Algoma's case necessity was the mother of 
invention and that shouldn't be surprising, not when workers had nothing to lose and 
everything to gain (in both cases their jobs). Here in Hungary, much the same situation 
exists and that's why the ESOP movement is so strong - plus you have the added 
incentive of needing to democratize the entire economy. PrivatiT.ation kills two birds with 
one stone so long as workers' rights win out in tie end; otherwise it won't be sustainable. 

Q. Did the government play a role in the buy-out of Algoma Steel and was it an important 
player? 

A. In one sense, you could say that fate lent a hand when it came to the government's 
involvement. For the first time in the entire history of Ontario a labour government was 
in office, which gave the Union a strong ally. Histor*:ally in Canada labour governments 
have been relatively small and powerless; however, in this case they had a majority of 
seats and could play an influential role when it came time to call on them. The bad news 
was that there was no privatization legislation in place, no financial (tax) advantages 
available to anyone and the Province's debt was staggering which meant the 
government's ability to offer the workers a bailout was nil. Besides, Algoma Steel 
wasn't the only steel company in trouble and there were trade agreements with the U.S. 
which tied the government's hands when it came to essentially subsidizing the comoany. 
The way the government helped was to focus on the bigger picture which was the impact 
the closure of the company would have on the local community and the tax losses all 
three levels of government would face, plus the cost of labour adjustment measures and 
income supports (unemployment insurance and welfare). The government played the 
correct role . it facilitated dialogue and made sure the parties who had to talk to one 
another did so. It used its legislative authority to advantage and came away with a 
solution that was acceptable to everyone. 
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Q. Have concepts such as authori..' and responsibility changed? How? 

A. The answer is yes and no. There are still managers who make the decisions and many 
who continue to make those decisions alone. But there's no going back to the old ways 
and those managers who don't catch on soon will find their days are numbered. The list 
of ways authority and responsibility have changed is almost endless: the union can veto 
the hiring of a new CEO and any major spendirg or investment decision. There's contract 
language which provides participation opportunities as well as access to information. 
There are employees on the Board of Directors and numerous joint committees and 
processes (described earlier) in place which permit shared authority and responsibility. 
The reduction in the size of the management complement means there are fewer managers 
to share power with and the ratio of workers to managers is more balanced. Probably the 
single greatest indication of the changes in this area is the rapid rise of self-directed work 
groups (SDWG) which, while they are not supervisorless, will be once they have fully 
matured. The other outstanding indicator is the recent forming of a supervisory bargaining 
unit and its decision to be represented by (le same Union which represents the hourly 
workers at the plant. This is a clear vindication for workers who have always had to band 
together in tile face of a minority powerbase and it means that the same processes and 
structures available to workers will be available to managers, all of which makes for a 
transparency amongst the workforce. \Vhat really malters however, and where the big 
pay-off in this transition will come, is from the thousands of workers taking 
responsibility for the thousands of individual, mintie-to-minute decisions and actions, 
which all compound to point the company toward a new kind of profitability. 
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Q. Everything sounds so rosy. Wat about performiance deficiencies? How are they
 
identified and corrected?
 

A. We believe we have to get past reacting and start preventing problems if we're going 
to make a big enough impact on the bottom line. There's never enough time to get it right 
but there's alwa-, time to do it over. Sound familiar? We must find and develop the 
"preventative maintenance" mindset for our processes and structures. We're hoping 
that participation and our structured processes for decision mating and problem-solving 
(the PPI tool-bag 1 spoke of earlier) will result in fewer deficiencies. We think that 
because our systems are voluntary they will result in the greatest amount of buy-in. We 
also believe the adage that nothing succeeds like success. So we try to celebrate our small 
successes, and are always on the lookuut for opportunities to score a major victory in the 
fight against complacency and mediocrity. It's a case of leadership with vision and 
courage vs. managerial control. There will always be mistakes and let-downs, discipline 
problems and problem employees. People are only human, but there are programs and 
solutions such as Employee Assistance Programs (EAP). However, such employees are a 
very small minority and we have to be careful we don't demoralize everyone by painting 
all employees with tile same brush. If workers are trained and supported, if the risks and 
rewards are shared and if they can see some long-term security, they'll react very 
predictably at work as they would in any other part of their lives. Besides, we know what 
the alternative approaches produce! 

Q. Wi all of the processes and the structures you've talkel about result in profitabiliry 
for the company? 

A. Because of what was going to happen at Algoma Steel (i.e. closure), you could say 
that everything we've done so far has been net gain, but that would be too simple. What 
really needs to happen is that the concept of profit has to be re-thought, just as every 
other aspect of the company has come under review. Profit should not be immune from 
the microscope of re-design and re-structuring. In the past, profits were what resulted 
from industrial activity, after all the necessary costs were subtracted. They were the 
"end", the goal if you will. That meant it was acceptable to try to find every conceivable 
way to maximize them, since tile prevailing belief was that profits were what made a 
company successful. This was too narrow a definition, and it was especially too short
sighted because it failed to consider one fundamental element of success - continuance. 
Success is only success if it stays around and so an element of sustainability has to be 
factored ;n somewhere. In the classic sense, companies did make attempts to propagate 
success, mostly by investing in new equipment and especially new technology. More 
time, effort and money went into researching, experimenting and buying equipment and 
technology to increase capacity, speed or to reduce error than ever went into training or 
developing workers to make a profit. 
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This isn't surprising when you consider two things: first companies get to write down the 
depreciation of capital investments and second, training has always been considered a 
cost rather than an investment. But look at the scenario another way. Capital 
investments have an average 10-year lifetime pay-back, while investments in people last 
30 years or more, or for as long as that worker remains your employee. Also, the 
potential or capacity of a piece of equipment is quite fixed whereas the potential of a 
human being is limitless. Everyone knows that when you buy new technology, let's say 
computers or phone systems, they're obsolete before they're ever paid for, sometimes 
before you can get the full value out of the investment. But investing in people pays back 
dividends again and again and there's little depreciation to worry about - in fact, 
employees get better with age. So we have to learn that the cost of making profit can't 
hurt a company's capacity to sustain that ability, or the profit takers will pay a greater 
price in human costs - poverty, crime, welfare and non-competitiveness. Profits should 
become the means to sustainability - or as \, crmed it in our plan, viability. People 
make profits and so it is peo-fle, not profits, vho make companies successful. At 
Algoma Steel, we want to achieve a balance and stability which will smooth out the peaks 
and valleys of the business cycle, which means we have a long-term view of things. 
Profits are typically a short-term phenomenon and to maximize financial investments there 
are better ways, such as stock markets, than trying to use an industrial concern which has 
such a large impact on people's welfare. There's really no other alternative or way to 
look at it since, as owners, we're not going to take our profits out and leave our own 
company without the money we need to develop in the long term. Profits are integrated 
once employees own all or some of the company, and profit-taking would be like cutting 
off your stronger arm. Why would you do that? 
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Suggestions for Hungarian ESOP Companies 

This section of the chapter on organizational structure contains suggestions from 
the experience of Algoma Steel, which the authors believe will generally apply to 
Hungarian ESOP companies. They do not carry the weight of recommendations and the 
reader must be cautious of any attempt to use these suggestions out of context. For this 
reason the suggestions are not prioritized or ranked in any way. 

* 	 Discuss and resolve any authority issues between elected union officers and appointed 
or volunteer committee people in order to avoid conflict. 

• 	 Get agreement in writing about all aspects of tile restructuring process prior to 
proceeding, to ensure continuity when people, priorities and circumstanccs change. 

* 	 Make participation voluntary and put in place a selection process which ensures
 
fairness and effectiveness.
 

* 	Do not be afraid to err on the side of leeway for the Union to ensure the process 
doesn't stop before it really gets rolling. Balance will come with experience. 

* 	 Seek financial assislance outside the company, such as the Government which has a 
large stake in the success of the venture. 

* 	 If possible, negotiate an income security program to make the restructuring program 
long-term and to encourage employee participation from a high security level. 

* 	 Pay people according to the value of their work using a common pay structure for 
all employees (workers and managers). Eliminate favouritism. 

" 	Develop a mission statenent based on shared values. Create a sense of vision and 
communicate extensively inside and outside the company. 

* 	Focus on issues and solutions instead of personalities and the past. Implement one 
effective and consistent problem solving methodology and stick with it long term. 

" Combine quality improvemet of products/service with quality of work life. 

" Give workers all the information they need and provide continuous training. 
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CHAPTER THREE
 

HUMAN RESOURCE DEVELOPMENT AND MANAGEMENT
 

Introduction 

Since the traditional functions of the Human Resource Department (HRD) are contract 
negotiations, salary/benefits administration, personnel and training, this department is the 
natural source to facilitate re-structuring negotiations. The staff of this department usually 
have the experience, history, knowledge and information to ensure an efficient and 
effective transition, once the decision has been made to change the nature of the 
company. 

This was not the case at Algoma Steel as the "resource " or service mentality of HRD 
was completely lacking and, in fact, many staff actually hindered the process for as long 
as they could. The hierarchical structure had allowed personality conflicts to linger, as 
this suited the company's adversarial approach to collective bargaining. This approach had 
fostered acrimonious labour relations in the past and was a contributing factor to the 
unvariability of the company in the firs. place. Thus, not surprisingly, when it came time 
to seek assistance and support for the newly negotiated joint proce-sses, it was not 
forthcoming from HRD. So people simply circumvented HRD and used the joint 
committee structure to discuss their needs and make recommendations to the Joint 
Steering Committee, which had the cloul to make change happen. The results were 
nothing short of dramatic. 
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Training 

The most obv5ous sign that something significant has changed at Algoma is in the 
area of employee training. For the first time in the company's long history, experienced 
workers are being asked and encouraged to become workplace-based trainers in order 
to capitalize on the wealth of knowledge and skills they possess. A large number have 
received formal train-the-trainer instruction to ensure that a standard of high quality, 
consistent training is delivered. The menu of courses and subjects available to workers on 
demand has been vastly expanded. In the pre-restructuring era, there were as few as 10
15 courses available to take and very few employees received any training. Contrast this 
to the present day trainers pool of 5 management and 5 union trainers (full-time) and up 
to 20 part-time trainers in the union ranks alone. For the first time ever, the number of 
training courses and subjects grew so large that a training catalogue was printed so 
workers could select from a menu and the company could ensure it would have the 
trained workers needed to meet its long-term viability goal. Training now occurs at the 
work-site, at the re-structuring centre, at the training department and off-site as needed. 
Training Needs Assessment,' which precedes all training decisions, has been vastly 
improved, as has post-training evaluation. 

A direct result of the broader approach to training, especially within the context of re
structuring, is that training has stopped being the solution to every problem that ever 
occurred at Algoma. Instead, tile joint strctLure and various processes, such as 
participation, aro the solution processes and, only once they are in place, do workers 
need the training to participate. Trairing is the means to participation - successful 
ownership is the end. Therefore, training requires a strategic approach and training 
activities must be constantly monitored, because skills which are received before they 
can be used are soon lost, and skills received too late are worthless to maintaining 
change momentum. The concept of "just in lime" training can be adapted as a quality 
improvement, akin to just in time production. At Algoma, training is a tool for creating 
the new structure whereas, in the past, it more or less maintained the status quo. 

Training 

interviews, etc.) 

Needs Assessment: A survey of the workforce (through questionnaires, 

to determine what type of training is required by the workers. 
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Workforce Planning and Management 

Personnel and personnel-related functions always had a narrow scope at Algoma 
because the workforce had only one dimension, which was the unit cost of production. 
Seen as such, it only required minimal attention from the HRD department (there 
certainly wasn't much development of the human resources), except in tough financial 
times when workforce reductions were a quick and easy remedy. Management reacted to 
more orders by hiring and to fewer orders by laying off, and nothing, including the 
collective agreement, required HRD to operate any differently. From 1991 -1995, little or 
no hiring occurred (althoug many were re-called towards the latter years of the period as 
things started to pick up as a result of the changes). The Union had agreed to reduce the 
workforce by attrition and, combined with the hiring freeze, excessive levels of over-time 
resulted for a while. The joint committee process demonstrated that workforce planning 
was needed rather than reaction to outside events, and that it would also have to be 
strategic to avoid an uncontrolled loss of experienced employees, particularly 
tradespeople. Discussions are now underway aimed at reviving the dormant apprenticeship 
program (clearly a developnental program HRD should have promoted). Amalgamating 
the three unions into one has contributed to workforce mobility within the plant. The 
multi-skilling of te woriforce is seen as a critical manoeuvre for workforce flexibility 
and versatility, which will be needed to cope with the next steel industry down-turn. 

Salary and Benefits Administration 

This area of HRD has also undergone radical change, both to correct deficient system; 
and to harmonize functions now that the playing field has become more level. The 
historically separate pay scales for workers and managers created a double standard which 
also had no connection to productivity, knowledge or experience. Management arbitrarily 
claimed the proces s as a right and would only negotiate What suited its purpose, another 
example which made their approach adversarial. While the union was successful in 
bargaining for a bonus system, there were no performance or merit increments for 
workers who wanted to better themselves (in terms of education, skills or qualifications), 
while managers enjoyed these opportunities under the Hays system. It was common 
knowledge and practice that managers' pay would be adjusted once the contract raises 
were negotiated in order to keep them "ahead of the workers". Merit very seldom entered 
into the equation. 

The salary and benefits puzzle was made mor'e complex by the different pay scales for 
different unions and locals within the same union. This created inequity and a feeling of 
workers competing against each other for the best deal - hardly a collaboration builder. 
Management's pay was largely determined by the number of employees supervised, which 
fostered empire building, especially amongst middle and senior managers who were under 
the Hays system.' 

Hays System: A salaried pay classification system based on comparisons with similar 
jobs in other programs; used to arrive at a rate of pay for salaried workers. 
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While the salary and benefits implications of the creation of the salaried bargaining 
union are as yet unknown, there are a number of initiatives underway to re-structure all 
pay systems at Algoma. The CBA contains language to forge one pay system for all 
employees, beginning with the CEO. The union amalgamation has removed a source of 
inequity and contention while at the same time resulted in some catch-up opportunities as 
a result of the melded scales. 

Contract Negotiations 

The final area of the HRD domain was collective bargaining. Here too an adversarial 
approach ensured that while agreements would eventually be hammered out, there would 
be no love lost between the parties and a history of resentment and dislike would always 
colour subsequent negotiations. The chances of innovating or creating more progressive 
industrial relations technology were virtually impossible. As a result, the process tcok on 
an aura of defensiveness and one-upmanship which benefited no one. 

The problem was that the company was seen separately from its workers, as a 
legal entity to be protected from undue costs, stich as wage increases. This was the 
traditional separation of Taylorism at work as ap lied to the collective bargaining process. 
The agreements, which were almost always difficult and protracted (not to mention 
stressful) to reach, would then be defended !Ike battlements as if they were cast in stone. 
Costly arbitrations emanated which on!'y added fuel to the eternally smouldering fire. 

Any improvement in what had been a hugely divisive and expensive process would be 
a large improvement. While traditionally HRD did the senior managers' bidding, the new 
joint process has involved a larger and wider variety of stakeholders to become engaged 
in charting the future course for the company. The CBA has already proven itself to be a 
"living document" which guides decisions and provides a backdrop of dynamism. As a 
result of the many new processes, employees "are" the company. There has also been a 
change in the outlook of the HRD which now fulfills a service role to internal customers 
the committees, departments and individuals which all comprise the new Algoma Steel. 
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A Dialogue About Hunsan Resource Development and Mananement 

Q. Since HJRD issues are generaL)' people iSSUes, the)'are usualy the most difficult to
 
resolve. What brought about soluwion.,: to these problems at Algo7a?
 

A. Not all the problems are solved and I think some of them will never be solved, 
because ihere are always emotions and personal opinions involved in HRD issues. The 
best we can hope for is that the processes that we i1ave begun to implement, such as self
direction and participation, will give people enough control over their worklives that they 
will not feel as victimized as they used to. It is still very early in the game, and the next 
industry down-turn will tell us if there is enough balance in the organization to stay on 
the path we're on now. 

Unless people begin to have expectations that they'll be successful, there will never be 
enough of them with the personal vision to succeed. People need to see themselves 
succeeding and making a difference to become really excited and make the great 
commitment they need to make. It isn't good enough to say "we just won't operate the 
way we used to" and expect that we'll have enough innovation and new ideas to forge 
ahead. Knowing what not to do isn't enough. What we need is synergy - the combined 
efforts where the whole is greater than the SLI1 of the parts. You get this by supporting 
people to take risks, intelligent risks, and sharing all you can. It's similar to a marriage 
where two people form a bond that becomes a new entity. That's why participation is so 
important. Human beings want to belong - that's why we create clubs, organizations, 
teams, you name it. Our identity comes from what we do and our self-worth from the 
contributions we make for the benefits we receive. So there have to be opportunities for 
that. The last, and maybe most important, stimulus for change is personal pride. Almost 
oe-third of our lives is spent working, so it's important for us to be able to be proud of 
the work we do. Companies have to create opportunities for workers to feel a sense of 
pride - they must be recognized for their efforts. When they are, they return the favol 
many times over. Recognizing workers publicly doesn't cost a cent, yet it unleashes 
enormous pride and productivity for the company. 
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Q. What are some of the differences between traditioalorganizationsand empowered 
ones in terms of HRD functions orprocesses? 

A. This subject was hot!y debated throughout re-structuring, as people struggled to define 
the ideal organization and to identify specific things that would have to change for there 
to be a truly "new" Algoma. A few minor changes at the fringes wouldn't have made 
enough of a difference, considering the run-down state of the company. The easiest way 
is for me to contrast them: 

Traditional 

-management driven 
-isolated specialized workte;r 
-many job descriptions 
-limited information 
-many levels of management 
-department focused functions 
-seemingly organized 
-problem sol'. ing emphasis 
-high managemenL commitment 
-incremental improvements 
-management control led 
-policy/procedure based 
-control oriented 
-one person responsible 
-little worker training 
-quick decisions 
-unilateral decisions 
-rewards for managers 
-one-way communication 
-inhibits challenge 
-quality of product 
-little pride 
-no trust 
-negative ideas
-red tape 

Empowered 

-customer driven 
-multi-skilled workers 
-few job descriptions 
-widely sthared information 
-jointness 
-company focused functions 
-seemingly chaotic 
-purpose achievement emphasis 
-high worker commitment 
-continuous improvements 
-self-controlled 
-value/principle based 
-involvement oriented 
-everyone responsible 
-open access to training 
-sound decisions 
-consensus decisions 
-rewards for all 
-multi-way communication 
-encourages challenging 
-quality of everything 
-lots of pride 
-trust building 
-positive outlook
-open channels 
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Q. You mentioned o sen'ice mentalityfor the Human Resources Department. Can you
 
elaborateon that? Who are internalcustomers?
 

A. At Algoma, in fact in most manufacturing businesses, there are the producers and 
those who support the production processes. In our case, they include maintainance, 
stores, transportation, utilities and administration, which is where EI.R. belongs. These 
"support" services keep the steeimaking, rolling and tube mills operating smoothly so that 
they can satisfy the demands of the external customer; the one who pays the bill. The 
production departments are the customers of the service departments because they need 
the services these departments provide to keep rolling. As customers, they actually create 
the jobs for workers in the service departments. In the case of the Human Resources 
Department at Algoma Steel, its job evolved into much more. ILbecame the vehicle to 
control workers, as opposed to supporting workers. In the new Algoma, it is hoped that 
the HRD will attempt to meet the needs of the employees as they work towards a more 
participative process. 

Q. What are the key Human Resources programs which are crucial to the change 
process?Are they all in place at Alfoina afterfive years? 

A. Very few people can grasp the theoretical concepts of a transformation as large and 
complex as Algona's, and few even care. What they want to know is "what's in it for 
me?". In order to put their minds at ease and allay any fear or threat to their security 
(which interferes with the entire process), it's important to attend to the issues that affect 
them first. Payroll modifications for averaging hours for all workers is a topic which 
requires immediate attention. Also important is a humanistic approach to discipline and 
grievances (there are tistially a lot of outstanding grievances on the books which should be 
resolved using the new approach). Training support and development, job evaluation 
(where jobs are added or combined), supportive policy-making and the development of 
new programs such as pay-for-knowledge, gainsharing and profit sharing are all important 
Human Resources initiatives to be attended to in the transformation to employee 
ownership. 

Of these new initiatives, pay-for-knowledge is already in place at Algoma and the 
profit-sharing program has been defined in the recent collective bargaining process. 
Gainsharing remains still to be developed. 
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Suggestions for Hungarian ESOPs 

eGive training organizational objectives. 

eIdentify internal customers and their needs to service departments. 

'Provide open access to training. 

oDevelop in-house capability for training. 

*Use an effective training needs assessment methodology. 

eDevelop a succession plan' tied to training. 

*Have a single, company-wide salary/benefits system. 

*Reduce the number of job descriptions. Multi-skill the workforce. 

-@Design your CBA as a guidebook and use it daily. 

*Provide unlimited access to information. 

•De-layer management levels. 

Succession Plan: A Strategic Plan which includes training priorities, in order to ensure 
that the company has adequate manpower to meet its requirements for adequately trained 
personnel to continue to move the company forward. 
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CHAPTER FOUR 

Organizational Development 

Introduction 

In traditional Taylorist companies with traditional management hierarchies, traditional 
organizational development results. This was certainly the case at Algoma Steel. In its 
day, Taylorism might have been the optimum organizational development strategy for the 
kinds of workers and the circumstances which prevailed in the 19th and early 20th 
centuries, especially before the information age appeared on the scene. However, towards 
the end of the 70's and 80's, new management and organizational development theories 
were being discussed and taught, primarily emanating from Japan and the U.S. Algoma 
Steel managers knew about quality circles, management by objectives and the other 
popular theories; however, the traditional hierarchy remained in place and the old ways of 
doing things prevailed. 

There are three predominant types of planning techniques commonly used in industry: 
strategic, long-range and functional planning. At Algoma Steel, there was plenty of 
strategy but minimal planning. The strategy was to maintain control and maximize profits. 
Most management decisions were reactions rather than strategic interventions designed to 
improve the lot of workers. The hierarchy of responsibility said that only management's 
ideas were good ideas, and input from workers wasn't actively sought. There were also 
long-range (5-year) plans but they mostly dealt with capital improvements, construction 
and expansion. When workforce development issues and needs would surface, they would 
be relegated to the collective bargaining process. Long-range planning did not include 
worker input either, although their future was being discussed too. 

Functional planning was done by front-line supervisors and its quality varied from 
department to department. There were examples of workers being allowed to work at 
their own pace and, if they could finish their work early (provided it served the 
company's interest), they would be allowed to punch out earl)'. In other departments, 
especially those that were particularly hot or dirty, there was no such autonomy and 
money was used to motivate workers to do unpleasant chores. The real evidence that the 
organization was not developed beyond its 19th century design was the minimal amount 
of employee training and the lack of organizational structure modifications. The economic 
models (environment) did not support a humanistic style of organizational development, 
as profits were never targeted towards workplace improvements. Development was 
narrowly defined as product mix adjustments or business mergers and acquisitions. Even 
departmental budget planning and management did not seek worker involvement. 
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The formal power structure was very exclusive and not shared. Itwas the informal 
power that got the job done and kept Algoma running, but the clock was ticking and 
eventually Algoma caved in on itself from being too top-heavy and from lacking a solid 
foundation. Authority was defined in terms of management's rights to manage ana 
responsibility for making decisions. Responsibility did not equal accountability and 
numerous policy documents, precedents, history ("that's how it has always been done") 
and unwritten rule , governed. The Collective Bargaining Agreement was put away after it 
had been signed and only referred to once a problem had already occurred. It rarely 
served as a guide or in a preventive manner, even though it generated the greatest amount 
of discussion and debate about conditions at the plant. 

Managerial Control vs. Empowerment 

The restructuring process shed light on new organizational development concepts such 
as participation, inclusion and self-direction. These processes looked radically different 
and promised a quantum change. In order for workers to embrace these new and different 
ways of operating, they would have to feel empowered (obviously management couldn't 
or wouldn't direct them to). An excerpt from the Plan of Arrangement sums up the new 
management style: 

"The leadership of the US\VA and Algoma management have indicated a 
willingness to work together to redesign the workplace to achieve significant cost 
reductions and productivity increases. The process of redesigning the \vorkplace 
will rely extensively on greater employee participation and involvement. It will 
result in a flattening of the organization, with the elimination of layers of 
management and administration and overhead costs. Joint programs will be 
initiated with the objective of creating q more participative and less authoritarian 
workplace. It is expected that through these programs and joint training 
initiatives, the skill content of jobs will be enhanced and the skills of all 
employees will be continually upgraded. In Algoma's restructured workplace, 
workers will exercise greater influence, responsibility and control and will be 
encouraged to identify and solve operating problems. (p.26) 

There is a formula which many leaders of Algoma's transformation refer to: OxI=C, 
where 0 stands for ownership, I for investment and C for commitment. Not all workers 
or managers make the transition the same way or at the same pace; however, the process 
is underway and moving forward. 
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Pace of Change 

The speed (or lack thereof) at which change occurs is an interesting and complex 
issue. Some want to proceed slowly - whether to ensure they get it right or because they 
don't approve of the changes. Others want to set a fast pace lest the opportunity disappear 
before them. Then there's the question of whether the pace can even be set and 
maintained or does it simply evolve. Whatever the case, the pace of change at Algoma 
Steel occurred at lightning speed (considering the decaaes of lethargy that preceded).The 
company was losing money at a time when the industry and the economy were bottomed 
out. Closure would have cost the Canadian economy an estimated 20,000 direct jobs, lose 
millions in tax revenues for all levels of government, decimate the local economy and 
cost millions more in social welfare costs. 

The pace of change is governed by many factors. Some of those which affected 
Algoma were the need to satisfy its creditors (debt); what the competition was doing 
(Dofasco had implemented self-directed work teams two years before and were reporting 
success with the concept); champions had surfaced within the Union ranks who would 
have to be listened to; and eventually a CEO (among others) with vision who supported a 
participative process arrived on the scene to support the transition. 

Personal Finances and Benefits of Restructuring 

Unless restructuring achieves significant financial improvement, both for workers and 
the company, there will be no support for lasting change. Initiatives such as a melded 
wage scale for all unions, income security guarantees and a consolidated company-wide 
wage scale helped Algoiw begin the financial transformation process to employee 
ownership. On a macro scale for workers, share values are expected to make up for wage 
concessions, there is long-term job security, an improved pension plan ald the 
opportunity for input into the company's financial decisions such as investinig and 
borrowing. Eventually, profitsharing and gainsharing will follow. The chart below 
demonstrates the dramatic turn-around in corporate profits during the re-structuring era. 
There have also been significant cost savings of Cdn S2.7 million in 1:394. 

ALGOMA STEEL FINANCIAL PICTURE (1991 TO 1995) 

1991 1992 1993 1994 1995 
ANNUAL ANNUAL ANNUAL ANNUAL FIRST 
RESULTS RESULTS RESULTS RESULTS QUARTER 

RESULTS 

(CDN$ 155,6 M) (CDN S 74,1 NI) CDN $ 7 N1 CDN $ 127,3 M CDN $ 45,1 
LOSS LOSS PROFIT PROFIT M 

PROFIT 

45
 



The story of the $100 screwdriver best illustrates the financial benefits of 
restructuring, and we will use it to close this chapter: 

There's an old story that went around the plant that to buy a simple 
screwdriver, worth about $10, would cost $100 because of the time, the 
bureaucratic red tape and the paperwork that was involved in getting the request 
approved. At least three layers of management had to approve the request, sign 
and forward the paperwork, presuming no one along the way questioned if the 
screwdriver was actually needed. It was a big joke, but it cost the company 
millions in wasted time and effort, to say nothing about management's 
credibility. Today, some workers have their own budgets and they are 
empowered to shop where they get the best deal for the company - whether that's 
internally or in a local retail store. Budgets are set and reviewed periodically. 
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A Dialogue About Organizational Development 

Q. Some companies separate training and organizational development. What is the
 
relationshipat Algoma Steel? Are system wide solutions accepted? How has this
 
happened? 

A. I don't think training can be separated since its only purpose is to develop the workers 
who are the company. So for Algoma Steel, it's the same. With the joint traituing 
committee at the helm, there have been major improvements to our training strategy in 
the last 2 years. In fact, it's the first time we can say we even have a strategy. We are 
talking about rejuvenating our apprenticeship prograri to supply us with skilled trades 
people as older workers retire. This is a strategic intervention which has long-term 
implications. Union amalgamation vastly improves the mobility of the workforce and also 
gives us access to skilled people when and where they are needed. That's strategic. 
Reducing the number of job descriptions and multi-skilling the workers creates a much 
greater degree of flexibility and versatility. I think all these strategic moves will have 
long-term benefits. 

Q. What about other strategies? How are organizational development issues identified?
 
Who raises them and here?
 

A. This is where we can see real gains because of the process. Organizatioaal issues used 
to be talked about only by top managers, if at all, and hardly ever included worker issues. 
Because of the committees and the Employee Participation Program and self-directed 
work groups, the organization is continually being developed and re-made. That's why it 
sometimes seems so chaotic - there are different things happening all over the place which 
;uit the different needs which are identified and acted on by the workers in those 

departments. New compensation techniques (gainsharing - which pays workers for 
immediate efficiency and productivity improvements that result in cost savings) and 
profitsharing will have a huge impct on the botom line - both financially and in terms of 
worker influence. The formal power structure will continue to divest control and things 
like pay-for-knowledge will recognize people's skills instead of merely who they are in 
the hierarchy. Recruitment is not likely to be large in the future, except when app irs a 
certain skill need that we can't train ourselves for. Otherwise, virtually all of the 
processes will continually develop Algoma Steel and move us along towards our goal of 
being the best steel company in the world. 
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Q. You've mentioned several times the role infornmation plays in empowering workers.
 
Can you elaborate?what kind of infonnation? What sources?
 

A. Before restructuring, workers and even many managers knew virtually nothing about 
the financial health of the company, its costs of operations, or anything like that. I doubt 
very many of them ;ead the annual report, nor did the company make an effort to visit 
the worksite to explain it and answer questions. There were questions but there was no 
way to get answers. Now, that's all changed. 

It goes without saying that information is power and workers with information are 
powerful workers. In order for them to make the productivity and efficiency 
improvements that must be made, workers need to know where to start - they need a 
baseline to measure the effectiveness and projected impact of planned changes. They need 
to know accurate costs - all costs which contribute to the selling price of our products. 
They need to know production targets, volumes and unit cosv.s of everything from raw 
materials, fuel, manpower hours --anything that will help them understand costs so they 
can begin problem solving and coming up with sugge~sions for improvements. This is 
where service departments such as stores, accounting, purchasing and personnel have to 
do their jobs well. Whether employees are full or partial owners, unless they know and 
understand the profit and loss situation of the business they will be powerless to improve 
it. 

Q. What about organizational development clown the rocul? How will Algoma sustain it? 
What will it look like? 

A. As far as we can see for now the organization will be de-layered, which will also 
lower the manager/worker ratio. Supervisors will become coaches and team process will 
expand. Business units will flourish and the concept of "internal customers" will be much 
more evolved. The task forces will disband once their transitional work is completed, the 
co-ordinator jobs (maybe not all of them) will diappear, but the departmental steering 
committee structure (mini JSCs) will vastly increase in number and influence. None of 
this even resembles a hierarchy. We are always Iookitig to network and to have a look 
at what others are doing to try to develop their organizations, which :s an outward focus 
we never had. 
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Suggestions for IHungarian, ESOPs. 

* 	 Make transition to participation the top priority. 

Commit to empowerment and do not waiver, no matter how chaotic it seems. 

* 	 Look for champions and support them. 

* 	 Develop your own formula for success (OxI=C). 

* 	Encourage employees to own the process of participation. 

* 	 Give workers authority to make decisions. 

Move at your own pace. Do not try short-cuts. Build your foundation solidly. 

" Invest in people equal to technology. 

" Look at the effect of technology on people (social implications). 

" 	Support, encourage, reward.
 

* Centinually strive for improvement.
 

" Look at better ways (processes) to involy.e people.
 

* 	Do not cap training costs.
 

* 	Be fair and honest with employees and trust the process.
 

• 	 Develop good consensus decisic,,i making methodologies.
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CHAPTER FIVE 

THE ROLE OF THE UNION IN RESTRUCTURING 

Introduction 

The buy-out of Algoma Steel was union-led for several reasons, notwithstanding the 
complete unacceptability of the management plan. The USWA plan asserted that the only 
way to avoid this tragedy was to rebuild Algoma through worker ownership. USWA 
National Director Leo Gerard declared: "Algoma employees are prepared to bear difficult 
and substantial personal financial sacrifices to ensure the success of a restructured 
Algoma. Without the commitment of Algoma's employees to the process, the Company 
cannot be saved. With it and the continuing goodwill and effort of Algoma's other 
stakeholders, not only will Algoma be saved, but it will become a strong, competitive and 
viable Canadian steel producer". 

The Stt.elworkers proposed a restructuring based on eight principles. Evertually, every 
one of these principles was achieved. 

1. 	 Algoma must restore all lines of business to profitability, i.Icluding the iron mine
 
and sinter operation at Wawa;
 

2. 	 In exchange for a commitment to restore Algoma's long term profitability, 
employees must become the majority owners of Algoma; 

3. 	 The government must enact legislation supported by the United Steelworkers to 
simplify and expedite worker ownership; 

4. 	 Algoma must commit to a major program of capital investment to modernize and 
upgrade the plant; 

5. 	 The government must provide bridge pensions to allow the necessary work force 
reduction to occur without layoffs; 

6. 	 Dofasco must pay its fair share of the cost of restructuring the Company; 
7. 	 Algoma must act as a responsible corporate citizen and not compromise the 

environment; 
8. 	 The government must provide substantial funding for a Sault Ste. Marie Training 

and Economic Development Council to upgrade the skills of all Algoma employees 
and attract high skill, high wage employers to Sault Ste. Marie. 

The new agreement drastically increased the influence and responsibility of hourly 
employees in the ownership and operation of Algoma Steel. What made it possible was 
the desire to provide more influence for workers over their jobs - a desire that is totally 
contrary to virtually all conventional and generally accepted management theory being 
practiced in Canada today. 
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The Union's Role 

Througtout the restructuring years, the one thing which enabled all three Union 
levels (local, district and national) to maintain their focus and single-minded determination 
was the very core of unionism - its worker orientation. The basic issue was the 
preservation of jobs, without which a domino effect would be set in motion. If workers 
lost their jobs, they would cerise being consumers of goods and begin being consumers of 
social assistance. This double whammy to the local, Provincial and National economy 
would multiply in all other sectors producing goods and services and create a kind of self
fulfilling prophesy as far as the general economy was concerned - one with no end in 
sight. Because of their worker orientation, the union recognized this phenomenon while 
other stakeholders only saw a narrow horizon full of debt and destruction. The union's 
role was to broaden that horizon to other, more constructive tactics, and they could do it 
from an awareness base of participation, worker control and empowerment. 

Champions emerged from the union ranks to fill the leadership void within the 
company which had been created by the Dofasco purchase and the history of 
adversarialism the Union had endured for decades. The union ensured that communication 
channels remained open between the three union levels but, more importantly, that 
painstaking efforts were made to inform the rank and file of their every move and to 
ensure the membership would be able to cast informed and intelligent votes on the 
eventual deal. There was no "big bang" or single monent of inspiration which can be 
recalled or pointed to when the solution became clear. Instead, long-held principles and 
philosophies of worker rights and the dignity of work prevailed. From the outset, the 
Union recognized the need for capable and independent management at Algoma Steel. On 
the other hand, employees demanded and won substantial input into the operations of the 
new Company. This system of checks and balances is necessary to prevent authoritarian 
rule, but also to continue to pursue long-tern viability through effective and efficient 
decision-making. 
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The Collective Bargaining Process 

The style of negotiations which prevailed during the restructuring years set the 
stage for a new collective bargaining process - in terms of atmosphere as well as 
substance. Gone is the tense and bitter acrimony which characterized previous contract 
negotiations. It has been replaced with a respect for opinion and a co,,structive 
challenging of new ideas. The substance of talks is still the same - pay and benefits, 
pension improvements and reduced managerial control - but now these items are discussed 
within a framework of common goals and shared vision. Disagreements still do (and 
must) occur to provide the creative energy to go beyond immediate solutions, but 
everyone now owns a stake in those solutions, so there is no room for a win-lose end 
result. 

To say that the new collective agreement is unusual is a monumental 
understatement. It contains extensive detail about items which were totally foreign to 
labour agreements until now such as income security, strategic planning, joint decision 
making, joint workplace redesign and employee participation process. The agreement 
authorizes the union to conduct independent evaluations of the entire restructuring process 
every other year, at Company expense. There are clauses governing new CEO hiring, 
Board composition, corporate strategy and planning issues, the disposition of shares and 
every other conceivable issue which might effect the future of tile Company. It is unique 
and remarkable for the detail it contains and the spirit it conveys - all of which 
contributes to making it a "living agreement", suitable to guide daily ownership decisions. 
This agreement raises the .hreshold for all collective bargaining agreements which follow 
at Algoma and elsewhere, because workers and managers now know that it can be done. 
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A Dialogue About the Union's Role 

Q. Is it a reasonable assumption to expect, when employees own the majority of a 
company, that the negotiating adversary will disappear? How can a separate union and 
company continue to operate under employee ownership? 

A. It might be reasonable to an outsider because he would expect that there would be no 
distinction between workers as owners and employees. But there is. Workers own the 
Company collectively, not individually. They are still employees of Algoma Steel and 
need to be represented as such. What has changed is the way they are represented. It is 
more participative and influential, right on the shop floor instead of only at contract time 
or during grievances. Workers now represent their Union and themselves because of the 
processes and structure we've created so that they can impact on the operation of the 
Company and their individual (or team) work. But the Union still has to fight for things 
like wage increases and to ensure that the language that's in the contract is followed. We 
still have to police the document because, while we share common goals with 
management, they have different ways of getting there and the prccess is still very new. 
We need to maintain a balanced operation so that there can be collaboration and synergy. 
Think of it as parallel roads we're traveling on: if they come together, there's danger of a 
collision unless there are signals and signs to guide us. The negotiating adversary is still 
there, but the adversarial way we relate to each other is gone. 

Q. What about the "tough issites "things lik:e discipline, absenteeism, theft etc. What 
impact has restructuring of the new company-union relationship had on these issues? 

A. This is a very important question, especially given the history of bad relations at 
Algoma and people's tendency to want to carry resentments into the new Algoma. 
There's no difference - management has the right and duty to protect the company from 
inappropriate behaviour of all employees, whether that's stealing, missing work, 
insubordination, etc. The Union has always expected management to do its job in this 
area. What we now can ensure is that management exercises its rights in a fair and 
consistent manner and that all workers are treated the same - hourly or salaried. We can 
also ensure that all employees are given due process - something we could only hope for 
in the past, but really felt cheated of as many decisions were arbitrary. We also have to 
ensure that worker don't start to police each other looking for every opportunity to 
improve efficiency so that their share value will perceivably go up. This hasn't happened 
because of the training we have done and the positions such as coordinators and Union 
Steering Committee which keeps people on track and in touch with the Union goads and 
the collective bargaining language. 
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Q. What if you had it to do all over again? What would you do differently? 

A. Ideally, it would stand a better chance of being successful if all the parties were 
supportive of the proces3; although I think there is an argument to be made for allowing 
people to work through their difficulties and thereby gain a mutual understanding for each 
other's positions. It also leads once in awhile to a working relationship and mutual 
respect and trust. 

I would recommend that all of the players involved in the joint structure spend a 
lot of time together getting to know one another and jointly developing a mission and a 
vision. 

Other than that, I think it's important to have obstacles during the restructuring of 
the organization. It's how we learn what it takes to succeed, what works and what 
doesn't. That's how we learn to problem solve together. It makes the success all the more 
enjoyable. 
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Suggestions for Unions in ESOP Companies: 

There is one cardinal rule that is mandatory for any Union thinking about getting 
involved with participative programs: If you don,'t have an agreement IN WRITING 
detailing all of the program, DON'T GET INVOLVED. 

1. 	 Never allow "no" to be an acceptable aiiswer to anything. 

2. 	 Be actively involved in every aspect of the biusiness. 

3. 	 Drive the process and thereby ensure its direction. 

4. 	 Develop specific Union goals that you want to accomplish. 

5. 	 Get resources for the Union to be able to do things independently. 

6. 	 Maintain strong and courageous leadership. 

7. 	 Be open and honest with the peoplc you represent; let them decide. 

8. 	 Promote the Union constantly and use this program as an opportunity to 
strengthen your Union. A strong Union is the company's best bet for 
success. 

9. 	 Promote an active role for the Union executive. 

10. 	 Make your contract into a living document and continually ensure that 
changes which occur are written into the collective agreement. 
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ALGOMA STEEL INC. 

EMPLOYEE OWNERSHIP TRANSACTION - INPUTS AND 
BENEFITS TO THE VARIOUS PLAYERS 

Participants Provided 	 Received 

Banks: . Were owed over S400 million in unpaid . Banks got S.60 for evern 

Roval Bank. Toronto interest and loans. S1.00 ith dividends of 5.5% 
Dominion Bank. Canadian . Remaining S.40 from ever\ 
Imperial Bank of S1.00 owed was convened to 
Commerce. Hong Kong common shares leaving the 
Bank of Canada banks with a total of 25. 1% 

ownership of Algoma. 

Debenture Holders Were owed money by Algoma Steel in . Received 60% of the principal 
(note that Dofasco was arrangements made preious to the they were owed and 100% 
owed S124.5M on its employee buvout interest on distress preferred 
debentures by Algoma) shares 

Dofasco 	 Gave up St)5M preferred shares without . Received S150M in tax losses 
compensation over the next three years after 

* 	 Gave up SI OtM unsecured leans without paying S30M to Algoma Steel 
for this privilegecompensation 

* 	 Provided a letter of credit worth SIOM over 
3 years 

.	 Paid S30M in return for tax losses 

Creditors and Preferred . Exchanged \hat Algoma owed them for . Ownership of 14.5% of 
Shareholders 14.9% share ownership of Algoma Algoma Steel 

Algoma Steel Employees .	 Made %%ageand benefit concessions of . 6J% ownership of Algoma 
S2.89 for hourly workers and 14.5% for Steel 
salaried workers. . Receive their shares from trust 

. Decreased holidays for I week starting xwhcn they retire or die with 
1993. terms of 5 year holding period 

. Production bonuses remain at 1991 levels . Shares have very little xalue 
* 	 1600 persons eliminated from the payroll currently, but successfull. 

through attrition and earl-' retirement. bought jobs 

Ontario Government 	 . S90M loan guarantee Did not lose the S85M over 3 

. Lo\er rates on Algoma Central Railiwy years that wvas estimated tax 
revenue if.Algoma closed 

Along with the Federal Government. . 
funded a bridge pension program to 
encourage early retirement 

Federal Government * 	 Along with the Ontario Government. Did not lose the 585M over 3 
funded a bridge pension program to years estimated tax revenue if 
encourage early retirement .lgoma closed 
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ORGANIZATIONAL CHANGE AT ALGOMA STEEL COMPANY (A CASE STUDY) 

STRUCTURE PRE-1991 
PHASE I: BACKGROUND 

P ORG. STRUCTURE 
R 
0 Authority/Responsibility Only management, except some (a few) hourly jobs 
C H.R.D. Policy fortress (Union busters) 
E Promotions Mostly who-you-know based 
S Financial Decisions Top Management and Board 
S 
E HRD FUNCTIONS 
S 

Staffing/Personnel Hire/Fire/Lay off/Recall 
Hiring/Policy Major layoffs during this period 
Career Planning MBA for mgt. personnel 
Contract Bargaining Hardline (Union Busters) 
Discipline Swift/Severe/Final 
Policy Making To reguhte workforce 

PLANNED CHANGE 

P Org. Develop Joint Health & Safety Programs 
it Communication News letters/Notices/Dept. meeting 
0 Technology Lots (not people oriented) 
B Learning Organization Non existent 
L 
E TRAINING FUNCTION 

M Curriculum Health/Safety (Leadership for mgt.) 
S Scheduling Training Department & Dept. Head 

Financial Billing A.S.C. (billed to dept. budget) 
Development very little (health & safety) 

STRATEGIC PLAN 

Mission Profits (and good jobs for upper mgt) 

P Vision Concentrate on prime prodiurt (sheet) 
E (improve process) 
0 
p CHALLENGES 
L Compete/keep costs down 
E Survive 

Eliminate (low profit) products 
Reduce workforce 

PROBLEMS 

Distance from markets 
Hi !h Canadian Dollar 
Recession 
Hig~h debt load 
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STRUCTURE 

P ORG.STRUCTURE 
R 
0 Authority/Responsibility 
C H.R.D. 
E Promotions 
S Financial Decisions 
S 
E HRD FUNCTIONS 
S 

Staffing/Personnel 
Hiring/Policy 
Career Planning 
Contract Bargaining 
Discipline 
Policy Making 

PLANNED CHANGE 

P Org. Develop 
R Communication 
0 Technology 
B Learning Organization 
L 
E TRAINING FUNCTION 

M Curriculum 
s 

Scheduling 
Financial Billing 
Development 

STRATEGIC PLAN 

Mission 

P Vision 
E 
0 
p CHALLENGES 
L 
E 

PROBLEMS 

91/92
 
PHASE II: RESTRUCTURING
 

Only management, some high-end jobs
 
Not very active (low profile)
 
Only when others left (mostly
 
top management positions)
 

Weak markets/Lay-offs/No hiring
 
No new employees (essential people only)
 
None (except by individuals)
 
Union drove agenda (did whole thing)
 
Mgt. reluctant to issue discipline
 
Policy now done by JSC (Union)
 

Totally laid out in contract language
 
Meetings (many) news letters (local paper)
 
Very little techn. change (some)
 
Begins late 1992 (Union driven)
 

Orientation to ownership
 

Union trainers
 
ASI (restructuring) (grants)
 
Some beginnings
 

Value of employees, increase
 
productivity/quality/reliability
 

Highly trained/skilled
 
Workforce making decisions
 

Survival
 
Restructure the plant
 

Put restructuring plan together
 
Keep costs down
 

Company restructuring plan 
Costs too many jobs/money 
Union has to develop a plan 
Acceptable to all stake holders 

p.
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STRUCTURE 92193 
PHASE III: STABILIZATION 

P 
R 
0 
C 
E 
S 
SE 
E 
S 

ORG.STRUCTURE 

Authority/Responsibility 
H.R.D. 
Promotions 
Financial Decisions 

HRD FUNCTIONS 

Staffing/Personnel 

JSC/Top management/Task forces 
Paralyzed 
On replacement basis only 
Top management/JSC/Board approval 

New CEO (late 92) starts January 1, 1993 

Hiring/Policy 
Career Planning 
Contract Bargaining 
Discipline 
Policy Maling 

No new employees/some recall 
Very little 
Daily through J.S.C. (new living agreement) 
Paralyzed (supervisors afraid) 
CBA and JSCfTop management/Board 

PLANNNED CHANGE 

P 
R 
0 
B 
L 
E 
h 
S 

Org. Develop 
Communication 
Technology 
Learning Organization 

TRAINING FUNCTION 
Curriculum 
Scheduling 

New CEO/JSC'Task forces. Cut ties with parent co. 
E-mail/news letters/Town hall meeting 
Minor technological changes 
Continues to grow rapidly 

E-mail/problem solving/soft skills 
Training Department/Task forces 

Financial Billing 
Development 

ASI (restructuring) (grants) 
Whole scale development 

STRATEGIC PLAN 

Mission Strong independent union 
Strong independent management 

P 
E 
0 
p 

Vision 

CHALLENGES 

Reduce ratio of salaried to hourly 
Reduce layers of management 

L 
E 

Go to value added sales 
Train employees 

Find new CEO 
Share decision making 

PROBLEMS 

Low morale/antagonistic 
Management/losing money still 
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STRUCTURE 93/94 
PHASE IV: RETURN TO PROFITABILITY 

P 
R 
0 
C 
E 
S 
S 
E 
S 

ORG. STRUCTURE 

Authority/Responsibility 
H.R.D. 
Promotions 
Financial Decisions 

HRD FUNCTIONS 
Staffing/Personnel 

JSC/Top ianagement/Task forces 
Existing manager let go 
On replacement basis only 
Top management/JSC/Board approval 

Some senior staff leave 

Hiring/Policy 
Career Planning 
Contract Bargaining 
Discipline 
Policy Making 

No hiring policy 
Employee educational assistance 
J.S.C. (living agreement) 
Minor discipline issues 
CEO/JSC 

PLANNED CHANGE 

P 
R 
0 
B 
L 
E 
A 

Org. Develop 
Communication 
Technology 
Learnine Organization 

TRAINING FUNCTION 
Curriculum 

New director of HRD/Business Work 
E-mail/news letterslTown hall meeting 
New produzt ideas 
7.2 million spent on training 

New catalogue of courses 

Scheduling 
Financial Billing 
Development 

Training Department/Task forces/Departmeats 
C.S. Tech. ASI (grants) 
Ongoing development (SDWG) 

STRATEGIC PLAN 

Mission Dedicated to economic security 
Empowerment of employees 

P 
E 
0 
p 

L 
E 

Vision 

CHALLENGES 

Thin slab caster/one union 
Income security/flexibility 

Meet manpower requirements 
Maximize profits/pay loans 

Restructure debt 
Win over management 

PROBLEMS 

Persuade management to buy in 
Tons of training to do 
Lack of manpower 
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STRUCTURE 95196 
PHASE V: INVEST FOR THE FUTURE 

R
0 
C 
E 
S 
S 
E 
S 

ORG. STRUCTURE 
-
Authority/Responsibility 
H.R.D. 
Promotions 
Financial Decisions 
HRD FUNCTIONS 

EPU/SOWG's/Task forces 
CEO/JSC 

New Director of HRD (supportive of efforts) 
Some input into selection process CEO/JSC/DSC 

Staffing/Personnel 
Hiring/Policy 
Career Planning 
Contract Bargaining 
Discipline 
Policy Making 

Selective staffing (EMT's) 
No hiring policy 
Looking at revitalized apprenticeship 
Renegotiated contract to 1999. 
New look (consistent with principles) 
CEO/JSC 

PLANNED CHANGE 

P 
R 
0 
B 
L 
E 
M 
S 

Org. Develop 
Communication 
Technology 
Learning Organization 

TRAINING FUNCTION 

Curriculum 
Scheduling 

Financial Billing 
Development 

One union/DSC/Salaricd union (Income security) 
E-mail/CEO meetings/Bulletins 
Contract new thin slab caster 
12 million spent on training 

More and more modules (expanding) 

Training Department/Task forces/DSC 
C.S. Tech./ASI/developmental grants 
Lots of new dev. (PPI) 

STRATEGIC PLAN 

Mission Build on strengths of people 
Be best in quality, productivity, reliability 

P 
E 
0 
p 
L 
E 

Vision 

CHALLENGES 

Build on existing low cost pos. in liquid steel 
Expand to include sheet+complete rounds caster for pipe. 

Be prepared for the next downturn by continuing to cut 
manhours and by being low-end producer. 

PROBLEMS 

Ratify new CBA/Raise capital 
Succession planning 
Construct thin slab caster 



MEMORANDUM
 

Mr. John M. Madden, US Embassy, Budapest
TO: 

From: IMPACT II Project Office, Budapest
 

Date: May 26, 1995
 
Re: PRIVATIZATION IN HUNGARY FROM JULY 1, 1994 TO MARCH 31,
 

1995 AND ONGOING ACTIVITIES
 

Note: Unless stated otherwise, the first figure (in brackets) in
 

each row refers to total privatization from January 1, 1990 until
 

March 31st, 1995, while the second figure refers to the period July
 

1st, 1994 - March 31st, 1995.
 

1. SPA portfolio changes during the period:
 

(936) 160
Number of firms sold: 

-of which 100% sold: (681) 112
 

(208) 41
-of which 50% or more sold: 

-of which less than 50% sold: (47) 7
 

-value privatized (billion HUF):' (491.7) 74.2
 
(295.1) 62.8
-revenue gained: 


Firms still in SPA control on March 31st, 1995
 

616
-number of firms: 

-value (billion HUF)': 220.6
 

Note that beside privatization, the portfolio is also influenced by
 

the number of company liquidations, mergers and separations. Note
 

also that majority may be sold in more than one step; for example,
 

a minority share may be sold twice, but the company shows up in the
 

cateqory of companies privatized over 50%.
 

1.,1994 to March 31, 1995
2. AV Rt.portfolio changes - June 


(23) 14
Number of firms sold: 

-of which 100% sold: (0) 0
 

-of which 50% or more sold: (9) 7
 

-of which less than 50% sold: (14) 7
 

-value privatized (bill. HUF)
2 : (165.5) 66.50
 

(est.): (125.8) 8-11
-revenue gained, bill. HUF 


Both operating companies and assets 

2 operating companies only 



----------------------------------------

------------ -------------- ---------------

-------- -------------------------------

-------------------------- ------------------------

Firms still in AV Rt control on March 31st 1995:
 

-number of firms3: 	 158
 
1,042
-value, billion HUF

4 


Note that beside privatization, the portfolio 
is also influenced by
 

Note
 
the number of company liquidations, -ergers 

and separations. 


also that majority may be sold in more than 
one step; for example,
 

a minority share may be sold twice, but the 
company shows up in the
 

category of companies privatized over 50%.
 

(billion HUF):
3. 	 Privatization revenues 

SPA AV Rt
Source 


(10.24) 0
 
Dividends (10.57) 1.60 


(90.40) 0
(99.18) 4.52
Forex 

9.36 (3.05) 1.15


HUF cash (53.87) 


All cash (163.62) 15.48 (103.69) 1.15
 
(0.90) 1.15


E-credit6 (63.42) 13.94 

(22.09) 8.29


R-bondS7 (67.98) 39.30 


(125.79)
Total revenue: (295.02) 68.72 	 8.55
 

4. 	 Privatization sales per sale technique:
 

No., Nom. value, AVRt
Nom. value, SPA
Tech- No., 

AV Rt (bill. HUF)
SPA (billion HUF)
nique 


-----

ESOP (200) 36 (40.30) 8.24 (2)0 (0.8)0 

Leasing (24) 3 (6.09) 0.29 (0)0 (0)0 

E-credit6 (na) na. (63.42) 13.94 (na)na (0)0 

R-bond7 (na) na (67.98) 39.30 (na)na (21.3)12.8 

Total, including companies planned to remain 
under state
 

3 


control
 

4 Without companies planned to remain under state 
control
 

- March 31, 1995
00000000ctober 1, 1994 


6 E-credit and related credits
 

at face value
 

5 


7 Restitutional bonds (compensation vouchers), 

- March 31, 19958 June 1, 1994 


2
 

)-'
 



----------- ----- ------------------------------

5. privatization investments per countries of origin
 

(SPA + AV Rt. sales combined) 
9
 

Country 


Germany 

USA 

Austria 

UK 


France 

Netherlands 

Belgium 


all countries 

No.of 

Firms 


(80) 5 

(29) 3 

(107) 5 

(32) 2 

(36) 2 

(12) 0 

(8) 0 


(402) 30 


Investmentl
 
(billion HUF)
 

(81.96) 3.76 
(78.98) 17.56 
(43.48) 3.96 
(22.82) 2.04 

(22.86) 3.00 
(16.04) 2.18 
(14.24) 0.97 

(323.39) 40.01 

6. 	 Comparison of privatization performace of first Quarter 1994
 

and of first quarter 1995
 

(SPA 	only):
Privatization revenues in billion HUF 


ist quarter Ist quarter
 
Source 	 of 1994 of 1995
 

Dividends 


Foreign exchange 


HUF cash 


All cash 


Credits 


R-bonds 


All revenues 


0.5
0.1 


1.5
1.1 


2.0
2.9 


4.0
4.1 


1.4
8.1 


3.7
8.5 


9.1
20.7 


9 May 1, 1994 - March 31, 1995 

As purchase price, apport, capital increase, etc.
o 


3
 



----- ------- -----------------

Malor privatization tenders durin March-April-May 1995
7. 

(not yet included in previous figures): illustrative li-st
 

Company" Sector Value to be Sold
 
(million HUF)
 

- ------------------
Gerbeaud house 2 real estate 3-4 billion 
Hungarotabak Rt 
Dohanyfermentalo Rt 
Ipari Szerelvenygyar Rt 
Opal Ker. Rt 
Monarchit Rt 

tobacco trade 
tobazco proc. 
fittings 
trade 
construction 

982 
799 
655 
370 
410 

Tisza Butor Rt furniture 640 
Altalanos Husipari Kft 
Athenaeum Nyomda 
Szikra Nyomda 

meat 
printing 
printing 

310 
946 
931 

Mezogep Eger agric.machinery 190
 

Felnemeti Furesz. Rt woodprocess. 132
 
Ujpesti Gepelem Kft machinery 164
 
Jarmualkatresz Rt automotive 229
 

MOM Vizmerestechnika measuring inst. 235
 
Mezogep Gyongyos agric machinery 110
 

Gyoriterv engineering 181
 

Tonus Ker. Kft trade 37
 

HOFA Kft woodprocessing 19
 
Interpik Kft trade 38
 
Ny-Pest Elelmiszer Rt food retail 45
 
Traverz Rt container manuf. 93
 
Kemecse Agrar Rt farming 56
 
Perjes Mezog. Rt farming 59
 

Hungaroton shops retail 51
 
Mezogep Ontode foundry 70
 
Mezogep Cibakhaza agric.machinery 32
 
Mezogep Hort agric.machinery 40
 
Veszpa Patyolat loundry 97
 
Szugyi Agrar. Rt farming 81
 
..etc.
 

Assets of companies sold separately; liquidations are not
" 
included
 

Gerbeaud house is real estate, not a company
12 

4
 



--- ---------------- ------------- ----------------

- early May 1995: 
8. 	 Privatization tender decisions during March 


an illustrative list
 

an illlustrative (incomplete) list of
 
The following table shows 


- early May, 1995.
 
tender decisions made by the SPA during 

March 


Most of these sales are not included in the sales figures given
 

above in this paper.
 

Company 


Kisalfoldi Mezog. Rt 

Soproni Szonyeggyar 

Hajdusagi Borgyarto Rt 

Banyagpegyarto Rt 

Hogyesz Farm Rt 

Eger East-West Rt 

Bp.Tuzep Rt 

Reanal 

Spiral Au'co 

Alfoldi Kohaszati Rt 

Express'3 


MOM Elektromechanika Rt 


Univerzal Kft 

Gyula Huskombinat 

Dravapakett Kft 

Csoszer Rt 

Karancshus Rt"4 


Del Tuzep Rt15 


Magyar Viscosa Rt
16 


Kuhne Rt 

.... etc. 

Canadian buyer
13 


Value Privatized
 
Sector (million HUF)
 

agriculture 

carpet manuf. 

leather proc. 

machinery 

farming 

trade 

trade 

chemical 

automotive 

steel, machinery 

newspaper, daily 

electrical instr. 

trade 

meatprocess. 

wood processing 

installation 

meat processing 

trading 

chemical 

agric.machinery 


281
 
C18
 
271
 
280
 
294
 
209
 
592
 
675
 
720
 
435
 
2 billion HUF
 
245
 
273
 
248
 
260
 
274
 
n.a.
 
600
 
1.1 billion HUF
 
356
 

A US 	and a Hungarian buyers
14 


German buyer
11 


US buyer, contract negotiations started
16 


5
 



A.2 ENTERPRISE RESTRUCTURING
 



DRAFT
 
INjoYSE 71+15 1),,AFT

MEMORANDUM ( 4r -,Cy 57TN 

RE: Reorganizational plan of REANAL Co. T-,i-LL. Y 4t-.&,&CJrFD 0'. 
TO: Maria Vanicsek TO A'.0 D 0 &1 
FROM: IMPACT II consulting team 
DATED: December 12, 1994 1t+5 -S,,-,E rv,4-ALE 

.'r.-2.b. rp,, 12.. 1)j 

The following remarks are initial observations based on our study of REANAL's
 
reorganization plan and other documents. These observations may be substantially
 
changed as result of discussion with REANAL's management.
 

1. REANAL's going concern value: To compute the going concern value, the
 
following assumptions were made:
 

The operating profit is as per, REANAL's restructuring plan for 1994-1996 (ie. 
assumes that the restructuring plan started already in 1994) 
The financial charges are as per REANAL's "without restructuring" projections, 
less 130 M HUF/year (the interest reduction as per MHB's written proposal: 
28.4% interest on REANAL's 287.731 M HUF written down and 170 M HUF 
converted to equity) 

- The discount rate for calculating present value is 40% (which is minimal, in view 
of current commercial interest rate at 34 % and increasing) 

Based on these assumptions, REANAL's present value (Annex A) is only about 
16 M HUF. This low value is due to the fact that with MHB's proposed debt 
restructuring, the results for 1994 and 1995 are still negative and only in 1996 become 
positive. 

2. REANAL's restructuring plan: 
4 

Our analysis of REANAL's reorganization plan (Annex B) indicates that although 
REANAL's management has taken some positive steps to alleviate the company's 
financial crisis (eg. staff reduction, structural reorganization), it has been slow to respond 
to changing conditions (eg. it has not yet introduced a computerized inventory control 
system). More seriously, it does not seem from the plan that management has a fully 
thought-out marketing strategy. 

REANAL's main activity is to supply laboratories, pharmaceutical companies, 
hospitals, research institutes, etc. with various chemicals necessary for tests and analyses. 
REANAL is predominantly a chemicals trading company, with limited production 
facilities. About 85% of its market is domestic. Its possibilities of significantly 
increasing exports are limited due to the reduced purchasing powers of the Eastern Block 
markets and the presence in Western Europe of large, entrenched companies which supply 
the same products. The Hungarian market for REANAL's products is shrinking in the 
medium term due to the financial crisis of many of its clients (research institutes, 
hospitals, etc.) Within this shrinking market, REANAL's position is being eroded both 
because (1) some pharmaceutical companies have been privatized to West European 



investors, and are likely in the future to obtain their chemicals from the mother company;
and (2) several Kft's have started competing for REANAL's market share by supplying 
the same products. 

It may be concluded that if REANAL can survive in these conditions, it is likely 
to be as a much smaller company supplying a range of basic products more limited than 
its present array. 

3. Verification of the restructuring plan: REANAL's restructuring plan assumes 
operating profits of about 36 M HUF in 1994, 83 M HUF in 1995 and 138 M HUF in 
1996. To accept these estimates, the following issues need to be verified with 
REANAL's management: 

Can "other expenses" be brought down from 180 M HUF in 1993 to 61 M HUF 
in 1994, 48 M HUF in 1995 and 45 M HUF in 1996, as the plan forecasts? 
Is it reasonable to expect the proposed improvements to increase sales by 10%, 
16% and 14.7% respectively in 1994, 1995 and 1996 with respect to the "no 
improvement" alternative, while production expenses increase only by 8.5%, 
14.7% and 8% in the same years? 
What is a realistic cost for the improvements proposed by the plan? (The costs of 
eg. 4 M HUF for computer system, 6 M HUF to renew the whole transport fleet, 
seem underestimated). 

If these issues are not verified, the going concern value will have to be discounted 
accordingly. 

4. Liquidation value: The going concern value needs to be contrasted with the 
liquidation value. This is difficult because we do not have market value of the assets. 
However, for the sake of discussion, let us assume that REANAL's assets (1408 M HUF 
in 1994) will bring in a liquidation - after deducting liquidation expenses - 50% of their 
book value, ie. 704 M HUF. REANAL's 1994 liabilities are 1018 M HUF, ie. 
314 M HUF more than its assets. Thus a liquidation bringing 50% of asset book value 
will leave no net value to SPA as sharehclder. Net liquidation proceeds must be over 
72% of book value for SPA to realize anything out of liquidation. If MHB writes down 
288 M HUF of its debt, net liquidation proceeds must be at least 52% of asset book value 
for SPA to realize anything out of liquidation. 

Obviously, SPA needs to verify that REANAL does not have hidden liquidation
values (values which are not adequately expressed in the balance sheet). Such hidden 
values may be due to: 

-

-

-

real estate whose market value exceeds book value 
non-tangible assets such as patents, contracts, licenses, etc. 
high realization value of its inventory and receivables 

A professional appraisal is necessary to assure that there are no hidden values. 
Unless there is significant hidden value, selling REANAL as a going concern value may
bring higher returns to the SPA than liquidation, if the ratio of net liquidation proceeds to 

2
 



asset book value is below the limits discussed above. 

5. MHB first (written) proposal: The main elements of this proposal are: 

- writedown of about 288 M HUF (46% of MHB's credit); 
- c nversion to equity of 170 M HUF (27% of MHB's credit); 
- if REANAL is sold, MHB will get its 170 M HUF at par value out of the sale 

proceeds;
 
- if REANAL is not sold by 12/31/95, SPA will have to pay MHB 170 M HUF and 

take back its shares. 

Annex C, which analyzes REANA L's most critical financial ratios, indicates that 
the effect of this proposal on REANAL's financial projections would be similar to that of 
Alternative I of REANAL's own restructuring plan - one of the alternatives under which 
REANAL felt it could overcome its difficulties. If REANAL' projections of operating 
profits materialize, under MHB's proposal the ratio of operating profit to debt service 
obligations will be only 0.98 in 1995, obliging REANAL to capitalize a small amount of 
debt, and will become satisfactory (1.63) only in 1996. The cash adequacy will be tight 
(cash on hand equal to 7 days' current expenses). The current ratio is also low (1.50 to 
1.35). On the balance, REANAL might be able to survive under this restructuring 
plan if the operating profit projections materialize, but it will have no margin for 
errors.
 

From SPA's point of view, the main disadvantage in MHB's proposal is the last 
condition, which implies that if REANAL is not sold by 12/31/95, SPA will in effect 
have to invest another 170 M HUF in REANAL by buying back MHB's shares. In this 
worst-case scenario, SPA would still would increase the book value of REANAL - which 
it owns - by 288 M HUF (the amount of MHB loan writedown). Based on this 
information, SPA's negotiations with MHB should focus mainly on the terms under 
which SPA must repurchase MHB's shares. Possible terms to negotiate for could be: 

extend the "privatize or pay" date to 12/31/96, or 
- obligate SPA only to give MHB priority on its 1996 restructuring budget. 

6. MHB second (informal) proposal: We understand the elements of this proposal to 
be 

- MHB will write off 50% of its 627 M HUF debt; 
- MHB will sell the other 50% at discount to buyer of company; 
- no debt-to-equity conversion. 

The effects of this debt restructuring proposal on REANAL would be similar to 
that of the first proposal above. From SPA's point of view, the second proposal is better 
since (1) SPA will get 100% of the price paid by the buyer, and (2) SPA will not have to 
invest another 170 M HUF in REANAL (by buying back MHB's shares) if REANAL is 
not sold by 12/31/95. 

3 



7. Selling REANAL for 80 M HUF: We were informed that a potential buyer has 
recently indicated an interest in offering 80 M HUF for buying REANAL together with 
its liabilities. Since our discussion above shows that the going concern value may well be 
only about 16 M HUF and the liquidation value to the owner is possibly even negative, 
there are two possibilities why a buyer might be willing to offer a higher value: 

- REANAL might have a hidden liquidation value, or 
- the buyer might have a business plan according to which REANAL's going

concern value is in excess of 80 M HUF. 

Consequently, if SPA verifies by means of an asset appraisal that there is not 
likely to be a hidden liquidation value, then such a offer would merit serious 
consideration by SPA. Naturally SPA could try to negotiate for a higher price, since the 
buyer's initial price may not be the final price he would be willing to pay. 

4
 



ANNEX A: "REANAL" PROFIT AND LOSS STATEMENT 1994-1996 - WITH MHB 

27% converted to equity)
RESTRUCTURING (46% of MHB's debt written off 

1995 1996
1994 


I. Net sales income 
II. Other income 

III. Direct cost of sales 
IV. Sales, general and adm. costs 

V. Other expenses 

1,156,900 
16,000 

673,558 
402,000 
61,000 

1,300,000 
9,000 

755,071 
423,000 

48,000 

1,400,000 
9,000 

769,900 
456,000 

45,000 

A. Operating profit (I+II-III-IV-V) 36,342 82,929 138,100 

01 Interest income 
02 Income from investments 
03 Other financial income 
VI Financing income (01 +02+03) 

8,000 
2,000 

0 
10,000 

8,000 
0 

22,000 
30,000 

8,000 
0 

95,000 
103,000 

04 Interest expenses - without restructuring 

05 Interest reduction  28.4% on 170 M HUF 
205,000 
130,000 

232,000 
130,000 

232,000 
130,000 

equity swap and 287.731 M HUF writedown 

06 Interest exp. with MHB restructuring (04-05) 

07 Depreciation on investments 
08 Other financial expenses 
VII Financing costs (06+07+08) 

75,000 
0 
0 

75,000 

102,000 
30,000 

0 
132,000 

102,000 
95,000 

0 
197,000 

B. Financial profit (loss) (65,000) (102,000) (94,000) 

C. Ordinary result (A+B) 
D. Tax (est. 18% in 1996) 

E. Post-tax orofit 

(28,658) 
0 

(28,658) 

(19,071) 
0 

(19,071) 

44,100 
(7,938) 

36,162 

Residual 
Value 
90,405 

F. Present value - at 40% discount factor (20,470) (9,730) 13,179 32,946 

G. Total present value 15,925 

qi 
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ANNEX B: SUMMARY OF THE "REANAL" REORGANIZATION PLAN 

1. History and privileged situation: 

REANAL started in the '50s as a successor of a private-sector 
pharmaceutical/cosmetic company. It gained exclusive rights to import, produce and sell 
chemical products for laboratory tests and medical diagnoses. REANAL made enormous 
profits - thanks to its privileged monopolistic situation - in the following fields: 

-
-
-

-

importing chemicals from the USSR, relabelling them and exporting to the West; 
sole importing of test and lab chemicals from the West; 
large-scale processing of animal intestines with outdated technology and selling the 
resulting biochemical products to the USSR; 
producing and selling all necessary test and diagnostic chemicals for domestic 
hospitals and laboratories without any competition. 

2. Result: 

This comfortable situation guaranteed profit to REANAL regardless of its 
competitiveness, level of technology used and quality of services. REANAL had a 
hierarchical organizational setup, which was unable to react flexibly to market trends. It 
did not have to consider cost levels. It had very high general overhead costs and a much 
higher staff than required by its level of production and trade. Although it served 5,000 
customers, due to its monopolistic position it did not feel obliged even to computerize its 
manual, time-consuming processing of orders. 

Thanks to its guaranteed profit, REANAL could afford to try a range of products 
and activities in which it had no experience, technical and personnel qualifications 
(agrochemicas, cosmetics, medicines, etc.) Although these new ventures failed, 
REANAL was not shaken due to the guaranteed profit from its main activities. 

REANAL could also afford financial management failures such as binding 400 
million HUF in non-profit research institutions, while the running of main activities and 
the expansion to new activities required to borrow about 500 million HUF of short-term 
commercial credits. It is noteworthy that REANAL manufactured only a small part of the 
products what it sold. Dominantly it was a wholesale, import company and not a 
manufacturer. 

3. Market collapse: 

In the early '90s the situation has changed completely. Relabelling of Russian 
products could go no further. REANAL lost its exclusive role as sole importer of 
Western test and diagnostic products. It lost its exclusive role in domestic supplies as 
well, as small new private firms entered the wholesaling of laboratory chemicals. The 
Russian market has ceased to exist for a while. Already in 1990, REANAL's debt 
reached 400 M HUF. Interest payments alone run to 93 M HUF per year - 63% of the 
profit of that time. Nevertheless, REANAL was still expanding its personnel, and the 
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general overhead costs were increasing by 20% per annum(!) 

In 1991-1992 REANAL tried to regain its lost balance. It entrusted a German 
consulting firm to evaluate the market position of its main product groups and tried to 
eliminate the production and trade of low-profit products. It also reduced the staff 
significantly. Based on the consultant's advice, REANAL was reorganized - its functional 
units became profit centers. It also tried to integrate marketing and production/product 
development, which were totally separated before. 

Despite these positive steps, REANAL's position deteriorated further. The 
general overhead costs and the growing debt burden ate up the operating profits and drove 
the company into the red. Between 1991 and 1994 REANAL had to fight for the pure 
survival, decisions were taken on a daily basis without strategy and REANAL remained 
on the verge of liquidation. 

4. Financial position in 1993-1994: 

REANAL's incorrect capital structure was indicated above (400 M HUF tied, 500 
M HUF borrowed, 400 of it in USD). REANAL managed in 1992 to sell one of its 
illiquid investments (shares in MEDIMPEX medical export-import company) for 143 
million HUF. 

REANAL also succeeded to pay back part of its short-term credits (about 60 
million HUF) and to swap its foreign exchange debts for Forint debts. In 1993 REANAL 
sold some of its assets and improved its financial position. Thanks to the above measures 
along with a cut in general costs REANAL managed to pay its obligations in time, 
including taxes, social insurance fees and import duties. REANAL suffered a new loss in 
1993 from devaluation of the Forint (120 million HUF loss on exchange rates). In 1994 
REANAL could repay 23 million HUF debt only through selling some of its real estate. 

5. Privatization attempts: 

REANAL was transformed into an Rt. on July 1, 1992. The compulsory 
recalculation of the balance sheet during the transformation increased the book value by 
250 million HUF). The first attempts to privatize REANAL were in 1993 through self
privatization, which was done with the assistance of a consulting firm affiliated with 
MHB. There were no bids on the two tenders launched. ESOP attempts also failed as 
the ESOP organization did not bid on the tenders, because the financial obligations of 
REANAL made it impossible to gua:-antee E-credit to the ESOP organization. 

6. Market opportunities: 

The previous strategy of REANAL, i.e. to supply all possible chemicals to 
Hungarian laboratories as the big Western firms do, has to be abandoned. REANAL 
should narrow its product range and focus on the staple chemicals, which guarantee a 
regular revenue and a reasonable profit level (300 products instead of 3,000). REANAL 
must also find new suppliers and bargain in its purchases for better conditions. 
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REANAL has also started preparations to introduce the "ISO 9000" international 
quality standard and the TQM system in order to shift from quantity to quality. 
REANAL also considers entering new fields such as additives for the canning and meat 
industries. 

In export REANAL wants to focus on the most developed countries, especially the 
USA and Switzerland (its traditional partners). It does not want to increase activities in 
the medicine and agrochemical branches, which proved to be a false direction of previous 
profile changes. 

7. Reorganization of resources: 

a. Organizational structure: 

The 1991 reorganization into profit centers failed due to the very small size 
of the separated units. In many cases it meant that the same customer or supplier had to 
turn to two or more divisions within REANAL for various products. It resulted in a 
weakened bargaining position both in purchases and supplies, and complicated follow-up. 

REANAL has decided to change its organizational structure for a product 
management system in which each main product has one manager, who follows up 
everything related to that product. This is a proven system for companies with few main 
groups of products and a very wide range of customers. 

b. Computerized processing: 

The very wide range of prioducts and customers makes it essential to 
introduce a computerized recording and processing of orders, invoices and supplies. This 
would decrease the time required to fulfill orders from one month to a few days and 
would reduce costs (sales, administration, storage, transport, etc.) The computerized 
inventory control system requires a surprisingly modest investment and could bring about 
a quick increase in profit and an improved market position. 

c. Personnel: 

The number of employees has been decreased by more than 20% in two 
years but overstaffing still exists. REANAL intended to further decrease employment in 
1994 by 10-15%. 

As regards wages REANAL wants to introduce a more differential system along 
with higher wages. This will mean higher wage costs (by 10-15% per annum), in spite of 
the staff reduction. 

d. Investments: 

The above reorganizational concept does not require substantial 
investments. The key for success is computerized processing, i.e. a computer system 
which keeps record of all orders, stocks, supplies and payments. It would make 
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REANAL able to react quicl-y, shorten delivery time and therefore make its clients more 
satisfied and gain new clients as well, resulting in higher turnover with higher profit. It 
would reduce recording, administration costs as well. Last but not least, it would reduce 
inventory to the minimum possible and save in storage and transport costs. According to 
the reorganizational plan, computerization requires an investment of only 4 M HUF. 
(This probably includes only the hardware). 

International-level quality control is also proposed. It requires 6 million HUF 
worth of quality control instruments. There ae other investment needs for trucks, 
storage of liquid products, etc. Total investments required are about 40 M HUF, which 
could be financed from operational profits. 

e. Financial reorganization: 

Alternatives for financial reorganization can be seen from the tables in 
REANAL's reorganization plan. Without a financial reorganization REANAL will nct be 
able to have a positive cash flow and meet the paynent obligations. Solution should le 
either a debt writeoff, a debt/equity swap, a temporary moratorium on repayment, furtler 
credits, or a combination of the above. It depends basically on the willingness and 
preferences of the creditor banks and the social insurance authority. REANAL must also 
divest itself of its non-profit organizations like the three research institutions. 

8. Summary: 

According to the summary of the reorganizational plan, the problems of REANAL 
have started in the mid '80s and accelerated in the early '90s due to the forced growth. 

Management believes that the problems are a result of the supply side (ie. of the 
products sold and produced) and not of the demand side (ie. of the market). It feels that 
REANAL is competitive in price and quality but due to lack of financial sources it could 
not finance the purchase of the optimal composition of products. The risk-taking capacity 
of REANAL has decreased to almost nil. Personal consequences were delayed. 

REANAL did make some important steps toward recovery such as staff reduction, 
changing organizational structure, etc. but it was not enough. The marketing analysis 
shows that REANAL's products have a good market prospect in both the short and long 
term. Their profit level is satisfactory. The range of products has to be narrowed, 
making it possible to reduce the inventory. Delivery time must be reduced by 
computerized processing of orders. 

Management feels that financial reorganization, without major investment, would 
make REANAL regain the leading position in its sector. The reduction of the interest 
burden by 70% would make REANAL able to repay its debts and would open the way to 
privatization. 
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ANNEX C: ANALYSIS OF SOME CRITICAL RATIOS OF "REANAL" RESTRUCTURING PLANS
 

CRITERION ANALYSIS PROCEDURE AND RESULTS 

Is company's Operating profit/year: 1991 1992 1993 1994 1995 1996 
operating profit 
positive? W/o consolidation 

170,236 
-120,73C -152,715 -17,120 -347 15,279 

Rest. plan option I -120,730 -152,715 36,342 82,929 138,100 
170,236 

MHB's proposal -120,730 -152,715 36,342 82,929 138,100 
170,236 

Will the Days cash for 1991 1992 1993 1994 1995 1996 
company have material +salaries 2 3 11 10 4 6 
sufficient 
liquidity to Without consolidation 2 3 11 10 7 7 
operate during 
the plan period? Rest. plan option 1 2 3 11 10 7 7 

MHB's proposal 

Is operating Oper. prof/debt serv 1991 1992 1993 1994 1995 1 1996 
profit sufficient 1.71 -0.67 -1.69 -0.09 -0.00 0.07 
to meet debt Without consolidation 
service 1.71 -0.67 -1.69 0.31 1.12 2.19 
obligations? Rest. plan option I 
(Ratio of 1.71 -0.67 -1.69 0.49 0.98 1.63 
operating profit MHB's proposal 
to debt service) 
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CRITERION ANALYSIS PROCEDURE AND RESULTS 
Is company's Operating profit/year: 1991 1992 1993 1994 1995 1996 
operating profit 
positive? W/o consolidation -120,730 -152,715 -17,120 -347 15,279 

Rest. plan option T 
170,236 

-120,730 -152,715 36,342 82,929 138,100 
170,236 

MHB's proposal 
170,236 

-120,730 -152,715 36,342 82,929 138,100 

Does the plan Curr, asst/curr, liab, 1991 1992 1993 1994 1995 1996 
assure that the 1.52 0.71 0.73 0.55 0.45 0.37 
company will be Without consolidation 
able to meet its 1.52 0.71 0.73 1.42 1.45 2.84 
current 
obligations? 

Rest. plan option I 
1.52 0.71 0.73 1.50 1.40 1.35 

MHB's proposal _ 
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ANNEX D: COMMENTS ON "REANAL" RESTRUCTURING PLAN
 

REANAL is not legally in liquidation and thus is within
 
SPA purview, but financially it is bankrupt.
 

1. Completeness: We need the marketing analysis to evaluate
 
the assumptions regarding the future demand for REANAL's
 
products and the feasible price increases, which are the basis
 
of the reorganization plan.
 

2. Consistency: There is one major inconsistency: On the
 
one hand th- plan claims that the present crisis was caused by
 
too large a range of products and the entering of new areas,
 
and on the other hand the organization plan recommends opening
 
activities in new areas such as food additives.
 

The price comparison with MERCK (in the US or Western
 
Europe) is not too meaningful. The important price comparison

is with other Hungarian suppliers of the same products
 
(DIAGNOSTIKUM, FABIO, IZINTA). This latter comparison shows
 
that REANAL underprices these firms in 72 of the cases cited
 
and overprices in 25 cases. Thus REANAL may have some room
 
for price increases, but not as much as the comparison with
 
MERCK would suggest.
 

3. Reliability: Investment cost requirements are grossly

underestimated. An average pick-up costs 2-3 M HUF while the
 
plan indicates 6 M HUF to renew the whole transport fleet.
 
Computer system costs are 4 M HUF in the plan, but if
 
software, training, putting into operation, etc. is also
 
included it is grossly underestimated. However, even if the
 
real cost is 2-3 times higher it would not materially change
 
the reorganizational plans.
 

Another questionable figure is that in all cash flow
 
projections the situation of the company is changing for the
 
better from 1994 because of one single item - a major cut in
 
"other expenses" from 180 M HUF to 60 M HUF in a year. All
 
other operating costs and revenues are essentially the same.
 
It is necessary to find out what is involved in this cost
 
category, why is the big drop, and whether it is well founded.
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4. REANAL's liquidation value: It must be emphasized that
 
our assessment of REANAL's liquidation value (Annex B) is
 
strictly a very approximate desk-top estimate. It is based on
 
opinions by SPA personnel regarding the percentage of book
 
value which different types of assets are likely to bring in a
 
liquidation on the average, without reference to REANAL's
 
particular conditions. To draw valid conclusions regarding
 
REANAL's liquidation value it would be necessary to make a
 
professional appraisal, with particular attention to:
 

With these limitations in mind, our estimate is that
 
liquidation of REANAL's assets would bring a net value of
 
roughly 566 M HUF.
 

If this estimate of the liquidation value is
 
approximately correct, then REANAL's liabilities (about
 
1017 M HUF) are considerably larger than the liquidation value
 
of its assets. Thus from SPA's point of view, any price which
 
is offered by a buyer who is willing to take PEANAL together
 
with its liabilities would be better than wh- SPA would
 
obtain through liquidation, namely nothing.
 

5. MHB's restructurinq offer of Nov. 25: The main elements
 
of this proposal are 

a. 	 MHB will write down 287.731 M HUF (45.9%) of its
 
627 M 1IUF loan;
 

b. 	 MHB will swap 170 M HUF for shares (24.3% of
 
REANAL's equity);
 

C. 

6. 	 Alternative MHB proposal - write off 50% of debt, sell
 
off the other 50%
 

We understand that MHB is also considering the
 
alternative of writing off 50% of its debt and selling the
 
other 50% in the market, preferably to a buyer of REANAL.
 
From SPA's point of view this would have the same implications
 
as section 3. above: The investor would offer a price to SPA,
 
and if the appraisal shows that the liquidation value of
 
REANAL's assets is likely to be inferior to REANAL's
 
liabilities, it would be in SPA's interest to accept it;
 
negotiations with the investor would focus on obtaining
 
guarantees for REANAL's continued operation.
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ANNEX E: ESTIMATE OF "REANAL" GOING CONCERN VALUE
 

Net liquidation value (of REANAL's assets - before deducting liabilities!)
 

Item/Estimate> 12/31/94 Balance High Medium Low
 
Real estate 529,200 317,520 211,680 158,760
 
Technical equipment 113,000 33,900 22,600 16,950
 
Other equipment 28,150 2,815 1,408 0
 
Investments 5,000 250 125 0
 
Shares in other companies 129,900 51,960 38,970 25,980
 
Loans 11,500 9,200 5,750 2,300
 
Inventories 354,143 212,486 159,364 106,243
 
Receivables 196,000 98,000 58,800 39,200
 
Securities 5,120 2,048 1,536 1,024
 
Cash and banks 6,000 6,000 6,000 6,000
 
Total, liquidation value 734,179 665,597 356,457
 
Less: Liquidation costs (15%) 110,127 99,840 53,469
 

Net liquidation value 624,052 1565,757, 302,988
 

Present value of future income (going-concern value):
 

Value in Present Value, at the Following Discount Rate:
 
Item/Discount factor> Year Received High (40%) Medium (35%) Low (30%)
 
Operating profit, 1994 36,342 25,959 26,920 27,955
 
Operating profit, 1995 82,929 43,311 45,503 49,071
 
Operating profit, 1996 138,100 50,328 56,130 62,858
 
Proceeds from sale of REANAL 125,820 160,370 209,528
 

Total, going-concern value :245,4181 288,923 349,082
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EMLtKEZTET6 

TArgy: A REANAL Rt. Atszervezdsi terve 
Cfmzett: Vanicsek MAria 
KOild6 f61: IMPACT II szakdrt6i csoport 
DAtum: 1994 december 12. 

A k~vetkez6 megjegyz~seket tesszflk el6ljAr6ban Reanal Atszervez~si terve 6s mAs 
dokumentumok dttanulmdnyozAsa uttn. .-. ek a megillapftAsok 16nyegesen m6dosulhatnak a 
Reanal vezet6ivel folytatott besz61get~sek eredmdnyekppen. 

1. A Reanal Rt. tovdbbmfik6d6 v~ilalati 6rndke: A tovdibbmfikbd6 6rt~k kiszAmftAsakor 
a k6vetkez6ket tekintettk kiinduldsi alapnak. 

Az fizemi eredm6ny a Reanal 1994-6-os szerkezetvAltAsi tervd6rek megfelel6 lesz, azaz 
feltdtelezzibk, hogy a szerkezetviltAs mdr 1994-ben elkezd6d6tt. 

- A p6nziigyi terhel6st a Reanal "szerkezetvAltAs nlkfili" eI6rejelzdsei alapjln vettiik 
figyelembe, tehAt 6venknt 13o milli6 forintot [kamatcs6kkentds az MHB fr~sbeli javaslata 
lapjdn: Reanal 287,731 milli6 forintjdra szAmolt 28,4% kamat le van frva, 6s 170 milli6 
forintot pedig Atforgattak sajdt t6kdbe. 

A jelen6rtfk kiszAmftAsAhoz hasznAlt leszAmftoldsi kamatlAb 4o% [amely a jelenlegi 
34%-os illetve egyre nbvekv6 kereskedelmi kamatlAbak mellett a minimAlis 6rtfk]. 

Mindezen kiinduldsi alapokat tekintve, Reanal jelen~rt~ke ['A' mellklet] csupAn 
16 milli6 Ft koriil van. Az alacsony 6rt6k abb6l ad6dik, hogy az MHB Altal javasolt 
ad6ssAgdtfitemez6s mellett az 1994 As 1995 6vi eredm6ny m6g mindfg negatfv, mely csak 
1996-ban fordul pozitfvba. 

2. Reanal szerkezetvAltAsi terve 

Reanal Atszervez6si terv6nek ['B' mell6klet] dttanulmdnyoz~sa utdn ugy ldtjuk, hogy 
ncha Reanal vezet6s6ge tett ugyan konkrdt 16p~seket a vAllalat helyzet6n k6nnyftend6 [pl.
16 szAmle6pft6s, struktdra vdltAs], Am tt~l a vdltoz6 k6rillm6nyekre, [iy61ddullassan reagAlt 
nem vezette m6g be a szAmft6g6pes k6szletnyilvdntartAsi ds irAnyftAi rendszert]. TovAbbA a 
tervb6l nem ltszik, hogy a vezets6gnek lenne egy j61 v6giggondolt marketing strat6gija. 

Reanal f6 profilja olyan kfil6nb6z6 vegyianyagok eladAsa gy6gyszergyAraknak, 
k6rhd.aknak, kutat6 int6zeteknek, stb., melyek a laborat6riumi vizsgdlatokhoz szaiks6gesek. 
Reanal els6sorban vegyiagyag kereskedelmi cag, termel6si kapacitAsa korldtozott. 
Tev6kenysdg6nek 85%-a a belf61di piacra irAnyul. Kev6s es61ye van az export nagyaranydi 
n6vel6s6re, inert a kelet-eur6pai piacok besziikiiltek, Nyugat-Eur6pdban pedig olyan nagy 
c6gek forgalmazzAk ugyanezeket a termdkeket, melyeknek a piaci helyzete ugyancsak 



stabilnak mondhat6. A Reanal term6kek magyar piaca rAadAsul fokozatosan szgkiil, mcn t6bb 
figyf61 [kutat6 intdzetek, k6rhzak, stb.] stilyos anyagi gondokkal kfiszk6dik. A szikOIl6 
piacon romlik a Reanal helyzete, inert [1] n6hAny gy6gyszergydr nyugat-eur6pai befektet6k 
kezdbe kerijit, ds val6szfnfileg a vegyianyagokat a j6v6ben anyavflaIatukt61 fogjAl 
beszerezni, ds [2] t6bb konkurens Kft pr6bdlja a Reanal piacait elh6dftani, ugyanazokat a 
termdkeket 6rt~kesftve. 

Osszessdg6ben el lehet mondani, hogy ha a Reanal ilyen felt6telek mellett talpon is 
tud maradni, val6szfnGleg sokkl kisebb vAllalat lesz, ds az Altala forgalmazott term6kek k6re 
is leszGkUIl. 

3. A szerkezet~talakft.Asi terv igazol]sa: Reanal szerkezetAtalakftAsi terve felt6telezi, hogy 
az Oizemi eredm6ny 1994-ben 36 milli6 Ft, 1995-ben 83 milli6 Ft ds 1996-ban 138 milli6 Ft 
lesz. Ahhoz, hogy el tudjuk fogadni ezeket a becsldseket, a k6vetkez6 k6rddsekre kell vdlaszt 
kapnunk a vdllalat vezet6s6t61: 

- Vajon az "egy6b rifordftAsok" t6tel cs6kkenthet6-e az 1993-as 18o milli6 Ft-r61 61 
milli6 Ft-ra 1994-ben, 48 milli6 Ft-ra 1995-ben 6s 45 milli6 Ft-ra 1996-ban, ahogy az a 
tervben szerepel? 

- Vajon rea.li elvdrds-e az, hogy a javasolt fejleszt6sek az 6rt6kesftdst lo, 16 6s 
14,7%-al n6velik 1994, 1995 ds 1996 6vekben, a "nincs fejlesztds vdItozathoz" k6pest, ds 
ugyanakkor a termel6si k6lts6gek csak 8,5, 14,7 ds 8%-al n6vekednek ugyanazokban az 
dvekben?
 

- A terv Adtal kilAtAsba helyezett fejlesztdseknek mekkork lesznek a retlis k6ltsdgei? 
[P1. a 4 milli6 forintos k6ltsdg a szAmft6g6pes rendszerre, vagy pedig a 6 milli6 forint az 
egdsz gdpkocsipark korszeriGsftds6re, alulbecsiilt el6irdnyzatnak tcinik.] 

Hogy ha a ezeket a becsl6seket ner tAmasztjik aIA, akkor a cdg tovAbbmfik6d6 6rtke 
ennek megfelel6en automatikusan cs6kken. 

4. LikvidAc6s 6rt6k: A tovAbbm~k6d6 6rt6ket a likvidAci6s 6rtdkkel kell szembeAllftani. 
Ez viszont neh6z, mert nem ismejuk az eszk6z6k piaci drt6kdt. Mindenesetre vitaalapul 
tegyiik fel, hogy a Reanal eszkbzei felszAmolds esetdn a k6nyvszerinti drtdk 5o%-At, 7o4 
milli6 Ft-ot hoznak [a felszAmolgsi k6lts6gek levondsa ut n]. Reanal-nak 1994-ben 1o18 
milli6 forint k6telezett6ge van, 314 milli6 Ft-al t6bb, mint az eszk6z6k. fly m6don - ha a 
likvidgci6 a k6nyv szerinti drt6k 5o%-At 6ri el -, az AVO-nek, mint r6szv6nyesnek nem 
marad nett6 6rt6k A likvidAci6s Arbev6telnek legaldbb a k6nyv szerinti 6rt6k 72%-nak kell 
lennie ahhoz, hogy az AVU valamit is kapjon a likvidAci6 sor__JHa az MHB 288 milli6 Ft
ot lefr az ad6ssAgb6l, akkor a nett6 likvidAci6s Srbev6telnek legalAbb a k6nyv szerinti drt6k 
52%-dnak kell lennie, ahhoz, bogy az AVO valamit is nyerjen a likvidAci6n. 

Nyflvdnval6an az AVU-nek bizonyitani sziksdges, hogy a Reneal-nak nicsenek rejtett 
likvidAci6s drtdkei [olyan 6rtdkek, melyek nern tiikr6z6dnek megfelel6en a m6rlegben]. Az 
ilyen rejtett 6rtdkek a k6vetkez6k miatt meriihetnek fel: 

- ingatlan, melynek a piaci drt6ke meghaladja a k6ryv szerinti drtdket 
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- vagyoni 6rtdki jogok, tigymint szabadalmak, szerz6ddsek, licenszek, stb. 
- magas Aron 6rtrkesithet6 k6vetel6sek 6s kdszletek 

Szakszergi vagyon6rtdkel6s sziksdges ahhoz, hogy bizonyossA v/djon, hogy nicsenek 
ilyen rejtett 6rtkek. Hacsak nincsen jelent6s rejtett 6rt6k, a Reanal eladisa mflk&d6 vAllalati 

rtdken nagyobb bev6telt eredmdnyezhet az AVu szAm,'ra, mint a likvid:ci6, feltrve, hogy 
a likvidAci6s drbevdtel 6s az eszkbzrk ktinyv szerinti rtdkdnek arnya a fent emlIftett 
hatArrt6keken belil esik. 

5. Az MHB els6 [irAsbelil javaslata: Ennek a javaslatnak a f6 elemei a k6vetkez6k: 

- kb. 288 milli6 forint lefr~sa [az MHB hitel 46%-a]
 
- 17o milli6 forint tfrzst6kdsft6se [az MHB hitel 27%-a]
 
- ha Reanal-t eladjk, az MHB a 17o milli6 forintot ndv~rtdken kapja meg az eladAsi
 
Arbevrtelb6l
 
- ha Reanal ner kerill eladdsra 1995 december 31-ig, az AVID k6teles az MHB-nak 17o 
milli6 Ft-ot fizetni 6s a rdszvdnyeit visszavenni. 

A 'C' mellk1et, mely Reanal legkritikusabb pdnztigyi arAnyszArmait elemzi, kimutatja, 
hogy e fenti javaslat a Reanal pdnziigyi el6irdnyzataira val6 hatAsdban hasonl6 lenne Reanal 
sajit szerkezetvlJtAsi tervdnek 1. sz. varidici6jdihoz; ez ut6bbi az egyik olyan kidolgozott 
alternatva, melyr6l a Reanal azt gondolta, hogy segftsdgdvel felil tud Icerekedni a 
nehdzsdgeken. Hogy ha Reanal val6ban teljesfti az Oizemi eredmrny e]6irdnyzatokat, az MHB 
javaslat rtelmrben az fizemi eredm6ny 6s az ad6ssdgszolgtlati k6telezettsdgek kozbtti 
arAnyszAm 1995-ben csak o.98 lesz, ami arra kotelezi a Reanal-t, hogy egy kis 
ad6ssAgosszeget t6kdsftsen; ez az ar.nyszm csak 1996-ban lesz kieldgft6 [1,63]. A 
kdszpdnzmegfeleltetdsi mutat6 is szfikos kereteket enged [a pdnztAri k6szlet csak 7 napnyi 
foly6k~ltsggel egyenrt6kfi]. A likviditfsi ardny szintdn alacsony [1,5o 6s 1,35 kbzott]. 
Mindezek mrrlegelsrvelReanal talpon maradhat a szerkezetvAltis id(szaka alatt, feitrve 
ha a crg teljesiti az uzemi eredhnny elrinyzatokat, amellett, hogy a hibAk fedezetriil 
semmiffle r~ihagy~is nincs berpftve. 

Az AVO szemszog6b6l az MHB javaslatAnak legnagyobb hAtulit6je az utols6 feltdtel, 
amely leszbgezi, hogy ha a Reanal ner keriil 6ntkesftrsre 1995 december 31-ig az AVO-nek 
gyakorlatilag tovibbi 17o milli6 Ft-ot kell a Reanal-ba fektetnie az,;Jtal, hogy visszavisdrolja 
az MHB rdszv6nyeket. Ebben a legrosszabb esetben az AVU megn6veln6 atulajdonrban 160 
Reanal kbnyv szerinti dnrtk6t 288 milli6 Ft-al [az MHB k6lcs~n lefrt 6sszege]. Ennek az 
informAci6nak az alapjb az AVO ds az MHB k6zbtt zajl6 tdrgya]6sok homlokter~ben f6leg 
annak meghat,.rozsa lesz, hogy az AVtJ milyen feltdtelek mellett kbteles visszavAs'rolni 
az MHB rdszvdnyeit. A kovetkez6 lehets6ges feltdtelek j6hetnek sz.mitAsba: 

- meghosszabftani a "privatizAljon vagy fizessen" hat4--6t 1996 december 31-re 
- arra kbtelezni az AVO-t, bogy az MHB-nak csak az 1996-os szerkezet~talaktAsi 
k6ltsdgvet6sdre adjon prioritAst 
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6. Az MHB mfsodik rner hivatalosi Javaslata: f-rtelmezdsfink szerint e javaslat elemei a 
k6vetkez6k: 

- Az MHB elengedi a 627 milli6 Ft-os ad6ssg fel6t 
- Az MHB eladja a vdsr16 c~gnek a misik 5o%-ot engedm~nyes Aron 
- az ad6ss, g ner lesz t6rzst6kdsftve 

Ennek az ad6ssAgitfitemez6si javaslatnak az els6h6z hasonl6 hatsa lenne a Reanalra 
ndzve. Viszont az AVO szempontjib6 a misodik javaslat jobb, mivel 1. az AVO a vdsirl6 
Altal fizetett v6teUr egdszt megkapja 6s 2. az AVO-nek nem kell befektetnie plusz 17o milli6 
Ft-ot a Reanalba [azltal, bogy visszavisirolja az MHB r6szv6nyeit], amennyiben a Reanal 
ner kel el 1995 december 31-ig. 

7. A Reanal eladdsa 8o milli6 Ft-6ri: fJgy drtesfiltiink, hogy egy potenciliis vs,r16 
olyan ajInlatot tett, hogy megveszi Reanalt a k6telezetts~geivel egyiitt 8o milli6 Ft-6rt. 
Tekintve, hogy a fent lefrt gondolatmenet alapjdn a mfk6d6 vtllalati 6rt~k vaI6szfnileg csak 
16 milli6 Ft k6riil mozog, 6s a likviddci6s drt6k a tulajdonos sZAmra val6szfnfileg negatfv, 
kdt oka lehet annak, hogy mi6rt ajgnlanak ernl magasabb 6rt6ket: 

- Reanal-nak rejtett likvidAci6s drt6ke van, vagy pedig 
- a vAs ir6nak olyan bizleti terve van, amely szerint Reanal miik6d6 vtllalati drt6ke a 
8o milli6 Ft-ot meghaladja. 

K6vetkezdsk6ppen ha az AVU vagyon~rt.kels MJtal bizonyftja, hogy ner val6szfna, 
hogy van rejtett likvid~ci6s 6rtdk, akkor egy ilyen ajdinat komoly megfontohisra drdemes. 
Term~szetesen az AVCY megpr6bilhat magasabb Arat is kiharcolni, met meglehet, hogy az 
els6 ajnlati dr ner a legmagasabb 6sszeg, amit az ajdnlattev6 hajland6 lenne fizetni. 
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B Meiklet: A Reanal fitszervez~si terv~nek bmsefoelalisa 

1. El6zm~nyek ds a privilegiz.9lt helyzet: 

Reanal az So-es dvekben egy magAn gy6gyszer~szeti/kozmetikai cdg ut6djak~nt kezdte 
meg m~k~d~s~t. KizAr6Lagos jogokat szerzett 
a lab6rat6riumi vizsgAlatokhoz ds orvosi diagnosztikAhoz sziiks~ges vegyl anyagok 
importjAra, el6&UllftAs~ira illetve 6r-t~kesftds~re. Reanal hatalmas nyeres~ggel dolgozott 
monopolhelyzet~nek k6sz~nhet6en -, a k6vetkez6 terileteken: 

- a Szovjetdni6b6l vegyl anyagokat importAlt, melyeket Atcimkdzett 6s nyugatra 
export~Jt 

- kiz&6lagos nyugati import~re a vizsg~iati ds laborat6riumi vegyi anyagoknak 
- Alati b~l 6s zsigerek idej6tmtilt technol6gi~vaI vaI6 nagyiizemi feldolgozAsa; az fgy 

el6Allftott biok~miai term~keket a Szovjetiini6 fel6 drtdkesftett~k 
- az bsszes vizsg~.athoz ds diagri6zishoz sza~ks~ges vegyi anyag el6dllftAsa ds 

drt~kesftdse a hazai k6rhdzak 6s laborat6riumok r~sz~re mindenf~le konkurencia ndkii 

2. Eredm~nv: 

Ez a k~nyelmes helyzet garanat~ta Reanalnak a hasznot, fiiggetlenail a 
versenyk6pessg~t6l, az alkalmazott technol6gia szfnivonal~t6l illetve a szolg;JtatAsok 
min6sdg~t6l. Reanalnak hierarchikusan feldpftett szervezeti rendje volt, mely nem tudott 
rugalmasan reag~lni a v~itoz6 piaci viszonyokra. Nemn volt r-dszorulva arra, hogy a 
k6lts~gtdnyez6ket kilbn6sk~ppen m~rlegelje. Nagyon magasak voltak az MJta]Anos rezsi 
kbltsdgek , ds indokolatlanul magas volt a l~tsz~rm a termelds 'ids az drt~kesft~si szintekhez 
k6pest. Noha 5ooo iigyflel tar-tottak kapcsoaltot, a c~g monopolisztikus helyzete miatt mdg 
arra sem szorult rA, hogy az id6ig~nyes, kdzzel frott rendeI~snyilvAntartAst szAmit6g~pesfts~k. 

Tekintve, hogy Reanal nyeres~ge mindenk6ppen szavatolva volt, megengedhett~k 
maguknak, hogy kipr6b~.janak sz.Amos olyan term~ket illetve tevdkernys~get, mellyel 
kapcsolatban nem rendelkeztek a megfelel6 tapasztatlattal illetve szak~rtelemmel 
[mez6gazdas~gi vegyianyagok, kozmetikumok, gy6gyszerek, stb.]. Noha ezek a 
pr6bdlkozAsok sorra kudarcot vallottak, Reanal helyzete nem rendiilt meg, hiszen szavatolva 
volt a f6 profiltev~kenys~gek utAni haszon. 

Reanal p'~nziigyi baklhv~seket is mnegengedhetett magAnak, iigymint pl. 4oo milli6 Ft 
lek6t~s~t non-profit kutat6int~zetekben, mig a f6 tev~kenys~gek m~kddtet~s6hez ds az IIJ 
tev~kenys~gek bevezet~s~hez kb. 5oo milli6 Ft r6vidlejdratii kereskedelmi hiteleket vett fel. 
Erdemes megjegyezni, hogy Reanal az MJatla 6rt~kesitett termdkeknek csupbn t~red&t 
AUllftotta e16 6inmaga. Els6sorban nagykereskedelmi 6s import cdg volt, nem pedig termel6 
vAllalat. 

3. Apiac 6isszeom]Asa: 

A 9o-es 6vek elej~n a helyzet gy6keresen megv;Utozott. Az orosz Aruk Atcfmk~z~se 
nem volt tbbb j~rhat6 Ot. Reanal tuvAbbA elvesztette kizdr6lagos import6ri szerep~t a nyugati
vizsgAJati ds diagnosztikai term~kekre. A belfbldi piacon is konkurenci~val kellett 
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szembenfznie, mivel kis magAncfgek jelentek meg a laborat6riumi vegyianyagok 
nagykereskedelmrben. Egy id6re 2z orosz piac megsznt 16tezni. MAr 199o-ben Reanal 
ad6ssAga elrte a 4oo milli6 Ft-ot. CsupAn a kamatterhek 6vente 93 milli6 Ft-ot tettek ki 
- az akkori nyeresrg 63 %-At. Ennek ellenrre Reanal tovAbb folytatta a munkaer6felvdtelt, ds 
az Altaldnos rezsik61tsrgek 6vente 2o%-al [!] n6ttek. 

1992-93-ban Reanal megpr6b~lt visszaz6kkenni az egyensiilyi Allapotba. Megbfzott 
egy n~met szakrrt6i crget azzal, hogy mrj~k fel a f6bb termfkek piaci kildtAsait, ds 
megpr6bdlta lealitani a kis haszonnal drtdkesfthet6 illetve el6MIlfthat6 termfkekkel val6 
foglalkozAst. Ezenkfvfil jelent6s 16tsz2Amle~pftrst is hajtott vfgre. A szakfrt6k tancsdra 
Atszerveztrk a crget, 6s a funkciondIis egysdgek nyeres~gk6zpontokkA vditak. Reanal 
megkfsdrelte integr~lni a marketinget 6s a termelrs/termrk fejlesztrst is, mely korAbban krt 
teljesen kiilbnAdl6 terfilet volt. 

Mindezen konkrrt 1dp~sek ellen6re Reanal helyzete tovAbb romlott. Az MJtaldnos 
rezsik6ltsrgek 6s a nbvekv6 ad6ssAgterhek felemrsztettrk az Oizemi eredm~nyt ds 
vesztesrgess6 tettrk a crget. 1991 6s 1994 kbzott Reanal a puszta talpon maraddsrrt kfizd6tt; 
a d6ntrseket a napi helyzet diktAlta - startrgiai megfontolAsok ndlkbW -, ds a v~lalatot 
folyamatosan a felszdmolds veszrlye fenyegette. 

4. Az 1993-94. 6vi pnziigyi helyzet 

Reanal helytelen t6keszerkezetfre mAr fentebb utaltunk [400 milli6 Ft lek6tve, 500 
milli6 Ft kdlcsrntartozds, ebb6l 40o USD-ban]. Reanalnak 1992-ben sikerfilt eladnia az egyik 
nem azonnal p6nzz6 tehet6 befektetfsft [a Medimpex nevG egfszs6gbigyi export-import 
vgdlalat rrszvfnyeit] 143 milli6 Ft-6rt. 

Reanalnak tovAbbA sikerijit visszafizetnie a rbvid tAvd hitelek egy r6szft [kb. 6o milli6 
Ft-ot] As Atalakitotta kUiifbldi valutAban fizetend6 ad6ssgait forint tartozAssd. 1993-ban 
Reanal 6r:cdkesftette vagyona egy rfszft, 6s javftott pnzfigyi helyzet6n. A fenti 
intdzkedfseknek ds az dlta.inos koltsdgek cs6kkent6srnek tulajdonfthat6an Reanal 
k6telezettsdgeit hatdrid6re ki tudta egyenliteni, bele~rtve az ad6kat, a tArsadalombiztosftAsi 
jA"ul6kokat 6s a behozatali vdmokat. Reanalt dijabb vesztesfg drte 1993-ban a forint 
lefrt6kels kapcsbn [12o milli6 Ft Arfolyamvesztes6g]. 1994-ben Reanal csak tigy tudott 
kifizetni 23 milli6 Ft ad6ssdgot, hogy ingatlanvagyonAnak egy rfszdt 6rtdkesftette. 

5. PrivatizAci6s pr6bAlkozAsok 

Reanal 1992 jtlius 1-dn Atalakult rdszv6nytArsasggA. A mfrleg ktelez6 AtszAmftAsa 
az AtalakulAs alatt megn6velte a kbnyv szerinti drtfket 25o miilli6 Ft-al. A Reanal 
privatizAci6jra az els6 kfs6rletek 1993-ban bnprivatizAci6 keretfben t6rtdntek, egy olyan 
szaktanAcsad6i cdg segfts6g6vel, mely az MHB tArsult vdllalata. A krt meghfrdetett pdlyAizatra 
azonban nem 6rkezett ajinlat. Az MRP pr6bdlkozdsok szintrn kudarcot vallottak, mivel az 
MRP szervezet ner nydjtott be tenderpilydatot, tekintve, hogy Reanal p6nziigyi 
k6telezettsfgei mellett nem lehetett az E hitelt garantlni az MRP szervezet szAmAra. 
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6. A.piaci lehet6sdgek 

Reanal korAbbi strat6giijdr61 [hogy a nyugati c~gekhez hasonl6an minden lehetsdges 
vegyi anyagot szillft a hazai laborat6riumoknak] le kell mondani. Reanalnak le kell sz~kftenie 
termdkskAkjAt, ds az alapvet6 vegyi anyagokra kellene koncentrlnia, inert ez rendszeres 
j6vedelmet garantAlna kiel6gft6 haszonkulcs mellett [a 3ooo termdk helyett 3o0 lenne]. 
Reanalnak tovdbbd tij beszAllft6k uttAn is kell n6znie ds jobb visArIAsi felt6teleket kellene 
kialkudnia. 

Reanal el6ksziiletet tett arra is, hogy bevezesse az ISO 900o nemzetk6zi 
min6sdgszabvinyt 6s a TQM rendszert, annak drdek6ben, hogy Athelyezze a hangsdlyt a 
mennyis6gr61 a min6s6gre. Reanal ezenkivil fontolgatja azt is, hogy dij terfiletekre terjeszti 
ki mfik6d6s6t, mint p61dAul a konzerv- ds hiisipar ltal haszn;lt tart6sft6szerekre ds 
adal6kanyagokra. 

Reanal exportjiban a legfejlettebb orszAgokat 6hajtja megc6lozni, kiil6nbsk6ppen 
hagyomAnyos partnereit az USA-t 6s Svjcot. Agrok6miai 6s gy6gyAszati tevdkenysdgdt nem 
szeretn6 fokozni, mert ezek a koribbi profilvAltAsok helytelen irAnynak bizonyultak. 

7. Az er6forrAsok Atrendez6se 

a. A szervezeti fel~pits 

Az 1991-es nyeres6gk6zpontokra val6 osztAs nem volt sikeres, mert a 
szdtvAlasztott egys6gek til kicsik voltak. Sok esetben ez azt jelentette, hogy egyazon 
Uigyf6lnek vagy beszallft6nak k6t vagy t6bb Reanal r6szleget is fel kellett keresnie kiil6nb6z6 
term~kek iigy6ben. Ez viszont azt eredm6nyezte, hogy gyeng6bb lett a vdllalat tArgyal Asi 
helyzete mind a beszfllft6kkal szemben, mind pedig drtdkesft6skor, radisul az iigyintdz6s 
is bonyolultabbA vdlt. 

Reanal tigy hatirozott, hogy Atalakftja a szervezeti fel6pftdst term6k menedzseri 
szervezett6, amelyben minden f6bb term6k egy menedzserhez tartozik, aki a termkkel 
kapcsolatos minden teend66rt felel6s. Ez a rendszer j6l bevilt olyan vllaatoknA1, ahol kev6s 
term6kcsoport van 6s nagyon szd1es az 6igyfelek k6re. 

b. Logisztika 

A term6kek 6s az Oigyfelek szdles k6re miatt fontos, hogy a beszAlftAsok 6s 
a szmlAk feldolgozAsa ds nyilvbntartsa szdmft6g~pen t6rtdnj~k. Ez cs6kkenten6 a rendelsek 
teljesft6si hatLridejt - egy h6napr6l pAr napra, ds cs6kkenten6 a ki5lts6geket [6rtdkesftds, 
adminisztrAci6, raktAroz.s, sz~llftis, stb.]. A szAmft6g6pesftett logisztikai rendszer meglep6en 
szer6ny beruhd.zAsi ig6nyeket tAmaszt, viszont gyorsan megugrana a nyeres6g 6s a c6g piaci 
helyzet6t is javftanA. 
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C. Utszsim 

Az alkalmazottak szAma kdt dv alatt t6bb, mint 2o%-al cs6kkent, de mdg mindig van 
felesleges ldtszdm. Reanal 1994-ben tovAbbi lo-15%-al szAnddkozta csbkkenteni a 
foglalkoztattac szdmdt. 

Ami a bdrszfnvonalat illeti, Reanal differencid.1tabb rendszert szeretne bevezetni, 
kiemnelt fizetesekkel. Ez a berk6ltsegek 6vi lo-15%-os navekeddsdt eredmdnyezn6, a 
1etsz~mcs6kkentds ellenere. 

d. Beruh~izAsok 

A fenti Atszervez6si koncepci6 nem igdnyel nagy volumenG beruhkz~t. A siker 
kulcsa a szdrmft6g~pes logisztika bevezet~se, teh~t a rendeldsek, kdszletek, beszdllftAsok 6s 
ki/befizetdsek szAmft6g~pes nyilvdntartAsa. EzAltal Reanal gyorsan tudna reagdlni, a 
megrende1~sek AtfutAsi idej~t rbividfteni tudnA, tehAt az Ligyfelek eIdgedettebbek lennenek, 
ennek eredm6nyek~ppen kib6viilne a klientiira, amni v~gs6 soron n6veMn a forgalmat ds 
egyben a hasznot is. Cs6kkennenek tov~bbA az adminisztrAci6s ds nyilv~ntarAsi k6lts~gek is. 
VWgii, de nein utols6 sorban, a Iehet6 Iegminimrilisabbra zsugorodn~nak a keszletek, s fly 
m6don rak-tArozdsi ds szAllftAsi kbilts~gmegtakafftAsokat lehetne elerni. Az Atszervezesi terv 
szerint a sz~mft6g~pesft~s csupdn 4 mi]1i6 forintos beruhLzAs lenne [ez va]6szfn~Ieg csak a 
hardware-t foglaija magAban]. 

A nemnzetkozi szinvonahi min6s~g szinten e]6tdrbe keriil. Ez 6 milli6 Ft beruhdzAst 
jelentene mnin6s~gel len6rz~si eszkbzbk vAsdr]dsAba. TovAbbi beruhAzAst igdnyel a 
teherg6pkocsipark, a foly6kony termekek raktdrozdsa, stb.. Osszesen 4o miIli6 Ft beruhzAs 
sziis~geltetik, amnit az jizemi eredmenyb6l lehetne finanszirozni. 

e. A v~iIlalati gazd~ilkodAs Aitszervez~se 

A vdllalati gazddJkod~s AtalakftAsAnak altematfvdit Reanal Atszervezdsi tervenek 
tAbIlAntaib6l lehet kiolvasni. A pA-nzg~gyek Atszervezese nelkiil Reanal nem lesz kepes pozitfv 
cash flowt produkdlni 6s k6telezetts~geinek eleget tenni. A megold~s a kovetkez6kben 
meriilhet ki: ad6ssAgelenged~s, ad6ssAg/t6rzst6ke csere, a visszafizetes ideiglenes 
morat6riuma, tovdbbi hitelek felvetele, illetve ezek egyjittes kombingci6ja. VWgeredmdnyben 
minden a hitelez6 bankok 6s a tArsadalombiztosftAsi hivatal hajland6sAgt6l 6s preferencid.it61 
fiagg. Reanalhak meg kell szabadulnia az olyan non-profit szervezetekt6l is, mint a hdrom 
kutat6 intdzet. 

8. Osszefoglal~s 

Az Atszervez~si ten' osszefoglalAsa szerint Reanal prob]6md.i a 8o-as dvek k6zepere 
nyilinak vissza, melyek csak fokoz6dtak a 9o-es dvek elejen az er6ltetett novekedds miatt. 

A vezet6sdg tigy gondoija, hogy a probl~mAlk nemn a piaci keresletb6l, hanem a 
kfndlatb61 eredeztethet6k [az e16.Ilftott 6s drtekesftett term~kekb6l]. Qgy velik, hogy Reanal 

8
 



versenvk~pe-s Imakat ds rnin6s~get tud aj~nlani, de pdnziigyi er6forr~sok hf-jAn nemn tudjAk 
finanszfrozni az optim~Iis term~kosszetdtelt. Reanal kockdzatvise1dsi kdoessdge csaknem a 
nulra cs6kkent. Ennek szem~lyes k~ivetkezm~nyei pedig k~sieked~st szenvedtek. 

Reanal k~ts~gteleniil tett n~hgry fontos 16p~st a talpraAII~s 6s a szervezeti fe1dpftds 
megv~1toztalAsa drdek~ben, de ez nemn volt el~g. A piacelemz~s azt niutatja, hogy a Reanal 
term~keknek j6 piaci kiI~tdsai vannak, mind r6vid, mind hosszd tAvon. Megfelel6 
haszonkulccsal dolgoznak. A term~kskAt le kell szcikfteni, az6rt, hogy a k~szleteket 
cs6kkenteni lehessen. A rendeI~sek Atfut~si idej~t le kell r6vidfteni a megfelel6 szinta 
logisztika alkalmazAsdval. 

A vezet6sdg tigy drzi, hogy a kii6n6sebb beruhAzAst nemn ig~nyl6 vglalatgazddikoddsi 
rendszer AtalakftAsa Iehet6v6 tenn6 Reanal szAmdra a vezet6 szerep visszaszerzdsdt az adott 
Agazatban. A kamnatterhek 7o%-os m~rs~kI6se lehet6v6 tenn6 Reanal szAmdra az ad6ssAg 
visszafizet~s6t 6s megnyitnA az utat a privati2:ci6 fel&. 



'A'MELLtKLET: REANAL EREDMENYKIMUTATASA 1994-1996 -
AZ MHB ADOSSAGATOTEMEZESSEL (MHB elengedi az ad6ssdg 
46%-dt - 27%-ot dtalaklt sajct vagyonnA) 

I.trtskeslt6s 
nett6 Arbev6tele 
II.Egy6b 
bev6telek 
II. :rl6kesft6s 
kozvetlen 
k5lts gei 
IV. :rt kesft6si, 
igazgatAsi 6s 
egy6b cltaltinos 
ktsgek 
V. Egy6b 
rfordfttsok 

A. Uzemi 
tev6kenys~g
 
eredrn6nye 
(I+II+II+IV+V) 

01 

Kamatbev6tel 
02 

Befektet6sekb6l 
sz~rmaz6 
jbvedelem 
03 P6nzigyi 
miveletek 
egy6b bev6telei 
VI P6nzigyi 
mOveletek 
bev6telei 
(01+02+03)
 
04 Kamat 
klits~gek -
AtUtemez6s 
nlki1
 

1994 

1.156.900 

16.000 

673.558 

402.000 

61.000 

36.342 

8.000 

2.000 

0 

10.000 

205.000 

1995 

1.300.000 

9.000 

755.071 

423.000 

48.000 

82.929 

8.000 

0 

22.000 

30.000 

232.000 

1996 

1.400.000 

9.000 

769.900 

456.000 

45.000 

138.100 

8.000 

0 

95.000 

103.000 

232.000 



05 130.000 
Kamatcs6kken
tss - 28,4% a 
170 milli6 Ft 
ad6ss&g
torzst6ke 
cser6re 6s 
287,731 milli6 Ft 
lefr~sa 
06 Kamatterhek 75.000 
az MHB 
,tOtemez6ssel 

(04-05) 
07 Ptnzigyi 0 
befektet~sek 
lefrcsa 
08 Egy6b 0 
p6nzigyi 
r~fordftsok 
VII P6nzbgyi 75.000 
miveletek 
rcfordfttsai 
(06+07+08) 

B. P~nzOgyi (65.000) 
eredm6ny 

C.Szok~sos (28.658) 
v~llalkoz.si 
eredm6ny (A+B) 
D.Ad6 (becsl. 0 
szerint 18% 
1996-ban) 
E.Ad6z~s ut~ni (28.658) 
eredmny 

F.Jelen6ri6k - (20.470) 
4o%-os diszkont 
r~ta mellett 

G.Jelen~rt~k 15.925 
6sszesen
 

130.000 130.000
 

102.000 102.000 

30.000 95.000 

0 0 

132.000 197.000 

(102.000) 

(19.071) 

0 

(19.071) 

(9.730) 

(94.000) 

44.100 

(7.938) 

36.162 

13.179 

Marad
v~ny6nrt6k 

90.405 

32.946 



C MELLKLET: A REANAL SZERK. ATALAKiTAsI TERVtBEN SZEREPL6 NIHANY ARANYSzAM ELEMZtSE
 
KRITIRuM I _ ELEMZETT ALTERNATVAK tS AZ EREDMINYEK 

Pozitiv-e a Uzemi 1991 1992 1993 1994 1995 1996 
c6g Ozemieredmenye? 

eredm6ny/ 
__v 

Konszolidi- 170.236 -120.730 -152.715 -17.120 -347 15.279 
c66 n61k5l 

Szerk. tal. 
terv 1. vWilt. 

170.236 -120.730 -152.715 36.342 82.929 138.100 

MHB javaslat 170.236 -120.730 -152.715 36.342 82.929 138.100 

Nam 1991 1992 1993 1994 1995 1996
 
k~szp~nz


Lesz-e a anyagra + 
c6gnek fizet6sek 
megfelel6 Konszolid&- 2 3 11 10 4 6 
likvidit~sa ci6 n6lkOI 
ahhoz,hogy 
az ,itlakuls Szerk. tal. 2 3 11 10 7 7
alatt Ozemelni terv 1. vdlt. 

tudjon? 
MHB javaslat 2 3 11 10 7 7 
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Fedezi-e az 
Ozemi 
eredm6ny az 
ad6ss~gszol-
g~latot? (az 
Ozemi
 
eredm6ny 6s 
az 

ad6ssdgszolg. 
arAnya) 

Ozemi 
eredm6nv/ 
ad6sspg
szolgdIat 
Konszolidi-
ci6 n6lkOI 

19391 

1,71 

1992 

-0,67 

1993 

-1,69 

1994 

-0,09 

1995 

-0,00 

1996 

0,07 

Szerk. Atal. 
terv 1. vdlt. 

1,71 -0,67 -1,69 0,31 1,12 2,19 

MHB javaslat 1.71 -0,67 -1,69 0,49 0,98 1,63 

C.1 folyt.
 



KRITRIUM 

Pozitfv-e a 

c6g ozemi 

eredm~nye? 

Biztosftja-e 

a terv, hogy 
a c6g eleget 
tud tenni 

jelenlegi 
k6telezett-

s6geinek? 

Ozemi 
eredmlny/ 

Konszolid&-
ci6 nlklI 

Szerk. tal. 
terv 1. v~lt. 

MHB 
javaslat 

Forg6 
eszk./foly6 
kOtelez. 

KonszolidA-
ci6 n4lkOI 
Szerk. tal. 

teri 1. vlt. 

MHB 
javaslat 

ELEMZETT ALTERNATiVAK ES AZ EREDMENYEK 

1991 1992 1993 1994 1995 1996 

170.236 -120.730 -152.715 -17.120 -347 15.279 

170.236 -120.730 -152.715 36.342 82.929 138.100 

170.236 -120.730 -152.715 36.342 82.929 138.100 

1991 1992 1993 1994 1995 1996 

1,52 0,71 0,73 0,55 0,45 0,37 

1,52 0,71 0,73 1,42 1,45 2,84 

1,52 0,71 0,73 1,50 1,40 1,35 
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MEMORANDUM
 

RE: Reorganizational plan of REANAL - going-concern and liquidation values 
TO: Maria Vanicsek 
FROM: IMPACT II consulting team 
DATED: ary 9, 1995 

Following the meeting on Dec. 21 between Mr. Zsigmond LUszl6, director-general 
of REANAL, Mr. LUszl6 KiFyof SPA and Messrs Itil Asmon and Ferenc Simon of 
Chemonics, the following remarks are offered regarding REANAL's reorganization plan. 

1. Background and present situation of REANAL 

i.Z.EANAL's main activity is to supply laboratories, pharmaceutical companies, 
hospitals, research institutes, etc. with various chemicals necessary for tests and analyses. 
REANAL is predominantly a chemicals trading company, with limited production 
facilities. About 85% of its market is domestic. 

In the past, REANAL had a privileged monopoly situation in this market. 
However, the market has changed radically since 1990. The domestic market for 
REANAL's products is shrinking in the medium term due to the financial crisis of many 
of its clients (research institutes, hospitals, etc.) Within this shrinking market, 
REANAL's position is being eroded both because (1) some pharmaceutical companies 
have been privatized to West European investors, and are likely in the future to obtain 
their chemicals from the mother company; and (2) several Kft's have started competing 
for REANAL's market share by supplying the same products. REANAL's possibilities of 
significantly increasing exports are limited due to the reduced purchasing powers of the 
Eastern Block markets and the presence in Western Europe of large, entrenched 
companies which supply the same products. 

These marketing problems were compounded by an inappropriate financial 
stivrture. During the 1980s REANAL had invested in several research institutions which 
are not commercially self-sufficient. Then when the market shrank REANAL was 
obliged to borrow heavily, including foreign exchange loans which subjected it in 1992 
and 1993 to heavy exchange rate losses, until they were replaced in 1994 by forint loans. 
REANAL was in arrears to its suppliers to such an extent that they would deliver raw 
materials only against cash payments; the lack of working capital further limited 
REANAL's ability to fulfill the orders it did have. Our analysis of REANAL's 
reorganization plan (Annex B) indicates that in the past REANAL's management has been 
slow to respond to changing conditions (eg. it has not yet introduced a computerized 
inventory control system). By early 1994 it seemed that there was no way to avert 
bankruptcy, and employee morale was very low. 

However, since mid-1994 there are several signs of improvement. During 1994 
management has taken several positive steps to alleviate the company's financial crisis: 
staff reduction, structural reorganization along product lines, and reduction of its product 
line which formerly amounted to some 3000 items. Management intends to ultimately 



reduce its product line to 600-700 high-margin items ot its own proaucuun, piub bui, 

300 items imported on a commission basis. A computerized inventory management 

system is being introduced. 

Our limited inquiries with some REANAL clients indicated that the quality of 

REANAL's products is satisfactory and their price is competitive. The main complaint 

has been about slowness of deliveries - a problem which the computerized inventory 

managment system should help to solve. 

REANAL's management feels confident that if REANAL's debt load is reduced to 

about 140 M HUF (debt service obligations of about 50 M HUF), REANAL could 

survive and operate profitably, albeit on a more limited scale than in the past. 

2. REANAL's 1994 financial results: REANAL's turnover in 1994 was about 

1038 M HUF. This was very close to the mid-1994 turnover projections for the case of 

no debt relief, which were 1050 M HUF. 

REANAL's management succeeded in cutting down direct costs, mostly through 

phasing out low-margin products and concentrating on fewer high-margin products. 

This isConsequently, REANAL's 1994 operating profit was about 10.5 M HUF. 

considerably better than the mid-1994 prejections, which predicted for 1994 an operating 

loss of 17 M HUF if no debt relief was provided. 

REANAL's 1994 net financial charges are about 135 M HUF. This is also 

considera -'. better than the mid-1994 projections, which predicted for 1994 net financial 

charges of 195 M HUF. The difference occurred mainly because IBUSZ Bank gave 

REANAL an informal moratorium on its 4th quarter interest payment. 

As a result, REANAL's pre-tax 1994 result is a loss of about 121 M HUF, rather 

than 212 M HUF as was predicted by the mid-1994 projections for the case that no 

financial restructuring was provided. 

Although the mid-1994 projections assumed that debt consolidation will happen in 

1994, this has not yet started. REANAL's 1994 liabilities consist mainly of a debt of 

627 M HUF debt to MHB, about 90 M HUF to IBUSZ BankIcheck this figurej 

195 M HUF to suppliers and 105 M HUF of other short-term liabilities (eg. to 

government entities). The effective interest rate on REANAL's bank loans (including 

quarterly loan renewal charges) is 31%-33%. 

IBUSZ Bank has apparently indicated its willingness to give REANAL a one-year 

moratorium on interest payments if REANAL's main debt to MHB is consolidated. 

3. Verification of REANAL's restructuring plan: Our visit to REANAL has verified 

to ou." satisfaction the issues which were raised by our memo of Dec. 12: 

REANAL's "other expenses" have been reduced significantly, since they were 

related to conversion-rate losses on a foreign exchange loan which since has been 
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replaced by a forint loan; 

REANAL has increased its sales proportionately more that its cost-of-goods-sold 
by eliminating many low-profit products; 

the planned improvements in computer systems, transport fleet etc. will be 
financed by the depreciation allowance. 

Thus it is reasonable to assume that, given debt restructuring, REANAL could 
reach its planned profit targets. 

4. The offer to buy REANAL for 80 M HUF: SPA has in the past tendered 
REANAL several times without receiving any offers. We have been informed by Mr. 
.Aszl6 Kis that a Hungarian investor (a chemist, who apparently intends to keep 

REANAL in operation, and may thus be qualified as a strategic investor) has recently
 
offered to buy REANAL, on approximately the following conditions:
 

the investor will buy SPA's 96.5% share in REANAL for 80 M HUF, to be paid
 
mostly in compensation coupons;
 
MHB will write off 287 M HUF of REANAL's debt;
 
140 M HUF of REANAL debt will remain with MHB;
 
the investor will buy out 200 M HUF worth of debt from MHB for approximately
 
120 M HUE;
 
this debt will remain on REANAL's books, and the investor will decide whether
 
to collect interest on it from REANAL's operating profit before tax and pay
 
personal income tax on it, or to collect dividends from REANAL after company
 
tax.
 

The offering price of 80 M HUF is considerably lower than REANAL's book 
value, which at the end of 1994 was about 444 M HUF. The following calculations are 
intended to give SPA some basis for considering whether this offer is of interest in view 
of (1) REANAL's going-concern value (capitalization of expected future income), and 
(2) what SPA could be expected to obtain from liquidation of REANAL. 

5. REANAL's going concern value: REANAL's going concern value was computed 
on the basis of this offer. In the computation, the following assumptions were made: 

REANAL's 1995 operating profit will be 54.8 M HUF (as projected in
 
management's plan of Dec. 6, 1994);
 
REANAL's operating profits will be 110 M HUF in 1996 and 138.1 in 1997 (the
 
reasons for this projections are discussed in Annex A);
 
REANAL will obtain a moratorium on interest from IBUSZ bank until its IBUSZ
 
debt is paid off in 1997;
 
in return for this moratorium, REANAL will use its post-tax profits first to pay
 
off its IBUSZ loan until it is paid completely by the end of 1997;
 
REANAL will obtain a moratorium on interest on its "other short-term
 
obligations" of 105 M HUF, which consist mostly of payables to government
 
entities (this is implicitly assumed in REANAL's mid-1994 projections);
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The discount rate for calculating present value is 40% (which is minimal, in view 
of current effective interest rate at 31-33% and increasing). 

Based on these assumptions, REANAL's present value to the buyer (Annex A) 

is only about 48.8 M HUF. (This relatively low value is due to the fact that with the 

proposed MHB debt restructuring and the assumption that the IBUSZ debt will be repaid 
out of post-tax profits, the buyer will start receiving profits only towards the end of 

1997). The present value of SPA's 96.5% stake in REANAL is thus about 
47 M HUF. 

6. Liquidation value: The going concern value needs to be contrasted with the 

liquidation value. This is difficult because we do not have market value of the assets. 
However, for the sake of discussion, let us assume that REANAL's assets (1408 M HUF 

in 1994) will bring in a liquidation - after deducting liquidation expenses - 50% of their 

book value, ie. 704 M HUF. REANAL's 1994 liabilities are 1018 M HUF, ie. 

314 M HUF more than its assets. Thus a liquidation bringing 50% of asset book value 
will leave no net value to SPA as shareholder. yNet liquidation proceeds must be over 
72% of book value for SPA to realize anything out of liquidation. ) 

Obviously, SPA needs to verify that REANAL does not have hidden liquidation 
values (values which are not adequately expressed in the balance sheet). Such hidden 
values may be due to: 

real estate whose market value exceeds book value
 
non-tangible assets such as patents, contracts, licenses, etc.
 
high realization value of its inventory and receivables
 

REANAL's director-general informed us that REANAL's real estate consists of 

three adjacent plots in the XIV district, totalling 22,000 m2. Current market value of 

industrial real estate (including buildings) in this vicinity are about 3000-4000 HUF/m, 
ie. about 88 M HUF for REANAL's real estate. The 1994 book value of REANAL's 

real estate was 529.2 M HlUF. Thus at first view, it does not appear that REANAL has a 

hidden real estate value. 

A professional appraisal is however necessary to assure that there are no hidden 

liquidation values. Unless there is a significant hidden value, selling REANAL as a 

going concern value may bring higher returns to the SPA than liquidation, if the ratio of 
net liquidation proceeds to asset book value is below the limits discussed above. 

7. Conclusions regarding the purchase offer 

Since the above discussion shows that the going concern value of SPA's shares in 

REANAL may well be only about 48.8 M HUF and the liquidation value to the owner is 
possibly even negative, there are two possibilities why a buyer might be willing to offer 
80 M HUF for SPA's shares in REANAL: 
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-

-

REANAL might have a hidden liquidation value, or 
the buyer might have a business plan according to which REANAL's going
concern value is in excess of 80 M HUF. 

Consequently, if SPA verifies by means of an asset appraisal that there is not 
likely to be a hidden liquidation value, and/or is satisfied that the buyer is a strategic 
investor who intends to keep REANAL in operation, then such a offer would merit 
serious consideration by SPA. Naturally SPA could try to negotiate for a higher price, 
since the buyer's initial price may not be the final price lie would be willing to pay. 
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ANNEX A: PRESENT VALUE OF "REANAL" (in M HUF) 

[ _tmeYear 1995 1996 1997 Post-1997 

Operating profit (a) 54.8 (b) I10.0 (c) 138.1 138.1/year
 
Net financial charges 
 50.0 50.0 50.0 50.0/year
 

Pre-tax profits 
 4.8 60.0 88.1 (d) 220.2
 

Tax, 40% 
 1.9 24.0 35.2 88.1 
Post-tax profit 2.9 36.0 52.9 132.2
 

Post-tax profit after repaying 90 M HUF to IBUSZ 
 0.0 0.0 1.8 132.2
 
Discount factor = 1/(l+0.4)', where n = 1, 2, 3 0.714 0.510 0.364 0.364
 

Discounted post-tax profit after paying the IBUSZ loan 0.0 0.0 0.7 48.1
 
Total discounted post-tax profit 
 48.8 

Note: 	 Management's projections of Dec. 6, 1994 (based on the expected 1994 year-end statements) are only for 1995. Projections for
1996 and 1997 are available only from the restructuring plan of June 20, 1994. To obtain projections of operating profit for 1996 
and 1997 on the basis of 1994 year-end results, the following assumptions were made: 

(a) 	 REANAL's 1995 operating profit is 54.8 M HUF as projected in management's plan of Dec. 6, 1994. This is 28.1 M HUF less 
than the 1995 operating profit according to the mid-1994 projections, because the restructuring plan would start in early 1995 rather 
than in mid-1994. 

(b) 	 REANAL's 1996 operating profit will be 110 M FUF (28.1 M HUF less than the 1996 operating profit according to the mid-1994 
projections, which is 138.1 M HUF). 

(c) 	 REANAL will reach in 1997 the operating profit of 138.1 M HUF (one year later than according to the mid-1994 projections). 
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(d) REANAL's total residual value after 1997 = 88.1/0.4 = 220.2 M HUF, where 0.4 is the discount factor. 



ANNEX B: SUMMARY OF THE "REANAL" REORGANIZATION PLAN 

1. History and privileged situation: 

REANAL started in the '50s as a successor of a private-sector 
pharmaceutical/cosmetic company. It gained exclusive rights to import, produce and sell 
chemical products for laboratory tests and medical diagnoses. REANAL made enormous 
profits - thanks to its privileged monopolistic situation - in the following fields: 

- importing chemicals from the USSR, relabelling them and exporting to the West; 
- sole importing of test and lab chemicals from the West; 
- large-scale processing of animal intestines with outdated technology and selling the 

resulting biochemical products to the USSR; 
- producing and selling all necessary test and diagnostic chemicals for domestic 

hospitals and laboratories without any competition. 

2. Result: 

This comfortable situation guaranteed profit to REANAL regardless of its 
competitiveness, level of technology used and quality of services. REANAL had a 
hierarchical organizational setup, which was unable to react flexibly to market trends. It 
did not have to consider cost levels. It had very high general overhead costs and a much 
higher staff than required by its level of production and trade. Although it served 5,000 
customers, due to its monopolistic position it did not feel obliged even to computerize its 
manual, time-consuming processing of orders. 

Thanks to its guaranteed profit, REANAL could afford to try a range of products
and activities in which it had no experience, technical and personnel qualifications 
(agrochemicals, cosmetics, medicines, etc.) Although these new ventures failed, 
REANAL was not shaken due to the guaranteed profit from its main activities. 

REANAL could also afford financial management failures such as binding 400 
million HUF in non-profit research institutions, while the running of main activities and 
the expansion to new activities required to borrow about 500 million HUF of short-term 
commercial credits. It is noteworthy that REANAL manufactured only a small part of the 
products what it sold. Dominantly it was a wholesale, import company and not a 
manufacturer. 

3. Market collapse: 

In the early '90s the situation has changed completely. Relabelling of Russian 
products could go no further. REANAL lost its exclusive role as sole importer of 
Western test and diagnostic products. It lost its exclusive role in domestic supplies as 
well, as small new private firms entered the wholesaling of laboratory chemicals. The 
Russian market has ceased to exist for a while. Already in 1990, REANAL's debt 
Teached 400 M HUF. Interest payments alone run to 93 M HUF per year - 63% of the 
profit of that time. Nevertheless, REANAL was still expanding its personnel, and the 
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general overhead costs were increasing by 20% per annum(!) 

In 1991-1992 REANAL tried to regain its lost balance. It entrusted a German 
consulting firm to evaluate the market position of its main product groups and tried to 
eliminate the production and trade of low-profit products. It also reduced the staff 
significantly. Based on the consultant's advice, REANAL was reorg2nized - its functional 
units became profit centers. It also tried to integrate marketing and production/product 
development, which were totally separated before. 

Despite these positive steps, REANAL's position deteriorated further. The 
general overhead costs and the growing debt burden ate up the operating profits and drove 
the company into the red. Between 1991 and 1994 REANAL had to fight for the pure 
survival, decisions were talcen on a daily basis without strategy and REANAL remained 
on the verge of liquidation. 

4. Financial position in 1993-1994: 

REANAL's incorrect capital structure was indicated above (400 M HUF tied, 500 
M HUF borrowed, 400 of it in USD). REANAL managed in 1992 to sell one of its 
illiquid investments (shares in MEDIMPEX medical export-import company) for 143 
million HUF. 

REANAL also succeeded to pay back part of its short-term credits (about 60 
million HUF) and to swap its foreign exchange debts for Forint debts. In 1993 REANAL 
sold some of its assets and improved its financial position. Thanks to the above measures 
along with a cut in general costs REANAL managed to pay its obligations in time, 
including taxes, social insurance fees and import duties. REANAL suffered a new loss in 
1993 from devaluation of the Forint (120 million HUF loss on exchange rates). In 1994 
REANAL could repay 23 million HUF debt only through selling some of its real estate. 

5. Privatization attempts: 

REANAL was transformed into an Rt. on July 1, 1992. The compulsory 
recalculation of the balance sheet during the transformation increased the book value by 
250 million HUF). The first attempts to privatize REANAL were in 1993 through self
privatization, which was done with the assistance of a consulting firm affiliated with 
MHB. There were no bids on the two tenders launched. ESOP attempts also failed as 
the ESOP organization did not bid on the tenders, because the financial obligations of 
REANAL made it impossible to guarantee E-credit to the ESOP organization. 

6. Market opportunities: 

The previous strategy of REANAL, i.e. to supply all possible chemicals to 
Hungarian laboratories as the big Western firms do, has to be abandoned. REANAL 
should narrow its product range and focus on the staple chemicals, which guarantee a 
regular revenue and a reasonable profit level (300 products instead of 3,000). REANAL 
must also find new suppliers and bargain in its purchases for better conditions. 
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REANAL has also started preparations to introduce the "ISO 9000" international 
quality standard and the TQM system in order to shift from quantity to quality. 

REANAL also considers entering new fields such as additives for the canning and meat 

industries. 

In export REANAL wants to focus on the most developed countries, especially the 
It does not want to increase activities inUSA and Switzerland (its traditional partners). 


the medicine and agrochemical branches, which proved to be a false direction of previous
 

profile changes.
 

7. Reorganization of resources: 

a. Organizational structure: 

The 1991 reorganization into profit centers failed due to the very small size 

of the separated units. In many cases it meant that the same customer or supplier had to 

turn to two or more divisions within REANAL for various products. It resulted in a 

weakened bargaining position both in purchases and supplies, and complicated follow-up. 

REANAL has decided to change its organizational structure for a product 

management system in which each 	main product has one manager, who follows up 
This is a proven system for companies with few maineverything related to that product. 


groups of products and a very wide range of customers.
 

b. Computerized processing: 

The very wide range of products and customers makes it essential to 

introduce a computerized recording and processing of orders, invoices and supplies. This 

would decrease the time required to fulfill orders from one month to a few days and 

v'ould reduce costs (sales, administration, storage, transport, etc.) The computerized 

inventory control system requires a surprisingly modest investment and could bring about 

a quick increase in profit and an improved market position. 

c. Personnel: 

The number of employees has been decreased by more than 20% in two 
REANAL intended to further decrease employment inyears but overstaffing still exists. 

1994 by 10-15%. 

As regards wages REANAL wants to introduce a more differential system along 

with higher wages. This will mean higher wage costs (by 10-15% per annum), in spite of 

the staff reduction. 

d. Investments: 

The above reorganizational concept does not require substantial 

investments. The key for success is computerized processing, i.e. a computer system 

which keeps record of all orders, stocks, supplies and payments. It would make 
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REANAL able to react quickly, shorten delivery time and therefore make its clients more 
satisfied and gain new clients as well, resulting in higher turnover with higher profit. It 
would reduce recording, administration costs as well. Last but not least, it would reduce 
inventory to the minimum possible and save in storage and transport costs. According to 
the reorganizational plan, computerization requires an investment of only 4 M HUF. 
(This probably includes only the hardware). 

International-level quality control is also proposed. It requires 6 million HUF 
worth of quality control instruments. There are other investment needs for trucks, 
storage of liquid products, etc. Total investments required are about 40 M HUF, which 
could be financed from operational profits. 

e. Financial reorganization: 

Alternatives for financial reorganization can be seen from the tables in 
REANAL's reorganization plan. Without a financial reorganization REANAL will not be 
able to have a positive cash flow and meet the payment obligations. Jolution should be 
either a debt writeoff, a debt/equity swap, a temyorary moratorium on repayment, further 
credits, or a combination of the above. It depends basically on the willingness and 
preferences of the creditor banks and the social insurance authority. REANAL must also 
divest itself of its non-profit organizations like the three research institutions. 

8. Summary: 

According to the summary of the reoi ganizational plan, the problems of REANAL 
have started in the mid '80s and accelerated ii the early '90s due to the forced growth. 

Management believes that the problems are a result of the supply side (ie. of the 
products sold and produced) and not of the deriand side (ie. of the market). It feels that 
REANAL is competitive in price and quality bit due to lack of financial sources it could 
not finance the purchase of the optimal compcsition of products. The risk-taking capacity 
of REANAL has decreased to almost nil. Personal consequences were delayed. 

REANAL did make some important steps toward recovery such as staff reduction, 
changing organizational structure, etc. bu, it was not enough. The marketing analysis 
shows that REANAL's products have a good market prospect in both the short and long 
term. Their profit level is satisfactory. The range of products has to be narrowed, 
making it possible to reduce the inventory. Delivery time must be reduced by 
computerized processing of orders. 

Management feels that financial reorganization, without major investment, would 
make REANAL regain the leading position in its sector. The reduction of the interest 
burden by 70% would make REANAL able to repay its debts and would open the way to 
privatization. 
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EMLbKEZTET6
 

Tdrgy: A REANAL Rt. Stszervez~si terve - a m~k6d6
 
vallalati &s a likvidaci6s &rt~k
 

Clmzett: Vanicsek Mdria
 
KUIld6 f6l: IMPACT II szak~rt6i csoport
 
Datum: 1995 janudr 9.
 

A REANAL vez~rigazgat6ja, Ldsz16 Zsigmond, az AV
 
k~pvisel6je, Kis Ldszl6, valamint a Chemonics munkatdrsai, itil
 
Asmor; 6s Simon Ferenc urak k6z6tt december 21-6n lezajlott
 
megbesz~ls alapj~n a k6vetkez6 megjegyz6seket tesszUk a REANAL
 
6tszervez6si terv6vel kapcsolatban.
 

1. AREANAL hdttere 6s jelenlegi helyzete
 

A REANAL f6 tev6kenys6gi terilet~t a laborat6riumok,
 
gy6gyszergydrak, k6rhazak, kutat6int~zetek, stb. kilbnbbz6,
 
tesztekhez &s elemz~sekhez n~ikilzhetetlen, vegyi anyagokkal val6
 
elldtasa alkotja. A REANAL els6sorban vegyi anyagokat 6rt~kas1t6
 
vallalat, korldtozott gydrt~si lehet6sgekkel. 85%-ban a hazai
 
piacot ltja el.
 

A REANAL a milt. an kiv~teles monopolhelyzetben volt. A piac
 
azonban 1990 6ta radikdlisan atalakult. A REANAL term~kek piaca
 
kbzdptavon szakl sok Ugyfelnek (kutat6int6zetek, k6rhdzak. stb,)
 
p~nzgyi gondjai k6vetkezt~ben. Ezen a szikil6 piacon bell a
 
REANAL helyzet~t tovabb gybngiti, hogy (1) egyes gy6gyszergydrakat
 
nyugat-eur6pai befektet6k privatizdltak, akik a j6v6ben
 
val6szlnleg az anyavdllalatt6l szerzik be a felhaszndland6 vegyi
 
anyagokat; 6s az, hogy (2) t6bb Kft. sz~llt versenybe a REANAL-lal
 
a piacon azaltal, hogy elkezdte ugyanazokat a term~keket
 
6rt~kesiteni. A REANAL szcimottev6 exportnbveked~si lehet6s~geit
 
korltozza egyr6szt a Keleti T6mb piacainak csbkkent asdrl6ereje
 
6s azoknak a nagy, meger6sd6tt vallalatoknak a jelenl~te Nyugat-

Eur6paban, amelyek ugyanazokat a ternakeket ;rt~kesitik.
 

Ezekhez a marketing probl(mckhoz jcrult m6g egy ne'. megfelel6
 
p&nzUgyi struktira. Az 1980-as 6vek sorcn a REANAL t6bb olyan
 
kutat6int~zetbe fektetett be, amelyek kereskedelmi szempontb6l nem
 
6nellat6k. Aztdn amikor a piac beszkilt, a REANAL k~nytelen volt
 
sfilyos kblcsbnbket f6lvenni, bele~rtve a devizahiteleket, amelyek
 
1992-ben 6s 1993-ban sfilyos devizavesztes6gekhez vezettek, mig fel
 
nem vcitottdk 6ket 1994-ben a forint alapQi hitelek. A REANAL
 
akkora lemaraddsban volt az ellct6kkal szemben, hogy azok csak
 
akkor voltak hajland6k nyersanyagot szllitani, ha az ellen~rt~ket
 
k~szp~nzben kaptik; a mnikbd6 t6ke hiSnya tovibb kor,1tozta a
 
REANAL-t abban, hogy megrendelseinek eleget tegyen. A REANAL
 
dtszervez~si terv~vel foglalkoz6 elemz~sink (B Figgelk) kimutatja,
 
hogy a REANAL vezet~se a mltban lassan reagdit a v~itoz6
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felt6telekre (pl. m6g mindig nem vezett6k be 
a szdmit6g~pes

k~szletgazddikoddsi rendszert). 1994 elej~re agy ttnt, mdr
 
semmik~ppen sem lehet elkerUlni a cs6dbt, s a munkamordl is nagyon
 
lesllyedt.
 

1994 k6zepe 6ta azonban a fejl6d~s jelei kezdenek mutatkozni.
 
1994-ben a vdllalat vezet~se tbbb pozitiv l6p~st tett annak
 
6rdek~ben, hogy a 
vcllalat p~nzgyi vcis~g~t enyhItse: cs6kkentette
 
a dolgoz6i l6tszAmot, szerkezet~talakitlst hajtott v~gre term~kei
 
k6r6ben, cs6kkentette az citala forgalmazott term~kek szdmdt, amely

kor~bban k6rlbell 3000 cikket jelentett. A vezet~s v~gs6

szdnd~ka az, hogy terrpkcsalcdjct 600-700 fajta, magas hasznot
 
hoz6; sajdt gydrtmdnya cikkre cs6kkenti, hozzdadva 300 fajta

jutalkos alapon importaIt drucikket. Most vezetik be a
 
sz~mIt6g~pes keszletgazddikoddst.
 

A REANAL n~h~ny tgyfele k6r~ben v~gzett felm~r~s azt mutatta,

hogy a REANAL termnkek min6s~ge kielgit6 6s draik versenyk~pesek.
A legf6bb panasz a szclltdsok lassfiscgdt emelte ki - ennek a 
problhmdnak a megolddsdban segithet a szdmit6g6pes 
k~szletgazddikodds. 

A REANAL vezet6s~nek meggy6z6d6se, hogy ha a vllalat
 
ad6ss~gterhei 140 milli6 forintra cs6kkennek (az ad6ssdgszolgdlati

k6telezetts6g kb. 50 milli6 forint), akkor a RZANAL talpon marad 6s
 
k~pes lesz j6vedelmez6en mfik6dni, j6llehet korltozottabb skdldn,
 
mint a mi!tban.
 

2. A REANAL 1994-Es p~nzqyi eredm&nyei: a REANAL 1994-es
 
forgalma k6rilbell 1038 milli6 forint volt. Ez nagyon k6zel llt
 
az 
1994-es &vk6zepi ad6k6nnyit~s n~ikUli forgalom-el6rejelz~shez,
 
amely 1050 milli6 forint volt.
 

A REANAL vezt~se sikeresen cs6kkentette a k6zvetlen
 
k6lts6geket, f6k6pp azita!, hogy kiiktatta a term~kek k6r~b61 
a
 
kev~s hasznot hoz6kat 6s kevesebb, nagyobb hasznot jelent6 term~kre
 
koncentrdit.
 

K6vetkez~sk~ppen a REANAL 1994-es Uzemi nyeresdge k6rilbelUl
 
10,5 milli6 forint volt. Ez szdmottev6en jobb, mint az 1994-es
 
6vk6zepi el6rejelz~s, amely 1994-re 17 milli6 forintos 
 zemi
 
vesztes~get j6solt, ha nem nyajtanak ad6ss~gk6nnylt~st.
 

A REANAL nett6 pCnzgyi k61tsdge 1994-b-n 135 milli6 forint.
 
Ez is sokkal jobb, mint az 1994-es dvk6zepi el6rejelz~s, amely

1994-re 195 milii6 forint p~nzgyi k61ts~get j6solt. A kiilnbs~g

els6sorban abb6l aC6dott, hogy az IBUSZ Bank informdlis halad~kot
 
adott a 4. negyed6vi kamatfizet6sre.
 

Ennek eredm nyek6pp a REANAL 1994-es ad6z6s el6tti eredmnye

kb. 121 milli6 forint vesztes~g az 1994-es 6vkbzepi el6rejelzfsben

megj6soit 212 milli6val szemben, ami akkor k6vetkezhetett volna be,
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ha nem lett volna p~nzUgyi szerkezetvSJtds.
 

Bdr az 1994-es 6vkbzi el6rejelzt~s felt~telezte, hogy 1994-ben 
negt~irtdnik az ad6ss~g-konszoliddci6, az m~g el sem kezd6d6tt. A 
REAkNAL 1994-es f6 tartozdsai: 627 milli6 forint az MHB fel6, 90
rnilli6 forint az IBUSZ Bank fel6, tltr61tUUk b~ OU &dk~t 195 
milli6 forint a szdl1it6k fel6, 6s 105 milli6 forint 6rtkt eqy6b
rbvid lejdratdi tartoz~s (p1. kormdnyszerveknek). A REAx4AL 
bankhiteleit terhe16 redlkamat1db (bele&rtve a negyed~ves
hitelhosszabbitdsi k61ts~geket) 31% - 33%. 

Az IBUSZ BANk hangot adott nyivdinval6 szcind~kcinak, mely
szerint egy 6vre sz616 kamatfizet~si halad~kot nyiajt a REANAL-nak,
amennyiben az konszoliddlja f6 tartozsit az FNuB fe1M. 

3. A REANAL Atszervez~si terv6nek hitelesit6se: A REALNAL-ndl 
tett 1~togatdsunk regel6ged&sdnkre szolgd16an igazolta a december
 
12-i emlhkeztet6ben felvetett t~m~kat:
 

-A REANAL "legy6b rdforditcisail" jelent6sen csbkkentek, ivel 
forint alapa~ kblcsbnnel vdltottdk fel a devizahitelt, amelyet 
a devizadrfolyam vesztes~gek kdrosan befolydsoltak;
 

- a REANAL jelent6s m~rt6kben nbvelte nbvelte eladdsi forgal~ndt
azd1ta1, hogy sok ayeng~n jbvedelmaz6 terrn~ket kiiktatott;
 

- a szdrnit6g~pes rendszer, a jdrmnipark, stb, 
 tervezett
 
fejlesztds~t az 6rt4-Jkcsbkken6sj. leirdson keresztil fogjdk

finanszfrozni.
 

Joggal fel"-i--telezhet6 teh~t, az adott ad6sscig Stiitemez~sse1,

hogy a REANAL .d tudja drni tervezett nyeres~g-c~lkit~z~seit.
 

4. A REANAL megv~sdrlhsdra tett 80 milli6 forintos al~nlat: 
Az 
A\Tti a ifltban mdr tbbbszbr is felkind1ta eladdsra a REANAL-t, de 
egy ajdnlatot sem kapott. Kis L~szl6 firt6l inegtudtuk, hogy egy 
magyar befektet6 (egy vegy~sz, akinek vildgos szdnd~ka a REANAL 
mtik6dds~nek fenntartdsa, s 5Igy stratdgiai befektet6k~nt
 
min6sithet6) nemr~giben f61ajdnlotta, hogy megvdsdrolja a REANAL-t 
nagyjdb61 a kbvetkez6 felt6telok xnellett:
 

- a befektet6 regvdsdrolja a REANAL r~szv~nyek AvO tuilijdonb.an
16v6 96,5%-6t 80 milli6 forint~rt, axnelyet nagyrfiszt
kdrp6t1dsi jegy form~jdban ifizet ki; 

- az MIIB leirja a REANAL 287 milli6 forintos ad6ssdgdt;
 
- A REANAL tartozdsdb6l 140 milli6 az MHB-n~l marad; 
- a befektet6 kiv~s~irol 200 milli6 forint 6rt~kni tartoz~st az
 

MHB-t61 megkbzelit6leg 120 milli6 iforint6rt;
 
- ez a tartoz~s a REANAL kbnyveiben inarad, 6s a befektet6 

eldbnti, hogy behajtja-e a REANAL ad6z~s el6tti tizemi
 
nyeres~g6b6l sz~rmaz6 kamatot, 
s arra szem~lyi jbvedelemad6t

fizet, vagy az osztaldkot tartja meg a REANAL-t61 a v~llalati
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ad6zds utn.
 

5. A REANAL mnk6d6 vllalati 6rt6ke: a REANAL mkbd6 vdllalati
 
6rt~k~t ennek 
az ajnlatnak az alapjcn szcmItottuk ki. A
 
szAmit~sok sordn a k6vetkez6 feltev~sekre jutottunk:
 

- a REANAL 1995-6s Uzemi nyeresdge 54,8 milli6 forint lesz 
(ahogy azt az 1994. december 6-i vllalatvezet~si terv is 
el6irdnyozza); 

- a REANAL Uzemi nyeres6ge 1996-ban 110 milli6 forint lesz,1997
ben 138,1 milli6 (ennek az el6rejelz~snek az okdra mutat rA az 
1-es FUggelk; 

- A REANAL kamatfizet~si halad~kot kap az IBUSZ Bankt6l, amig az 
IBUSZ fe1 ir~nyu16 tartozdsdt ki nem egyenliti 1997-ben; 

- a halad~kdrt cser~be a REANAL ad6z~s utdni nyeres~g~t el6szbr 
az IBUSZ-hitel visszafizet~s6re hasznSlja fel, amig azt 
teljesen ki nem egyenliti 1997 v~g~ig; 

- A REANAL kamatt6rleszt6si halad~kot kap 105 milli6 forint 
drt~kCL "egy~b r6vid lejdratfi k6telezetts6gei"l utcn, amely
f6leg a kormdnyszerveknek jdr6 kifizetend6 6sszegekb6l 11
 
(ezzel a REANAL 1994-es 6vkbzi el6rejelz~se is szdmolt);
 

- A jelenlegi 6rt~k kiszdmitds~hoz haszn~it leszdmitolsi 
kamatldb 40% (amely minimlis, ha figyelembe vesszik, hogy a 
jelenlegi red1kamatldb 31-33% &s n6vekszik). 

E feltev~sek a jelenlegi 6rt6ke a
alapjdn REANAL visfir16
 
szimfira (A Fggelhk) csak k6rlbeil 48,8 milli6 forint. 
 (Az~rt

viszonylag alacsony ez az CrtCk, mert a javasolt MHB ad6ssag

Stitemez~s 6s az a feltevds, mely szerint az IBUSZ tartozdst 
az
 
ad6z~s ut~ni nyeres6gb6l fizetik vissza, arra utal, hogy a vdsdrl6 
csak 1997 v~ge fel6 sz~mithat nyeresdgre.) Az AVil birtokdban 16v6 
96,5% REANAL rCszveny jelenlegi 6rt6ke tehfit 47 milli6 forint k6rUl 
van. 

6. Likvid~ci6s 6rt6k: A tovdbbmk6d6 6rtdket a likviddci6s 
6rt~kkel kell szembellitani. Ez viszont neh~z, mart nem ismerjik 
az eszkbzbk piaci 6rt~k~t. Mindenesetre vitaalapul tegyik fel,
hogy a REANAL eszkbzei felszrmolds esetan a k6nyvszerinti 6rt~k 
50%-St, 704 milli6 forintot hoznak - a tt~szclmolsi k61ts~gek
levondsa utan. A REANAL-nak 1994-ben 1018 milli6 forint 
k6telezetts~ge van, 314 milIi6 forinttal t6bb, mint az eszk6z6k.
 
Ily m6don - ha a likvid~ci6 a k6nyv szerinti 6rt~k 50%-dt &ri el -, 
az AV-0-nek,. mint r(szvanyesnek, nem marad nett6 6rt6k. A
 
likviddci6s drbevitelnek legalbb a k6nyv szerinti 6rtak 72%-nak
 
kell lennie ahho., hogy azAV-0 valamit is kapjon a likviddci6 sordn.
 

Nyilvcnval6an az AVO-nek bizonyitani sziksages, hogy a REANAL
nak nincsenek rejtett likvid~ci6s 6rtdkei (olyan 6rt~kek, amelyek
 
nem ttikr6z6dnek megfeLel6en a mirlegben). 
Az ilyen rejtett 6rt6kek
 
a k6vetkez6k miatt merUlhetnek fel:
 

- ingatlan, amelynek a piaci drtake meghaladja a kbnyv szerinti
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vagyoni 6rt~kfi jogok, figy mint szabadalmak, szerz6d~sek,
 
licenszek,stb.
 
magas dron 6rt~kesithet6 kbvetelsek 6s k6szletek
 

A RFANAL vez6rigazgat6ja tunatta velnk, hogy a REANAL
ingatlan hdrom egymdssal szomsz6dos XIV. kerUleti telekb6l 11, 
amelynek bsszterUlete 22 000 n6gyzetmter. Az ipari ingatlan (az 
6pileteket is bele6rtve) jelenlegi piaci 6rt~ke a k6rzetben kb. 
3000-4000 forint/n~gyzetmter, ami azt jelenti, hogy a REANAL
ingatlan 6rt~ke 88 nilli6 forint. A REANAL tulajdoncban lv6 
ingatlan 1994-es kbnyv szerinti 6rt~ke 529,2 milli6 forint volt. 
Igy els6 lt~sra nem fiiy tinik, hocy a REANAL-nak reitett 
incatlan6rt6ke lenne. 

Szakszer6 vagyon~rt&kels szks6ges ahhoz, hogy bizonyoss&
 
vdljon, hogy nincsenek ilyen rejtett 6rt~kek. Hacsak nincs
 
jelent6s rejtett 6rt&k, a REANAL elad~sa m6kd6 v~llalati 6rt~ken
 
nagyobb bev~telt eredminyezhet az AV szimra, mint a likvidici6,
 
felt~ve, hogy a likviddci6s Srbev6tel 6s az eszk6zbk kbnyv szerinti
 
6rt~k~nek ardnya a fent emlitett hat~r6rt6ken belil esik.
 

7. A vds~rlsi ajinlat alap, n levonhat6 k6vetkeztet~sek
 

Mivel a fentiekb6l kiderl, hogy az AVil birtok~ban 16v6 REANAL
 
r&szvCnyek miak6d6 vd1lalati 6rt~ke mind6ssze csak 48.8 milli6
 
forint, 6s a likvid~ci6s 6rt6k a tulajdonos szdmdra mg
 
val6szinileg negativ is, k6t lehets~ges oka van annak, mi~rt 
hajland6 egy v~sdrl6 80 milli6 forintot ajdnlani az AVO birtokdban 
16v6 REANAL rdszv6nyek6rt: 

- a REANAL-nak lehet rejtett likvid~ci6s 6rt6ke, vagy 
- a vdsdrl6nak lehetnek olyan zleti tervei, amelynek alapj~n a 

REANAL m~kbd6 vdllalati 6rt~ke meghaladja a 80 milli6
 
forintot.
 

K6vetkez~sk~ppen, ha az AVIi vagyonbecslhssel igazolja, hogy 
nem val6szinfi, hogy van rejtett likvid~ci6s 6rtdk, 6s/vagy 
megel1gszik azzal, hogy a v~sdrl6 strat~giai befektet6nek szdmit, 
akinek a REANAL mik6dtet~se a feltett szand~ka, akkor egy ilyen 
ajdnlat komoly megfontolsra 6rdemes. Termszetesen az Avb 
megpr6b&lhat magasabb drat is kiharcolni, mert meglehet, hogy az 
els6 ajinlati dr nem a legmagasabb bsszeg, amit az ajinlattev6 
hajland6 lenne fizetni. 
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A FUGGELfK: A "REANAL" JELENLEGI :RTLKE (Milli6 forintban 
kifejezve)
 

Thtel: 	 tv: 


Uzemi nyeres~g 


Nett6 p?6nzgyi
 
k61ts6gek 


Ad6zds el6tti
 
nyeres~g 


Ad6, 40% 


Ad6z~s utdni 

nyeres~g
 

Ad6z~s ut~ni
 
nyeres~g a 90
 
milli6 Ft IBUSZ
nak t6rt6n6
 
kifizet~se ut~n 


Diszkontt~nyez6
 
= 1/(1+0,4)n, ahol
 
n = 1, 2, 3 


Csbkkentett ad6z~s
 
ut~ni nyeres6g az
 

1995 1996 1997 1997 

utfn 

(a)54,8 (b)110,0 (c)138,1 138,1/6v 

50,0 50,0 50,0 50,O/6v 

4,8 60,0 88,1 (d)220,2 

1,9 24,0 35,2 88,1 

2,9 36,0 52,9 132,2 

0.0 0,0 1,8 132,2 

0,714 0,510 0,364 0,364 

IBUSZ-hitel kifizet~se
 
utln 	 0,0 0,0 
 0,7 48,1
 

Ad6z~s utdni
 
nyeresdg v~gs6

6sszege 
 48,8
 

Megieqyz~s: A december 6-i vllalatvezet~si el6rejelz6sek (amelyek

az1994-es v~rhat6 wrv6gi kimutat~s alapjdn k~sztitek) csak 1995-re
 
vonatkoznak. Az 1996-ra 6s az 
1997-re vonatkoz6 el6rejelz~seket

kiz~r61ag az 1994. jilnius 20-i Stalakitcsi tervb6l lehet kiolvasni.
 
Hogy az 1996-os &s az 1997-es tizemi nyeres~gr61 el6re tudjunk kfpet

alkotni az 1994-es &vv~gi eredm~nyek alapjdn, a kbvetkez6
 
feltev~seket fogalmaztuk meg:
 

(a) 	Az 1994. december 6-i vcllalatvezet~si terv 1995-re 54,8
 
milli6 forint zemi bev~telre szdmit a REANAL-n I. Ez 28,1

milli6 forinttal kevesebb, mint az 1994-es 6vk6zi el6rejelzfs
 
az 1995-6s Uzemi nyeres~gre vonatkoz6an, mert az Stalak~t~si
 
terv 1995 elej~n indina, nem pedig 1994 kbzep~n.
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(b) 	A REA14AL 1996-os iizemi nyeres6ge 110 milli6 forint lesz (28,1
 
milli6val kevesebb, mint ahogy az 1994-es dvkbzi el6rejelz&s

mondta, mely szerint az 1996-os Uzemi nyeres6g 138,1 milli6
 
lenne).
 

(c) 	A REANAL 1997-re eldri a 138,1 milli6 forintos zemi
 
nyeres~get (egy 6vvel k6s6bb, mint az 1994-es 6vkbzi
 
el6rejelz6sek mutattAk).


(d) 	A REANAL teljes kiselejtez~si 6rt6ke 1997 utdn = 88,1/0,4 
= 
220,2 milli6 forint, ahol a 0,4 a diszkontt6nyez6.
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MEMORANDUM
 

RE: Reorganizational plan of REANAL - going-concern and liquidation values 
TO: Maria Vanicsek 
FROM: IMPACT II consulting team 
DATE: January 12, 1995 

Following the meeting on Dec. 21 between Mr. Zsigmond LUszl6, director-general 
of REANAL, the responsible SPA official and members of the IMPACT H technical 
assistance, the following remarks are offered regarding REANAL's reorganization plan. 

1. Background and present situation of REANAL 

REANAL's main activity is to supply laboratories, pharmaceutical companies, 
hospitals, research institutes, etc. with various chemicals necessary for tests and analyses. 
REANAL is predominantly a chemicals trading company, with limited production 
facilities. About 85% of its market is domestic. 

In the past, REANAL has had a privileged monopoly situation in this market. 
However, the market has changed radically since 1990. The domestic market for 
REANAL's products is shrinking in the medium term due to the financial crisis of many 
of its clients (research institutes, hospita!s, etc.) Within this shrinking market, 
REANAL's position is being eroded both because (1) some phar-maceutical companies 
have been privatized to West European investors, and are likely to obtain their chemicals 
from the mother company; and (2) several Kft's have started competing for REANAL's 
market share by supplying the same products. REANAL's possibilities of significantly 
increasing exports are limited due to the reduced purchasing powers of the Eastern 
European markets and the presence in Western Europe of large, entrenched companies 
which supply the same products. 

These marketing problems were compounded by an inappropriate financial 
structure. During the 1980s REANAL had invested in several research institutions which 
are not commercially self-sufficient. Then when the market shrank REANAL was 
obliged to borrow heavily, including foreign exchange loans which subjected it in 1992 
and 1993 to heavy exchange rate losses, until they were replaced in 1994 by forint loans. 
REANAL was in arrears to its suppliers to such an extent that they would deliver raw 
materials only against cash payments; the lack of working capital further limited 
REANAL's ability to fulfill the orders it did have. Our analysis of REANAL's 
reorganization plan (Annex B) indicates that in the past REANAL's management has been 
slow to respond to changing conditions (eg. it has not yet introduced a computerized 
inventory control system). By early 1994 it seemed that there was no way to avert 
bankruptcy, and employee morale was very low. 

However, since mid-1994 there are several signs of improvement. During 1994 
management has taken several positive steps to alleviate the company's financial crisis: 
staff reductio, structural reorganization along product lines, and reduction of its product 
line which formerly amounted to some 3000 items. Management intends to ultimately 
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reduce its product line to 600-700 high-margin items of its own production, plus some 
300 items imported on a commission basis. A computerized inventory management 
system is being installed. 

Our limited inquiries with some REANAL clients indicated that the quality of 
REANAL's products is satisfactory and their price is competitive. The main complaint 
has been about slowness of deliveries - a problem which the computerized inventory 
managment system should help to solve. 

REANAL's management feels confident that if REANAL's debt load is reduced to 

about 140 M HUF (debt service obligations of about 50 M HUF), REANAL could 
survive and operate profitably, albeit on a more limited scale than in the past. 

2. REANAL's 1994 financial results: REANAL's turnover in 1994 was about 
1038 M HUE. This was very close to the mid-1994 turnover projections for the case of 
no debt relief, which were 1050 M HUF. 

REANAL's management succeeded in cutting down direct costs, mostly through 

phasing out low-margin products and concentrating on fewer high-margin products. 

Consequently, REANAL's 1994 operating profit was about 10.5 M HUF. This is 

considerably better than the mid-1994 projections, which predicted for 1994 an operating 
loss of 17 M HUF if no debt relief was provided. 

REANAL's 1994 net financial charges are about 135 M HUF. This is also 
considerably better than the mid-1994 projections, which predicted for 1994 net financial 

charges of k95 M HUF. The difference occurred mainly because IEUSZ Bank gave 
REANAL an informal moratorium on its 4th quarter interest payment. 

As a result, REANAL's pre-tax 1994 result is a loss of about 121 M HUF, rather 

than 212 M HUF as was predicted by the mid-1994 projections for the case that no 
financial restructuring was provided. 

Although the mid-1994 projections assumed that debt consolidation will happen in 

1994, this has not yet started. REANAL's 1994 liabilities consist mainly of a debt of 
627 M HUF debt to MHB, 85 M HUF to IBUSZ Bank, 195 M HUF to suppliers and 
105 M HUF of other short-term liabilities (eg. to government entities). The effective 
interest rate on REANAL's bank loans (including quarterly loan renewal charges) is 31%
33%. 

IBUSZ Bank has apparently indicated its willingness to give REANAL a one-year 
moratorium on interest payments if REANAL's main debt to MHB is consolidated. 

3. Verification of REANAL's restructuring plan: Our visit to REANAL has verified 
to our satisfaction the issues which were raised by our memo of Dec. 12: 

REANAL's "other expenses" have been reduced significantly, since they were 
related to conversion-rate losses on a foreign exchange loan which since has been 
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replaced by a forint loan; 

REANAL has increased its sales proportionately more that its cost-of-goods-sold 
by eliminating many low-profit products; 

the planned improvements in computer systems, transport fleet etc. will be 
financed by the depreciation allowance. 

These considerations, together with REANAL's better-than-expected performance
in 1994, make it reasonable to assume that with debt restnicturing REANAL could reach 
its planned profit targets. 

4. The offer to buy REANAL for 80 M HUF: SPA has in the past tendered 
REANAL several times without receiving any offers. We have been informed by the 
responsible SPA official that a Hungarian investor (a chemist, who apparently intends to 
keep REANAL in operation, and may thus be qualified as a strategic investor) has
 
recently offered to buy REANAL, on approximately the following conditions:
 

- the investor will buy SPA's 96.5 %.share in REANAL for 80 M HUF, to be paid 
mostly in compensation coupons; 

- MHB will write off 287 M HUF of REANAL's debt;
 
- 140 M HUF of REANAL debt will remain with MHB;
 
-
 the investor will buy out 200 M HUF worth of debt from MHB for approximately 

120 M HUF; 
- this debt will remain on REANAL's books, and the investor will decide whether
 

to collect interest on it from REANAL's operating profit before tax and pay

personal income tax on it, or to collect dividends from REANAL after company
 
tax.
 

The offering price of 80 M HUF is considerably lower than REANAL's book 
value, which at the end of 1994 was about 444 M HUF. The following calculations are 
intended to give SPA some basis for considering whether this offer is of interest in view 
of (1) REANAL's going-concern value to SPA (capitalization of expected future income),
and (2) what SPA could be expected to obtain from liquidation of REANAL. 

5. REANAL's going concern value: REANAL's going concern value was computed 
on the basis of this offer. In the computation, the following assumptions were made: 

- REANAL's 1995 operating profit will be 54.8 M HUF (as projected in 
management's plan of Dec. 6, 1994); 

- REANAL's operating profits will be 110 M HUF in 1996 and 138.1 M HUF in 
1997 (the grounds for this projections are discussed in Annex A); 

- REANAL will obtain a moratorium on interest from IBUSZ bank until its IBUSZ 
debt is paid off in 1997; 

- in return for this moratorium, REANAL will use its post-tax profits first to pay
off its IBUSZ loan until it is paid completely by the end of 1997; 

- REANAL will obtain a moratorium on interest on its "other short-term 
obligations" of 105 M HUF, which consist mostly of payables to government 
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entities (this is implicitly assumed in REANAL's mid-1994 projections); 
The discount rate for calculating present value is 40% (which is minimal, in view 
of current effective interest rate at 31-33% and increasing). 

Based on these assumptions, REANAL's present value after repayment of the 
IBUSZ loan (Annex A) is only about 48.8 M HIUF. (This relatively low value is due to 
the fact that with the proposed MHB debt restructuring and after repayment of the IBUSZ 
loan out of post-tax profits, REANAL will start yielding net profits only towards the end 
of 1997). The present value of SPA's 96.f/" stake in REANAL is thus about 
47 M HUF. 

6. Liquidation value: The going concern value needs to be contrasted with the 
liquidation value. This is difficult because we do not have market value of the assets. 
However, for the sake of discussion, let us assume that REANAL's assets (1408 M HUF 
in 1994) will bring in a liquidation - after deducting liquidation expenses - 50% of their 
book value, ie. 704 M HUF. REANAL's 1994 liabilities are 1018 M HUF, i'e. 
314 M HUF more than its assets. Thus a liquidation bringing 50% of asset book value 
will leave no net value to SPA as shareholder. Net liquidation proceeds must be over 
72% of book value for SPA to realize anything out of liquidation. 

Obviously, SPA needs to verify that REANAL does not have hidden liquidation 
values (values which are not adequately expressed in the balance sheet). Such hidden 
values may be due to: 

- real estate whose market value exceeds book value 
- non-tangible assets such as patents, contracts, licenses, etc. 
- high realization value of its inventory and receivables 

REANAL's director-general informed us that REANAL's real estate consists of 
three adjacent plots in the XIV district, totalling 22,000 m. Current market value of 
industrial real estate (including buildings) in this vicinity are about 3000-4000 HUF/m2 , 
ie. about 88 M HUF for REANAL's real estate. The 1994 book value of REANAL's 
real estate was 529.2 M HUF. Thus at first view, it does not appear that REANAL 
has a hidden real estate value. 

A professional appraisal is however necessary to assure that there are no hidden 
liquidation values. Unless there is a significant hidden value, selling REANAL as a 
going concern value may bring higher returns to the SPA than liquidation, if the ratio 
of net liquidation proceeds to asset book value is below the limits discussed above. 
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ANNEX A: PRESENT VALUE OF "REANAL" (in M HUF) 

Item Year 1995 1996 1997 Post-19 
Operating profit (a) 54.8 (b) 110.0 (c) 138.1 138.1/year
 
Net financial charges 
 50.0 50.0 50.0 50.0/year
 
Pre-tax profits 
 4.8 60.0 88.1 (d) 220.2
 
Tax, 40% 
 1.9 24.0 35.2 88.1
 
Post-tax profit 
 2.9 36.0 52.9 132.2
 
Post-tax profit after repaying 90 M HUF to IBUSZ 
 0.0 0.0 1.8 132.2
 
Discount factor = l/(I+0.4)", where n = 1, 2, 3 
 0.714 0.510 0.364 0.364
 
Discounted post-tax profit after paying the IBUSZ loan 
 0.0 0.0 0.7 48. 1
 
Total discounted post-tax profit 
 48.8 

Note: Management's projections of Dec. 6, 1994 (based on the expected 1994 year-end statements) are only for 1995. Projections for1996 and 1997 are available only from the restructuring plan of June 20, 1994. To obtain projections of operating profit for 1996and 1997 on the basis of 1994 year-end results, the following assumptions were made:(a) REANAL's 1995 operating profit is 54.8 M HUF as projected in management's plan of Dec. 6, 1994. This is 28.1 M HUF lessthan the 1995 operating profit according to the mid-1994 projections, because the restructuring plan would start in early 1995 rather
than in mid-1994.

(b) REANAL's 1996 operating profit will be 110 M HUF (28.1 M HUF less than the 1996 operating profit according to the mid-1994 
projections, which is 138.1 M HUF).

(c) REANAL will reach the operating profit of 138. 1 M HUF in 1997 (one year later than according to the mid-1994 projections).(d) REANAL's total residual value after 1997 = 88.1/0.4 = 220.2 M HUF, where 0.4 is the discount factor. 

A.I
 



ANNEX B: SUMMARY OF THE "REANAL" REORGANIZATION PLAN
 

1. History and privileged situAtion: 

REANAL started in the '50s as a successor of a private-sector 
pharmaceutical/cosmetic company. It gained exclusive rights to import, produce and sell 
chemical products for laboratory tests and medical diagnoses. REANAL made enormous 
profits - thanks to its privileged monopolistic situation - in the following fields: 

competitiveness, level of technology used and quality of services. 

-

-

-

-

importing chemicals from the USSR, relabelling them and exporting to the West; 
sole importing of test and lab chemicals from the West; 
large-scale processing of animal intestines with outdated technology and selling the 
resulting biochemical products to the USSR; 
producing and selling all necessary test and diagnostic chemicals for domestic 
hospitals and iaboratories without any competition. 

2. Result: 

This comfortable situation guaranteed profit to REANAL regardless of its 
REANAL had a 

hierarchical organizational setup, which was unable to react flexibly to market trends. It 
did not have to consider cost levels. It had very high general overhead costs and a much 
higher staff than required by its level of production and trade. Although it served 5,000 
customers, due to its monopolistic position it did not feel obliged even to computerize its 
manual, time-consutming processing of orders. 

Thanks to its guaranteed profit, REANAL could afford to try a range of products
and activities in which it had no experience, technical and personnel qualifications 
(agrochemicals, cosmetics, medicines, etc.) Although these new ventures failed, 
REANAL was not shaken due to the guaranteed profit from its main activities. 

REANAL could also afford financial management failures such as binding 400 
million HUF in non-profit research institutions, while the running of main activities and 
the expansion to new activities required to borrow about 500 million HUF of short-term 
commercial credits. It is noteworthy that REANAL manufactured only a small part of the 
products what it sold. Dominantly it was a wholesale, import company and not a 
manufacturer. 

3. Market collapse: 

In the early '90s the situation has changed completely. Relabelling of Russian 
products could go no further. REANAL lost its exclusive role as sole importer of 
Western test and diagnostic products. It lost its exclusive role in domestic supplies as 
well, as small new private firms entered the wholesaling of laboratory chemicals. The 
Russian market has ceased to exist for a while. Already in 1990, REANAL's debt 
reached 400 M HUF. Interest payments alone run to 93 M HUF per year - 63% of the 
profit of that time. Nevertheless, REANAL was still expanding its personnel, and the 
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general overhead costs were increasing by 20% per annum(!) 

In 1991-1992 REANAL tried to regain its lost balance. It entrusted a German 
consulting firm to evaluate the market position of its main product groups and tried to 
eliminate the production and trade of low-profit products. It also reduced the staff 
significantly. Based on the consultant's advice, REANAL was reorganized - its functional 
units became profit centers. It also tried to integrate marketing and production/product 
development, which were totally separated before. 

Despite these positive steps, REANAL's position deteriorated further. The 
general overhead costs and the growing debt burden ate up the operating profits and drove 
the company into the red. Between 1991 and 1994 REANAL had to fight for the pure 
survival, decisions were taken on a daily basis without strategy and REANAL remained 
on the verge of liquidation. 

4. Financial position in 1993-1994: 

REANAL's incorrect capital structure was indicated above (400 M HUF tied, 500 
M HUF borrowed, 400 of it in USD). REANAL managed in 1992 to sell one of its 
illiquid investments (shares in MEDIMPEX medical export-import company) for 143 
million HUF. 

REANAL also succeeded to pay back part of its short-term credits (about 60 
million HUF) and to swap its foreign exchange debts for Forint debts. In 1993 REANAL 
sold some of its assets and improved its financial position. Thanks to the above measures 
along with a cut in general costs REANAL managed to pay its obligations in time, 
including taxes, social insurance fees and import duties. REANAL suffered a new loss in 
1993 from devaluation of the Forint (120 million HUF loss on exchange rates). In 1994 
REANAL could repay 23 million HUF debt only through selling some of its real estate. 

5. Privatization attempts: 

REANAL was transformed into an Rt. on July 1, 1992. The compulsory 
recalculation of the balance sheet during the transformation increased the book value by 
250 million HUF). The first attempts to privatize REANAL were in 1993 through self
privatization, which was done with the assistance of a consulting firm ffiliated with 
MHB. There were no bids on the two tenders launched. ESOP attempts also failed as 
the ESOP organization did not bid on the tenders, because the financial obligations of 
REANAL made it impossible to guarantee E-credit to the ESOP organization. 

6. Market opportunities: 

The previous strategy of REANAL, i.e. to supply all possible chemicals to 
Hungarian laboratories as the big Western firms do, has to be abandoned. REANAL 
should n21,row its product range and focus on the staple chemicals, which guarantee a 
regular revenue and a reasonable profit level (300 products instead of 3,000). REANAL 
must also find new suppliers and bargain in its purchases for better conditions. 
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REANAL has also started preparations to introduce the "ISO 9000" international 
quality standard and the TQM system in order to shift from quantiiy to quality. 
REANAL also considers entering new fields such as additives for the canning and meat 
industries. 

In export REANAL wants to focus on the most developed countries, especially the 
USA and Switzerland (its traditional partners). It does not want to increase activities in 
the medicine and agrochemical branches, which proved to be a false direction of previous 
profile changes. 

7. Reorganization of resources: 

a. Organizational structure: 

The 1991 reorganization into profit centers failed due to the very small size 
of the separated units. In many cases it meant that the same customer or supplier had to 
turn to two or more divisions within REANAL for various products. It resulted in a 
weakened bargaining position both in purchases and supplies, and complicated follow-up. 

REANAL has decided to change its organizational structure for a product 
management system in which each main product has one manager, who follows up 
everything related to that product. This is a proven system for companies with few main 
groups of products and a very wide range of customers. 

b. Computerized processing: 

The very wide range of products and customers makes it essential to 
introduce a computerized recording and processing of orders, invoices and supplies. This 
would decrease the time required to fulfill orders from one month to a few days and 
would reduce costs (sales, administration, storage, transport, etc.) The computerized 
inventory control system requires a surprisingly modest investment and could bring about 
a quick increase in profit and an improved market position. 

c. Personnel: 

The number of employees has been decreased by more than 20% in two 
years but overstaffing still exists. REANAL intended to further decrease employment in 
1994 by 10-15%. 

As regards wages REANAL wants to introduce a more differential system along 
with higher wages. This will mean higher wage costs (by 10-15% per annum), in spite of 
the staff reduction. 

d. Investments: 

The above reorganizational concept does not require substantial 
investments. The key for success is computerized processing, i.e. a computer system 
which keeps record of all orders, stocks, supplies and payments. It would make 
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REANAL able to react quickly, shorten delivery, time and therefore mak its clients more 
satisfied and gain new clients as well, resulting in higher turnover with higher profit. It 
would reduce recording, administration costs as well. Last but not least, it would reduce 
inventory to the minimum possible and save in storage and transport costs. According to 
the reorganizational plan, computerization requires an investment of only 4 M HUF. 
(This probably includes only the hardware). 

International-level quality control is also proposed. it requires 6 million HUF 
worth of quality control instrumc.nts. There are other investment needs for trucks, 
storage of liquid products, etc. Total investments required are about 40 M HUF, which 
could be financed from operational profits. 

e. Financial reorganization: 

Alternatives for financial recrganizztion can be seen from the tables in 
REANAL's reorganization plan. Without a financiaJ reorganization REANAL will not be 
able to have a positive cash flow and meet the payment obligations. Solution should be 
ei:her a debt writeoff, a debt/equity swap, a iemporary moratorium on repayment, further 
credits, or a combination of the above. It depends basically on the willingness and 
preferences of the creditor banks and the social nsurance authority. REANAL must also 
ciivest itself of its non-profit organizations like the three research institutions. 

8. Summary: 

According to the summary of the reorganizational plan, the problems of REANAL 
have started in the mid '80s and accelerated in the early '90s due to the forced growth. 

Management believes that the problems are z result of the supply side (ie. of the 
products sold and produced) and not of the demand side (ie. of the market). It feels that 
REANAL is competitive in price and quality but due to lack of financial sources it could 
not finance the purchase of the optimal composition of products. The risk-taking capacity 
of REANAL has decreased to almost nil. Personal consequences were delayed. 

REANAL did make some important step; towarl recovery such as staff reduction, 
changing organizational structure, etc. but it was not enough. The marketing analysis 
shows that REANAL's products have a good market prospect in both tne short and long 
term. Their profit level is satisfactory. The range of products has to be narrowed, 
making it possible to reduce the inventory. Delivery time must be reduced by 
computerized processing of orders. 

Management feels that financial reorganization, without major investment, would 
make REANAL regain the leading position in its sector. The reduction of the interest 
burden by 70% would make REANAL able to repay its debts and would open the way to 
privatization. 

B.4
 



MEMORANDUM
 

RE: 

TO: 

FROM: 
DATE: 

Reorganization plan/going-concern viability of Kistext Textile 
Company (KT) 
Dr. Mdria Vanicsek 
Dr. LUsz16 Kiss 
IMPACT II consulting team 
February 27, 1995 

The following Temarks are offered regarding the future viability of Kistext Textile 

Company (KT). The Company has managed to survive in a very competitive market and is the 

last remaining textile company in Hungary. It lacks financial resources, however, and requires 

some minimal technological upgrades to remain competitive. The debt burden of the company 

is very high relative to its cash generating capacity and dots not allow any reinvestment into the 

business. 

The following remarks describe the primary issues affecting the future performance of 

the company and its ability to generate a positive cash flow avaiiable for debt service. These 

remark,. are preliminary and the result of ongoing meetings held witL. the following: 

State Property Agency - Dr. Vanicsek 
Dr. Kiss 

Kistext Textile - Mr. Robert Wieland, General Manager 
Ms. Susanna Ipacs, Director of Finance 
Mr. Varga Tamrns, Director of Marketing 

SzAmad6 Cdh (Local Consultant hired by Company) 
Mr. Csikos Ferenc 

Summary 

KT has faced a very difficult market, yet management has managed to keep the Company 

alive. The majority of its markets collapsed and it quickly attempted to shift to new Western 

buyers. Management has done a good job with limited resources in maintaining sales and cutting 

capacity, yet the Company has some serious operational problems. 

In the current high interest rate environment, the Company has a serious working capital 

management prob!em. Inventories and receivables are almost 1.5 billion. Every incremental sale 

must be financed so that the Company is iosing money on every product is sells. Some of this 

problem resulted from the necessary set-up of a wholesale subsidiary, when the domestic 

distribution channels were disrupted. 

We believe the Company is worth more as a going-concern than in liquidation. The 
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Company has operational challenges, however, and requires owners wno are 

industry and can bring technology, investment, and other resources to the Company. 

In other words, the SPA is not the appropriate entity to tackle the Company's tough operational 

invested by the State, without major restructuring and operational
problems. New money 
improvements, is likely to merely be captured by the banks. 

The best way to save the Company is for the State to be willing to transfer its equity, 

which is currently worth nothing, to the buyer who can negotiate a buy out of the banks' claims. 

The current management supported by new owners and resources, with a reasonable Balance 

Sheet, has the greatest chance to maximize the employment and economic prospects for 

Hungary. 

1. Backgrour.d and present situation of KT 

KT is a vertically integrated textile company producing predominately cotton products. 

The Company has two plants and employs 1,473 people. The Company declared itself bankrupt 

agreement with its creditors, rescheduling or postponing
in June 1992. Thereafter, it reached an 

much of its debt. The Company is again overburdened by debt service and needs financing for 

both working capital and technology upgrades. 

Present Operations: 

KT's operations include cotton mill (spinning), a mass production process that currently 

runs three shifts with 911% capacity utilization. The Company also has weaving mills that further. 

prncess cotton into simple products such as bed linens and household textiles. The Company's 

I Ing f " liti -sare outdated, but have traditionally been a strength of the Company. The 

p jinc r) can only print in 8 colors, while the industry standard is 16, yet the Company,t m 
at the middle 

has a broad range of relatively good quality cotton products, mostly targeted 

income range consumer. 

made cloths facility, which has up to date
In 1992, the Company se; up a ready 

technology. The Company has successfully used this division to transition from a dependence 
markets, 

on Eastern markets, which demanded inexpensive, low quality products to Western 

which demand higher quality products, but have greater margins. 

The Company has two facilities, both in Budapest. KT has cut its fixed costs and capacity 

during the last three years by closing or selling some production facilities and all of its activities 

not directly connected to production (social welfare facilities). The Company's willingness to 

adapt to its rapidly changing market environment is one reason why it is the last surviving textile 

company in Hungary. 

Markets: 

an unlimited market for the Hungarian textile industry. The
Until 1990 the USSR was 
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textile companies attempted to exploit this opportunity by increasing production. The Soviet 
market required a large volume of low quality, homogenous products. In 1989, one third of 
KT's total output was sold to the USSR. These products were not marketable anywhere else after 
the collapse of the COMECOM markets. 

In 1990 tLe Hungarian textile industry attempted to shift its focus to Western markets, 
but the consumer demands were completely different, requiring higher quality, more fashion 
oriented goods, making the transformation difficult for most companies. In addition to different 
consumer demands, payment terms in the market economies were very different. COMECOM 
buyers paid (or credited) the supplier upon shipment, whiie Western buyers paid 30 to 90 days 
after the receipt of the goods. Given a 30% interest rate environment and the lack of financial 
infrastructure, companies were quickly hit with very large financing expenses for inventory and 
receivables. Companies were not accustomed to financing all of their working capital and 
inventory control, cash management, and collections policies for receivables, for example, did 
not exist an.. had to be developed. 

The collapse of the COMECOM markets in 1990-1991, also disrupted the domestic 
market. Many of the trading companies that handled distribution to the East also acted as 
wholesalers for domestic sales. Many of these trading companies went into liquidation as a result 
of the market collapse for exports, for textiles for example, there was effectively no established 
channels of distribution. A dramatic increase in smuggling and products from poorer surrounding 
countries has also hurt the lower end of the marl ,t. 

The Company estimates that the dewjand for printed cotton has declined in Hungary from 
45-50 million square feet in 80s to 2. million as of the end of 1993. In the 80s, the domestic 
producers -:et90% of the local 0, nand, today :t is about 65%, the rest being met my imports. 
Most - believe that the ,"irket has bottomed and the forecast for demand is for modest 
increa . Concomiltn, with the increase in demand is increasing pressure from imports, 
particularly troub' .,ome, are low cost, (and improving in quality), products from India and the 
far East. 

Competition: 

There were only two companies to survive in fhis segment of the Hungarian textile 
industry through 1994, Kistext and SECOTEX Rt. A new firm with Western capital was recently 
established, KBC Kft., focusing on the high end market. Their relative sales volumes at the end 
of 1993 is as follows (in million square meters): 

Firm Domestic Volume Export Volume Total 

Kistext Textile 10 10 20 

SECOTEX 5 10 15 
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KBC -1 _7
 
Total 16 27 43
 

SECOTEX was liquidated in 1994, and the sale of its inventory depressed the prices in 
the market; but longer term, KT is hoping to capture a substantial portion of SECOTEX's sales. 
The major competitive threat is from imports and smuggling. Most of the imports are through 
private Kfts from three distinct origins: 1. Far-East, which produces low priced, variable quality 
goods, 2. Eastern Europe, which produces very low priced, very low quality ptoducts, and 3. 
Western-Europe, which produces higher quality, higher priced products. 

KT has been successful in quickly reorienting its exports to Western markets, 90% of its 
total export is to Western markets. Approximately i5% of Company's forint sales are to one 
Company, Quelle of Germany, the largest mail order company in Europe. The benefit of this 
dependence on one customer is that Quelle pays on time, an advantage for a company that has 
difficulty financing its working capital. 

Financial Position: 

Resuihs of t1_) rafions: 

According to Hungarian accounting the Company has a positive trading profit for the last 
two years, although on a cash flow basis the Company is facing a greater problem than is 
immediately apparent. The reported trading profit was a positive 102 thousand in 1993 and 20 
thousand in 1994, but several items are worth noting. 

The Company reports several non cash revenue items. These are items that the Company 
claims -isi venues, but for which no cash is received as of the date of the financial statemepts. 
The inclusion of ihese items, therefore, overstates the cash position of the firm. For example, 
the Company in 'tdes the capitalized value of their own production in the total revenues, when 

-really this item is similar to a change in inventory. K has done nothing wrong in including this, 
this is a standard Hungarian accounting item, but as a rough guide to the cash generating ability 
for a Company many analysts add depreciation to earnings before intcrest and taxes. This is not 
appropriate for this company. 

In addition to the capitalization of production iterr, the Company has also included the 
shipment of products to a 100% owned subsidiary in its revenues. With the disruption in the 
markets the Company was forced to create new channels of distribution within H1.lngary ..r its 
products. The Company did this successfully by creating COTEX, a wholesaler for the domestic 
market. COTEX required inventory for its wholesale operations which the Company provided 
and booked as revenues. The Company booked a corresponding receivable for the "sale" to 
COTEX, but the important issue is that no cash has yet been received for all of the transfers of 
products to COTEX. This is apparent in the large increase in receivables on the Company's 
Balance Sheet. 
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The generation and uses of cash by the Company are examined further in the following 

section. The Company has increased sales to Western markets in each of the last three years, 

and the total forint amount of sales has also increased every year. Given inflation of 
to a 12%

approximately 15% in 1994, the nom;'al increase reported of 3.3% roughly equated 
the sales side

decrease in volume shipped. Never-the-less, the Company has responded well on 


to a very difficult market.
 

The Company's profit and loss for each of the last three years is presented in Annex I. 

Overall, the Company has bei-n effective in cutting capacity and trimming its costs. As a 

percentage of sales, material costs were down to 57% of revenues in 1993 compared to 70% the 

costs and labor costs have slipped upwards
year before. (As a percentage of sales both material 

which is worrisome if the trend continues.) The Company has
in 1994 compared with 1993, 

its core
disposed of a!l non essential 	 services and sold affiliates that were not crucial to 

operations. The Company is in the proce.s of instituting a more accurate cost accounting system 

to improve its margins for each specific product. These are examples of some of the positive 

steps taken by a proactive management. 

It is clear, however, that the Company cannot support the current debt burden. Interest 

expense of 155 and 136 million in 1993 and 1994 caused the Company to report net losses for 
all remaining cash flow from operations.usesboth years. More importantly, 	 tile debt service 

are available for reinvestment in the business, which needs some
No significant amounts of cash 
technological upgrades. There has been insignificant amounts of investment in fixed assets, for 

the last three years, while during the same time long term liabilities have
example, during 

increased by almost one billion forints.
 

By (!,( end of 1994 the Company had long term liabilities of 1.7 billion forints. Assuming 

r im;c( t interest rate of 25 %, this implies 425 million forints in interest expense, before any
the 

principal icpayment. The Company's operations cannot support this level of cash outflow.
 

Liquidity and Financial Resources:
 

While the Company has been showing positive trading profit for the last two years, its 

have been financed with short term credits. Credits to
cash deficits, partially described above, 

new infusions of capital (from the sale
financial institutions rapidly increase to the point that all 


of a division, from operations, or new borrowings, for example,) are used to pay debt service.
 
1994.The following is an approximate summary of the cash generated and used during 

Sources and Uses of Cash During 1994 

Change 12/31/93 - 12/31/94 

Sources of cash:
 
Long term credits 876,031
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52.855
Depreciation 
Total sources 928,886 

Uses of cash: 
Loss before taxes, not incluJing 

capitalized value of production 225,760 

Increase in receivables 198,808 
471,431Decrease in short term credits 
3287Other increases in working capital 

928,886TotI uses 

CompanyThis chart demonstrates that of the 928 million forints of cash that the 

generated, essentially all was from new long term credits. Half of this amount' was used to pay 

so on a net basis the Company was forced to borrow an additional 400
off short term credits, 

million forints. This 400 million additional borrowings will cost the Company an additional 100
 

million in interest expense per year, assuming the current market rate.
 

This 400 million borrowing did not increase the productive capacity of the firm. None 

of it was used for investment in new plant or equipment. At the end of 1994 the fixed assets of 

the Company were roughly unchanged from 1993. Rather, half of the amount was used in the 

used to finance additional working capital. Of
operations of the business and the other half was 

the amount used in the operations of the business, (approximately 175 million), most of this was 

used to pay finance charges from previous debts. 

In conclusion, half of the 400 million additional money needed by the business went to 

pay the baks and the other half was used to finance additional working capital. There has been 

no additio;nal investment in technology. 

Working Capital Deficits 

user of cash before considering the debt service of itsCurrently, the Company is a net 

existing debts, even though it reports a positive trading profit. An examination of the Company's 

Balance Sheet (Annex II) shows the following components of working capital as of the end of 

Company is financing every incremental forint of sales. If this relationship continues, 

1994: 

Inventories 542,541 Accounts Payable 272,728 

Receivables 974.552 Accrued Expenses 257,74 

Total 1,517,093 530,475 

Inventories and receivables re almost three times as large as trade payables. 
as 

The 
the 

Company increases its sales it will be further behind because it is financing these sales with 25% 

money and generating a substantially lesser return. 
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This is occurring because the Company is paying for raw materials, wages and overhead 

early relative to the time it takes for the Company to convert these inputs into finishtd products, 
In an ideal situation, the profit from the

sell the products and collect the cash from the sale. 
cost of these worling capital items. (And the Company

eventual sale covers the financing 
needs).

develops i,-.hniques for shortening the sale cycle and minimizing working capital 

the Company, like many in Hungary, had two bad years adjusting to a market
However, 

to finance workirg capital in a 25% interest rate 
econom. and operating losses plus the need 

a company. The Company is still only break-even
environment can quickly overwhelm 

in sales with their corresponding increases in workdng capital force
operationally, so increases 

the Company to continuously borrow increasing amounts.
 

working capital problem is related to the estab!ishment of
Part of the Company's 

COTEX, its wholly owned distribution subsidiary. To the extent that the increase in receivables 

and other working capital items were a one time event and will not continue to grow in 1he same 

proportion to future increases in sales, the working capital strain will be lessened. While it will 
future sales are likely to 

not be as dramatic, however, even without the setup of COTEX, 

require a net usage of working capital. The Company must earn an adequate return on these 

or it will be forced to continue to borrow.
sales to finance the additional working capital, 

The Company has two solutions to its vorking capital problem, both easier said than 

done. The first critical item is the Company must increase its operational profitability to covei 

the financing cost of incremental sales. Secondly, the Company must improve its working capital 

management. Traditional solutions for profitable, growing companies to a working capital 

squeeze are to shorten the sales cycle time, essentially turning inventory at a faster rate. Just-in

time materials handling processes are an attempt to decrease the investment in inventory (and 

focus on decreasing the time receivables are 
to dccrea.e wastage). Additionally, companies 

o ''andi o,offering discounts, for example, to customers who pay their bills within prescribed 

ti n(s (ol vious' , the discounts offered are structured to be less expensive than financing the 

sale). And they stretch their own payables as long as possible. 

Some of these have immediate applicability for KT. Currently, for example, receivables 

are averaging 147 days. Even assuming that they are all collectable, such a long carrying period 

is too expensive to finance. 

Long Term Debt 

The working capital shortages described above plus operational losses forced the 

Company to borrow large amounts of short term credits. To manage the liquidity problem the 
the Company has borrowed long

interest and repaymtnt of the these short term credits caused, 
handle the 

term credits to pay off its short term credits. Tne Company is aware that it cannot 

total debt burden, but, to its credit, it is doing everything it can to survive and stretching out the 

repayment of its debts and then attempting to get write-offs is one tactic. A new difficulty the 
to update its

Company is facing is that it also needs new investment in plant and equipment, 

for example, if it is to be competitive.color printing capability, 
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MEMORANDUM
 

RE: Reorganization plan/going-concern viability of Bdkdscsabai 
H~t6ipari VAllalat (BHRt.) 

TO: MAria Vanicsek 
FROM: IMPACT 1I consulting team 
DATE: February 23, 1995 

The following remarks are offered regarding the future viability of BHRt. It is 
clear that the company will be unable to meet its current financial obligations for 1995, 
even after considering the credit guarantee of 600 million forints granted in November 
1994, and, furthermore, the company is requesting new credits from the SPA and debt 
relief. The following remarks dc, ibe the primary issues affecting the future peiformance 
of the company and J's ability to generate a positive cash flow available for debt service. 
These remarks are preliminary and the result of meetings held: 

February 8, 1995 	 IMPA.CT team 
SPA - Dr. Vanicsek, Dr. Kiss 

February 15, 1995 -	 IMPACT team 
SPA - Dr. Vanicsek 
Inter-Europa bank - loan officer, Valastynn6 Dr. Vfzhny6 Jgilia 
BHRt. - General Manager, Ms. Nagyn6 Ivanov Milka 

February 'V, 19")5 - IMPACT team 
SPA - Dr. Vanicsek 
BHRt. - General Manager, Director of Marketing and Production, 
Director of Accounting 

Summary 

BHRt. has over-capacity and high operational costs that are hindering its 
profitability. Operational losses plus its large working capital finance needs make the 
Company particularly sensitive to the current high interest rate environment. The debt 
burden of the Company has quickly overwhelmed its equity value. New infusions of 
money and debt forgiveness without operational improvements only start the process of 
debt accumulation again. 

The Company has liabilities of over one billion forints so that the liquidation 
proceeds would have to be 80% of the book value of total asset for the SPA to realize 
any revenue. Liquidation would result in the loss of employment at the Company and 
would severely damage many of the suppliers in the region whose livelihood depends on 
sales to BHRt. 

Given the current operations of the Company, any inf'-sions of money into the 
Company would essentially go to the banks. If the SPA believes that the Company will be 



able to drastically and quickly improve its operations, then it might consider investing 

new money if it can get the new investment secured by receivables and inventory, and if 

the bank would forgive some debt. The bank is in a very strong position with a mortgage 

on the assets and a state guarantee; it may not be easy to negotiate with, or willing to 

further finance the Company. As the preceding discussions indicate, however, the 

Company is likely to require a large arnount of debt forgiveness, new investment, and 

improvements in operations to survive. Given a choice, it is a better alternative for the 

SPA to let the banks finance the Company, even if it means sacrificing any paper equity 

position, rather than the SPA investing new money. 

Another alternative for the SPA is to attempt to sell the Company to the strategic 

investor most likely to improve operations and provide some employment for the region. 

Since the Company is currently loss-making, it is unlikely that the SPA would realize any 

proceeds from the transaction, never-the-less, a sale before the Company deteriorates 

further may improve the employment and economic prospects for the region. 

I. Background and present situation of BHRt. 

Company Description: 

The company is one of the largest vegetable processing and storing facilities in 

Hungary. Historically, the company processed vegetables and fruits, and in addition, 

stored meats and other products as a service firm. Currently, BHRt. predominately 

concentrates on processing an assorted line of vegetables in addition to several unrelated 

pasta filled dessert., but the company has a great amount of over-capacity. Utilization is 

at 60-70%, although that amount may be overstated due to the seasonality ofestimated 
the business. There is a canning factory in the immediate vicinity which competes with 

the company for raw materials. 

major employer in the region with an average staff of 486 employees.BHRt. is a 
Average wages for 1994 were 373,000 forints per employee (based on the -vage expense 

reported in the profit and loss statement). The company has an important economic 

impact on this relatively poor region through its contracts with suppliers and most of the 

producers/farmers in the vicinity. Increasingly, however, the farmers have other buyers 

for their products, including the canning factory, which would slightly mitigate the loss of 

the company. 

Financial Results: 

Results of Operations 

The company was transformed (corporatized) into an Rt. in 1992. The company's 

over-capacity and the associated high fixed costs made it difficult for the company to 

compete profitably in a market environment. While the company reported a positive 

trading profit in 1992 of 44 million forints, it was actually in a cash flow crisis and losing 

money on operations before considering finance charges. This was due to the inclusion of 

noncash revenues in its profit and loss, such as the capitalized value of goods produced 
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yet not sold (essentially changes in inventory) of 142 million in 1992. In addition to the 
cash drain from operations, the company had finance charges of 100 million forints in 
1992. 

The company increasingly financed its cash deficits with short term credits, 
borrowing new short-term monies to pay finance charges at an accelerating pace. By the 
end of 1993 the company had over one billion forints in short term credits, very little of 
which had gone into new equipment or technology. The Company had improved 
operations slightly to approximately break-even on an operational basis, before paying any 
finan-ce charges. By this time, however, the company was overwhelmed by its debt 
burden.
 

The company has resisted making drastic changes or in acknowledging and 
managing a crisis situation. The company has been reluctant to cut employees or capacity, 
which is understandably difficult given the specialized nature of the company's assets and 
the scarcity of alternative employment in the region. 

A summary of the last three years of profit and loss appears in Annex 1. The 
capitalized value of the company's own production has been broken out of revenues to 
present a cleared picture of the :ompany's results. As a percentage of total revenues, both 
material costs and labor costs are significantly up in 1994 compared to 1993. Part of the 
reason for this is the company could have achieved higher revenues in 1994, but was 
constrained by the lack of financial resources. Nominal revenues were essentially the 
same, but given inflation of 15% to 20% for the year, real revenues were down in the 
same magnitude. The company has relatively high operating leverage, amplifying the 
impact of this (2crease in real revenues. Additionally, the energy costs of this type of 
business are a i iajor component in the cost structure, and energy c sts charged to the 
company have increased significantly in the last three years. 

Liquidity and Financial Resources: 

Early in 1994 the company urgently applied for debt relief and new credits to 
finance the year's production. The 600 million forints of state guarantees granted by the 
end of the year were orly a temporary measure, as the company's fundamental 
operational problems have not yet been solved. Though the company shows a marginal 
positive operational income for 1994, it is still negative on a cash flow basis before 
financial charges, and faces the same lack of resources to finance production that it faced 
in 1994. Of the 600 million forints of new credits guaranteed by the government, 
approximately 450 million forints were used for finance charges or operational losses, 
leaving very little for use by the company to solve its underlying problems, or finance 
new production. An approximate summary of the sources and uses of cash during 1994 is 
as follows: 

Sources and Uses of Cash During 1994 

Change 12/31/93 - 12/31/94 

Sources of cash: 
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Increase in long-term credits 654,200
Decrease in receivables 3,958
Depreciation 44.981 

Total sources: 703,139 

Uses of cash:
 
Decrease in accounts payable 
 160,954
Decrease in short term credits 296,530
Trading profit loss plus fin. charges 194,386
Increase in other working capital items 51269 

Total uses: 703,139 

In the summary of cash generated, presented above, it is clear that the onlysignificant net inflows of cash in 1994 were from the long-term credits from Inter-EuropaBank and this credit will begin costing the company 15 million forints a month (180
million per annum) before principle repayment. The proceeds of this credit did not
enhance the revenue generating capacity of the company, in fact it was mostly used to payother finance charges and short-term payables in the process of generating an operational
loss. 

Given the current structure of the company and the industry, the company is a netuser of cash, even as it grows. An examination of the company's balance sheets (Annex2) shows inventories, receivables and total accounts payable of: 

Inventories 379,966 Accounts and trade payables 155,750
Rc'c iva.) -s 174,329

total 554,295 total 155,750 

Inventories and receivables are three and a half times as large as accounts payable. This
means the company has to finance a portion of every incremental forint in sales. This is
because the company must pay for raw materials (and wages and overhead) early relativeto a slow sales cycle of converting these raw materials first into inventory then into
receivables, 
 and finally converting these receivables into cash collections. Currently, thatprocess may take the company 165 days before there is a cash inflow from the production 
process. 

As the financials demonstrate, the company cannot finance incremental sales with
trade and accounts payable only, trade creditors demand to be paid quicker than the sales
cycle, so the Company 
uses short term credits to finance these sales. Ideally, there isenough profit in the end sale to cover these finance costs. But if there are operationallosses, the company is quickly behind the eightball, particularly in a 25%-+ interest rateenvironment, because every sale of the company carries a finance charge and an 
operational loss. 

This is devastating to a high capacity firm, such as BHRt., because if the companyis only operationally breaking even, any growth in revenues will cause the company to 
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lose greater and greater amounts of money. The company must generate enough profit toat least cover the finance charges for an increased working capital. The firm must financeall of its sales, so if it cannot cover those working capital finance charges, its lotal debtwill rapidly accelerate, even if it is break-even operationally. BHRt. is currently belowbreak-even operational'y and it has a heavy debt burden from past borrowings, beforeeven considering the finance charges it needs to cover for any current operations. 

Traditional solutions for profitable companies to this working capital squeeze areto shorten the sales cycle time, essentially turning inventory at a faster rate. Just-in-timematerials handling processes are an attempt to decrease the investment in inventory (andto decrease wastage). Additionally companies focus on decreasing the time receivables areoutstanding, offering discounts, for example, to customers who pay their bills withinprescribed times (obviously, the discounts offered are structured to be less expensive thanfinancing the sale). And they stretch their own payables as long as possible. 

Comparable Compavies: 

In BHRt.'s defense, in their industry it is difficult to greatly decrease the salescycle due to the seasonality of the business, and an examination of some of the company'scompetitors would shows that they are experiencing the same type of difficulties. Annex 3presents the summary financials as of 12/31/93 of two other deep freezing companies inthe SPA portfolio, Miskolci and Szfkesfeh6rvAri. Szfkesfehfrvzri, the most profitable,earns 6% trading profit on its sales, opposedas to a 7% loss by BHRt., and is burdened
by less total debt; yet still has a working capital problem. 

Both BHRt. and Sz6kesfehfrvdri have a similar volume of sales, 1.2 billion versus1.4 billion respectively. SzfkesfehfrvAri has total debt of only 539 million forints (as of
12/31/93) in comparison with over one billion for BHRt. 
 Yet even with much greater
profitability, short-term credits are increasing for Szfkesfeh6rvdri. The firm is paying
less than a 16% interest on its debt, which probably is some sort of short term relief thatwill not continue. Even with its much greater profitability, Szfkesfeh6rvzri will havefinance charges of almost 220 million forints, if it pays a market rate and does not changeits asset management/sales cycle. Even Szfkesfeh6rvAri is not profitable enough to bearthis magnitude of finance charges, and it is only a matter of time before these other

companies seek 1ebt relief, as 
well. 

More to the heart of i3HRt.'s problem is its lack of profitability. Hungary's highinterest rate environment has made these difficulties more problematic, pprticularly for afirm that has such large working capital finance needs. Given the current sales cycle ofthe company and its current asset management, it needs to earn at least 12% on its sales,before interest and taxes to finance its working capital needs. In 1994, the company lost7% on sales, before finance charges, indicating that the company has to cut operatingcosts for an equivalent level of sales by 19%, in order to break-even. This is before it pays any interest (or principle) on debts previously incurred. 

Crisis Management 

The Company has been in a crisis, exasperated by high financing costs, yet has 
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been reluctant to take decisive action. In order to compete profitably, the company will
need to reduce operating costs significantly, in both labor and material costs. In addition,
the Company has too much capacity and very little cost information on the profitability ofparticular products. The Company will have to negotiate more aggresively with
suppliers, and mianag-,e its inventories and receivables much more aggressively. To run
efficiently, the Company may have to be half its current size and concentrate on those 
products where they can make much larger margins. 

Of course it is muh easier to make recommendations than to implement them.
The main point is the Company needs to recognize that it faces impending liquidation
unless it takes dramatic steps very quickly. While the new general manager seems very
talented, she may be an isolated proponent of change for a Company that is slow to
adapt. In many ways, early sale to a new owner is the best course of action in such asituation because the new owners and managers are often able to force the difficult 
changes (and cuts) that are necessary if the Company is to survive. Sale to a stronger

industry partner can also 
ease the working capital finance burden the Company faces. 

Plan for 1995 

The Company has presented ;ts plan for 1995 that forecasts sales increasing 21%
(nominal) to 1.5 billion forints. The Company forecasts that their gross margin will

increase by 7% because of decreases in material costs. Labor is forecasted to remain at

roughly the same amount as 1994, which would mean as a percentage of sales, laborcosts would decrease from 23% to 19%. Other costs are forecast to decrease from 7% of 
sales to 4.5 %. 

With these improvements the Company forecasts a trading profit of 138 millicn
forints. 138 million trading profit, if achieved, will not solve the Company's cash flow

problem, 
 the central issue, however. The Company's optimistic forecast, with the
improvements listed above, still forecasts a 300 million cash deficit. This deficit is before 
any additional investment in plant and equipment. 

Alternatives: 

Liquidation Value: 

We do not have market values for the Company's assets, although we have visited
the facilities. The main real estate of the Company is in a relatively poor, agricultural
region of the ccintry. The primary production equipment, including the freezers, are of
varying age. Two of the five main freezers are over 30 years old. 

For the sake of discussion, assume the assets of 1,563 million forints will bring
50% of their book value, after deducting liquidation expenses. The liouidation proceeds of
781 million forints would be significantly below the liabilities of 1,213 million forints,
leaving no net asset value for the SPA. The Company's assets are also mortgaged,
ensuring that any proceeds reaiized from the sale of assets will be captured by the
debtors. Net liquidation proceeds must be in excess of 78% of book value of the total 
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assets for the SPA to realize anything from a liquidation. 

We have not verified that BHRt. does not have hidden liquidation values, (values
which are not apparent from the balance sheet and an accounting system base on historical 
costs). Such values could be equipment !hat is significantly more valuable than its 
depreciated basis, copyrights, special valuable distribution channels, brand name identity,
valuable real estate, or special contracts. These would need to be reviewed by the SPA 
and a professional appraiser, but in the absence of these items, it appears that a 
liquidation is not likely to generate proceeds for the SPA. 

Support the Company with further guarantees, or infusions: 

In January 1995, the Company requested that the Ministry of Finance and Inter-
Europa Bank reschedule the 180 million in interest due in 1995, along with the 90 million 
in principle repayment. In addition, the Company suggests that the SPA provide an 
additional 150 million for the Company to fiiiance its production and implement its 
reorganization plan. 

The following is an estimate of the minimum cash and debt relief that the 
Company will need to survive for another year. This assumes that there is some, but not 
any radical, improvement in the Company's performance. 

Working Capital/Production finance 150 million 
Forecast loss from operations 100 
Interest on LT debt 180 
Priicii)lh repayment 

520 

If the SPA contributed 150 million and the banks postpoeed the interest and 
principle payments, the SPA's ownership position would not likely be enhanced. The 
banks would capitalize the interest, adding it to the principle outstanding, and any loss
would decrease the equity of the SPA. Also, the SPA would have injected 150 of real 
new money into the company, which mostly would end up being paid to the banks in one 
form or the other. Incidentally, 150 million forints would almost pay the wages and 
salaries of all the employees for a year. 

Going concern value 

The main caveat to this analysis is if the Company can so improve its performance
in another year of survival that it dramatically increases its going concern value. This has 
to come from management improvements because even with the 520 million debt relief 
and new investment, listed above, there is no new equipment or plant that is coming on 
line. 

In order to analyze this, the SPA should consider a scenario in which the 
Company increased its profitability to the point where it generated 200 million in cash
flow per year, before debt service; (the Company will have over 200 million in finance 
charges, so on a net profit basis this is brea.-even). Unless the Company adopts some 
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crisis measures very quickly, this is unlikely, since currently the Company is losing about 
100 million, but for discussion purposes, assume after a year the Company is at that point. 

A potential buyer might value the Company at I billion forints, wh'ch is 5 times
cash flow before interest and taxes. It is doubtful that the Company would be valued 
much more than this due to the recent instability cf its cash flow and the significant 
amount of debt that would have to be renegotiated. There are many variables in such a
valuation, including the amount of debt relief, government and municipal supports,
employment guarantees needed, etc., but for this type of company 5 times trading profit
is probably not too low. By this time the Company will have over 1.5 billion forints in 
total liabilities. In this case the SPA receives no proceeds. Unless the Company is sold 
for over 1.5 billion forints, which in a year would be in excess of four times the book 
value of the Company, the SPA will not receive anything. 

Sale of the Company 

While the SPA may not receive any sizable revenues from the sale of the 
Company as a going concern, it may still be an advisable course of action. The going 
concern value of the Company is probably more than the liquidation value, if the buyer 
can get some concessions from the banks or the government. While a new ma'.dgement
might cut the employment of the Company, it is likely that more of the employees would

keep their jobs than if the Company were liquidated. New ownership could bring

additional resources to the Company and improve its operations, which would 
economically help the region. Before debt service and the financing requirements for
working capital the Company is not far below break-even, and might have some strategic
value for a larger food processing or distribution firm. The Company is very short on 
resources, howt ver, and a sale sooner is preferable than waiting. Significant delays in 
selling the Company are likely to worsen the Balance Sheet of the Company. 

In four other sales of freezing/processing companies in Hungary, the sales prices 
as a multiple of book value was generally within a range of 50% to 150% of book value.
We have not reviewed these transactions, so we do not know how comparable they are,
never-the-less, realizing a sales price in excess of 4 times book value for a freezing plant
with BHRt.'s current technology is not likely, absent some other special variables that we 
are not aware. Even if the SPA does not receive proceeds from the sale, which would be 
the case if it is sold for less than four times book, it still may enhance the economic 
prospects of the employees and the region if it can find a strategic buyer for the 
Company. 

This alternative has the advantage of conserving the limited investment funds of 
the SPA. 
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MEMORANIDUM
 

To: MAria Vanicsek/Director/SPA Economic Directorate 
From: Coopers/Chemonics IMPACT II 
Date: March 10, 1995 
Subject: Reorganization and privatization of GANZEG West Co., Zalaegerszeg 

Analysis of present status and future alternatives 

Introduction 

Based on the analyses of the information provided to us which included both the 
financial information from 1992 through 1994, the company's reorganization plan and 
several other additional sources of information relevant to GANZEG West Co. We have 
been able to formulate the following conclusions. Before listing those we should like to 
caution the reader that we have not verified the financial information provided to us. 
Therefore our conclusions should be considered as tentative until the information has been 
verified as correct. In addition we have not interviewed any persons from the GANZEG 
West Co.'s executive staff. Therefore the only opinions that we have regarding the 
management are tentative and based only on the analyses of the financial situation and our 
opinion regarding decisions management must have taken in the past to achieve these 
results. 

Summary 

While domestic sales revenues have fallen slightly during the past three years 
foreign sales have increased significantly during the same period causing a significant 
increase in sales revenues in real terms. This is a significant achievement. Export sales 
accounted for over 80% of total sales revenue in 1994. Apparently most if not all these 
sales are to one Western European company who has contracted with GANZEG West Co. 
for specific parts which GANZEG is producing in accordance with specifications supplied 
by ihat company. This of course makes this client extremely important to GANZEG. 
The loss of these oiders would have catastrophic results. Clearly those interested in 
GANZEG West Co.'s reorganization and successful privatization should do everything to 
protect GANZEG's ability to fulfill its obligations to the foreign buyer so as to protect 
this market the loss of which would almost certainly force GANZEG West Co. into 
liquidation. 

We were asked to look specifically at GANZEG's cost structure. While we do not 
possess the information or the industrial specific expertise to thoroughly analyze 
GANZEG's cost of operations and cost of production we have been able to compare some 
of GANZEG's costs to generally accepted norms for Western light manufacturers: direct 
costs to revenues in 1994 were 55%, the norm is 50% which would indicate the 
GANZEG is operating fairly efficiently in terms of its direct costs of production. Other 
expenses listed as selling, administrative and overhead are approximately 40% as 
compared to revenues. The norm before financial expense sould be between 15 and 20% 
at revenue. Clearly the company is not operating efficiently with respect to non direct 
costs. From our financial analyses this is the single largest negative. We suggest that 
company management should be encouraged to review the number of white collar workers 



and their actual contributions to productivity and efforts should be put in place to reduce 
these costs an acceptable range. 

Short term credits and interest expense have been pointed out to us as a significant 
problem. This of course is true when one considers the present cost structure of the 
company. However the amount of short term debt and its corresponding financial cost is 
not excessive if the company was operating at optimal efficiency with respect .o its cost 
structure. Current debt only represent 31% of -- sets. This would be considered 
acceptable for most companies with this type of industrial and financial profile. 

We have attached to this Memorandum a summary of financial findings which 
with the exception of the cost issue cited above clearly indicate a well managed company 
from the perspective of marketing, inventory, ieceivables, management. This has led us 

to conclude that the present management of GANZEG in the areas where it has been able 
to either maintain or increase efficiencies it has done so. But in the case playing off 
significant numbers of white collar workers it may not have had the strength or the 
economic and political resolve to do so. 

Reorganization proposals 

As a result of the above described financial situation, the company cannot be 
privatized in its present state and even the operation of the company is cannot be insured 
without intervention. For the purpose of financing the present operations and debt 
servicing, the company is obliged to take new credits at market rate which would only 
worsen its financial situation and its indebtedness. However, the company's financial, 
market, quality and management situation indicates that a relatively inexpensive 
intervention can improve the financial situation and make the company self-financing, i.e. 
privatizable. This alternative is far better than liquidation. 

a. Liquidation as a bad alternative 

0 Revenues: In the case of liquidation, only a fragment of the HUF 537 million 
book value of tangible assets (i.e. land, buildings, machinery) can be acquired. 
Based on the present experience it can be 10 to 50%. The value of patents, trade 
marks and financial investments is insignificant. Inventories in the value of HUF 
127 million can generate revenues of max. 25-50%. Certain part of the 
receivables of HUF 77 million is apparently doubtful (e.g. MAV which faces 
serious problems); the German buyers would probably make payments. The liquid 
assets of the company (cash, bank deposits) can be mobilized and it would mean 
HUF 16 million. A total revenue of HUF 300-350 million seems to be realistic. 

Expenses and losses: The severance payment to 460 employees means an 
immediate expenditure of HUF 40-50 million in severance payment and a further 
20-25 million in payments to the social security (TB). The liquidator also has to 
be paid which means some further millions. As an indirec# expense (expense for 
the national economy) we can mention that the employees will probably be 
permanently unemployed which means HUF 60-80 million annually. As additional 

losses, the country would be deprived of an annual DM 6-7 million foreign 
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exchange income as well as ot revenues rrom personal income tax ana social 
security contribution. These would mean an annual loss of HUF 75-90 million in 
non-generated state income even if we count with the default payment of the social 
security contribution. An additional loss that cannot be expressed in figures is that 
there would be only one metal processing company remained in the industrial 
culture of Zala county. 

Creditors and liquidation: Based on its mortgage right, the OKHB (National 
Commercial and Credit Bank) would receive its HUF 56 million and the interest 
(we presume that the bank has mortgage right). The liquidation would only 
partially cover the 280 million credit of the State Development Institute (AFI). 
The social security would probably have to do without getting its claim of HUF 42 
million. The suppliers would not get any of their claims of HUF 116.8 million. 

As far as the potential revenues of the SPA are concerned, it would not have any 
revenues after the !iquidation. 

b. Rerpanization 

Considering the situation of the company, reorganization must be quick, 
expenditures must be decreased (administrative costs), the company shuld be put in a 
position where it is not obliged take credits at market rate and ongoing operation must be 
facilitated in order to generate sales income and operational profit. Another important 
aspect is that the creditors should not suffer bigger losses than in the case of liquidation. 

The following measures are required: 

Administration costs must be reduced immediately (category of office workers, 
engineers). Severance must be payed from SPA resources or by selling real 
property. The income after selling the building of a plant, for example, which 
was supposed to be given to TB (Social Security), should be used for that purpose 
instead (19 million Ft). 
The debt towards the State Development Institute (in a total amount or remitting 
some of the debt) must be converted into ownership shares, preserving the SPA 
majority. AFI should be persuaded to give a waiver of interest. In case of 
liquidation AFI would expect less, anyway. 
Agreement with TB about the waiver of interests and rescheduling debts for 1996
1997. In case of liquidation TB would not get anything. 
It should be investigated which of the inventories, buildings and machinery are 
idle, what could be sold without endangering main activities and incomes, and they 
should be sold. 
The most critical creditor is K & H Bank, because in case of liquidation they 
would be in an advantageous position. They have to be persuaded that in case of 
the reorganization of the company they can keep a self-sustaining, solvent partner, 
in case of liquidation they might have a positional advantage in the short run, but 
they would lose an important partner, and there are few of them in Zalaegerszeg. 
One alternative might be debt allowance, the other one might be a combination of 
allowance - rescheduling. The final solution depends largely on the bank's 
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willingness to make compromise. It would be the SPA's task to buy out the
 
remaining debt, hoping to get the expected amount of the privatization revenues.
 
Supplier': suppliers cannot expect much from a possible liquidation, nevertheless,
 
they can make the situation of the company difficult, if they stop supplying in case
 
of reorganization. That is why a seperate agreement should be made with them,
 
on the basis of which a certain amount of the total debt of 117 million would be
 
covered, the rest would be rescheduled. Suppliers, of course, should be treated
 
differently, in other words, the ones who play key roles should get a prefercitial
 
treatment, even at the others' expense.
 
In order to reorganize the company as fast as possible and hoping for a
 
privatization revei-ue, it would be necessary for SPA to contribute to the survival
 
of the company (eg. meeting the suppliers' demands) also by giving cash.
 
Possible ways to achieve this purpose: increasing equity, non-refundable grant.
 

Proposal for privatization 

The reorganization above would make the company stand on their own feet. On 
the one hand, they could get rid of a considerable amount of the operating costs and the 

operating result of the company would increase essentially this way. On the other hand, 
liabilities would decrease or would be adjourned to such an extent that they would not be 

forced to ask for market credits endangering their position. It can be claimed with 
certainty that under such circumstances the opportunities for the privz tization of the 

company would be much better. 

Potential buyers are the following: 

A combination of MBO/MP.P; with 20% compensation coupons, 40% E
credit and 40% cash. On the basis of their earlier results, members of 
management would become good owners. 

* 	 German buyers; the company would be more inte7esting for them in a clear 
form than in its present form. it must be considered what the German can 
win in the role of owners, taking into account the present seller/buyer and 
contract work relations. The ownership of the State Development Institute 
might be a bit risky for them, as they would not be able to acquire 100% 
ownership in one step. Later they can buy the shares of the State 
Development Institute as well. 

* 	 DKG: Trans-Danubian Petrol Machinery Company. Their sales are ten 
times as high as Ganzeg's, which also operates in Zalaegerszeg. This 
compa.iy is very similar technologically; they turn steel tubes, plates and 
moulds. They are export-oriented. The owners are Russian trade 
investors. 

Privatization revenues: according to our estimates privatization could bring a 
revenue of HUF 400-450 million. That is why it is more advantageous for SPA 
than liquidation. This is true even in that case when the SPA grants the company 
a principal of HUF 50-100 million in the form of equity increase or rather in the 
form of a non-refundable grant. The latter seemingly costs more, but it is more 
preferable from the point of view of privatization, so eventually it is more 
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profitable for SPA as well than increasing the equity. 

All things considered, we propose the reorganization of the company on the basis of the 
statements above. It may result in privatization and a considerable revenue. 

Conclusions 

Financial restructuring of GANZEG West Co. based on the information available 
to us would yield very positive results. In that we are quite sure that the going concern 
value that the SPA and others would achieve at the sale of this company should 
significantly higher than the liquidation value. Once cost efficiency has been achieved 
and the financial restructuring taken place this company should be eminently salable. We 
would add one cautionary statement and that is at present the company is totally 
dependent on one market, efforts by al those involved should be to preserve this market 
until the successful privatization of GANZEG West Co. and its transition to new 
ownership. 
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A.3 MONITORING AND MANAGEMENT OF SPA'S ACTIVITIES
 

NOT REQUESTED BY THE SUCCESSOR AGENCY TO THE SPA AS 
DISCUSSED IN THE USAID APPROVED WORKPLAN 



A.4 ADDITIONAL METHODOLOGIES
 



16 September, 1994 

ASSISTANCE REQUIRED FROM A CAPITAL MARKETS EXPERT
 
REGARDING CREATION OF A FUND FOR FOREIGN INVESTMENT
 
IN A PORTFOLIO OF MINORITY POSITIONS IN HUNGARIAN CO'S
 

Background: 

The Government of Hungary is evaluating different alternatives to establish 
something they call "Hungarian Country Fund". The stated objectives of the Fund are 
(1) to accelerate selling of minority positions in SPA and AVRt comrnanies to foreign 
financial investors, and (2) to raise quickly foreign currency to alleviate the balance-of
payments deficit (which was $1.6 billion in the first 6 months of 1994). The "Country 
Fund" will be organized from a legal point of view as a joint-stock corporation and 
capitalized with a portfolio consisting of minority positions in several Hungarian state
owned enterprises. Thus initially the nevi corporation will be a 100% state-owned 
portfolio holding company. Next, the corporation will offer its shares to foreign 
"financial investors". When 51% of the shares are subscribed, majority privatization of 
the corporation will have occurred. 

At present, few if any of the enterprises whose stock will be contributed by the 
government to the portfolio holding company are publicly traded. Therefore at the 
initial offering stage, the holding company will behave like a closed-end country stock 
fund. 

The above refers to a holding company/fund (HC/F) for foreign investors only. 
In addition, the government is actively studying two other variations of fund concept, 
both based on minority positions in Hungarian enterprises contributed by the 
government. One will be a group of funds will be owned by the Social Security 
Authority, and the other a group of funds to be sold to holders of compensation coupons 
(which numerous Hungarian citizens received as reparation for property nationalized 
after the Second World War) in exchange for their coupons. Each of these HC/F will 
be managed as a separate entity. 

AlI of these HC/F will share the following characteristics: 

The shares contributed by the government will be minority positions in companies 
in the SPA or the AVRt portfolio; 

* These companies will not be publicly traded in the near future; 

The majority of stock in these companies will be in the process of other forms of 
privatization (to strategic investors, management, employees, other HC/Fs, etc.), 
or remain in government possession; 



There is a great variance in the quality of companies which make up the SPA and 
AVRT portfolios (generally speaking, AVRt companies are the better 
performers). There will be competition among the HC/Fs for getting stock of the 
best-performing companies; 

Once the HC/Fs become publicly traded, they will compete with each other for 
liquidity in the Hungarian capital market. 

In addition, in the case of the HC/F oriented to foreign financial investors, the 
option of using outside professional management has not been ruled out. 

This initiative of HC/F for foreign financial investors is driven largely by the 
perceived need of the new government to raise more foreign exchange quickly, and is 
therefore currently on top of the government's privatization agenda. The AVRt 
Managing Director (Dr. Lajos Csepi) has assigned to the IMPACT II project the task of 
advising the SPA Director of Portfolio Management and the AVRt Director of Property 
Transfer on the establishment of this holding company/fund for foreign financial 
investors. 

Every other donor-financed consulting group or project is working at present on 
this general subject. In addition, our two counterpa'-ts are not the only two persons 
responsible for developing these concepts. However, it is safe to assume that our two 
counterparts will be influential in the final decision-making and may have operational 
responsibilities for some of these funds in the future. 

Please bear in mind that our counterparts are more financially sophisticated than 
has been the case in the past, and we should expect to go more deeply into the subject 
and offer advice which is more pragmatic than conceptual. 

The Context: 

The following seven poi its constitute an outline for our final paper, to be titled 
"World Experience with Emerging-Country Investment Funds and Their Possible 
Application to Hungary", which is due on or before Oct. 5: 

1. Statement of purpose of the fund 
2. Objective of the paper 
3. Relation of the fund witi other Hungarian gov't funds; 
4. Selected issues which should affect govt decision regarding structure of fund; 
5. World-wide experience with country investment funds; 
6. Investors' expectations and topics which they investigate; 
7. Conclusions and recommendations about follow-on steps. 
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VM and IA feel that they can handle points 1-4, and therefore ask that you 
provide a capital market specialist with hands-on experience who can address points 5-7, 
which are the most important part of the paper. 

Specific Oestions on Country Funds: 

The following are some questions which VA and IA thought of, but please do not 
limit your assistance to these questions but address all the technical aspects which need 
to be considered to reach the government's objective stated above. 

1. The key qiestion: Typically what is the process of establishment of emerging 
country stock funds, and how are they managed? (This has to be as specific as possible) 

2. What do investors in emerging country funds look for and what are their criteria 
whether or not to invest? 'What are their yield expectations? 

3. How do such investors do their investment analysis and decide which of the 

multiplicity of existing funds to invest in? 

4. How do they evaluate country risk? 

5. What is the typical range of sizes (in $) for emerging country investment funds? 
(especially starting size?) 

6. What is the range of management costs of such funds? 

7. What are the considerations for blending shares in the composition of the 
portfolio? 

8. What are the advantages and disadvantages of closed-end versus open-end funds? 

9. Are US institutional investors prohibited by law from investing in closed-end 
emerging-country stock funds? 

10. Pow much money is potentially available for investment in CEE funds? What is 
the total present value of the country stock funds in CEE, and its rate of growth? 

11. How do the Chinese "B & H" shares operate? (One of our counterparts 
specifically mentioned them as an example to study) 

12. Another key question: Could the HC/F oriented to foreign investors use financial 
procedures other than sale of blocks of shares to raise foreign exchange quickly? (Our 
interlocutor has specifically instructed us to study the potential of using convertible 
debentures securitized by the shares). 
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13. In addition to answering these questions, any .analytical articles, monographs or 
books about world experience with emerging-country investment funds (as opposed to 
just news stories) which could be DHLed to us would be extremely helpful for fulfilling 
our part of the assignment. 

Time ines: 

As soon as you have selected the appropriate person to work with us, we would 
need to telcon with him/her to discuss this scope of work. Please bear in mind that the 
preliminary written report covering at least some of the above aspects should be faxed to 
us on Friday 9/23 and final report on Friday 9/30, in order to be able to submit our 
report to the clients on Wednesday 10/5. 
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MEMORANDUM
 

To: 	 Dr. Kazar Pdter, Director, Portfolio Management Directorate, SPA 
Dr. Gdl Csaba, Managing Director, Property Transfer Directorate, AVRt 

From: Vincent Morabito/Itil Asmon 
Date: September 22, 1994 

Subject: 	 INTERIM REPORT ON WORLD-WIDE EXPERIENCE WITH 
COUNTRY FUNDS AS IT MAY APPLY TO HUNGARY 

In the course of fulfilling your request, several major issues have arisen which we would like 
to bring to your attention, and if necessary seek your clarification and guidance. To begin 
with, the following statement reflects our understanding of what the Hungarian government 
is currently considering. We ask that you indicate to us whether we have understood 
properly the basic idea of the three types of entities referred to as "country funds", "social 
security fund-" and "compensation coupon funds" and how these funds may interrelate. 

Nature and Purpose of theProposed funds 

The Government of Hungary is evaluating different alternatives to
 
establish a "Hungarian Country Fund". The stated objectives of the Fund are
 
(1) to accelerate selling of minority positions in SPA and AVRt companies to
 
foreign financial investors, and (2) to raise quickly foreign currency to
 
alleviate the balance-of-payments deficit. The "Country Fund" vill be
 
organized from a legal point of view as a joint-stock corporation and
 
capitalized with a portfolio consisting of minority positions in several
 
Hungarian state-owned enterprises. Thus initially the new corporation will be
 
a 100% state-owned portfolio holding company. Next, the corporation will
 
offer its shares to foreign financial investors. When 51% of the shares are
 
subscribed, majority privatization of the corporation will have occurred.
 

At present, few if any of the enterprises whose stock will be
 
contributed by the government to the portfolio holding company are publicly
 
traded. Therefore at the initial offering stage, the holding company will
 
behave like a closed-end country stock fund.
 

The above refers to a holding company/fund for foreign investors only. 
In addition, the government is actively studying two other variations of the
 
fund concept, both based on minority positions in Hungarian enterprises
 
contributed by the government. One will be a group of funds will be owned
 
by the Social Secur'ty (Health Insurance and Pension) Authorities, and the
 
other a group of funds to be sold to holders of compensation coupons in
 
exchange for their coupons. Each of these funds will be managed as a
 
separate entity.
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If the above description is reasonably accurate, our initial study of possible reaction 
of the international investment community to the proposed "country fund" has encountered 
a number of issues, which we will briefly summarize as follows: 

1. Name: the proposed concept is not a "country fund" by the Western definition of the 
term. Normally the term "country fund" means an entity established by a financial 
intermediary (eg. a brokerage firm, an investment bank or an indMdual) who convinces 
investors (eg. pension funds, insurance companies, individuals) to place funds in a portfolio 
of securities of a certain country, to be selected by the intermediary. The investors do so 
by buying shares of the new "coui.try fund" established by the intermediary. With the capital 
in hand, the intermediary selects a portfolio of securities of the country which meet his 
investment criteria. 

In the propose "Hungary country fUnd", the process is reversed: A portfolio of 
government securities will be established first, and then investors will be sought to buy 
shares in it. Western financial investors will not evaluate this investment opportunity as a 
"country fund"; they will look evaluate it more like a private placement or an IPO (initial 
placement offering). The differenc'e is far from semantic: country funds and IPOs are traded 
in different financial markets, appeal to different types of investors, and are usually handled 
by different financial intermediaries. Thus referring to the product as "country fund" when 
addressing it to the international financial community will not send the right signals to the 
right target group. 

2. Valuation: Underwriters will want to have complete and detailed financial and 
business information available to them about the underlying assets of the fund, ie. the 
individual companies whose stock is in the fund. It is therefore highly doubtful that 
investors will purchase an index stock of a closed-end fund without, at the very least, very 
deep discounts. Even if the decision were made to take this fund public on an international 
stock exchange, the need to provide adequate information about the underlying assets would 
be the same. 

3. Management: Outside professional management (sponsorship) will be essential for 
Western investors to feel confident in buying into the proposed fund. For the most part, this 
means an internationally recognized financial intermediary. The question here is not if to 
involve such an intermediary but when - whether after the portfolio has been selected or 
before, and what management authority the professional management would have over the 
portfolio during and after the subscription phase. The reactions we have received clearly 
indicate that in order for the financial market to pay serious attention to the fund, the 
intermediary which will manage and market it should be involved from the beginning, 
including in the selection of the assets which would comprise the portfolio. If a highly 
reputable intermediary is given this task, it will increase the chances of subscription to the 
fund. 
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4. Involvement of international donors: While we have said that quality of assets and 
management - by implication, the projected return - are the key ingredients to marketability, 
it should be noted that several potential investors indicated that they put at least some 
weight on whether international donor-funded institutions such as the EBRD or IFC were 
involved. 

5. Criteria for selecting the assets to create the fund: Here we have heard two distinct 
approaches - o'e, that the fund should be comprised of high-quality or undervalued stock; 
and the other - tiat the fund should blend high-quality with lower-quality assets. 

There are pros and cons to both approaches. However, the basic issue is the same: 
the market's ability to evzluate the underlying assets will reflect in the price and the 
marketability. If the fund is basically comprised of minority shares, investors and 
underwriters will also want to know in advance what will happen to the majority of the 
shares, ie. government plans regarding privatization of the underlying assets and identity of 
the future majority owners. In industrie: where profitability depends heavily on price 
regulation (eg. in the energy sector), the investors would also expect to know government 
policy regarding future prices. 

6. _Sale of alternate financial products: To overcome the marketing limitations of 
closed-end funds, it has been suggested that - rather than the fund selling its own stock - it 
could perhaps sell debt instruments secured by its stock, eg. convertible debentures with or 
without guaranteed returns, etc. At this stage of the discussion, the issue remains the same: 
the market will make its decision based on the underlying value of the asset which secures 
the transaction, regardless of the choice of instruments.1 

7. Size of the fund: In theory, on the demand side, if such a fund were to offer to the 
market ,? highly attractive investment opportunity, fund availability on the international 
market would not be a constraint. The issue is on the supply side - whether a sufficient 
quantity of attractivc shares would be made available to the fund. Our contacts suggested 
that it is likely to be advantageous to offer initially a smaller fund, which would allow 
investors to develop confidence while not exceeding the supply of quality assets available 
today; an initial size on the order of $150-$300 million may be appropriate. The 
professional management referred to above should be called upon to advice the size of the 
fund likely to be most acceptable to the market. 

' Unless of course such an instrument is offered to the market with the full-faith-and

credit guaranteeof the Hungariangovernment, which would probably change the market's 
reaction. This, however, would increasegovernment liabilitiesby the same amount, and in 
essence amount to selling a bond, with some additionalcomplications. 
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8. The relationship between the "country fund" and other potential funds (social Security 
and compensation coupon funds): The potential overlap here is both on the supply and the 
demand sides. On the supply side, all of these funds will be competing for their "fair share" 
of the high-quality assets. It's hard to imagine a state-sponsored criterion which would allow 
the high-quality assets to be purchased by the international investors and relegate the lower
quality assets to Social Security and the compensation coupon holders. However, it is 
certain that international investors will be the most demanding, and a failure to meet their 
criteria will be more easily discerned by inability of selling the stock, or larger discounts 
than may be acceptable. 

We are continaing to study the issue and plan a more detailed report. In order to 
help us we would like to solicit your reactions to the issues we have outlined above. In 
particular we would like to assure ourselves that we understand the concept in sufficient 
detail to formulate opinions. Second, whether there is a particular area which we have 
overlooked or in which you wish more specific and detailed information in our final paper. 
We would be in touch with you in the next few days to solicit your reaction to this memo. 

We have purposefully not made any final conclusions, and our opinions are tentative 
and subject to change. 

Issues 

The following issues are derived from our understanding of the above: 

Issue #1: Name 

While we would not normally take issue with the name of the fund, the proposed 
narae ("Country Fund"), in our opinion there exists at least a potential semantical question. 
In the Western investment community the name "country fund" carries with it a very specific 
understanding. There are numerous such funds operating throughout the world, and many 
whose focus is on Central Europe and the Newly Independent States. If our understanding 
of what is being tentatively proposed for Hungary is correct, calling it a "Country Fund" will 
potentially create unnecessary confusion when it is offered to the market. The markets 
approach to evaluation of the traditional "Country Fund" simply will not apply in the 
traditional sense - in other words, the citeria which underwriters use to evaluate the assets 
of a "country fund" will be distinctly different - simply put, what is cunently proposed will 
be viewed as a different financial product from a "country fund" by the Western financial 
market. If we understand the basic concept, Western financial markets will look at this 
investment opportunity and evaluate it more like a private placement or an IPO. In which 
case the most important evaluation criteria will be the underlying assets. This means that 
in a closed-end fund such as that proposed, the investor will ultimately make his decision 
based on his evaluation of each individual block of stock which composes the portfolio. In 
other words, buying a share which is in itself a composite and therefore an index, will only 
be accepted if sufficient information is available about the underlying assets to justify the 
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growth predictions. In the current concept, the portfolio of assets is put together by either 
the state or an agent of the state. We believe that this will cause an immediate lack of 
confidence by investors unless there is full disclosure regarding the quality of the underlying 
assets. The simplest way to overcome this problem would be if all the assets which comprise 
the fund would be publicly traded. Given the size of the Budapest Stock Exchange and the 
characteristics of the assets concerned, this is probably not possible at the present time. 
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B. TECHNICAL ASSISTANCE TO THE AVRT OR ITS
 
SUCCESSOR AGENCY
 



B.1 TRAINING
 



January 11, 1995 

TRAINING PLAN FOR THE "IMPACT II" TECHNICAL ASSISTANCE TO ESOPs 

The training activities of the TA will have two thrusts, in support of the ESOP 

training activitr.es of (1) the MRP Association and (2) the Share Participation Foundation. 

A. Support of the training program of the MRP Association 

Objective: The objective of this activity is to adapt and field-test materials, and 
prepare Hungarian experts, for imparting to management of MRP companies and to board 
members of their MRP organizations the skills necessary for the efficient governance of 
MRP companies. The need for such training will be especially large if the new 
privatization law will stipulate, as expected, that only non-managers may serve on the 
boards of MRP organizations; this will generate an enormous need to train the new non
management members of the MRP boards in the basics of corporate governance. 

This activity is in support of the MRP Association's training program, which 
consists of weekly all-day training events for MRP companies and MRP organizations 
(Annex A). The pilot training events conducted by IMPACT II will be done 1)y US and 
Hungarian experts. The latter will be in workshops and on-the-job to continue providing 
this type of training. 

Target groqp: The target of training activities of the MRP Association, which this 
activity supports, are the management and ESOP board members of the approximately 60 
member companies of the Association, and interested officers of other companies and 
MRP organizations who attend the weekly training events of the MRP Association. 

Training schedule: A train-the-trainers workshop in the second half of February. 
One-half day training workshop to members of the Association on the fourth Thursday of 
February, March, April, May and June 1995, plus one-,'ay training workshop on the fifth 
Thursday of March and June. 

Possible topics of training: 

0 Role-acting in taking decisions as the board of an MRP company 
* Understanding the terminology of financial statements 
• Analyzing financial statements as a basis for making decisions 
• Dealing with recessions/taking decisions on the basis of consultants' reports 
0 Taking decisions on expanding into new products and markets 
0 How to have effective meeting/techniques for generating creative solutions 

B. Support of the training program of the Share Participation Foundation 

Obiective: The TA will prepare and test training materials, and prepare 
Hungarian trainers through workshops and on-the-job in pilot companies, in support of 
the Share Participation Foundation's long-term program of improving the economic 

I
 

http:activitr.es


performance of MRP companies by mobilization of the employee-owners' knowledge and 
skills (Annex B). To this end, the TA will introduce team problem-solving and employee 
involvement methodologies used in some of the most economically successful US 
employee-owned companies, and assist in adapting them to Hungarian usage and 
management practices. 

T gLg,-1p: The target group of the training provided by the Share Participation 
Foundation, which this activity supports, consists during the life of IMPACT II of (1) a 
group of 30 CEOs, and (2) three pilot companies (total about 1000-1500 employees). 
After IMPACT lI the techniques developed in the pilot companies will be disseminated to 
other MRP companies interested in enhancing productivity through better use of their 
human resources. 

Trainin7 schedule: In the first half of this activity, leading to the CEO workshop, 
the TA will assist the Share Participation Foundation in 

* 	 diagnosis of problems of MRP compalies; 
* 	 development of training materials; 
• 	 field testing in selected groups and training-the-trainers; 
• 	 planning and participating in an intensive 2-3 day workshop which the Foundation 

will hold on April 20-22 for CEOs of about 30 companies. 

The objectives of the workshop are to (1) obtain the commitment of three 
companies willing to install pilot projects for performance enhancement through employee 
involvement, and (2) identify at least 10 companies interested in this approach and willing 
to apply later the methodologies introduced in the pilot companies. 

After the CEO workshop, the TA will assist the Foundation in development of 
materials, programming, and training-the-trainers for the pilot training which will take 
place from May to August in three companies to improve their economic performance by 
mobilizing the employees to identify and solve problems related to their working 
environment. The pilot training - in team problem-solving techniques and basic financial 
understanding - will be provided by the Foundation to middle management, employee 
leaders (eg. union officials) and employee "peer trainers". 

Possible topics of training: 

* 	 What are the company's products, customers, competition, and business plan 
(company-specific) 
Training of union officials, middle managers, and employee "peer trainers" to 
serve as channels of communication to the entire work force 

* 	 How to have effective meeting/techniques for generating creative solutions 
* 	 Group solving of problems related to the group's work: identification, priority

settirg, formulating solutions, proposing to management 
• 	 Understanding the terminology of financial statements 
• 	 Analyzing financial statements as a basis for making decisions 
* 	 The company's specific MRP - explanation from the beneficiary's point of view 

(rights and responsibilities) 
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C. 	 Inputs of IMPACT II to the training program 

The inputs of IMPACT II project to both the above training programs will be: 

* 	 Half-time of the TA financial analyst/ESOP specialist 
* 	 Part-time of the TA team leader as necessary 
* 	 About 4 person-months of ESOP training consultants (managemeit/labor relations 

experts) 
* 2 full-time translators/interpreters for materials preparation/training 
* other logistical services for the TA 
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Financial analysis of ESOP companies 

(November, 1994) 

The database has been compiled of the caracteristics of ESOP transactions and 

financial figures of companies. CEOs and representatives of ESOP organizations 

was asked to send us the public balance sheet and th., profit and loss account of 

their company which they had to announce in at least two papers with wide 

circulation. We have received about 43 balance shects and profit and loss 

statements, in the other 29 cases we collected data from the press itself. 

We compiled the data base of 1993 data. Since 1991 and 1992 were the years of 

transformation for most of those ESOP companies which were privatized before 

November of 1994, it is impossible to collect comparable figures about company 

performance in the years before and after the transformation. 

In November, 1994 39.6% of the 186 Hungarian ESOP companies supplied data 

about their 1993 business year. We compare the data of the ESOP companies with 

those of the state enterprises and companies within the competence of the State 

Property Agency, as contained in the publications of the Agency. 

Table I - Cash-flow I. 

Categories by Number of Breakdown* Average** 

value of indicator companies (%) (HUF' 000) 

Negative 2 1,10 -4,487 

Positive 69 37,91 413,069 

Subtotal 71 39,01 401,313 

0 1 0,55 0 

No data 110 60,44 0 

Total 182 100,00 

* Hereinafter breakdown means breakdown of number of companies. 

** without 'No data' 



The gross cash flow figures of the state enterprises were invariably negative in
 

1992 and 1993. However, only 2.7% of the ESOP companies had negative gross
 

cash flow, and as regards the rest of these enterprises, the value of their gross cash
 

flow varied from some hundred thousand forints to billions, depending on the
 

volume of their operations.
 

Table 2 - Profitability of Owners' Equity
 

Average value of ratio (without No data) is 1,67 percent.
 

Categories by Number of Breakdown 

value of ratio (%) companies (%) 

Negative 7 3,85 

0 9 4,95 

0,01-1,99 221? 12,09 

2,00-4,99 15 8,24 

5,00-9,99 14 7,69 

10 and over 5 2,75 

No data 110 60,44 

Total 182 100,00 

According to the financial information in the balance sheets and profit and 

loss acccounts, the profitability of the privatized companies is higher than the 

profitability of the former state enterprises and that of all companies based on a 

representative 5urvey. In 1993, whereas the economy as a whole was losing 

money, only a small fragment of the ESOP companies were money-losing. The 

efficiency of the owners' equity in ESOP companies amounted to 1.7%, while the 

same index was -7% in state-owned enterprises within the competence of the State 

Property Agency. 

The ratio of the money-losing enterprises among the ESOP companies 

supplying information was 9.7%., which is significantly lower than that of the 

state enterprises. The profitability of 43% of the ESOP companies is below 2%, 

that of two-thirds is below 5%, and the after-tax profit is above 10% of the 

owners' equity only in the case of 6.1% of these companies. These low 

profitability figures draw attention to the fact that the renewal of the capital of 
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ESOP companies and the financing of their investments without the improvement 

of their profitability can pose a seriour problem, which may result in the 
deterioration of their competitiveness. 

Table 3 - Liquidity of Current Liabilities I.
 

Average value of indicator (without 'No data') is 1,62.
 

Categories by Number of Breakdown
 
value of indicator companies (
 

0 4 2,20
 

0,01-1,99 46 25,27
 

2,00-4,99 16 8,79
 

5 and over 6 3,30
 

No data 110 60,44
 

Total 182 100,00
 

The liquidity rate of both the state anterprises and the companies amounts to 1.25. 

However this index is higher by 30% in ESOP companies, which means that the 

value of current assets is 1.6 times as much as the value of their liabilities. This 

index closely approximates the munimum required value for safe operation. In 43 

companies the liquidity rate does not reach this mimimum, but in 43% of the 

companies it exceeds the minimum, moreover, in 6 companies this index is above 

5. 
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Table 4 - Ratio of External Resources 

Average value of ratio (without 'No data') is 32,73 percent 

Categories by Number of Breakdown
 
value of ratio (%)_ companies jf
 

0 2 1,10
 

0-30 23 12,64
 

31-50 17 9,34
 

51-100 21 11,54
 

100 and over 9 4,95
 

No data 110 60,44
 

Total 182 100,00
 

The rate of external assets in the enterprises within the competence of the State 

Property Agency amounts to 55.3%, while the same rate is 32.7% in ESOP 

companies. The indebtedness of 35% of ESOP companies is below 30%, which 

does not involve unbearable burden under the conditions of balanced operations. 

In 23.6% of these companies 30-50% of the owners' equity is indebted. With this 

level of indebtedness, the operation of the companies can be generally maintained 

only with the losing of their assets. The indebtedness of 29% of these companies is 

as high as 50-100%, which means that these companies face the danger of 

bankruptcy, and have a chance to survive only if they sell some of their assets, 

shrink their operations, undertake radical transformation and seek new investors. 

The future of 12.5% of these companies having liabilities exceeding their owners' 

equity also give reason for concern. This level of indebtedness is bearable only if 

the turnover of their assets is fast. 
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Table 5 - Profit to Number of Employees
 

Average value of ratio (without Nqo data) is HUF 105,000.
 

Categories by Number of Breakdown 

value of ratio companies (%) 
(HUF' 000) 

Negative 11 6,04 

0 3 1,65 

1-49 15 8,24 

50-99 15 8,24 

100-499 22 12,09 

500 and over 6 3,30 

No data 110 60,44 

Total 182 100,00 

The proit per one emloyee in the state enterprises within the competence of the 

State Prcperty Agency is HUF -4,3 10 (this index has deteriorated as compared to 

that of tht previous year), whereas the same figure of ESOP companies amounted 

to HUF *0b),000 in 1993. 15.3% of the ESOP companies were money-losing. 

while 4.2% of these ccompanies closed the year with break-even. In 20.8% of 

these companies, one employee produced annual profit between HUF 1,000 and 

5,000, and in 20.8% between HUF 100,000 and 500,000. In 30.6% of ESOP 

companies this figure amounts to HUF 100,000 to 500,000, whereas in 6 

companies it exceeded HUF 500,000. 
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Table 6 - Profit to Sales Income 
Average value of ratio (without No data) is 2,5 percent. 

Categories by Number of Breakdown 
value of ratio (%) companies (/) 

Negative 8 4,40 

0 4 2,20
0,01-1,99 26 14,29 

2,00-4,99 18 9,89 

5 and over 16 8,79 

No data 110 60,44 

Total 182 100,00 

The profit to sales income in companies within the competence of the Sate 

Property Agency is invariably a negative figure, because these companies 
produced a total loss of HUF 30 billion, which means that each 100 forints of 
income resulted in a loss of nearly 5 forints. However, in ESOP companies, tie 

pre-tax profit per net sales income was 2.5%. Only 11% of the ESOP companies 
have negative figures of this index. The table shows that the profit to sales iscome 

is low in almost all of the companies. 
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Explanations of Financial Indexes for Analysing Companies 

nancial indexes Explanations 

Method of calculation, with categories 

ish-flow I. eF+edVl+m44+m45-m48-efl5 profit after tax + depreciation + capital reserve + accumulated profit reserve - provisions - dividends paid 

ofitability of Owners' Equity eF/(m42+m48) profit after tax/(owners' equity + provisions) 

iuidity of Current Liabilities I. m19/m60 current assets/current liabilities 

irio of External Resources (m52+m67)/(m42+m48) (liabilities + accrued expenses)/(owners' equity + provisions) 

ofit to Sales Income eEel profit before tax/tumover 

ofit to Number of Employees eA/Number of Employees trading profitlnumber of employees 
,aracters = the categories of Hungarian balance sheet (m) and profit and loss account (e/ef/eb); see: Appendix 
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Attachment A
 

Financial indicators
 

There are a lot of books and papers on corporate finance that we can study how 
business works and what kind of financial indicators or ratios can be used for 
analysing companies. State Trustee Organizations, companies itself, auditing 
companies and other financial and privatization consultants also use different financial 
indicators for different purpose - for instance making financial report for shareholders
in their practice. 

The starting point is the income statement and the balance sheet that you can find 
enclosed. Basically, the income statement tells you how the company did last year, 
whether it had a profit or loss, and how much, and the balance sheet tells you how 
strong its finances are by showing you what company owns and what it owes on a 
certain date. 

If you read a financial report, you will find only absolute figures in it from which you 
can estimate the size, the performance and the position of the company. However, if 
you want to know anything about the company compared to others, you have to 
generate financial indicators from categories of balance sheet and profit and loss 
statement. 

Perhaps the most well-known financial indicator is the Cash-flow that refers to cash 
that is actually generated by the business. Financial analysts calculate two type of it. 
Cash-flow II. includes net profit and depreciation, and Cash-flow 1.also includes 
capital reserve, accumulated profit reserve minus provisions and dividends. 

According to the similar content of financial indicators, there are several group of them 
listed in "Table on financial indicators for analysing companies" enclosed. The first 
group of Liquidity indexes contents 8 type of it, but the two most popular are the Acid 
Test Ratio and the Liquidity of Current Liabilities V. These indexes are show the 
relationship between the current assets and current liabilities. The first rough test for 
an industrial company is to compare the current assets figure to the total current 
liabilities. While there are many exceptions, analysts generally say that minimum 
safety requires current assets to be at least 1.8 times as large as current liabilities. 

Going further on the Table you can find many other groups with financial indicators 
highlighted in it that are used most frequently for general analysis of a certain 
company. For consideration indicators of group of Capital, you must remember: 
* 	 in the broadest sense Capital Stock represents shares in the proprietary interest in 

the company. 
* 	 these shares are represented by the stock certificates issued by the corporation to its 

shareholders, 



* 	 but a corporation may issue several different classes of shares, each class having 
slightly different attributes. 

Very important financial indicator is the Indebtedness Rate especially in Hungary. 
State Trustee Organizations or other owners are sensible for the value of Ratio of 
External Resources. 

While the balance sheet shows the fundamental soundness of a company by reflecting 
its financial position at a given date, the income statement may be of greater interest to 
investors because it shows the record of its operating activities for the whole year. It 
serves as a valuable guide in anticipating how the company may do in the future. An 
income statement matches the amount received from selling goods and services and 
other items of income against all the costs and outlays incurred in order to operate the 
company. The result is a profit or loss. 

The most important source of revenue always makes up the first item on the income 
statement: sales income. Profit to Sales Income and Profit to Number of Employees are 
also a good financial indexes to evaluate the relative performance of the company. 



Table on financial indicators for analysing companies
 

No. Tools for financial analysis 	 Method of calculation 
Grops and elements 	 Characters = the categories of Hungarian balance 

sheet {m} and piofit and loss account 1cicfie0}:
(See: .Appendix) . ..... ... 

.........Number of employees 
Cash-flow 1. 	 eF+e6l+m44+m45-m48-cfl 5 
Cash-flow 11. 	 eF+e6VI 
Added Value 	 el-ebIV-ebVl 
Own Financing 	 m42+m48 
Loans Drawn 	 m541+m55+m56+m64+m65 
.Liquidity Indexes 

1Liquidity of Accounts Receivable 	 m27/eI 

2 Liquidity of Liabilities 	 m19/m52 
3 Liquidity of Current Liabilities I 	 m19/m60 
4 Liquiditv of Current Liabilities II 	 (m33+m37)/m60 
5 Liquiditv of Current Liabilities III 	 (m28+m33+m37)/m60 
6 Liquidity of Current Liabilities IV 	 m60/el 
7 Liquidity, of Current Liabilities V 	 m60/(eF+ebVl+-m44+-m45-efi 5) 
8 Acid Test Ratio 	 (m19-m20)/m60 

Capital 
9 Ratio of Own Resources 	 (m42+m48)/m82 

10 Annual Turnover of Circular Capital 	 el/m 19 
11 Amount of Total Capital Lock-up 	 eI/m82 
12 Market Value at Stock Exchange 	 m43*market rale/100% 
13 Capital Intcnsity 	 m8/m82 
14 Capital Balance 	 (m42+m48)/m4 3 
15 Coverage of Investments 	 (m42+m48)/m I 
16 Velocity of Capital 	 elI/(m42+m48) 
17 Own Resources per One Share 	 m42/number of shares (HUF) 
18 Profitability of Owners' Equity 	 eF/(m42+m48) 
19 Profitability of Total Equity 	 (eF+interest of long-term external resource)., 

(m42+m48+m53) 
20 Velocity of Invested Assets 	 eF/m8 

Indebtedness Rate 
21 Amount I (m54+m55+m56+m64+m65)/(m42+m48)
 
22 Amount II (m52-m27)/(m42+m48)
 
23 Ratio of External Resources (m52-+m67)/(m42+m48)
 
24 Index of Financial Autonomy m53/m42
 
25 Covered Position of External Resources m4l/(m52+m67)
 

Miscellaneous 
24 Distribution of Interests Payable parable within 5vrs+pavable over 5 \rs= 100%
 
25 Intercst Cost Ratio Interest payed/el
 
26 Income Tax Cost Ratio efX or e6XIIl/el
 
27 Coverage of Liabilities m27/m52
 
28 Change of Amount of Accounts Receivable Change of Accounts payable/m27
 



29 Change of Amount of Liabilities 
30 Foreign Currency Management Ratio 

Profit 
3 Profit to Sales Income
32 Profit to Sales Income 

33 Profit to Number of Employees 
34 Profit to Stocks 
35 Profit to Wages 
36 Net profit per Ordinary Share 
37 Accumulatable Ratio of Profit 

Dividend 
38 Di.idend per One Ordinary Share 

39 Dividend Coverage 
40 Share Yield' 

Cash-flow (Extended Profit Category) 
41 Gross Return 
42 Return on Capital Employed 
43 Profitability of Capital 
44 Gross Profitability 
45 Cash-flow per One Share 

Distribution of costs 
46 Administrative Cost Ratio 
47 Raw Material Cost Ratio 
48 Research and Development Cost Ratio 
49 Interest Cost Ratio 
50 Staff Costs Ratio 
51 Materialized Labour Ratio 
52 Income Tax Cost Ratio 
53 Ratio of Input Loadable on Products Sold 
54 Trade Cost Ratio 
5 Ratio of Depreciation Write-off 

Fixed Assets, Property 
56 Machinerv Ratio 
57 Depreciation Level of Machinery 
58 Amount of Investment 
59 Fixed Asset Efficiency 
601 Profit before Tax to Tangible Assets 
61 Profit-Sharing Ratio 
62 Depreciation Coverage of Investment 
63 Rate of Depreciation 
64 Structure of Assets I 
65 Structure of Assets II 

Stocks, Assets 
66 Assets per One Share 
67 Stock Efficiency 
68 Stocks to Sales Income 
69 Velocity of Materials on Stock 

Change of liabilities/m52 
Profit from foreign currency management: loss 
from same 

eA/el
eE/el 

eA/number of employees
 
eA/el
 
eE/e69
 
eF/number of ordinar, shares
 
eG/el
 

(efl 5 - diidend of preference shares)/ 
number of ordinary shares 
eF/efl5 
efl5/the market value of the shares at the Stock 
Exchange 

Cash-flow/el 
eF/Cash-flow 
Cash-flo%\/(rn42+rn48) 
Cash-flow/m82 
Cash-flow/number of shares issued 

ef6/el 
ebiV/el 
R+D costs/el 
efl I/el 
ebV/el 
(eb1V+eOIV)ieI 
efX/el 
efll/el 
ef5/el 
ebVI/el 

(m 0+mI 1)/m8 
(m IO+m I )/gross value of machiner" 
(m12+m 13)/tangible assets 
el/m8 
eE/m8 
m15/m8 
ebVl/(m 12+m 13) 
eoV1/m8 
ml/m82 
m19/m82 

m4 I/number of shares 
el/m20 
m20*360/eI (days) 
eolV,'m2I 



70 Average Stocking Period 

71 Stock Intensity 

72 Coverage of Invested Assets 


Structure of Assets and Liabilities 
73 Labour Cost Ratio (in Relation to Value Added) 

74 Technical Asset Ratio (in Relation to Value Added) 

75i Rate of Investment to Cash Flow 

76 Invested Asset Intensity 

77 Current Asset Intensity 

78 Structure of Liabilities 

79 Structure of Assets 


Human resources 
80 Average Wage Ft/Person*month 

81 jAverage Staff Costs 

82 Average Social Security Costs 

83 Average Pension Costs 


Markets, Sectors 
84 Segmentation of Markets 

85 Export Ratio 

86 Segmentation of Sectors 

87 Profitability per Markets 

88 Profitability per Sectors 

89 Break-Down of Fixed Assets per Sectors 

90 Break-Down of Profit per Markets 

91 Break-P )wnof Profit per Sectors 

92 Sales ncome to Orders Received 


Business Administration Figures 
93 Performance Efficiency 

94 Productivity I 

95 Productivitv II 


__ Laying Ground-Work for the Future 
96 Research and Development Cost Ratio 

97 Rate of Investment to Cash Flow 


360/velocity of materials on stock (days)
 
m20/(m42+m48)
 
(m42+m48)/ml
 

ebV/(eI-eOIV-e6VI)
 
eOVI/(eI-eOIV-eOVl)
 
(m 12+m 13)/cash flow
 
m I/(m l+m 19)
 
m 19/(m l +m 19)
 
(m42+m48)/m82
 
(m82-m42-m48)/m82 

e69/Number of employees 
eoV/number of employees 
eo Il/number of employees 
Pension costs/number of employees 

Market "A"+market "B"+....=100% sales income 
ef2/eI 
Sector "A"+sector "B"+.... 100% sales income 
Market "A"+market "13+...total profit 
Sector "A"+sector"1B"+... -total profit 
Sector A +sector "B"+... = 100% fixed assets 
Market "A"+market "B"+... 100% profit 
Sector "A"+ sector"B"+....= 100% profit 
el/Value of orders accepted 

Planned input per units/actual input per units 
el/number ofemployees 
Value Added/number of emplovees 

R+D costs/el 
(m12+m13)/cash flow 



THE BREAKDOWN OF THE HUNGARIAN BALANCE SHEET
 

ASSETS 
ml *A. Fixed assets 
m2 - i-. Intangibles Assets ........ . . 
m3 :1. Rights, representing assets . ..... ...... 
m4 '2. Goodwill 
m5 :3. Trade-marks, Patents 
m6 :4. Capitalized value of research and development 
m7 !5. Capitalized value of formation promotion and restructuring expenses 
mS-__ 1ill. Tangible Assets 
m9 ',1. Land and buildings 
ml0 :2. Technical equipment, machinery, vehicles 
M11--. Other equipment, furniture, fittings, tools, fixtures, vehicles 
m12 !4. Assets in course of construction (Equipment and construction in process) 
m13 . Advances (Prepayments) 
m14 Ill Investments (Financial assets) 
M15 :1. Shares and participations 
m16 '2. Securities 
m17 '3.-Loans 
m18 '4. Long term bank deposits 
m19 1B.Current Assets 
m20 'I. Stocks (Inventories) 
m21- 1. Raw materials and consumable goods 
m22 .2. Goods ..... ... 
m23 .3. Advances (Prepayments) 
m24 '4. Livestock 
m25 15. Work in progress (Work in process) 
m26 .6. Finished goods 
m27 .11. Debtors (Receivables) 
m28 1.Trade debtors (Receivables from customers) 
m29 *2. Bills (drafts) receivable 
m30 3. Unpaid issued capital 
m3 4. Debt due to (Receivables from) founding members 
m32 :5. Other debtors (Other receivables) 
m33 .111.Securities 
m3-4-- 1. Bonds bought for resale 
m35 .2. Own shares, partnership shares, shares bought for resale 
m36-h. Other securities 
m37 !IV.Liquid assets 
m38 1-. Cash, cheques 
m39 :2. Bank deposits .. ... 
m40 :C. Accrued and deferred assets 
m4 ;Total Assets 
SOURCES (EQUITY AND LIABILITIES) 
m42 'D. Shareholders' equity (Stockholders' equity) 
m43 1.Called up share capital (Issued capital stock) 
m44 i. Capital reserve 
m45 1Il. Accumulated profit reserve 
m46 IV.Losses brought forward from previous year 
m47 - V. Retained profit (earnings) of the year (Net profits) 
r48 E. Provisions 



m49 j1. Provisions for expected losses 
m50 .2. Provisions for expected liabilities 
m51 ;3. Other provisions 
m52 :F. Liabilities (Creditors) 
m53 I. Long term liabilities (Creditors: amounts falling due after more than one year) 
m54 1. Investment and development credits 
m55 ,2.Other long term credits 
m56 -3. Long term loans (Loans due after more than one year 
m57 4. Debts on the issue on bonds 
rn58 '5. Liabilities due to founders 
m59 6. Other long term liabilities (Creditors: amounts ialling due after more than onc year)" 
m6 '1. Current liabilities (Creditors: amounts falling due within one year) 
m6l- -1.Advances (Prepayments) received from customers 
m62 2. Trade credilors (Accounts payable) 
m63 3. Bills payable 
m64 14. Short term credits 
m65 '5. Short term borrowings, loans 
m66 6. Other short term liabilities 
m67 'G. Accrued expenses 
m82 Total sources 

THE BREAKDOWN OF THE PROFIT AND LOSS STATEMENT 

Version A 
el Net domestic sales 
e2 Net external sales 
e ---- Turnover (Sales, Revenue) 
ell 'Other income (Other revenues) 
eo3 Own work capitalized 
eb4 Change in self-manufactured stocks (Change in self-manufactured inventories) 
eolIl !Own performance capitalized 
e65 Cost of raw materials and consumables 
e56 .(Material) Services consumed 
eo7 'Cost of good sold 
e68. Performance of subcontractors 
ebIV IV Material-type costs 
eb9 -Wages and salaries 
eb10 Other staff emoluments (Employee benefits) 
e611 !Social insurance contribution 
eb-V--TStaff costs (Employee costs) 
e6VI Depreciation 
ebVII ,Other costs 
eoVlll 'Other operating expenses 
eA :TRADING PROFIT (INCOME FROM OPERATIONS) 
e612 Interest receivable and similar income (Interest income) 
ebl3 Ilncome from investments 
eo14 Other income (Earnings) from financial activities (Financial income) 
ebIX Income (Earnings) from financial transaction (Financial income) 
eo15 Interest payable (Interest expenses) 
eo16 'Depreciation on investments 
eo-7- ,Other expenses on financial transactions 
e6X .Expenses on financial transactions (Financing expenditures) 



eB -PROFIT ON FINANCIAL TRANSACTIONS (FINANCING PROFITS)

eC -PROFIT ON ORDINARY ACTIVITIES (BEFORE TAXATION) 
 .
 
e Xl !Extraordinary income (Extraordinary benefit) 
e.XII Extraordinary expenses
 
eD :EXTRAORDINARY PROFIT 
 ..........
 
eE PROFIT BEFORE TAXATION (INCOME BEFORE TAXES)

ebX-I ;Taxation
 
eF 'PROFIT AFTER TAXATION 
 ....
 
e 18 iUse from the accumulated profit reserve for dividends and profit sharing
 
e1_9l-F[tyidends and profit-sharing paid payable
 
eG TRETAINED PROFIT (EARNINGS OF THE YEAR)
 

Version B 
el iNet domestic sales
 
e2 iNet external sales
 
el I1.Turnover (Sales, Revenue) 
 ......
 
ell Ill. Other income (Other revenues)
 
ef3 Direct cost of manufactured goods sold
 
ef4 Purchasing cost of goods sold and subcontractors' work value
 
efllIl 11l.
Direct cost of sales
 
ef5 -Distribution costs (Selling expenses)
 
ef6 'Administrative expenses (Administration cost)
 
ef7 Other overhead
 
eflV 'IV. Indirect cost of sales ........... ........
 
efV V. Other operating expenses
 
eA A. TRADING PROFIT (INCOME FROM OPERATIONS)
 
ef8 Interest receivable and similar income (Interest income)
 
ef9 Income from investments
 
efl0 Other income (Earnings) from financial activities (Financial income)
 
efVI VI. Income (Earnings) from financial transaction (Financial income)
 
efil !Interest payable (Interest expenses)
 
ef12 Depreciation on investments
 
ef13 Other expenses on financial transactions
 
efVlI 'VII. Expenses on financial transactions (Financing expenditures)
 
eB -B. PROFIT ON FINANCIAL TRANSACTIONS (FINANCING PROFITS)
 
eC ;C. PROFIT ON ORDINARY ACTIVITIES (BEFORE TAXATION)
 
efV-I VIII. Extraordinary income (Extraordinary benefit)
 
efIX IX.Extraordinary expenses
 
eD ID.Extraordinary profit
 
eE jE.PROFIT BEFORE TAXATION (INCOME BEFORE TAXES)
 
efX iX.Taxation
 
eF !F.PROFIT AFTER TAXATION
 
ef14 Use from the accumulated profit reserve for dividends and profit sharing
 
ef-5 Dividends and profit-sharing paid payable
 
eG ;G.RETAINED PROFIT (EARNINGS OF THE YEAR) . .
 



List of 182 ESOP companies selected (November, 1994)
 

Ranked by county and Registered Capital
 
Stock of Profitability Liquidity of Ratio of J Profit to 

Owers't Regitere ES Number ofESOP companies Town OwErsi Rgited ESOP Employees Cash-flow I. of Owners' CurrentEutCata organization External Number ofEquity Liabilities I. Resources Employees
(HUF' 000) (HUF' 000) (/6) .... j(HUF' 000) (%)  (0A) (HUF' 000)Centrum Aruh6zak Rt. Budapest 8 768 163 5 000 00-0 26.00 4 800MOGJORT Rt. ____Budapest 0 2 950000 9471 - 628 

4 010 935 1,66 [1, 60 21,75 66.800 
0---'0,-0"0-- 0,00MMG AM Rt. 0,00 0.000

_Budapest 4 41396-6 -- 2 80-0 000 49,77 2 950 1 781 503 0,00 2.17MASPED Rt. 22,80 .. .54,388 
_ Budapest 2 960 590 2 650090 51,00 ..... 342 0 0,0 -- 0,00Caola Rt. -_"Budapest (,00 0,0002868139 1 800000 1500 1 400 1 397 213 _ -052 1,69PERION Akkurmultor Rt. Budapest 23,08 80,4771 907 080 9000 50,10 865 818242 10.40 4,29 1935Koz puetplt6 Rt. Budapest 1 619676 1 200000 25,00 

404,466
1 300 449 640 2,98 1,16RICO Kotszerm0vek Rt. Budapest 1250 355 92,14 95,0291 104 000 7,97 529 0 0,00Els6 Pesti Hengermalom Rt. Budapest 0.00 0,00 0,0002 359 107 1 081 160 37,30

Vegy(pszer Rt. Budapest 1 423 256 1 073000 21,89 
355 19 702 0.73 0,00 36,76 514,859

3 537 1 377 823 1,72MFMOR*ARt. Budapest 1 305 914 1 036491 37.10 754 
1,19 176,56 125,026

0 0,00 0,00Budapesti Vegyi Rt. Budapest 4 274741 0.00 0.0001 000 000 52,44 1 268 3 352 650 0.37 1,130 tria Nyomda Rt._ 29.92 176.890Budapest 1172 35-4-- 916 000 51.00 817 371 097 7.51 1,33OREXRt. 53.94 302,426Bud-apest 948 049 800000 52,50 586 288 675 3,04 2,21Miami Nyomda Rt._ 52,27 364,445Budapest 1 0)50 425 755 9951 15,87 357 1 048 172 1,53 3,59F-.1- Vzagyonk-ez el6Rt. Budapest 773 360 28,26 85,291703 360 71,59 65 0 0,00 0,00Metrimpex Rt. 0,00 0,000Budapest 1 695 707 700000 87,87 488 0 0,00 0,00Magyar.plt6 Rt. Budapest 880 366 643000 7,78 413 
0,00 0.00 

374 335 3,29 1,55Egyesult VegyimOvek Rt. Budapest 1 102 228 630 000 
78,84 244,600

50,50KONSUMEX Rt. 464 597 468 8,56 1,94 28,91 338,735Budapest 1007649 578400 25.00 400
Szalag- 6s Zsin6rgy6r Rt. _ Budapest 

0 0,00 0,00 "_0,00 0,000603995 541 300 50,99 529l 68 589 1,93 2.8 13.18 -38253Grafika Kereskedelmi Rt. Budapest 641-267 462785 84,29 250 -209 755GANZ Kesz0Ilkgy~rt6 Kft. IBudapest 552 276: 
841 1,59 51,88 3.50436500, 24.00 5321 12938 1,16, 1,77. 42,261SOLVENT Keresked6h~z Rt.- 142.466Budapest " z..... 503-146'. 434'0001 3750 ... 17- - 5........... . .........
J.rmszerelvny Gyrt6 Rt. .0 113,476Bu apest - 267089' - 00.0 ...... 4,,17 2601 184951 0,00iAranyp6k Rt Budapest . 739 1111_. 

0,00i . 0,00 1..389440. 47.81 412: 371-078: . . 3.64. 2,88,CsonkaJanosG6pgyar Kf. 1934? 110.857Budapest 325566-276640. 13,95 131 . 1"597i 0,00 . 0,75:- 69,421 -33,794 



Owners' Registered Stock of Number of Profitability Liquidity of Ratio of Profit to
ESOP companies Town OwErsi Rgited ES.OP uEmployees Cash-flow I. of OGwners' Current External Number of 

organization Equity Liabilities I. Resources Employees(HUF' 000) (HUF' 000) ()(HUF' 000) (0/) (%/) (HUF' 000) 
Csepel Transzform~torg, A'r Rt. Budapest 257 950 270 300 77.21 209 52 257 -35.29 1,68 29,30 -390,660 
Dijbeszed5 Rt. Budapest 313 665 265 650 75,17 1 700. 0 0.00 0.00 0,001 ..... 0o-
BAUGP K . udapcst 10000 281 165746 - -2,42 8.70 4,36 -1-77409Vlzkutat6-s F0r6-Rt...... -'Bu-da-pest--- -32-3-1-59'-..... 1.. . 389 138 814 -13.50 0,64 ____ 60,35 I -73,576238-760 -00,00 

-zT~vRt. Budapest 2030506 170000 
 _ 7965 44 0 0,o0 0.00 --0_.... 0,000

Paszomny .Kt. Budapest 2101641 166 200 50.06 125 65 588 15,09Kft. 
 6.92 16,60 341,592 
AgroinvestRt. Budapest 192511 150000 95.87 60 50563 2.00 0,97 334.45 -627,783Magyar Divat Intezet Kft. Budapest 154 3571 138 930 100.00 13 0 0.00 0,00 0,00 0,000 
AGMI t. u__dapest 133781 133000 93.76 173 0 0,00 0.00 0,00 0,000 
B16toripari Fejlesztsi Kff. Budapest 141 702 130 000 7.15 97 0 0,00 0,00 0.00 0,000METAL-CARBON Kft. Budapest 181 943 119 330 50,01 105 ____0 0,00 0,00 0.00 0,000
6B-U-DA,/I PFu Budapest 119530 115 350 _ 84.22....... Kft. 
 64 -0 0O0 0,00 0.00 0.000 
KJK Rt. Budapest 127 643 102 820 82,00 105 0 0.00 0,00 6.o0 0.000 
Saldo Rt. Budapest 122 554 92392 62,61 239 0 0.00 0,00 0.00 0,00U 
:TK Kt. Budapest 142 105 89-660 93.71 80 0 0.00 0,00 0.00 0.000 

M~jszaki Fordlt6 6s Szolg. Rt. BudapEst 93 499 74 799 89,30 41 0 0,00 0,00 0,00 0,000
Muszaki Knyvkiad6 Kft. Budapest 61 892 70 000 58,37 100 0 0,00 0.00 0.00 0,000
Kerepesi _tiAut6 KfU. Budapest 79 114 66 380 49,88 146 0 0.00 0,00 0,00 0.000 
Medicina Knyvkiad6 Rt. Budapest 49800 49800 100,00 30 0 0,00 0,00 0,00 0,000
Eur6pa K6nyvkiad6 Kft. Budapest 50 276 46 530 68.39 82 0 0,00 0,00 0.00 0,000
UNIFORM Kft. Budapest 0 44-660 48,00 13 0 0.00 0,00 0.00 0.000 
Jelmezk~szlt6 6s Kfrcs6nz6 Kft. Budapest 74 245 44 170 100,00 134 0 0,00 0.00 0,00 0,000
CORVINA Kiad6 K.______ Budapest 55 146 41 930 100.00 67 0 0.00 0.00 0,00 0,000
EUBER Kf._ _ Budapest 39 609 25 470 100,00 38 17 010 5.33 1.30 323,58 -37.105 
tGSZI-Senior KfU. _Budapest 0 20-000 100,00 40 0 0.00 0.00 0.,00 0.000 
Magvet6 Kft._ _ _ Budapest 17 591 15840 25.25 36 0 0.00 0.00 0,00 0.000 
M6ra Ferenc Konyvkiad6 Rt. Budapest 15 197 13 686 39,97 87 0 0.00 0,00 .0 0.000
SZO0LORG Kft. Budapest_ 7000 6300 10,00 10 0 00.00 0.00- 0,000 

CF - 630 1 6- __-.-- -0 0_ 0- --- 0-.' - --.-. b!Magas plt~si Tervez6 KU. Budapest ! 4 850 4 8501 100,001i 76, 0 0.00 0.001 0.O01 0.000M e se__s~ .. . ... _ .. .....t t ...... . . .
 .. . . .. ...... ... . 2..6....Mecsek Ftcsz rt Rt. ....1 j . 33..._ Pcs 962 207! 705 307! 1007 776 303 532 . .....6,94._ 282,325617i .35i 
TRITEX Rt. 5.cs 403 000 i 93.491 1791 __ 0 0,00 .. ... 0,000_0 .
 
)RVAPIERT-Ri. P&s I 4678791 380000, 50,001 
 4/41 100520. 10.454 358 21,83i 583,977 
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SOcopneTon Stock ofOwners' Registered ESP Number ofI Profitability Liquidity of Ratio of Profit toEquity Capital ESOP Employees Cash-flow I.org -zation of Owners' Current ExternalEquity Liabilities I. Number ofResources Employees 
(HUF' 000) (HUF' 000) (%) (HUF' 000) (%) __...... (%) . (HUF'000)Baranya m-i SUt6ipari Rt. Ptcs 364 168 306 880 22,81 564 0 0,00 0,00Pdcsv radi AGROVER Rt. P__ _ 

0,j00 0,000Pcsvrad 0 127 660, 73.35 197 0 0,00 0.00Pscsi Geod6ziai Kft. P6cs __ 
.0 0.0-0164 756 -125 480 52,62 350 0 0,00MEVID Rt. 0,00 0,00 0,000Pc§sF56_ 1507317 105 650 65.2-6 ___ 229 0 0.00 ,0 0(0.0Pcsi-iplit6 6sTataroz6 Rt. Pcs 63 298 72280 7366 17OKUNPLAST Rt. ________ ________ ___ 535813 410000 85,50 

-- 8 03103 -,05346,659Kiskunfh~za_______ ___ _____-------------366-1----8 672 125813 2,88 - 0.511.25 1.77 95.3_6 -4 ,6541,04 32,682Szikra Bor~sz:ti Kft. Nyirl6rinc 0 276 500 75,87 266 0 0,00 0,00 "0,00-Kecskem6ti Parkettagy~rt6 Kft. Kecskemt 0,000385 248 2-40--000 95,-07 365 0 0.00 0.00TiG P Kft. _ 0.00 _ 0,000!Tiszak6cske 459 157 199 500 85,00 _00
Eajai-pitipari 

278 287 0.49 - 1,94 7.80 37,367i- a 100508 80000 89.70 9 0 0,00Bek~scsabai Agroker Rt. B6kLscsaba 
0.00 0,000

0 300 000 65.92 148 0 0,00AfoldiT6glaipari Kft.... _.. . . Mez6t-ir 621 366 
0,00 0.00 0.000295 230 92,7 .... 426 0 0.00 0.00 0,00 0,000 

AKVALINE Rt. Ujklgy6s 0GYULAKEYfR Kft. 145 100 100,00 146 0Gyula 150 363 136000 53,03 268 0,00 0.00 --- O0,00-0,0000 0,00B K 0,00 0,00 0.000-S TERVKft. B6k6scsaba 38 460 38 460 88,35
Miskolci Elelmiszerker. Rt. Miskolc 

36 . 0 0.0 0 00 0,00 0,000337 392 371 285 25,00 683 103 354 0,00 1.34 40,36 0,000-RoDECO -S i-pari Rt. Kazincbarcik 363 100 290500 74.55 852 0 0,00 0.00 0,00Malyi AGROKER Rt. Mkilyi 0.000387 215 264 000 47,22 105PERLT-92 Kft. 
162 825 1.11 - 2.13 59,49 208,133_ Pilhza 231 226 228 240 26,29 100

GLA Kereskedelmi Rt. Miskolc 358892 200000 90,80 
9 628 0,00 4,27 31,65 56,480 

155 0 0,00 0,00Thglaipari Rt._szakmagyar M6lyi 0.0000 189 830 8.30 551 0 0,00 0.00 0,00 0,000Zempln Bbtoripari 6s Ker. Kft. S~toralja2jh. 155 943 154480 30,55 i59 13 336 3.11 1,32Sttoraljecijhelyi SIut6ipari Kft. S~toreljacjh. 172 314 
31,51 51,822

151 000 19,87 518 102 260
BORSODTERV Kft. 

0,26 1,60 36,46 0,000Miskolc 56 200 52 200 83,33 38 0 0,00 0,00Szegedi Ruhagyr Rt. 0,00 0,000 _ Szeged 414 875 515 000 50,10 1 5061 105 454 3.09DiLTERVK-f.- Szeged_ 117 472 95600 
2,12 54.11 35,707...........
 

89,33 169 0 0,00 0,00
FPmtechnika Kft. H6dmez~vh. 149 307m 92730 

co,00 0,000
Tiz.I. lp. i ft. 600 8,48 113 0Szeged 40 740, 3,7040, 100,00 0,00 0OJ ,65 0 -0,-00 0 . 5,.... -0.00,......: 0_ 

ALBA REGIA Rt. jSzkesfv. 1 213 157, 942 500 22. 8 4971 323326 1.97 , 0.531 92,75CERBONA Rt. Szkesv. 91.681
69940 0.415 ,KORONA Rt. .0 1,491 47,44i 279.226- -ISz-kest . 471435. 364482 626271 3131 6 .0..-_Neh zf~montddeKft. SzL'kesfv. 342618 25H1417, 11 10351 2,71 6.841 22,06: 82,244 
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Owners' Registered Stock of Profitability Liquidity of Ratio of Profit to 
ESOP companies Town Erst Capital ESOP Number of Cash-flow I. of Owners'EqiyCptlEmployees. Current External Number of 

organization Equity Liabilities I. Resourtes Employees(HUF' 000) (HUF 000) (%) (HUF' 000) (%) - (HUF' 000) 

Sz~kesfeh~rv~ri Agroker Rt. Sz~kesfv. 279 562 250 560 83.13 79 10 604 4,97 0.94 133,261 739,937 
Csbkvri Mez6gazdas~gi Rt. Cs~kv~r 859740 247 900 16,14 320 654 511 1.84 2.61 2i,73, ii3,938 
DUTEX Kft. Duna6jv6ros 64 053 60 000 91,33 297 -542 0,00 16,15 26,061 0,000
KISALFOLD FOSZt-RT Rt. Gyor 414 779 341 000 24,80 561 0 0.00 0.00 0.00 33,094 
Gybri Agroker Rt. Gy6r 367899 302500 98,74 108 0 0,00 0,00 0,00 0,000D M-FfH Rt. G___yr 544 167 301 390 76.52 426 243 647 0.00 2.44 13,67 60,566 
G-FlIKft. Gyr -181 010 181 010 86.59 -64 0 0,00 0.00 0.00 0,000 
LOVElR SUt6 Rt. Sopren 174 036 160 000 51.00 296 45 765 7,73 1,43 24,31 80,507BUDALAKK Sziv~rv~ny Kft. Gy6r 233 893 128000 100-00 130 _0 0,00 _,00___00oo..... 0,000 

Beledi Beton~ru Kft. Beled 108 569 85 000 86,60 129 01 0.00 -- 0,00 0.004-1-........ 0-0-0 
Gy6ri PATYOLAT Kft. Gy6r 37 000 37 000 100.00 161 0 0,00 0.0, q,00 0.......o.000 
ELKI Kft. Mosonm6v~r 12 630 7 000 83,57 29, 0 0,00 0.00 0.00- 0,000
HAJDUGABONA Rt. Debrecen 2 390 650 2 275 000 64.57 932 0 0,00 0,00 0, 0 0  0,000 
H-, .V Rt. Debrecen 1 704_359 1 200 000 22,17 - 1 566 0 0.00 0,0 0,00 0,000 
Clvis Hotel 6s Gasztron6mia Rt. Debrecen 1 578915 1'102 800 4049 679 537 258 1,70 3,19 6,81 32,253 
ALFOLD FUSZERT Rt. Debrecen 707 219 649670 25,00 1 089 934 132 0,00 0,99 138.94 -77,112 
Hajdusigi lparm(vek Rt. T~gl~s 856 087 560000 10.50 2 300 532 143 4,56 1.90 165,42 28.011 
HAVAS Kereskedelmi Rt. Debrecen 366 515 352000 50,10 183 0 0,00 0,00 0.00 0,000TOPAN Kereskedelmi Rt._ _ Debrecn 318 669 300 000 50.00 223 33 961 -21,97 1.18 122,87 14,897 
VENT-FILT L~gtechnikai Kft. Hajd-n6ns 245980 245 980 77,70 464 0 0,00 0,00 0.00 0,000
DOKUT Rt. Debrecen 0 139730 75.00 56 0 0,00 0.00 0.00 0,000 
Debreceni Ruhagy6r Kft. Debrecen 201 521 124210 20.00 850 0 0,00 0,00 0,00 0,000Keletmagyaroszgi Ter. Kft. Debrecen 119300 87000 88,62 75 0 -000 0.00 0.00 0,000 
AROMA Rt. Gytngyeos 414 089 402 650 60.00 521 50 935 5,iGi 1.64 32,071 5,098 
Piszkei Papir Rt. _Lbatlan 1 694 484 1 035 200 20,00 1 130 771 871 7,84 1.12 56.62 234.782 
H-UNGAAFROGRAIN Rt. Kom~rom 525 541 525 540 21.98 466 0 0,00 0,00 0,00 0,000Tatabanyai Sut6ipari Kft._ Tatab~nya 188878 169 550 46,54 224 0 0,00 0,00 0,00 0,000 
Gasztrometbi Rt. Tatabnya 141 770 106000 98,494 315 0 0.00 0,00 0.00 0,000 
Tatai Cser~pipari Rt. Tata 106 002 71 400 100,001 140. 01 0.00 0,00..0,00. 0000 
KOMBER Kft. - Tatabnya i 13 1601 13 160 86.63 31; - 0 0.00: 000 0.000 
V-LKA Szervlz Kft. mata-- , 14 39 5 . 10 500 73.621 311 01 000 0.00 0.00" 0.000ELKA Kft. Tatabbnya 9771 8 800[ 10000 4J 00,6Fo0! _,o00, 0,00' 0.OO 
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I Stock of oI Pr.fitability Liquidity of Ratio of Profit to 
ESOP companies Town i wners' Registered ESP Number ofCahfwI. 

Equity Capital ESOP mployeesof Owners' Current External Number of 
Idd organization Employees Equity Liabilities I. Resources Employees

(HUF' 000)J (HUF' 000) (06) (HUF 000) (%) _ _%)__U__000_ 

SVT Wamsler Rt. Salg6tarj6n 1 258 435 1 00.) 000 5,10 1 1501 385 802 1.57 1,63 69.64 33,474 
N6ardker Rt.- Salg6tarj-n 377293 . 374-700 -- 55.80, . 353 0- 0,00 _000.00 0.000 
N6gr~d. Gabona Rt. Balassagy. 602653 15700-0- - 649S. _ 190 - 468 178 0,53 1.801 37,60 58.742 
NOMBERTORG Rt. Saig6tarjbn 20 020 17 5001 91,83j 40 5 204 9,69 -1.-09' 457,13 78,325 
FORTE Fotoktmia Rt._V c 1 438 784 1 0770001 50,001 636 530 517' -8,59 1,67 42,72 -169,997 
PiSEMU 2ft. ---- __ Solym~r 1 46200 800 000 56.47 1480 0,00- 0.00 0,00 0,000 
Aranygall~r SOtbipari Rt. Cegl~d 7 984 230000 67,72 465 7 984 100,00 51,85 983,13 21,557 
Fels6bab~di Term. Szolg. Rt. 6 -csa__ 0 222800 100.00 1101 0 0.00 0,00 0,00 0.000 
HATECH Rt. Nagyk~ta 162 6261 138 440 51.001 4501 27 662 0,20 2.04 43,71 1,091
Cegl~di Aut6javlt6 Kft._____ Cegld 70 179 63160 _- 157.00000o0,0 o 000 0,00 " 000685,00 15 
Pest Megyeitpi-Kft. & __egl-d 84 720 47 600 90,951 _87 --- 0 0. 0 0- 0,00 0,00 0,000 
ZETA Kft. -___"_Dabas 4 775- 2700" 7 0 . 48 19 0 0,00 0,00 0,00 0,000 
VizO gyi Ifplt6 Buda6rs 0 - 480 0 0,00 0,00 - 000 0.,000 
KVGY Kft. Kaposv~r 507 779 457 000 18,86 893 0 0,00 0,00 0,00 0.000 
AGROI-(ER Rt. Ka--ap r K aosvr 496 527 422 42 3 .. . _50.00 - - 60 76704 7,63 9.98 7,41 931,617 
Somogyker Rt. Kaposv~r 0 300000 0.00 0 0 0,00 0,00 0.00 0.000 
bl-Dun6ntti Vlz0. €plt6Kft. Kaposv~r 316 241 285 000 39.88 __ 750 162 120 2.87 1,50 43,34 -0,025 
A.GRO-_SZr R t. _ __ 6reglak 0 15754--0 90,00 0 0 0,00 0.00 d0,00 0.000 
MARYLLA Kft. 72 147 65 000 93.54 - 143_Marcali 0 0.00 0,00 0,00 0.000 
Somogyterv Kft. Kaposv r 22040 19 840 10.00 86 0 0.00 0,00 0.O0 0,000 
RENOME Rt. fNyregyh~za O 480 745 8,30 0 0 0,00 0.00 0,00 0.000 
CAROLFLEX Kft. Kisv~rda 408 177 356 640 94,20 400 77 189 2,87 1,63 45,-21 188,428
AGR0-KER R-L Nylregyhiza Nyiregyh~za 452 833 328 000 50,10 108 10 248 0,39 0,00 94,87 203.444D:RUVALL Ruhazati Kft. Nylregyh6za 93 867 84-480 43,50 272 _P - 0.00 0,000 -

Nylrsegi Patvolat Kft. Nylregyh~za 64 779 51 680 11,03 118 0 0,00 0,00 0.00 0,000
NYIRTERV-PLUSZ Kft. ___ Nylregyhza 32 130 ____21 600 81.481 113 -- 0 0,00 0,00 0,00 0,000 
Sz-Sz-B. M. Beruh zbsi Kft. Nylregyhza 22548 12 ?40 84,97 57 0 000 0,00 0.00[ 0,000
Aprlt6gepgyr Rt. Jbszber~ny 739 111 610 0001 26,23 948 0 0,00 0,00 0,00 ...... 0,000 
SOLAMI Hbsipari Rt. Szolnok l 680 4671 600001- 22.488 1 120, 0 0.00 0.00 0.00; 0.000 
AGROKER Rt. Szolnok Szoln-ok. 418000; . 00i 125 _- 0o 0 6oo 0.000 
Szolnoki Butoripari Kft. Szolnok 126 498' 101 000 33,27:. 453 3,00 0,00; .. .,0 

.. - 14252 -__ - -5_ _,0Vez~rl~stechn. Alkatr~szg'y-Rt. Mez6tr 7 1-__6.32 0. ...... 344 . 
R.00 0-. ,0: 

. 0.w0 . 0000, 0,00. 0.000 

5 



ESOP companies Town 
Owes eitrd 

Owners'quity Registeredal 
Stock of 
ESOP 

NmeofProfitability
Number of Cash-flow I. of Owners' 

Liquidity of 
iCurrent 

Ratio of 
External 

Profit to 
Number of 

organization Equity Liabi!'ites I. Resources Employees 

SZASZAKKU Kft. Sz~szberek 

(HUF' 000) 
85 764 

(HUF' 000) 

45 000 

(%) 

77.78 

_- _ 

124 

(HUF' 000) 

0 
(%) 

0.00 0,00 
(%) 

0,00 
(HUF' 000) 

0,000 
B~nhalmai/:aipari Kft. 
Kuns~gi TLglaipari Kft. 
EMA-LION Kft. 

B6nhalma 
Kisjjszills 
Bonyh~d 

51 409 
25659 

365 443 

23040 
23000 

329 000 

100.00 
100.00 
20.00 

100 
65 

995 

0 
0 
0 

0,00 
0,00 
0.00 

0,01-
01001. 
0.001___ 

. 
0-00 
0.00 
0.00 

0000 
0,000 
0.000 

"l1nai St6ipari Rt. 
Szeksz~rdi Patyolat Kft. 
LYRA Butorgy~r Rt. 

Szekszard 
Szekszbrd 
Szeksz~rd 

00 -81 
116 656 

61 600 

1 8 80 
116 650 
61 600 

1_0_0_0_0 
59.27 
93.67 

305 
42-2 
147 

0 
0 
0 

0,00 
0,00 
0,00 

0,00 
0,00 
0,00 

0.00 
0.00 
0,00 

0.000 
0.000 
0.000 

FERROSUT Kit. 
AGROKER Szombathely Rt. 
H TFORRAS FLUSZRTKft. 
VAs P-GIP Kft 

Szombathely 564 785 
lzombathely353 361 

Szombathely 295 893 
Szombathely 0 

464 860 
310000 
266 300 

40 100 

36.34 
61,70 
28.02 

100,00 

762 
91 

216 
58 

172 302 
56 5321 

0 
0 -

8,07 
8,68 
0.tin 
0,00 

2,32 
1,61 
0.00 
0,0 

15,28 
69.56 
0.00 

,00 

76,256 
534,725 

0,000 
0.000 

Bakony Muvek Rt. 
Herendi Porcel~nm. Rt. 
Balatoni 9or~szati 6s Ker. Rt. 
Balaton BOtorgyr Rt. 
Veszpr~m Agroker Rt. 
Dun~ntuiliVlzugyi -pltM Kft. 

Veszpr~m 
Herend 
BalatonfOred 
Veszprdm 
Veszpr~m 
VeszprLm 

3049939 
1 459 122 

482800 
331 339 
297 810 
297 104 

2000000 
1120 000 

580 000 

268 500 
249 745 
240 000 

---

25,00 
60.98 
76,12 
13.07 
81.05 

100,00 

2450 
1-849 

287 
553L 
116 
5681 

1 116366 
413 194 

0 
0 
0 

131 131 

1.01 
25.46 

0,00! 
0,00 
0.00 
6.69 

1.75 
2,39 
0,00 
0,00 
0.00 
1,72 

21,70 
24,57 
0,00 
0,00 
0.00 

53.16 

102,589 
305.956 

0,000 
0,000 
0,00 

43.489 
F uzfoi Paplr Rt. 
Zalai Husipari Rt.. 

BalatonfO:!f. 
Zalaegersz. 

0 
0 

186-110 
760 000 

20.00 
47.32 

591 
1 400 

0 
0 

0.00 
0.00 

0,00 
0.00 

O,0o 
0.00 

0,000 
0.000 

ZALAIPARKER Rt. Zalaegersz. 
Zalagabona Rt._______-a Zalaegersz. 
Zala B~torgy~r Rt. Zalaegersz. 
ZlITA Kereskedelmi Rt. Nagykanizsa 
Zalaegerszegi Agroker Rt. Zalaegersz. 

____________ __

ZAL-AGRO Rt. Zalaegersz. 

748 442 
915 640 
628 064 
420 224 
215 137 

3 ___ _

.0 

698 524 
557 920 
513 035 
370000 
190093 

_ ___ 

159 850 

50,82 
24,00 
51,87 
85,50 
50,61 
_ __

508 
254 

980 
508 

76 
___ __ 

94 330 
378 240 
165093 

58 524 
46 804 

______ 

3,86 
1,44 
1,77 
6,91 
4,08 

1,36 
1,66 

1,85 
1.83 
1.21 

44.29 
50,44 
36,35 
40,96 
72,55 

' 

198,325 
189,343 
44,749 
65.366 

569,224 

25,00 500 0 0.00 0,00 0,000
Zalai Nyomda Rt. Zalaegersz. 150 000 110000 10,06 267 0 0.00 0.00 0,00 0,000
KANIZSATEX Kft. Nagykanizsa 88 737 81 200 100,00 1_f 0 ,0 0,00 0.00006 0,000, 
Total 196 256 799 74 427 381, I 82 069 



Financial analysis of 32 ESOP companies selected 

Inorder to make a comparison among ESOP companies of rather different industries with the 
help of financial indicators, we selected six most characteristic ones from "Table on financial 
indicators for analysing companies". However, selection was based not only on suggestion of 
financial consideration. We have got figures only of main balance sheet and income statement 
categories, so we had to select the indicators which we could calculate inmost of the cases. 

In November, 1994 182 ESOP companies operated in Hungary. We have been sent financial 
information by 72 of these. 

We have not chosen the 32 companies constituting the sample only and primarily according to 
financial indexes. We also took into consideration the export figures and the forecasted export 
performance, their expressed need for technical assistance 6s our personal feelings coming 
from direct contact when we met the managers of these companies. 

It is reasonable to think that if a company meets several criteria of selection, the chances for the 
technical assistance to be really helpful and efficient are the better. 

Table I - Cash-flow 1. 

Categories by Number of Breakdown* Average** 
value of indicator companies (%) (HUF' 000)J 

Negative 0 0.00 0 
Positive 18 56.25 414,562 
Subtotal 18 56.25 414,562 

0 0 0.00 0 
No data 14 43.75 0 

Tota; 32 100.00 1 
* Hereinafter breakdown means breakdown of number of companies. 
** without 'No data' 

This table clearly shows that there are relatively few companies in the sample which 
have not supplied data about the 1993 business year, and that there are two companies 
in the sample with negative cash flow. In relation to the portion of the ESOP 
companies, the companies with large money circulation became significantly larger, 
which may be proven by the increase of gross cash flow per one company. 



Table 2 - Profitability of Owners' Equity
 
Average value of ratio (without 'No data') is 1,32 percent.
 

Categories by Number of Breakdown 
value of raio..% companies M%) 

Negative 1 3.13 
0 3 9.38 

0,01-1,99 5 15.63 
2,00-4,99 4 12.50 
5,00-9,99 4 12.50 

10 and over 1 3.13 
No data 14 43.75 

Total 32 100.00 

Of the 32 companies in the sample only one company is money-losing, which involves 
a ratio of 5.6% (isntead of the former nearly 10%). However, the average return on the 
owners' equity in our sample is lower than the average of all of the ESOP companies. 
As regards the return of the capital employed, the companies vary widely, which 
means that the contradiction cannot be explained by the change of the listing of the 
companies according to this index. The fact that the figure is lower than the average of 
ESOP companies is due to the lower profitability level of the large capital-intensive
companies (e.g. Caola Rt with 0.52 return on capital emlpoyed and HUF 2.9 billion 
owners' equity) and tie lower capital-intensity of the companies with higher figures of 
return (e.g. DrAva Pifrt Rt. with 10.45% return on capital employed and HUF 468 
million owners' equity). 

Table 3 - Liquidity of Current Liabilities I. 

Categories by Number of Breakdown 
value.of indicatr comanies (%) 

0 1 3.13 
0,01-1,99 10 31.25 
2,00-4,99 6 18.75 
5 and over 1 3.13 

No data 14 43.75 
Total 32 100.00 

Some change is experienced in the listing of the companies in the sample according to 
their liquidity figures, which is a cosequence of the increased portion of companies
with current liability liquidity under 2. The amount of liquidity is in no direct relation 
with the owners' equity amounts of these companies, and the figures vary widely. This 
index exceeds the minimum required for the safe operation of a company in 38.9% of 
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the companies in the sample, approximates the the minimum in 16.7% of the 
companies. In the rest of the companies (38.9%) the index is between 0.6 and 1.33. 

Table 4 - Ratio of External Resources 

Categories by Number of Breakdown
 
value of ratio (%) companies ()0 


0 1 3.13 
0-30 7 21.88
 

31-50 2 6.25
 
51-100 5 15.63
 

100 and over 3 9.38
 
No data 14 43.75
 

Total 32 100.00
 

The ratio of external resources of the companies in the sample is 45%, which is 
significantly higher than the saame figure of ESOP companies, which is 32%. The 
level of indebtedness ranges from 13% to 33.4%. 66.2% of the owners' equity is 
concentrated in the 7 companies with the lowest indebtedness levels. More than half of 
the corporate assets is burdened with liabilities in 8 companies. These companies have 
27.4% of the owners' equity. In 5 companies more than 60% of the owners' equity is 
burneden with liabilities, which involves 12.6% of their assets. In 3 companies, the 
liabilities exceed the amount of the owners' equity. One of these has owners' equity of 
HUF 1.4 billion, whereas the remaining two also have significant - though smaller 
amounts of assets at risk. These 3 companies having 9% of the total owners' equity are 
jeopardized by bankruptcy of winding-up. 

Table 5 - Profit to Number of Employees 

Categories by Number of Breakdown
 
value of ratio companies (%)
 

Na(HUFe000) . 3Negative 3 9.38 

0 0 0.00
 
1-49 3 9.38
 

50-99 4 12.50
 
100-499 6 18.75
 

500 and over 2 6.25
 
No data 14 43.75
 

Total 32 100.00
 

The profit to number of employees of the companies in the sample - the average being 
HUF 17,500/person - is higher than that of ESOP companies. The loss of Agroinvest 
Rt per one employee amounts to HUF 628,000, and in Driva Pirt - the most profitable 
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company - each employee contributed to the company's profit by HUF 584,000. The 
average is rather high, because the number of employees working for the money-losing 
companies is only a fragment of the total number of employees; nearly 40% of the total 
employees work for the companies in which this index is higher than the average. 

Table 6 - Profit to Sales Income 

Categories by Number of I Breakdown 
value of ratio (%) companies.[ (%) 

Negative 1 3.13 
0 0 0.00 

0,01-1,99 5 15.63 
2,00-4,99 9 28.13 
5 and over 3 9.38 

No data 14 43.75 
Total 32 100.00 

The profit to sales income isa negative figure only in Vizkutat6 6s Ffir6 Rt, in which each 100 
forints of income bear 16 forints of loss.The profit to sales income figures of profitable 
companies range from 0.5% to 6.85%, which involve rather humble results, and mean that the 
companies managed to realize meagre margins in their markets. 



__ 

List of 32 ESOP companies selected
 
Ranked by Owners' Equity 

Owners' Number of Profitability Liquidity of Ratio of Profit to Profit to 
ESOP companles Town Equity Employees Cash-flow i. of Owners' Current Extemal Sales Number of 

Equity Liabilities I. Resources Income Employees 
(HUF_000) (HU '000) N%) (%) (%) (HUF'000)
 

MMG AM Rt.Budapest 4413966 2950 1 781 503T 0,00 2,17 22,80 0,52 54,388 
BakonyMOvekRt. Veszprm 3049 939 2450 1 116 366 1,01 1,75 21.70 3,61 102,589 
Caola Rt. Budapest 2868-139 1 400 1 397 213 0,52 1,69 23.08 0,771 80,477HAJDJGABONA Rt. Debrecen 2 390 650 932 0 0,00 0,00 0,00 0,00 0,000 

I-W __ _ _ ___ __ ,, __ __ _0,00_4 0 _ _ _ _ _PEMJ Kft. Solym~r 1 462 000 1480 0 0,00 0.00 _ _ 0,00 00_ _0,00 0,000 
Vegypszer Rt. Budapest 1 423 256 3537 1 377 823 1,72 1,19 176,58 1,2g 125,026 
PAtria Nyomda Rt. Budapest 1 172 354 817 371 097 7,51 1,33 53,94 5,71 302,426 
OREX Rt. Budapest 948 049 586 288675 3.04 2,21 52,27 3,49 364,445 
ZALAIPARKER Rt. Zalaegerszeg 748442 508 94 330 3,86 1,36 44.29 2,01 198,325 
Grafika Kereskedelmi Rt. Budapest 641 267 250 209755 8,41 1,59 51,88 4,62 379,500 
Alf idi Tglaipari Kft. Mez6tur 621 36& 426 0 0,00 0,00 0,00 0,00 0,000Szaiag- 6s Zsin6rgyAr Rt. Budapest 603995 5g 8 58 1,932 13,18 5 38.253
 

IDMEH Rt. Gy6r 544 167 426 243647 0,00 2,44 13,67 2.29 60,566 
DRAVAPIIRT Rt. P~cs 467879 174 100520 10,45 3,58 21,83 6,85 583,977 
Kecskemti Parkettagy~rt6 Kft. Kecskem~t 385 248 365 0 0,00 0,00 0,00 0,00 0,000 
Gy6d Agroker Rt. Gy6r 367899 108 0 0,00 0,00 0,00 0,001 0,000
GALA Kereskedelmi Rt. Miskolc 358892 155 0 0,00 _____000 ,00 0,000 
AGROKER Szombathely Rt. Szombathely 353 361 91 56 532 8,68 1,61 69.56 3,6i 534 725 
Neh~zfi.mbnt5de Kft. Sz~kesfeh~rvr 342 618 131 103 51 2,71 6,84 22,06 5.81 82,244 
Vizkutat6 6s For6 Rt. Budapest 323 159 389 138 814 -13,50 0.64 60,35 -15,86 -73,576
HI TF-ORRkFSZf RT Kft. Szombathely 295 893 216 0 0,00 0.00 0,00 0,00 0,000 
J~rmuszerelv~ny Gy~rt6 Rt. Budapest 267 089 260 18 495 0,00 0.00 0,00 3,12 19,435
Agroinvest Rt. Budapest 192 611 60 50563 2,00 0,97 334,45 3,06 -627,783 
METAL-CARiiBON Kft. Budapest 181 943 1051 0 0,00 0,00 0.00 0,00 0,000
HARTECH Rt. Nagyk~ta 162 626 _ _450 27 662 0,20 2,04 43,71 0.271 1,091 
Gasztromet~iARt. Tatab nya 141-770 315 . 0 0 00 0,00 0,00 0,00 0,000 
Bajai Epitlipari Rt. Baja 100 508 159 0 -0- 0,0000 0,00 0.00 0,000 
DIRUVALL Ruh~zati Kft. Nyire-gyhza . 93867 . 272 0 0,00 ... 0,00 0,00 0.00 0.000 
Mdszaki Fordit6 6sSzolg. R_._ Budapest......... 93 499 41 .. - .0 -.0,00 . .. 0,00 . 0.00 __ 0.00 0,000 
Medicina K~nyvkiad6 Rt. Budapest 49800 30 0 0,00 0,00 0,00 0,00 0,000 
EOBER Kft. Budapest 39609 38 17 010 5,33 1,30 323,58 0,58 -37.105 
Gy6ri PATYOLAT Kft. "Gy~r 37 0001 . 16.1 0" 0.00" 0,00 0.00 000 . 0.0.00 



B.2 DEVELOPMENT OF PROCEDURES
 



March 8, 1995 

RECOMMENDATIONS FOR ESTABLISHING EMPLOYEE INVOLVEMENT
 
PROGRAMS IN HUNGARIAN ESOP COMPANIES,
 

BASED ON THE NORTH AMERICAN EXPERIENCE
 

The first phase uf IMPACT IItechnical assistance to the "Project for MORE" 
(Management and Ownership Redefinition for ESOP Companies) of the Share 
Participation Foundation started with the TA answering a series of questions by Share 
Participation Foundation personnel regarding North American practices for introduce in 
the work place productivity enhancement techniques based on employee involvement. 
Annex A gives these questions and answers. This report gives more general 
recommendations to the Share Participation Foundation regarding how to implement the 
"Project for MORE". 

The initial discussions with the Foundation centered mostly on training issues, 
which is not surprising. However, it would be a gigantic mistake to concentrate all of the 
Foundation's efforts on training without promoting introduction of the accompanying 
changes in the structure and governance areas. Those who are to be trained will need the 
opportunity to practice these new skills in the workplace. You need to think through the 
process of what it means to empower the work force and what you intend to have the 
managers and workers do in this new work environment. How will they work together? 
What responsibilities will they share? How will they resolve disputes? Who will 
mediate? What is the appellate process? These questions and many others will need to 
be answered up front or you risk an early demise for the empowerment program. 

Negotiate beforehand with the CEOs of the pilot ESOPs and obtain an agreed 
schedule of training and a commitment to support the process. If they are not willing to 
do that, then you had better rethink your approach to this process. A strong commitment 
to training is the foundation upon which successful ESOPs are built. Training should be 
done by in- house trainers, who must take a "Train the Trainer" course and then 
familiarize themselves with the subject matter. They should also pilot their respective 
modules so as to attain some experience in delivery prior to actually instructing the work 
force. This will give the best chance at success. It is important to have some small 
successes initially in order to have people feel positive about what is happening. Have 
the pilot company's own people develop in-house courses wherever possible, starting with 
the process and the products of that particular ESOP company. It is important that they 
know what they produce, for whom, and how that process fits into what they do at their 
work station. It is further recommended that a two-person training team be used where 
possible, combining one management person and one employee instructing jointly, for 
training employees and management together. This will hopefully send the message that 
"we are in this together" and help to build trust and teamwork. The training may prove 
expensive and therefore you will need to try to get financial assistance wherever possible. 
Certainly the government has a stake in seeing the work force retrained. You may be 
able to exchange trainers and modules among ESOPs, thereby reducing the costs 
somewhat. Similarly, the educational institutions are likely to be interested in a such a 
venture. Look for one that can provide you with the "soft-skill training" required. It is 
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strongly recommended that the Foundation purchase the problem-solving modules of 
"Kepner Trego". These modules have served well in the training program at Algoma 
Steel and have proved to be one of the most popular courses - there is always a waiting 
list to take this course. Perhaps "Kepner Trego" can persuade their government to 
provide their expertise to you; it certainly worth a try. Finally, perhaps it would be wise 
to have each pilot company set up for the "ownership training program" a central cost 
center for the whole company, rather than having each department budget the training. 

Having a "mission statement", goals and objectives gives the whole process a 
sense of direction and an agreed strategic plan which can be referred to if need be. It 
also allows long-range planning of the training, including succession planning for the 
trainers. 

Most North American companies are top-heavy with managers - about a 4/1 ratio. 
The trend through empowerment is towards a ratio of 50/1. Therefore you need to be 
careful about promoting or even filling vacated management positions. The new role of 
managers, including that of the Human Resources Development personnel, is to act as 
resources to many different self-directed teams, and therefore presumably fewer are 
required. These new managers act more as coaches and facilitators than as controllers. 
If your goal is to have the employees solve problems on the shop floor, then you will 
need to truly empower them to do so. In this type of fast-moving processes, all too often 
we overlook the fact that we need to stop and celebrate even our smallest successes or to 
acknowledge a job well done. A simple "thank you" sometimes goes a long way to 
maintaining and even increasing productivity. 

Finally, it is important to find a fair way for the employees to share in the 
financial success of the company. 
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ANNEX A: QUESTIONS AND ANSWERS ABOUT TRAINING PROGRAMS
 

Overview
 

The work plan of the TA involved review of a number of questions compiled by 
the Share Participation Foundation, the focus being on the TA's practical experience and 
therefore its ability to succinctly address the issues raised. 

An additional component of the diagnosis was for the TA to review with the
 
Foundation any problematic issues which could potentially arise pertaining to the
 
questions posed and offer, through its practical experience, possible remedies.
 

Finally, the TA was requested to put forward a suggested "Action Plan" based on 
the information contained in the questionnaire. The questions are recorded below and 
grouped by category. 

A. Design and Implementation of the Training 

What were the aims of your trainingsystem in the start-upphase, and what are they now? 

The aim of the training, then and now, is to provide employees with the necessary 
tools to allow them to make sound decisions. Included in the original package of the 
training was an "ESOP orientation and awareness program" which is no longer applicable 
except if we were to hire new employees. 

What are the key points in designing a trainingprogram? 

Any good training program should include a "Needs Assessment" prior to its 
development. The principle behind sound training practices is to provide timely training 
on an "as-needed" basis. Being able to bring the training to the work site is sometimes a 
necessity. 

Whom and how have you consulted about the trainingmodules and materials? 

We received a number of training proposals from a variety of training providers. 
All were costly and mirrored one another. We decided to only purchase what we could 
not produce in-house ourselves, or materials which it didn't make sense to develop 
ourselves. We purchased licenses from a company called Zenger-Miller for many of the 
"soft skills" and from a company called Kepner-Trego for the problem-solving skills. 

How many Algoma emtrloyees were involved in the design and development of the training 
program? 

A good number of employees were involved in the development phase of different 
modules. When people who had the qualifications expressed a desire to develop specific 
modules they were supported and encouraged to do so. Perhaps as many as fifty or sixty 
individuals made various contributions. 



Describethe process of design and implementation. 

Occasionally entire groups of ten or more work on a module, and at other times it 
may have been a single individual. They did their own research and designed the 
material. Others travelled to places where similar models were being developed and 
joined in the process. In some cases outside expertise was brought in to work with 
individuals and groups. Pilot sessions were always run and adjustments made prior to 
implementing te modules. 

How did you win the support of managementfor the changes? 

The training was clearly spelled out in the agreement which management signed 
and therefore there were few arguments afterwards. A problem did arise however with 
the middle managers because training costs were coming out of their departments budget. 
Some managers refused to release employees for training. 

B. Contents of the Training 

How have the trainersbeen trained to be able to perform in-house training? 

All the trainers received the five day "Train the Trainer" course. Some were also 
trained by outside training providers to deliver the courses we had purchased from them. 

What conditions may influence the success of the training of interpersonalskills, from a 
racial/social/gender/ageperspective? 

There was no perceived conditions of discrimination against any minority group 
who took the interpersonal skills. However, this may be because the law and our 
collective agreement as well as our constitution does not allow it. 

What kind of cultural or other barriers did you experience during implementation of 
training and change of the organizational structure? 

Many barriers were in places and in some cases still exist. None was more 
evident than the barrier between employees and managers. Years of bitterness had built 
up resentments. The employees themselves were occasionally the barriers. Some felt 
they were too old to learn new methods and others simply resisted the change because 
they were comfortable in the old way. 

What are the cultural issues (eg. learning style, management culture, etc.) influencing the 
modules and methodologies? 

No cultural issues were addressed during the development of the modules or 
methodologies. In preparing delivery of the modules, the concentration was on the 
employees' ability to understand the material. Simplicity was the rule. Most of our 
workplace has at least a high school education and therefore few learning difficulties. We 
also offered literacy and numeracy skill training for those who required it. 
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What kind offactors (eg. corporateculture, efficiency, effectiveness) influenced the 
balance Letween "hard"and "soft" training? 

In our mind, one is not more or less important than the other. It isevery bit as 
important for the employees to learn "people skills" as it is for them to learn problem
solving skills. One will not work effectively without the other. 

C. Expectations from and Evaluation of the Training 

Did the traininghelp to meet the expectations ofemployees relatedto the employee 
buyout?
 

Employees had no specific expectations because of their ownership position, 
except that things would be different. However, training and awareness programs
elevated the shop floor workers to the point that they felt comfortable making decisions. 
Training helped create a level playing field. 

How did you find out what the trainingneeds were? 

We knew up front that we would require a lot of "soft skills" and we also knew 
that we wanted to go in the direction of Self Directed Work Teams. We did a nteeds 
assessment up front and we talked to other training providers and groups who had already
embarked on this process. The training requirements for participative management 
programs are quite similar, no matter were you go. 

How do you find out whether the trainingmeets the needs? 

We continually evaluate the training, both upon completion of the course and on 
an ongoing basis in the plant. Feedback allows us to fine-tune the modules, alter or
eliminate some as required. All trainers make recommendations periodically and 
questionnaires are circulated regularly. 

Do you make cost-effectiveness analysisand, ifso, what are the results? 

We do not do cost benefit analysis because if you use this judgement method you
would never do any training. You cannot measure directly the benefits of soft skills 
training and attitude change, but we know that they are beneficial. 

Because of the training and involvement of our employees, we have identified 
through employee suggestions a confirmed annualized savings of 2.2 million dollars, with 
additional potential annualized savings .1f7.5 million dollars which have not yet been 
confirmed. That is in a two year span. 

Has your company curriculum shown any evidence of value added? 

As a direct result of the curriculum and training we have provided our employees, 
our largest customer has doubled his orders with us for the fiscal year 1995. We have 
also received a number of awards from various customers and have been designated as 
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their preferred supplier in terms of quality and reliability. 

D. Planned Change 

What, ifany, was the role of a corporatemission or vision in strategicplanningand 
organizationalchange? 

The language agreed to by the management and the union spelled out in its
 
mission statement and in its goals and objectives, the organizational changes for the
 
company:
 

* creating a learning organization 
* reducing the layers of management 
• reducing the number of front-line supervisors 

How do you make your training effective long term? 

We determine our goals and objectives and plan the training to meet those goals 
and objectives; for example, if the goa) is to establish Self-Directed Working Teams then 
the training is known. 

How didyou build a supportive organizationalstructurefor training? 

We offered the training to everyone who wanted it, and we paid people to train 
during their time off work. We were able to quickly demonstrate the effectiveness of the 
training. We provided assistance to individuals and departments to free up employees to 
go to training. For example, where in some cases it was necessary, we provided 
additional manpower to replace employees who were in tradning. 

What can be some of the factors which positively influence an employee ownership 
culture? 

An understanding and awareness of what are the benefits of employee ownership 
both to the individual and to the company. Turning the company around so that it is 
profitable. Establishing a sense of pride and trust through open and honest 
communication and instituting equality and fairness for all in the workplace will quickly 
improve morale and atmosphere. 

What kind of communication structure related to traininghave you built to getfeedback? 

We have created a training catalogue and made all of the training contained in it 
available to everyone. We also have an internal electronic communication system which 
highlights all of the training offered as well as a schedule of the training. Every
employee has been trained to use this e-mail system and this allows employees to sign up
for courses from the job site. Finally, we have training coordinators who in some cases 
schedule whole teams for training together. 

A.4 



Describe the overall communicationssystem of your company. 

Our main communication tool is our e-mail system. It provides the opportunity 
for individuals to communicate with each other, as well as the for company and for task 
forces to communicate news through general-access electronic bulletin boards. We also 
utilize in-plant newsletters and we regularly hold town hall meetings as well. In-house 
department bulletin boards are also utilized. 

N.B.- the importance of communicating informationto the employees cannot be over 
emphasized. 

E. Organizational Problems 

What were the expectations of different groups of managersand employees before, during 
and after the buyout? 

Managers expected to lose many jobs and employees expected to control the plant. 
Eventually, the managers saw that they would be treated humanely and the employees 
realized that ownership did not necessarily mean control. Collectively they own the 
company, but individually they are only shareholders. Attrition was adopted as the 
method of downsizing, and governance issues wen, addressed. 

What drives training decisions in an ESOP context? 

Any organization's training decisions are driven by its goals and objectives. If 
you don't know were your going, how can you get there? 

Our goals and objectives were to push the decision making down to the shop floor 
and to develop self directed work teams throughout the organization. We also had the 
objective of creating a highly skilled, highly trained, flexible work force capable of 
making operating decisions on a day-to-day basis. 

Have you identified the company problems? 

The problem was quite clear to everyone: make the company profitable and viable 
in the long term or perish. Specific problem solving was left to individual departments, 
as we had stated in our goals and objectives. Occasionally problems of a greater 
magnitude or involving customers and two or three departments was also attended to by 
upper management. 

What problems did the company identify in the start-upphase, and who was involved in 
the identification? 

Everyone's focus was on creating a viable company. Individual departments 
looked at their respective areas ;nd solved problems were possible. This is an ongoing 
process. 
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Wat kind ofproblems can be tcckled by training? 

Any type of problem can be tackled using the Kepner-Trego "Problem Solving and 
Decision Making" process or the "Analyticai Trouble Shooting" process. Both courses 
are part of the problem-solving methodology offered by Kepner-Trego and they do have a 
training consultant in Europe. 

How can a balance be found bew2en employee empowerment, managerial control and 
actions on market challenges? 

The compaies which find this balence will meet and exceed the challenges of the 
market place. However, managerial control is not synonymous with employee 
empowerment. Responsibilities are assigned to both groups, but the role of the manager 
becomes one of coach, facilitator and resource to the employees. Employees who are 
empowered actually require less control by management. That is the concept of 
empowerment. 

What is the organizationalstructure andprocess of training ? 

We have a joint training department comprised of managers and workers, 
administered by the Human Resources Development Department which takes direction 
from the Joint Steering Committee. The training department is expected to meet the 
needs of its customers, namely the employees. If necessary, the trainers go to the job 
site. 

F. Organizational Structure 

What can be or should be the employee promotion and evaluation (management/shop 
floor) process in an ESOP context? 

Managers should be selected because of their people skills and they should be the 
best persons for the job. However, the goal is to reduce indirect labor costs as much as 
possible and to proceed with an empowered self - directed work force. 

What can be the intrinsicand extrinsic incentives and rewards? 

There are any number of reward systems. Employees should be allowed to share 
in the financial success of their efforts by means of "gainsharing programs" and "profit 
sharing". Other rewards may consist of site visits to other plants, worker exchange 
programs, all of which will also ultimately result in some payback to the company in the 
form of new ideas. Sometimes a simple "thank you" will suffice. Recognition is 
important. 

How does Human Resources Development managementfit into the authority/responsibility 
structure in an ESOP context? 

The HRD department still has the responsibility to maintain order in the company 
and to deal with unruly employees, hopefully in a fair and reasonable manner befitting an 
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employee company. It is also charged with the task of removing barriers to 
empowerment, providing training, and developing programs and addressing the needs of 
the employees. It should become an additional resource to the employees who seek to be 
empowered. 

What are the necessary size, financing, hiring and promotion of stafffor the new 
managem:7t and trainingsystem? 

Trainers should be selected from the shop floor and taken off the job as needed to 
do the training. Different employees should be used to deliver different modules. 

Costs will be incurred in training these individuals and in purchasing outside 
training expertise; however, the payback is potentially not far down the road. Training is 
an investment much like any other, but training has the potential for a relatively quick 
payback. No additional HRD staff is required. Training may be shared with other 
sources in order to keep costs down. In some cases the company may be able to recoup 
some training cost by providing trainers to others. 
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B.3 COMPANY IDENTIFICATION
 



List of 16 ESOP companies selected, ranked by Owners' Equity
 

ESOP companies 
Owners' 
Equity 

Number of 
Employees Cash-flow I. 

Profitab iity
of Owners'Equity 

Liquidity of 
CurrentLiabilities I. 

Ratio of 
ExternalResources 

Profit to Sales 
income n 

Number o 
Number ofEmployees 

(HUF' 000) 1 (HUF' 000) (%) (%) (%) (HUF' 000) 
MMG AM Rt. 4 413 9661 2950 1 781 503 0,C0 2,17 22.80 0,52 54,388 
BakonyMivek Rt. 3 049 939 - 2-45-0 - 1-11-36661,01 1,75 21,70 3-.61 102,589 
PEMU Kft. 

Vegy~pszer_-R Jt. 

P tria Nyomda Rt. 

1 462000 
gypszerR.1 423256 

I___ 

1 172354 
__ 

1 480
3537 
3_537_7 

817 

0
1377823 

__2 

371 097 

0,00
1,72 

7.51 
__32__56 

0,00
1,19 

1,33 

0,00
176,56 

53,94 

0,00
1,29 

5.71 

0,000
125,026 

302,426 
OREX RI. 948049 586 288 675 3.04 2,21 52,27 3,49 364,445 
Zalaiparker Rt. 748 442 508 94 330 3,86 1.36 44,29 2,01 198,325 
Grafika Rt. 641 267 250 209755 8,41 1,59 51,88 4.62 379,500 
Kecskem~ti Parketta Kft. 385 248 365 0 0,00 0,00 0,00 0,00 0.000 
Gyori Agroker Rt. 367899 108 0 0,00 0,00 0,00 0,00 0,000 
AGROKER Szombathely Rt. 353 361 91 56 532 8,68 1,61 69,56 3,61 534,725 
Vizkutat6 6s Ftir6 Rt. 323 159 389-138 814 -13,50 0,64 60,35 -15,86 -73,576 
HHTFORRS FUSZ RTKft. 295893 -- 216 0 0,00 0,00 0,00 0,00 0,000 
AgroinvestRt. 192611 60 __50 563 2,00 0,97 334,45 3,06 -627,783 
HARTECH Rt. 
ELIBER Kft. 

162 626 
39609 

450 
38, 

27662 
17 010 

0,20 
5,33 

2,04 
1,30 

43,71 
323.58 

0,27 
0.58 

1,091 
-37.105 

4
 



List of 16 ESOP companies selected, ranked by Cash-flow I. 

Owners' Number of Profitability Liquidity of Ratio of 1 
ESOP companies E rst Nmberyofs Cash-flow I. of Owners' Current External Pr oe of toN erEquity Employees Equity Liabilities I. Resources Income of Employees 

(HUF' 000) (HUF' 000) (%) (%) (%) (HUF' 000)
MMG AM Rt. 4 413 966 2 950 1 781 503 0,00 2,17 22,80 0,52 54,388
Vegydpszer Rt. 1 423 256 3 537 1 377 823 1,72 1,19 176,56 1,29 125,026 
Bakony MOvek Rt. 3 049 939 2 450 1 116 366 1,01 1,75 21,70 3,61 102,589
P~tria Nyomda Rt. 1 172 354 817. 371 097 7,51 1,33 53,94 5,71 302,426
OREX Rt. 948 049 586 288 675 3,04 2,21 52,27, 3,49 364,445 
Grafika Rt. 641 267 250 209 755 8,41 1,59 51,88 4,62 379,500
Vfzkutat6 ds Ftr6 Rt. 323 159 389 138 814 -13,50 0,64 60,35 -15,86 -73,576
Zalaiparker Rt. 748 442 508 94 330 3,86 1,36 44,29 2,01 198,325 
AGROKER Szombathely Rt. 353 361 91 56 532 8,68 1,61 69,56 3,61 534,725
Agroinvest Rt. 192 611 60 50 563 2,00 0,97 334,45 3,06 -627,783
HARTECH Rt. 162 626 450 27 662 0,20 2,04 43,71 0,27 1,091
EUBER Kft. 39 609 38 17 010 5,33 1,30 323,58 0,58 -37,105
PEMU_Kft. 1 462 000 1 480 0 0,00 0,00 0,00 0,00 0,000
Kecskemdti Parketta Kft. 385 248 365 0 0,00 0,00 0,00 0,00 0,000 
Gy6ri Agroker Rt. 367 899 108 0 0,00 0,00 0,00 0,00 0,000
H TFORRAS FOSZtRT Kft. 295 893 216 0 0,00 0,00 0,00 0,00 0,000 



--- 

List of 16 ESOP companies selected, ranked by Profitability of Owners' EquityOwners' Number of Profitability Liquidity of Ratio of tESOP companies Cash-flow I. of Owners' Current External Profit to Sales Profit to NumberEquity Liabilities I. Resources Income of Employees(HUF' 000) (HUF 000) (%) (%)AGROKER _SzombathelyRt. (%) (Hb, 000)353 361 91 
Grafika Rt. 

56 532 _ 8,68 1,61 69,56 3,611 534,725t--__--641 
 267 250 209_755
P tria_ _NyomdaRt. 

8,41 1,59 51,88 4. -12 379,5001 172 354 817 371 097 7,51 1,33 53,94EOBER Kft. 5,71 302,42639 609 38 17 010 5,33- 1,30 323,58 0,58Zalaiparker Rt. -37,105748-442 508 94 330 
OREX Rt. 

3,86 1,36 44,29 2,01 198,325948 049 586 288 675 3,04 2,21 52,27 3,49Agroinvest Rt. .... _ 
364,445192 611 60 50-563 2,00 0,97 334,45 3,-06Vegy6pszerRt - . -627,7831 423 256 3 537 137 7-823 1,72 1,19 176,56BakonyM OvekRt. 1,29 125,0263 049 939 2 450 1116 "366 1_01 1,75 21,70 3,61HARTECH_Rt. 6 102,589162 626 450 27 662 0,20 2,04 43,71M M G AM Rt. _ _ 0,27 1"091413 966 2 950 1 781 503 0(,0 2,17 22,80PEMU Kft. 0,52 54,3881 462 000 1 480 0 0,00 0,00 0,00 0,000Kecskem Parketta Kft. 385 248_ti 365 0 0,001 0,00 0,00Gy6ri Agroker Rt. 0,00 0,000367 899 108 0 0,00 000 0,00HITF -ORIA-S 0,00 0,000.FUSZI RT Kft. 295 893 216 0i 0-,)0 001 0,00 0,00Vfzkutat6 Ftr6-sRt. 0,000323 159 389 138814 -1350 0,641 60,351 -15,861 -73,576 

-. 
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List of 16 ESOP companies selected, ranked by Liquidity of Current Liabilities 
Owners' Number of
ESOP companies Profitability I Liquidity of Ratio of Profit to Sales Profit to Number 

ESOPEquity EmployeesEqiyEpoesEquityI Cash-flow I. of Owners' CurrentLiabilities 1.I ExternalResources F IncIncome of Employees 

OREX.Rt. 
MMG AM Rt. 
HARTECH Rt. 
Bakony MOvek Rt. 
AGROKER Szombathely Rt. 
Grafika Rt. 
Zalaiparker Rt. 
P~tria Nyomda Rt. 
EUBER Kft. 
VegydpszerRt. 

Agroinvest Rt. 
Vfzkutat6 6s Ftir6 Rt. 
PEMO Kft. 

(HUF' 000) 
948 049 

4413 966 
162 626 

3 049939 
353 361 
641 267 
748_442 

1 172 354 

39 609 
1 423 256 

192 611 
323 159 

1 462 000 

586 
2 950 

450 
2 450 

91 
250 
508 
817 

38 
3 537 

60 
389 

1 480 

(HUF 000) 
288 675 

1 781 503 
27 662 

1 116 366 
56 532 

209 755 
94 330 

371 097 

17 010 
1 377 823 

50 563 
138 814 

0 

(%) 
3,04 
0,0 
0,20 
1,01 
8,68 
8,41 
3,86 
7,51 

5,33 
1,72 
2,00 

-13,50 
0,00 

2,211 
2,17 
2,04 
1,75 
1,61 
1,59 
1,36 
1,33 

1,304 
1,191 
0,97-
0,64 
0,00 

(%) 
52,27 
22,80 
43,71 
21,70 
69,56 
51,88 
44,29 
53,94 

323,58 
176,56 

334,45 
60,35
0,00 

(%) 
3,49 
0,52 
0,27 
3,61 
3,61 
4,62 
2,01 
5,71 

0,58 
1,29 
3,06 

-15,86
0,00 

(HUF' 000) 
364,445 
54,388 

1,091 
102,589 
534,725 
379,500 
198,325 
302,426 

-37,105 
125,026 

-627,783 
-73,576

0.000 
Kecskem~ti Parketta Kft. 
Gy6ri Agroker Rt. 
HKTFORRAS FOSZtRT Kft. 

385 248 
367 899 
295 893 

365 
108 
216, 

0 
0 
0 

0,00 
0,00 
O,o 

0.00 
0,00 
0,00 

0,00 
0,00 
0,00 

0,00 

0,00 

0,00 
0,00 
On0,00 
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List of 16 ESOP companies selected, ranked by Ratio of External Resources 
Owners' Number of Profitability Liquidity of Ratio of i 

ESOP companies Erst NmberyofsCash-flow I. of Owners' Current External Profit to Sales Profit to NumberEquity Employees Eut Libite . Rsrcs Income of EmployeesEquity Liabilities 1. Resources 
(HUF' 000) (HUF' 000) (%) %) (%) (HUF' 000)

Agroinvest Rt._ 192 611 60 50 563 2,00 0,97 334,45 3,06 -627,783
EUBER Kft. 39 609 38 17 010 5,33 1,30 323,58 0,58 -37,105
Vegy~pszer Rt. 1 423 256 3 537 1 377 823 1,72 1,19 176,56 1,29 125,026
AGROKER Szombathely Rt. 353 361 91 56 532 8,68 1,61 69,56 3,61 534,725 
Vfzkutat6 ds Ftir6 Rt. 323 159 389 138 814 -13,50 0,64 60,35 -15,86 -73,576
P6tria Nyomda Rt. 1 172 354 817 371 097 7,51 1,33 53,94 5,71 302,426
OREX Rt. 948049 586 288675 3,04 2,21 52,27 3,49 364,445 
Grafika Rt. 641 267 250 209755 8,41 1,59 51,88 4,62 379,500
ZalaiparkerRt. 748442 508 94330 3,86 1,36 44,29 2,01 198,325 
HARTECH R-. 162 626 450 27 662 0,20 2,04 43,71 0,27 1,091 
MMG AM_Rt. 4413966 2 950 1_781_503 0,00 2,17 22,80 0,52 54,388
Bakony MOvek Rt. 3049 939 2 450 1 116366 1,01 1,75 21,70 3,61 102,589
PEMU Kft. 1 462000 1 480 0 0,00 0,00 0,00 0,00 0,000 
Kecskemdti Parketta Kft. 385 248 365 0 0,00 0,00 0,00 0,00 0,000
Gy6ri Agroker Rt. 367 899 108 0 0,00 0,00 0,00 0,00 0,000
HItTFORRAS FOSZtRT Kft. 295 893 216 0 0,00 0,00 0,00 0,00 0,000 
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List of 16 ESOP companies selected, ranked by Profit to Sales Income 
ESOPcompaniesOwners'Number of____ _ Profitability Liquidity of Ratio of 

ESOP companies 
Equity Employees Cash-flow I. of Owners'Equity CurrentLiabilities I. ExternalResources Profit to Sale,Income Profit to Numberof Employees 

P~tria Nyomda Rt. 
(HUF' 000) 

1 172 354 817 
(HUF' 000) 

371 097 
(% 

7,51 1,33 
(%) 

53,94 
(%) 

5,71 
(HUF' 000) 

302,426 
Grafika Rt. 
AGROKER Szombathely Rt. 
Bakony Mqvek Rt. 
OREX Rt. 
Agroinvest Rt. 

641 267 
353 361 

3 049 939 
948 049 
192 611 

250 
91 

2 450 
586 

60 

209 755 
56 532 

1 116 366 
288 675 

50 563 

8,41 
8,68 
1,01 
3,04 
2,00 

1,59 

1,61 

1,75 
2,21 
0,97 

51,88 

69,56 
21,70 
52,27 

334,45 

4,62 

3,61 
3,61 
3,49 
3,06 

379,500 
534,725 
10-2,589 
364,445 

-627,783 
Zalaiparker Rt. 
Vegy~pszer Rt. 

748 442 

1 423 256 
508 

3 537 
94-330 

1 377 823 
3,86 
1,72 

1,36 
1,19 

44,29 
176,56 

2,01 
1,29 

198,325 
125,026 

EUBER Kft. 
MMGAM Rt. 
HARTECH Rt. 
PEMU Kft. 

39 609 
4 413 966 
162 626 

1 462 000 

38 
2 950 
450 

1 480 

17_010 
1 781 503 

27 662 
0 

5,33 
0,00 
0,20 
0,00 

1,30 
2,17 
2,04 
0,00 

323,58 
22,80 
43,71 

0,00 

0,58B-
0,52 
0,27 
0,00 

-37,105 
54,388 

1,091 
0,000 

Kecskem~tiParketta Kft. 
Gy~ri Agroker Rt. 
HTFORRASFOSZ RT Kft. 

385 248 

367 899 
295 893 

365 

108 
216 

0 
0-
0 

0,00 
0,00 
0,00 

0,00 
0,00 
0,00 

0,00 
0,00 
0,00 

0,00 
0,00 
0,00 

0,000 
0,000 
0,000 

Vfzkutat6 ds FLr6 Rt. 323 159 389 138 814 -13,50 0,64 60,35 -15,86 -73,576 



List of 16 ESOP companies selected, ranked by Profit to Number of Employees 

ESOP companies Owners' Number of Cash-flow I. 
Profitability 
of Owners' 

Liquidity of 
Current 

Ratio of 
External Profit to Sales Profit to Number of 

Equity 
(HUF' 000) 

Employees 
(HUF' 000) 

Equity
(%) 

Liabilities I. Resources 
(%) 

Income 
(%) 

Employees
(HUF' 000) 

AGROKER Szombathely Rt. 
Grafika Rt. 
OREX Rt. 
Ptria Nyomda Rt. 
Zalaiparker Rt. 
Vegyepszer Rt. 
Bakony Mfvek Rt. 
MMG AM Rt. 
HARTECH Rt. 

PEMU- Kft. 

Kecskem ti Parketta Kft. 
Gybri Agroker Rt. 
H-TFORRAS FOSZIRT Kft. 
EUBER Kft. 
Vfzkutat6 ds Ftjr6 Rt. 
Agroinvest Rt. 

__3 

353 361 

641 267 
948049 

1 172 354 
748 442 

1 423 256 
049 939 

4 413 966 
162 626 

1 462 000 
385 248 

367 899 
295 893 

39 609 
323 159 
192 61 1 

91 

250 
586 
817 

508 
3 537 
2 450 

2 950 
450 

1 480 
365 

108 
216 

38 

389 
60 

56 532 

209 755 
288 675 
371-097 

94330 
1 377 823 
1 116 366 

1 781 503 
27 662 

0 

0 

0 

0 
17010 

138 814 
50 563 

8,68 

8,41 

3,04 
7,51 
3,86 
1,72 

1,01 

0,00 
0,20 

0,00 
0,00 

0,00 
0,-00 

5,33 
-13,50 

2,00 

1,61 

1,59 

2,21 
1,33 
1,36 
1,19 

1,75 

2,17 
2,04 

0,00 
0,00 

0,00 
0,00 

1,30 
0,64 

0,97 

69,56 

51.88 

52,27 
53,94 
44,29 

176,56 
21,70 

22,80 
43,71 

0,00 
0,00 

0,00 
0,00 

323,58 

60,35 
334,45 

3,61 

4,62 
3,4.9 
5,71 

2,01 

1,29 
3,61 

0,52 
0,27 

0,00 
0,00 

0,00 
0,00 

0,58 
-15,86 

3,06 

534,725 

379,500 
364,445 
302,426 
198,325 
125,026 
102,589 

54,388 
1,091 

0,000 

0,000 

0,000 
0,000 

-37,105 
-73,576 

-627,783 



Selection criteria and reasons for selection 
for technical assistance
 

Attachment to the List of 16 ESOP companies selected
 

Selection criteria: 
* 	 recent export activity and expectations of management about future export 

activity (see the attached 'Report on Survey of Export Activity') 

* 	 interest of company management in obtaining technical assistance (see: as 

above) 

* six financial indicators (see: financial analysis below) 

" personal feelings coming from visits and previous direct contacts 

Export activity in Hungary, a small country offering a narrow, competitive and 

open market is a very important thing not only for the whole economy but for 

ESOP companies as well. So we think that technical assistance should be provided 

mainly to the companies with significant export activity because it is reasonable to 

expect that a proper kind of technical assistance can quickly improv'e the 

performance of these companies, if they use it partly to develop their foreign 

market activity. So later other ESOP companies can learn very much from the 

experience of these companies. The reason why we chose six financial indicators 

as selection criteria is the same as the reason why we chose export activity. The 

expressed interest and the demand for technical assistance is welcomed 

everywhere; the commitment to using the experience of technical assistance can 

guarantee the success of our activity. The personal feelings worked as a check 

point in selection. 

Nevertheless, you can see, for example, that the performance of some companies 

is not very good, that is: it was not necessary for a company selected in this group 

to reach a good value in each four selection criteria, but we took into account the 

particular combinations of these selection criteria. The beter each selection 

criteria is, the better are the chances that the company obtaining technical 

assistance can get real help to improve its performance in the very near future. 



Financial analysis of 16 ESOP companies selected 

Table 1 - Cash-flow 1. 

Categories by Number of Breakdown* Average** 

value of indicator companies (%) UF'000) 

Negative 0 0.00 0 

Positive 12 75.00 459,427 

Subtotal 12 75.00 459.427 
0 0 0.00 0 

No data 4 25.00 0 

Total 16 100.00 1 
* Hereinafter breakdown means breakdown of number of companies. 

** without 'No data' 

We possess no financial data about one-fourth of the 16 companies that remained 

after the third round of selection. According to the information in our possession, 

we may state that the hightly capital-intensive companies are overrepresented in 

this smallest sample, which is clearly shown by the 14% increase of the average 

cash-flow. The reason for this is that 3 of the 4 companies with the highest cash

flow figures were selected into this sample, and due to the small number of 

elements the companies with low cash-flow figures have less effect in lowering the 

average.
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Table 2 - Profitability of Owners' Equity 

Categories by Number of Breakdown 
value of ratio (%) companies (%) 

Negative 1 6.25 

0 1 6.25 

0,01-1,99 3 18.75 

2,00-4,99 3 18.75 

5,00-9,99 4 25.00 

10 and over 0 0.00 

No data 4 25.00 

Total 16 100.00 

This indicator of the profitability of capital is the highest in this small sample, 
although the sample includes a company, namely Vizkutat6 6s Ffir6 Rt, which has 
a negative figure of 13.5%. The primary reason for the improvement of this 
indicator is that the highly capital-intensive companies with low profitability carry 
less effect, and the ratio of the companies with high profitability grew. 

Table 3 - Liquidity of Current Liabilities I. 

Categories by Number of Breakdown 
value of indicator companies (%) 

0 0 0.00 
0,01-1,99 9 56.25 

2,00-4,99 3 18.75 
5 and over 0 0.00 

No data 4 25.00 

Total 16 100.00 

The listing of the companies according too liquidity has changed. In two of the 
companies the value of current assets is lower than that of the liabilities, in seven 
companies the liquidity of current liabilities ranges from 1.2 and 1.75, that is, 
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lower than the minimum needed for safe operation, but in three companies this 
indicator is over 2. 

Table 4 - Ratio of External Resources 

Categories by Number of Breakdown 
value ofratio(%) companies (%) 

0 0 0.00 

0-30 2 12.50 

31-50 2 12.50 

51-100 5 31.25 

100 and over 3 18.75 

No data 4 25.00 

Tctal 16 100.00 

The average ratic of external resources in this sample is 53.9%, which is the 
highest value obtained in all the data bases. The increase of this index is due to the 
decreasing effect of the companies with low indebtedness. 62.2% of the total 
capital operates in the four companies in which the ratio of liabilities to owners' 
equity does not exceed 50%, which is not a bad rate. In the five companies 
operating one-fourth of the total capital the ratio of liabilities ranges from 50 to 
100% . The three companies with liabilities higher than their owners' equity are 
still present in this sample, and these unstable companies operate 12.3 of the Total 

capital. 
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Table 5 - Profit to Number of Employees 

Categories by Num!-er of Breakdown 

value of ratio companies (%) 
(HUF 000) 

Negative 3 18.75 

0 0 0.00 

1-49 1 6.25 

50-99 1 6.25 

100-499 6 37.50 

500 and over 1 6.25 

No data 4 25.00 

Total 16 100.00 

Profitability is the highest in this samplc, the average being HUF 132,000/person. 

As compared to the previous samples, a significant change has occured, namely 

that now only one of the companies with figures less than HUF 100,000/person 

has remained. In other words, the less efficient large firms dropped out, and the 

number of the most profitable and the money-losing companies have remained the 

same. 

Table 6 - Profit to Sales Income 

Categories by Number of Breakdown 

value of ratio (%)j companies I (%) 

Negative 1 6.25 

0 0 0.00 

0,01-1,99 4 25.00 

2,00-4,99 6 37.50 

5 and over 1 6.25 

No data 4 25.00 

Total 16 100.00 
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The profit to sales income figures on the companies are rather low. One-fourth of the 
companies were not able to realize even a I per cent margin in its markets, and even the 
most profitable of the companies have a profit ratio of 5.7%. 
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Executive Summary 

Up to the 1994 Parliament elections the privatization of the public sector reached the 
stage where the privatization process of most companies to be fully privatized was completed 
or majority private ownership was established. These companies are mostly small or medium
sized ones. 

On the other hand the privatization of companies remaining fully or partially in state 
ownership was slow and stayed in the initial phase, the process for the public service companies
just started. The State Property Agency (SPA) that had been in charge of privatization of state 
owned companies since 1990 was bifurcated in August 1992, which had an obvious impact on 
the privatization process. As a result of the bifurcation the privatization of companies rnmaining
in state ownership in the long run got in the scope of authority of the State Trustee Joint Stock 
Company (AVRt). The management of AVRt has been replaced several times since then and 
along with that the policy has changed as well (whether the companies should be reorganized
first and then be privatized or just be privatized at their present state). 

The Hungarian privatization was consistent all along in one concept: except for the 
employee preferences the method of privatization was tendering and sales based on market 
principles. 

It follows from these premises that significant privatization and employee ownership as 
its part came to existence only at the SPA. However, the AVRt. also introduced its concept of 
acquiring ownership rights by employees in the spring of 1994, the title of which was "Property
Acquisition by Employees at AVRt. companies" but to our best knowledge this concept was 
never applied since there were no cases of privatization. Attempts had been made to request
from AVRt. the establishment of employee ownership witt: preferences at some large companies
before the tender for privatization was invited but these attempts failed as well. 

Government decrees and AVRt. decrees in compliance with the government decrees 
regarding privatization of national public service companies and as its part the establishment of 
employee ownership with preferences were passed last year after Parliament elections. To our 
understanding these initiations never had any results. (We were involved in initiations like this 
ourselves.) 

Simmarizing the above-mentioned we can conclude that despite the privatization process, 
up to date there has been no preferential property acquisition by employees or privatization at 
companies that remain partially in state ownership in the long run and are managed by AVRt. 
Experience of this kind is known only at SPA, which - as it is well-known - merged into the new 
privatization organization, the State Privatization and Trustee Rt., which is the legal successor 
of AVRt. This way we think lessons learnt so far will be made use of by the new privatization 
organization as well. 
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In this essay we will take as a base the practice of SPA, the new privatization law in 
effect and its related laws - the Civil Code, the Law on Business Organizations, the ESOP Law. 

We gained our experience from contributing through our law office to the transformation 
of 30 large state owned companies, and to cases of privatization resulting in employee or 
management majority ownership (ESOPs and MBOs). Dr. Bertalan Retter's experience also 
provided excellent resource for our essay. Dr. Retter as a business consultant - partially thf:ough 
our law office - has also taken part in the transformation of several state owned companies and 
in privatization cases which resulted in employee or management majority ownership. 
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Section I. - Purpose of the Essay 

The purpose of the essay is to analyze and define the main contractual and financing 
relations in case of a privatized company' between the ESOP2 and the co-owners as a 
consortium, between the consortium and its members and the company. 

Despite of the above stated purpose of the essay we do not intend to give model contracts 
and suggestions how they should be used, since there was already an attempt by the Legal 
Directorate of SPA3, which wau terminated with the new Privatization Law' coming into effect 
(hereinafter: PL), to attach model contracts to the tenders, compulsory to use. This attempt 
failed, because in order to overprotect the interest of the government as usual the one inviting 
the tender used general contractual criteria which would have shut down the operation of any 
company. All bidders considered these model contracts unacceptable and they unitedly refused 
to use them. 

In accordance with Paragraph 5(1), Law Decree no. 2 of 1978 on the Implementation of 
the Civil Code5 general contractual criteria can be impugned in court by the aggrieved parties 
or the Supreme Prosecutor, the Chamber of Commerce, economic representations of interests, 
trade unions and the national organizations or federations representing citizens' interests. The 
impugnment in court never happened because the Legal Directorate of SPA relinquished the 
application of the model contracts. 

The essay will analyze the legal principles and the aspects expedient to define in a 
consortium, syndicate, share ownership, etc. contract related to privatization. 

'In this essay by "company" we mean all forms of enterprises (different business organizations, cooperatives, state 
owned companies, etc.) 

'In a strict sense it means only the ESOP Organization defined in Law IV of 1992 on ESOPs, in this essay we use 
the broader sense, which means preferential property acquisition facilities by a group ofemployees at their own company. 

3State Property Agency 

"It is Law no. XXXIX of 1995 on the Sales of Stated Owned Entrepreneurial Assets. 

5Law no. IV of 1959 on the Civil Code of the Hungarian Republic. 

6 



Section 11. - Typical Contractual Relations, Financing Mechanisms and Financial
 
Transactions Related to Property Acquisition by the ESOP Organization and their
 

Exercising of Ownership Rights
 

A. 	 Typical Contractual Relations and Contracts Related to Property Acquisition by the 
ESOP Organization and their Exercising of Ownership Rights 

The ESOP Organization will establish the following typical contractual relations with its 
neighboring parties in connection with property acquisition by employees and their exercising 
ownership rights: 

* 	 with the State Trustee Organization: 
- shares, business shares sales-purchase pro forma contracts or contracts 
- syndicate contracts and employee share ownership agreements 

* 	 with creditorbanks: 
-	 credit and loan agreements 

contracts of bailment 
- pledge and mortgage deeds 
- bailment agreements 

* 	 with thirdparty co-owners 
- consortium contracts 
- syndicate contracts 
- credit and loan agreements 
- shares, business shares sales-purchase pro forma contracts or contracts 

• 	 with the company itself. 
- credit and loan agreements 
- shares, business shares sales-purchase pro forma contracts or contracts 

* 	 with co-owner employees participatingin ESOP: 
- syndicate contracts 
- shares, business shares sales-purchase pro forma contracts or contracts 

* 	 with not co-owner (thirdparty) naturaland legalpersons: 
- agreements to support the ESOP organization 
- shares or business shares sales-purchase contracts 
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Chart 1.
 
Contractual Relations
 

As a conclusion we can state that the typical contracts related to privatization are the 
following: 

1. 	 consortium contracts 
2. 	 syndicate agreements 
3. 	 shares, business shares sales-purchase pro forma contracts, (share ownership agreements) 

contracts, 
4. 	 credit and loan agreements, 
5. 	 contracts of bailment 
6. 	 pledge and mortgage contracts, 
7. 	 bailment agreements, 
8. 	 guarantor contracts. 



B. Typical Financing Facilities and Financial Transactions Related to Property 

Acquisition by the ESOP Organization and Their Exercising Property Rights 

Bi. Financing Facilities 

The Privatization Law lists the preferential privatization facilities in the following order: 

0 sales with instalment payment facility 
* sales with retaining ownership (privatization lease purchase)
• management, employee buy out 
* preferences for property acquisition by employees 
* Existence-credit 
* Employee Stock Ownership Plan (ESOP) 

In Article No. 38 of the Privatization Law it is stated that preferential facilities can be 
used when small and medium-sized companies (belonging to the circle which is defined later) 
cannot be sold for cash in the first round. 

According to Article No. 37 of the Privatization Law those companies belong to this 
category 

a.) whose quLity does not exceed HUF 600 million and
 
b.) where the number of full-time employees does not exceed 500 on an annual average.
 

The Hungarian Privatization and State Holding Company makes a separate decision about 
companies which do not belong to the circle defined above. 

As it is stated in the Privatization Law private owners can use the following financing 
facilities in accordance with the requirements of the tender invitation: 

a.) cash payment 
b.) purchase with instalmentpayment 
c.) E-credit payment (The total amount of E-credit for all buyers (except for ESOP) cannot 
exceed HUF 50 million. In the case of ESOP 50% of the purchase price can be paid with E
credit) 
d.) payment with compensation coupons on the basis of Article No. 2, point i.) of the 
Privatization Law and the Compensation Law. 

In privatization practice, however, only a minor percentage of the purchase price could 
be paid with compensation coupons. 

Cash payment means that the applicant pays the purchase price from his own resources 
or from credits given by banks, with the exception of the E-credit. 

VJ
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From among the privatization facilities listed above 

a.) the following techniques are considered to be sales
 
with instalment payment facilities:
 

• sales with instalment payment 
* privatization leasing

* 
 individual employee buy-out which is described under the title "Preferences for gaining 

employee ownership" 

b.) management and employee buy-out means payment in cash 

c.) purchasing property for E-credit is a preferential financing mechanism which is special at the 
same time because the State Property Agency cannot keep the purchase price coming in from
the E-credit. According to the current regulations the installments must be used for decreasing
the national debt. That is why the installments are due to the Hungarian National Bank. 

The ESOP Law contains regulations about financing mechanisms with E-credit and instalment 
payment. The SPA practice, however, made it possible for ESOP organizations to use all of the 
financing mechanisms listed above, in accordance with the regulations of the invitation for 
tender. 

B2. Typical financial relations resulting from financing mechanisms 

By the privatization of state property and by exercising the rights of employee owners 
ESOP organizations form specific financial relations with 

* the national property agency 
• the bank which gives credit 
* third person co-owners 
• co-owner employees 
* the employer company 
• third persons who are not co-owners 

The most important specific financial relations are the following: 

• with the nationalproperty agency: 
- the potential buyer pays deposit as a precondition for bidding 
- after winning the bid he pays the total overdue purchase price in cash or he pays the 

installments in cash 
- in case of unsuccessful bidding the deposit is paid back to the bidder 
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with the creditor: 
the bank fulfills its payment obligations on the basis of the bank guarantee 
the bank: provides credit for the buyer 
the debtor repays the credit to the bank 

* with thirdperson co-owners: 
- the ESGP fulfills payment obligations imposM on it instead of the consortium partner on 

the basis of joint responsibility 
- the consortium partner repays the payment obligation already fulfilled by ESOP 
- the consortium partner fulfills payment obligations instead of the ESOP on the basis of 

joint responsibility 
- the ESOP repays the payment obligation already fulfilled by the consortium partner 
- settling up the selling price of stock or business shares sold to a third person by the 

ESOP orgamization 
settling up the purchase price of stock or business shares sold to the ESOP organization 
by a third person 

with the employer company.
fulfilling payment obligaions as guarantors or cash guarantors instead of the ESOP 
organization 
the ESOP organization settles its previous debt 
transfer of dividends and cash from the pre-tax profit to an extent of 20% of the 
corporate tax base, the profit and capital reserves 

* with co-owner employees who are ESOPparticipants: 
- participants' pay using their own resources 
- settling up the purchase price of stock or bus'ness shares repurchased from former and 

present participants 
as a place for paying personal income tax personal income tax is deducted here and 
transferred to the tax authorities 
the remaining cash on the former participant's share account is paid at the final 
settlement of the account 
in case of selling stock or business shares the buyer pays the selling price 

with naturaland legal entities who are not co-owners (thirdpersons): 
support paid in by third persons 
settling the selling price of stock or business shares in case they are sold to third persons 

From the perspective of the present study the following typical financial activities are of special 
importance: 

financialactivities related to the purchaseof conitIany shares by the ESOP organization 
with credit or instalmentpayment 
financialactivities relatedto the repayment or settlement of the company debt: 
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a.) payment liabilities met by the 17SOP organization as debtor 
b.) payments made by the ESOP organization instead of others 
c.) payments to the ESOP organization 
d.) payments made by others instead of the ESOP organization 
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Chart 2. 

FINANCIAL RELATIONS 

State Asset Management Bank 

*guarantee 
edividends 

egiving cash 

*deposit *repayment 
egiving loan *bank guarantee 
-installments 
*purchase price in arrears 
*repaying deposit 

Employer company 

ESOP Organization *own resources 
*repurchased shares 

*personal income tax deducted 
skeeping & settling share accounts 

*support 
*selling & buying shares 

Other non-owner persons 
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C. Relation between financing mechanisms and certain types of contracts. 

The sale-purchase contracts for shares and company shares lay down the applied financing 
mechanisms as privatization transactions. 

According to the privatization practice, cash payment obligation always applies to either a part 
of the purchase price or to the entire "amount of the purchase price. It is often th(, case that all 
forms of financing mechanisms are applied within one privaluzation transaction. 

Consequently, consortium and syndicate contracts may contain all the possible forms of financing 
transactions in connection with one t-nsaction deal. 

The two basic tyDes of loan contracts are Existential credit and other (commercial) credits. 

As opposed to commercial credits, the main feature of Existential credit is that, depending on 
the purchase price, the viability and liquidity of the company, the term can be as long as 15 
years, and the interest rate is only 7% (at present). The interest rate is determined by the 
Government resolution about Existential credit. Therefore, the banks extending E-credit 
stipulate a floating rate of interest in the loan contracts. This does not apply to ESOP 
Organizations, in case of which, 7% interest rate is determined by the ESOP Law. This may 
only be modified by the Parliament's modification of Law. 

In case of commercial credits, banks extend loans at the usual market interest rate, while 
maintaining the right to change the interest rate. 

Contracts of bailment, pledge and mortgage and guarantee contracts do not regulate privatization 
financing mechanisms. 
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Section II - Criteria of the application of consortium and syndicate contract 

A. Consortium Contracts 

Al. Objective cf the consortium contracts 

The word "consortium" is a latin word, which means corporation, association. In the economic 
sense, a consortium is usually a temporary association for the implementation of a particular 
transaction, the purpose of which is to increase strength and limit risk. The consortium 
transaction is done on the basis of a consortium contract. Normally, consortiums are established 
for the implementation of higher-risk and capital-intensive transactions. In the international 
practice, the executive committee of a consortium is referred to as sy-idicate. 

In the Hungarian privatization practice, consortiums are established in relation to privatization 
transactions, usually for the purpose of the purchase of majority owneiship from the state 
holding company. 

Such corporations ,,e formed between ESOP organizations and other private owners in 
connectir'- with privatization transactions. According to tire practice in Hungary, such 
consortium contracts are valid only for the application evaluation period (see reasons later), and 
issues concerniqg expectable payment obligations are in case of winning the tender, are to be 
settled among the parties. 

A2. Legal regulation of consortiums in the Hungarian legal system. 

In its legal sense, a consortium is usually a temporary association. This is a basic difference 
between consortiums and economic associations. When Law No. VI of 1988 on Economic 
Associations came into force a more than 100-year-old trade law became void (Article XXXVII. 
of 1875). Section 62 of the new law defines consortiums as associations established in order to 
make profit or loss together in one or more commercial transactions. This act does not regulate 
at length either the organizational structure, or the representation of the consortium, as it is 
normally the case with economic associations. 

Law No. VI of 1988 on Economic Associations does not contain regulation regard*Ig 
Consortiums. Section XLVI on corporations of the Civil Code stipulates the establishment of 
such temporary associations in the form of civil law corporations for the case if the consortium 
contract is not based on the regulations of the company law of the Civil Code. However, in the 
Hungarian privatization practice the latter is characteristic of the consortium contracts. 

Section XLVI on civil law corporations of the Civil Code states that all members are entitled 
to administration of affairs. Members must also be entitled to representation of the rest of the 
members in administrative affairs. The majority of the members may withdraw the right to 
representation even in the case when the representative was appointed by the corporation law. 
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The rules of administration and representation must be applied also during the account of 

settlement. 

A3. Typical consortium partners of ESOP organization 

A3a. Reasonsfor the aced of a consortiumpartner 

According to the privatization practice so far, the ESOP organizations of companies belonging 
to the State Property Agency, for the purpose of acquiring majority ownership sought for 
consortium partners in the following cases: 

the ESOP orgamization was established relatively independently form the 
management 
the ESOP organization was established without the participation of the 
management 
the ESOP organization was established separately from the management and the 
management is also an applicant. 

It is a well-known fact that the ESOP organization does not have its own financial means during 
the period of formulation. Before the Privatization Law became effective, this problem was 
overcome by the fact, that half of the costs ofprivatizations experts employed the trade unions 
had to be borne by the company. The Privatization Law does not maintain this significant 
financial support anymore. 

The financial i..sources of the company is at the disposal of the management. Therefore, if the 
management is the advocate of the ESOP, the most important problems of the ESOP are solved, 
because: 

a. the financial resources necessary for the application are available, 
b. information regarding the company and which are also necessary for the application are 

available, 
c. in order to prepare the application, only some outside experts have to be hired, who take 

control of the preparation of the application, while the whole company management is 
available with their expertise, consequently, a competent application may be prepared at 
a relatively low cost. 

All these advantages are missing in case the management does not take part in the preparation 
of the application. Such cases are not rare. 

Obviously, such problems also occur if the management teams up with the employees not in the 
framework of ESOP, but in some other form, or, if there are incompetent people in the 
management of the company. (Several such cases are known which had serious consequences.) 
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A very effective way to avoid such problems is that the ESOP organization and the managers, 
within the framework of the MBO, jointly apply in 50-50% ownership ratio, and as a result of 
this, the managers will acquire ownership in both places to the extent that they feel rightful. 
Ownership acquisition within the ESOP in this case corresponds to the ESOP philosophy. 

At companies, where this does not happen, the ESOP organization sought for partners outside 
the company, first of all among the suppliers, distributors ,d trade investors. 

Evern if the above-mentioied problems do not occur, the ESOP Organization often teams up with 
other partners, for the following reasons: 

The state, as owner of companies never provided enough working capital for state-owned 
companies, and their situation will not change when these companies are privatized. Even if the 
operating results cf a company are positive, most companies will still be loss-making as a result 
of the high interest rate on the commercial credits taken in order to supply working capital. 
Consequently, even in the case of companies operating with profit. additional capital increase 
is needed in order to maintain operations. Employees do not have the necessary funds for this. 
In case some employees (e.g. a part of the managers) have available cash or loan, their intention 
will be to invest these funds in the company, separately from the ESOP orgarization. The 
question is, whether the interested parties should do this in the form of purchasing state-owned 
assets or in the form of capital increase. 

The majority of Hungarian companies need additional capital investment for the following 
reasons besides the lack of working capital: (only the most important ones) 

- development of production structure and technology 
- need for restructuring 
- mitigate environmental damages 
- extension of exports 
- stop the process of losing markets 
- acquire new markets 

These require: 
- the acquisition of state-of-art international techniques, management and marketing 

experiences 
- convince domestic suppliers and distributors 

A3b. Usual consortium partners of ESOP organizations 

Modern technologies, management and marketing experiences may be expected first of all from 
foreign investors. However, due to the lack of appropriate connections, the ESOP companies 
are not familiar with the potential foreign investors, such as those investors are not aware of the 
potential advantages of ESOP companies, therefore, it is not characteristic of ESOP companies 
to team up with foreign consortium partners for a tender application. 
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In most cases the ESOP organization submits applications with the following organizations: 

a. 	 management, in the form of MBO or owners' association 
b. 	 trade investors 
c. 	 in food industry: domestic supplier cooperatives, distributors, mostly using restitution
 

bonds
 
d. 	 in case of trading companiies: wide range of domestic suppliers 
e. 	 local governments (capital, districts of the capMito, regional cities, towns), also using
 

restitution bonds
 

in accordance with the first generation privatization law (in the initial stage of 
privatization) as one of the owners of the company at the time of the tender 

in the second generation package of the privatization law they are entitled to -eceive the 
value of these sites or its ownership as potential owners in case an agreement has been 
signed with SPA 

A4. Typical Issue. and Possible Options to be Considered When Forinig the 
Consortium Agreement 

According to the present privatization practice, consortium agreements are meant to regulate 
the following issues. 

1.) 	 The bidding parties that have established the consortium unambiguously declare their 
intention to prepare a joint business plan and, based on thatplan, to buy out the business 
share of a state company subject to the tender invitation as well as determine the amount of 
shares 	or the size of the business share that they intend to buy. 

2.) 	 In order to achieve the objectives mentioned in item 1.) the parties decide to 
collaborateby mobilizing theirfinancialsources and providing collateral for credits that are 
needed 	to pay the purchase price included in the bid. 

3.) The parties determine the share of consortium members from the business share 
acquired by the consortium if the bid is successful. 

4.) The parties oblige themselves to actjointly ir. order to acquire the necessary credit in 
theform of cash and request jointly a promissory note from the financial institution. 

5.) The parties determine the method of representationof the consortum and the 
identification datafor its representatives. Furthermore they determine the decision making 
mechanism of the consortium that restrict the representative of the consortium. They also 
determine the persons that have the right to sign the contracts and agreements with the state 
trustee organization and the creditor bank. If the consortium is established in the form of a 
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civil-law partnership, then the representative is entitled to sign all the contracts alone. If the 
consortium does not have its own separate organization (non-civil law form), then the related 
contracts are signed by the representatives of each consortium member. 

6.) Th~e parties determine the durationof the consortium. The duration of the consortium 
is often just the duration of the bidding process but with the stipulation that if the bid is 
successful then, having the particular sales-purchase conditions and other information, a new 
(syndicate) agreement is concluded regarding the rules of cooperation. The consortium may 
last until the privatization debt of the consortium members is paid back or until they have 
ownership in the company. 

7.) The parties determine if, as debtors, they havejoint responsibilityor not. The 
regulation of the SPA regarding bidding: iuiates joint responsibility of the consortium 
members in the bidding proc ss as well as in the case of sales purchase contracts for shares 
or business shares. There were cases however when the creditor bank did not require joint 
responsibility. Therefore the consortium agreement deals with issues related to the joint 
responsibility of' its members. As a part of it, members agree on their share of the cash that 
has to be paid as a precondition of bidding. 

8.) The parties oblige themselves to bring unambiguous decisions that reflect common 
interests and to represent these decisions on the general assembly of the company and on any 
other forum where owners participate. 

9.) The parties agree on initiating the amendment of the statutes of the company as a 
result of the sales purchase and credit agreements as well as the consortium agreement that 

is to be concluded. They also agree on the principles of the amendment. 

10.) The parties declare that, prior to the cooperation, they becamefamiliar with the 
statutes, procedures and ownership structure of the member organizations. 

11.) The parties agree on the way of amendment and termination of the consortium 
agreement. 

12.) The parties regulate the way of settlement ofpotentialdisputes between the parties. 

B. Syndicate contracts 

B1. Purpose of syndicate contracts 

The word "syndicate" has various meanings. It originates from France, where it has the 
following meaning: association created on the basis of common interest. In Germany, it 
means a group of organized cartels, which is a higher level of association. While cartels are 
established based on internal contracts, without outside organizations, syndicates created such 
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outside organizations, their operations bt-.ing regulated by law. Later, the word syndicate 
was used to described cartels themselves. 

As far as companies are concerned, a syndicate is an association of banks and other entities 
established for the purpose of a particular business transaction in order to advance capital 
necessary for the company. It also means the central administration organ which controls the 
overall activities of the companies included in the syndicate. In fact, it is a small group of 
fiduciaries, who determine or implement activities promoting the success of the companies 
and advise the particular companies to implement certain procedures that are necessary to 
achieve the common goals. This work can be done by a leading bank, which receives 
commission for this, while the participants share the profits or losses, in proportion to the 
extent of participation. 

Both in Hungary and in foreign countries syndicates are also to be understood as temporary 
associations established for the purpose of keeping stock properties ard controlling their rate. 

It is characteristic of the Hungarian privatization that the final conditions of the sale/purchase 
agreement are formed only after the evaluation of the applications, during the process of 
formulating the sale/purchase agreement, as a result of the discussions between the state 
holding company (vendor) and the consortium (buyer). 

These conditions, however, are usually different from consortium contracts in certain aspect 
(such as purchase price), and on the other hand they also contain conditions which are not 
included among the conditions set forth in the tenders (e.g. further collateral obligations). It 
is usually at this point when the members of the consortium usually start dealing with issues 
of cooperation indispensable during the exercise of ownership rights. These issues oi 
cooperation regulate rights and obligations for a longer period of time. These issues also 
have to included in the contract. 

After the successful bid, in light of the conditions set in the sale/purchase contract, the 
contract to be concluded among the members of the consortium is called syndicate contract in 
the Hungarian privatization practice. 

B2. Legal regulations of syndicate contracts in the Hungarian legal system. 

Syndicate contracts -- similarly to consortium contracts -- are usually based on the 
regulations concerning Company Law of the Civil Code. Legally, however, it is allowed 
that the contracting parties, when concluding the contract, apply the regulations of the Civil 
Code pertinent to civil law corporations. The new privatization law 

B3. Typical syndicate partners of ESOP organizations 

In case the consortium wins the bid, the ESOP organization has to conclude syndicate 
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contracts in the following three directions: 

a. 	 before the application with the co-owner, bidding with the ESOP organization, 
b. 	 with the representative of the state as owner, within the framework of the 

sale/purchase contract on ownership interest, 
C. 	 and with the employees who had already obtain ownership through the ESOP 

organization. 

B3a. 	 The Hungarian State as co-owner 

Whenever the SPA concluded a sale purchase contract with the ESOP organization as with a 
majority owner, the SPA as minority owner always stipulated its Tights to intervene in the 
decisions of the company, i.e. all the rights which are obligatorily included in the model 
lease contracts. With regard to this contract, one of the contracting parties is the SPA, the 
other is the consortium, consequently, the consortium partners of the ESOP organization are 
also bound by the stipulations of this contract. Therefore, the SPA as a contracting partner 
of the consortium, is necessarily a syndicate partner. 

B3b. 	 The original consortium partner as co-owner 

Even if the consortium contract is effective not only for the bidding process, but until the 
settlement of mutual debts, the bidding pariners, as co-owners are required to conclude a 
new contract, which is called syndicate contract. This also makes sense, since before the 
submission of the application a number of issues are not settled, which are subject of the 
sale/purchase contract and that of the loan contract. Therefore, in case f a successful bid, 
the second partner to conclude a syndicate contract with the ESOP organization (voluntarily 
cooperating with it) is the co-owner bidding together with the ESOP organization. 

B3c. 	 The ESOP organization and the employees as co-owners who had already 
acquired ownership through ESOP. 

The real problems for ESOP r fficials will only occur following this. The first two syndicate 
contract contain serious liabilities for the ESOP organization in many respects, which are 
binding for the organization for the entire life of the contract. Usually, these liabilities are 
such that the ESOP organization -- in possession of simple majority of votes, and by way of 
general assembly resolutions -- can enforce from the board of directors and/or the 
management and if necessary, by way of compensation, from the other owners. However, 
the real problem for the ESOP organization is to preserve the number of votes necessary for 
simple majority of votes, since 'he SPA on the first occasion, in most cases only sells 
majority ownership worth of 50%+1 vote or in the best case, 51 %. 

It is not simple to preserve votes for the following reason: the effect;ve ESOP Law defines 
the ESOP organization as a privatization technique -- as opposed to an ownership 
organization -- and the number of votes diminishes as the organization gradually settles its 
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liabilities. The shares purchased by the ESOP organization using employees's own 
resources, must be transferred to those employees, as shares and business shares witheut 
limitations, immediately after the ownership acquisition. 

It is not sufficient if ESOP officials make the ESOP general assembly vote.for the measures 
based on liabilities in the share purchase agreement with SPA and in the syndicate contract. 
Regarding these issues, voting can be avoided at the general assembly of the ESOP 
organization if the liabilities have been previously accepted in a resolution, prior to the 
conclusion of the contract. 

However, these measures have to be approved and voted for also by the general assembly of 
the company, and the ESOP organization, due to the diminishing number of votes it is 
entitled to, will not have enough votes. The ESOP organization will have to win the votes 
due on business shares already transferred into the possession of the participants. In the best 
case it is enough to collect votes from the ESOP participants, from the retired participants 
and heirs, but in the worst case, the votes of participants, laid off due redundancy, might 
also be necessary. However, ESOP officials do not have either the necessary financial 
means, nor the appropriate legal means. Their only possibility is to convince them. 

Consequently, the ESOP organization has to conclude three syndicate contracts: 
a) with the co-owner even before the tender 
b) with the representative of the state as owner within the framework of the share purchase 
agreement 
c) and finally with employees who have already gained shares through ESOP 
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Section IV - Typical Issues and Possible Options to be Considered during the
 
Elaboration of Syndicate Agreements
 

A. Issues to be Considered during the Preparation of Syndicate Agreements 

The technical content of syndicate agreements is different depending on the contracting 
parties mentioned in the above section. The technical content is however of the same nature 
when the agreement is concluded between an ESOP and a co-owner or a consortium and the 
SPA. 

In the share or business share sales-purchase contract, the SPA as a minority co-owner 
protects very carefully interests of the state and, after the privatization of the state-owned 
stake, interests of the future minority owner. 

The SPA so far have not differentiated between contracts concluded by the SPA as a seller or 
a co-owner. Every issue was regulated in the share or business share sales-purchase 
contract. As a result, we have a very peculiar,mixed-type contract where, in addition to the 
side obligations that guarantee the contract, the SPA in issues in the scope of authority of the 
general assembly tries to ensure itself a vote exceeding its ownership share and as a seller 
usually succeeds. 

With full knowledge of the share or business share contract and credit agreement, in the 
syndicate agreement consortium members as owners specify the items that can simply be 
copiedfrom consortium contracts and regulateother issues. 

B. Typical Issues and Possible Options to be Considered during the 
Elaboration of Syndicate Agreements with the SPA and the Consortium 
Partner 

Syndicate agreements at present regulate the following issues (or those of importance in the 
individual cases) between the SPA and the consortium and between the initial members of the 
consortium (ESOP and the co-owner who submitted a joint bid). 

I. At the first general assembly after the conclusion of the share sales-purchase contract, 
consortium members initiate and support by casting their votes that the company takes 
guarantee ofpayment atfirst call for the liabilities of the consortium as buyer towards the 
SPA. 

2. Consortium members determine the number of members of the Supervisory Committee 
and the Board of Directors of the corporation and the number the consortium members are 
entitled to delegate. Consortium members are obliged to vote for the election and 
replacement of th , members. 
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3. 	 In order to enforce the stipulation of the sales-purchase contract and other strategic 
interests, consortium members oblige themselves to initiate with other co-owners and the
 
board the amendment of the statutes of the corporation within a certain time after the
 
conclusion of the sdes-purrThase contract and decide on what issues should fall in the scope
 
of authority of the general assembly (either full or 3/4 approval) of the corporation in
 
addition to those included in the Law on Economic Corporations. Consortium members also
 
take the obligation to vote identicaliy in these issues, e.g:
 

a) Consortium members have to agree regardlessthe size of their ownership share on the 
following issues: 
* 	 amendment of the statutes of the company 
* 	 every decision that requires 3/4 preliminary oral approval from the supreme board of
 

the corporation according to the Law on Economic Corporations
 
• 	 if the company intends to join another corporation with unlimited liability 
* 	 alienation or encumbrance of the assets of the company over a certain amount either
 

for a longer period or in a lease-purchase arrangement
 
* 	 alienation of any of the real estates of' the company. 
* 	 undertaking guarantees that exceed a certain portion of the registered capital of the
 

company
 
* 	 establishing or joining aJbundation,undertaking public services or making free legal
 

transaction
 
• 	 if it is a joint-stock company, share acquisition that entitles to directmanagement 

rights in another joint-stock company 
* 	 initiating a process (either by the company or an outsider) that results in the 

liquidationof the company 
leasing real estates or other valuab!e assets of the company except if the company is 
entitled within a certain notice period to terminate the lease contract concluded for an 
indefinite time 

* 	 taking or providing loans that exceed a certain proportion of the equity and 
undertaking guarantee for the repayment of the loan 

* 	 declaring self-bankruptcy. 

4) Based on the sales-purchase contract concluded with the SPA, consortium members 
determine how they share among themselves the stock and the purchase price in the light of 
the price discount provided to ESOP. 

5) 	 Consortium members agree that 
a) 	 if either the boardof the company or any boardmember is sued for damages or other 

reasons by e.g. co-owners as a result of the guaranteestipulated in the credit 
agreement, corsortium members will interfere in order to win the lawsuit. If the 
Court makes a finaljudgement on the indemnificationliability of the board or any 
board member of the company, consortium members take the liability and share it 
among themselves in proportion with their ownership share. 

b) 	 they will formulate a common standpoint regarding items of the agenda of the 
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company's general assembly. In order to enforce the majority vote, ESOPs try to 
preserve the unanimity of votes on shares distributed among employees, retired 
employees and participants by promoting that they voluntarily join the organization 
and enter a "consensus voting agreement". 

c.) the company gives over 20% of its tax base to the ESOP organizationduring the 
period of repayment and with this taken into consideration they decide on the size of 
the dividend to be paid 

d.) they repay their E-credit on the same schedule if possible. In case the ESOP 
organization finds resources which - as a consequence of the corporatc tax allowance -
exceeds the payment liabilities of the credit contract those resources can only be used 
for exercising tlhe ESOP organization's right of purchase and pre-emption and for 
settling the operational costs 

e.) what ownership percentage they would like to achieve finally. In order to gain that 
percentage members of the consortium are obliged to inform each other if a third 
person intends to sell shares to them 

f.) in order to gain majority vote none of the parties conchudes a contract with a third 
person which is against the interests of the otherparty 

g.) nobody sells the shares repurchased from the amount that came as support from the 
pre-tax profit of the company as long as the partner has not met his payment liability 
defined in the credit agreement. In case this period of time is longer than the life 
period determined in the statutes of the ESOP organization the ESOP organization is 
obliged to prolong its period of operation accordingly 
h.) they can departfrom what is stated in the common tender - about selling shares 
that are still in state ownership - only on the basis of a mutual agreement 

i.) if the issue of increasing equity has not been settled in the common tender, then the 
procedure to be followed should be described if there is a need to increase equity 

j.) depending on the: size of property acquired by the members of the consortium together 
they should determine the procedure to be followed if other issues come up within the 
general assembly's authority. 
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C. 	 Typical issues, possible options to be considered when forming a syndicate 
contract between the ESOP and employees as co-owners who have already 
acquired shares in ESOP 

We have prepared a separate syndicate model contract for ESOP organizations, one for those 
who are still participants of ESOP and one for those who are no longer participants in ESOP. 
We have also prepared written information to persuade the paities concerned. 

As the models demonstrate the agreements include the following: 
- authorization for the representative of an ESOP participant who already owns shares or of a 
former ESOP participant on the basis of the number of shares acquired in ESOP in 
accordance with the provisions of the Law on Economic Associations, on the condition that 
the representative can exercise the rights of the shareholder or he can vote only in 
accordance with the majority decision made at the general assembly of ESOP 
- present agreement does not restrict any of the parties in selling their shares without the 
consent of the other party, except when the parties are obliged to ask for such consent 
because they concluded a separate contract ori the right of pre-emption 
- a private shareholder can abrogate the syndicate agreement with immediate effect but the 
ESOP representative can only do so if he is authorized by the ESOP general assembly. As it 
has already been mentioned above the ESOP organization tries to obtain the right of pre
emption for all those shares that cannot be repurchased on the basis of the ESOP Law. 
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Section V - Examples of consortium ard syndicate contracts 

A. Examples of consortium contracts 

It is a well-known fact that contracts in general are considered to be business secrets between 
the ones concluding the contract. This statement is especially true for consortium contracts. 
Thus, despite the fact that tender participants always conclude consortium contracts, no 
concrete examples can be published. The usual content of such studies, however, has 
already been described in point A4., section III. and in point B., section IV. of the present 
study. 

There is nobody to talk about successful consortiums in case of ESOPs because of lack of 
time, money and publicity; there are more people, however, who talk about failures since 
ESOP is not a popular typc of ownership structure to them. It is true - at the company level 
as well - that there are two big problems coming up in the case of the democratic procedure: 
it takes time and requires publicity. 

Nevertheless, the golden rule is that ESOP should be organized only where the calculations 
and the real conditions guarantee that relying on future profit all costs will be recovered not 
only from the economic but also from the financial point of view either in case of bank 
credits or in case of installments due to the state as seller. 

In case this rule is violated any initiative will fail even if the ESOP debt could be settled 
immediately by selling real property. Even in such a case ESOP is not the appropriate 
choice, it is more, expedient for employees to establish an investment company, naturally
accepting the financial consequences of a possible failure as well. Unfortunately, there are 
charlatans who often organize their own version of ESOP in order to get a considerable 
amount of the preferences that can be given to ESOPs . These cases, however, are disguised 
as ESOPs but they are in fact buyouts which would not contribute to the good reputation of 
ESOPs no matter how successful they are. In the background the interests of management or 
smaller employee groups are emphasized, they want the buyout, it can be seen clearly if we 
have a closer look at the ESOP statutes. 

That small group, which takes the philosophy of ESOP seriously and has organized and still 
organizes ESOPs accordingly, can look forward to the future, especially if - besides the 
democratic distribution of shares among employees - "employee involvement" is introduced 
as well, which program is, in fact, an integral part of the Employee Share Ownership Plan. 
In this participation program employees are involved in the direct decision making process at 
work and this way they are made interested in making work more effective at every level of 
their company which is the key to success. 
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We are convinced that privatizations started in the form of real ESOPs can be very successful
 
if the management does not turn off the road chosen with ESOP.
 

For all those consortium partners who are interested in the successful long-term operation of
 

the company ESOP might be a very favorable partner.
 

B. Examples of syndicate contracts 

It is true of these contracts as well that they are considered to be business secret so concrete 
examples cannot be published without breaking the law. 

Materials containing reference information and model contracts between ESOP organizations 
and employees who have already acquired shares in the framework of ESOP are the 
exceptions and they are published within the National Association of Employee and 
Management Shareholders, ESOP and MBO Organizations. 
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Section VI - Model contents of consortium and syndicate contracts 

Point A4., section III. of the present study corresponds well enough to the title as far as 
consortium contracts are concerned. 

Point B., section III. contains the description of syndicate contracts to be concluded with co
owners outside ESOP. 

29
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November 24, 1994 

DISCUSSION OF RESULTS OF THE QUESTIONNAIRE
 
REGARDING TRAINING NEEDS OF ESOP COMPANIES
 

The representatives of ESOP companies who attended the Third National ESOP 
Seminar on Nov. 3-4 were asked to state in order of priority, on a scale of 1 to 5, those 
problems of their companies which are related to the fact that the company has an ESOP. 

81 filled questionnaires were received. These may be considered a good 
representation of Hungary's 178 ESOP companies, especially those who were interested 
enough to attend the conference and thus are likely to be better targets for future TA 
activities. If the answers are weighted by 5 for the highest priority, down to I for the lowest 
priority, the following results are obtained. 

A. Restsof the Ouestionnaire. 

Problem #1: "Employees do not feel that they are part owners and have not changed 
their working attitudes". This problem received the highest score (3.96 out of 5), and 37 
respondents classified it as their largest problem related to employee ownership. 

Problem #2: "Employees feel that as owners they are entitled to interfere in day-to
day management decisions". This problem received a score of 3.23 out of 5, and 17 
respondents classified it as their largest employee-ownership problem. 

Problem #3: "Employees feel as owners that profits should be distributed as 
dividends or bonuses, not be re-invested in the company to improve its performance". This 
problem was rated almost equal in importance to problem #2 (a score of 3.19 out of 5), and 
13 respondents designated it as their largest employee-ownership problem. 

Prob ijL4: "It is more difficult to lay off workers when it is necessary because they 
are owners". This problem received a much lower score (2.34 out of 5), and only 4 
respondents considered it as their largest employee-owvnership problem. 

Problem #5: "The company and the ESOP do not have a good accounting system 
for keeping track of the shares each employee has in the ESOP". This problem had the 
lowest score (1.96 out of 5), and only 2 respondents identified it as their largest employee
ownership problem. 

Other problems identified by the respondents were of much lower priority, and 
furthermore were either (1) particular aspects under the above five large problems, or 
(2) problems which are not related to the employees (eg. uncertainties of the ESOP tax 
treatment and access to credit, lack of investment capital, delays in SPA decision-making). 
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B. Discussion of th._tt. 

Problems #7,1,#2, #3 and #4 all belong to the type of problems which can be tackled 
by "ownership education". Within the general field of "ownership education", the following 
interventions would address these problems: 

1. Inf jion reFdng I.tepldj___ ees' rights under the EOP: Explaining to 
employees their existing ESOP program will help to make the ESOP real to them and to 
change their work attitudes (problem # 1). Explaining an existing program to the employees
is quite different from explaining to management how to set up an ESOP, which has been 
the thrust of ESOP promotion up to the present. 

2. Edo ation rXardin,_orporate gv,"re : Having employees understand how a 
corporation operates - the different roles and powers of shareholders (general assembly) 
board of directors and management - will help to defuse problem #2 (employees feeling 
that as owners they may interfere in day-to-day management decisions) and problem #4 
(employees believe that as owners they cannot be laid off). 

3, .asic financial education: Training employees tc, understand some very basic 
financial concepts - eg. the effect of cost reductions on earnings, and the effect of retained 
earnings on share value - vill help employ;us realize the impact of their behavior (eg. 
reducing scrap losses and absenteeism) on the va!ue of their ESOP shares (problem #1).
It will also let employees understand how retaining the earnings in the company can give 
them in !he future a larger return through share aDpreciation than the immediate return 
they can get through dividend distributions (problem #4). 

4. Qranizatin of emo'eee r tipo ,solve workplace-related proem12 identified by 
them: Participation of employees in such groups is highly likely to make the participating
employees change their work attitudes, contributing to the solution of problem #1. 

A problem of a different nature is V5 (lack of a computerized ESOP 
administrative/accounting system). Objectively speaking, every company of over 50-100 
employees does need such a systenr, since over that size it is impractical to keep track of the 
employees' share allocations by hand. 'Ine low priority assigned to it is a matter of timing
(management is not yet faced with the task of allocation) and perception (management does 
not assign priority to setLing at present the data base for future allocations). The 
recommended actions are (1) installation of the ESOP accounting software in the companies 
of the 13 respondents whic'A indicated the lack of it as their first or second priority, and 
(2) aggressive marketing among the other ESOP companies to make management realize 
that the software can solve some present problems, such as (1) keeping track of what 
employees are entitled to vote in the annual meeting of employee-owners and for how many 
shares each, as well as (2) making the ESOP more real to employees (problem #1) by 
printing their share certificates, etc. 
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SUMMARY 

About the need of additional capital for ESOP companies 
(Processing of the questionnaires) 

In late September, 1994 we sent out questionnaires to the chief executives of the 
companies, where the ESOP organization had concluded a sales purchase agreement with 
one of the state trustee organizations about a purchase of a business share or of teh 
company as a whole. Of the 168 target companies 32 responded. Of these 32, two 
companies sent a letter politely explaining there is no need for capital increase in their 
company, and we received four additional letters not answering or giving a negative answer 
to question 4.a). 

Statistical characteristics piece % 

Number & proportion of ques:ionnaires sent 168 100,0 

Number & proportion of responds 32 19,0 

From this: number & prop. of negative responses 6 3,6 

number & prop. of positive responses 26 15,4 

We have processed all the filled-in questionnaires we received. All our findings for 
can be found in the file called "capitrl.xls". In the following, we summarize the responses 
to our questions and draw the appropriate conclusions. U'timately, in accordance with the 
purpose of the survey, on twe basis of the data given, we identify the ESOP companies that 
are likely to use capital increase in a successful way. 

1.1 Group "A" (Tables 1.1 & 1.2): 

* they have low hard currency eXport sales, but they are expected to grow, 

* most of these companies need significant capital increase 

Evaluating the responses given for question # 1, we found the hard currency export 
of 20 companies does not exceed 25%, however 13 companies of this group (one of them 
is unidentifiable) expect this percentage to grow within the next three years. This conclusion 
is drawn from the responses to question 3. 

Of the 13 companies listed in Table 1.1, 11 companies require additional capital (the 
two exceptions are in italics), and 12 chief executive officers specified in their response to 
question 4.b) the amount of the required additional capital. Most of the companies would 
require a significant amount of additional capital both in absolute terms and also relative 
to the subscribed capital and owners' equity, the relative figures being 25-50%. 



Ten companies would prefer the additional capital in the form of capital increase, 
4 companies would prefer loans. The acquired capital would mainly be used for purchase 
of machinery and equipment (8 companies) and/or to upgrade their marketing activities (7 
companies) while three companies would use the funds to improve product quality. Among 
other objectives teh chief executives mentioned sale network development, product 
development, installation or updating of a computerized information system, extension of 
activities and profile. Three companies comsidered working capital financing. (Table 1.2) 

According to the estimations, as a result of capital injection, the revenues and the 
profits of all companies are expected to increase. Some companies forecast a significant 
increase, and ezpress it also in figures. 

1.2. Group B (tables 2.1 and 2.2) 

* low quantity hard currency exports, which are not expected to increase 

* different need for additional capital 

Seven out of the 20 companies with hard currency exports lower than 25% will 
probably not be able to exceed this figure in the next year either, or in the forthcoming 
three years. 

The companies would need additional capital except for Mfiszaki Ford it6 Rt 
(Technical Translations Rt.). The value of the needed capital, both in absolute terms and 
relative to the owners' equity, widely varies. Most companies would prefer capital increase, 
two companies would prefer drawing a loan. Three companies would spend the additional 
capital on purchase of machinery and equipment, one company would improve product 
quality, two companies would upgrade their marketing activities. 

1.3. Group C (Tables 3.1 and 3.2) 

* hard currency exports are of higher quantity 

* the majority of the companies would need significant amount of additional capital 

Seven out of the ten companies in this category have hard currency exports which 
total over 25% of the current sales (first colun- of Table 3.1). The percentage is between 
25-50% in 2 companies (Bakonymitvek Rt., Vegydpszer Rt.), 50-75% in 3 companies (tD 
MtH Rt, Jdrmftszerelvdny Rt., Kecskem6ti Parkettagydrt6 Rt.), over 75% in 2 companies 
(Agroinvest Rt, DIRUVALL). 5 companies out of the 7 projected further increase of hard 
currency sales, however, none of them answered to Question 3, i.e. whether they expect 
further increase in the next three years. The remaining three companies did not indicate 
which export category they fall in, however, Medicina Publishing House projected increasing 
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export revenues. 

Of the 10 companies 9 require additional capital (the exception is Vegydpszer Rt.). 
Both in absolute terms and relative to the equity and the registered capital, the need for 
additional capital shov.s a diverse picture, but the average is between 25-50%. The 
following companies have a remarkable additional capital requirement: Kecskem6-t Parquet 
Manufactaring 1M., Agroinvest Rt., Medicina Book Publisher Rt., and Agroker Szombathely 
Rt. 

In this group most of the companies (6 altogether) would use the additional capital 
in the form of equity increase, however five other companies would prefer access to credit. 
In two cases (Bakonyi Works Rt. and Bajai Construction Rt.) both forms were indicated, 
while Agroinvest Rt. make their preference dependent on the conditions. It is a striking 
characteristic feature for the group that in 7 cases, the additional capital would be used for 
purchasing machinery and equipment, the goal of increasing product quality was set only in 
two cases and another two companies marked increasing quality marketing activities as a 
goal. As an additional goal, four companies would use the additional capital for working 
capital financing (Agroinvest Rt.would like to finance the working capital for new business 
events), AGROKER Szombathely Rt. would like to continue construction works, Bajai 
Construction Rt. would start constructions financed by themselves, four companies did not 
indicate other activities. As an influence of using the aduit anal capital, revenues and the 
profit would increase at all companies, some companies project very significant growth. 

II. Group D (Tables 4.1 and 4.2): 

On the basis of 
• expectations regarding volume and/or growth of export, 
* capital volume 
* capital needs and 
• existence of contacts 

we chose 15 companies for further consideration and ranking in order to select the 5 ESOP 
companies we are going to visit. 
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TABLE 1.2
 

Company 


Drdva PItRT Rt. 


Gasztromedl Rt. 

Grafika Trading Rt. 

Gy6ri Paty. Kft. 

HARTECH Rt. 

METAL-CARBON Kft. 

Nehdzf6m6nt6de Kft. 

OREX Rt. 

PEMO Kft. 

Szalag zsin6rgyr AM. 

Vfzkut. Ftr6 Rt. 

Zalaiparker Rt. 

___________sale
Unknown company 

6.d) 

Network development 

Product development 

Working cap. fin., computer
tech. 

no answer 

no answer 

no answer 

raw material procure-ment 

network development,
invent. financing 

no answer 

no answer 

for tendering 

extend info system, 

network 
extend activities and 

provile 

7.a) 
by 10%, in the long 

run 50-60% 
should increase with 
other conditions 

would be 500 million 

would sign. increase 

significant increase 

increase 

net sales in 5 yearswould inc. by 60-70% 

would increase 

increase by 20-30% 

would increase 

significant increase 

even increase 

would increase it 

7.b) 
by 10-15% 

would increase it 

would be 100m HUF 
profit 

would increase 

increase 

increase 

in 5 years increase
by the double 

would increase it 

40-50% increase 

would increase 

signif. increase 

signif. increase in 

short term 
would increase it 
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TABLE 2.2 
Companies 

Alf6ldi Tglaip. Kft. establish 

6.d 

a plant to extend 

7.a 

would increase by 150 m HUF 

7.b 

would increase to 8% 

F-BER Kft. 
profile 
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significant & "jump" increase 

would signif. increase 
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3-5 years 
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Table 3.2 
Name of Company 

Bakony Mfivek Rt 

Vegy-pszer Rt. 

ED MtH Rt. 

Jhrm fiszerelv. Gy lt6 Rt.
Kecskem(.ti Parketta gy.Kft 

"-- ---
Agroinvest Rt. 

• --...___.o 

DIRUVALL Ruh-zati Kft 

Medicina Kbnykiad6 Rt. 

AGROKER Szombathely Rt. 

Bajai pft6ipariRt. 

6d 

increase of working fund 

for financing production 

for financing working capital 

f new business activities 

working capital financing 

continue investment 

self-financed implementation, sale 

7a 

would increase 

would increase 

would increase 

by 20-30 %,approx. HUF 

30 m illion 
would increase 

would increase 

HUF 10 m increase 

increase 4-5 times 

would increase 

7b 

would increase 

would increase 

would increase 

by 30-40%.,approx. 

HUF 15-20 m 
would increase 

would increase 

HUF 12-15 m increase 

3 times
 

would increase
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Table 4.2 
Company name Purpose of additional capital effect of additional capital

machinery product marketing other on revenues 
No. of question 

Ag ro in vest R t . 

6a 
quality 
6b 6c 6d 

new business activities 
7a 

-  -  -
would increase 

on profit 

7I 
would increase 

for financing working 
capital 

Kecskem6ti 

Bakony Mfivek Rt. 

Vegy.pszer Rt. 

x x 

Parketta._..t...f.__20-30% 
x x 
X 

x 

x 

for financing production would increase by 
, appr. 30 m 

wudicaeol'nrs 
would increase 

30-40% incr., 
15-20 mHUF 

would increase 
PEMKft._._....... wo~dd inciese would increase 

P:tria Nyomda Rt. 
--EM---
x 

-----
x 

20-30% increase 
s h n eg 

40-50% increase 

a--

OREX Rt. 

I e Rt. -alaip 

network development, 
inventory financing 

slight increase 
would increase it 

larger increase 

would increase 

x to extend info system, even increase drastic short 
Grafika Ker. Rt. G 

x K 
x 

sale network 
current asset financing, would be 500 mHUF 

term increase 
100 mHUF 

Vfzkutat6resources computer technology 
for tende iresuresfo tndring significant increase 

profit 
pickvick 



Gydri Agroker Rt. 

Htforrds Ffisz66rt Kfft. x 

to extend profile, 

establish trade network 
--------------nworking capital 

2-3 years 

1-1.5 billion increase 

3-5 years 

would increase 

HARTECH Rt. 
EU B E R K ft.AgrBer S thsign. 

x 
-

x 
na-i--n 

significant increase 
by 75 mHUF 
increase 

Rt. 
___ _& jump incr. slight increase 

Rt. 
to continue investments 4-5 times increase 3 times 

-

Is 



September 30, 1994 

QUESTIONNAIRE REGARDING ESOP COMPANIES 

1. 	 What percentage of your current sales are for hard currency exports?
 

a) less than 25% b) 25%-50% c) 50%-75% d) more than 75%
 

2. a) 	 Can you forecast how much your hard currency sales will increase next year? 

Yes No
 

b) If yes, by how much? (amount) ................... (%) .................
 

3. If you 	have less than 25% of hard currency sales, do you expect to increase that 
percentage 	in the next 3 years?
 

Yes No
 

4. 	 Do you need additional capital to 

a) 	 implement your business plan to full extent?
 
Yes No
 

..........
b) If yes, 	how much? ......... ......
 

5. 	 Would you prefer to get the additional capital that you need 

a) by increasing your equity (through taking in additional shareholders) or 

b) by borrowing? 

6. 	 If you had additional capital, how would you spend it? 

a) purchase of machinery and equipment 

b) improvement of quality of products 

c) marketing 

d) other: ................................ 

7. 	 If you spent the capital that way, what would be the short- and medium-term effect 
.................... ...................a) on revenues? ...................................................... ......
 

b) on profit? ..........................................................................................................
 
•.•• •• • .•• • • •• •• •• • • • • •• •• ••. •• •• •• • •.• ••..••• •• • • • • •• •• .• . .. . .o• •...• • • • • •••• • • •• 	•••• • • • • •• •• •1. • .
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Legal Amendments Required for the Establishment of
 
ESOPs at Companies Included in the
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A. Introduction' 

Al. Objective of the Report 

The objective of the report is to reveal the elements of the present laws and regulations 
that impede employee ownership in companies falling in the portfolio of AV Rt and to 
give suggestions for their elimination. 

A2. Companis Included in the Report 

According to Law No. XXXIX. of 1995 on the sale of state venture capital, effective as 
of June 17, 1995, (hereinafter the Law), the State Asset Management Share Holding 
Company (hereinafter AV Rt) and the State Property Agency (hereinafter SPA) have been 
merged into one organization called the Hungarian Privatization State Privatization and 
Asset Management Share Holding Company (hereinafter APV Rt). As a result, 
companies that used to belong to the SPA and are for sale in 100% now also fall under 
the authority of the new organization. 

In this report the term "AV Rt companies" means companies of strategic importance 
falling in the portfolio of the AV Rt, where the government intends to keep long term 
state ownership. 

A3. Types of Employee Ownership Included in the Report 

Employee ownership or ESOP as a collective term involves not only employee ownership 
acquired according to the ESOP Law but also by means of any other ownership 
acquisition technique or financing mechanism. 

It is a different issue which one of the potential facilities is the most expedient for the 
employees to use for ownership acquisition. Apparently those requiring the less burden 
(disinvestment) for both the employees and the company should be recommended. 
Therefore those offering preference(s) should be promoted. 

A4. Arguments for ESOPs in companies that remain in long term state 

ownership 

A4a. Political Considerations 

Social changes in the Eastern European (post-socialist) countries justify the idea that 
economic rationale alone is not a satisfactory consideration during the state regulation of 
certain issues that have a profound effect on the society such as the transformation to 
market economy and the privatization of state assets which is the precondition of the first. 
Political stability however has to have first priority. 

I As a resource materialfor this report we used the study preparedfor this purpose under the same title by 

Mik16s Lengyel with the help of dr. Miklrs Mocsdry. 



The majority of Hungarian adult citizens are active workers i.e. they have a major impact 
on thelwblic opinion, Therefore it is important to convince active workers of the 
importance of market economy and, as a part of it, the importance of privatization. 

According to an opinion Doll made in 1945. 67% of the respondents supported 
nationalization. 

According to the data of the European Union, the judgement of the transformation to 
market economy in Hungary in the past few years has been changing as follows: 

Respondents consider market economy 

in good bad do not know 
1991 65% 23% 12% 
1992 55% 28% 17% 
1993 46% 29% 25% 
1994 44% 32% 24% 

There isa good reason to assume that transformation to market economy in 1989-90 had 
a higher :;upport from the public opinion than in 1991. ie, support for market economy 
was at least as high as support for nationalization in 19,,5. However supportfor market 
economy has been decre..gz; ,ince then. 

This trend is infull harmony with the opinion poll made in 1292, which revealed that 
privatization was supported only by 39% of the respondents. This is in harmony with the 
above table, i.e. in 1992 market economy was only supported by 55% of the respondents. 

Negative speculations that cannot be legally sentenced or persecuted cannot (at least not 
always) precluded in the privatization process in Central and Eastern Europe and 
therefore they play an important part in the development of the above trend. Instead of 
the original o&iective of privatization, the objective of buying a company according to 
these negative speculations is the short term acquisition of funds by all means, even by 
closing down 1 e operations. On the contrary, fmployee stock ownership by its nature 
sets clear ob~jci;'tives, applies clear methods aimed at sustaining the long term viability of 
the company arid therefore hinders negative speculations. Therefore in the long term 
employee ownexihip serves the real objectives of the transformation to market economy. 

A4b. Major Socia! and Economic Advantages of Employee Stock Ownership 

The major social and economic advantages of employee stock ownership are as follows:
 
a.) reduces the aversion of these companies toward privatization,
 
b.) improves labor-management relations,
 
c.) outside investors,' money stays in the company and improves productivity,
 
d.) has a positive impact on productivity,
 
e.) in addition to their wages, employees are entitled to obtain ownership
 
proportionate capital income regardless their conditions of employment and take part in
 
the decisions made by company owners,
 
f.) makes employees (both as owners and employees) interested in the viability and
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success of the otmpany,
 
g.) as owners, employees are entitled to have access to -ny company information that
 
other owners may obtain.
 

A4c. 	 Impediments to Employee Ownership in the Privatizationof AV Rt 
companies 

There are only two corp t1 in the portfolio of AV Rt where privatization included 
ESOPs. The majority ownership by FESOP at the porcelain factory of Herend is the mos
,significant. 

The Workers' Council, which is the biggest trade union in the factory has been 
supporting from the very beginning the transformation of the company as a piece of 
treasure of Hungary and the maintenance of domestic ownership (more particularly 
majority employee ownership). 

Upon 'de transformation of the company from state owned company to share holding 
2company, the statutes of the company was signed by the State Property Agency 

(hereinafter SPA) where the company used to belong to before September 1992 together 
with other companies. 3 

The other company in the portfolio of AV Rt where employee ownership was established 
before May 1995 is the Debrecen Tobacco Reseach Share Holding Company. 

On the other hand out of the 207 companies in the SPA's portfolio, FSQP has been 
established in 207 companies, out of which 110 established majority employee ownership. 

The main reason of the great discrepancy between the two state asset holding 
organizations however does not lay in the legal regulations. The previous law No. LIV 
of 1992 on the AV Rt and law No. LIII. of 1992 on the SPA has identical provisions 
regarding employee ownership acquisition. 

In accordance with the effective framework regulations regarding privatization, prior to 
the law on privatization the Parliament determined the privatization strategy and other 
issues in annual decrees called Asset Policy Guidelines (hereinafter APG) which had 
regulations for companies falling under both laws as far as employee ownership 

2 As a lawyer, the writer of this report edited and couner-signed the statutes of the Herend Porcelain 

Factory. 

J The transformation of the Herend PorcelainFactory from state owned company to share holding company 

in 1992 was the result of thorough preparations. On the initiative of the Workers' Council and still in the phase 

ofstate ownership, the company councii replaced the management by a new management selectedfrom among 
the middle managers. From that time on andprior to the ESOP Law's coming into effect, the management of 

the company and the Workers' Council consciouTly started the preparation of the transformation and majority 

employee ownership with the coordination ofsix private individuals and with the help of the Share Participation 

Foundation that was set up in 1989 andforeign ESOP consultants. The Foundation was set up on the initiative 

ofJdnos Lukdcs, then research fellow of the Sociology Research Institute of the Hungarian Academy ofSciences 
and the writer of this report is one of the founding members. 

3 



acquisition is concerned. 

Nevertheless, after the new privatization law packet came into effect on August 27, 1992, 
the SPA also identified itself with the principle that preferential employee ownership
acuisition my only take place after the sale of the company's majority stake so that the 
market price of the state owned stake can be Cstablished. 

Therefore the discrepancy in my opinion lies in tie different results of the two asset 
holding organizations in the field of privatization. We all Imow that prior to the new 
government's inauguration in 1994, out of the companies in the AV Rt's portfolio, only 
some big companies of national importance started privatization. 

The A V Rt issued its recommendations called "Employee Ownership in the AV Rt 
companies" as late as spring 1994 and they were not ilementeA before the 
governmental changes and as we all know privatization has been slowing down also at the 
SPA since the new government took over. 

One of the reasons why preferential employee ownership acquisition did not really take 
place is that the organization and the personnel of the AV Rt was not prepared in the 
fields of privatization and within that preferential employee ownership acquisition. 

Prior to the governmental changes, the writer of this report participated as a consultant in 
the preparation of a bid submitted to the AV Rt regarding employee stock ownership 
acquisition in one of the big companies of national importance that is meant to be kept in 
partial state ownership and also held meetings with the managers and desk officers in 
charge of the AV Rt. Based on my experience I can say that there were no problems 
with the of the personnel. The reason why the initiative did not come through is 
that there was no decision taken on the privatization strategy of the company. 
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B. 	 Characteristics of AV Rt. Companies as far as 

Employee Ownership is Concerned 

BI. Present Situation of the Privatization Portfolio 

The following Table shows the 7results as of May 1995: 

Denomination 

Situation as ofJanuary1, 1995 

State owned company 


Economic Corporation 


Changes
 

Companies and Corporations liquidated 

Corporations other than those 
transformed from a company 

Firms transferred to other asset manager 

Firms taken over from other asset 
managers 

100% privatizeG companies 

Situation as of May, 1995 

State 	owned company 


Economic Corporations 

Book Value of Equity 

Company 

Corporation 

Assets in long term state 
ownership 

Assets subject to privatization 

Assets Separated 


Total 


AV Rt. SPA Total 

(number) (number) (number) 

0 1848 1848 

0 0 0 

-13 -547 -560 

0 +271 +271 

-13 -276 -289 

+184 0 +184 

0 +696 +696 

AV Rt. SPA TOTAL 

5 3 8 

153 597 750 

(HUF (HUE (HIUF 
billion) billion) billion) 

3.0 1.14 4.14 

341.0 0 341.0 

1042.0 204.5 1246.5 

0 9.38 9.38 

1386.0 215.02 1601.02 
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Number of Employees (number) (number) (number) 

State owned companies + economic 124,000 250,000 374,000 
corporations
Total 

Source: Pnvinfo, SPA) 

The above table indicates that 

a. 	 the book value ofequity in state ownership is still HUF 1624 billion 
b. 	 out of which the book value of assets in long term state ownership is only HUF 

669 billion 
c. 	 the book value of equity subject to sale is around HUF 1000 billion. 

B2. 	 Characteristics of AV Rt companies 

According to Article No 7. of the privatization law, the assets (or a limited portion of the 
assets) of a company may remain in long term state owner-ship only if the asset or the 
company that operates the assets 
a) is a national public utility 
b) is of strategic importance for the national economy 
c) has military or other outstanding function. 

Furthermore, shares that are essential to maintain majority state ownership according to 
Law No. XVI. of 1991 on concessions will also remain in long term state ownership. 

The general principle of the Privatization Law is that the minimum share of the state in 
corporations in long term state ownership is 50%+1 vote. The privatization Law (i.e. 
the Parliament) however may determine on a case-to-case basis the minimum state 
ownership in 25 %+ I vote or voting share. 

The list of companies that will remain in long term state ownership as well as the extent 
of state ownership, the name of the organization or Minister entitled to membership 
(shareholders') rights is attached to the Privatization Law. The Minister named in the 
attachment of the Privatization Law is responsible for the determination of the pace and 
extent of the privatization of the company share over the stake that remains in state 
ownership while the APV Rt, in accordance with the above mentioned Minister, is in 
charge of the implementation of privatization. 

There are major.differences between the former and the present regulation regarding the 
group of companies remaining in long term state ownership. 

According to the former Privatization Law, the Government was entitled to determine the 
group of companies where long term state ownership can be sustained and the extent of 
ownership share. The Government used to decide on the extent of state ownership share 
on a case-to-case basis while keeping some general principles. In many cases - especially 
in the energy sector and the related fields - the state only wanted to keep a primary share 
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which 	ensures extraordinary rights. 

According to the new Privatization Law, the above rights are exercised by the Parliament, 
which, based on the new privatization strategy, has significantly narrowed down the 
group of companies in long term state ownership but intends to maintain at least 50% + 1 
vote majority ownership in these corporations. 

The list of corporations remaining in long term state ownership (either partial or
 
full) according to the former and the present Privatization Law and their
 
characteristics are included in Attachment A.
 

Corporations in the portfolio of tLe AV Rt operate in different industries and have special 
features that determine the way of their management and privatization. 

Majority of the companies in the AV Rt's portfolio are characterized by some sort of 
disorder, e.g.: 
* 	 lack of transformation (9 out of the 19 companies in human infrastructure were not 

transformed into corporative form as of hie beginning of 1994) 
• 	 monopolisticposition 
* 	 lack of regulations regarding ownership relations and exercise of rights (e.g. 

IKARUS company) 
* 	 lack of strategy for the operation of the company (e.g. energy sector) 
* 	 priceformula to be applied (energy sector), etc. 

The above factors impeded privatization and employee ownership in companies in the AV 
Rt's portfolio and contributed to the failure of their privatization. 

According to the legal regulations, AV Rt's portfolio comprises of companies withfare 
equity and high number of employees, e.g.: 

companies from the energy sector and related areas (e.g. Hungarian Electric 
Works (MVM Rt.), Hungarian Petrol Industry Co. (MOL Rt.), Power Supply 
Works in Paks, electricity supply companies); 

- infrastructure, transportand related industries (MALEV, (Hungarian Airlines), 
MAHART (Hungarian Shipping Co.), HUNGAROCAMION, MATAV (Hungarian 
Telecommunication Co.), etc.); 

- manufacturing industry (DUNAFERR Rt., Duna Steel Works, HUNGALU 
(Hungarian Aluminium Works Co., IKARUS, pharmaceutical companies, etc.); 

- companies seiected for a particularreason. e.g. brand protection, safety, etc. 
(Herend Porcelain Manufacturing Co., Zsolnai Porcelain Manufacturing Co., 
Medical Appliances Rt., HUNGAROPHARMA Rt.; 

- agriculturalcompanies engaged in plant improvement, basic seed-grain production 
or forestry; 

- certain companies engaged in research and development, design or quality control;
 
- companies from human infrastructure, book- and film industry;
 
- certain banks, financialinstitutions and insurance companies.
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The above facts make it unambiguous that, despite their smaller number, the hook valu 
of companies in AV Rt is much higher than that of the SPA companies. 

Another feature of the privatization of companies in long term state ownership is that 
usually 	a minori share is sold therefore employees can only acquire minority positions, 

We have to not however that there are two _ypes of ssets in companies in the portfolio 
of APV Rt: 
-	 registered capital in line with the profile of the company; 25-50-75 % or in some 
cases even 100% may be kept in long term state owne;ship. In these cases we mean 
partial ownership that can be bought out in the form of shares or business shares from the 
property share as opposed to the registered capital. 
- companies in the portfolio of the APV Rt (including companies that will remain in 
100% state ownership) also have profile-extraneous capital. As far as we know the APV 
Rt brought a decision that these assets have to be contributed to companies and fully 
privatized. 

The assets of these units are included in the capital reserves of the company. Therefore 
there are no theoretical impediments to their privatization, not even to a 100% 
privatization including employee ownership especially because the capital value of these 
plants 	is usually quite low. 

Examples for these assets are the wood-mills and other activities by coincidence pursued 
by forestries that will remain in 100% state ownership. 

Another peculiarity of these companies is that ESOPs have to collaborate with other 
minority owners (social security, compensation coupon funds, foreign investors, etc) that 
represent different interests, sometimes in contradiction with ESOPs. Their privatization 
usually effects complicated industrial or national issues (priced regulation, monopolies, 
etc.). These problems are of different type in the different APV Rt companies (e.g. in 
electric energy industry the problem is related to village electrification and energy prices, 
in coal mining to the maintenance of the operation of mines and export-import price 
regulation) therefore we have to determine for each company which type of privatization 
brings the best results. 

C. 	 The situation of employee ownership in Hungary, with special regard to AV 
Rt companies. 

C1. 	 Relation between the objectives of the government and the legal 
framework of employee ownership acquisition. 

The real objectives of the government is a more hardly definable category than the legal 
framework of employee ownership acquisition. 

The government's aims are followed by the relevant law much later in time, since 
legislation is a long process. Laws regarding the transformation and privatization of state 
enterprises, may only be modified after their enactment if the negative social and political 
effects of the law are obviously present. Consequently, legal regulations usually reflect 
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the objectives of the government only years after the new government takes over. 

When we evaluate the objectives of governments, we have to examine the legal 

environment in which the government started and the legal environment as a result of 
On the basis of this we can drawmodifications made by that particular government. 

conclusions. 

C2. The legal environment provided for the rast government 

The legal framework represented by laws and government resolutions regulating 

privatization strategies during the period of 1988 and 1990, in connection with employee 

ownership acquisition is described in: Section "B" entitled "Advantageous employee 

ownership acquisition in Hungary during the years of 1990-1995", annexes a) benefits of 

employee ownership acquisition and the way of its utilization, b) the strategy of 
The first government was operatingimplementation of employee ownership acquisition. 


within the following legal environment, with regard to employee ownership.
 

C2a. The extent of benefits 

The Property Policy Guidelires4 of 1990 (hereinafter PPG) determines the extent of 

preferencial purchase as maximum 15% of the registered capital, and the price reduction 

may not exceed 50% of the total purchase price. 

According to t?,e PPG, the price reduction is not allowed to give in case ESOP is applied 

in its form al eady existing in the form of draft law. 

According to the PPG, the SPA should carry out the sale of property through entities 

usually trusted with this assignment. 

The PPG requires from the SPA that: 

the conditions of sale should facilitate the availability of preferential privatization 

credit facilities 
in each case the SPA should examine the means by which the employees can be 

made solvent. 

C2b. Preferential privatization technique in case of joint-stock companies 

Law No. XIII regulating the transformation of state enterprises into economic 

associations, known as the Transformation Law (hereinafter TL), in order to encourage 

the transformation oi state enterprises into joint stock companies, introduced preferential, 

non-cash techniques up to 20% of the registered capital, or up to 50% of the registered 

capital in the food industry. This technique is called the leveraged temporary shares, and 

were issued for the purpose of supporting joint ownership acquisition -- resulting in joint 

' Government Resolution which regulates the extent of benefits extended by the state 

holding company. 
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property ownership -- of Social Security, local governments, local employee communities, 
insurance and self-supporting organizations. 

In case 	these shares were issued to the debit of capital reserves, then, in the case of 
companies under government supervision, 100% of the dividends, in the case of 
competitive sector companies, 80% of he dividends is due to the state holding 
organization until the repayment reaches the par value of the share. When this happens, 
temporary shares have to be changed for shares. 

Until this time, 20% dividends, remaining at the company, has to be contributed to the 

equity. 

C2c. 	 Obligatory issuance of employee shares 

According to the TL, the legal successor of companies in the competitive sector, were 
allowed to freely sell their shares exceeding their temporary shares for 3 years following 
the transformation. 80% of the incoming purchase price was due to the state holding 
company, 20% was due to the company, on condition, that the company had to use that 
20% to increase its equity, with the purpose of using that for the issuance of employee 
shares, 	according to Section 244 of the Law on Economic Associations. 

C2d. 	 Preferences in the case of transrormation into limited liability company 

The only preference provided by the TL to the transformation of state companies into 
limited 	liability companies is that, instead of one year, there is a two-year grace period 
Lr taking in 50% of the cash contribution. 

C3. 	 The objectives of the government and the legal framework of employee 
ownership under the first government after the political transformation (1990
1994) 

Based on the outline in Annex "B" we can say that it took two years for the first 
government after the first democratic parliamentary elections to prepare the new 
privatization law packet and the ESOP law while at the same time the pace of 
privatization increased. Therefore during the first two years the government was trying 
to carry out its objectives within the limits set by the former regulations while keeping the 
regulations of the SPA as the state trustee organization, the Asset Policy Guidelines and 
its own internal regulations. 

The Hungarian Democratic Forum, winner of the 1990 parliamentary elections, promoted 
social market economy and employee ownership as early as in its election campaign. 
Prime Minister J6zsef Antall in sonic of his television speeches determined the future 
extent of employee ownership in 10% of the registered capital. However the legislation 
and the implementation of employee ownership was much slower than expected. 

According to the 1992 "second generation" law packet, the objectives of the government 
are as follows: 
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(1) 	 The government replaced the instalment payment facility of the first generation 
law packet resulting in collective employee ownership in max, 20% of the 
registered capital (issuance of temporary shares supported by credits to insurance 
and self-supporting organizations of employees) by a preferential facility provided 
by the ESOP law which results in individual employee overship. 

(2) 	 The government did away with the practice of reinvesting.20% of the sales 
revenue in the companies and issuing employee shares from this amount. The 
government instead introduced the system of registering property notes among 
.lhaiu in the registered capital and issuing employee shares from it. If this is n=t 
fraible then the company is obliged to rep;1rchase the property niote at min. the 
par value using the c ital reserves. 

(3) 	 In spring 1991 the government issued a decree regarding the utilization of the 
existence loan and the procedure, which made it possible for Hungarian investors 
to use credits for their purchases. 

(4) 	 The government gave statutory force to the principle that, if the bidders undertake 
the same conditions, than domestic investors should be preferred to foreign 
investors and ESOPs should be preferred to other domestic investors. 

(5) 	 The government accelerated the process of placing. state companies in the 
competitive seqtor under public administration, deprived the founding state 
administration bodies of founders' rights. In order to accelerate transformation, 
the government standardized the transformation of state owned companies into 
joint-stock or limited liability companies by transforming them into one-party state 
corporations. This process is often called re-nationalization. 

(6) 	 The government centralized the privatization process but, in order to keep he 
balance, gave legal force to the principles of bidding, involved representatives of 
the employees' business federations in the piviatization decision makin rocess 
and placed a great emphasis on giving bigger control and publicity to the different 
processes, meeting the old demand of trade unions first by means of a government 
decree and then in the framework of the 1992 privatization law packet. 

(7) 	 The establishment of AV Rt gave space to a new strategy called reorganization in 
companies outside the competitive sector, which caused delays in the preparation 
of the privatization of these companies. 

C4. 	 The objectives of the government and the legal framework of employee 
ownership under the second government after the political transformation 
(May 1994-May 1995) 

The new privatization law clearly indicates (and our experience is the same) that political 
changes have brought a "wave" of impediments to employee ownership acquisition. We 
are convinced however that, as time passes by, this wave of impediments will stop under 
the economic and public pressurejust like it happened at the beginning of the term ofthe 
previous government and employee ownership will expand like it did under the previous 
government. 

In August 1994 the government announced a technical discussion over thefirst draft of 
the third-generation privatization law, which came into effect on June 17. 1995. It means 
that there was a long technical debate and lobbying prior to the finalization of the law. 
Probably this is the reason why the wording of the law is so far from being perfect; it has 
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many undefined terms, it includes a supplement to the ESOP law without any reference to 
the law itself, etc. 

The draft, with respt to the privatization strategy, is a return to thefirst generation 
privatizationlaw, except for ESOP which replaced the insurance and self-supporting
 
organization of employees and instead of collective ownership it results in individual
 
ownership.
 

Drafters of the law' 
a.) in order to accelerate the process tried to avoid 
- including bidding in the law as a requirement 
- participation of trade unions in decisions related to privatization 
- preparation of an annual privatizationstrategy in the form of parliamentary decree, 

and 
b.) 	 tried to limit the utilization ofpreferentialprivatizationtechniques (firstof all buy

out from E-loan) to a small group (buy-out from E-loan was not among the 
techniques when the first generation privatization law was under preparation) 

c.) 	 gave priority to cash sales and, in order to promote it, it was stipulated that if the 
sales-purchase contract is concluded within one year after the effective date of the 
privatization law then 10% of the sales revenue goes to the company and has to be 
used to increase the registered capital and the issued shares or business shares 
have to be offered to the managers (50%) and employees (50%) of the company 
for free ownership acquisition (the first generation law stipulated 3 years and 20% 
and the capital increase (from the sales revenue) had to be used to issue employee 
shares in accordance with Article 244). 

The draft however put emphasis on the following requirements as a new element 
compared to the first generation law: 
a. requirement ofpublicity 
b.) requirement ofparliamentarycontrol 
c.) possibility given tc employees to purchase 15% of the registeredcapital under 

favourable conditions in cases when the investor who acquired majority control 
does not take any contractual obligation in the sales-purchase contract to offer 
further employment or improve working conditions. (The buyer is not obliged to 
undertake any contractual obligations to keep or offer acceptablepersonal 
income); 

d.) 	 the privatizationstrategy should not be amended in annual parliamentary decrees. 

After the technical discussions during more than a year, the privatization law preserved 
the following regulations of the 1992 privatization law packet: 
- the principle of bidding 
- preferentialfacilities in the case of small and medium companies but only allowed 

them when the first cash sales tender failed. 

5 The first draft of the new privatization law was prepared by the same group ofpeople who drafted the 
legal regulations including the law on economic corporationsand the AT between 1988 and the governmental 
changes.
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In other issues however the above suggestions of the drafters have beren implemented. 

Nevertheless there are several importantissues relatedto preferenialemployee ownership 
acquisitionwhich had not been solved by the former government and keep being 
nsttled. In July 1995. the Privatizadon Committee of the Interest Reconciliation 

Council discussed the draft bidding regulationv which had been submitted by the APV Rt 
on behalf of the government. The draft however did not bring any changes in the 
regulation of these unsettled issues as compared to the privatization law. Thus we expect 
further debates in each transation over the issues outlined in Atachment B (only those of 
great importance). 

C5. Strategy of State Trustee Organizations regarding Employee Ownership 

C5a. Strategy of the SPA 

The privatization strtegy of the SPA changed many times in the period between May 
1990 and August 1992. 

The temporary Asset Policy Guidelinesof 1990 were in force until the effective date of 
the new privatization law packet at the end of August 1992. Despite the stipulations of 
the .AT, employee ownership from the very beginning has rather been implemented in the 
form of other facilities instead of temporary shares supported by credits mainly because 
- a significant part of companies in the competitive sector were transferred into 

limited liability companies instead ofjoint-stock companies in which case neither 
the facility of temporary shares combined with instalment payment nor other 
facilities were applicable. 

- in spring 1991, the Existence-loan (hereinafter E-loan) facility was introduced as a 
vehicle to facilitate ownership acquisition by domestic investors including 
employee ownership. 

During this period (from 1991 until the first half of 1992) and also later, the diret 
decision-making body of the SPA was averse to bids aimed at majority employee 
ownership especially to ESOPs. This is difficult to understand since every expert knew 
from the very beginning that, from among the differentfacilities, ESOPs bring the least 
burden to the company (smallestdisinvestment) because of the significant price discount 
and the 20% company tax relief during the repayment period. 

Aversion to ESOPs was luckily not among the characteristics of the entire SPA Board 
which had to bear politicalresponsibility for the pace of privatization and the public 
opinion about privatization. 

6 Thejudgemernt ofESOs in the SPA's Board ofDirectors was greatly influenced by the board member 

appointed by the employee side ofthe Interest Reconciliation Council (Jdnos Lukcs)and other members devoted 
to employee ownership and its introduction in Hungary as well as other impartial members. Jdnos Lukdcs, 
engineer-sociologist, research fellow of the Hungarian Academy of Sciences, prior to 1989 spent a long time in 
the United States studying ESOPs there, participated in the ESOP legislation and played major role in the 
dispersion ofESOPs that follow the American ESOP philosophy. 
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Aversion to employee ovwnership by the SPA Board of Directors is the reason why 
instalment payment facilities (privatization lease-purchase, instalment payment set by the 
Civil Code, instalment payment set by the ESOP law) have been applied in such a small 
group despite the facts that a detailed regulation was elaborated for these facilities, the 
Board of the SPA accepted the regulation at the beginning of 1993 and the rules were 
issued in a manual. Still the staff of the SPA preferred the E-loan facility since its 
implementation meant incomparably smaller burden and responsibility the staff of the 
SPA than instalment payment which is a long-term task. 
From among the preferential facilities, the SPA gave priority to the E-loan privatization 

facility therefore the potential group of owners of theungarian economy can be found at 
banks. Apparently, banks were more willing to provide ESOP organizations with E-loan 
when the management of the company was the main supporter of employee ownership. 
This is the reason why a greatpart of ESOPorganizationsconceal managementbuy-out. 
The framework nature of the ESOP law provides good opportunity for this. 

The strategy of the SPA regardingESOPs and employee ownership acquisition is as 
follows: 
- the ESOF bid was only accepted when there were no other bids of almost the 

same value 
- ESOP-MBO bids were preferred to sole ESOP bids 

in the SPA investors had great advantage over the employees in the privatization 
process. In the privatization process, entrepreneurs had better means to lobby 
both at banks and at the SPA. On the other hand, employees have been (and will 
be) able to influence the political will and, with an appropriate social background, 
they can enforce their rights that are included in the legal regulations but have not 
becn enforced so far, e.g. giving priority to employees if the bidders undertake the 
same conditions. 

C5b. Strategy of AV Rt. 

As far as state assets in long term state ownership are concerned, there is nothing to 
mention under the Strategy of' ,V Rt regarding employee ownership since there were no 
such transactions. 

APV Rt, the state trustee organization established as the result of merging AV Rt and 
SPA according to the new privatization Jaw, made a great progress in the field of 
preferential employee ownership acquisition in companies that will not remain in long 
term state ownership. Apv Rt brought a decision on the conditions ofpreferentialshare 
purchase by the management and the employees of OTP Bank (NationalSavings Bank) on 
June 19. As we all know, the government decided upon the future privatization of 
several big companies that will remain in long term state ownership so we expect the 
newly established privatization organization to make decisions about these companies in 
the second half of the year. 
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C6. Results of Privatization that Estnablished Employee Ownership
 

C6a. Results during the Term of the Fiurst Government (1990 - May 1994)
 

The following table shows the results of privatization under the first government and, as a 
part of it, development employee ownership. 

(in %) 

Denomination At the time of May 1994 
establishment 

AV Rt A PA AV Rt SPA 

State Ownership 91.80 84.76 82.40 60.29 

- long term 43.20 - 42.90 -

Local Government 2.00 4.85 4.00 4.49 

Domestic 6.00 5.37 7.90 23.51 

- employee - 0.28 - 6.33 
ownership 

Foreign ownership 0.20 5.02 5.70 11.81 

Total 100% 100% 100% 100% 

The following table shows some features of companies where ESOP organizations had 
partial ownership as of May 1994: 

Denomination AV Rt SPA TOTAL 

Number of corporations 2 162 164 

Nominal Value (billion HUF) 0.80 30.81 31.61 

Approx. Staff Number 3000 22,000 25,000 

Most of the ESOP organizations acquired majority ownership. If we compare the figures 
in the tables we can see that although ESOP was established in4 coorations. 
employee ownership only amounts to 6.33% at the SPA and 0,28% at the AV Rt which 
has much higher value in its portfoli0. The total is between the two which is far below 
the 10% projections of the former government. The 10% could only be achieved if the 
average proportion of employee ownership in AV Rt companies was over 10%. 

The above tables also support a former stat.ment i.e. ESOPs played some role in the 
privatization of SPA companies but were not given any importance in the privatization of 
AV Rt companies. Out of the two AV Rt companies, the Herend Porcelain 
Manufacturing Co. is more significant where the ESOP organization prepared for the 
majority ownership acquisition while belonging to the SPA. 
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C6b. Results under the Second Government (May 1994 - May 1995) 

The following tables show the results of privatization dturing the first year of the second 
government: 

(in %) 

Owner May 1994 

AV Rt. SPA 

May 

AV Rt 

1995 

SPA 

Changes 

,V Rt SPA 

State ownership 82.40 60.29 73.60 48.58 -8.80 -11.71 

long tLm 42.90 - 25.00 - 17.90 -

Local Government 4.00 4.49 4.58 4.46 0.58 -0.03 

Domestic 7.90 23.51 16.10 32.46 8.20 8.95 

- employee 
ownership 

- 6.33 - 7.19 - 0.86 

Foreign 5.70 11.81 5.72 14.56 0.02 2.75 

Total 100% 100% 100% 00% !00% 100% 

The tables indicate that: 

a.) state ownership decreased by 11.71% at the SPA and 8,80 at the AV Rt last year 
b.) ownership share of domestic owners went up by 8.95% at the SPA and 8.20% at 

the AV Rt 
c.) ownership share of foreign investors raised by 2.75% at the SPA and 0.02% at the 

AV Rt 
d.) employee ownership within domestic ownership increased by 0.86% at the SPA 

and did not change at the AV Rt. 

The long term state ownership decreased more than the total state-owned assets because 
the new Privatization Law limited the number of companies that may belong to this 

rgru.. 

The following table has some information abovt ESOP-owned companies in May 1995 as 

compared to May 1994. 

Denomination AV Rt SPA Total 

Number of Corporations 45 45 

Nominal Vdue (billion HUF) 9.25 9.25 

Estimated Staff Number 15,000 15,000 
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The tables reveal that 
a.) within one year, 45 ESOP organizations concluded sales-purchase contract with the 

SPA for the sale of state-owned shares or business shares in nominal value HUF 
9.25 billion (as opposed to 1993 when 123 ESOP organizations concluded 
contracts for the purchase of shares in the value of HUF 22.49 billion). 

b.) 	 last year none of the ggm-panies in the AV Rtpor.folio established ESOP 
organization or, even if established, did not huY state-owned shares. 

C6c. 	 Results since the Beginning of the Privatization Process until May 1995 

(in %) (at the time of establishment) (May 1995) 

Denomination AV Rt SPA AV -,,t SPA 

State Ownership 91.80 80.70 73.60 48.58 

- long term 43.20 - 25.00 

Local Government 2.00 4.60 4.58 4.40 

Domestic Irvestors 6.00 7.26 16.10 32.46 

employee ownership 0.00 0.4.3 0.0 7.19 

Foreign Investors 0.20 7.44 5.72 14.56 

Total 100% 100% 100% 100% 

End of May 1995 

Denomination 	 AV Rt SPA Total 

Number of Corporations 	 2 207 209 

Nominal Value (billion HUF) 	 0.80 40.06 40.86 

Estimated Staff Number 	 3000 72,000 75,000 

The two tables justify the former statement that 
ESOPs played some role in the privatization of SPA companies but 
did not have any function in the case of 4V Ri companies 
we are happy to see that the proportion of ESO I ' the SPA raised from 6.33% in 
May 1994 to 7,19% as a result of share purchase by 45 ESOP organizations but 
this still far bellow the expectations and does not reach the objective of the former 
government. 

We do not have data about employee ownership acquired through other methods, e.g: 
a.) preferential employee shares issued by joint-stock companies 
b.) property acquired by the employees through property note/share swap 
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c.) 	 property given to employees according to the Asset Policy Guidelines on 
preferential terms regardless any tender invitation, etc. 

However, thet majority of assets owned by employees was purchased by ESOP 

organizations. 

C6c(1). Employee Ownership in the Privatization of State Farms 

Employee ownership in the agrarimn industry needs special attention. 
There are 121 farnm Lhat used to be in state ownership, 25 out of which will remain in 
long term state ownership according to Government Decree No. 126/1992 (VIII.28) and 
in line with the previous rrivatization law. They have already started to sell property 
shares that are incmdead in the capital reserves of the company and are to be kept in 
temporary state ownership. 

From among the companies in tcmporary state owoership, 69 underwent proprietary 
changes in the value of HUF45.3 billion which equals to 47%. 

The ownership structure of companies engagedt primarily in agriculture and sold so far is 

as follows: 

New Owner Ownership Share 

ESOP+MBO and employees 52% 

Domestic Investors 32% 

Foreign Investors 8% 

SPA 5% 

Local Governments 3% 

D. 	 Financial Mechanisms Facilitating Employee Ownership Acquisition in 

AV Rt Companies 

D1. 	 Present Privatization Vehicles 

Dla. 	 Privatization Methods of State Assets 

According to the present legal regulations, there are three methods for the privatization of 
state property: 

a.) 	 according to Article III of the Privatization Law, by means of sale and without 
cash payment on a case-to-case basis (but not without any compensation) 

b.) based on an asset managemen! contract according to Article 69 of the law 
c.) in accordance with Law No. II of 1991 on bankruptcy, iiq.'idationandfinal 

settlement of accounts if there is no legal successor to the company. 
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Dlb. Privatization Methods included in the Privatization Law 

Sales can be done againstcash according to Article HI of the Privatization Law or by 
means of preferentialtechniques according to Article IV cf the Privatization Law. 

Sales according to Article III of the Privatization Law -aribe done: 
a.) through tender invitation 
b.) on a case-to-case basis without tender invitation (Section (2) Article 28) or 
c.) by offering minority sharesfor sale according to Article 36. 

According to Section (2) of Article 27, sales are done by the APV Rt 
a.) directly 
b.) through the institutionof capital markets 
c.) through investment funds or corporations 
d.) with the help of company managers (simplified privatization) using the following 

facilities:
 
a) open or closed tender
 
b) auction
 
c) open bidding (hereinafter a,b and c together: bidding)
 
d) public trading
 
e) close-end placement
 
f) order to sell on the stock exchange
 
g) without bidding (Section (2) Article (28)).
 

According to Section (2) of Article 28 of the Law, bidding can be precluded in the 
following cases: 
a) public trading of shares ofjoint-stock companies set up for the purpose of portfolio 

management 
b) close-end placement and order to sell on the stock exchange 
c) share swap deals 
d) when company shares are transferred as non-cash contributionto corporationsset 

up for the purpose offacilitatingprivatization 
e) when state assets are sold by the APV Rt to employees up to a certain extent on 

preferential ternrL according to Articles 54-57 of the Privatization Law. 
f) if the APV Rt (or its legal predecessor) have given right offirst refusal to outside 

investor(s) 

After the ale of majority hares, minority shares may be disposed of as follows: 
a) on auction or through public trading of shares 
b) through close-end placement with the exception of cases listed in Article 35 of the 

PrivatizationLaw. 

According to Article 35 of the Privatization Law. state assets can be transferred by the 
APV Rt without cash comrensation in extraordinary cases as follows: 
a) to buyers who provide adequate guarantees to meet the obligations included in 

Section (3) ofArticle 32 of the Law 
b) if assets are transferred to foundations or other public associations which will take 
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overpublic duties or substitute for state liabilities according to the law
 
c) in other cases included in the annualLaw on the State Budget.
 

State assets can be transferred to the bidder without cash compensation according to 
Article 35 of the Law if the bidder provides adequate guarantee to carry out the following 
tasks as they are included in the tender invitation: 
a) reorganization
 
b) capitalincrease
 
c) technical development
 
d) structuralchanges
 
e) employment, wages and social benefits
 
J) mitigationof environmentaldamages and burdens.
 

According to Article 36 of the Law, minority shares can be offered for sale to 
a) othermembers of the corporation or
 
b) to the corporation
 
in this order if the state-owned share is less then 25%+1 vote and not included in the
 
privatization portfolio. If this process fails, the shares will be sold at auction.
 

In order to facilitate cash sales, Section (2).of Article 44 of the Law stipulates that, if the 
sales purchase contract is concluded within one year after the effective date of the new 
Privatization Law then 10% of the sales revenue goes to the company and has to be used 
for capital increase and the shares or business shares issued this way have to be used for 
free ownership acquisitionby the managers (50%) and the employees (50%) of the 
company. 

Dlc. Privatization through Asset Management Contracts 

According to Article 69 of the Law, privatization can be effected through asset
 
management contracts if
 

a) it is stipulated in the asset management contract 
b) two years have passed since the conclusion of the asset management contract 
c) any of the contractingparties requests it in a written form. 

An important item of the contract is that either the asset manager or the organization that 
exercises state ownership rights may unilaterallydecide upon the sale. 

Therefore, according to Articles 3 and 4 of the Law, asset management contracts have to 
determine every condition of the contract with special regard to the counter value and the 
method of compensation. 

Did. Privatization through Termination without Legal Successor 

According to Law No, IL of 1991 on Bankruptcy, Liquidation and Final Settlement of 
Accounts, if the company is terminated without legal successor then the liquidatoris 
obliged to sell the state assets to the employees, the creditors and, if there are assets free 
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from encumbrances, to sell these assets in order to meet the demands of owners. 

This kind of process lasts for years. In the meantime, the company under liquidation is 
usually 	run by the liquidator. One of the methods of maintaining operation is that 
employees of the company set up a corPoration or association for thepurpose of 
opratiQn. At the beginning they rent real estates and assets from the company under 
liquidation and later they buy the assets for their own comppny. For this purpose, the 
Hungarian National Bank offers a preferential credit facility that is also available for 
Hungarian citizens. 

In this case the corporation or association established by the employees is not a legal 
successor to the company under liquidation and the company is terminated without legal 
successor and employees are not entitled to the preferences included in Article 57 of the 
Privatization Law. 

D2. 	 Present Forms of Employee Ownership Acquisition 

Employees can acquire ownership 
a) when selling state assets, using any of the above mentioned methods regulated by 

the Privatization Law 
b) in the form of employee share according to Article 244 of the Law on Economic 

Corporations (available only for employees) 
c) through buy-out in kind if the company is terminated without legal successor. 

Since employees have prefercnces in buying their companies, we should only include here 
facilities based on preferences given to employees. 

Article 4 of the Privatization Law on Preferential Privatization Facilities gives legal force 
to the following methods: 
(1) 	 instalment payment (Article 46-49) 
(2) 	 sales with the preservation of ownership rights (privatization lease-purchase) 

(Articles 50-52) 
(3) 	 management and employee buy-out (Articles 53-54) 
(4) 	 common stock purchase on preferential terms with three-year instalment payment 

as a basic facility (Article 57) 
(5) 	 employee share purchase (Section (3), Article 57) 
(6) 	 Existence-loan (hereinafter E-loan) (Articles 58-59) 
(7) 	 Employee Share Ownership Program (Articles 60-61 and the ESOP Law of 1992) 

In our opinion management and employee buy-out and the E-loan facility are not suitable 
when the number of employees and/or the value of the acquiredproperty is too high for 
the following reasons (companies in the portfolio of AV Rt usually fall in this category): 

In the case of management and employee buy-out, participants have to take a high risk 
that we cannot expect from non-manageremployees. Non-manager employees can have a 
word in issues related to business and personnel only as owners and only through their 
votes in the general assembly held annually or twice a year. Furthermore, employees 
usually do not have the material background needed for taking ihe risk. Moreover, the 
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PrivatizationLaw excludes preferences given to employees (Section (5), Article 54) 

As far as the E-loan facility is concerned, Articles 58-59 of the Privatization Law 
stipulate that the maximum amount of E-loan that can be provided in the course of the 
privatization of a company is HUF50 million (to all the buyers except the ESOP and 
regardless the number of contracts). Therefore E-loan can only be applied in small 
companies (small registered capital) and can hardly be used at companies in the portfolio 
of AV 	Rt. 

Accordingly here is the list of facilities to be applied on a large scle: 
(1) 	 instalment payment (Article 46-49) 
(2) 	 sales with the preservation of ownership rights (privatization lease-purchase) 

(Articles 50-52) 
(3) 	 common stock purchase on preferential terms with three-year instalment payment 

as a basic facility (Article 57) 
(4) 	 employee share purchase (Section (3), Article 57) 
(5) 	 Employee Share Ownership Program (Articles 60-61 and the ESOP Law of 1992) 

Another facility is the transfer of shares to the management (50%) and the employees 
(50%) after the obligatory capital increase regulated in Section (2) Article 44 of the 
Privatization Law. 

D3. 	 Financial mechanisms available at AV Rt companies for the purpose of 
gaining employee ownership 

During privatization private owners can use the following financing mechanisms within 
the restrictions of the tender as it is stated in the Privatization Law: 

a.) payment with cash 
b.) payment with instalments 
c.) payment with E-credit (with exception of ESOP the maximum amount of E-credit to 
all buyers cannot exceed HUF 50 million when a company is privatized. In case of 
ESOP 50% of the purchase price can be payed with E-credit.) 
d.) payment with compensation coupons in accordance with the Compensation Law and 
Point i.) Paragraph 1, Section 2 of the Privatization Law on privatization requirements. 

Payment with cash means that buyer uses his own savings and credits from banks to pay 
the purchase price, except E-credit. 

The ESOP La contains regulations on financing mechanisms applying E-credit and 
instalments. Nevertheless, the practice at SPA made it possible for ESOP organizations 
to use any of the financing mechanisms enlisted above in accordance with the bidding 
regulations. 

In the practice of privatization so far the enlisted financial mechanisms have been used 
together in certain legal transactions by SPA within the following combination in case of 
selling shares with a preferentialprivatizationtechnique: 
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a.) part of the purchase price had to be deposited on the bank account of SPA in cash
 
under the title of deposit and privatization costs when the tender was submitted
 
b.) only a small percentage of the purchase price could be paid with compensation
 
coupons - originally 10%, in the privatization of the food industry this number was 20%
 
c.) the value of centrally located land could be paid with instalments to the local
 
government concerned
 
d.) the rest of the purchase price could be paid in one by the winner of the tender with E
credit. 

The detailed invitation for tender contains methods and ratios of payment. 

From among the privatization techniques enlisted in section D2. 
a.) techniques qualified as sale with instalments: 

* 	 sale with instalments 
o 	 privatization leasing 
* 	 individual employee buy-out described under the heading of preferential ways to
 

gain employee ownership
 

b.) management and employee buy-out means payment with cash 

c.) gaining shares for E-credit is a preferential but special financing mechanism with cash
 
because state property organizations cannot keep the purchase price coming in from E
credit. According to the current regulations the instalments must be used for reducing the
 
national debt. That is why the instalments are due to the Hungarian National Bank.
 

E. 	 The current legal framework of gaining employee ownership and its criticism 

El. 	 The legal background to the application of preferences in gaining
 
employee ownership
 

In accordance with the current Hungarian law the following regulations regulate directly
 
the preferential ways of gaining employee ownership:
 
a) the Law on Economic Association (in the form of employee shares)
 
b) the PrivatizationLaw (regulations enlisted in section D2. of the present study)
 
c.) Government decrees on the privatization of certain companies under the authorization
 
by the Privatization Law.
 

E2. Regulations of the Law on Economic Associations concerning employee
 
shares
 

Section 244 of the Law on Economic Associations contains the regulations concerning 
employee share issue. Company management determines the detailed conditions of 
gaining and transferring such shares in compliance with the regulations of the company 
statutes. Free and preferential employee shares can be issued from the company's assets 
above owners' equity, increasing equity at the same time, to a maximum of 10% of the 
increased equity. 
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In case an employee dies or leaves the company - retirement is an exception - the 
company has the right to purchaseemployee shares but it can exercise its right only at 
market value or at nominal value at least. Thus the company cannotset a repurchase 
price lower than the nominal value. The definition of conditions involves the definition 
of the circle of those who are entitled to apply for shares. 

When employee shares are issued or sold the nominal value have to be taken as a 
projection base and preference can be given up to 90% of the nominal value at most. 

This form is very likely to be realized when those companies are privatized which have 
permanently been state-owned because these companies have very large working capital. 
The purchase price, that is twice as much as the HUF 219,600 preference for one person 
which cannot exceed 150% of the annual minimum wage (at present it is HUF 
12,200/person/month), amounts to several million Forints for companies, even billion 
Forints for some of them. The owneiship share that can be bought from this, however, is 
far below 10% of the registered capital. 

Gaining 10% of the shares means such a small number of votes that employees 
according to the Law on Economic Associations - do not have more rights as owners in 
decision making than those who simply have one share and one vote. 

Section 44, paragraph (1) of the Law on Economic Associations says that any member 
(shareholder) can ask the court to revise the company's resolution if it is in conflict with 
the law, some regulations, the corporate contract (founding document) or the statutes. 
exceptfor that member who voted for the resolution - cases enlisted in Section 210 
(constraint,error, deception) are excluded. 

According to Section 268 of the Law on Economic Association every shareholder is 
entitled to: 

a.) take part in the general assembly 
b.) ask for information 
c.) make comments 
d.) and on the basis of voting shares he is also entitled to 

" make proposals and 
" vote 

That is why at most APV Rt companies - probably - the importance of ownership rights 
guaranteed by shares will be emphasized as opposed to the rights of the general assembly. 

It would be expedient if employees or other members (shareholders) who vote together 
with them on the basis of the syndicate contract fully used the opportunity of share issue 
which can go up to 10% of the registered capital so that their participation in decisions 
made by owners 

a.) would include the right to ask the supervisory board to investigate management if the 
cause for such an investigation is clearly defined in writing on the basis of Section 275 of 
the Law on Economic Association 
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b.) and would also include the right to ask management to put a certain issue on the 
agenda of the general assembly which management is obliged to do if the cause and the 
purpose are clearly defined in writing. If management refuses to do so they could turn to 
the Court of Registration that will act within three days after the relevant request has been 
submitted. 

A 10% ownership share can have special importance when the right of preference 
dividend comes with it as a separate type of share. On the basis of the law on personal 
income tax 10% source tax must be paid after the dividend, so eg. as income for the 13th 
month it is a much smaller cost burden for the company than wages. 

E3. Other relevant regulations of the Privatization Law 

Section 38 of the Privatization Law says that preferential techniques can be used when
 
small and medium-sized companies (belonging to the circle defined below) could not be
 
sold for cash in the first run.
 

According to Section 37 of the Privatization Law the following companies belong to this
 
circle:
 

a.) their equity does not exceed HUF 600 million
 
b.) the number offull-time employees does not exceed 500 on the annual average.
 

The Hungarian Privatization and State Holding Company makes separate decisions about
 
companies which do not belong to the circle defined above.
 

According to Section 37 of the Privatization Law the board of directors of the Hungarian
 
Privatization and State Holding Company may depart from the regulations described
 
above considering the opinion of the ministers concerned.
 

E4. Government decrees, rules and regulations of the Hungarian Privatization 
and State Holding Company 

Paragraph (2) in Section 8 of the Privatization Law provides that the Government has to 
make a decision on the privatization concept of companies that pla an important role in 
the national economy and their decision has to be approved by Parliament. The legal 
form of the decision is a government decree. 

The circle of companies that play an important role in functioning national economy is 
determined by Parliament within 60 days after the law has come into effect - on the basis 
of the motion submitted by the minister without portfolio who is responsiblefor 
privatization and by the ministeroffinance. 

Organizations representing the interests of the trade and the employees can express their 
opinion about these concepts before the decision is made. 
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Even before the Law on Privatizationcame into effect last year government decrees were 
issued concerning the privatization concept of several companies with an important role in 

functioning national economy. These decrees contain regulationson gainingemployee 

ownership in a preferentialway. 

Following the provisions in the sections of Chapter 7 (under the title of Shares in other 
Companies) of the Law on Economic Association the board of directors of the Hungarian 
Privatization and State Holding Company can ive orders to the management of stock 
companies which are more than 75% owned by them until the assets of these stock 
companies are separated from the assets of the Privatization and State Holding Company 
by decreasing equity through the current modification of the statutes of AV Rt. 

E5. The ESOP Law 

The rules of the Hungarian Employee Ownership Program are determined by Law XLIV, 
of 1992 supplemented by Sections 60 and 61 of the Privatization Law. Regulations have 

a framework character. As a consequence, the ESOP can serve the interests of a small 
group (hidden management buyout) without violating the law. In order to prevent the 
problems described above the conditions of applving the law should be developed into a 
complete system. 

The basic purpose of ESOP is to make the purchase of the company shares safer. To 
make the foundation and operation of the organization simpler the ESOP Law should be 
modified at several points. 

ESa. The economic concept of the ESOP Law 

Those who prepared the draft law (experts for the Ministry of Finance and the Ministry 
of industry) did not want ESOP to become an ownership organization, they wanted it to 

become the most favorablepreferentialprivatization techniquefor employees. The law 
passed unanimously by Parliament - rejecting our bill - series this purpose. 

In accordance with the basic principle of the law 
a.) shares bought by using the employees' own resources will at once be owned by the 
payers 
b.) company shares bought with credit or instalments go over from the ownership of the 
EOP organization to participants in proportion to the organization's debt repayment, 
Company shares, however, can enter into the possession of participants only after the 
final instalment has been repaid. When it happens the ESOP organization ceases to exist. 

In practice, these are the regulations that cause most of the problems. The 50% +1 

voting package of shares purchased in the bidding procedure - due to the obligatory 
minimum of 2% payment from own resources - does not ensure majority vote for the 
ESOP organization for even a minute. Therefore, there is a constant danger that the 
ESOP cannot meet its collective voting obligations stipulated by the seller in the share or 
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business share purchase agreement. Until the last instalment has been payed at the end of 
the 10-year-period, the organization is not entitled to handle shares in the unlimited 
property of those who invest their own savings into purchasing shares. 
Any party of counter-interest can easily buy - at a very high price if necessary - one or 
two shares out of the package providing one-vote majority when shares are given over to 
the ownership and property of buyers. Thus, majority ownership can be changed. 

The ESOP Law states that the ESOP organization is a "temporary" organization 
established explicitly for a predetermined period of time. Following the example of 
American ESOP we find it favourable to operate Hungarian ESOP organizations as 
organizations for owners until the company works. 

ESb. T'he financial concept of the ESOP Law 

The law obligatorily states that, as long as the organization has not repaid the credit used 
for gaining ownership or the purchase price instalments, the dividend on company shares 
purchased with credit or instalments must be used for repaying the current debt, 
irrespective of who owns the shares (the organization, a participant, or a former 
participant) except for shares owned by pensioners and inheritorsofformer participants 
who are already dead. With this previous regulation the ESOP Law excludes the 
possibilityfor the organizationto use dividends to increase equity or distributepart of the 
dividends to employees. 

The enlisted restrictions do not apply to incomes from transferring funds up to 20% of the 
lax base by the employer company or from other sources. In reality, however, these 
sources are not even sufficient for the ESOP organization to repurchase shares from 
former participants. Repurchasing shares is the most important way of repaying debt for 
ESOP organizations. 

Appendices "Cl" and "C2" contain the detailed interpretation and criticism of the ESOP 
Law. The following major statements can be made based on them. 

E5c.Extra preferences provided by the ESOP Law compared to other 
constructions 

The ESOP Law offers the most preferences for employees from among all the possible 
constructions for the following reasons: 
1.) employees can use the maximum discount that can be granted in the privatization 
process for them within this construction 
2.) in addition to this the following preferences are offered by ESOP: 
a) the condition of purchase stated in the law is the payment of the smallest cash 
percentage (2% of the purchase price to be payed) 
b) compensation coupons can also be used as own resources 
c) if the ESOP organization purchases compensation coupons it does not have to pay tax 
after the current rateprofit that can be very high today 
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d) the overdue purchase price is burdened by the longestperiod of repayment (maximum 
15 years), the lowest interest rate (7%/year at present) and default interest (6%/year at 
present) 
e) the bank giving E-credit can conclude a contractof reinsurance with Credit Guarantee 
Rt up to the amount of HUF 100 million or 80% of the actual damage in case the ESOP 
is unsuccessful 
f) in case of default neitherthe seller, the state property organ:ization, nor the bank giving 
E-credit is entitled to withdraw the contract, so the shaies repaid until the default are due 
by all means to the ESOP and its participants; the state property organization as seller and 
the bank as creditor can cancel the contract only for the future if repayment is not made 
g) irrespective of the percentage of purchased shares the employer company is entitled to 
use a maxim,an of 20% corporate tax allowance if the company has already given over 
20% of the tax base as support to the ESOP during the period of repayment 
h) Employees who are participantsof ESOP are not liable for the debt of the ESOP 
organization, so if they purchase shares in ESOP they only risk the shares they have 
gained by using credit in ESOP. 

E5d. Disadvantageous regulations of the ESOP Law which can be avoided but 
are still in effect today 

The disadvantageous regulations of the ESOP Law are the following: 
a) the dividends on shares purchased with credit or instalments - irrespective of the fact 
who are the owners: the organization, the participants or the former participants - have to 
be usedfor repaying debt even if - compared to the repayment determined in the credit 
agreement and/or in the share purchase agreement - this results in prepayment. Thus, the 
dividend cannot be usedfor increasing equity or paying to employees as long as the debt 
has not been completely repaid 
b) shares purchased with credit or instalments can be repurchased only by the ESOP 
organization, not by the company or theemployees until the repayment has not been 
made. It unnecessarily prevents, almost excludes the formation of an internalmarket for 
shares. Creditors's interests are not influenced by the internal market for shares if the 
regulations are appropriate. 
c) the framework character of the law makes it possible for the management of the 
company to delegate an outsider expert or a manager - except for the general manager 
and his deputy - as ESOP official without asking ESOP participants. That person might 
even have counter-interests and as a rpresentative of ESOP might make decisions at his 
discretion in the name of the organization at the company's general assembly 
d) the ESOP is not allowed to pursue any economic activity, so the ESOP's only role can 
be to gain ownership 
e) on the basis of the general regulations of the Civil Code officials of the ESOP 
organization are liable for the damages caused by measures that are illegal or in contrast 
with the statutes or by default. Participants can claim such damages, practically without 
time restrictions, as opposed to the regulation restricting shareholders in the Law on 
Economic Associations, according to which any general assembly resolution can be 
submitted by any shareholder to the court of competent jurisdiction exclusively within 30 
days after the resolution has been passed. 
f) the ESOP organization can purchase shares only if a feasibility stud',: is made about the 
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c 
return of the credit used and the overdue purchase price and if that study is Qualified by a 

a..ny reDresentative who is often an official with counter-interests or a member of 
management. 
g) the general rule is that after the debt has been repaid the ESOP organization is 
supposed to cease to exist, so the ESOP cannot be considered an employee ownership 
organization as long as the company works. 

Ee. Contradictions of the P.rivatization Law and the ESOP Law 

It has already been mentioned before that the ESOP Law was passed earlier than 
the privatization law package which introduced bidding into the pivatiz.ation process in 
1992. These contradictions have not been solved by the Privatization Law despite the fact 
that it deals with ESOP (sections 60 and 61 of the Privatization Law), inconsistencies 
between the current law and the ESOP have become stronger. From among the possible 
owners of the company it is only the ESOP that is driven into a disadvantageous position 
compared to other majority owners by Paragraph (3) Section 60 of the Privatization Law 
which states that the leading official and general manager of a company and his deputy 
cannot be members of the ESOP board. Owners usually try to take over leading positions 
in order to protect their interests. This regulation deprives the ESOP of this opportunity. 

The motives of this regulation can be understood and accepted. The company is liable 
for ESOP debts. Employer's rights against employees are exercised by the general 
manager which gives him special power over his employees. It is understandable that 
there is a need to prevent incompatibility and abuse of power. The problem is that even 
in the case of MBO it should be regulated on the same basis who is supposed to fill top 
positions within the company and officials of other ownership organizations should also 
be prohibited from filling positions enlisted above. As this provision of the Privatization 
Law does not contain such a stipulation it can be taken as discrimination against ESOP 
which - in my view - violates the provisions on equality before the law in Section 70/A of 
the Constitution. 

E6. The amended Law XC. of 1991 on personal income tax 

The 1995 amendment of the law abandoned the former allowance, the so-called 
investment allowance, which was due to every natural person in Hungary. Hungarian 
private persons who purchased state property directly from the state property organization 
were entitled to reduce their annual personal tax base up to the amount of their investment 
in pi'ivafization. This reduction, however, could not exceed 30% of the tax base. 

This investment allowance ceased to exist this year and was replaced by the so-called 
investment tax credit (Point m), paragraph (1), Section 38/A. of the Law). This 
provision states that Hungarian private persons, under the legal title of investment tax 
credit, can deduct a maximum of 30% of the amount which is not more than the accrual 
of the private person's investment portfolio - exceeding the previous year's base of the 
investment tax credit portfolio - for the current tax-year. (In order to calculate the 
accrual of 1995 the previous year's base of the investment credit portfolio should be taken 
as zero.) 
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Investment tax credit cannot be used in the case of shares purchased through ESOP. This 

is gross injustice compared to other share purchase procedures. 

E7. The amended Law LXXXVI. of 1991 on c9rporate tax 

A former provision is still in force after the 1995 amendmen! of the law; it states that the 
company's general assembly is entitled to give over 20% of its tax base to the ESOP 
organization during the period of repaying the credit used for purchasing shares or the 
overdue purchase price in the case of instalments. 

There is a cnange in the law that is favourable for enterprises: the corporate tax went 
down to 18%. There is, however, an unfavourable factor as well: the repayment 
instalments of the ESOP organization are burdened by a further 23% of corporate tax. 
The two taxes together amount to 33.3% of the tax base. This is slightly lower than the 
36% in the provision that was in force until the end of year 1994. Nevertheless, if 
Hungarian private persons use the dividends for repaying their privatizational E-credit 
they are exempt from this additional taxation. 

As a result, compared to individual buyouts by Hungarian private persons, employees are 
discriminated from the perspective of the ESOP which leads to Hungarian private 
persons' ownership, and from the perspective of personal income tax and corporate tax. 
We may venture to say that these provisions are not only unfair but also violate Paragraph 
(3) Section 70/A of the Constitution on equality before the law, according to which the 
Republic supports equality before the law by taking measures targeted at eliminating the
 
inequality of chances.
 

F. Problems related to lack of capital resuiting from legal regulations 

State-owned companies are such one-person enterprises whose only owner is the 
Hungarian State and whose ownership rights are exercised by the state administration 
body that founded the company. Consequently, at these companies it is only the founder 
who can increase equity. 

The state as art owner has neverprovided Hungarianstate companies with sufficient 
working capital, that is how they are privatized. Even if the company can be considered 
successful from the point of view of accounting, with good operating results, the majority 
of companies makes a big loss by the end of the year because the interest rate on 
Hungarian commercial credits used for compensating the lack of working capital is so 
high. Thus, in order to maintain operation at the majority of companies that work well 
both technically and professionally, with good operafing results, additionalcapital 
injection is needed. Employees lack sufficient resources for that purpose. Even if some 
employees (eg. a few of the managers) have enough cash or credit they obviously want to 
invest it into the company separately from the ESOP. The question might also be asked 
what is more expedient for the persons concerned: to purchasestate property or increase 
equity? 

The majority of Hungarian companies is in need of additional capital injection because of 
the following reasons (besides the lack of working capital): 
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- need for developing production and technology 
- necessity of reorganization 
- reduction of environmental damages and burdens 
- increasing export 
- stopping the process of losing markets 
- finding new markets. 

In order to fulfil these needs the following things should be done: 
a.) gaining the most advanced international 

- technologies and 
- management and marketing experience plus 

b.) winning domestic suppliers and sellers. 

The most advanced technologies, marketing and management experiences can be expected 
from foreign strategic investors first of all. Because there is no sufficient contact between 
them the ESOP companies do not know the potential foreign strategic investors well 
enough and those investors do not really know the advantages of ESOP companies. That 
is why it is not characteristicof ESOP organizationsto bid together with foreign 
consortium partners. It is much more characteristic that they submit tenders together with 
domestic suppliers and distributors. 

The ESOPs usually know the advantages they can expect from involving consortium 
partners. Potential partners, however, know much less about the advantagesof the 
increased interests ofESOP companies in maintainingoperation, especially if employee 
ownership is combined with a system of employee involvement (participation). 

Some experts find that - especially in the case of national public-service corporations that 
form natural monopolies - instead of strategic investors the involvement of financial 
investors would be more favourable. In the case of companies with such scope of 
activities there is no competition in the market, so keeping the price of services at a 
socially acceptable level is not so much a market category but a complicated professional, 
branch and state task of price regulation. 

Since the price of the services provided by these natural monopolies equals the total 
amount of the following: 
a.) fair profit on the necessary capital 
b.) necessary costs. In the case of privatization the state as an owner, especially when 
minority state ownership is kept, must regulate the starting price level and the mechanism 
of increasing prices several years in advance, with special regard to inflation and the 
necessity of additional capital injections. 

Nevertheless, estimating any of the two price-forming factors even roughly during the 
time of share distribution is a very cL. nplicated task, a minor mistake can carry serious 
consequences .r the country. (One example for that is described in an article written by 
dr. Mria 1116s in the July 26 issue of Magyar Nemzet, on page 15, under the title: "A 
nagy gazdasigi csapda" /"The big economic trap"!.) 
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Electric power consumption in Hungary is 30-35 billion kilowatt-hour a year. 
(Consumer's price/ldlowatt-hour - depending on the size of consumption - is HUF 6.50
8.50. Further price riscs can be expected in the near future.) When the starting price of 
the service is set every one-Forint miscalculation might mean that HUF 30-35 billion goes 
abroad without compensation if the owner is a foreigner. In case of a miscalculation of 
HUF 4/kilowatt-hour an amount equal to the real value of the expected privatization profit 
escapes from the country every year without compensation. In case of financial investors 
it does not necessarily appear in the form of dividends, it might take up one of the forms 
of income withdrawal which does not result in any profit in the state budget. That is why 
in the case of natural monopolies there are so many people of the opinion that it is more 
expedient to give preference to financial investors instead of foreign strategic investors 
because they wish to return their investment it) the form of dividends. However, we can 
be witnesses to the formation of an entirely different privatization technique in the 
privatization of the electric power sector Lunched by the government which caused 
anxiety among consumers. The Government makes it possible for strategic investors to 
participate in the sector's privatizatien gaining majority ownership - it is true that only in 
the form of option so far. 

In oil industry, on the other hand, on the basis of Government Decree 1066/1995. 
(VII.6.) the Government would like to sell a percentage of MOL (Hungarian Oil and Gas 
Company) shares (above the permanent state percentage - 25% +1 votes) through 
a) an international open tender for financial investors 

b) selling ordinary shares to employees with preferences stated in the Privatization Law 

c) selling shares publicly in the domestic market and on the stock exchange 

G. 	 Legislaive and regulatory tasks necessary for improving opportunities 
to gain employee ownership 

G1. 	Motions for amendment 

Besides the Privatization Law the issue of gaining employee ownership is dealt with in the 
ESOP Law, the tax laws and - through employee shares - provisions of the Law on 
Economic Associations. 

In this present study and its appendices we have dealt with the legal environment and its 
criticism in detail 

a) in Appendix "A", "B" and "D"about the Privatization Law and its privatization 

strategy 

b) in section E.5. and Appendix "C2" about the ESOP Law 

c) in section E.6. and E.7. about laws on taxation 

These criticisms contain a lot of suggestions concerning the expedient modification of the 
relevant laws. 
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On the basis of the enumeration it would seem to be natural that the Privatization Law 
should be amended as soon as possible. But the privatization practice of the previous 6 
years has proved that privatization strategies can be modified even without the 
modification of the privatization laws. These laws so far have only provided an 
opportunity to create better conditions for privatization strategies considered to be 
favourable ct,-onared to other strategies in a certain period, but they have not provided the 
conditions for the modification of the privatization strategy that was considered to be 
good. 

The statement above proves that even when the first generation privatization law 
encouraging sale for cash was in force - from the second half of year 1991 - in tenders 
for selling majority state shares preferential privatization_ techniques came to the front. 
Wltoh at the legislative level they were given priority only by second generation 
privatization laws that came into force on 27 August, 1992. 

The Parliament did not even adopt new Property Policy Guidelines for the modification of 
the privatization strategy. 

G2. Internal regulations of APV Rt 

Experts dealing with tenders for employees during the previouLs administration period 
.were ofthe opinion that the internal regulations of the state property organization play
just as an important role as the law itself (organizational and operational regulations,
bidding regulations, regulations for supervision). 

These internal regulations define the decision making authority, processes to be used, the 
content of tenders, including privatization techniques with which participation in tenders is 
possible, criteria and methods of evaluating tenders, etc. within the organization when 
they call fo,: and evaluate tenders; so they define all the issues that have an impact on 
who the new owner is going to be. 

H. SUGGESTIONS 

H1. For government bodies 

Due to the framework character of the second generation package of privatization law the 
Government could have modified the privatization technique by modifying the current 
Property Policy Guidelines, just like in 1991. That is why it was difficult to understand 
why the privatization of SPA companies slowed down jo much when they were 
appropriatelypreparedfor tenders unlike AV Rt companies. 

There is only one answer to this question: a long period ofconsideration is needed for the 
Government - more precisely: for the coalition parties, or better to say: for 
representativesof the HungarianSocialist Parryto accept the following: 

a.) the priority of the privatization of small and medium-sized companies with cash within 
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the comptitive sector as opposed to preferentialprivatizationtechniques ensuring equal 
chancesfor domestic investors 

b.) the priorityofprivatizationallowingforeignersto gain majority ownership in the cas 
of natural monoply public service corporations of strategic importanc , so the short term 
fiscal approach as opposed to the long term approach of market economy-building. 

It also took some time to make changes in staff which was consider I necessary by 
leading company officials, with special regardto the preferentialemployee and 
management buyout opportunity introduced by the Privatization Law, in which newly 
appointed members of management can also participate as leading officials. 

At small and medium-sized companies privatization concernsempj _s reo!__Y b u 
since the beginning of 1985 employees elected the general managers of these state 
companies either directly or through delegates and they also made decisions on how to 
use 75 %of the profit after tax on personal income and development. 

Employees lost these rights when state companies were obli.atgorlv transformed into 
economic association. in 1992 and 1993, Before the PrivatizationLaw came intoforce, 
however, they had the opportunity to take part in any tender with preferentialtechniques 
and there was a stipulation which guaranteed that g_.ploees could purchase 10% of the 
registered capital with the conditions of sale formed in the tender. 

In point A4a of the present study there is a good description of how public opinion wa 
influence by the obligatory transformation of state companies into economic associations 
in 1992. It is stated that the number of those people who consider market economy a 
good thing was decreasing one year after the other and only 39% of the people who took 
part in that survey favouredprivatization. 

It is a well-known fact that the previous government parties (MDF, KDNP), whose target 
was to establish and maintain social market economy, obtained only a very low share of 
votes in the 1994 parliamentary elections despite the fact that during their government 
period 

- they did not try to reshape the welfare system 

- already in the year of the election net salaries increased 

- the economy started to grow 

- inflation remained on the same level. 

From this the following consequence can be drawn: public opinion is influenced more by 
measures that concern certain individuals closely than by laws in force, and employees 
can play an important role in influencingpublic opinion. 

Employees still hope today that the 1995 calls for tender with cash will fail. If APV Rt 
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sells state shares and business shares at a reasonable price with acceptable guarantees 
there will be a new opportunity for employee to gain majority ownership with 
preferential techniques, especially within the framework of ESOP. 

At small and mediurn- ized companies invitations to tender with cash cannot be avoided 
any longer with special regard to the fact that the Privatization Law came into force not 
so long ago and the lists werD..pklthisyear. That is why we think that instead of 
modifying-parS Of the privatization law criticized by employees those elements of the 
privatization strategy should bg rthough that need no modification. AQcorinely.,i
would 	be useful to rewrite thinternal regulations of APV Rt on tie ogwrnment level, 
with special respect to the expedient privatization strategy of company shares exceeding 
the amount that can be kept in permanent state ownership, which in reality is not an APV 
Rt task, but a task for the Government and the Parliament. In this respect the 
Privatization Law plays no role in effect. The Privatization Law deals fully only with the 
privatization processes (simplified privatization) of small and medium-sized companies 
and states what are the rules to be followed. 

It would be useful and there is a chance to modify - executive type - laws (corrate and 
personal income tax law, ESOP law) that have a direct impact on privatization and not 
only maintain but increase domestic investors' - employees belong to this category as well 
- further participation in purchasing companies that could not be privatizedforcash in a 
preferential way. 

The ESOP Law has to be modified by all means this year because the Privatization Law 
has been modified without even referring to the existence of the ESOP Law. Tax laws 
are modified by Parliament every year. Thus, the modification of these laws as suggested 
above 	would not out of place in the predetermined process of legislation. 

H2. 	For organizations representing the interests of employees and 
employers 

In the Privatization Committee of the Reconciliatory Council the representatives of 
different interests have had tough debates for years - usually for the same purpose - to 
clarify 	and expand laws concerning privatization and the internal regulations of state 
property organizations. 

The Committee has discussed the organizational and operational regulations of APV Rt 
plus its bidding regulations recently. They will discuss the issue of the supervisory 
regulations of APV Rt within a few days. 

These regulations so far have not been able to correct the mistakes of previous regulations 
if this kind. The most urgent task is to build the current clarifications and addenda into 
these regulations. 

It is still an open question, however, in which way some essential and debated issues of 
gaining preferentialemployee ownership should be regulatedas the previous government 
did not solve this problem. The Privatization Committee of the Reconciliatory Council 
discussed the draft bidding regulationssubmitted by APV Rt in the name of the 
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Government this July. Compared to the content of the Privatization Law, however, this 
draft is not a real breakthrough in the regulation of these open issues. Thus, occasional 
debates can be expected in certain transactions about what the following concepts mean in 
the Privatization Law: 

the term "accepting equal conditions" has been applied in the Privatization Law 
since 1992 (Paragraph 5, Section 27 and Paragraph 1 in Section 33 of the 
Privatization Law), (on the basis of which method can we comrare quantifiable 
and non-quantifiable factors?) 

"the real (recently estimated) value, market value (present value)" of the profit 
expected on the basis of the selected privatization technique (method of payment) 
after several offers have been compared (Paragraph 5, Section 27 and Paragraph 3 
Section 32 of the Privatization Law), (in case of discounting which algorithm 
should we think of; there are several well-known methods of discounting) 

* 	 in case employees purchase shaies individually in a preferential way the interest on 
the overdue purchase price is "the cunent interest on the national debt" (Paragraph 
2, Section 57 of the Privatization Law), (which national debt should we think 
about: the external or the internal or the two altogether, if so how can we calculate 
the average of the two?) 

in case of sale in instalments the interest on the overdue purchase price "cannot be 
less than 50% of the central bank prime rate (Paragraph 4, Section 46 of the 
Privatization Law), (who determines for what circle and period of time the size of 
the interest to be used, perhaps the decision making body in the case of every 
transaction?) ,etc. 

* 	 it has never been an unchangeable fact if companies were listed as permanently
 
state-owned. The Privatization Law itself does not exclude the requirement of
 
modification for next year that is why in Paragraph 1, Section 8 it states that 
-
among others - "the organizations concerned which represent the interests of 
employers and employees" can propose a motion. The open question is: who can 
be qualified as "concerned"? 

* 	 organizations representing the interests of employees should agree on how to use 
properties which serve welfare or social purposes. (Questions: which properties 
belong to this circle and which organizations practice the right of agreement?) 

before a privatizational decision is made the seller of the property is obliged to 
provide an opportunity for employee organizations to express their opinion and 
this opinion must be attached to the memorandum specified in Section 34 of the 
Privatization Law. (Questions: What is the content of the information to be 
provided to which the employee organizations can react by expressing their 
opinion? Which employee organizations are entitled to do so?) 

Thus, it is a task for local groups of employees and trade unions to fill the open issues of 
the Privatization Law and the Bidding Regulations of APV Rt with technical content so 
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that they can help employees to gain ownership preferentially with amendments of the law 
or with addenda in the technical regulations of APV Rt. 

De necessary (but not sufficient) conditions of the successful fulfilment of these tasks are 

basically the following: 

0 	 rethinking privatizational experience collected so far 

* 	 developing a good strategy for gaining employee ownership successfully within the 
framework of the current regulations 

* 	 teaching this strategy to employee representatives in wide circles 

0 	 technical assistance to groups of employees so that they can organize ways of
 
gaining ownership and submit an investor's offer to APV Rt.
 

Besides solving operational problems of ESOP and MBO organizations these are the most 
important tasks for the "NationalAssociation of Employee and Manager Owners, ESOP 
and MBO Organizations"which is an association representing technical interests with a 
membership of 40% of Hungarian ESOP organizations. 

113. 	 For groups of employees 

We consider the following principles the most important informing a suitable strategyfor 
gaining employee ownership successfully within the framework of the current regulations. 

H3A. 	 Defining the problem 

The circle of companies concerned can be characterized by considerable property and a 
large number ofemployees. Despite their large number there is only a 50%purchase 
price discountfibr employees to be usedjointly and the totalpurchaseprice is usually not 
enough to guarantee a sufficient amount of sharesfor them. Finding the necessary 
financial resources to pay half of the total purchase price can be a serious problem as 
well. 

H3B. 	 Strategies to be selected 

The purpose of preferential share purchase for employees can be the follewing: 

a) to use the preference exclusively orpart oj it in which case they buy shares at a 
purchase price that can be maximum twice as much as the preference due to the 
participants jointly 
b) to obtain 15% of the registeredcapitalat once which is stated as the upper limit in 
Paragraph 1, Section 56 of the Privatization Law. (Eg. if the purpose of the management 
is to acquire a considerable amount of shares - 25 %+ 1 votes - on the basis of the Law on 
Economic Associations.) 
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Shares 	that cannot be acquired preferentially outside of bidding can be obtained by 
employees within the framework of tenders in accordance with the current regulations of 
the Privatization Law. 

The period of payment which is longer than three years in case of preferential purchas 
regulatedas a basic constnction in Section 57 of the Privatization Law - isofpimar 
"mpQ_~~gqnly_if employees wish to buy shares at a purchase price higher than twice the 
preference which is due to participants jointly so that they can possess a percentageof 
shares with a certainfloor value. 

In accordance with the regulations (Law VI. of 1988 on Economic Associations) which 
determine the sphere of authority of the owners' general assembly thefloor values of 
authority are the following: 

(1) 1 piece of voting shares (even if t&."re are no special rights related to it, just like to 
the so-called golden share) authorizing its owner to fully practice the rights of the general 
assembly and to attack any general assembly resolution in court if it is in conflict with the 
law, the regulations, the founding document or the statutes, except if the owner voted for 
the passing the resolution previously 

2) 10% of the shares and the votes so that the group of owners can have any case 
investigated and bring it to the general assembly 

3) 25% of the shares + I vote so that without the consent of the group of owners the 
general assembly 

* 	 cannot modify the statutes 

cannot 	decrease or increase equity, except if on the basis of the statutes 
management have originally been authorized to increase equity by issuing new 
shares 	or by debt/equity swop 

• 	 cannot change the rights related to different types of shares 

can decide on joining or merging with other joint-stock companies, its separation, 
winding-up or transformation into a new form of economic association 

* 	 cannot make a decision on changing the type of tie shares by stamping 

4) 	 50% of shares + 1 vote so that the group of owners can make every decision 
alone at the general assembly except for the ones in point (3) 

(5) 75% of the shares and the votes so that the group of owners can make all the 
decisions at the general assembly alone. 

It does not have to be proved that with the preferential purchase for employees as 
described in the Privatization Law only the purpose stated in Paragraph2 - gaining 
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shares that guarantee10% of ownership and votes - can be achieved. Preferential 
purchase, however, is suitable for creating favourable conditions to achieve further 
purposes. (Issuing employee sharesalso serves this purpose as the upper limit of issue 
is 10% of the registered capital.) 

The most important target for employees is to take all possibilities into consideration and 
to determine what legalform and which preferentialtechnique enables them to acquire 
most of the shares and to find appropriatepartnersto establish a consortium that can 
gain the targetednumber of voting shares that exceeds 25+1. In order to achieve this 
purpose employees have to take part in tenders. 

In order to malce the tender and cooperation successful employees are required to 
conclude consortium, syndicate and shareholderagreements with their consortium 
partners even before submitting the tender. The agreements should contain the accepted 
conditions of long-term cooperation. 

Natural partners of employees are any applicants or shareholders who are interested in 
maintainingthe company's operation in the long run (on the basis of our experience the 
following can be qualified as co-owners: the management of the company at first place, 
the state, different local governments and strategic investors, etc.) 
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November 14, 1994 

QUESTIONNAIRE REGARDING TRAINING NEEDS OF ESOP COMPANIES 
KMDf 	V AZ MRP VALLALA TOK OKTFA TSI IGANYEINEK FELMARMSIMRE 

(please fill this questionnaire if you are working in a Hungarian. 
company which has an ESOP or plans to establish an ESOP) 

(kdrjtlk 	Wltse kW ezt a kdrd61vet, ha 6n egy olyam vdillalatn6ldolgozik, 
ahol mdr van MRP vag tervezik annak elinditdst) 

What are in your opinion the problems of your company which are related to the 
ail that itha5san ESOP? Please list them in order of priority (most important = 

1, etc.) 
Az 6n vdlemdnye szerint miven -probdmdkkaIjdroz. hogy a vdllalatykndl 
elinditottdk az MRP-t? Kdrjtlk jelc6je 6ket fontossdgi sorrendben (legfontosabb = 

1, stb.) 

-_.I 	 Employees do not feel that they are part owners and have not changed their 
working attitudes 

-_ 	 A munkav1llal6k nem 6rzik, hog rdsztulajdoncsoklenndnek 4S nem vdltoztattak a 
munkLdhoz val6 hozzdNllsukon 

Score Number of Responses 

1 37 
2 23 
3 6 
4 8 
5 6 

Employees feel as owners that profits should be distributed as dividends or 
bonuses, not be re-invested in the company to improve its performance 

_IA munkavdillal6k mint tulajdonosok g)y drzik, hogy a nyeres~get osztal~k vagy 
prgmium formdjcdban szdt kellene osztan4 nem pedig visszaforgatnia vdllalatbaa 
teljesitmgny javitdsa6rdekdben 

Score Number of Responses 

1 13 
2 19 
3 27 
4 14 
5 8 
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-i 	 It is more difficult to lay off workers when it is necessary because they are 
owners 

I_-I 	 Szdksdg eset6n nehezebb elbocs4tania dolgoz6kat, mert tulajdonosok 

Score Number of Responses 

1 4 
2 8 
3 17 
4 28 
5 19 

I-I 	 Employees feel that as owners they are entitled to interfere in day-to-day 
management decisions 

I I 	 A munkavdllal6k dgy &zik, hogy tulajdonosk~ntjoguk van belesz6lni a napi vezet6i-

dcnt6sekbe 

Score 	 Number of Responses 

1 17 
2 19 
3 20 
4 16 
5 9 

I-I 	 The company and the ESOP do not have a good accounting system for keeping 
track of the shares each employee has in the ESOP 

I- A vd1lalat 6s az MRP nem rendelkezik olyan sz6mviteli rendszerre, amivel j61 
nyomon k6vethet6k lenn6nek az egyes munkavllal6k MRP-ben megl6v6 r6szvdnyei 

Score Number of Responses 

1 2 
2 11 
3 10 
4 13 
5 41 

1 
I_1 

Other (describe: 
Egy~b (konkr~tan: 

) 

Other answers were as follows: 
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Number of Answers 
Responses 

(8) 	 The uncertainties cf the legal and economic environment (amendments of 
the law, changing conditions for acquiring credits) endanger the security 
and existence of the ESOP and also have a negative impact on the 
behaviour of employees. 

(7) 	 Lack of capital - no developments, production cannot be made more 
effective, therefore the repayment of the ESOP loan is a great burden. 

(3) 	 The SPA has been delaying decision-making, the company is not invited for 
tender although the ESOP organization is ready, we have an up.to-date 
statutes, feasibility study and the company makes profit. We even have the 
approval of the owner - but the owner itself puts the company in an absurd 
situation. 

(2) 	 ESOP participants are not familiar with the operational structure of a 
share-holding company. 

(2) 	 Interests of other co-owners (legal entities) against the ESOP organization. 

(2) 	 Lack of a joint decision-making mechanism (envolving the management 
and the ESOP); the partial ESOP assemblies cause delays in the decision
making process. 

The company would need a significant amount of short-term credits; the 
interest rate on short-term credits is 29-30% which has a negative impact 
on the profit. 

Situation of the parent company (liquidation, final settlement) 

Separation from the parent company in order to establish the ESOP. 

The company management was exclusively motivated by political reasons. 
Privatization and restructuring was driven by personal and material 
inerests. 

Profit is not generated; there is no return on investments. 

The protraction of the privatization process is extremely demoralizing 
(delays in the tender invitation, evaluation, etc.) 
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It is difficult to acquire credit. The majority of the employees do not have 
sufficiant money. 

It is harder to overcormc the suspicion of banks deriving from the "different 
owners - different interests" concept. 

There is no management which is able to manage the company, it is 

difficult to find new experts. 

Many administration tasks. 

Accounting and taxation problems. 

Who is going to be the owner - former managers, ESOP or foreign 
investors? 

Lack of communication system between the management and the ESOP 
organization. 

Ownership pattern: MBO/pfrson/share > > ESOP/person/share 

2. Your position is: 
2 Az 6n beoszta: 

9 General manager/Vezrigazgat6
 
18 Head of department/F6oszt6lyvezet6
 
7 Supervisor/Csoportvezet6
 
3 Employee/Munkawllal6
 
53 Other/Egy6b 

7 Economic Director/,3azdas~igiIgazgat6 
1 Commercial Director/KereskedelmiIgazgat6 
1 Technical Director/Mdszaki Igazat6 
5 Chief Accountant/F6k6nyvel6 
1 Deputy Manager/lIgazgat6-helyettes 
3 Manager 
1 Administrative Manager/Adminisztrativvezet6 
1 Member of the Rt's Board of Directors/Rt. Igazgat6tan~cstagla 
15 Head of Section/Osztlyvezet6 
1 Head of Accounting Section/Szrnviteli oszt6lyvezet6 
1 Controlling Manager/ControllingIgazgat6 
3 Legal Advisor/Jogtandcsos 
1 Technical and Economic Advisor/MdszaW ds Gazgasdgi Tandcsad6 
1 Chairman of the ESOP Organizing Committee/MRP Szerv. Biz. 
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eln6ke 
3 Member of the Organizing Committee/Szervez6 Bizotts4gi tag 
3 Trade Union Representative/Szakszervezetikdpvisel6 
1 Chairman of Workers' Council/tzemi tancs elndke 
1 Senior Construction Manager/F66pitt6sveze 
2 ESOP Representative/MRPkdpvisel6 

3. Name of your company (this guestion is optional): 
3. 	 Az 6n vdllalatdnak a neve (nem felttlendl kell itAlteni): 

5................................... 



Aflttahment
 
LIST OF COMPANIES RESPONDED 

Bakonyf1aszdrt Rt.
 
VOLAN Rt.
 
P6csi Geoddzia Kft.
 
Agroker Rt., Szombathely
 
N6gridker Rt.
 
Miskolci tlelmiszer Rt.

Kemikal Rt.
 

Komplett Kereskedelmi Rt., Szeged
 
Hajd-dsagi Gabonaipari Rt.
 
Szabolcstej Tejipari Rt.
 
mez6gazdasigi uzem
 
Mez6gazdasdgi Rt., H6dmez6vdsdrhely
 
Centrum Aruhazak Rt.
 
Budalakk Kereskedelmi ds Festdkgycirt6 Kft.
 
Paitria Nyomda Pt.
 
Agroker Kft., Kecskem6t
 
Fantdzia Kereskedelmi Rt.
 
Metal Karbon Kft., Budapest
 
MMG Automata Mfvek RT.
 
HIM Rt.
 
Ezaris Rt.
 
Hungaroton Magyar Hanglemezgyirt6 Vcillalat
 
DIRVVALL Ruhczati Kft.
 
TS Rt.
 
Ferion AKKV Rt.
 
R6pcelaki Sajtgycir Rt.
 
Solvent Keresked6hiz Rt.
 
Kossuth Nyomda Rt.
 
Aranyp6k Rt.
 
BOLY Rt.
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November 24, 1994 

DISCUSSION OF RESULTS OF THE QUESTIONNAIRE
 
REGARDING TRAINING NEEDS OF ESOP COMPANIES
 

The representatives of ESOP companies who attended the Third National ESOP 
Seminar on Nov. 3-4 were asked to state in order of priority, on a scale of 1 to 5, those 
problems of their companies which are related to the fact that the company has an ESOP. 

81 filled questionnaires were received. These may be considered a good 
representation of Hungary's 178 ESOP compardes, especially those who were interested 
enough to attend the conference and thus are likely to be better targets for future TA 
activities. If the answers are weighted by 5 for the highest priority, down to 1 for the lowest 
priority, the following results are obtained. 

A. Results of the Questionnaire. 

Problem #1: "Employees do not feel that they are part owners and have not changed 
their working attitudes". This problem received the highest score (3.96 out of 5), and 37 
respondents classified it as their largest problem related to employee owilership. 

Problem j2: "Employees feel that as owners they are entitled to interfere in day-to
day management decisions". This problem received a score of 3.23 out of 5, and 17 
respondents classified it as their largest employee-ownersbip problem. 

Prbl_.m__: "Employees feel as owners that profits should be distributed as 
dividends or bonuses, not be ,e-invested in the company to improve its performance". This 
problem was rated almost equal in importance to problem i#2 (a score of 3.19 out of 5), and 
13 respondents designated it as their largest employee-ownership problem. 

Prl enfjL4: "It is more difficult to lay off workers when it is necessary because they 
are owners". This problem received a much lower score (2.34 out of 5), and only 4 
respondents considered it as their largest employee-ownership problem. 

Problem #5: 'The company and the ESOP do not have a good accounting system 
for keeping track of the shares each employee has in the ESOP". This problem had the 
lowest score (1.96 out of 5), and only 2 respondents identified it as their largest employee
ownership problem. 

Other problems identified by the respondents were of much lower priority, and 
orfurthermore were either (1) particular aspects under the above five large problems, 

(2) problems which are not related to the employees (eg. uncertainties of the ESOP tax 
treatment and access to credit, lack of investment capital, delays in SPA decision-making). 



B. Discussion of the Results. 

Problems #1, #2, #3 and #4 all belong to the type of problems which can be tackled 
by "ownership education". Within the general field of "ownership education", the following 
interventions would address these problems: 

1. Information regarding the employees' rights under the ESOP: Explaining to 
employees their existing ESOP program will 'ielp to make the ESOP real to them and to 
change their work attitudes (problem #1). E.,plairing an existing program to the employees 
is quite different from explaining to management how to set up an ESOP, which has been 
the thrust of ESOP promotion up to the present. 
2. Education regarin _._rporae governne: Having employees understand how a 

corporation operates - the different roles and powers of shareholders (general assembly) 
board of directors and management - will help to defuse problem #2 (employees feeling 
that as owners they may interfere in day-to-day management decisions) and problem #4 
(employees believe that as owners they cannot be laid oft). 

3. Basic financial education: Training employees to understand some very basic 
financial concepts - eg. the effect of cost reductions on earnings, and the effect of retained 
earnings on share value - will help employees realize the impact of their behavior (eg. 
reducing scrap losses and absenteeism) on the value of their ESOP shares (problem #1). 
It will also let employees understand how retaining the earnings in the company can give 
them in the future a larger return through share appreciation than the immediate return 
they can get through dividend distributions (problem #4). 

4. Organization of employee grouDS to solve worlace-related problems identified by 
them: Participation of employees in such groups is highly likely to make the participating 
employees change their work attitudes, contributing to the solution of problem #1. 

A problem of a different nature is #5 (lack of a computerized ESOP 
administrative/accounting system). Objectively speaking, every company of over 50-100 
employees does need such a system, since over that size it is impractical to keep track of the 
employees' share allocations by hand. The low priority assigned to it is a matter of timing 
(management is not yet faced with the task of allocation) and perception (management does 
not assign priority to setting at present the data base for future allocations). The 
recommended actions are (1) installation of the ESOP accounting software in the companies 
of the 13 respondents which indicated the lack of it as their first or second priority, and 
(2) aggressive marketing among the other ESOP companies to make management realize 
that the software can solve some present problems, such as (1) keeping track of what 
employees are entitled to vote in the annual meeting of employee-owners and for how many 
shares each, as well as (2) making the ESOP more real to employees (problem #1) by 
printing their share certificates, etc. 
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ANNEX B:
 

Pilot Project
 
for Management and Ownership Redefinition
 

in ESOP Companies
 

Background 

Most Hungari,,n ESOP companies do not have easy access to the capital 
they desperately strive for with the purpose to finance promising projects or to 
finance their working capital with lower interest-rates than their existing 
burdensome short-term loans. Most of them cannot expect much interesi of 
neither from the institutional or venture capital investors willing either to raise 
their registered capital, or provide long-term loans to them. This is the 
situation now for many reasons (uncertainty of the region, general economic 
problems of the country, etc.) even if they are actually or at least potentially 

profitable promising businesses. 

On the other hand they could keep their reasonable market position and 
become much more profitable without much new investment, if they could 
better utilize their existing assets, especially the human-capital of their 
employees But to stabilize and/or strenghten this market position in a market 
with strong competition of imported goods and service, and domestic private 
competitors, and to achieve better performance, they have to Lintinously 
improve the quality of their products and/or services and reduce their costs. 

To do that and to utilize better their existing resources they need to exhaust 
all possible inputs from their employees, especially from the synergy given 
from the committment of the employees and their mental -- problem-solving -

capacities 

Even those ESOP companies which have realized that they have these 
resources, don't have the necessary know-how to make use of them. To 
collect the available technical knowledge and develop the necessary 
management skills and organizational structures relying only on their own 
resources would be a very time-consuming and costly process with uncertain 
results. At the moment time and financial resources are simply not enough for 
experimentation without help. If there are models, existing practices of 
successful ESOP companies, and there are organizations willing to support 
the process of speeding-up and saving on the cost of learning, they should 



learn from these experiences. The ultimate goal of this project is to help to 
speed up and to make this learning process less costly. 

For the Hungarian ESOP companies it is not enough to train their employees 
to understand ownership and to exercise their ownership rights, but 
employees should get 

• 	 more knowledge about business -- they should be trained about 
business in general and in particular, to help them to contribute their 
best knowledge and effor.s to the business they partially own 

" 	 help to develop their capacity to identify production and/or business 
related problems, which incur quality problems, costumer complaints 
and unnecessary costs 

" knowledge and practice of techniques of collecting and analysing pro
duction/business data 

* 	 knowledge and practice of techniques of team-work -- in production, but 
especially in problem-solving 

* 	 rewarded - not only in form of some gain-sharing arrangement, but also 
as owners in form of dividends and value of their shares. 

If we expect much result, especially long-lasting results in improvement of the 
performance of ESOP companies, we should establish a complex promotion 
system, which besides some training methodologies and materials about 
management styles, team-work in general, model-examples of crisis
management and training in balance-sheet literacy, contains a 
comprehensive approach of modern management, which in its best sense 
can be called Total Quality Management (TOM). 

TQM for an ESOP company should mean an organization built and ran 
around the concept of "continuous improvement" in supplying the customers 
with products and services, which at least meet, but possibly exceed 
customers' expectations. The delivery of such products and services should 
be a dominant cultural value for the entire ESOP company, in which not only 
the traditional and modern techniques of quality management are trained to 
and applied by possibly all employees, but employee owners are trained and 
empowered to participate in analysis and decision-making related to the work 
they perform by getting information also about the whole business. 
Informations, communicated horizontally and vertically besides contributing to 



employees' capacity to exercise their ownership rights in a sensible way, also 
help upper management to act in the best way and timing. 

To build a promotion system can be done basically in two ways. 
One is prepare the training materials and let the consulting firms take and 
use them in a way they usually do. The advantage of this approach could be, 
that these consultancy firms having financial and market interest would push 
hard in promoting their services based on the prepared methodology and 
training materials. These firms may also have the necessary resources in 
providing the service, and could make spectacular short-term results. The 
disadvantage of this path is that the necessary knowledge would be kept in 
hands of these consultants, and they not necessarily maintain the ultimate 
conceptual framework, the project will be built on. 
The other way is is to provide conceptual framework and technical assistance 
for ESOP companies to establish internally an organizational system of 
training and team-work support, and externally inter-company network. The 
advantage of this way is that the organizational background and the network 
helps them to be basically independent from regular and costly involvement 
of professional consultants, so the committed companies through very hard 
work can build their own long lasting system. They can use the services of 
consultants, if they need, but based on their accumulated knowledge, they 
can make the most careful choice and a much better use of the avaliable 
services. 

The mission and major task of the project is to follow the second path and 
develop the necessary technical assistance for ESOP companies to build 
their internal organizational system and their inter-company network with 
other interested companies. We would like to develop training methodology 
and materials for those, who want to apply them, keeping the underlying 
principles of the whole project. We wish to help the user companies to have a 
bigger chance to decide, which consultants they want to hire and to what 
extent. Experience of successful ESOP companies shows, that long-lasting 
result can be expected the most, if companies make their own effort in 
developing their own organizational system of trainig and team-work. 

In our understanding of the project, the comprehesive and systematically 
applied principles and practice of Total Quality Management combined with 



training of and communicating to employee owners offers the best way to 
achieve the above goals. 

I. 

Role of Share-Participation Foundation 

The mission of the Foundation 

The Foundation serves the ESOP community, i.e. companies and employee
communities of these companies in helping them from the very beginning to 
become and/or helping them to remain successful business operations long
term by application of most up-to-date participative management methods, 
contributing to the ever increasing wealth of their participant employees. 

Characteristics of the mission: 
* 	 not for profit service 

the Foundation gives service for as much fee as covering its costs of 
maintaining the services, but also generating funds to keep the 
organization alive with the necessary minimum staff to serve its overall 
goals and develop the necessary means to meet these goals. 

* 	 service for ESOP community 
To serve the ESOP comm'unity means 
1. 	to help to establish the ESOP community 

in two senses: the Foundation works hard for helping those wanting to 
transform the company ownership structure to se' up ESOP company. 
On the other hand ESOP companies are set up for many reasons. 
Some of them are not based on general principles and values of 
employee ownership, in -many cases only tax benefits and other 
advantages played dominant role in the decision for going the ESOP 
way. We do not exclude these companies from ESOP community. 
However some of them are not ready to take the necessary effort and 
not able to exploit the synergical advantages of a broad-based 
employee ownership structure, combined with participation. We hope 
that at a later stage they may realize their potentials and may get 
closer to the community. The Foundation aims to speed up this 
process by its intensive communication efforts. 



2. 	 contribution to maintain the ESOP community. 

Companies employing sound ESOP principles and being successful in 
business are the strongholds of the ESOP community by providing 

models to other ESOP but also to non-ESOP companies. The 

Foundation's major efforts aim the building of a broad and strong 
community in this sense. 

To collect and make available already existing and to create new tools for 
ESOP companies to be successful 

Traditionally managed ESOP companies should change their existing 
practices to exploit full advantages of employee ownership. The 
Foundation is a leading organization in promotion of this change. The 
most up-to-date business and management practices having proven as 
successful ones, should be collected, adapted as well as new ones should 
be designed and offered to the companies ready for the change. 

" 	 The service offered by the Fcundation should be attractive 
The service offered by the Foundation fulfills the aims of establishing the 
ESOP community, if companies served by the Foundation are becoming 
successful business operations. These companies may serve as models 
to others, who can learn from their successful parctices. This helps the 
Foundation to create its image as an organization promoting the success 

of both the individual companies and the whole ESOP community. 

Services offered by the Foundation 

• 	 Project for Management and Ownership Redefinition 
as a contribution to utilization the synergy of employee ownership and 

participative management, 
* 	 Information 

collected and transmitted to members of the ESOP community about 
successful business and management practices of other ESOP 
companies in Hungary and abroad. To satisfy this task the Foundation 

publishes newsletters, organizes conferences, workshops, directs 

research projects, 
" 	 Network building 

among ESOP companies in Hungary and abroad and promoting the 

institutionalization of sucn networks 
• 	 Lobbying 

and helping to amend law(s) serving the interest of the ESOP community 



IW 
Companies envisioned
 

Members of the ESOP community of the future
 

The Foundation strives for the establishment of an ESOP community of 
companies, which 
a. 	driving steadily for economic success by
 

" best service for customers
 
" continuous improvement of quality
 

* reduction of costs
 
achieved by
 

b. 	 seeing their greatest potential and most important asset in their 
employess and relying on input of their employees 
this is achieved by 
" 	 development of a network of participation groups for 

- cooperation with each other 
- identification of problems, finding a solution to fix them, and introduce 

the necessary changes 
" having a support group to maintain and develop participation group 

activities 
c. 	 establishing managerial atmospere and strategy to support these 

processes 
d. 	training knowledgeable employees, who care about business both in their 

job as well as in the company 
this is achieved by setting up a 
* 	 communication system 
0 	 by training to understand and use information transmitted to help the 

company to be more successful 

III. 
Project for Management and Ownership Redefinition 

The Foundation makes all the necessary efforts to deliver the services 
mentioned in Part I for the establishment companies envisioned. The most 
important element of these services is just now under development, and could 
be called as Project for Management and Ownership Redefinition in ESOP 
companies or as a Project for MORE. 



Mission of the Project for MORE 

Target companies should achieve greater economic success by better 
customer services, continuous improvement and cost reduction. They 
achieve this since CEOs see themselves as leaders of change, the 
companies' managements have the vision and practice of using the human 
potential of the company the best way and the whole company implements 
the best methods of participative and quality management. The way to reach 
this is designing and implementing a program with a holistic view. The 
program contains development of training materials, exposing CEOs to 
existing models and pracitces of such management techniques and initiate 

and help to install such practices. 

Target companies 

Those who 
" 	 face general economic and organizational problems 
• 	 have probiems stemming from expectations and fears because of their 

ESOP ownership structure and 
" need ideas and technology how to tackle these problems. 

Aims of the Project 

To promote the companies to develop 
" a vision of an ESOP firm as a successful business, which satisfies also 

expectations of its employees both in financial and humarn relations terms 

o technics and technologies for solving those problems listed above 
* 	 capability to build organizational and managerial background to 

improve their ESOP system continuously, without dependance on external 
profit oriented consulting organizations 

• 	 capability to consult and train non-professional trainers of their fellow 
companies to help to build their own capacities for continuous 

improvement 

Structure of the Project for MORE 

There are several reasons to design the Project for MORE as a pilot project: 



* 	 first, employee ownership is a new ownership structure, 
unprecedented and unknown in Hungary until 1989, 

* 	 company management in Hungary is traditionally autocratic and 
paternalistic, managers are unfamiliar with modern cooperative and 
participative management techniques, as TQM 

" 	 little understanding of modern financial and business practices among 
not only employees, but also managers. 

So the basic structure of the Project for MORE intends to 
" help CEOsto 

-	 see themselves as leaders of change. 
- identify the core problems in business and management terms 
- develop the vision of the company as an employee owned company 
- find the Project for MORE as a possible tool to help tackling their 

problems 
" 	 develop training materials 

by collecting, translating, adapting the best training materials available, 
and to design new ones, experimenting and modifying and developing 
them to create a comprehensive set of modules. 

" 	 install practices in 3 pilot companies 

IV. 
Project implementation 

Tasks and ways 

1. 	Collecting available training models and materials 
Resources: 
* 	 all accessible organizations, handbooks, publications, etc. having up

to-date training methodology and training materials already in practical 
use on training and facilitation of team-work in the field of quality 
management, employee education, involvement and participation, 

* 	 North-East Ohio Employee Ownership Center through Chemonics 
methods, training materials on participation 

* 	 National Center of Employee Ownership - research materials on 
synergy effects of ownership, participation and productivity/sales 



* 	 Web Industries - history of the gradual development of existing 
practices, methodological description of organizational structure, 
training process and training materials 

* 	 Rupublic Steel - system and materials on Owner Education Program 
* 	 Weirton Steel - get detailed methodology ot setting up , traning and 

running Employee Participation Groups supported by in-house group 
of facilitators, arid a system of internal communication, get their 

training materials, 

4 	 Polaroid - same as Weirton 

* 	 Avis - same as Weirton 
* 	 Baxi Partnership - same as Weirton 
* 	 BBC series of videocasettes on TOM - through Know How Fund 
9 	 Development Strategies - an organization in GB with Nigel Mason, 

Simon Carter (former CEO of Baxi Parnership), William Coupar 

(former CEO of Chesterfield Transport) 
• 	 Oxford Conference - get information from participants on their 

experiences and get training materials 

* College of Foreign Trade (Budapest) - TOM course
 

Ways:
 
* 	 Mail, phone calls, meetings at conferences or seminars 

* 	 Visits to companies 

4 	 Lectures by and woi shops with participation of foreign company 
executives and other ex)erts in Hungary, 

2. 	 Translating and adapting collected materials and prepare training 
methodologies and manuals 

Way: translate, modify and experiment with available training materials' 
(possible participants:fellows of the Foundation and guest-participants; 
one department of a willing and enthusiastic company, training sessions 
or club meetings of the Hungarian ESOP Association) prepare adapted 
materials. The adaptation has different phases. It starts with simple 
translation from English into Hungarian. However there are cultural and 
economical, legal differences. These differences should be taken aiccount 
while modifying the materials. To do this successfully, the moduls should 
be experimented first in workshops at the Foundation, later at the 
Association's training sessions, and in a department of a volunteer 
company. The manuals should go to print after this experimental phase. 



3. 	 Collecting information about business-management problems of 
Hungarian companies ways thinking by CEOs theseand of 	 about 
problems and how they see the ways out 
Way: There are several existing channels to CEOs to collect such 
informations, however they have not been exploited directly for this 
project. There have been: 
° 	visits to companies with Lily Hagen, as well as with other visitors, 
* regular telephcne and personal contacts with CEOs,
 
# Association's club meetings
 

* 	 annual conferences 

* 	 research on ESOP companies 

4. 	 Organizing the collected informations and adapted training materials, 
designing a comprehensive training program and preparing of 
implementation of project for MORE 

Way:
 

- help fellows of the Foundation in some specialized areas (marketing, 
facilitating, TQM, etc.) 
select some external consultants, who are ready to accept the values 
of the project and are willing to train company non-professionals to 
become trainers, and accept the fact that their role is to made 
themselves gradually unnecessary. 

- design-work by the Foundation with the help of selected consultants 
and foreign experienced experts; 

- workshop with Hungarian experts as well as possible promoters to 
inform them about the stages of the project and get their mental and 
financial support; 

5. Exposing CEOs to the Project for MORE and to TQM-based participative 
rnanagement models and practices of foreign employee owned companies 
Ways - a successive approach, by gradually giving a complete view about 

the Projectls aims, methods, conditions, etc. 
- Newsletter Deming interview, Charles to all CEO plus ESOP 

Edmunson's presentation on the board members 
conference, information about the 
Project plan, letter referring to the 
Project 

-	 Letter information about the workshop to all CEOs 



-	 Phone calls detailed information giving and to those company 

and visits collecting, closer contact 	 CEOs whose 

participation in the 

workshop can be 

expected
 

- Workshop familiarize CEOs with the models for max 30 CEOs
 

Iand practices of the Project 1_1
 

6. 	 Implementing the Project for MORE in pilot companies 

2-3 volunteer companies must be found to implement the Project. 

Implementation structure: one company - one professional consultant 

Role of the professional consultant: 

* contributon to the adaptation and design work of training materials
 

" participation in the workshop for CEOs
 

. participation in implementation in pilot companies
 

* 	 participation in the roll-out phase, relying on involvement of company
 

non-professionals
 

7. 	 Evaluating the results, modifying elements, planning a roll out phase 

Structure of implementation of the pilot Project 

i. 	 Training for the management and regular team-meetings 

aims: 

* 	 to learn the methods of problem analysis and team-work 

* to get involved, and be open to 	 teamwork with fellow 

supervisors/managers and subordinates
 

" to solve an existing company problem
 

Training 	 to train possibly all members of 1 week] 1 group,
 

upper management to identify and 5-6 weeks
 

analyze problems, work in team with altogether
 

people from different departments
 

Meetings to solve a problem chosen 	by the 2 hours a week. 

managmenent teams 15-20 weeks
 

Annual vision develop strategies for product devo- annually, 2-3 days
 

retreat lopment and budget, brainstorm
 

about the future of the company 
3x~
 



ii. 	Non-professionaltrainers training 
aims:
 
" to learn each trainina module of the Project in practice
 
* 	 to learn facilitating teamwork 
• 	to learn problem-solving skills 

Task-force to provide basic skills in team-work i week/ 1 group 
training and to select willing and able emp

loyees to become non-professional 
trainers as their full-time jol in the 
co. pany 

Problem-solving to solve problems chosen jointly by 2 hours a week, 
team-work management and by problem solving 15-20 weeks 

groups: 
Trainer and to train selected (expected ratio 1 1 week
 
facilitator trainer out of 3 participants of the task
training force) team members to become full

time non-prnfessional trainers and 
facilitators 

iii. Organizational structure building 
Setting up an independent company-level Employee Participation Facilita
tor Group (EPFG) reporting directly to the CEO 
aims: 
* 	 to train basic skills of team-work ana other ownership- and quality

management-related topics to employees of their company 
* 	 to facilitate team-work 
* 	 to evaluate results and report tc the CEO 
* 	 to develop methodology 
* 	 to develop a network among inter-company trainers, to provide training 

of trainers, training of teams and facilitating services for other 
companies 



Planned roll-out phase 

Overall concepts, methodologies and training modules developed in T'he pilot 
phase should be offered as a package to ESOP and non-ESOP Hungarian 
companies and as widely implemented as possible. 
* 	 The Foundation will produce the training materials, trainers' handbooks in 

printed form. These materials will be complete enough to be used 
independently by company in-house trainers. 

" 	 It will be necessary to expose top management of companies to the 
concepts and to methodologies in introductory workshops first. Another 
inevitable task is to train trainers of the company. Workshops and training 
are to be conducted by professional trainers and facilitators. Such a group 
of experts is to be set up at the Foundation based on the staff of the pilot 
project. Services of the group will be offered on cost-covering, non-profit 
basis. 

" 	 Extensive marketing of the training package should approach ESOP and 
also other non-ESOP Hungarian companies. Events organized or 
supported by the Foundation, such as annual ESOP conferences. 
workshops, seminars, regular treining courses, and publications of the 
Foundation, such as its Newsletter will be used for promotion. This 
promotion will be based mainly on success of the pilot project. This 
success should make the package attractive to non-ESOP companies too. 

" 	 The package and services of the expert-group should be made available 
to educational institutions and to for-profit consultancy organizations. The 
Foundation will provide them with copyrighted training materials on a cost 
coverage basis. The Foundation will safeguard the honest application of 
the whole package. This means, that the basic general principles and the 
overall framework of the concept must be followed and maintained. 

To cover the safeguarding and other costs, the Foundation will ask a royalty 
fee. For further development of the methodologies and the training package 
the Foundation needs more than its existing resources. Therefore the 
Foundation will seek further financial and technical assistance from national 
and international donor organizations. 
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INTERVIEWS PREPARED AT ESOP COMPANIES
 
IN DECEMBER 1994 AND JANUARY 1995
 

As a preparation for providing post-privatization technical assistance, especially to 
companies privatized through ESOP or FSOP/MBO, a needs assessment was undertaken 
in a number of such cornpanies. As a part of the need assessment, structured interviews 
were undertaken with the assistance of the Share Participation Foundation in 12 such 
companies: 

- Centrum (department store chain) 
- Perion (battery manufacturers) 
- Orex (jewellery and watches store chain) 
- Chemical Works of Budapest 
- Amfora (glass and porcelain wholesale) 
- Pitria (printers) 
- PEMU (manufacture of plastics articles) 
- Csepel Transformer Plant (manufacture of transformers) 
- MMG Auornatika (producer of car components, household products, etc.) 
- KOZEV (building construction & renovation) 
- First Pest Rolling Mill (flour milling) 

The interviews covered the present ownership structure, current financial situation, 
future business plans (with special emphasis on the needs for foreign investments), 
management practices, and any special issues posed by employee ownership. 

The results of these interviews were combined with the financial analysis of 32 
ESOP companies, which was later refined for 16 of these companies, to formulaze a 
strategy for post-privatization technical assistance to the ESOP/MBO sector. 



Interviews
 
Prepared at ESOP Companies


in December 1994 and January 1995
 

Centrum Rt.
 

Interviewee: Mr. Istvdn Briickner 
Ms. J6zsefn6 Filg:.

Registered capital: 
 HUF 5 billion
 

Ownership structure: ESGP 26% 
Individual employees 10% 
Management 4% 
Consortium partners 25% 
Local governments 13% 
SPA Investment Fund 7% 

Centrum is the only national network that has survived the transformation. The

majority of the owners are Hungarian.
 

It is (one of) the biggest ESOP organizations in Europe with 4000 employee-owners.
This is 	of vital importance as far as the present and the future are concerned and the 
enthusiasm is not just temporary. 

The company has been profit-making for the last 4-5 years, its assets have increased,they have built three new department stores and refurbished more than 50% of the stores.They have laid down the basis of the computer network but they do not have an integratedsystem 	yet. At present they work on the modernization of the organization and of theinternal division of labor. This work is at least as important as the privatization. Presently
the main objectives are simplification and rationalization. 

Staff number has decreased from 7500 to 4000. 

Answers to questions related to investment: 

1. 	 A company that undergoes modernization will always need investment; it has to be
decided whether it needs financial or strategic investors. The developments requireinvestments in the value of HUF 1-1.5 billion, which would be spent on equipment
and computerization (I billion), and network development (500 million). These
investments have a good rate of return, they have first priority, while the "prestige" 



investments can wait. The company could also absorb more investment (HUF 2.5 
billion) in the first phase. 

2. 	 The asset-proportionate profit is not attractive now, (400 million gross profit/5

billion); in two years it will increase to 700 million. 
 In 2-3 years the net profit will 
increase to 10%. 

The turnover-proportionate profit will reach the international level. 

Collateral of the investor: 

* 	 plants, real estates, 80% in town centers 
* 	 tIJUF 3.3 billion reserve capital 
* 	 the present trends that guarantee profits 
* 	 employee ownership 

Privatization wa • meant to be implemented in four steps: 

1. 	 Ownership transfer 
2. 	 Modernization 
3. 	 Capital increase 
4. 	 Public offering (end of 1995 (or 1996) the earliest, after the positive effect of the first 

capital increase) 

Employee-owners have known from the very beginning that their ownership is not

sufficient and there is a need for additional capital in order to improve the company. The
 
ESOP 	organization asked the management to acquire additional capital of at least HUF
I billion. Public offering is of great interest but it can only be implemented after Steps 2 
and 3. 

Convertible bond was proposed in the privatization bid; they have received two 
promissory notes and a World Bank credit is also among the possibilities. The best solution•,ould 	be an external investor. If no deadline can be set, only then comes the version of 
convertible bonds. 

They expect financial investors because their experience is that, having bought a 
company, strategic investors act like "market-buyers" rather than real owners. They want to
sell their merchandise and technology as long as the investment returns. However, from the 
owner's point of view, strategic investor is also of great importance because it raises the
value of the company. After the public offering, the investor will be selected on the stock 
exchange and the management will have no word in this decision. 

Hungary is a very small market. Department store chains have no fiontiers and 
integration will undoubtedly happen. 
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First they need a financial investor and then they will look for strategic investors.
There should not be a dominant external investor. One solution can be that the investor sells 
its shares to the strategic investor. 

At present, ownership-proportionate representation is proposed though the state and

the local governments have bigger ownership share. 
 This is most likely if nn investor wants 
significant ownership share. 

The assumption that the ESOP hinders the decision-making process is not true. This
is well supported by the fact that, within two weeks, employees not only expressed their 
intention to buy the company but also put the money down the table. There have been two 
general assemblies held simultaneously at 22 divisions without any difficulties though the 
results are not unanimous. 

It is not easy to predict whether real profits will be generated or not because there is 
no correct information regarding inflation that can form the basis of projections. They have 
export activity but it i"not significant and there are no plans to increase it. Two potential
ways are (1) make the turnover more dynamic ar.A (2) increase profits. Inflation causes the 
decline of demand and it does not really bring benefits to them. 

The investors' real guarantees are as follows: 

0 a very logical organization 
* wide profile 
* employee-owners 
* massive property 

and, as a result, room for manoeuvering. 



PERION 

Interviewee: Dr. J6zsef K6ri 

Registered capital: HUF 1.4 billion (IHUF 0.37 billion capital reserve)
 
Balance Sheet Total: 
 HUF 2.1 billion"
 
Sales Revenue: 
 HUF 2.4 billion 

Ownership structure: ESOP 50 %Management 46% 
Local governments 4% 

Number of employees: 650
 
Number of ESOP members: 
 550 (everybody who meets the conditions) 

Presently the company undergoes: 

a. modernization 
b. development of new activities 
c. development of new technology:- for processing production waste; it is successful and sold world-wide; 

- plant development for the reutilization of run-down batteries. 
There is a chance for expansion in the company in the field of three product lines: 

P led batteries - the biggest volume 
" dry batteries
 
b nickel-cadmium alkaline batteries.
 

90% of the products are sold in Hungary:
 
p in own shops
 
• at dealers 

at wholesalers 
* to large companies, e.g. Posta or MAV 
* car manufacturers, e.g. Suzuki or Opel. 

10% is sold abroad: to the NIS (mainly the tractor manufacturer in Minsk), to the Far
and Middle-East and Europe.
 

These products are also imported; after the 1989 import liberalization, sales droppedbut the trend changed in 1992 while 1993 brought record sales and this year is also expected 
to be a record year. 

They are th" exclusive suppliers of Suzuki and Opel. Both companies qualified them 
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separately. This year they started to introduce ISO 9000 which is essential for the company
being generally accepted. 

They have the whole range of producLon waste processing is in operation: machinerymanufacturing, exports, royalty. As an experimental operation, this year they will star( thereutilization of used batteries in the value of HUF 30 to 40 million, using their own patent.This will prove that the new technology works. It is rather risky but it is meant to be the source of dynamism because there is a need for expansion. The advantage of the newtechnology is that it is more environment-friendly, and less expensive. If somebody investsin this area, he will never want to get out because, if it really works, then there will be a
need for new systems and investing in a new system is also risky. 

Decision-making mechanism: 

If an investor wants to invest here, there is no problem with the decision-makingprocess. According to the present mechanism, the general assembly brings the decision

about the separation of a large property share.
 

According to the chief executive, decision-making is quick because, although ESOP
has 51 %, it also involves the management therefore decisions are always made by the
management. 
 There is a need for radical decisions. Employees have trist in themanagement, they say that the management plays a fair game. According to the chiefexecutive, they cannot say that the E ,OP is good and the managemert is bad or vica versa
but the interests of the whole company have to be enforced. 

A system is being developed for the qualification of the employees on the basis of the 
quality of their work. 

When the first supply was sent to SUZUKI, they complained that the labels are stuck on improperly. Employees who have worked for the company for 8 years were used to asituation where the buyers begged for the goods and now the company is begging for thepurchase. An employee who sticks the labels will not understand what goes on in the 
market. 

Now they understand a bit more. 
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OREX
 

Interviewees: Mr. SAndor Supdk, Chief Executive 
Ms. Ferencn6 Csfk, Representative of the ESOP 
Organization 
Ms. MArgit Kis-Lu.,Acs, lawyer
 

Registered capital: 
 HUF 800 million (HUF 200 million capital reserve)
 
Balance Sheet Total: 
 HUF 1.5 billion
 

Sales Revenue: 
 HUF 2.5 billion
 
Ownership structure: ESOP 
 52% 

Commercial and Credit Bank (KHB) 23% 
SPA 10% 
Employees (mainly management)Local governments 12% 

2%
 
Number of employees: 450
 

The company was set up irn 1950. Its main profile (75%) is jewelry retail (4/5 of the
75%) and wholesale (1/5 of the 75%) 
as well as watch trade (20%) and gifts (fake jewelry,

leather work, etc.) (10-20%).
 

The company was transformed at the end of 1991. Earlier they had 100 outlets, afterthe transformation they had only 62, out of which 11 outlets are owned by them, 51 are

rented (rented shops are not included in the balance sheet).
 

The ESOP Organization and KHB have right of first refusal until 1996. 

They have credits in the amount of HUF 400-500 million, mainly from banks,partially from suppliers. Interest payment is a great burden, HUF 120 million annually andit is an obstacle to further development. They give credi:s to wholesale buyers. 

They have full ownership of a watch trading unit which is part of the Omega world
wide repair network. 

Parallei with the transformation, they set up their own jewelry-making unit in order tobe less import-dependent. They also have some exports. They have a buying-up outlet inThailand. They also have a 100% stake in a package delivery service which is now being
introduced to the market. 

They have two warehouses: watches and gifts at Tdrfkblint, gold in down-town.The latter also functions as an exhibition room and there is another exhibition room in the 
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city center. 

They have 21 shops in Budapest, 5 in down-town and the rest at busy spots. They
also have 41 outlets in the country, mostly in shopping streets. 

They are planning to develop exports:
* 	 to Romania, watches and gifts this year 
o 	 Ukraine 
* 	 Slovatia
 

Rumanian goods to France.
 

They are upgrading their integrated computerized information network which has data
of two wholesale warehouses and all the retail outlets. It is good because there is no need 
for new credits even if the inventories are bigger. 

The original staff number was 900, which decreased to the half as the result of the
withdrawal of funds and restructuring. The staff number at the headquarters was cut
 
drastically and further decreases are expcted in 1995.
 

They think that they finally found the right form of management which helps to stay
in the market and facilitates expansion. The information network makes it possible to set up
a product manager system. The managers will be incharge of the whole process from the
purchase to the sale, including the price, inventories, tt,"nover and marketing. 

The network has to be expanded. Agreements have been made regarding the possible
venues. A business plan has to be prepared for the increase of foreign trade and network 
expansion. A big 	outlet costs HUF 20 to 30 million. 

The funds required for the development are being created, e.g. the efficiency of the 
present network is being improved. The optimal size is 60 sq.mts and there outlets of 200 to 
30 sq.mts in the country. They want to sell the stores that are too big and the office
building. They need easily accessible outlets which would also give space to the wholesale

warehouses and exhibition rooms, 
i.e. the network has to be developed economically. 

They are moving towards the "shop in shop" concept. It might be financed from the
sales and is meant to utilize the existing dynamics. 

They want to be publicly traded within 3-5 years which they consider sufficient for 
the general market improvement. 

"Wewant to stabilize our position". 

The standard of the stores is close to that of the Swiss stores, that is why they can sell 
Omega, Raymond, Quartier, etc. products. This affirms the company's market position. 

7
 



Competitors: 

The main competitor is the black market which involves purchase in other countries,street vendors and private traders. Tax has to be paid which equals to 125 % of theacquisition price. Black traders do not pay this tax, they sell low- and medium-quality

watches.
 

They apply a differentiated business policy, every store is supplied with goods
 
according to the local demand.
 

To be on the safe side, they buy only directly from the producer.
 

They have a relatively new name, it has to be introduced 
 to the public. 

Another competitor is the Inter-Gold network with 25-30 outlets and a smaller range
of products. 

They need expertise, which the score employees have and the competitors do nothave. 25 employees just finished a course of jewelry evaluators. As a specialized company,
they have a good reputation-

After the liberalization, many firms launched new activities that they were not
familiar with; companies that pursue the well-known activity can stay in the market.
 

They started to emphasize the one-line-business nature. 

Certain part of the inhabitants use gold as a means of preserving the value of their
 money but privatization, state bonds, etc., present competition. During the periods of
 
political instability, the demand increases.
 

Imports are mainly contract work from Italy, Israel, Germany and Thailand and the

price primarily depends on the world-market price of gold.
 

30-35% is domestic production, half of which is own production. It is cheaper 
because the devaluation of the forint increases import prices. 

The development of the wholesale activity requires about HUF 100 million. 

Next year they are p!anning to open 5 stores. HUF 15 million is needed for the
inventories and 5 million for store construction in the shop-in-shop system. 

Two business centers: each one requires HUF 10 million for land, HUF 10 million
for equipment and HUF 25 million for inventories. They expect a turnover of HUF 70-100million, a margin of HUF 20-30 million and a profit of HUF 15-25 million in the third year. 
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Fake jewelry and watches have a higher profit margin but require more work. 

They initiated the trading house nature. 
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CHEMICAL WORKS OF BUDAPEST
 

Interviewee: Mr. Emil Valovits, Chief Executive 

Registered capital: HUF 1 billion (3 capital reserve) 

Balance Sheet Total: HUF ... billion 

Sales Revenue: HUF 3 billion 

Ownership structure: ESOP 50+1% 
out of the ESOP 50 managers, 46-47% 9% 
SPA 28% 
Employees
Local governments 5% 

18% 

Number of employees: 1000 

The company is 123 years old, it has been profit-making ever since. 

Disadvantage of the location (XI. district): the chemical works is not popular in the
city but they do rot want to liquidate it; they voluntarily discontinued the contaminating
technologies (e.g. sulphur acid production, artificial fertilizer [super-phosphate] production).
Sales revenues dropped to half but they also eliminated the need to handle 300,000 tons of 
materials. 

Restructuring took place in June 1992, buy-out in March 1994. There was no MBO
because of the traditions of the company and also because board members were politicians
who had no trust in the management. 

The SPA had the management surveyed by a human resources Kft in 1993. They
interviewed 250 people of how familiar they were with the company's strategy. The answer 
was that "they were not familiar with the strategy but whatever the top management does is
right". "That is why we dared to launch an ESOP because otherwise it is not a well
manageable form." 

As a consequence of technological changes, they had to dismiss 150 people in the 
country. They have done it in silence and paid double severance. 

* 	 20% of the sales revenues conic from exports to developed markets (some 
years ago it was 7%), 80% is domestic sales. 75% of the latter used to come 
from sales to the agrarian industry but it has dropped to 40% because of 
problems in the industry and liberalization. 

* 	 1/3 is inorganic chlorine-alkali electrolysis. It has a steady market, this is the 
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only company producing bottled chlorine and high-purity hydric chloride for 
the pharmaceutical industry. 

They have been developing high-value organic intermediaries for 10 years. 1 USD
primary material can yield 10 USD in Switzerland. 

The technical and labor standards are high, these might be the drawing power in the 
future. It is difficult to meet the demands. 

The purpose of investments is to provide the highest quality because that is the only
way to stay in the market. The purity of their materials is higher than 99% and
pharmaceutical companies are ready to pay for it. China and India are the main competitors
but they do not provide the same quality. 

When the interview was made, they started to audit ISO 9001 for the whole factory;
they have been working on it for a year. 

Six months ago they established a computerized network with 130 terminals for the 
purpose of production management, quality control and administration. 

Reforms arc brought to the company by these changes and not by the fact that

employees have become owners. It takes 
some more time until they will act like owners.
The best would be if everybody worked here the same way as in their homes. 

Development plans: 

Production of organic chemical intermediaries (farming, pharmaceutical industry) in
the highest quality. 
 They have their own foreign trade section and also collaborate with
 
Chemolimpex and a Swedish-British small enterprise.
 

In i978, close to Pcs, they built a waste deposit for the storage of 15 tons of wastematerial with high chlorine-content, in line with the then effective regulations. Now thewaste deposit has to be liquidated. An interimational tender was invited, the winner was a
French firm called Hungaro-Pack. They set up a French-Hungarian share-holding company
with 74% French and 26% Hungarian ownership share. They are planning a modem, high
halogen-content waste burner, the investment will cost about HUF 5 billion. At the
beginning they wanted to collaborate with several Hungarian companies but gave it up
because it was impossible to establish cooperation. 

Banks have shown interest; the company is thinking about selling shares, but shareswould sell better when the waste burner already operates. Advantage: they can burn 60-70%
chlorine content and they produce hydric chloride instead of foots. Out of seven burners, the
French company has 1 state-of-the-art high halogen-content burner. 
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The law on environment protection has finally been passed and regulates dangerous
waste disposal. This burner may give a boost to the chemical industry because they will be 
able to utilize the waste. 

Six weelcs ago a new organic intermediary plant was put into operation and the
 
reconstruction of an electrolysis plant started.
 

The company has taken HUF 60 million long-term credit and HUF 900 million
 
operating credit on which they pay HUF 300 million interest.
 

If there were a HUF 100 million investment, the present 20% intermediary production
in the overall production could be raised by 10% because there is a market demand for that. 
An existing plant would be extended, the payback period would be 2-3 years. The new 
plants are computer-controlled. Certain operations would be launched by means of a photo
chemical process. This is designed and produced by German specialists and expected to
 
bring HUF 100 million profit.
 

Environment pollution: 

The soil inside the plant (600,000 sq.ms) is contaminated by different materials
 
therefore nobody wants the company leave this field. 
 Whea the company was transformed,
they had the soil examined both inside and outside the plant; outside there is no 
contamination. The contaminated area has to be cleaned within the next 10-30 years. Both 
plants have a network of monitoring wells. 

Competition: 

* Borsodschem is the main competitor for certain products, e.g. sodium hydrate.

* 
 Non-organic chemicals will not be imported because transportation costs are high, 

e.g.in the case of alkali which has 50% water content. 
* There might be competitors for pesticides. 

They have developed a bio-,'ctive herbicide, the dose of which is 20 grams per
hectare. It is being used on 13 thousand hectares and brings good results. 

They have three research companies:
 
* organic chemistry
 
0 pesticides
 
* biologic station. 

Quality control: 
* there is a central department with 26 employees including 6 employees with at 

least a BA degree, plus every plant has its own laboratory for internal quality 
control. 
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Amfora 

Interviewee: Dr. ZoltAn Egyld, CEO
Mr. Ferenc Jakab, ESOP Chief Executive 

Registered Capital: HUF ... billion (HUF 3 billion capital 
reserve) 

Balance Sheet Total: HUF ... billion 

Sales Revenue: HUF ... billion
 

Ownership Structure: ESOP 
 37% 
MBO 25%+1 
SPA % 
Local Governments % 
Bank, Company % 

Number of Employees: 500 

The company was privatized in summer 1993. 

It is the biggest Hungarian glass- and porcelain wholesale company. The traditional 
wholesale activity is getting less important. 

Problems of trade in Hungary: 

0 there are no rules of ethics (somebody wants to do business)

0 big domestic competition

0 there are some new western competitors
 
* drastic changes in the scope of activity

* 
 drastic changes in the structure. 

Changes: 

They have found the activities that carry great potential for future increase. These 
activities are self-service and retail trade and the rest is going to be discontinued. 

Changes are necessary also because the proportion of idle/dead stock is too high.
They want to utilize many assets i.e. convert them into cpash and get rid of banks. 

3/4 of the changes have taken place and are expected to be finished by the end of
1995. This also means that there will not be any increase before 1996 because the ratio of 
activities that can be developed is too low. 
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They are currently preparing the opening of 15 warehouses. This, however, only
 

means expenditure and does not bring revenue.
 

Using a 30% banking loan, they can open one warehouse per month. 

There has been increase in the company but Rs too low and the volume of the total 
sales is not sufficient. 

Vertical integration is planned but it requires massive capital, a part of which can be 
returned to the "object". 

Vertical integration is essential because certain intrestedness has to be established with 
the suppliers otherwise the competitors will do it. 

They have some intrestedness in the plastic industry and they try to acquire some in 
the glass industry. 

When they look for investors, shares should be sold to small investors because the
major part is owned by the ESOP nd the ESOP wants to keep it, therefore they do not look 
for big investors. 

The number of employees is 400-500 persons, which equals to 1/3 of the former 
number. 
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PATRIA PRINTING HOUSE 

Interviewee: Lajos Fileki, general manager, formerfinancial manager
 

Registered capital: 
 HUF 1 billion
 

Balance sheet footing: 
 HUF 1.8 billion
 
Sales revenue: 
 HUF 2.4 billion - 6-800 productsOwnership structure: MRP 51% 

SPA 44%Local governments 5%
 
Number of employees: 
 740 persons in one, sometimes two shifts
 

The company is the biggest organization producing and selling printed 
matters.
 

Products and markets:
 

foldouts for computers 

55-60%

Their proportion is growing, the problem is that they cannot produce colored ones.* traditional printed matters 30% 
Their proportion is decreasing. 

* fax paper rolls
* envelopes 

15-20%
There is a bigger demand for good quality products. 

Property: 

• 3 printing houses - printed matters own property* wholesale trade network own property
They sell their own products and purchased products.

* retail trade network own + rented 

Competition: 

There is one important rival in the market with 50% market share, but they can produce 
more modem products with more modem technology. 

- foldouts 35-40% market 
- traditional products 55-60% 
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Because of the privatization instability there was no essential investment for three years, the 
number of employees remained stable and, as a consequence, they lost some of their 
markets. 

In 1992-93: Profit before tax: HUF 170 million = 7% 
Expected for 1994: HUF 120 million 
Plan for 1995: HUF 130 million. This is a realistic objective, as some customers who 

changed sides are coming back. 

The characteristics of the market for printed matters: 

The ministries and the authorities decide through tender, on the basis of competitive 
prices and good contacts. Even those who lose can win the tender the next year, because
 
those who have won already might not be able to finance distribution. There is and there
 
will be a market for intelligent printed matters like addressed envelopes, for lower level
 
intelligent printed matters lik,. data mailer, or direct mail printing.
 

Development: 

Investment with leasing, which they have to do to remain in a winning position in the 
market. This will require an investment of HUF 200 million.
 
In several steps they could get to data mail, then to direct mail.
 
Improving the business network.
 
This will involve an immediate cash income.
 

The demand for foldouts is growing, especially for custom-made products of higher 
quality. 

There are all types of technologies: letterpress, photogravure, monochrome, offset, 
colored offset - it is the direction they are trying to follow. The current investment is done 
by four-colored water offset printing. There are different processes, from paper roll tc paper 
roll is the more productive way; the product can be cut into sheets if necessary, or it can be 
folded into zigzags as well. 

The project would end in the second half of 1996. 

The impact of the investrr-,znt: 
- There is going to be a 10% growth in foldouts, because a lot of traditional printed 

matters can be converted into this form, and traditional foldouts are also important. 
- Extra income can be expected (10-15%, or more). 
- It will provide an opportunity for the growth of the company. 
- It helps preserving the market. 

The technology must be worked out and competitive prices must be offered, because 
no customers will commit themselves in advance. They have already started importing, 
though foreigners are still not important rivals, because: 
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- for western companies the Hungarian market is small, and
 
- aevelopment is expensive and
 
- they must be within the market, 

delivery costs are high, too. 

They have computerized: 
- order recordings, 
- dealing with customers, 
- inventories. 
There are retailers all ove. the country, with all sorts of legal forms between them. 

The overall picture of the company is not bad because 
- the quality of the printing house's products is acceptable,
 
- they have a consignment store
 
- and a distribution network,
 
- they have good contacts with suppliers,
 
- good liquidity.
 

Further uncertainties: 

They signed a contract with SPA not long ago. It is still not clear what the SPAintend to do with their own property, if they will give it to the social security, accident 
insurance. 

The employees are entitled to buy out 10%, by paying 50%, buying out the rest 
within 8 years. 

If an investoi would be interested in the company, the MRP organization would haveto give up their 51%. The other solution is to reduce the capital before the investment, inthis case the investment would not reduce the MRP shares. 

They have "ontacts with two banks, because of their commercial activities they need alot of cash. Interest costs: HUF 100 million/year. 
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PEMP 
(Pest County Plastic Company) 

Interviewee: Bern;t Sarl6s, general manager 

Registered capital: HUF billion 

Sales revenue: HUF 4 billion 
Ownership structure: MRP 65% 

PEMP Kft. 29% 
They would like to sell it to a financial 
investor.

Local governments 6.4% 
Number of employees: 1200 persons (earlier it was 250C) 

Characteristics of the company: 

The company produces articles and components made of plastic. These are the following: 

shoes 48% 
products by injection moulding 15-20% 
shoe-components 10% 
others 

The company was founded in 1959 to produce mass-articles made of metal.
Their first plastic products were celluloid dolls. There was a constant danger of fireand explosion, that is why the plant was built on the top of a hill so that fire could not 

spread. 
They had to reduce the number cf employees because of the decrease of orders and 

competitiveness. 
The general manager started to work for the company in 1960 as an unskilled worker,

he has been general manager for 3 years. 

The company has some enterprises as well, American-Hungarian and German-
Hungarian. 

There are 8 branches which need to be reorganized.
The raw materials are partly from the domestic market, partly imported.
Processing vinyl (PVC) is not essential; 

- poliolefins are more determining 
- poliuretan takes 14-15% (in order to replace its import they established 
the neighboring German-Hungarian partnership) 

Processing 
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- injection moulding
 
- extrusion
 
- foaming (watering)
 

Export: 20% goes to German-speaking territories 
They started a joint enterprise with a German company before the privatization, butthe SPA ordered them to sell the shares to Vavin, it was a sales revenue of HUF 1.5 billion. 

Marketing 

It is combined with restructuring the branches.
 
Profit and loss statements are prepared below the division level.
 

Privatization 

There were 3-4 privatization alternatives, the general view then was that an essential
proportion of employee ownership is needed.
 

There was 
no MRP law then, they tried to follow the example of Herend and
 
G6pszerel6 VdJlalat (Remanufacturing Company).


The SPA did not even want to hear about MBO or a holding company, in the end
there was MRP, the company was bought out on that basis.
 
Budapest Bank granted the E-credit for 10 years with 
a grace period of 2 years.
Members of management are also members of the MRP. 

Present objectives: 

- improving the financial position of the company 

3 years ago they had a debt of HUF 2 billion, a long-term credit within theframework of the World Bank project. They received $ 10 million for modernization,the interest rate of the credit then (5 years ago) was 4%; business plans were prepared
on this basis. The interest rate at present is 24 %; there are some short-term liabilities 
as well, they amount to HUF 400 million by now. 

- carrying out privatization 

Future: 

They do strategic planning with a Hungarian and a Dutch company, like 

- portfolio analysis
 
- restructuring (into strategic divisional units)
 

Looking for investors: 
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If they cannot sell business shares they have to decrease capital; they would rather
sell business shares. 

They prepared a PEMO presentation with a Dutch consulting firm, on the basis ofthat it is also the Dutch who are trying to find investors (a list containing 120 investors) 

Use of money: 

Replacement (financing of current assets), because they have to pay SPA 

* New ideas for development 
- technical development 
- final implementation of a quality control system (though TUV works already incar manufacturing); in March, 1995, they will implement ISO 9002 at company
level. 
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CSEPEL TRANSFORMER PLANT 

Interviewee: Istv1n Antal, geneial manager
B,_lint Tbrok, qualiy manager
 

Registered capital: 
 HUF 270 billion., HUF 93 million reserves 

Sales revenue: 	 HUF 379 with breakeven point (they

planned 350 million and a loss of 14
million)
 

Ownership structure: MRP 
 82.7% 
_ Local government .... % 

Number of employees: 126 persons, 151 before privatization
 

They became a joint stock corporation on 31 December, 1991.
 

Privatization:
 

After the failure of a tender the employees could buy the company. 119 employees

agreed on establishing MRP. 
 42 of them used their own resources, the size of their
contribution depended on how much they could afford.

They managed to gain nearly the same amount of shares. Management did not wantto get into a dominant position. It is bad from a managing point of view. 

Results of the company: 

Everybody wants to achieve results, but in a different way.
The situation of economy is not favorable for transformer production.
Export takes 50%, because there has been a decline in domestic purchases for several 

years. This year the domestic market demanded more.
 
The company might even reach the breakeven point. There are orders worth HUF
 

100 million for 1995.
 
Above HUF 3,.)0 million in sales 
revenue the company could be profitable. They

would be able to produce 	two or three times as much. 

The general manager has been working for the company since 1961.

On 21st of December there was a general meeting for reelection of officials.
The whole management + the supervisory board was replaced, only the auditor remained.The cause of these changes was that the people who carried out MRP wanted real renewal.They had a lot of debts, few orders, they did not need to work, they could not work. It was a difficult period of time, but people understood that they had to do something and they did. 

Liquidity problems: 
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* It has already happened that 3 days before payday it was not guaranteed that there 
would be enough cash to give out wages. The trade union (being very well organized) also 
helped in decreasing tension. 

* There was a high credit on current assets, with an interest rate of 28% + 5% fee for 
thandling with quarterly renewals, it is about 48%. They have paid it back, the suppliers and 
the state are the creditors now. 

There has been liquidity in the sense that the accounts payable equal the accounts 
receivable. 
* They have 52 thousand square meters, but it cannot be converted into cash. 

Looldng for investors: 

They started selling the shares in the summer of 1994, especially to Hungarian trade
 
investors; the most potential buyers 
were the ones who use the products, but the electricity 
suppliers themselves were being privatized.

Foreigners: 2 trade investors have shown interest, but it is threatening for the 42 
owners. They would like to sell the shares because they cannot finance development projects
from their own resources. 

They are afraid to use credit of a higher amount, at least not at the present level of 
demand. Their weakest point is marketing, especially abroad. Former foreign trade 
companies have fallen apart, those who managed tu survive have a different profile. The 
reason is that there are strict quality requirements + guarantee is needed, i.e. cash must be 
deposited for guar'_antee. That is why a trade investor would be needed who could also bring
market, not only cash into the company. They are having negotiations with one of them, no 
agreement has been made on what the profile will be, how many people will be employed,
how high the average wage will be. They wish to have a guarantee that the plant will 
continue to operate. In the case of the financial investor there is no such a danger, but he 
wants to see his money increased. 

They do not support a business in which dividends are not distributed in proportion to 
the investment. 

If there will be no trade investor, assets must be sold. 

Cash would be used for: 

- technological modenization 
Transformers with a low level of loss from idle running and a low level of noise will 
be needed. They are unable to produce such transformers. 

- bringing in natural gas (costs would be covered within 4 years)
One third of the energy costs is steam coming as long as 4 kilometers, the loss from 
the pipelinc is covered by the company. 

- achieving ISO 9001 for next year. 
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Market: 

There are no Hungarian rivals, thee are foreigners, but what they can sell arc onlythe more expensive transformers with a luw level of loss from idle running and a low levelof noise. They will not push traditional transformers out of the market, though, eg. only
10% of the buyers in Budapest wish -to purchase these types.

Buyers: electric suppliers, private companies. These products are acceptable insouthern and eastern markets, in western markets they are willing to pay only half as muchfor Hungarian products as for western products. An Italian salesman managed to get 25% 
more for their own products.

The Transformer Plant has never taken the risk of producing low quality. After theintroductioi of ISO western customers will put more trust in the company. They do hopethat they can attract new customers, and primarily, they hope that they can keep the present 
ones. 

They export mainly to the Ukraine, Egypt and Byelorussia. Several customers buytransformers here for HUF, the strange thing is that they ask for data plates in foreign
languages. 

Capacity: 

From among 126 employees 86 are involved in direct production.
The plan for 1995 might be HUF 450-500 million, this would require 20 personsmore, taking the present level of technology into account. With technological developmentthey would need fewer people than at present. The spooling apparatus, for example, wasplanned in 1959, one spool can be made in 4 hours (the employee must stand on one foot),with modern technology 4 spools can be made during the same period of time (and the 

employee can sit). 
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MMG Automatika 

Interviewee: TamAs Borai, general manager 

Registered capital: HUF billion m reserves 

Balance sheet total: HUF 4 billion 

Sales revenue: HUF million break-even point 

Ownership structure: MRP+MBO 50,1% 
AVO 34% 
wants to sell it, but there is no plan 
local governments 9% 

Number of employees: 2400 persons in Budapest, Bicske, 
Kecskem6t, Szekszdrd 

The company was founded in 1910 with 12 persons, by the time of the second world 
war it was medium-sized. In 1949 it was nationalized and merged with other companies.
There was "autarky" in the 50s, that is why they were doing lots of things. In the 60s and 
70s they already tied to turn towards the West. They traded with the Soviet Union, oil was 
coming in, manufactured products were going out, in which they used western components as 
well. They had to export to be able to pay western credits. 

They have a chance to improve, especially because they could survive after the 
collapse of the Soviet market. People would like to preserve the company. That is partly
why they managed to win the tender. (He was working here from 1972 to 1984.) He is not 
afraid because a lot depends on how they can communicate. The employees as owners or 
union members do not always know what to ask and where. 

Company problems: 

The structure is out-of-date, there has been no technical development. Good experts 
have left the company because they saw no future in it. 
The company cannot guarantee jobs for the people. 
The next step is to increase registered capital, nobody wants to sell the shares now. 
The general assembly is the decisive forum, in which 1 person represents the employees and 
the management. 

The general manager came back to the company not so long ago, but his experience is 
that if he provides selected but not manipulated data, people can be convinced that he is 
working for them. 

Investor: 
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A financial or technical investor would be needed, the MRP is an emotional investor. 
A strategic investor would be better, because the modernization of softwares, machinery and 
CAM is necessary. There are 140 terminals - hardware is OK but software is not. 

Problems of planning: 

Materials are needed 2-3 months earlier, they have business talks with Russian 
customers for several months, for example, and then they ask for delivery on the day 
following the signing of the contract. 
If 80% of the production is lost, 20% of it will be very expensive. 
There are a lot of products and technoogies, a lot of side effects must be taken into account 
at every decision. 

Products: 

1. Mass production, such as car components, household products 
2. Small products, some hundred thousand pieces 
3. Computerized system to oil production, American technology is used for that purpose, 
because the Russian insist on it. 

Those who work in production here are more intelligent. 
He wants to subordinate these three different lines to one technical control, but the wage 
system is also different. 

The company needs 

* integration, 
• more concentrated management, 
* bigger responsibility. 

Then, perhaps, they can start decen:ralization. At the moment every plant is working 
for another, they cannot be separated. 

Market: 

The small products are prepared for Russia, Poland, Rumania, Slovakia and the 
Czech Republic, plus for domestic use. These products are prepared in good quality, at a 
relatively low price. Most of them are accepted by the EC. But competition is harsh. 
They are in a better position with labor-intensive products, because of lower wages. 
Productivity is 1/8 of that in Germany, wages are 1/10. This will partly remain the same, 
because not everything can be automated. 

The wages: 
HUF 30 thousand in Budapest/month 
HUF 25 thousand in Kecskemrt 
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HUF 24 thousand in SzekszArd 

Quality control: 

The final auditing of ISO 9000 is going on in Szekszrd, Kecskemdt is going to
 
follow, Budapest will be the last in the Tow.
 

Improvement opportunities: 

In the field of mass production there are a lot of reserves in quality and in production.
In process control (pollution-control) there is some specialty.

Their strength is that they are present in Russia.
 
Their problem is the market.
 

The general manager wishes to: 
- meet American managers from different levels 
- see and hear case studies 
- meet people who may understand their problems 
- learn how to reorganize a company 
- learn effective communication with employees 
- learn what sort of and how much financial information should be spread within the 
company. 

They have to decide whether they want to go forward or backwards on the basis of
market opportunities. Going backwards: the company is smaller but more profitable. 
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KOZIEV (Public Construction Company) 

Interviewee: Albert Kreszn, general manager
 
Tam~s Schmidt
 

Registered capital: HUF 1.2 billion, 400 million reserves
 

Sales revenue: HUF 6.2 billion, half through permanent 
staff, half through subcontractors 

Ownership structure: MRP+MBO 50.1% 
Employee ownership 4% 
AVtU would like to sell 31.4% 
perhaps to TB (Social Insurance) 
Local governments 	 14.2% 

Number of employees: 	 1200, 850 of them are manual workers 

It was established in 1948 by the nationalization of several private companies.
 
In 1991 it was transformed into a corporation (Rt).

It was privatized on 6th of December, 1993.
 

Their activities include construction and reconstruction:
 

Half of them are new constructions, half of them are reconstructions.
 
Mainly: 1. buildings for health care
 

2. offices - flats 
Before the Austrian hotel construction companies KOZtV did everything, for 

example, Museum of Fine Arts, Gallery of Fine Arts, Basilica, Academy, Hotel Hdlia, etc. 

Competitiveness: 

* 	 in quality 
* 	 in meeting deadlines 
* 	 in productivity 

It is proved by the fact that they won several tenders before foreigners. 
Competitive drawback: 

Bad capital structure, because the biggest part of the registered capital is invested into 
real estate, but the real estate market is "stagnating", otherwise they could sell from 
it. 

• 	 Lack of funds. At the moment they are financing their activities from operating loan, 
but cash is the most expensive. Houses are financed, and then the one who orders 
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pays for it, but scheduling is not appropriate, that is why liquidation problems arise. 
There is always a house that is financed by the company, then it is sold. It costs about 
HUF 250-300 million. In 10-15 other comparies HUF 200 million is placed - re'ated 
to the construction industry. 

Privatization: 

In the first run the MRP+MBO+financial investors (American investors and a 
French group) applied for the total state property, but the SPA did not accept it, they wanted 
to keep 31%. 

They wanted to do the buyout together with somebody, but not with an Au.strian 
professional investor who would only like to buy the market. They prefer a financial 
investor. 

The capital structure is being transformed now, so that they have enough resources 
for their activity. They did not intend to increase capital, because they would like to remain 
majority owners. If the situation will not get better, they might give up this idea and will be 
forced to become minority owners. 

There is E-credit at the moment - with serious payment obligations. The dividend is 
not attractive. 

Future plans and problems: 

The company plays a decisive role in the decreasing market, and it wants to preserve
 
its position.

The internal operation must be improved, partly by technical development, HUF 300
500 would be needed for this purpose.

Hungarians used to play an important role in the German construction industry, but
 
the number of Hungarians to be employed has decreased, earlier it was 15 thousand,

it will probably be 5 thousand. 'There are a lot of Portuguese, Spanish, etc. workers
 
in the European Community.
 
The company should not increase sales revenues, a lot goes away on interests. If it
 
was not necessary to apply for credits continuously, there would be a 100% profit
 
improvement.
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Els6 Pesti Hengermalom (First Rolling Mill in Pest) 

Interviewee: Tibor Csonka, general manager

Ildik6 Paliga, MRP Board president
 

Equity: 
 HUF 180 million
 

Sales revenue: 
 HUF 3 billion, 300 million balance-sheet 
profit 

Ownership structure: MRP 51% 
Employee shares 12,4%
AVU 11% 

Number of employees: 487, 300 MRP members 

Activity: 

They provide one third of the country with flour and other products. It is also their
 
task to supply animal feed for livestock-farmers in Pest county.
 

Earlier: 

It used to be a trust company. By restructuring their assets and income they received
the task of supplying 3 million people. It was at the time when the price of 1 kilogram bread 
was HUF 3.60. It was a difficult task and a heavy burden, some neighboring countries gave 
some help. When the trust ceased to exist, the main authorities graded the company as one
that is unable to survive. It was necessary to reorganize the company in order to make it
profitable. That is why they introduced a strict cost-management, they calculated that a
considerable amount of capital injection was needed, what they meant was financial capital. 

Privatization: 

The question was: should the state inject capital or sell it under price. In 1991 they
had to prepare a privatization plan, which included the following: 

* selling the small units (14 mills, feed mills)
* transforming the medium-sized units into a Kft. together with the agricultural plants

and bakeries of the region
selling the big units within the transforming Rt. to financial investors (Cerealfoods 
showed interest, then Cargill) 

But the decision was: 
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to sell the mill in Buda to foreigners, that is why the state withdrew capital and sold 
it. Finally, a Hungarian investor bought it without capital investment, under its real 
value, for compensation coupons in 100%. The condition was: 25% to agricultural
plants, 10% to employees with the same conditions that he had when he bought the 
mill. 

Some units were taken away for warehouses (warehouse capacities). So today's Rt. is 
about one third of the old company. The restoration burdens of the mill in Buda came here,
in order to compensate for this the cash income of the smaller sold units remained here. 

There have been internal structural changes, redundancies, profit centers were
 
created. These things happened earlier here than at other companies. That was how they

could survive despite the label "unable to survive". From among 19 grain trading companies

they managed to get from the 18th place to the 2nd. In addition, they could increase their
 
prices, and as they had the biggest market, it was an advantage. They issued property notes,

making the employees interested this way. Th!y paid a lot of dividends then. They were
 
doing so to give employees purchasing power to buy company shares.
 

Step 1. 
By increase of capital, paying in 10%, a 100% ownership could be gained. At the
 

time of the transition people received shares for property notes through property note
conversion. At the beginning of privatization there was a 12.4% ownership. The rest was
 
advertised by SPA in the following way:
 

Credit of HUF 60 million 90 million - compensation coupons

51% E-credit of HUF 360 million, 
 to anyone
25+1% to agricultural plants 
11% AVO (SPA) 

The local governments were paid HUF 58 million of cash. The MRP submitted a 
tender at a rate of 130% , they were the only ones applying for 51 %. That was how 12.4% 
was formed (from which 2.4% - ordinary shares, 10% employees' shares) + 51% (MRP).
They bought it for 700 million. 

360 million - E-credit; 58 million - instalment, 282 million - compensation coupons
(payment by employees, short-term credit)

The applicant was the consortium of the MRP + the bank. Liabilities: increase of 
capital by HUF 100 million within 180 days through the bank. They signed a contract with 
SPA on 28th of July, 1994. 

Credits: 58 million for 10 years; 360 million for 15 years, with a grace period of 2 years.
This year they pay dividends of 5% to employees. They pay the local government for 

the plot, it is as if the dividends were 8%. 

Market 
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Earlier they wanttd to export, because it was a profitable activity. This company wasobliged to sell in the domestic market, that is why they could not export.
The domestic purchase price has already reached the foreign prices, so everybodywants to use the capacities. The foreign flour market demands 1.5 million tons of grain.The total capacity of the country with 3 shifts (weekends not included) makes it possible toprocess 2.5 million tons. There is a fieyce competition only in Budapest. Excess capacity.Earlier they used to buy grains only in the region, now they buy grains from thewhole territory of the country. The only condition is good quality..

The task is: to produce products of high quality at a low price.
 

Problems: 

Because of warehousing there was a year when the burden of interest itself was HUF260 million. They try to repay these credits. That is what they use the extra profit for. Atthe moment, for example, they pay a certain amount to agricultural plants two monthsearlier, they pay the rest two months later. That is how they balance the burdens. 

Development used to be done at the mill in Buda that was privatized separately. Themill in Pest is the oldest in the country. It is a museum piece. They are doing their best tobring it to the level of the Buda mill. Something is changed every year. 

Making decisions is not more difficult because of the MRP. The plant manager, whohas direct control, can use the opportunity originating fi-om MRP. The problem, in which
they would like to get some help, is that middle managers have not been prepared for what

market economy is, how customers should be kept, etc.
 

That is why they have started a training program on how to attract customers. Theparticipants of the training are plant managers, heads of departments and managers, but the 
information does not get through. 

A lot of time is needed to take over sophisticated methods. There are still reserves inthe field of cost reduction, but the main concern for buyers is the price. 

Employees receive shares now, but dividends only later, so it will take years for themto understand the relation between their work and the dividends. 

In Western Europe and the United States there is essential centralization in the field ofprocessing and trading grains. In countries joining the EC multi-companies start working atonce and make it impossible for small companies to survive. The main objective ofmanagement today is to make agricultural plants become owners. That is why they give
credit to producers, or they give a guarantee. 

Issues related to MIRP: 
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The managers work a lot, that is why the employees understood the importance of 
MRP, because 
1. at the general assembly there were as many people as never before. The employees wereafraid of what would happen if others bought the company. The employees were reassuredand they trust management as they did before. Employees feel it more that the company istheirs as well, and they do not tolerate those who do not fit into this picture. They think that

they can benefit from working for this company. 

At the moment they are not trying to use MRP reserves. Shares with a 10% increaseof capital were offered in proportion to their incomes, but not everybody used this 
opportunity. 10% had to be paid.
2. during distribution others could buy up the shares. These are voting shares. Staff has of course been reduced, the rest of the shares has been redistributed. The returning shares were 
possessed by the company. 

Employees are interested in today's wages and the dividends at the end of the year.Earlier they were able to create more advantageous situations with property notes in the form 
of tax free income. 

Management has a higher ratio of ownership (because it is in proportion to theirincome). Approximately 30 persons belong to this category, thiey paid 3 times as much as
others on the average. 
 The problem is that they do not give out information. People collectinformation at a personal level, listen to lectures, read the book entitled "100 Questions, 100Answers". Representatives of the center visited the plants. Personal relations seem to be more important. They plan to put together a publication on cost management that is easy tounderstand by everyone. Employees get written information about how much they have on
their share accounts and about allocation. The statutes can be found at every plant.
 

Principles of distribution: 60% - in proportion to income 
30% - payment by employees 
10% - time spent at the company 

Accordingly, what they have repaid will be distributed plus an amount that equals thevalue of the compensation coupons. They are preparing their own registration system. Onemember of the board is a financial expert - an accountant for MRP. The chairman of the
board will do the allocation. The 3rd delegated member, the plant manager of the mill inErd, will be responsible for maintaining relations with the plants. There has been onegeneral assembly so far, the second one will be held before the general assembly of the 
company, with interim meetings. 

Possible training subjects: 

What they are supposed to know about MRP they think they know, so no training is 
needed in this field. 
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As far as basic financial information is concerned the educational backgrounds are so
different at every plant that no training can be organized for a bigger group of people.
People do have information about waste costs. 

Training on how to work in groups would be needed. But they need to work out a 
system thai can not only identify problems but can also provide solutions to them. 

Some people know a lot about MRP; the chairman of the MRP board, for example,
gives information to other companies as well, if they ask for it. There is no distinction
 
between MRP members and other employees of the company. The information that is

supposed to get to everybody should be stated clarly. The most important thing is to assure
that the information gets to the employees. It is simpler to go to them than to wait for them 
to come. They bring up problems in their own environment. The employees are not only
members of MRP, but because of the employee shares they are shareholders as well, so they
personally can take part in the general assembly. The only thing people have on their mind
is that they are owners, and they are not interested in whether they belong to MRP or
anything else. The only thing they are interested in is how much money they can take home.
Few people can see everything clearly nowadays. The employees' attitude to work is much
better today than it was before, they consider it to be their own business. Lots of them even 
applied for credit from the HNB (OTP) to be able to buy shares. 

Though it will not happen in the near future, they would like to complete settling the
debts as soon as possible. It must be taken into account, however, that people come from
the countryside, they go home after work, and they are only interested in their everyday 
problems. 
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C.2 OWNERSHIP TRAINING
 



December 17, 1994 

MRP "OWNERSHIP TRAINING" PROGRAM:
 
GOAL, PUFPOSE, OUTPUTS AND ACTIVITIES
 

1. Mission statement of the "ownership training" program: Hungarian MRP companies 
are financially successful 

o 	 [needs some quantification at this level] 

2. Pu._ose of program: Employees of ESOP companies acquire the knowledge and
 
attitudes necessary to behave like part owners of their companies
 

Situation in the medium term (Dec. 1990): 30 MRP companies have undergone"ownership education" training programs 

* 	300 middle managers/union representatives/training coordinators receive 
training (10 per company)

* 	 150 non-management members of MRP boards and MRP companies' boards 
receive training (10 per company)

* 	9000 employees receive training (300 per company) 

3. 	 Outputs at the end of USAID intervention (Juiy 1995): 

a. Three pilot companies have functioning "'ownership training" programs: 

" 	company CEOs are committed to continuation of program in their companies
with their own resources; recommend the program to other companies

* 	middle managers are cooperative and have acuqired the skills to function as 
coaches for their work teams 

" 	employees:
 
- are motivated to learn new skills
 
- know what their rights within the MRP (allocation, distribution, voting,
 

etc.) and their :sponsibilities

have basic financial understanding (eg. how cost-cutting and expanded sales
 
increase profits, how profits & reinvestments increase value of their shares)


" 	several task forces are formed to brainstorm, identify work-related problems,
prioritize, make action plans, present to management, implement plans 

b. 	 Tested training materials in Hungarian are available to conduct "ownership
 
training'
 

c. At 	least ten other companies are interested in implementing "ownership 
training" 

d. 	 The Share Participation Foundation has the institutional capacity (qualified

people and financial resources) to continue the program on a large scale:
 



" the Foundation has network of Hungarian and foreign training experts" the Foundation has two persons working full-time in training" the Foundation has adequate financing to continue training from: companies(training fees, donations), Ministry of Industry and Trade (productivityenhancement program), Hungarian Developmcnt Bank (MBFB Rt), HungarianFoundation for Enterprise Promotion, Credit Guarantee Rt, etc.; _Or" the Foundation selis/franchises the "ownership training" maerials to one ormore consulting companies which are interested in performi i.; such training oncommercial basis 

4. Activities: 

a. One-on-one meetings with CEOs of MRP companies to identify and prioritizethose company problems which are due to employee ownership or whichemployee ownership can help to solve (eg. productivity, quality, profitability,employee commitment, communication with employees, etc.) 

* In the meetings, get top management commitment to come to a two-dayseminar, to be titled e.g "increasing productivity of MRP companies" 
b. Meeting(s) with possible consultants (eg. half-day brainstorming workshop?) toget their ideas about overall training program/about seminar for :op management,obtain their commitment, select trainers 
c. Two-day Seminar for top management of about 20 companies. At end ofseminar, top management wili: 

* have overall view of the contents, methods and outputs of an in-company"ownership training" program" be convinced that the goals of "ownership training" program can" be reachedfeel that such a program will serve their objectives and that they will be ineffective control of it" CEOs of at least three companies will agree on conditions of participation in 
program" at least ten other CEOs are familiar with the solutions to their MRP-relatedproblems and interested in adapting in their companies the programs developedin the pilot companies 

Activities of top management seminar: 

* introduction of participants* top management brainstorm/identify/prioritize the company problems whichthey would want the "ownership training" program to solve (see Annex A forpossible problems), identify potential outputs* managers from US/UK employee ownership companies describe the systems ofparticipation and the ESOP-related training programs in their companies
* 
 short presentation of international experience regarding connection betweenownership, participative management and productivity (based on NCEO data) 
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* top management participates in demonstration of training exercises, eg.:- "farmers" (solving a problem by piecing everybody's partial information)- "ESOP game" (role-playing of decisions which MRP board needs to take 
over number of years) 

* ..................... [to be completed]
 

Preparations for top management seminar: 

• get commitments of CEOs to participate in seminar 
* design program of seminar 
" prepare training materials
 
" get trainers
 

d. Wtrkshop(s) for middle management/company training coordinators/officialsof company's union (in-company or common to the three pilot companies).days long -.... middle managers participate. At end of workshop: 

" middle managers feel that "ownership training" helps them to achieve their
objectives

" middle managers have the leadership and communication skills to lead
problem-solving teams

" company training coordinators have skills required to coordinate "ownership
training" activities in their companies 

Activities of middle management workshop: 

" middle managers identify from their point of view the problems of operating anemployee ownership company

" managers participate in training exercises, for example:


- "farmers" (solving a problem by piecing everybody's partial information)- "ESOP game" (role-playing of decisions which MRP board needs to take 
over number of years) 

- "widgets" (solving problems by communication between departments)- basic training in interpreting financial data from employee-owner point of 
view 

managers, with assistance of trainers, start designing company-specific project 

Preparations for middle management workshop: 

CEO of each pilot company selects "ownership training" coordinator for his 
company
CEO of each pilot company selects middle managers to participate in trainingget employees' inputs (eg. visit plant at lunch hour, get spontaneous group ofemployees together, have them discuss what they would like to learn about theMRP and about company activities' 

design program of seminar 
* prepare training materials 
* get trainers 
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e. 	 Training for employee "peer trainers" 

These employee "peer trainers" are expected to do the bulk of actual training of 
employees inthe pilot company, first under supervision of the program's trainers, 
then independently. Training of the peer trainers may happen together with 
training of middle management and union officials (d.) or separately. 

f. 	 Training events for employees in the pilot companies: 

Themes of possible training events (see Annex A): 

" explanation of the company's MRP (allocations, distributions, voting, etc.) 
" basic financial concepts: 

- Profit and loss statement - how small cost savings can translate into large 
profit increases 

- effect of earnings (P/E ratio) on share value 

Preparations for employee training events: 

" design company-specific program (with middle management and coordinators) 
" develop training materials 

g. 	 Meetings of' "MRP Association" - CEOs of pilot companies share with 
management of other MRP companies their experiences with the "ownership
training" program 

h. Training seminar(s) to personnel of consulting companies to give them the 
skills necessary to extend the methodologies and materials developed in the pilot 
companies to other MRP companies 

5. 	 Resources: 

a. Share Participation Foundation: Janos Lukacs (program design/training), Ilona 
Er6s (program design/coordination/preparation of materials/training), a trainer to 
be hired by the Foundation (program design/preparation of materials/training), 
Janos Hovorka (logistics) 

b. 	 Chemonics: V. Morabito (,program supervision), 1. Asmon (program design/
 
preparation of materials)
 

c. 	 C&L: Short-term (ST) consultants - in-house, outside (eg. from NE Ohio 

Employee Ownership Center's program in Russian employee-owned companies) 

d. 	 MRP Association: J. Szantay (organization of sessions for CEOs) 

e. 	 Istvan Bajtai (program design/training) 
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f. 	 Eva Acs (?) 

g. Charles Edmunson (review program design/identify US experts/possibly training 
methodologies used at Web Industries.) 

h. 	 Foreign Service Volunteer Corps (Chris Black) - bring US managers of ESOP 
companies (participation in training: methods used in their companies, experience) 

i. 	 Center for Private Enterprise Development (Kdzdi Arp~d): Materials/training on 
TQM subjects 

j. 	 Know-How Furd (Vanessa Howe-Jones) - bring UK managers of ESOP 
companies (participation in training: methods used in their companies, experience) 

k. 	 Ministry of Trade and Industry (Gulacsi)/Hungarian Development Bank (Csuhaj) -
financial support (?) 
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ANNEX A: COMPANY PROBLEMS WHICH MAY BE IDENTIFIED BY CEOs
AND POSSIBLE MRP-BASED RESPONSES (TRAINING MODULES) 

PROBLEM 

1. Dividend policy in 
ESOP companies 

2. Reducing staff to 
optimal size (how to lay 
off owners) 

3. Motivating the 

remaining staff 


4. Improve quality, 
service, safety etc., 
increase sales, reduce 
costs 

5. Conflict of interest for 
employees as employees 
(salaries, job security) arid 
as owners (share 
appreciation) - learn how 
to behave as owners 

6. Communication to 

employees about MRP 

events (eg. MRP general
assembly) 

7. Communications: 

7.a between MRP and 
other owners 

7.b between MRP and 
MBO 

7.c between MRP and 
non-MRP employees 

RESPONSE (MODULE) 

Training about the effect of 
earnings (P/E ratio) on 
share value 

Profit and loss statement 
how small cost savings can 
translate into large profit
increases 

Brainstorm to identify 

prod uction/cost/quality
 
problems, prioritize,
 
problem-solving
 
techniques, present solution
 
to Board, approve action,

implement by group 

5.a Basic understanding of 
financial statements (?) 

5.b Training of company's 
trade union officials 

6.a Circulars to all 
employees dept. 

6.b Talk to all employees Company chairman 
together 

MRP board members/ 
MRP representatives on 

? Company board 

TARGET GROUP 

Employee board members/ 
employee-owners - in 
class-size groups 

Employee-owners (class
size groups) 

Small task-oriented groups 

All MRP members (what 
group size?) 

Communicate with 
employees through union 
officials (?) 

Prepared by personnel 
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8. How to keep long-term
employee ownership, after 
MRP credit is paid off 
9. Make non-management 
members on MRP board 
and on comany board a 
positive factors for 
company performance 

10. ? 

? 

Financial and managerial 
training for non
management board 
members 
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Themes for Monday meeting with JL: 

11. Egypt 

12. 	 Rdszvenyes: explain how lack of progress on software impedes training program 
- agree about annual marketing plan with monthly targets; if targets not 

met, get it into private-sector distribution system (franchise it to 
software companies? have software salesman get orders on 
commission basis?) 

13. Situation 	with USAID resources ($25,000 and $24,000)? 

14. Training 	program: fix together medium-term goals 

15. Ideas about successful seminar for CEOs/about possible training modules 

16. Relations with Bajtai? agree to get Bajtai on board 

17. Scehdule for interviews with company managers 

18. Meeting 	with K6zdi ArpAd to talk about possible collaboration? 
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December 21, 1994 

CRITERIA FOR DESIGN OF THE "OWNERSHIP TRAINING" PROGRAM 

The training should have the potential to be established ultimately in all MRP 
companies, wherever CEOs are interested in implementing more effective 
management methods - "potentially reach the universe" of IVIRP companies 

The first stage (till Sept. 1995) must create a product which is potentially useful 
and which could be marketed to all MRP companies whose CEOs are interested 

Modular approach - start with a few modules (eg. training for employee board 
members which would make them cooperate with CEOs for overall success of 
company) in a number of companies, gradually add modules, rather than start 
with in-depth approach (middle management/peer trainers/entire work force) in 
one or a few companies 

Work out alternative scenarios (eg. what Foundation would do with $49,000 
what it would do if additional $600,000 were available
 

Consider alternative venues (eg. small-group training, videos, conferences), where
 
each would fit in a small/an extended program
 

Clarify responsibilities: beyond first stage (Sep. 1995), program is responsible, not
 

Foundation
 

Quantify outputs: eg. how many modules developed and field-tested by Sept. 1995
 

Create training which is specific to MRP companies - may include elements of
 
TQM, but do not compete head-on with professional TQM training companies
 

Issues to clarify:
 

Economies of the training: trainer person/day requirements and costs of training
 
per company?
 
How many MRP consulting companies are there?
 
What would motivate them to make "ownership training" a line of their activities?
 
Would distressed companies be interested in this kind of training or only stable
 
companies? how to market the program to distressed companies?
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AVAILABLE MODULES FOR OWNERSHIP TRAINING
 

MODULE 


"Farmers" 

exercise 


Problem-

solving 

techniques 


"Widgets"

exercise 


How the ESOP 

works 


The ESOP Game 


Dave's 

Delivery 


CONTENTS 


How to have an effective meeting 


Brainstorming/prioritizing problems/

brainstorming solutions/plus-minus 

analysis 


Group problem-solving: within 

department/inter-departmental 


I_ 


The ESOP from beneficiary's point of 

view: Eligibility/allocation/vesting/ 

distribution/valuation regulations 


Taking decisions as employee-owners 


Understanding terminology of financial 

statements 


1
 

TARGET GROUP 
 TIME
 

CEOs/employee board 
 1
 
members/middle mgmt/union hours
officials/peer trainers/
 
rank & file emp.
 
Employee board members/ 2
 
middle mgmt/unicn hours
 
officials/peer trainers/
 
rank & file employees
 

Employee board members/ day

middle mgmt/peer trainers/
 
union officials/rank &
 
file employees
 

Employee board members/ day

middle mgmt/union
 
officials/peer trainers/


I rank & file employees
 

CEOs/Employee board 
 day
 
members/middle mgmt/union
 
officials/peer trainers/
 
rank & file employees
 
Employee board members/ 1 day

middle mgmt/peer trainers/
 
union officials/rank &
file employees
 



"Widgets" 


Financial 

Statements
 

Recession/Cash

Flow ("Buckeye 


IIndustries")
 
Marketing

("Cutting Edge
 
Industries")
 
Leadership 


Skills for 

supervising 

groups 

Conflict 


Manaement
 
Workshop
 
"Convergent 

Choice" 


"What is our 

business?" (to

be designed 

company-

specific) 


Analyzing financial statements as a basis 

for aecision-making
 

Dealing with recessions/taking decisions 

on the basis of consultants' studies
 

Expanding into new products and markets 


Overview of supervisor training ("Quincy 

Castings")/seasonal leadership exercise
 
(1 hou.rs)
 
Task roles vs. maintenance roles/group

processes/active listening skills/dealing

with difficult people
 

Training "peer trainers" to explain the

ESOP to employees (2 days about the 

company and the ESOP + 1 day group

leadership skills)
 
What are our products? Who are our 

customers? What do they expect? Who are 

our competitors? What is our business 

plan to survive and prosper? 
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Employee board members 


Employee board members 


Employee board members 


Supervisors 


Supervisors 


Supervisors 


Peer trainers 


Employee board 

members/middle mgmt/union

officials/peer trainers/ 

rank & file employees 


.1 day
 

1 day
 

1 day
 

I day
 

1 day
 

1 day
 

3
 
days
 

eg. 4
 
l
hour
 
ses
sions
 



GROWING PAINS AT EMPLOYEE-OWNED WIDGETS, INC. 

Employee-Owned Widgets is a manufacturing firm which was created on January 1, 
1987, as the result of an employee buyout. The purchase price was $5.6 million. The 320 
salaried and hourly employees were only able to borrow $4 million through the ESOP. In 
order to make up the $1.6 million gap, the original owner kept about 25% of the stock with 
the hope that the ESOP would buy it when the company had some surplus cash. 

Given the highly leveraged state of the company, it was agreed that everyone needed 
to contribute their knowledge and years of experience to making the company succeed and 
so a structure was set up which would allow direct employee input into company decisions. 

Four teams were created to identify and resolve problems in four areas: Sales, 
Production, Purchasing and Finance. 

While Employee-Owned Widgets' first year was unprofitable, the company was able 
to pay the bank, the suppliers, and the employees. After a second year of operation, things 
seem to have gone extremely well. EOW overcame its losses and actually turned a profit 
of $319,000. Sales increased from $10 to $17 million. The value of the shareholder equity 
increased from $0.27 to $0.43 per share. 

Despite these positive signs of success, everyone in the company seems to be upset. 
Sales personnel are receiving too many complaints from customers. Production people are 
ccmplaining that there are constant delays in production beyond their control. Purchasing 
is complaining that the suppliers are unhappy. And the Finance department is upset 
because the company had to borrow $23,000 recently just to meet payroll. 

The CEO has called the four departmental teams together and asked you to go back 
to your departments, identify the problems, and come up with some workable solutions 
before the company blows apart. You feel that your team is ready for the challenge because 
you have just returned from an educational weekend at the employee-owner retreat where 
you gained a better understanding of how your company operates and improved your 
problem solving and team effectiveness skills. 

Your team will meet two times. This evening you will meet to get organized and 
make sure every member understands the task. Next you will identify the three most 
significant symptoms/ Complaints in your department and bring them back to share with the 
other departments. Do not decide what problem to resolve yet. By the end of the evening, 
working together, the departments will have agreed on the problem which everyone will be 
trying to solve. 

Tomorrow morning, your group will meet for 90 minutes to develop and prioritize 
ways in which your department or the company as a whole can solve the identified problem. 
Your group will also develop the first step of an implementation plan. 



Each team has been given additional information which is specific to its department. 
Your team will be better informed if you seek relevant information from the other teams. 



ACCOUNTING & FINANCE DEPARTMENT INFORMATION 

In the first year of operations, Employee-Owned Widgets' financial situation was 
pretty solid. Despite heavy losses due to a low level of sales during the first quarter of the 
start-up, there was always sufficient cash to cover paychecks, pay suppliers, and make the 
loan payment to the bank. 

During the second year, all of the company's cash seems to have dried up. The 
purchasing department is constantly requesting that the company send checks to suppliers, 
but often there is not enough cash in the checking accouat to cover the bill. You are 
frequently waiting for a check to come in from a customer before a supplier can get paid. 
And what is worse, the sales people have convinced top management to extend the 
customers' payment terms from 15 to 30 days. That means EOW has to wait even longer 
to get paid. 

The production department has been much less efficient in the past year also. They 
used to produce widgets in 25 days. Lately, it has been taking as long as 35 days. This 
means that a lot of the company's cash is tied up in unnecessary inventory. It also means 
that a lot of extra paid time is going into each widget. 

It has become increasingly difficult to come up with the cash to cover the weekly 
payroll. In the last month it was necessary to borrow $23,000 so that no one's check would 
bounce. This short-term borrowing with a 14% interest rate is much more expensive tt,,an 
the long-term loan which had a rate of only 9.5% if only there were a way for the finance 
department to get a clearer idea of the cash needs from the other departments, then it 
would be easier to plan for long-range financing. 

Something has to be done soon or this highly profitable company is going to be filing for 
bankruptcy court protection. 
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PURCHASING DEPARTMENT INFORMA-_ON 

In the first year of operations, your suppliers were eager to get your business. They 
gave you 30 days to pay your bills and delivered raw materials within 7 to 10 days. 
Whenever the production crew ran out of something, you could just pick up the phone and 
call for an emergency deliveiy within 48 hours. 

How did you keep your suppliers so happy? Well, the people in your department 
have really become more motivated since they became employee ovMers. They know that 
a happy supplier is one who gets paid on time so they have developed a smooth system for 
processing supplier bills quickly. Previously bills used to get lost or put aside under a stack 
of things to do. Now you have everything on computer. You know what the bill should be 
even before it's sent. If you have not received a bill within ten days, you are on the phone 
to your supplier asking about it. It is a rare occasion that you are unable to send a request 
for payment of a bill to the Accounting & Finance Department within 15 days of a shipment 
delivery. 

Since your department is giving those A&F people at least 15 days to send a check, 
there is no excuse for a late payment. Nevertheless, this is what is happening. Over the last 
few months, your suppliers have repeatedly had to call you and ask where payment was. 
When you refer them to the finance department, they call back a few minutes later 
complaining that they cannct get a straight answer. 

You are no longer a prefer, ;d customer. Now when you call up with an emergency 
order, the 48 hour service is unavailable. Even your regular orders get delayed longer than 
the usual 7 to 10 days becaLse suppliers hold the shipments as ransom while they are 
waiting for a previous payment. Some of your suppliers are threatening to begin requiring 
cash on delivery. 

Furthermore, your attempts to limit excessive purchases have been frustrated by the 
difficulty of dealing with the people in Production. You are never sure which items are a 
priority because the night shift manager is always telling you one thing and the day shift 
manager another. They do not seem to agree on what is needed nor do they think to order 
materials early if there is the possibility that the following shift will run out. Then when 
materials run out, the Purchasing Department gets blamed. 



SALES DEPARTMENT INFORMATION 

In the first year of operations, sales were low and the company lost money. Your 
department set its sights on the lofty goal of raising sales by 50%. In fact, you were 
overwhelmingly successful. You increased sales 70% from $10 to $17 million. 

How did you achieve this? You had a great marketing tool. While all of the other 
widget markers only give their customers two weeks to pay for merchandise, last year while 
out playing a round of golf with the CEO, you conviiced him to let you offer your customers 
terms of 30 days. 

While initially your customers were very responsive, lately many have been 
threatening to go back to their previous suppliers. And, even worse, some of your original 
customers are saying the same thing. Why are they unhappy? 

Customers are complaining that their widget deliveries are co:nstantly late. While you 
used to deliver your widgets in seven days, over the last few months deliveries have been 
taking two to three weeks. This is makiiig it difficult for your customers to keep their 
shelves properly stocked with widgets. When they run out they are out of stock for so long 
that their customers are beginning to complain. 

Furthermore, because they no longer can work on a regular weekly delivery day, 
customers complain that your random deliveries interfere with their work schedules. They 
never know when to have employees available for unloading and storing a new shipment of 
widgets. 

An additional complaint from your customers is that your bill collectors in the 
Accounting and Finance Department are very rude. They are constantly getting phone calls 
asking where payment is. More often than not, when the customer receives a call, the check 
is already in the mail. And when a customer asks for a couple of extra days, the answer is 
always an abrupt "No!" 

Another serious charge from your customers is that there is an inconsistency in the 
quality of the widgets they have been receiving. 

Something has to be done about this poor customer service or sales are going to drop 
back to the levels at which Employee-Owned Widgets was losing money. And besides, your 
sales commissions are at stake! 



PRODUCTON DEPARTMENT INFORMATION 

In the first year of operations, production went very smoothly. Everyone was highly 
motivated, raw materials were always available, and production was always a step ahead of 
demand. 

When things were running smoothly, it used to take 39 to 45 days from the time raw 
materials are ordered to the time a customer receives a shipment of widgets. If would take 
7 to 10 days to order raw materials and get them delivered; it would take 25 days to produce 
a finished batch of widgets; and it would take 7 to 10 days to deliver a shipment of widgets 
to a customer. 

This year, sales have increased so quicldy that it has been difficult to keep up with 
demand. Production has had to add a third shift and hire more than a hundred new 
employees. Very few of the first year owners were willing to work the midnight shift. This 
shortage of experienced employees on third shift has been the source of frequent production 
delays because machines are not repaired as quickly and the production process is missing 
the clockwork coordination that was developed by the day shift during the first year. 
Moreover, while Maintenance pretty much had everything in hand during the first year, with 
the increased pace of production dealing with breakdowns has taken the time that should 
have gone into preventive maintenance. Accounting and Finance has been too tight fisted 
to give Maintenance the necessary overtime hours to carry out the proper preventive 
program, so the rate of machine breakdown has gone up too. This can add an additional 
5 days to the production schedule. 

Before when production ran out of some materials, the Purchasing Departmen would 
get an emergency delivery within 48 hours. Lately the people in Purchasing have been more 
difficult to deal with. They don't seem to understand the urgency of getting materials in to 
keep production moving. This means that production can be delayed an additional 5 days 
if some materials are depleted. And the company has been running out of raw materials 
more often than usual. Employee-Owned Widgets used to keep a week's supply of raw 
materials in stock. The purchasing department has not been buying the quantities necessary 
to keep up witih the increase in sales. 

These production delays have created a shortage of finished widgets also. The 
company used to keep a week's supply of finished widgets available to ship as soon as a sale 
was made; now there is only a couple days supply available and orders may be held up if 
a particular type of widget is still in production. 

Something has to be done to get production back under control! 



March 17, 1995 
DRAFT IN-COMPANY 

OWNERSHIP TRAINING PROGRAM 

A. Introduction 

This is a very early draft of a model in-company training program that might be 
implemented in Hungarian companies which intend to establish participative management 
systems. The first phase of the consultation was hardly sufficient to provide for a proper
needs assessment or organizational assessment of the Hungarian ESOP situation. What 
follows is an ambitious program; yet it can be implemented, providing that the necessary
commitment is obtained and the necessary resources to manage all of this training is secured. 
The program is structured in such a way that if there is not sufficient support to carry out all 
of the program, one will nevertheless have a solid foundation on which to build in the future. 
The training is prioritized so that employees will clearly understand the " why" [purpose] and 
therefore hopefully "buy in" from the outset. The tendency all too often is to jump ahead to 
the "how", all the while ignoring the purpose of the training. One cannot over- emphasize
the importance of people buying into the concept of training as a "lifelong learning" process.
It is important not only for the employees but for everyone in the company. One must 
always remember that the formula for success is ownership + involvement = success. 

Many programs fail because employees perceive the program as just another "flavor 
of the month" attempt to get them to do more work. If management demonstrates a 
commitment to the employees and to training, it will have an opportunity to gain their trust;
this is likely to translate into greater participation and eventually a prosperous and productive 
company. A company built on the power of its people has a good chance of success. 

The pressures to leapfrog over some training to get to the "hard stuff' is enormous. 
However, experience has shown that without the "soft skills" the employees are not equipped
to properly handle all of the additional responsibilities which are associated with assuming a 
great deal more decision-making authority. It would be much like throwing a novice football 
player in with the professionals. He has some skills but no experience, and may end up
being injured. One must walk before one can run, and in the long haul it will pay dividends. 
Some modules or workshops in this training program have prerequisites and require that the 
participant has taken a prior course; please do not circumvent that requirement as the courses 
are built on one another so as to provide a solid foundation from which to progress to the 
next module or workshop. It is important that the training be provided in a timely fashion in 
order to provide the necessary tools which the employees require, at the right time. Training
is a product like any other, and will need to be reviewed and refined on an ongoing basis to 
meet the needs of your customers - the employees. 



B. Structure of the Ownership Training Program 

This program outline is structured in such a way as to provide a solid foundation on 
which to build the complete training program, whatever that might be. Some modules 
require prerequisite courses in order to solidify the training process. The program outline is 
also constructed in a way which coincides with the strategic events of the CEO workshop in 
June 1995 and the ESOP National Conference in October. At each of these junctures, the 
program outline is designed to be a stand-alone complete package of modules that will sustain 
the training program. However, at each juncture there is also a post development and 
additional training schedule, predicated on the assumption that there will be a need for 
additional training. This program outline anticipates that enthusiasm and support for the 
trainir, will be forthcoming from the workshop participants. The program outline also 
assumes that additional trainers will be trained as required and that the necessary resources 
will be available to proceed with additional module development and field testing in order to 
build on the base established. 

The requirements for training various levels of management and employees are 
discussed in Annex A and summarized in the accompanying matrix labelled Annex B . This 
training hierarchy contains one additional level - training of union leaders. This level may or 
may not be applicable in a specific situation. The program also indicates that some modules 
may be optional for some managerial levels. It is however important that all managers have 
a knowledge of the modules that the employees are taking and their participation is 
recommended even if :he training is optional. Experience shows that even middle managers
in most companies get very little training. As can be seen from the matrix, the majority of 
the training is required for supervisors, union leaders and employees. These are the people 
who need it most this type of training. 

The modules vary in length and range from simple executive overviews to four-hour 
introduction modules, to eight-hour workshops and to the five-day train-the-trainers module. 
A series of accompanying training pamphlets will clearly indicate the duration of the module 
at each level. The frequency will vary depending on availability of participants, but the 
training should be fitted to the customers' requirements. For example, during field-testing of 
the train-the-trainers module, either four eight-hour sessions or five six-hour sessions could 
be held, depending on the wishes of the participants. 

The number of participants for the field-testing scenario will ideally be about twelve 
individuals. It is recommended that the class size should not exceed fifteen participants. 

C. Recommendations Regarding Topics and Content 

It is important that the topics provide to employees the necessary tools to enable them 
to take on a more active role in the participatory process. To that end, the first phase of the 
program addresses the "why" issues and provides the basic tools with which to begin. It 

2 



would 	make no sense, for example, to begin training with a five-day course on work 
reorganization or ergonomics or in-depth participation workshops. That level of 
sophistication is far down the road and is totally dependent on the success or failure of the
"ownership training program". Therefore the topics and content of the modules are 
predominantly introductory or basic level courses and workshops; with two exception: the 
Kepner-Tregoe "problem solving and decision making" module and the KT "analytical
trouble 	shooting" module are advanced courses and are well worth the money if one can 
afford 	them. They are recommended because they have served well on similar occasions. 
However, there are more basic problem-solving courses which are far less expensive. The 
Japanese use a very simple and inexpensive problem-solving course which simply asks the 
question "why?" repeatedly five times in dealing with decision making. In between those 
extremes are any number of problem-solving methodologies at varying prices. The training 
program will need to be adjusted to the budget available; if one can't afford the cadillac 
version, the Volkswagen will still get you there. 

D. 	 Implementing the Ownership Training Pregram

A thorough needs assessment must be completed at the ESOP company which plan to
 

introduce participative management before final design and implementation of the program.
During 	the consultants' field visits, for example, we were impressed by the level of 
sophistication and skill of the employees at the MMG AM plant. In such a company, the 
needs assessment may indicate a training program quite different from the outline proposed 
here. 

The training should be provided to employees who volunteer to take training.

Participants forced to take courses deprive others of the opportunity to learn from w-ch other,
 
because these reluctant participants invariably do not make a contribution. Avoid such
 
situations as far as possible.
 

For the October ESOP workshop, the program outline recommends that all 
participants - including the CEOS and all other levels of management present - make at least 
an initial attempt at developing some form of "credo" pertaining to training. They will also 
need to begin to define some of their joint goals and objectives, so that thf-y might better 
plan their training needs and target implementation dates beyond Phase II and Phase 111. 

If training costs are charged to departmental budgets, this is likely to pose a problem
for the program. Experience indicates that department heads resist sending employees for 
training if it is charged to their budget. It is strongly recommended that the ESOP 
companies establish a central charge account to which all training is charged. 

We suspect that a number of middle managers and union leaders will resist in some 
cases taking the training. Their argument is likely to be "oh! I already know that stuff". It 
is however important that they take the training, for several reascas: 
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1. everyone needs to be "singing from the same hymn book";
2. the employees need to see that the leaders are committed to training; 
3. the leaders need to be aware of the training which employees receive; 
4. some courses are prerequisite courses and must be taken to benefit from others. 

E. Conclusion 

It is not an easy task to attempt to implement a full-scale employee training program
from scratch and expect immediate buy-in, especially where very little training culture 
existed before. Do not be discouraged. Go slowly at first and build for the future on a solid 
foundation. Involve as many employees from all levels as possible. The largest asset which 
any company has at its disposal, and the least utilized, is the creative genius which lies 
within each and every employee. Profits can be achieved through people. 
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ANNEX A: EMPLOYEE OWNERSHIP rRAE4NLNG PROGRAM -

ACTION AND IMPLEMENTATION PLAN 

INTRODUCTION 

The Employee Ownership Training Program consists of a number of training
modules designed exclusively for employee owned companies. An action plan has beendeveloped to implement this program on a controlled basis. Using a hypothetical ESOP company of approximately 50 employees, the program might be implemented as follows: 

PHASE I 

Modules: 	 Train the Trainers (30 hours)
 
Orientation to ESOPs (8 hours)
 
Basic Business Operations and Finance (8 hours)
 
The Hungarian Economy (6 hours) 
Meeting Skills (4 hours) 

Target Group: 	Core Trainers (field-testing of modules; number of trainees - 12) 

Trainers: Technical assistance ex perts 

Delivery Date: May 1-30, 1995 

Objectives: 	 1. Field-test modules and assess relevance to Esop company needs. 
2. Train a group of core trainers to implement the program long 

term. 
3. Prepare for the presentation of the program to other ESOP 

companies. 

Note: At the end of the first phase of implementation, a gathering of representative
leaders of ESOP companies would vet the program at an annual conference 
designed for this purpose. The program would be demonstrated and results of the
field trials would be reported. The target group in particular is senior officers of
ESOP companies, whose support for the program will be required for phase 2 to 
proceed. 

PHASE 2 

Modules: 	 Introduction to Employee Ownership Training Program (4 hours)
Orientation to Employee Ownership (8 hours)
The Employee Participation Process (8 hours)
Basis Business Operations and Finances (8 hours)
 
The Hungarian Economy (6 hours)
 
Meeting Skills (4 hours)
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Product and Process (in development) 

Target Groups:
 
Introduction to Employee Ownership Training Program:
 

Middle Managers (6) 
Supervisors (10) 
Union Leaders (10) 

Orientation to Employee Ownership: 
Middle Managers (10) 
Supervisors (20) 
Union Leaders (20) 
Employees (60) 

The Employee Participation Process: 
All employees 

Business Operations and Finances: 	 All Employees (optional for 
middle managers) 

The Hungarian Economy: 	 All Employees (optional for 
middle managers) 

Meeting Skills: 	 Supervisors (8) 
Union Leaders (8) 
Employees (10) 

Trainers: Core trainers from phase 	 I 

DELIVERY DATES: July - October 1995 

Objectives: 1. Train employees at designated levels in the skills required for 
profitable ESOP companies. 

2. 	Promote the Employee Ownership Training Program to additional 
ESOPs. 

Note: The Employee Ownership Training Program would be featured at the 
annual National ESOP Conference which is normally held in October. There 
would be demonstration workshops, consultations with former CEO trainees and 
others who have completed modules in the program. This would be a prime 
promotion opportunity. 
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PHASE 3 

Modules: Problem Solving (in development) 
Analytical Troubleshooting (in development)
Introduction to Employee Ownership Training Program (8 hours)
Orientation to Employee Ownership (8 hours)
"EmployeeParticipation Process (8 hours)
Basic Business Operations and Finance (8 hours) 
Meeting Skills (4 hours) 
Health and Safety (in development) 
"Soft" Skills - Training the Trainers 
Self-directed Work Groups (in development) 

Target Group: All modules delivered once to all employees of the target company. 

Trainers: Core trainers 

Delivery Date: November 1995 - February 1996 

Objectives: 1. Train additional trainers to deliver the program.
2. Complete one entire delivery of all modules to all employees. 
3. Revise the program as needed. 
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Annex B: Employee "Ownership Training Program" Action and Implementation Plan 

1995, May through June 1995; July, Aug., Sept., Oct. 1995; Nov. and Dec. 1996; Jan. and Feb.

Level Phase I 
 Phase 11 Phase III 

V- -- ~' - 1-.  . -

IA MV N-" AhI. ~ ~ 4 -ft 

C:Er) In Ibis plm .c, nil ol'th". IT odXult .' X 
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1 1T -Ivv~x L X X X:7_ _ _ 

The symbol [0] indicates that the course is optional at this level.
 
Foundation to train peer trainers in meeting skills based on the information in the Train the Trainer module.
 

Notes
 
* 
 This is an ambitious training program and is predicated on a firm commitment made to training be the CEOs at'the CEO workshop, and again at the 

ESOP workshop. 
* It is recommended that the Employee Ownership Program be implemented under controlled conditions; e.g., one company only until the number oFtrainers is expanded and all modules have been field tested and revised. 

• The Orientation to Employee Ownership Workshop must be a prerequisite fbr taking the Employee Participation Process. 
0 Itmay be tasible in Phase Ill to begin working with a second company if technical obstacles permit and if previous results support such a move.
 
a 
 Continue to offier courses as demand warrants and expand the program by developing additional materials and training additional trainers. 



March 18, 1995 

REPORT OF TECHNICAL ASSISTANCE PROVIDED TO THE 
SHARE PARTICIPATION FOUNDATION "PROJECTFOR MORE" 

(Management and Ownership Redefinition for ESOP Companies) 

The IMPACT HDelivery Order provides technical assistance to the long-term
"Project for MORE" of the Hungarian Share Participation Foundation for the 
establishment of improved management techniques based on employee participation in 
Hungarian ESOP companies. The first phase of this TA was performed by two IMPACT 
II consultants during the period March 5-18, 1995. 

After some orientation to the Hungarian situation, it became apparent that in 
designing a training module to train workplace-based trainers, several constraints must be 
considered. These include the following: 

1. Training culture in Hungary is minimal. 
2. 	 Hungarians are generally difficult to draw into participating in training. 
3. 	 Andragogy practices are virtually unknown. 
4. 	 Training diffusion is unheard of. 
5. 	 ESOP companies and the economy in general are in a survival mode, making 

training a low priority. 
6. 	 Many Hungarian workers are living at subsistence levels. 

Any of the factors noted above might mitigate against training and the success of
"Project For MORE". With these constraints in mind, the TA was challenged to map out 
an effective employee ownership training program. We believe that, subject to complying
with some basic principles which are spelled out in the program, "Project For More" 
could be eminently successful. 

The "employee ownership training program" will succeed or fail depending on the 
amount of employee participation. This participation will have to be at all levels of the 
organization to ensure depth of understanding of the philosophy, objectives and content of 
the program. One of the most important elements of the "employee ownership training
program" is a program for training the trainers. A number of critical factors in training
the trainers will ensure successful implementation of the other modules in the "employee 
ownership training program": 

1. 	 Selection of potential trainers must ensure that only dedicated, committed and 
interested employees are selected to become workplace-based trainers. 

2. 	 Once trained, the trainers will require sufficient opportunity to use their new
found skills soon and often, in order to develop proficiency.

3. 	 Trainers will require sufficient opportunities to continue to learn about adult 
education, which is a rapidly expanding technology. 

4. 	 Training inust be considered investing in people, equal in importance to 
capital acquisitions and technology, in order for the company to eventually 
evolve a "training culture". 



Considering the constraints noted earlier, the proposed train-the-trainer progmani is 
very ambitious in content, pace and objectives. Participation has been designed into the 
fabric of the module and is inherent in delivery style, content, exercises, feedback and 
evaluation. There are also several innovations worth noting, many of which are designed 
to increase and improve trainee participation. These include: 

1. 	 A "participant readiness to learn checklist" has been devised to prompt trainee 
assessment of their learning motivation on a daily basis. Somewhat similar to 
an "instructor readiness checklist", it asks the participant a number of self
assessment questions which are designed to foster accountability and personal 
responsibility for learning. 

2. 	 Course evaluation has been separated from instructor evaluation in order to 
obtain input early in the implementation of the employee ownership training 
program about these two critical elements of the program. Separate 
evaluation forms also increase the amount of evaluative input. 

3. 	 Course evaluation will be done daily rather than at its usual time at the end of 
the course. This change was made for three re.,sons: 

a) it vastly increases the amount of input; 
b) it increases participant involvement; 
c) it allows interim modification of curriculum to ensure participant needs are 

being met. 

4. A course evaluation form has been devised for the instructor to complete 
which includes an instruction delivery self-assessment, in order to assist first
time trainers to measure (over time) their effectiveness and to make 
improvements in their technique. 

"Training the trainers" is a composite course which has been drawn principally 
from two sources: the Sault College Adult Instruction Methods course (which was derived 
from the Teacher of Adults diploma program) and the Algoma Steel Train- the-Trainers 
course. The course is rife with participant learning aids and references to several adult 
education theories. The main text which was used in the development of the course is 
"The Art of Teaching Adults" by Renner. The course is 30 hours in total, spread equally 
across 5 days. It includes numerous interactive exercises and an opportun'ity for each 
participant to develop and deliver a lesson. The course extensively uses experiential 
learning methodology, which also promotes participation. The skills acquired from this 
course may also be applied by the trainee in other activities such as conducting effective 
meetings and making effective presentations. 

Consultations of the TA with several people has resulted in a clearer definition of 
recommendations which are implementable. These standards will ensure that a cadre of 
high quality, professional workplace trainers will develop to assist ESOP companies. The 
TA cannot over-stress the importance of sound adult education principles and techniques 
to ensure that modules delivered by subject experts have their full impact on the 
profitability of ESOP companies. 
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Recommendations: 

1. 	 A sufficient number of trainers should be trained to ensure an adequate supply of 
qualified workplace trainers are available to the ESOP community. 

2. 	 Only subject experts who have been trained in adult education methods by a
 
qualified trainer should be allowed to instruct other modules in the employee
 
ownership training program. 

3. 	 Employees who participate in the field-test sessions of modules in Phase 1 should 
form a group of expert trainers with the responsibility to monitor the delivery of 
other modules at random and to revise modules and assist subject experts as 
needed. 

4. 	 Completion of the train-the-trainers course should be a pre-requisite to teaching 

other modules in the program. 

5. 	 Periodic refresher training should be provided to trainers. 

6. 	 As many managers as possible (especially first-line supervisors) should be trained 
as trainers, to help evolve the coaching role of supervision as well as to improve 
support for training in the workplace. 

In addition to the instructor and participant manuals, learning aids and references 
(all of which make up the module), the Share Participation Foundation has been supplied
with numerous other materials which support the train-the- trainers course and other 
modules. These are listed in the summary of deliverables attached. The Foundation has 
also been provided with a variety of related texts and articles which support the module 
which it plans to make available to trained trainers. 

Sum mary 

The train-the-trainers course is the cornerstone of the employee ownership training 
program. It is obvious that without trained, qualified instructors, the other modules in the 
program cannot be delivered effectively. These "champions" will have to bring 
rigorousness and discipline to modern adult education practices in order to overcome the 
constraints standing in the way of workplace-based training in Hungary. Customization 
of each 	module to the participants' needs and learning styles is an absolute necessity if 
CEOs 	and employees are to realize the payback of the investment of time and money.
Furthermore, adaptation of modules to the unique needs of different companies is a 
definite requirement. Trainers must teach frequently for the material to become imbedded 
and for their delivery style to become a habit. A poor trainer can do more harm than no 
trainer. Fin-ally, awareness and promotion of the employee ownership training program 
must be undertaken to create sufficient demand for giving trainers opportunities to 
implement the program. With quality dclivery and widespread participation, the 
employee ownership training program will assist ESOP companies to become profitable 
through people. 
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INTRODUCTION TO TRAINING EMPLOYEE OWNERS
 
Presented by the MRP Association
 

March 31 and April 1, 1995
 
Budapest, Hungary
 

March 31 - Friday 

10:00 Introduction of Workshop and Participants 

10:45 Adult Learning 

11:30 Break 

11:45 Sample Training Session: Farmers 

1:15 Lunch 

2:15 Facilitation Skills: Attending and Observing 

3:20 Break 

3:30 Facilitation: Listening and Questioning 

5:00 Workshop Adjourns 

April 1 - Saturday 

9:00 Presentation Skills 

10:15 Team Preparation 

10:30 Break 

10:45 Team Presentations 

12:15 Break 

12:30 Running and Debriefing "Farmers" 

2:00 Lunch 



HANDOUT 2: TRAINING ADULTS 

Often when people become trainers, they begin with an image of training basedon how they were taught as children in school. It is important for you toremember that employee owners are =t children and must be treated as adults.The training approach will therefore be significantly different. 

CHILDREN 

Rely on others to decide what is 
important to be learned, 

Accept information being
presented at face value, 

Expect what they are learning to 
be useful in their long-term future, 

Have little or no experience upon

which 
 to draw -- are relatively
"clean slates." 

Little ability to serve as a 
knowledgeable toresource 

teacher or fellow classmates, 

ADULTS 

Decide for themselves what is 
important to be learned. 

Need to validate the information 
based on their beliefs and 
experiences. 

Expect what they are learning to 
be immediately useful. 

Have much past experience upon
which to draw -- may have fixed
 
viewpoints.
 

Significant ability to serve as a 
knowledgeable resource to the 
trainer and fellow learners. 

Ask yourself as you pian your workshop, does your training: 

Focus on "real world" problems?
 
Emphasize how the learning can be applied?
 
Relate the learning to the learner's goal?
 
Relate the material to the learner's past experiences?
 
Allow debate and challenge of ideas?
 
Provide opportunities for you to listen and respect the learners' opinions?
 
Encourage learners to be resources to you and to each other?
 
Treat learners like adults?
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}LIJDcUT3 :USING BASIC FACILITATION SKILLS 

Definition and Purpose 

Learners lean best when they participate in the training process. When you use 
facilitation skills, you encourage involvement by showing interest in the learners 
and making them feel free to comment and ask questions. Facilitation skills also 
help you to obtain feedback from the learners about how the training is being
received. This enables you to respond to the learners' needs most appropriately. 

TRAINING CONTENT LEARNER
 

" ATTENDING 

" OBSERVING 

" LISTENING 

" QUESTIONING 

U * 



ATTENDING SKILLS
 

"Attending" means presenting yourself physically in a manner that shows you are 
paying attention to your learners. When you use attending skills, you are building
rapport with your learners. You are communicating that you value them as in
dividuals and are interested in their learning. 

Attending helps you gather information from the learners. Your physical positioning
enables you to observe learners' behaviors, which are important sources of infor
mation for you in assessing how the training is being received. It also encourages
the learners to interact verbally with you. 

There are four attending behaviors that show you are interested in your learners.
 
They are:
 

1. 	Facing the learners. 

2. 	Maintaining appropriate eye contact. 

3. 	Moving toward the learners. 

4. 	Avoiding distracting behaviors. 

DO 	 DON'T 
* 	 Position your body so you " Talk to visual aids.
 

face all the learners
 

" 	 Continually scan the group a Turn your back to part of the 
with your eyes. group. 

" 	 Walk toward learners. • Stare at individuals. 

* 	 Smile at individuals. • Avoid eye contact or scan the group 
too frequently or too rapidly. 

* 	 Nod affirmatively. Distance yourself from the learners.0 

o 	 Circle the room during exer- ° Stand in fixed positions. 
cises to check learners' 
progress.
 

* Use natural facial expres- & Shuffle papers or look at your watch
 
sions in talking with learners, while learners are talking.
 



OBSERVING SKiI LS
 

Obseing skills help you assess how the training is being received. Based on your
observations over time, you can make decisions to continue the learning process 
as planned, or to modify it to respond to the learners' needs. 

Enthusiasm/ 

Understanding 


Smiling 
Nodding affirmatively 
Leaning forward 
Eye contact 

Boredom 

Yawning 
'Vacant stare 
Shuffling feet 
Leaning back In chair 
Looking at clock-

Confusion 

Frowning 
Scratching head 
Pursing lips 
Vacant stare 
Avoiding eye contact 

* 	 Several learners 
display the 
behavior, 

* One learner 
displays behavior, 

* 	 Several learners 
display the 

behavior 


Only one learner 

displays the 

behavior, 

Several learners 

display the 

behavior, 


One learner 
displays the 
behavior, 

° 	 Continue, and make 
a mental note that the 
training is being 
well-received. 
Continue, and make 
a mental note to 
check again later. 

Try taking a break, 
speed;ng up, or 
checking your 
training method to be 
sure that the learners 
are involved in the 
training process. 
Continue, but make a 
mental note to 
reassess later. 

Ask learners about 
creas of confusion, 
and provide 
clarification by giving 
examples or 
rephrasing
information. 
Ask learner about 
areas of confusion 
and provide 
clarification. Or if time 
is limited, talk with 
learner at next break. 



LISTENING SKILLS
 

Listening, as we define it, means obtaining verbal information and verilying that you 
understand the information. Listening skills enable you to demonstrate your uider
standing of the learners' perspective. They also provide you with feedback about 
how the training is being received. You can use this feedback in considering how 
you need to proceed in conducting your training. 

ACTIVE LISTENING TECHNIQUES 

TYPES PURPOSE 

A. NEUTRAL 1. To encourage the person to 
continue talking. 

2. To convey that I arn 
interested and listening. 

B. 	REFLECTIVE 1. To show that I understand 
how he feels about what he is 
saying. 

2. 	To help the person to 
recognize and evaluate his 
own feelings as expressed by 
someone else. 

C. CLARIFYING 1. To get at additional facts. 

2. To help him explore all sides 
of aproblem. 

3. 	To check my meaning and 
interpretation with his. 

D. SUMMARIZING 1. To bring all the discussion into 
focus in terms of asummary. 

2. 	To serve as a springboard for 
further discussion on a new 
aspect or problem. 

EXAMPLES 

1. "1see*. 

2. "Uh-huh". 

3. -That's very
 
interesting.
 

4. 	"1understand". 

1. "You feel that..." 

2. 'it was a shocking
thing as you saw it'. 

3. 	'You felt you didn't
 
get a fair shake.
 

4. "Itreally made you
 
angry-.
 

1. "Can you clarify this?* 

2. *Do you mean
 
this...?"
 

3. "As I understand it
 
then your plan is...?
 

4. "This iswhat you 
have decided to do 
and the reasons 
are...?"
 

1. 'These are the key
ideas you have 
expressed'.
 

2. 'IfI understand how 
you feel about the 
situation'. 



QUESTIONING SKILLS
 

Questions play a major role inconducting training. Some of the purposes questions 
serve in training are to: 
* Help you determine what the learners already know about a topic so you, can focus 

your training on what they need to learn.
 

invite learner parlicipation and involvement in the training process.
 

* Provide you with feedback about how the training is being received. 

* Enable your learners to assess their learning and to fill in their own learning gaps. 

TRAINING CONTENT LEARNER 

HING..-. QV 

There are three skills associated with the questioning process. They are: 

1. Asking questions. 

2. Handling learners' answers to questions. 

3. Responding to learners' questions. 
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CHOOSING HOW TO DIRECT QUESTIONS
 

Directing Questions 

The final consideration in asking effective questions is how to direct your question. 

There are two ways to direct questions: 

1. To the group. 

2. To a specific individual. 

IF YOU WANT TO... 

Stimulate thinking of all 
learners. 

Allow learners to respond 
voluntarily. 

Avoid putting an individual 
learner on the spot. 

Stimulate one learner to think 
and respond. 

Tap the known resources of 

an "expert" in the class. 

THEN ... 

Direct the question to the group. 

Example:
 
"What experiences have you had
 

on this issue?"
 

Direct the question to an in
dividual.
 

Example: 

"Mary, you have had a lot of ex

perience in applying these regula
tions with clients. What would you 

do in this case?" 



GUIDELINES FOR PHRASING QUESTIONS 

Phrasing Questions 

Once you have decided on the type of question you will use, you need to determine 
how you wili phrase it. There are important considerations in phrasing questions so 
that the learner is focused on 1he precise information you are trying to obtain. 

DO 

Ask clear, concise questions 
covering a single 
issue. 

Ask reasonable questions 
based on what the learners 
can be expected to know at 
this point in the training. 

Ask challenging questions 
which provide thought. 

Ask honest, relevant ques-. 
tions which direct the 
learners to logical answers. 

DON'T 

Ask rambling, ambiguous questions' 
covering multiple issues. 

Ask questions that are too difficult for 
the majority of the learners to answer. 

Ask questions which are too eas' and 
provide no opportunity for thinking. 

Ask "trick" questions designed to fool 
the learners. 



TIPS FOR HANDLING LEARNER ANSWERS
 

Some ways to handle learners' answers that will maintain a high level of learner pa
ticipation are to: 

* 	 Use positive reinforcement for correct answers. 

D 	Acknowledge the effort of the respondent, regardless of whether the answer was 
right or wrong. 

* 	 Minimize potential learner embarrassment for wrong or incomplete answers. 

IF THE LEARNER'S ANSWER IS: 

Correct Incorrect 	 Partly Correct 

Use positive - Acknowledge the e Reinforce the correct 
reinforcement effort portion 
Examples: then then 
"Yes." 

"Good point." • Redirect the question to * Redirect the question 
"That's right." others or answer it yourself. to the same learner, 

to another learner, or 
answer it yourself. 

Examples: 	 Examples: 

* 	"Ican see how you might • "You're on the right 
come up with that. Who track. What other 
else has an idea?" ideas do you have?" 

" "That's not exactly what I &"That's one good 
was looking for. What I point, Joe. Who else 
was looking for was has some ideas?" 



-------------------------------------------

---- --- --- ---- --- --- ---- --- --- -----------------------------------------------------

-- -- -- - - - -- - - - -- - - - -- - ------------------------------------------------- 

HANDOUT 3A: CARDS FOR PRACTICE USING OBSERVING SKILLS 

Directions: Cut out the cards below. Make a set for each group. Give one carto three members in each group. Ask the card holder to role play the behavior,on the card and for the rest of the group to write down the behaviors they seeand to guess what the individual might be feeling. 

INSTRUCTIONS: When the trainer says "start," display the behaviors listedbelow, or any other 
enthusiasm/understanding. 

behaviors that express the feelings of 

flghwimr Eeella 
Smiling Enthusiasm/understanding
Nodding affirmatively 

Leaning forward 
Eye contact 

INSTRUCTIONS: When the trainer says "start," display the behaviors listedbelow, or any other behaviors that express the feelings of boredom. 

B-QhaviouEQ~ng 
Yawning Boredom 
Vacant stare 
Shuffling feet 
Leaning back in chair 
Looking at clock 

-INSTRUCTIOlS: Men the trainer says "start,': display the behaviors listedbelow, or any other behaviors that express the feelings of confusion. 

nhaviorsg 

Frowning Confusion 
Scratching head 
Pursing lips 
Vacant stare 
Avoiding eye contact 

H-----------------------------------------------

H4
 



HANDOUT 3B: PRACTICE USING OBSERVING SKILLS 

The purpose of this exercise is to give you a chance to observe some typicalnon-verbal behaviors displayed by learners and to make inferences about whatthe learners may be feeling. 

The workshop leader will ask a few members of your group to display specificnon-verbal behaviors while you observe them. 
1. List what you observe about the person's face, body position, and body 

movements. 

2. Write down the feelings you infer, based on the behaviors you observed. 

BEHAVIORS OBSERVED: 

INFERRED FEELINGS: 

BEHAVIORS OBSERVED: 

INFERRED FEELINGS: 

BEHAVIORS OBSERVED: 

INFERRED FEELINGS: 
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HANDOUT 3C: PRACTICE USING LISTENING SKILLS 

The purpose of this exercise is to give you a chance to practice using listeningskills. 

The workshop leader will read three statements which might be made bylearners. Write paraphrase statements to illustrate your understanding of what was said. 

YOUR PARAPHRASE STATEMENT: 

YOUR PARAPHRASE STATEMENT: 

YOUR PARAPHRASE STATEMENT: 
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HANDOUT 3D: PRACTICE USING QUESTIONING SKILLS 

The purpose of this exercise is to give you practice in using questioning skills. 
Below are three typical workshop situations. Write the response you would 
make for each situation. 

SITUATION 1: You have just introduced the topic of the training, "MakingMeetings More Effective." You want to find out what knowledge and experienceyour learners already have with this topic. 

SITUATION 2: During your training on making meetings more effective, you askthe learners to name important elements presented earlier for making meetingsmore effective. One learner volunteers one of the elements, "developing theagenda." 

SITUATION 3: In your "Making Meetings More Effective" workshop, a learnerasks, "How can I stop a discussion of an agenda item that is going on too long? 

H7
 



LESSON 9 

USING BASIC FACILITATION SKILLS 

OBJECTIVES 

At the end of this lesson, learners will be able to: 

- Make accurate observations of learners' non-verbal behaviors. 

- Demonstrate listening skills through paraphrasing. 

- Use appropriate questioning techniques. 

ESTIMATED TIME 

3-1/2 hours 

METHOD OF INSTRUCTION 

Demonstration 

Group discussion
 

Structured exercises
 

Trainer presentation
 

LEARNER MATERIALS 

Coursebook, Lesson 9, Using Basic Facilitation Skills 

TRAINING AIDS 

Transparencies
 

T 3-1 Steps in Developing and Conducting Training
 

T 9-1 Facilitation Skills
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EQUIPMENT AND SUPPLIES 

Flipchart and markers
 

Vu-graph projector
 

3 - 3 x 5 cards for observing exercise
 

NOTES TO INSTRUCTOR 
This lesson covers basic facilitation skills. The lesson starts with a group discussion desigr.-J to create an awareness of the need for a learning environment thatinvites the active participation of the learners. Inconducting this discussion, andthroughout the lesson, it is important that you model the four facilitation skills 
covered in the lesson. 
At the beginning of the lesson, learners are introduced to a model that depictsfacilitation skills as the bridge between the training content and the learners. Thefocus of the lesson is on four basic facilitation skills a trainer can use to enhance 
learning. They are: 

- Attending skilis
 

- Observing skills
 

- Listening skills
 

- Questioning skills
 
The segment of the lesson on attending skills requires you to demonstrate the

guidelines covered in Figure 9-2 of the Coursebook.
 
There are four exercises in this lesson. The first one allows learners to observethree group members exhibiti, ig non-verbal behaviors and to drayw' inferences aboutthe feeling state of the group members. Prepare three 3x5 cards as shown on thenext page to be given to the learners demonstrating the behaviors. Use care inselecting people to demonstrate behaviors. They should be people who will be comfortab!e doing the demonstration, and those who you feel will portray the behaviors as realistically as possible. It is important that learners realize that there are noright or wrong answers in this exercise. Rather, learners should be encouraged toreport what they see and their inferences about the people's feelings based on

their observations. 
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The second exercise allows learners to practice effective listening skills by
paraphrasing some hypothetical learners' statements. Inthis listening exercise as 
well, there are also no right or wrong answers so long as the answers reflect ap
propriate rationale. The third exercise calls for the learners to practice effective 
questioning skills when given descriptions of hypothetical classroom situations. 

In the final exercise, learners are asked to incorporate questions into the training
plan they have been developing. Circulate among the learners during this exercise. 
Pay particular attenticn to the first 15 minutes of their training plan to ensure that 
learners will have a chance to practice facilitation skills when they conduct their 
practice training in Lesson 11. 
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

1. 	 OVERVIEW 

A. 	 Introduce the topic. 
1. 	 This lesson covers basic facilita- I° Show T3-1. 

tion skills-key skills you will use L 
in conducting training. 

2. 	 InLesson 8,you developed your

!raining plan, which Lings

together the training content,

training methods, and trainir:
aids you will use in conducting
 
your training.
 

3. 	 But in order for your trainees to 
learn, they must become in
volved inthe training process. 

4. 	 When you use effective facilita
tion skills, you help your learners
 
learn by:
 
a. 	Involving them inthe training
 

process;
 
b. Assessing how the training is
 

being received; and
 
c. 	Responding to their learning


needs.
 
B. 	 Overview the lesson. 

1. 	 During the lesson you will learn
 
four basic'a :ilitation skills.
 

2. 	 Facilitation skills are the bridge F0 Show T 9-1.
 
between your training content
 
and your learners.
 

3. 	 You will practice using these
skills during the lesson. 

4. 	 During the lesson, you will also 
return to your training plan to in
corporate these facilitation skills
 
into your training.
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

II. 	 LESSON OBJECTIVES 

A. 	 Review objectives. Refer learners to the top of 
Coursebook page 9-2.1. 	 The objectives for this lesson call
for you to learn how to:
 

* Make accurate observations of
learners. 

" Use paraphrasing to
demonstrate effective listen
ing.
 

" Use appropriate questioning

techniques.
 

I1l. 	 IMPORTANCE OF A COMFORTABLE 
LEARNING ENV!RONMENT 

A. 	 Introduce discussion. 
1. 	 Before we begin our lesson on


facilitation skills, I'd like to ask
 
you to participate ina discussion
 
related to your previous training

experiences. 

2. 	 Think back to a training situation
 
where an instructor made you

feel involved in the session.
 

0. 	 What was the situation, and what List the instructor behaviorsdid the instructor do that made you on the flipchart.eel involved?0. 	 Have learners discuss the im-How did your involvement in the pact on their learning.
session affect your learning? 
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

B. 	 Emphasize the need to create a com
fortable learning environment.
 
1. 	 A comfortable learning environ

ment enables people to get in
volved in the training prccess.
 

2. 	 People learn more when they are
 
involved in the training.
 

3. 	 In this lesson you will learn the 
basic faciliation skills that will
 
help your trainees get involved in
 
the training.
 

IV. 	 ATTENDING SKILLS 

A. 	 Introduce the topic. 
1. 	 The first group of facilitation skills
 

we'll discuss are "attending"
 
skills.
 

B. 	 Refer learners to Coursebook. 
1. 	 There are four attending bp- L Have learners read "Using

haviors we will consider. They Basic Facilitation Skills,"
are: Coursebook page 9-2, 

through Figure 9-2 on page 
9-4. 

a. 	 Face the learners. 

b. 	 Maintain appropriate eye con
tact.
 

c. 	 Move toward the learners. 

d. 	 Avoid distracting behaviors. 

2. 	 As you read in your Coursebook,
 
these behaviors communicate to
 
the learners that you are inter
ested in them.
 

3. 	 Your Coursebook also covered
 
"do's" and "don'ts" for each of
 
these behaviors.
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

C. Demonstrate attending skills. 
1. I'll demonstrate some of the 

"do's" and "don'ts" foryou. 

Demonstrate each behavior 
shown below. Comment aboutwhat you are doing as you
demonstrate the behavior andask for learners' reactions to the 
behavior. 

Don't: 

- Talk to a visual aid. 

- Distance self. 

- Stand in fixed position. 

- Scan group too rapidly. 

- Stare at one person. 

- Turn back to part of the group. 

- Look at watch. 

Do: 

- Face the learners. 

- Appropriately scan group. 

- Walk toward learners. 

- Smile at individuals. 

- Nod affirmatively. 

- Circle room during exercise. 

- Use natural facial expressions. 
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

Q. What training experiences have 
you had where good attending
skills were not used? 

V. 	 OBSERVING SKILLS 

A. 	 Introduce the topic. 
1. 	 Attending skills communicate in

terest in the learners. 
2. 	 Attending also enables you to ob

serve the learners. 
3. 	 The next group of facilitation 

skills we'll discuss are observing
skills. 

4. Observing means just what the 
term implies: watching yourlearners' behaviors for cues
about how they are receiving the 
training. 

5. When you observe the learners' 
behaviors, you can develop in
ferences about how the learners 
are feeling about the training 
process. 

6. Then you can respond to the
learners' needs. 

7. 	 Your Coursebock has informa
tion about some common class
room behaviors and some pos
sible feelings you might infer 
from them. 

B. 	 Discuss possible trainer actions in
 
response to inferred learners' feelings.
 

9-9 

Allow learners to discuss pre
vious experiences where the
trainer did not communicate interest in the trainees. 

Have learners read "Observ
ing Skills," Coursebook pages
9-4 through 9-6. 



CONTENT OF LESSON NOTES TO INSTRUCTOR 

1. 	 Let's talk about learner behaviors
and what you might do as thetrainer based on what you infer
from the behavior. 

0. 	 What might you do if you infer that 
your learners are bored? 

A. 	 Possible Answers: 
"Try speeding up the pace. 
* Take a break to allow learners to 

get up and move around. 
"Build more opportunity for learner

participation into the training
activity. 

Q. 	 What might you do if you infer that
learners are confused about what
 
is being covered?
 

A. 	 Possible Answers: 
"Ask questions to clarify confusions. 
"	Give examples to clarify confusing 

areas. 
Q. 	 Suppose you infer from your observations that your learners are en

thusiastic and are understanding
what you are covering? 

A. 	 Possible Answer: 

Feel good about what you are
 
doing, and continue as planned.
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

VI. 	 EXERCISE 1 

A. 	 Introduce exercise. 
1 .	 In this exercise you will practice

observing some behaviors and 
drawing inferences about the 
learners' feelings. 

MRefer learners to Coursebook 
page 9-7. 

1. 	 Have them read the instruc
tions. 

2. 	 Select a learner to display
"boredom," and give the per
son the 3x5 card with the in
structions on it, as shown in 
the Instructor Notes, page 9-4. 

3. 	 Ask the rest of the learners to 
observe the person. 

4. 	 Have the person display the
 
behaviors indicated on the
 
card.
 

5. 	 Have learners complete Ex
ample 1 in their Coursebooks. 

6. 	 After learners have finished,
have them discuss their 
answers and have the person
who displayed the behavior 
tell the behaviors and the feel
ing indicated on the 3x5 card. 

7. 	 Repeat the process for the 
other two examples. 

8. 	Allow 25 minutes total time 
for the exercise. 
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3 x 5 CARDS FOR OBSERVING EXERCISE 

Make up three 3x5 cards for the three learner behavior categories as shown below: 

Instructions: 

When the trainer says "start," display the behaviors listed below, or anyother behaviors that express the feelings of enthusiasm/understanding. 

Behaviors Feeling 

Smiling Enthusiasm/understanding 
Nodding affirmatively 
Leaning forward 
Eye contact 

ns ruc ions: 

When the trainer says "start," display the behaviors listed below, or any
other behaviors that express the feeling of boredom.
 

Behaviors Feeling 

Yawning Boredom
 
Vacant stare
 
Shuffling feet
 
Leaning back in chair
 
Looking at clock
 

Instructions: 

When the trainer says "start," display the behaviors listed below, or any
other behavicrs that express the feeling of confusion.
 

Behaviors Feeling 

Frowning Confusion
 
Scratching head
 
Pursing lips
 
Vacant stare
 
Avoiding eye contact
 

9-4
 



EXERCISE 1: USING OBSERVING SKILLS 

The purpose of this exercise is to give you a chance to observe some typical non
verbal behaviors displayed by learners and to make inferences about what the 
learners may be feeling. 

Your instructor will be asking a few members of the group to exhibit specific non
verbal behaviors while you observe them. Using the worksheet on the following 
page: 
1. List what you observe about the person's face, body position, and body move

ments. 

2. Jot down the feelings you infer, based on the behaviors you have observed. 

There will be a group discussion after each example. 

9-7 
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EXERCISE 1: USING OBSERVING SKILLS (Continued) 

Example 1 

Behaviors observed 

Inferred feelings 

Example 2 

Behaviors observed 

Inferred feelings 

Example 3 

Behaviors observed 

Inferred feelings 

9-8
 



CONTENT OF LESSON NOTES TO INSTRUCTOR 

VII. 	 LISTENING SKILLS 

A. 	 Introduce the topic.
1. 	 The next group of skills we'll discuss involve effective listening.
 
2. 	 Listening skills involve two steps. Write on flipchart:

They are: 

LISTENING STEPS a. Listen to the words being ex
pressed. 1. LISTEN TO WORDS 

b. Paraphrase what was said. 2. PARAPHRASE WHAT WAS 
SAID 

3. 	 Your Coursebool< has informa
tion about these two steps and

why they are important in training.
 

Have learners read Course
book pages 9-9 and 9-10.B. 	 Discuss listening skills. 

1. 	 Let's talk about listening to the
 
words being expressed.
 

2. 	 Your Coursebook mentioned two

kinds of distractions that keep

you from listening to the learner.
 

Q. What are some of your internal dis
tractions you must avoid?
 

A. 	 Possible Answer: 
* Thinking about what you will say
 

next.
 
* Trying to guess what the learner
 

may say next.
 
Q. What are some external distrac

tions you might encounter?
 
A. 	 Possible Answers: 

"Other learners wanting to say

something.
 

"Pecple passing by the training roo 
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

Q. 	 Why is it important to overcome
 
these barriers to listening?
 

A. 	 Possible Answer: 

They interfere with hearing the
 
learner.
 

3. 	 Now let's talk about paraphras

ing.
 
4. 	 Your Coursebook mentioned to Record on the flipchart:

begin your paraphrasing with a
phrase such as these phrases. "YOJ'RE SAYING ..."
 

"AS 	 UNDERSTAND IT..." 

Q. 	What are some other phrases youmight 	start out with? #-mightsstart outswrs:. Aid 	phrases to the flipchart.
A. 	 Possible Answers:
 

" "What I hear you saying is ... "
 

""Ini 	 other words ... " 

0. 	 Wliai effect does paraphrasing
 
have on the speaker?
 

A. 	 Possible Answers: Use paraphrasing in respondingto learners' answers to these
* Lets speaker know you're questions.


listening.
 

o Encourages speaker to continue
 
with input.
 

0. 	 What effect does this paraphrasing 
have on other learners? 

A. 	 Possible Answers: 

oClarifies speaker's information for
 
them.
 

* Encourages them to offer input

too-they know you'll listen.
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CONTENT OF LESSON 

0. What have I been doing as we 

have been talking? 
A. 	 Paraphrasing responses 

VIII. 	EXERCISE 2 

A. 	 Introduce exercise. 
1. 	 Inthis exercise you will practicewriting three paraphrasing state

ments. 

2. Iwill read three statements
learners might make inthe class
room. 

3. 	 After each one, take a few
minutes to write aparaphrase
statement of what you heard. 

4. After each one, we'll discuss 
your statements. 

5. Let's discuss your answers. 

NOTES TO INSTRUCTOR 

Have learners discuss the effect 
your paraphrasing had on them. 

Refer learners to Coursebook 
page 9-1 1.Have them read 
the instructions. 

Read the following statement outloud, allowing sufficient time forlearners to write in their Course
books: 

1. "Itseems to me that even 
children could benefit from
adult learning principles.
Even though they have littlepast experience, they dohave some and could possibly be 	resources to each other." 
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CONTENT OF LESSON 

Q. What did you write down as your
paraphrase statement? 

A. Possible Answer: 
Aou're Asayingiren hAccept
"You're saying children have 
enough experience to act asresources to one another." 

NOTES TO INSTRUCTOR
 

any paraphrase statement that captues the key ideas. 
Pepeat the process for the other 
two statements shown below. 

2. 	"The reason rny learning
goals included creating and 
using visual aids is that I 
don't think of myself as artis
tic and I have been afraid to 
try using transparencies or 
flipcharts." 

Possible Paraphrase: 

"You're saying that inthe past 
you haven't felt comfortablemaking visual aids because you think you're not artistic." 

3. 	"Sometimes Iam asked to 
put together iraining ina very
short period of time. I often 
don't know who the trainees
will be or how many there will
be. It makes it difficult for me." 

Possible Paraphrase: 

"You're saying that your work
is made harder by short time
frames and bv limited infor
mation about'the learner 
population." 
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EXLERCISE 2: USING LISTENING SKILLS 

The purpose of this exercise is to give you a chance to practice using listening 
skills. 

Your instructor will read three statements which might be made by learners. Using 
the worksheet below, write paraphrase statements to illustrate your understanding 
of what was said, 

There will be a group discussion after each statement, and volunteers will share 
their paraphrase statements with the class. 

Example 1
 

Your riaraphrase Statement:
 

Example 2
 

Your Paraphrase Statement:
 

Example 3
 

Your Paraphrase Statement:
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

IX. 	 QUESTIONING SKILLS 

A. 	 Introduce the topic.
1. 	 The next group of skills we'll discuss is questioning skills. 
2. 	 The use of good questioningskills is a key part of conducting


effective training.
 
3. 	 We will talk about three aspects


of questioning. They are:
 
a. 	Asking questions. 
b. 	Handling learners' answers to


questions.
 
c. 	 Responding to learners' ques

tions.
 

Refer learners to Coursebook 
page 9-12. Have them readthrough the middle of page9-15. 

B. 	 Discuss asking questions. 
1. 	 Let's discuss what you've read


about asking questions.
 
2. 	 Let's start with types of questions. 

0. 	 What are the advantages of closed 
quections? 

A. 	 Possible Answers: 

"Save time.
 
"Direct learners to a single
 

answer.
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

Q. 	 Why would open questions

stimulate group discussion9
 

A. 	 Possible Answers: 

"Stimulate thinking and ideas. 
• Requires more than one word 

answer so learners generate 
more ideas to discuss. 

C. 	 Discuss phrasing and directing ques
tions. 
1. 	 Let's talk about phrasing ques

tions. 

Q. 	 What happens when a trainer asks 
a confusing question? 

A. 	 Possible Answer: 

Learners don't know how to respond. 
0. 	 Why should you avoid "trick" 

questions? 
A. 	 Possible Answers: 

* Adults don't like to be made 
fools of. 

• Make learners reticent to answer 
future questions. 

2. 	 You can improve your phrasing
of questions by: 

a. Practicing formulating clear 
and relevant questions. 

b. Writing them out in advance. 

3. 	 Now let's talk about directing 
questions. 
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

Q. When might you use aquestion

directed to an individual?
A. Possible Answer:
To recognize the special knowl
edge or experience a learner has.

0. What might be some problems inusing directed questions? 
A. Possible Answers: 

° Might embarrass a learner whodoesn't know answer or is shy. 

Q 
* Might cause other learners to
"tune out" or be afraid of being
 

called on next. 

D. Discuss h;3ndling learner responsesto1. questions.
When you ask questons, you
must be prepared to handle the 
2. 

answers that learners offer.Your Coursebook has some information on handling answers. 
DHave learners read Course

book page 9-15 through the0. How would you handle an answer middle of page 9-16.that's partly right?
A. Possible Answer: 

* Recognize the correct part andredirect the question to elicit the
rest of the information.
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

Q. When might you want to redirect
 
the question to the same learner
 
who answered it partly right?
 

A. 	 Possible Answer: 

If you think the person might be able
 
to come up with the rest of the
 
answer.
 

Q. 	 What experiences have you had

where positive reinforcement was
 
not used when you responded to
 
questions?
 

Allow learners to discuss. Ask 
how the failure to reinforce af
fected their willingness to answer 
future questions. 

Q. 	 What kincd; of things can you do
 
to give positive reinforcement to
learners? 

A. 	 Possible Answers: 

* Verbal comments. 

• Nonverbal responses, e.g., a
 
nod, smile, etc. or recording

learner input on a flipchart.
 

E. 	 Discuss responding to learners' ques
tions. 
1. 	 The last aspect of questioning


we'll discuss is responding to
 
learners' questions.
 

2. 	 Your Coursebook has some infor
mation on the subject.
 

Have learners read Course
book pages 9-16 and 9-17. 
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

Q. Why do you think learners' ques
tions are important? 

A. 	 Possible Answers: 
- Questions tell you how the

learning is progressing. 
- Questions indicate interest in 

the subject. 
* Questions help that leari;, and 

other learners understand. 
Q. 	 Why should you try to redirect ques

tions to the learners whenever you
can? 

A. 	 Possible Answers: 
"To give them more opportunity 
to participate. 

"They learn more when they an
swer the questions themselves 
than when the trainer answers 
them. 

Q. Going back to types of questions, ifI needed to end this discussion now,
would I want to ask an open or a 
closed question? 

A. 	 Answer: 

Closed. 
Q. 	What is an example of a closed 

question I could use to end this 
discussion now? 

A. 	 Possible Answer: 

* "Do you have any questions 
about what we just discussed?" 
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

X. 	 EXERCISE 3 

A. 	 Introduce exercise. 
1. 	 In this exercise you wili practice

using questioning skills. 

2. Let's hear some examples. 

0. 	 What question did you write for
 
the first one?
 

A. 	 Possible Answer: 
*"What experiences have you had 

in conducting group meetings?" 
Q. What response did you make to
 

the second one?
 
A. 	 Possible Answer: 

"Yes, that is one of the ele
ments. Who has another?" 

0. 	 How would you respond to the third 
one? 

A. 	 Possible Answer (redirecting to 
learners): 

'What ideas do the rest of you
have about how to end a pro
longed discussion of an agenda
item?" 

DRefer learners to Coursebook 
page 9-18. 

1. Have them read the instructions and complete the exer
cise. 

2. Alow 10 minutes. 

Accept answers so long as there 
is appropriate rationale. 

9-21
 



EXERCISE 3: USING QUESTIONING SKILLS 
The purpose of this exercise is to give you practice in using questioning skill.. On 
the worksheet on the next page are three typical classroom situations. Uis on the
worksheet the response you would make for each situation. Refer to Figures 9-5 
through 9-9 for help in completing your responses. 

Following the exercise, there will be a group discussion, and volunteers will be 
asked to share their responses with the class. 
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EXERCISE 3: USING QUESTIONING SKILLS (CONTINUED)Situation 1: 
You are using the "ROPES" model for conducting training, and you are intheREVIEW portion of your training. You have just introduced the topic of the training"Conducting Effective Meetings." You want to find out your learners' knowledge of 
or experience with the topic. 
Develop a question that will accomplish your goal. 

Situation	During2:your training on how to conduct effective meetings, you ask that thelearners name the three critical elements you presented earlier in connection withplanning effective meetings. One learner volunteers one of the elements, "develop
ing the agenda." 

Develop your response. 

Situation 3: 
Inycur "Conducting Effective Meetings" course, a learner asks, "How can Istop adiscussion of an agenda item that is going on too long?" 
Develcp your response. 
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

Q. By the way, how might you diplo
matically end a prolonged discus
sion? 

A. 	 Possible Answer: 

°With a statement such as, "That
item certainly generated a lot of

good discussion, but we need to
 
move on now to the next item." 

XI. 	 EXERCISE 4 

A. 	 Introduce the exercise. 
1. 	 In this final exercise you will 

review the training plan you

developed in Lesson 8 to incor
porate questions into your train
ing plan.
 

Refer learners to Coursebook 
page 9-20. 

1. 	Have them read the instruc
tions and complete the exer
cise. 

2. 	 Allow 15 minutes. 

3. 	 Be prepared to respond to 
learners' questions as they
complete the exercise. 

XII. 	SUMMARY 

A. 	 Summarize key points of the lesson. 
1. 	 In this lesson you have learned
 

about four basic facilitation skills.
 
2. 	 You have practiced these skills


and have found ways to incor
porate them into your t,-aining

plans. 
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CONTENT OF LESSON NOTES TO INSTRUCTOR 

3. 	 In Lesson 11, you will have an
opportunity to try them out when
 
you conduct your practice train
ing.
 

B. 	 Make transition to next lesson. 
1. 	 In Lesson 10 you will learn how


to handle problem situations that

!mayoccur when you are conduct
ing training back on your job. 

2. 	 The basic facilitation skills you

learned in this lesson will help
you in handling these problem

situations.
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HANDOUT 4: ORGANIZING A TRAINING WORKSHOP
 

Information which will help you plan
 

Struuturing your training workshop
 

Creating a learning environment
 

INFORMATION WHICH WILL HELP YOU PLN 

The b,3st training programs are designed to respond to the specific needs of the 
learners in a concrete situation. Before planning a workshop, you should know: 

1. 	 Who requested training? How did they state the need? 

Requestor other than learner? Statement of need determines how 
success will be evaluated. 

2. 	 Why is training required? 

Consequences of providing/not providing the trainiig. Expected changes. 

3. 	 Who are the learners? 

Identificaticn of the learners, t.heir familiarity with the training content, and 
anticipated learner reactions to the training. Have they been involved in 
designing the training? 

4. 	 What is the training content? 

The nature uf the training content, possible resources, and anticipated 
difficulties in developing the content. 

5. 	 What are the timing issues? 

The starting date, length/frequency of the training, and any known timing 
issues. 

6. 	 Where will the training be conducted? 

The location and number of learners, and an assessment of the space, 
equipment, and other resources that are needed arid available. 
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STRUCTURING YOUR TRAINING WORKSHOP 

Workshops can be divided into four pieces (each taking different amounts of 
time): 

1. Getting learners' attention (5-10%) 

* Introduce the workshop topic. 
* Have the learners share their knowledge of or past experiences with the 

topic. 
* Recognize the potential resources in the group. 

2. Overview of the workshop (10-15%) 

* Overview the activities that will occur in the workshop. 
* Cover the learning objectives. 
* Establish why it is important for the learners to learn the training content. 

3. Learning activities (70-80%) 

* Exercises designed to provide shared experiences from which the learners 

can discover new learnings 
Deoriefing discussions facilitated by the trainer to help learners discover 
new learnings 

* Presentations of information by the trainer to clarify new learnings 
* Exercises designed to help learners practice new learnings and receive 

feedback on how they are doing 

4. Summarizing the learning (5%) 

* Summarize the workshop, stressing important points. 
* Answer learners' questions. 
* Prepare the learners to apply the new learning back in their daily lives. 
* Get feedback from the learners on the workshop. 
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CREATING A LEARNING ENVIRONMENT 

The environment you create for your learners will have a direct impact on their 
ability and openness to learn. Here are some suggestions: 

1. Arrange the workshop room to be comfortable (see Diagram 1) 

* 	 Never seat learners in rows like school children 

* 	 Round tables are the best, one for each group of 4 to 8 people; make 

sure learners have enough elbow room and space for their materials 

* 	 Use a room with extra space; tables should be separated to allow group 

discussions, and located near walls where information can be posted 

* 	 Make sure that all visual aids are located where everyone can easily see 

them; do not seat people between the presenter and other learners 

* 	 Have a refreshment table located in the back of the room so that learners 

can refill their cup at anytime without disturbing the learning activity 

2. 	Help the learners feel at home 

* 	 Have coffee, tea, soft drinks and water available continuously 

* 	 Donuts or cookies reduce the "hunger" distraction; bringing in homemade 

cookies sends a clear message that you care about your learners 

* 	 Let learners know when and where they can smoke (nQl in the workshop!) 

* 	 Give directions to the restrooms, telephones and other important locations 

3. 	Respect the schedule 

* Let people know at what time there will be breaks and when the workshop 

will end; this allows them to plan phone calls back to their organization 

* Do not directly confront latecomefs, but try and give them an incentive for 

coming on time (some trainers start after each brake with a good joke; 
latecomers feel uncomfortable not knowing why people are laughing) 

* End on time. Have some optional things you can delete if necessary. 
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HANDOUT 5- MAKING EFFECTIVE PRESENTATIONS 

KNOW YOUR OBJECTIVES 

* 	 At the end of the presentation, I want the learners to remember... 

* 	 Your purpose should guide wylat you say and how you say it 

KNOW YOUR AUDIENCE 

* 	 How much do they already know? Experts or neophytes? 

* 	 Why is this presentation important to them? How will they use this 

information? 

ORGANIZE THE PRESENTATION 

* 	 Get their attention with a story, question, show of hands, a promise, an 
unusual statistic, a provocative statement 

Remember the "3 times" rule: 
- Tell them the 3 or 4 major points you want them to remember 
- Explain these points more fully 
- Summarize these points a third time as you end your presentation 

" 	 Divide the presentation into timed segments 

* 	 Remember the "20 minute" rule: People only retain what they listen to for 

20 minutes (up to 90 minutes if only for understanding) 

* 	 Use visual aids: People retain more if they both see and hear something 

BE 	COMFORTABLE AND CONFIDENT 

* 	 Practice aloud as if it were the actual presentation in front of someone 

who gives you feedback 

* 	 Do not change your hair style, wear a new suit or do anything else which 
will make you feel self-conscious 
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DURING THE PRESENTATION 

Get off to a good start by: 

- Taking a few deep breaths 
- Establishing eye contact with a few people (3-5 seconds on eac.) 

* 	 Be Honest: If you do not know, say so, and offer to get the answer later 

* 	 Smile: Be friendly and they will be friendly back 

Start and end on time 

- Have some optional items which you can leave out 
- Have partner be your timekeeper 

USE A PARTNER 

* 	 Divide the presentation between you 

* 	 When the one presenting makes a mistake or gets stuck, the other says: 

- "Let me restate the issue" 
- "Here's another way to look at it"
 
- "This reminds me of a story"
 

* 	 If you are unsure how to respond, look to your partner for help 

* 	 Give each other feedback after the presentation 
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HANDOUT 6: USING FLIP CHARTS AND OVERHEAD SLIDES 

Visual aids, like a flip chart or overhead slide, are intended to illustrate or help 
your learner focus on a key point. You should fully develop the point orally, not 
on the visual aid: 

DO 	 DON'T 

COMFORTABLE ROOM 	 1.A'range the workshop room to be 
comfortable (see Diagram 1) 

Naver seat lefnerir in rows like rchao chltdron 
* NO Rows 	 Povnd=ble.ao =. O.fotetrco~. p= 

of 4 to 6 people; make sure learners have 

eno.gh eltow room and cpace for bhe;r 
materiala 

* 	 R o u n d Ta b les U e room w ithe tr sp ce.; tblc houd to 

ceparlteO to allow ( roup dircucrion, and 

located ner wall& whefe informobon c.an be 
pooled 

Make cure tt t all viluwaails are located where Spacious 
iveryone can ea6.1y cee them; do not reat 

people between the presenter and other 

learners 

* No Obstacles 	 fan, a rereshment table locaed in the backiof 

the room so thal learnter can refdil their cup at 
anytime wthout dicturbiv 2 the learning activity 

* Strategic 

GUIDELINES FOR PREPARING FLIP CHARTS & OVERHEAD SLIDES 

Use as few words as possible to communicate your ideas 

Keep information to six lines or less, with no more than six words per line 

Highlight key points or illustrate ideas with: 

Pictures Shapes Graphs 
Colors Boxing Underiining 

Cover only one major idea, with up to three subpoints, on one slide 

Check readability from the back of the room 
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TIPS FOR USING... 

Slides... 

) 	 IF... 

You are using more than one 
slide 

You want the group to focus 
on a specific area 

You want to use the slides 
again at another workshop 

You wish to write something
during the session and then 
erase it 

Flip Charts... 

IF... 

You are recording learners' 
input 

You want learners to compare
and contrast data 

You want to keep information 
displayed for a period of time 
You want to look professional 

THEN...
 

* 	 Turn the projector off between slides 
if not being shown quickly 

* 	 Don't leave a slide on too tong; the
 
iirIL, a becomes tiring to viewers
 

* 	 Lay a pencil on the slide or point to 
the image on the screen 

* 	 Reveal one area at a time by 
covering the rest of the slide with a 
piece o paper 

* 	 Prepare them with permanent
 
markers
 

* 	 Stoe them between pieces of paper 

* 	Use water-soluble marking pens.
Run water or a damp cloth over the 
area to remove the ink 

THEN... 

* 	 Record key words quickly 
* 	 Check to be sure ideas are recorded 

accurately 
* 	 Alternak.!colors between ideas 

* 	 Use two flip charts 

Hang pages on the wall 

Practice tearing pages cleanly 
before trying it in front of the group 

* 	 Tah prerecorded charts to eliminate 
searching for them when needed 

Cover flip chart information when not 
in use 
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HANDOUT 7: DEBRIEFING A TRAINING EXERCISE 

Training exercises can be enjoyable but sometimes workshop participants leavewithout knowing why they did the exercise. To effectively use an exercise, thetrainer must facilitate a discussion which is called DEBRIEFING or processing
the exercise.
 

For debriefing to be effective:
 

(1) The trainer must know the learning objectives; 

(2) 	There must be enough time for, learners to derive learnings and
applications; and, 

(3) 	The trainer must guide the participants through a series of debriefing
steps. 

STEP ONE: EXPERIENCING
 

This step is fairly simple. 
 The trainer simr~y follows the instructions for runningthe exercise. The learners will experien ce the learning objectives which theexercise was designed to produce. 

STEP TWO: DESCRIBING WHAT HAPPENED 

Participants report what happened (thoughts, feelings, what people said anddid) while the trainer records on a flip chart what they have said using their own
words. 

If comments are all positive (negative), ask "I see a lot of positive
reactions here. Were there any negative ones?"
 
"What did you observe happening with other persons?"
 

To focus learners' attention on particular data, you can begin by labeling
the flip chart, ie, "What I thought, What I felt, What I observed of others." 
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STEP THREE: INTERPRETING THE DATA 

Help participants pLIt the raw data into meaningful forms by perceiving patterns,
sequences, trends, dynamics or groupings. 

* "As you look at this data, what patterns do you see?" 

* 	 "What do you make of that?" 

* 	 "How can we account for that'?" 

* 	 "What 'pops' off the page for you?" 

* 	 "What matches do you see?" 

STEP FOUR: GENERALIZING TO THE LEARNING OBJECTIVES 
Draw out what participants have learned. Feel free to help if they seem to be 
missing something. 

* 	 "What learnings are here for you?" 

"What here helps you make sense out of the experiences you've had?" 

* 	 "What associations do the data help you make?" 

STEP FIVE: APPLYING THE LEARNING OBJECTIVES TO REAL LIFE 

Ask the participants to think about how they can actually use these learnings. 
* "How can you use this learning back at the company?" 

* 	 "If these learnings are important to you, how can you best hold on to 
them?" 

* 	 Perhaps, ask participants to make a contract or write a letter to 
themselves reminding them of how they intend to use this learning. 
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HANDOUT 7A: DEBRIEFING FARMERS 

Use this worksheet to prepare for debriefing the "Farmers" exercise. It is basedon the information in Handout 5: Debriefing a Training exercise. Use the spaceby each step to write the things you would expect to hear from your participants 
as you debrief "Farmers" with them. 

LEARNING OBJECTIVES FOR DEBRIEFING FARMERS
 

At the 
 end of the debriefing, you want your participants to discover forthemselves or hear you recommend that meetings work better when the group: 

(1) Knows the purpose in advance 

(2) Agrees to follow a structured process 

(3) Empowers someon6 to enforce the process 

(4) Asks a recorder to wriie key information in front of everyone 

(5) Summarizes the meeting results for everyone's review 

DESCRIBING WHAT HAPPENED 
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INTERPRETING THE DATA
 

GENERALIZING TO THE LEARNING OBJECTIVES 

APPLYING THE LEARNING OBJECTIVES TO REAL LIFE 
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HANDOUT 8: EVALUATION - TRAINING EMPLOYEE OWNERS 

Please help us improve future workshops by filling out this evaluation. You may 

return it anonymously or signed. Pleasia write additional comments on the back. 

1. Are you: []MRP Board member [] Shop floor worker [] Other 

[]Manager [] MRP consultant 
[]Superisor []Union leader 

2. The room was: Too large [] Too small [] Just right [J 
Too hot [] Too cold [] Just right [] 

3. As a whole, the workshop was: Too long [] Too short [] Just right [] 
Too simple [] Too complex I Just right [] 

4. We tried to maintain a balance between lectures by the trainer, discussions 

by the group, and experiential exercises. What should we do more or less of? 

ness [] 
- Discussion More [] Less [] No change [] 
- Experiential exercises More [] Less [] No change [] 

- Lecture More L] No change [] 

5. Please rate from (5) "1 learned a lot", to (1) "Was a complete waste of 

imeC: 

Learned a lot Waste of time 

Day 1: 
Elementary school role play 
Lecture: Adult learning principles 
"Farmers" exercise 
Discussion of "Farrmers" 
Lecture: Effective meetings 
Exercise: The message 
Attending skills 
Observing skills 
Listening skills 
Questioning skills 

Day 2: 
"Bad presentation" 
Lccture: Making presentations 
Practicing team presentations 
Discussion: Debriefing 

5 [] 4[] 3[] 2[] 1[] 
5 [ 4[) 3[] 2[] 1[] 
5 [] 4[] 3[] 2[] 1[] 
5 [] 4[] 3[] 2[] 1[] 
5 [] 4[] 3[] 2[] 1[1 
5 [] 4[] 3[] 2[] 1[] 
5 [] 4[] 3[] 2[] 1[1 
5 [] 4[] 3[] 2[] 1[] 
5 [] 4[] 3[] 2[] 1[] 
5 [] 4[] 3[] 2[] 1[] 

5 [] 4[] 3[] 2[] 1[1 
5 [] 4[] 3[] 2[] 1[J 
5 [] 4[] 3[] 2[] 1[] 
5 [] 4[] 3[] 2[] 1[1 
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6. Please answer both how you felt before and after this workshop: 

Before the workshop I felt... After the workshop I feel... 

Prepared Unprepared Prepared Unprepared 

5[1
5[] 
5[] 

4[] 
4[] 
4[ 

3f]
3[1
3[j 

2[1] 
2[] 
2[] 

1[]
1f]
1f] 

Making presentations
Leading discussions 
Training effective meetings 

5f]
5[1
5[1 

4[ 
4[] 
4[] 

3[1 
3[]
3[] 

2[] 
2[] 
2[] 

1[]
1j]
111 

7. The most important thing I learned at today's workshop was: 

8. One way that the workshop could be improved is: 

9. This workshop attempts to transfer experience developed in Western 
countries with market economies. What aspects of this workshop or this 
experience are relvaLt or irrelevant to Hungary? 

10. I would recommend this workshop to a friend. Yes [] No [] 

Why or why not: __ 
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* Help when stuck
 

Rely on partner
 

Slide I 8: Working with a partner 
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Slide 22: Learning objeoilves for debriefing farmrs 

S23 



tong Facts FRight 

7F:rngTsnh n iques 

Slide 23: Stages of trainer development 

S24 



EMPLOYEE OWNERSHIP
 
TRAINING PROGRAM
 

ORIENTATION TO EMPLOYEE OWNERSHIP
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MARCH 1995
 



Instructor Readiness Checklist
 
Complete prior to course start
 

Training room confirmed 0 
No. of participants known 0 
Participant manuals available 0 
Paper/pens 0 
Name cards 0 
Flipcharts/pens 0 
Seating arrangement 0 
Temperature 0 
Lighting 0 
Ventilation 0 
Refreshments 0 
Smoking (ashtrays) 0 
Audio-visiual 0 
Hand-outs (sufficient) 0 
Rest rooms 0 
Coat racks 0 
Parking 0 
Directions to room posted 0 



Request for permission to copy/use the materials of the Share Participation Foundation
 
Employee Ownership Training Program. 

I/We request copyright release by the Share Participation Foundation for the 
following materials (List): 

To be used for the following purpose(s):
 

At all times the name and logo of the Share Participation Foundation will be 
displayed prominently by us. Materials of the Share Participation Foundation will not 
be sold by us under any circumstances. 

(signed)
 

(firm name)
 

(contact) 

(date) 



INTRODUCTIONS / EXPECTATIONS:
 

INTRODUCTION:
 

GOALS: MAKE SURE THAT PARTICIPANTS KNOW EACH OTHER
 
GET PEOPLE USED TO TALKING
 
LET THEM HEAR OTHER PARTICIPANTS EXPECTATIONS
 
GATHER THEIR EXPERIENCES AS A BASIS OF DISCUSSION
 

A] GOOD JOBS: 

GOALS: TALK ABOUT ESOPS GIVE BACKGROUND 

FIND OUT WHAT THEY THINK ARE GOOD JOBS 
HAVE THEIR JOBS CHANGED DUE TO THE ESOP 
DISCOVER THE MEANING OF EMPLOYEE OWNERSHIP 

B] ORGANIZATION OF WORK:
 

GOALS: 
 DELIVER CONCEPT OF WORK ORGANIZATION
 
GIVE PARTICIPANTS A WORKING KNOWLEDGE OF WORK ORGANIZATION.
 
EXPLAIN PRINCIPLES OF TAYLORISM
 
SCIENTIFIC MANAGEMENT THEORY
 

C] WORKPLACE PRESSURES:
 

GOALS: DISCUSS INTERNAL AND EXTERNAL PRESSURES
 
LINK PRESSURES TO REORGANIZING THE WORKPLACE
 

DJ WORK REORGANIZATION:
 

GOALS: 
 DISCUSS THE PROCESS OF WORK REORGANIZATION
 

SHOW PARTICIPANTS OPTIONS FOR WORK DESIGN
 
EXPLAIN CURRENT TRENDS IN WORK ORGANIZATION
 



ICE BREAKER EXERCISE - INSTRUCTIONS
 

PARTICIPANTS NEED TO BE COMFORTABLE IN A LEARNING ENVIRONMENT IF 

THEY ARE GOING TO LEARN. EVEN IF THEY KNOW EACH OTHER AT WORK. 

ADULTS HAVE SOMETHING REAL TO LOSE IN A CLASS ROOM SITUATION. 

SELF-ESTEEM AND EGO ARE ON THE LINE WHEN THEY ARE ASKED TO RISK 

TRYING A NEW BEHAVIOR IN FRONT OF CO-WORKERS. 

THE ICE BREAKER INVOLVES ACTUALLY HAVING TO FIND OUT SOMETHING 

ABOUT EACH OTHER. IT ENCOURAGES PARTICIPATION AND LESSENS THE 

FORMALITY. 

THE ICE BREAKER SHOULD TAKE NO MORE THAN 10 MINUTES TO COMPLETE. 

PARTICIPANTS ARE FREE TO WALK AROUND TO COLLECT NAMES. DISCUSSION 

IS OPTIONAL. 



FIND SOMEONE WHO:
 

NAME 

1. Has a pet bird. 

2. Speaks a second language. 

3. Has three children. 

4. Was born under your astrological sign. 

5.Has more than one middle name. 

6. Likes to cook. 

RULES 

a) You can use each person's name only once! 
b) You may be asked to prove that you have found people with these characteristics. 
c) Time to complete - 10 minutes. 
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TRAINEE READINESS CHECKLIST 

STUDENT TO REV7EWBEFORE STARTING EVERY DAY 

YES NO 
ARE YOU: 

1. OPEN TO NEW IDEAS? 0 0 
2. \N; LING TO LISTEN? 0 0 
3. POSITIVE ATTITUDE? 0 0 
4. NOT TOO TIRED? 0 0 
5. WILING TO PARTIC[PATE? 0 0 
6. OPTIMISTIC ABOUT OUTCOMES? 0 0 
7. KNOW SOMEONE E THE GROUP 0 0 
8. HAVE MATERIALS NEEDED? 0 0 
9. CAN HEAR INSTRUCTOR? 0 0 
10. CAN SEE (FLIPCHART/CHALKBOARD/T.V.)? 0 0 
I1. FAMILIAR WITH SURROUNDINGS? 0 0 
12. HAPPY TO BE HERE TODAY? 0 0 



PARTICIPANT EXPECTATION CHECKLIST 

COURSE NAME DATE TAKEN 

ASK FOR SHOW OF HANDS AND RECORD ON FLIPCHART 

1. THE REASON YOU ARE TAKING THIS COURSE IS:
 
"TO LEARN SOMETHING NEW?
 
" TO IMPROVE YOUR CHANCE OF PROMOTION?
 
• TO MAKE MORE MONEY?
 
"TO MAKE THIS COMPANY MORE PROFITABLE?
 
* OTHER? 

2. IT IS MY JOB TO: 
• KEEP CONTROL OF THE CLASS? 
oDO MOST OF THE TALKING? 
*KEEP YOUR ATTENTION? 
• DO MOST OF THE WORK?
 
" LISTEN?
 
"OTHER?
 

3. IT IS YOUR JOB TO: 
*PARTICIPATE? 
*KEEP AN OPEN MIND? 
* HELP EACH OTHER LEARN? 

THOUGHT FOR TODAY: 
" GIVE A MAN A FISH... FEED HIM FOR A DAY 
"TEACH A MAN HOW TO FISH.. .FEED HIM FOR LIFE 



SHARE PARTICIPATION FOUNDATION 

EMPLOYEE OWNERSHIP TRAINING PROGRAM 

COURSE EVALUATION FORM 
(to be completed by pirticipants immediately folloving course) 

NAME OF COURSE/WORKSHOP 

INSTRUCTOR 

I. WHAT IS YOUR OVERALL EVALUATION OF THE COURSE/WORKSHOP? 

EXCELLENT ( ) GOOD ( ) SATISFACTORY ( ) FAIR ) POOR () 

2. COMMUNICATIONS/PROMOTION: 

a)DID YOU HEAR ABOUT THIS COURSE/WORKSHOP BY: PAMPHLET () 
FRIENDS ( ) NOTICE AT WORK ( ) YOUR SUPERVISOR ( ) OTHER () 

b)DID THE PAMPHLET PROPERLY DESCRIBE THE COURSE/WORKSHOP? 
YES(NO() 

3.COURSE/VORKSHOP 

a) IERE YOU PROVIDED WITH A COURSE OVERVIEW? 

b)WERE YOUR PERSONAL OBJECTIVES MET? 
YES ()NO () 
YES ( ) NO () 

c)WAS THE CLASSROOM/FACILITY ADEQUATE? YES ( ) NO () 

d)WAS THE COURSE/WORKSHOP: 
too long ( )just right ()too short () 

4. PROGRAM DEVELOPMENT 

a) WHAT OTHER COURSES WOULD YOU LIKE TO TAKE? 
I) 
2) 
3) 

b)WHAT OTHER COURSES SHOULD BE DEVELOPPED? 
1) 
2) 
3) 

GENERAL COMMENTS 

THANK YOU
 



SHARE PARTICIPATION FOUNDATION
 

EMPLOYEE OWNERSHIP TRAINING PROGRAM
 

INSTRUCTOR EVALUATION FORM
 
(to be completed by participants immediately follo%ing course) 

NAME OF COURSE 

INSTRUCTOR 

I.INSTRUCTOR READINESS 

a)DID THE INSTRUCTOR APPEAR READY TO TEACH? YES () NO () 

b)WERE THE TRAINING MATERIALS AVAILABLE FOR 
YOU AT THE BEGINNING OF THE COURSE? YES ( ) NO () 

c)WAS THE CLASSROOM READY ? YES ()NO () 

d)ANY COMENTS? 

2. DELIVLWRY STYLE 

a) DID THE INSTRUCTOR INVOLVE YOU IN THE COURSE? 
YES ()NO() 

b) DID THE INSTRUCTOR DEVELOP AN ENJOYABLE LEARNING 

ENVIRONMENT? YES ( ) NO () 

c) WAS THE PACE OF THE COURSE: fast ( ) adequate ( ) slow () 

d) ANY COMMENTS? 

3. EFFECTIVENESS 

a) DID THE INSTRUCTOR HOLD YOUR ATTENTION FOR THE ENTIRE COURSE? 
YES ()NO() 

b) DID THE INSTRUCTOR KNOW THE SUBJECT MATTER THOROUGHLY? 

YES()NO() 

c] DO YOU FEEL YOU HAVE LEARNED? A LTTLE () SOME () A LITTLE() 

d) ANY COMMENTS? 

THANK YOU! 



SHARE PARTICIPATION FOUNDATION 

EMPLOYEE OWNERSHIP TRAINING PROGRAM 

COURSE EVALUATION FORM
 
(to be completed by ipstructor immediately following course)
 

NOTE: THIS EVALUATION FOR IS FOR YOUR USE ONLY. NO ONE ELSE NEEDS TO SEE IT. IT ISDESIGNED FOR YOU TO MEASURE YOUR EFFECTIVENESS AS A WORKPLACE INSTRUCTOR AND
TO MAKE IMPROVEMENTS WHERE NEEDED. KEEP THIS SELF-EVALUATION FORM ON FILE
ALONG WITH OTHERS YOU COMPLETE AND REVIEW THEM PEPJODICALLY TO OBSERVE
COMMOM ELEMENTS AND TRENDS WHICH WILL DEVELOP IN YOUR TEACHING STYLE. 

COURSE NAME___ 

YOUR NAME: 

I) CONTENT 

a) DID THE CONTENT MATCH THE LEVEL OF THE STUDENTS? 
TOO DIFFICULT ( ) ABOUT RIGHT ( ) TOO EASY ) 

b) DID THE AMOUNT OF MATERIAL COVERED SUIT THE LEVEL OF THE STUDENTS? 
TOO MUCH ( ) ABOUT RIGHT ( ) TOO LITTLE () 

c) DID THE EXCERSISES ATTRACT THE STUDENTS PARTICIPATION?
 
A LOT ( ) SOME ( ) FEW ()


d)ANY CONSENTS? 

2)YOUR DELIVERY STYLE 

a) DID THE STUDENTS RESPOND TO YOUR DELIVERY STYLE?
 
A LOT () SOMEWHAT() HARDLY()
 

b) DID THE STUDENTS SEEM TO ENJOY THE COURSE? 
A LOT () SOMEWHATT() A LITTLE() 

c) WERE YOU ABLE TO STAY ON TINE THROUGHOUT THE COURSE?
 
YES ( ) MOST OF THE TIME ( ) NO ()
 

d) WHAT WOULD YOU CHANGE FOR THE NEXT COURSE? 

YOUR PACE () THE TYPE OF QUESTIONS () 
SEATING ARRANGEMENT( ) SCHEDULE ) 
LENGTH OF COURSE () START TIME C) 
LOCATION () LENGTH OF BREAKS ()
AMOUNT OF STUDENT PARTICIPATION () 

c) ANY COMMNENTS?_ 



3. READINESS 

a) DID YOU COMPLETE THE INSTRUCTOR READINESS CHECKLIST IN 

ADVANCE OF THE COURSE? YES ()NO () 

b) DID YOU HAVE SUFFICIENT INFORMATION ABOUT THE PARTICIPANTS PRIOR TO THE 
COURSE? YES ()NO () 

c) WHAT ONE THING WILL YOU DO TO MAKE THIS COURSE BETTER? 

d) WHAT ONE THING WILL YOU DO TO MAKE YOU A BETTER INSTRUCTOR? 

Notes: 
We hope you have enjoyed the train the trainer course from the Share Participation 

Foundation. This course is part of the employee ownership training program which 
the foundation offers to employees of ESOP Companies. 

As a work place trainer you will face many challenges and obstacles to delivering high 
quality, effective training for workers, There is no subsitution for being prepared. A 
well prepared instructor enjoys the teaching experiance because s/he knows adults 
learn better from a well-organized teacher. 

We encourage you to add resources to the instructor and participant manuals and to 
develop your own style of teaching. If you continue to learn about learning, your 
lessons will be rich and and rewarding. 

We also encourage you to mentor and network with other workplace instructors to share 
your knowledge and experiance. 

Happy teaching! 



INSTRUCTOR NOTES
 

ACTIVITY :
 

1- INTRODUCTION AND EXPECTATIONS
 

YOU SHOULD START BY INTRODUCING YOURSELF AND GIVE A LITTLE OF YOUR BACKGROUND.
 

TELL THEM WHY YOU WANTED TO INSTRUCT THIS WORKSHOP.
 

GO AROUND THE ROOM AND HAVE PEOPLE INTRODUCE THEMSELVES . THIS WILL HELP SET 

THE TONE FOR ACTIVE PARTICIPATION. ASK PEOPLE TO GIVE
 

THEIR NAME
 

THEIR JOB TITLE OR POSITION
 

THE UNION THEY BELONG TO f IF APPLICABLE
 

HOW LONG THEY HAVE WORKED AT THE FIRM.
 

ASK THEM TO IDENTIFY ONE THING THEY WOULD LIKE TO GET FROM THIS
 
WORKSHOP. 
 WRITE THESE DOWN ON THE FLIP CHART AND REVIEW AT END OF SESSION TO
 
SEE IF THEIR EXPECTATIONS HAVE BEEN MET
 

INSTRUCTOR TIP :
 

THIS IS A WORKSHOP ABOUT WORK ORGANIZATION AND REORGANIZATION. WE ARE
 
ALL LIVING IN A TIME OF RAPID CHANGE; CHANGES IN TECHNOLOGY, IN MARKETS ,
 
CHANGES IN PRODUCTS AND CHANGES IN PARTICIPATIVE PROCESSES. THE GOAL OF THIS
 
COURSE IS TO HELP THE PARTICIPANT 
GAIN A BETTER A BETTER UNDERSTANDING OF THE
 
CHANGES THAT ARE OR MIGHT BE GOING ON IN THEIR WORKPLACE.
 

TRY TO SPEAK TO THE CONCERNS AND EXPECTATIONS THAT THEY HAVE RAISED.
 
IF THE CONCERNS OR EXPECTATIONS ARE ENTIRELY OUTSIDE THE REALM OF THE COURSE,
 
IT IS IMPORTANT TO LET PEOPLE KNOW THAT
 



INSTRUCTORS NOTES:
 

ACTIVITY : GOOD JOBS 

THE FOLLOWING IS A LIST OF GOOD JOB CHARACTERISTICS WHICH YOU MAY WISH TO USE
 

TO STIMULATE DISCUSSION :
 

SECURE JOBS: UNCERTAINTY OF PLANT CLOSURE OR LAYOFF
 

GOOD WAGES BEING ABLE TO LIVE COMFORTABLY ON MY PAY
 

BENEFITS : SOME SICK COVERAGE AND PENSION REQUIREMENTS
 

SAFE JOBS: POTENTIAL FOR INJURY SHOULD BE LOW
 

FAIR SCHEDULE: REASONABLE NUMBER OF HOURS OF WORK
 

PHYSICAL DEMAND: NOT PHYSICALLY EXHAUSTING JOBS
 

JOB TRAINING: PROPER ON THE JOB TRAINING
 

SKILL TRAINING: ADDITIONAL UPGRADING AND TRAINING
 

CONTROL: OVER WHAT THEY DO; HOW THEY DO IT
 

PROMOTION: ABILITY TO MOVE UP TO OTHER POSITIONS
 

RESPECT: RESPECT FOR WHAT WE CONTRIBUTE & WHO WE ARE
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FAIRNESS: 
 TREATING EVERYONE EQUALLY
 

DECISIONS: 
 BEING INVOLVED IN DECISION MAKING
 

SATISFACTION: FEELING OF PRIDE IN WHAT I PRODUCE
 

VARIETY: ABILITY TO TRY NEW JOBS
 



INSTRUCTOR NOTES
 

GOOD JOBS -	 SAFE JOBS 

GOALS 	 TO DEMONSTRATE THE LINK BETWEEN JOB DESIGN AND
 

EMPLOYEE GOALS.
 

TO DEMONSTRATE THE LINK BETWEEN JOB DESIGN AND SAFE JOBS.
 

ACTIVITY
 

1] LARGE 	GROUP BRAINSTORM : ATTRIBUTES OF A GOOD JOB:
 

THERE IS INCREASING EVIDENCE THAT JOB DESIGN IS CLOSELY RELATED TO
 
YOUR HEALTH AND THAT MANY ASPECTS OF JOB DESIGN CAN AFFECT YOUR HEALTH.
 

LET'S TALK ABOUT WHAT A GOOD JOB COULD BE AND HOW THAT
 

RELATES TO SAFETY. THINK ABOUT WHAT WOULD MAKE A JOB A GOOD
 
JOB.
 

AS A LARGE GROUP , MAKE A LIST OF THE ATTRIBUTES OF A GOOD JOB. THE
 
INSTRUCTOR SHOULD WRITE THIS DOWN ON A FLIP CHART.
 

YOU MAY GET 	ANSWERS LIKE
 

SAFETY
 
VARIETY
 

CONTROL
 

SKILL UPGRADING
 

RESPECT
 

ACCESS TO PROMOTION
 

PRIDE IN PRODUCT PRODUCED
 
REASONABLE PACE OF WORK
 
GOOD WORK SCHEDULE
 

GOOD WAGES AND BENEFITS
 
SECURE JOBS
 

COMPARE WITH LIST OF GOOD JOB DESIGN ARE SOME THE SAME ? ARE THERE SOME
 
DIFFERENT ONES ? WHY ?
 

HOW MANY OF 	THE PARTICIPANTS BASED ON THE LISTS , THINK THEY HAVE A GOOD JOB.
 

2] INSTRUCTOR LED DISCUSSION: JOB DESIGN AND SAFETY
 

ASK THE QUESTION :
 
WHAT IMPACT DOES JOB DESIGN HAVE ON SAFETY ?
 

GIVE EXAMPLES :
 

MANY PEOPLE DIE EACH YEAR BECAUSE OF SERIOUS INJURY DO TO POORLY DESIGNED
 

JOBS. IN JAPAN, THEY HAVE WHAT IS CALLED " KAROSHI " OR SUDDEN DEATH FROM
 
OVERWORK. THIS IS ONE EXAMPLE OF BAD DESIGN.
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TWO SAFETY ISSUES CONNECTED TO JOB DESIGN ARE STRESS AND REPETITIVE STRAIN
 
INJURIES. THIS IS A CLASS OF INJTURIES THAT COME FROM ONGOING EXPOSURE TO RISK
 
FACTORS THAT INCLUDE: AWKWARD POSTURE, LACK OF REST, REPETITION, FORCE.
 

WHAT ARE SOME OF THE SOURCES OF STRESS CONNECTED WITH YOUR JOB ?
 

YOU SHOULD GET ANSWERS LIKE :
 

LACK OF PROPER TOOLS
 
PRODUCTION PRESSURE
 
BOSS LOOKING OVER MY SHOULDER
 

JOB INSECURITY
 
CHANGING MARKET DEMANDS
 
LACK OF LEADERSHIP AND DIRECTION
 

NEW SCIENTIFIC STUDIES TELL US THAT STRESS AT WORK IS CAUSED BY A COMBINATION
 
OF FACTORS , INCLUDING :
 

CONTROL OVER THE WORK PROCESS
 

DEMANDS PLACED ON EMPLOYEES BY THE PROCESS
 

SOCIAL/ TECHNICAL SUPPORT WITHIN THE PROCESS
T 
JOB RE-DESIGN MAY REDUCE STRESS
 

CAN YOU SEE WAYS THAT JOB RE-DESIGN OR RE-ORGANIZATION COULD EITHER INCREASE
 
OR DECREASE STRESS ?
 

GIVE EXAMPLES FROM YOUR OWN EXPERIENCE ( INSTRUCTOR 



INSTRUCTOR NOTES : PARTICIPANT LEARNING AID #3
 

TAYLORISM :
 

PROVIDE AN UNDERSTANDING OF WHY WORK IS ORGANIZED THE WAY IT IS NOW
 
EXPLAIN THE PRINCIPLES OF TRADITIONAL WORK ORGANIZATION AND TAYLORISM
 

ACTIVITY :
 

INSTRUCTOR LED DISCUSSION
 

YOU HAVE DISCUSSED SOME OF THE DIFFERENT WAYS THAT THE WORK CAN BE
 
ORGANIZED BUT IN THE INDUSTRIALIZED WORLD, THERE IS ONE DOMINANT FORM OF
 
WORK ORGANIZATION, WHICH WE MUST HAVE SOME UNDERSTANDING OF, BECAUSE IT IS
 
WHERE WE ARE STARTING FROM WHEN WE DO ANY WORK ON WORK RE-ORGANIZATION.
 

THE MOST COMMON " SCIENCE " OR METHOD OF WORK ORGANIZATION DESIGN TODAY
 
IS CALLED TAYLORISM OR SCIENTIFIC MANAGEMENT 
. IT IS NAMED AFTER AN ENGINEER
 
BY THE NAME OF FREDERIC TAYLOR WHO LIVED IN THE LATE 1800'S 
. TAYLOR WAS
 
CONCERNED ABOUT THE CONTROL THAT CRAFT WORKERS HAD IN THE WORKPLACE OVER HOW
 
WORK WAS DONE. IN ORDER TO GIVE MANAGEMENT MORE CONTROL, HE TRIED TO SET UP A
 
SYSTEM WHERE WORKERS WOULD HAVE TO KNOW AND THINK AS LITTLE AS POSSIBLE.
 

TAYLOR'S SYSTEM WAS BASED ON THE ASSUMPTION THAT THERE IS ONE BEST WAY 
TO DO A JOB AND THAT MANAGEMENT SHOULD BE RESPONSIBLE FOR DETERMINING WHAT 
THAT WAY IS . THUS HE BELIEVED IN THE SEPARATION OF PLANNING FROM EXECUTION
 
THINKING FROM DOING ], IN THE BREAKING DOWN OF WORK INTO SMALL TASKS AND IN
 
THE GROUPING OF THOSE TASKS INTO REPETITIVE JOBS THAT COULD ALSO BE DONE BY
 
THE CHEAPEST LABOR POSSIBLE.
 

TIME STUDY AND INDUSTRIAL ENGINEERING ARE OUTGROWTHS OF TAYLOR'S
 
WORK.
 

TAYLORISM IS ONE WAY TO ORGANIZE WORK. 
IS IT THE ONLY WAY ?
 

'\ 
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PARTICIPANT LEARNING AID #3
 

WORK ORGANIZATION:
 

THE PRINCIPLES OF TAYLORISM
 

TAYLORISM IS NAMED AFTER FREDERICK WINSLOW TAYLOR WHO LIVED IN THE LATE
 

1800'S AND EARLY 1900-S. TAYLORISM, OR SCIENTIFIC MANAGEMENT , IS THE
 

DOMINANT FORM OF WORK ORGANIZATION IN MOST INDUSTRIALIZED COUNTRIES .
 

TAYLORISM STARTS FROM THE ASSUMPTION THAT THERE IS THE " ONE BEST WAY
 

TO DO ANY JOB AND THAT THIS WAY CAN BE DISCOVERED THROUGH SCIENTIFIC
 

INVESTIGATION . IT ALSO STARTS FROM THE ASSUMPTION THAT WORKERS WILL
 

SOLDIER" OR WORK AT LESS THAN CAPACITY IF THEY ARE GIVEN THE CHANCE.
 

THEREFORE CONTROL OVER THE WORK PROCESS MUST BE TAKEN AWAY FROM THE WORKERS
 

IN ORDER TO TAKE CONTROL AWAY, TAYLORISM SEEKS TO SEPARATE PLANNING FROM
 

EXECUTION [ OR THINKING FROM DOING J. THE THINKING IS , OF COURSE, GIVEN TO
 

MANAGEMENT. PHYSICAL WORK IS THEN BROKEN DOWN INTO THE SMALLEST POSSIBLE
 

PIECES AND PRODUCTION PROCESSES ARE RE-ASSEMBLED AS A SERIES OF REPETITIVE AND
 

SUPPOSEDLY MINDLESS TASKS. THIS THEN ALLOWS THE USE OF UN-SKILLED AND
 

CHEAPER " WORKERS.
 

THE ASSEMBLY LINE IS A CLASSIC EXAMPLE OF THE APPLICATION OF TAYLOR'S METHODS
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PARTICIPPNT LEARNING AID #4
 

WORK ORGANIZATION:
 

QUOTES FROM FREDERICK TAYLOR
 

HARDLY A COMPETENT WORKMAN CAN BE FOUND WHO DOES NOT DEVOTE A CONSIDERABLE
 

PART OF HIS TIME TO STUDYING JUST HOW SLOWLY HE CAN WORK AND STILL CONVINCE
 

HIS EMPLOYER THAT HE IS GOING AT A GOOD PACE.
 

1903
 

UNDER OUR SYSTEM, THE WORKMAN IS TOLD WHAT HE IS TO DO AND HOW HE IS TO DO IT.
 

ANY IMPROVEMENTS WHICH HE MAKES UPON ORDERS GIVEN HIM IS FATAL TO SUCCESS
 

1906
 

SOMEDAY, SOMEONE WILL PUBLISH THE LAWS OF THE MOVEMENT OF MEN IN THE MACHINE
 

SHOP. WHY ? BECAUSE IT PAYS, ANY DEVICE WHICH RESULTS IN INCREASED OUTPUT IS
 

BOUND TO COME ....AUTOMATICALLY.
 

1915
 

THE FULL RESULTS WILL NOT HAVE BEEN REALIZED UNTIL ALMOST ALL OF THE MACHINES
 

ARE RUN BY MEN WHO ARE SMALLER CALIBER, AND THEREFORE CHEAPER, THAN THOSE
 

REQUIRED UNDER THE OLD SYSTEM.
 

1903
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INSTIIUCTOR NOTES :EXERCISE #1
 

OIL CHANGE:
 

STATEMENT:
 
WHEN YOU LOOK AROUND YOUR WORKPLACE, YOU WILL SEE THAT THERE ARE
 

MANY DIFFERENT WAYS OF GETTING WORK DONE, MANY DIFFERENT WAYS OF ORGANIZING
 
WORK, DEPENDING ON THINGS LIK':
 

WHO DOES THE WORK
 

HOW MANY PEOPLE ARE INVOLVED
 

HOW TASKS ARE DIVIDED
 

WHAT SCHEDULES YOU WORK
 

HOW AND BY WHOM DECISIONS GET MADE
 

WHAT KIND OF EQUIPMENT YOU HAVE
 

BREAK THEM INTO SMALL GROUPS AND FOLLOW THE DIRECTIONS FOR EXERCISE I
 

EACH GROUP SHOULD HAVE A FLIP CHART:
 

AFTER TWENTY MINUTES EACH GROUP SHOULD MAKE A PRESENTATION HAVE THEM TALK
 
ABOUT WHY THEY DIVIDED THE WORK THE WAY THEY DID.
 

INSTRUCTOR TIP :
 

THE MAIN POINTS THAT SHOULD COME OUT OF THIS EXERCISE ARE
 

THE LIST OF TASKS AND ACTIVITIES INVOLVED III EVEN A SIMPLE OPERATION
 

SUCH AS CHANGING OIL IS QUITE LONG.
 

THER ARE MANY DIFFERENT CHOICES ABOUT HOW TO DIVIDE UP WORK, DEPENDING
 
ON WHAT YOUR MAIN CONCERNS ARE
 

THE DIFFERENT WAYS OF DIVIDING WORK WILL CREATE DIFFERENT KINDS OF JOBS
 
FOR THE PEOPLE INVOLVED.
 

MATERIALS :
 
HANDOUTS: EXERCISE I
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INSTRUCTOR NOTES :EXERCISE #
 

FORCES FOR CHANGE
 

GOALS : TO IDENTIFY AND DISCUSS THE EXTERNAL FORCES THAT
 
ARE AT WORK.
 

TO BEGIN TO MAKE THE LINK BETWEEN THE FORCES AND
 
THE PRESSURES FOR WORK REORGANIZATION.
 

ACTIVITY :
 

I- SMALL GROUP-EXERCISE
 

IT SEEMS THAT ALL WE HEAR ABOUT TODAY IS CHANGE . NEW AND
 
IMPROVED IS ON EVERYTHING WE BUY . IF YOU HAVE A CERTAIN MODEL OF VCR AND YOU
 
LOSE IT, YOU CAN'T BUY ANOTHER ONE BECAUSE THE SAME MODEL IS NO LONGER MADE.
 
THIS IS ESPECIALLY TRUE IN THE COMPUTER FIELD. RE-ENGINEERING, THE
 
INFORMATION AGE , THE COMPUTER REVOLUTION ETC!, EVERYWHERE YOU LOOK THINGS ARE
 
CHANGING VERY RAPIDLY.
 

IN ORDER TO UNDERSTAND CHANGE, TO UNDERSTAND THE PUSH FOR WORK RE-

ORGANIZATION, WE NEED TO FIRST GET AN UNDERSTANDING OF THE FORCES THAT ARE
 
AFFECTING THE INDUSTRY AND IN PARTICULAR YOUR FIRM. YOUR PLANT DOES NOT EXIST
 
ON IT'S OWN, BUT INSTEAD INTERACTS WITH THE OUTSIDE WORLD AS A COMPETITOR, A
 
CORPORATE CITIZEN AND AS AN EMPLOYER.
 

BREAK INTO SMALL GROUPS AGAIN AND FILL IN THE FOLLOWING DIAGRAM:
 

ZZERCISE
 

YOU NEED TO BASICALLY ANSWER TWO QUESTIONS
 

1] WHAT FORCES ARE AFFECTING INDUSTRY AS A WHOLE ?
 

2] WHAT FORCES ARE AFFECTING YOUR PARTICULAR FIRM ?
 

THERE WILL BE A LOT OF OVERLAP , THAT IS , FORCES THAT ARE AFFECTING INDUSTRY
 
AS A WHOLE WILL ALSO BE AFFECTING YOUR FIRM AS WELL.
 

GIVE PEOPLE ABOUT 15 MINUTES TO DO THIS EXERCISE. YOU SHOULD HAVE A FLIP
 
CHART UP FRONT ON WHICH YOU CAN DRAW THE DIAGRAM. GATHER THEIR ANSWERS ONTO
 
THE FLIP CHART BY GOING AROUND AND ASKING EACH GROUP TO GIVE ONE FORCE AND
 
WHO IT IS AFFECTING
 

AFTER YOU HAVE IDENTIFIED THE FORCES, GO BACK AND ASK PEOPLE IIN 
THE LARGE
 
GROUP HOW EACH OF THE FORCES IMPACTS THE INDUSTRY AS A WHOLE AND /OR THEIR
 
FIRM. PAY SPECIAL ATTENTION TO THE IMPACT ON THEIR FIRM.
 

L-l;,
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INSTRUCTOR TIP:
 

IN THE END YOU SHOULD HAVE A LIST OF FORCES AND IMPACTS THAT INCLUDES
 
MANY OF THE FOLLOWk"G
 

FORCES IMPACTS 

CHANGING TECHNOLOGIES AFFECT ABILITY TO COMPETE 
INCREASED COMPETITION AFFECT SALES/ MARKET/ PRICES/PROFIT 
NEW MATERIALS AFFECT DEMAND / PRICES 
WORLD MARKETS MORE COMPETITION 
CHANCING DEMAND PRICES / MARKETS 
GOVERNMENT REGULATION NEED TO CHANGE PROCESS/HIGHER COSTS 
GOVERNMENT POLICY ACCESS TO MARKETS, LABOR COSTS 
[TRADE/LABOR LAW J COUNTERVAILING DUTIES 

INDUSTRY IS BEING HIT BY FORCES WHICH ARE SOMETIMES BEYOND THEIR CONTROL.
 

NEW ALTERNATIVE MATERIALS ARE AVAILABLE ADDING PRESSURE TO COMPANIES TO CUT
 
COSTS. NEW EQUIPMENT MAKES PRODUCTION CHEAPER.
 

THE FORCES FOR CHANGE IDENTIFIED ARE VERY POWERFUL AND VERY REAL. EMPLOYEES
 
AND MANAGERS MAY DISAGREE ABOUT WHAT TO DO IN RESPONSE TO THESE FORCES, BUT WE
 
CANNOT IGNORE THEM; WE CANNOT PRETEND THAT THEY ARE NOT THERE.
 

MATERIALS
 

FLIP CHART
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INSTRUCTOR NOTES
 

WHY RE-ORGANIZE ?
 

GOALS:
 
TO HAVE PARTICIPANTS UNDERSTAND THAT THERE ARE OPTIONS
 

FOR WORK DESIGN.
 

TO EXPLAIN THAT DIFFERENT OPTIONS ACHIEVE DIFFERENT 
 GOALS.
 

TO UNDERSTAND THAT THE DIFFERENT PARTIES HAVE DIFFERING
 
REASONS TO WANT WORK REORGANIZATION , AND WOULD
 

PROBABLY MAKE DIFFERENT CHOICES ABOUT HOW TO RE-

ORGANIZE WORK.
 

ACTIVITY :
 

1- INSTRUCTOR LED DISCUSSION : WHY RE-ORGANIZE ?
 

THE FORCES DISCUSSED IN THE LAST SECTION PUSH COMPANIES TO 
MAKE CHANGES 
IN HOW THEY OPERATE . THERE ARE MANY DIFFERENT POSSIBLE RESPONSES, BUT
 
THEY CAN BE BROKEN DOWN INTO FOUR CATEGORIES
 

CHANGE THE FORCES ON THE COMPANY
 
[ RE-WRITE GOVERNMENT REGULATIONS, SET TRADE BARRIERS]
 

MOVE TO ANOTHER BUSINESS
 

CHANGE CUSTOMERS
 

DEMAND CONCESSIONS FROM LABOR, RAISE PRICES, PAY
 
SUPPLIERS LESS.
 

DO A BETTER JOB OF PRODUCING
 
[ CHANGE THE WAY WORK IS ORGANIZED
 

ASK FOR EXAMPLES FROM PARTICIPANTS FOR EACH OF THE ABOVE
 

THE FOCUS OF THIS WORKSHOP IS ON CHANGING THE WAY PRODUCTION HAPPENS. THERE
 
ARE MANY WAYS TO CHANGE THE WAY WE WORK, EACH OF WHICH WILL HAVE DIFFERENT
 
IMPACTS ON THE NEEDS OF EMPLOYEES , MANAGEMENT AND CUSTOMERS.
 

WORK RE-ORGANIZATION TODAY 
, GENERALLY 
 IS DRIVEN BY NEW ORGANIZING
 
PRINCIPLES ONE FACTOR FAST BECOMING THE NORM IS THE NEED TO HARNESS THE
 
CREATIVITY, INNOVATION, KNOWLEDGE 
AND FLEXIBILITY OF THE WORK FORCE IN THE
 
WORK PROCESS.
 

PUTTING BACK IN, WHAT TAYLOR TOOK OUT
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WORK RE-ORGANIZATION IS USUALLY UNDERTAKEN IN RESPONSE TO OUTSIDE FORCES; BUT
 

IT IS ALSO A GOAL OR VALUE DRIVEN PROCESS.
 

UNDERSTANDING THE GOALS THAT DRIVE THE PROCESS AND HOW THEY RELATE TO THE
 
VARIOUS PLAYERS INVOLVED IS IMPORTANT. IT MUST SERVE THE REAL INTEREST OF
 
COMPANIES AND WORKERS.
 

EXERCISE :
 

USING A FLIP CHART, MAKE A LIST OF EMPLOYEE GOALS , MANAGEMENT GOALS 

AND GENERAL GOALS OF THE COMPANY. 

INSTRUCTOR TIP :
 

THESE ARE SOME SAMPLES OF THE TYPES OF ANSWERS YOU MIGHT GET
 

RE-ORGANIZE:
 

COMPANY
 

NEED TO MOVE TO OTHER PRODUCTS
 
NEED BETTER QUALITY
 

NEED MORE PRODUCTIVITY
 

EMPLOYEES:
 

NEED JOB SECURITY
 

NEED BETTER SAFETY RULES
 

NEED BETTER PAY
 

MANAGERS:
 

EMPLOfEES MAKE BETTER DECISIONS
 
EMPLOYEES TAKE ON MORE RESPONSIBILITY
 
EMPLOYEES PAY ATTENTION TO QUALITY
 

DON'T RE-ORGANIZE
 

COMPANY
 

MIGHT GO BANKRUPT
 
LOSE MANY ORDERS
 

POOR QUALITY GOODS
 

EMPLOYEES
 

MAY LOSE JOBS
 
MAY TAKE A CUT IN PAY
 
LEFT OUT OF DECISION MAKING
 

MANAGEMENT
 

CONTINUE IN SAME OLD WAY
 
MORE ARGUMENTS WITH WORKERS
 

MORE RESPONSIBILITY
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INSTRUCTOR NOTES
 

BE AWARE THAT THIS I S A WORKSHOP ON ESOP ORIENTATION; IT IS NOT
 
TRAINING. YOU ARE COMBINING LECTURE ( INFORMATION I WITH THE PRACTTCAL
 
EXPERIENCES OF THE PARTICIPANTS, TO BRING THEM TO AN AWARENESS PCINT
 

GENERAL POINTS :
 

YOU NEED TO BE VERY AWARE OF YOUR AUDIENCE. IF THESE WORKSHOP SESSIONS ARE TO
 
BE SUCCESSFUL, YOU NEED THEIR INVOLVEMENT. YOU WANT THE INVOLVEMENT OF
 
EVERYONE, NOT JUST A FEW WHO ARE COMFORTABLE SPEAKING. THIS MEANS THAT YOU
 
NEED TO CALL ON PEOPLE WHO HAVEN'T SPOKEN AND DISCOURAGE PEOPLE FROM
 
DOMINATING THE DISCUSSION. ESPECIALLY BE AWARE OF ISSUES AROUND LITERACY
 
SFILLED AND SEMI- SKILLED WORKERS AND GENDER ISSUES. 
DO THINGS TO SET THE
 
AUDIENCE AT EASE AND GIVE THEM A SAFE PLACE TO TALK. 
AT THE SAME TIME , PUSH 
TO GET EVERYONE INVOLVED . ALWAYS REPEAT THINGS AS YOU WRITE THEM DOWN; YOU 
SHOULD TRY TO RE-PHRASE THINGS IN SIMPLE LANGUAGE--AND SPEAK SLOWLY. 

THE INSTRUCTOR NEEDS TO BE CONTINUALLY AWARE OF HOW MUCH TIME THE 
PROCESS IS TAKING OR YOU MAY NOT BE ABLE TO GET THROUGH THE MATERIAL. IF YOU 
ARE BEHIND SCHEDULE, YOU MAY WANT TO REPHRASE THE QUESTIONS TO GET " YES " OR 
" NO " ANSWERS.
 

DON'T BE AFRAID OF CONTROVERSY. WE ARE HERE TO BRING OUT PEOPLE'S FEELINGS
 
IDEAS AND CONCERNS, AND MANY OF THE WILL BE CONTROVERSIAL. DON'T , ON THE
 
OTHER HAND, LET CONTROVERSY STAND IN THE WAY OF GETTING THINGS DONE AND DON'T
 
LET 1T FRIGHTEN PEOPLE FROM CONTRIBUTING
 

WE NEED TO RECOGNIZE THAT PEOPLE EMPLOYERS AND EMPLOYEES CAN ONLY RESOLVE
 
THEIR DIFFICULTIES BY TALKING ABOUT THEM. WE ARE ATTEMPTING TO GIVE A
 
COLLECTIVE VOICE TO BOTH THE PROBLEMS AND THE SEARCH FOR SOLUTIONS
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TRAINEE READINESS CHECKLIST 

STUDENT TO REVIEWBEFORE STARTING EVERYDAY 

YES NO 
ARE YOU: 

1. OPEN TO NEW IDEAS? 0 0 
2. WILLING TO LISTEN? 0 0 
3. POSITIVE ATTITUDE? 0 0 
4. NOT TOO TIRED? 0 0 
5. WILLING TO PARTICIPATE? 0 0 
6. OPTIMISTIC ABOUT OUTCOMES? 0 0 
7. KNOW SOMEONE IN THE GROUP 0 0 
8. HAVE MATERIALS NEEDED? 0 0 
9. CAN HEAR INSTRUCTOR? 0 0 
10. CAN SEE (FLIPCHART/CHALKBOARD/T.V.)? 0 0 
11. FAMILIAR WITH SURROINDINGS? 0 0 
12. HAPPY TO BE HERE TODAY? 0 0 



PARTICIPANT EXPECTATION CHECKLIST 

COURSE NAME DATE TAKEN 

ASK FOR SHOW OF HANDS AND RECORD ON FLIPCHART 

1. THE REASON YOU ARE TAKING THIS COURSE IS: 
oTO LEARN SOMETHING NEW? 
* TO IMPROVE YOUR CHANCE OF PROMOTION? 
* TO MAKE MORE MONEY? 
* TO MAKE THIS COMPANY MORE PROFITABLE? 
oOTHER? 

2. IT IS MY JOB TO: 
*KEEP CONTROL OF THE CLASS? 
* DO MOST OF THE TALKING? 
* KEEP YOLR ATTENTION?
 
°DO MOST OF THE WORK?
 
*LISTEN? 
o OTHER? 

3. IT IS YOUR JOB TO: 
*PARTICIPATE? 
*KEEP AN OPEN MIND?
 
"HELP EACH OTHER LEARN?
 

THOUGHT FOR TODAY: 
"GIVE A MAN A FISH ... FEED HIM FOR A DAY 
"TEACH A MAN HOW TO FISH.. .FEED HIM FOR LIFE 



ORIENTATION TO EMPLOYEE OWNERSHIP 

At the end of the course participants should be able to answer the following
 
questions
 

What is an ESOP ?
 

What is the organization of work ?
 

What are the forces driving change ?
 

What is work reorganization ?
 

What does management want from the reorganization of work ? 

What does the worker want from the reorganization of work ? 

Why there needs to be a joint participation program ? 

This introductory course is designed to help the participants understand the 
changes that are occurring in today's workplaces and what forces are driving
those changes. The course will provide an understanding of work reorganization
that will meet the separate needs of both the workforce and the companies. It is 
flexible and is designed to be adaptable to the needs of specific workplaces. 
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ORIENTATION TO EMPLOYEE OWNERSHIP
 

Introduction
 

We are all here today because we need to do something that will help
save our company. It is 
important that we communicate with one another about
the changes that 
are occuring in our workplace. Every worker and manager

needs to have a better understanding of worker ownership and how J't 
affects
their role as employees of the company. 
 It is also very important that we
hear from you about your ideas, concerns and questions . Our company has gone
through a lot of change in the last couple of years and will go through more

in the future. These changes will demand 
a lot of us as employees. We need to
have a good understanding of what has happened so that we can work together to

make and implement our plans for the future
 

WORKSHOP BACKGROUND :
 

This workshop is designed to help participants understand the employee
ownership issue and whether that it is a good or bad experience. Are they good
3obs or bad. 
 What are good jobs ? The participant will understand the way
work is organized at the ESOP and some of the history of organizing work.

Governance issues and flexible work 
will be discussed as well 
as internal

and external pressures that 
are forcing change on workers. Work
reorganization will be introduced as 
a means of meeting those new challenges.

The workshop is designed to be flexible and to build on the experience and
knowledge of the participants.Work reorganization is 
a process of change that
involves conflict, struggle, negotiation and compromise which are a natural
part of any change process and as 
such should not be avoided but rather looked
 
upon as an opportunity
 

5'
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outline
 

A] GOOD JOBS
 

I- Definition of an ESOP. ( what is it? how we got here.]
 

2- Do you know of any examples were ESOP companies are profitable ?
 

3- Does ownership give workers more power ?
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4- Does ownership give managers more power ?
 

5- How has it changed or reshaped the workplace to any degree ?
 

6- How has ownership meant more control for workers over their jobs ?
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4
 

7- How has it meant more control for managers 7
 

8- What does it mean to be an employee owner ?
 

Does employee ownership mean good jobs ?
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B] ORGANIZATION OF WORK:
 

What is work organization ?
 

Do employee owners have any say in how their work is organized ?
 

2- Do managers have any say in how their work is organized ?
 

3- How is work organized in the your company ?
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BI ORGANIZATION OF WORK
 
4- What are the rules that govern work in your company ?
 

5- What external and internal forces control your work ?
 

6- In what way can you control your work ?
 



7
 

BJ ORGANIZATION OF WORK
 
7- What flexibility is there in the way your work is organized ?
 

8- What flexibility is there in the way managers organize work ?
 

9- What are the good and bad points about the way the wcrk is organized now
 

BREAK
 

/
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C) WORKPLACE PRESSURES 

1- What are those pressures on the workplace to change the way we work ?
 

2- Is there stress in your company .for workers and managers because of the
 
pressures ?
 

3- Are these pressures internal or external ? (discuss ]
 

.,
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C) WORKPLACE PRESSURES
 
4- How do workers and managers cope with this stress ?
 

3-	 Are the forces which are putting pressure on your company a good thing
 
or a bad thing ?
 
Discuss:
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D] WORK REORGANIZATION:
 

What is work reorganization ?
 

I- Can you think of any ways your workplace could be reorganized 7
 

2- How can work reorganization benefit our company ?
 

3- How will it benefit workers ?
 



D] WORK REORGANIZATION
 

4-- How will it benefit management ?
 

5- How will workers have more " control " if work is reorganized ?
 

6- Can managers have more control if work is reorganized ?
 

7- What can change for workers and managers if we reorganize the
 
workplace ?
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EJ JOINT PARTICIPATION
 

I- How should ( workplace governance I issues be reorganized ? 

2- How will this create flexibility in the workplace ?
 

3- How will reorganizing the company be good for us or bad for us ?
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El JOINT PARTICIPATION
 

4- What new skills will the workers and managers require ?
 

5- How will they get the newkills they need ?
 

6- Will this give workers and managers more or less control ?
 

7- What other skills will workers and managers need in this new workplace ?
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SUMMARY
 

This workshop is only an introduction to workplace reorganization and is
 
designed for learning and active participation. The type of questions asked
 
are intended to get people involved and interested. The workshop is designed
 
to help participants understand the reorganization of work that is occuring in
 
many companies and to think about whether such a work reorganization will
 
benefit them and their company . A much more detailed program of workplace
 
restructuring can be made available if their is an interest in proceeding with
 
reorganization in your vorkplace. We hope we have been successful in helping
 
you address some of the issues confronting your workplace. You are not alone
 
in your situation, workers all over the world are getting more involved in how
 
work is performed and in how workplace reorganization is carried out in their
 
companies. Good Luck with your reorganization.
 

EVALUATION
 

Please take a couple of minutes to fill out the evaluation form and turn it in
 
before you leave. It is totally anonymous and there is no signature required. 
Your comments will assist us in meeting the needs of participants such as 
yourselves in other companies . If you did not enjoy the workshop or did not 
think it was understandable, please feel free to say so.
 

THANK YOU
 

,2 
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PARTICIPANT LEARNING GUIDE #1
 

WHAT IS AN ESOP
 

AN ESOP IS AN EMPLOYEE STOCK OWNERSHIP PLAN. IT IS A PROCESS WHEREBY
 
EMPLOYEES OF A COMPANY ARE SUPPORTED AND ENCOURAGED BUY STOCK IN THEIR
 
COMPANY.
 

IT IS A QUALIFIED PLAN IF IT COMPLIES WITH VARIOUS PARTICIPATION, VESTING,
 
DISTRIBUTION AND OTHER RULES ESTABLISHED BY THE CODE TO PROTECT THE INTEREST
 

OF THE EMPLOYEES.
 

IT IS CLASSIFIED AS A TYPE OF DEFERRED COMPENSATION PLAN WHICH INVEST
 
PRIMARILY IN STOCK OF THE EMPLOYER'S CORPORATION.
 

AN ESOP IS A " DEFINED CONTRIBUTION PLAN ". THAT IS , THE EMPLOYER'S 
CONTRIBUTION IS DEFINED AND THE EMPLOYEE'S BENEFIT IS VARIABLE .
 

IT IS A RECOGNIZED FORM OF CORPORATE FINANCING IF THE APPROPRIATE LEGISLATION
 

IS ENACTED.
 

A LEVERAGED ESOP USES FUNDS BORROWED TO PURCHASE EMPLOYER STOCK;
 

WITH SUCH A LOAN TO BE REPAID BY THE ESOP OUT OF FUTURE CONTRIBUTIONS AND
 
DIVIDENDS PAID ON THE STOCK SO ACQUIRED.
 

SPECIAL ESOP REQUIREMENTS :
 

REGULATIONS NORMALLY REQUIRE FOR THE " PASSING THROUGH " OF VOTING RIGHTS ON
 
ESOP STOCK ALLOCATED TO PARTICIPANTS.
 

IN A LEVERAGED ESOP , SHARES OF EMPLOYER STOCK ACQUIRED WITH LOAN PROCEEDS ARE
 
ALLOCATED TO PARTICIPANTS ONLY AS THE ESOP LOAN IS REPAID PER ALTERNATIVE
 
FORMULAS IN ESOP LOAN REGULATIONS.
 

HrUNGARIAN ESOPS :
 

PARTICIPATION ONLY AT DECISIVE FORUMS OF THE SHAREHOLDERS AND GENERAL ASSEMBLY 
AND SHAREHOLDERS MEETING. [ NOT ON THE SHOP FLOOR 

SIMILARITIES :
 

SHARES IN LIEU OF A WAGE INCREASE
 



DISSIMILARITIES
 

MANDATE OF 25% ALLOWED AS ACCEPTABLE IN ORDER TO ESTABLISH AN
 
ESOP.
 

A HUNGARIAN ESOP CAN BE INITIATED BY ANYONE, WITHOUT BEING EMPLOYED AT THE
 
COMPANY .
 

40 % ONLY OF PARTICIPANTS ATTENDING FOUNDING ASSEMBLY OF THE ESOP HAVE TO
 
AGREE TO THE STATUTES .
 

THERE IS NO PROTECTION AGAINST UNJUST DISMISSAL FOR MEMBERS OF THE ESOP
 
ORGANIZING COMMITTEE IN CASE OF CONFLICT, UNLESS THEY ARE A TRADE UNION
 
OFFICER OR FACTORY COUNCIL OFFICER AT THE SAME TIME .
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PARTICIPANT LEARNING GUIDE # 2
 

WHAT IS WORK ORGANIZATION ?
 

WORK ORGANIZATION IS THE WAY WE USE MATERIALS, MACHINES, TOOLS, INFORMATION
 

AND KNOWLEDGE TO MAKE GOODS AND PROVIDE SERVICES.
 

THE WAY WE DO OUR WORK
 

BASICALLY, WORK ORGANIZATION REFERS TO THE WAY THAT THE ACTIVITIES THAT MAKE
 

UP DESIGN ; PURCHASING , PHYSICAL LAYOUT, PLANNING, AND DECISION MAKING ARE
 

LAID OUT INTO TASKS, HOW THESE TASKS ARE GROUPED INTO JOBS, AND HOW THOSE
 

JOBS ARE LINKED TOGETHER. INFORMATION FLOW AND LOCATION OF DECISION MAKING ARE
 

ALSO KEY ELEMENTS.
 



PARTICIPANT LEARNING AID
 

. SCIENTIFIC MANAGEMENT 

{ ALSO KNOWN AS " TAYLORISM " } 

THE MENTAL AND PHYSICAL "'THINKING" 

ASPECTS OF WORK ARE O GOES TO 

SEPARATED MANAGEMENT 

PHYSICAL WORK IS BROKEN WORK IS DE-SKILLED 

INTO SIMPLIFIED "JOBS"
 

WE END UP WITH
 

NARROWLY, DEFINED
 

REPETITIVE, SIMPLE TASKS.
 



PARTICIPANT LEARNING AID # ,
 

WHAT IS WORK RE-ORGANIZATION 

WORK RE-ORGPJJIZATION4 SIMPLY REFERS TO CHANGES IN THE WAY WORK IS ORGANIZED 
IT IS NOT IN ITSELF A GOOD OR BAD THING. 

IT ME.PJS CHANGING THE WAY THAT WORK IS PERFOPRED , IN OTHER WORDS , CHANGING 
THE TASKS THAT HAVE TO BE PERFORt-ED, 'IHE VAY THE TASKS ARE GROUPED OR THE WAY 
THAT JOBS INTERCOI:NECT. CHANIGES IN TECHNOLOGIES SUCH AS NEW MATERIALS 
MACHINES, TECHNIQUES, COMPUTERS , OR SOFTWARE, OFTEN LE; D TO WORK 
REORG2IZATION AS THEY CHANGE THE TASKS THAT ARE NECESSARY. BUT WORK RE-
ORGA IZATION,, CAN TA.KE PLACE WITHOUT AlY CANGE IN THE UNDERLYING TECHNOLOGY. 



SHARE PARTICIPATION FOUNDATION
 

EMPLOYEE OWNERSHIP TRAINING PROGRAM
 

COURSE EVALUATION FORM
 
(to be completed byv participants immediately follo king course)
 

NAME OF COURSE/WORKSHOP
 

INSTRUCTOR
 

I. 	WHAT IS YOUR OVERALL EVALUATION OF TH- COURSE/WORKSHOP?
 

EXCELLENT ( ) GOOD () SATISFACTORY ( ) FAIR ) POOR ()
 

2. 	COMMUNICATIONSi'PROMOTION: 

a)DID YOU HEAP ABOU-F THIS COURSE/WORKSHOP BY: PAMPHLET () 
FRIENDS ( ) NOTICE AT WORK ( ) YOUR SUPERVISOR ( ) OTHER () 

b)DID THE PAMPHILET PROPERLY DESCRIBE THE COURSE/WORKSHOP? 

YES ( ) NO () 

3. COURSE/WORKSHOP 

a) WERE YOU PROVIDED WITH A COURSE OVERVIEW? 

YES()NO()
b)WERE YOUR PERSONAL OBJECTIVES MET? YES ( ) NO () 

c)WAS THE CLASSROOM/FACILITY ADEQUATE? YES ONO () 

d)WAS THE COURSE/WORKSHOP:
 
too long ( )just right ( ) too short ()
 

4. PROGRAM DEVELOPMENT 

a) WHAT OTHER COURSES WOULD YOU LIKE TO TAKE?
 
1)
 
2)
 
3)
 

b)WHAT OTHER COURSES SHOULD BE DEVELOPPED?
 
1)
 
2)
 
3)
 

GENERAL COMMAENTS 

THANK YOU
 



SHARE PARTICIPATION FOUNDATION
 

EMPLOYEE OWNERSHIP TRAINING PROGRAM
 

INSTRUCTOR EVALUATION FORM
 
(to be completed by paniciparts immediately folloi ng course) 

NAME OF COURSE 

INSTRUCTOR 

I.INSTRUCTOR READINESS 

a)DID THE INSTRUCTOR A,PEAR READY TO TEACH? YES ( ) NO () 

b)WERE THE TRAINING MATERIALS AVAILABLE FOR 
YOU AT THE BEGINNING OF THE COURSE? YES ( ) NO () 

c)WAS THE CLASSROOM READY? YES ( ) NO () 

d)ANY COMMEN-TS?_ 

2. 	DELIVERY STYLE 

a) DID THE INSTRUCTOR INVOLVE YOU IN THE COURSE? 

YES(CNO() 

b) DID THE INSTRUCTOR DEVELOP AN ENJOYABLE LEARNING 
ENVIRONMENT? YES () NO() 

c) WAS THE PACE OF THE COURSE: fast ( ) adequate () slow 0 

d) ANY COMIENTS? 

3. 	EFFECTIVENESS 

a) DID THE INSTRUCTOR HOLD YOUR ATTENTION FOR THE ENTIRE COURSE" 
YES ()NO() 

b) DID THE INSTRUCTOR KNOW THE SUBJECT MATTER THOROUGHLY? 

YES ()NO() 

] DO YOU FEEL YOU HAVE LEARNED? A LITTLE () SOME () A LITTLE() 

d) ANY COMMENTS? 

THANK YOU! 



EMPLOYEE OWNERSHIP
 
TRAINING PROGRAM
 

TRAIN THE TRAINERS
 

INSTRUCTOR'S MANUAL
 

MARCH 1995
 



Instructor Readiness Checklist 
Complete prior to course start 

Training room confirmed 0 
No. of participants known 0 
Participant manuals available 0 
Paper/pens 0 
Name cards 0 
Flipcharts/pens 0 
Seating arrangement 0 
Temperature 0 
Lighting 0 
Ventilation 0 
Refreshments 0 
Smoking (ashtrays) 0 
Audio-visiual 0 
Hand-outs (sufficient) 0 
Rest rooms 0 
Coat racks 0 
Parking 0 
Directions to room posted 0 



Request for permission to copy/use the materials of the Share Participation Foundation 
Employee Ownership Training Program. 

IWe request copyright release by the Share Participation Foundation for the 
following materials (List): 

To be used for the following purpose(s): 

, 

At all times the name and logo of the Share Participation Foundation will be 
displayed prominently by us. Materials of the Share Participation Foundation wvill not 
be sold by us under any circumstances. 

(signed)
 

(firm name)
 

(contact) 

(date) 



Train the Trainer
 

A course for those conducting training in the workplace
 

Sponsored by
 

Share Participation Foundation
 

1995
 



Share Participation Foundation Employee Ow Nnership Training Program 

Train the Trainer Course 

Goal: 	 This course is designed to provide the participants with an overview of the 
theory of adult education and practice in the application of the theory.
Participants will examine the needs of adult learners and develop curriculum to 
meet the learner needs. A variety of teaching teclniques will be demonstrated 
and practiced in the course. Measurement and evaluation of student 
performance and teaching effectiveness are included. 

Objectives: 

At the 	completion of the course the participants will: 

I. 	 Conduct a needs assessment with a group of learners. 

2. 	 Develop a curriculum outline for a topic of their own choice. 

3. 	 Complete a Learning Activity Plan for that topic. 

4. 	 Demonstrate effective teaching delivery methods. 

5. Assess and evaluate their own teaching delivery and those of others in 
the class. 

Time: 	30 hours 

W9, 



Evaluation: 
Completion of' self and peer evaluation of teaching techniques demonstrated 
during course. 

Schedule: 

Day I 

Introduction
 
Adult Educator Role
 
Adult Learner Assessment
 

Day 2 

Curriculum
 
Goals. objectives, domains of learning
 
Teaching Strategies
 

Day 3 

Measurement and Evaluation 

Day 4 

Student presentations 
= 3.'4 hour each 
Each student in group completes peer evaluation form 

Day 5. 

Student presentations continue
 
Wrap up - question and answers
 
Course evaluation
 

Teaching Methodology: 

Various instructional strategies are employed in this course. The training 
consists of a blend of instructor-led, self-awareness development exercises. 
hands-on exercises applying to the workplace, etc. Particular emphasis wili be 
placed on teaching participants the importance of establishing clear and 
measurable standards and conditicns in performance and learning objectives 

Recommended 
Class size: 12 maximum 



Program Lesson Plans 

Day 1
 
Introduction
 
Adult Learners - learning styles
 
Adult Learner assessmenet
 
Role of Adult Educators
 
The an of asking questions
 

Day 2
 
Curriculum Development
 

Needs analysis, topic analysis, learning goals, objectives, sequencing
 
topics, resource materials, learning activity plans, teaching.
 

Teaching Strategies 
lecture, group discussions, demonstrations, field trips. learning circles. 
role plays. brainstorming, guest speakers. 

Use of Audio Visual resources 
Overhead projectors. video tapes, flip charts and blackboards, slide 
projectors. 

Day 3 
Types of Evaluation 

Outcome, process and structure 
Outcome - student feedback, designing quizzes and tests, demonstrations. 

questions to class, journal recording.
 
Process- designing questionnaires, getting feedback
 
Structure - designing questionnaires, making observations
 

Day 4 
Student presentations - teaching topic of their own choice, using one or more 
teaching techniques; = 3/4 hour. 
each student in group completes peer evaluation form for others in class: 

Day 5 

Student presentations continue 

Course review 

Course evaluations 



Day 1.
 



Day one daily lesson plan 

Topics to cover Instruction 
Method(s) 

Introduction Ice breaker 

Course overview and daily lesson Lecture 
plan review 

Participant readiness checklist Checklist 

Participant expectations Facilitation 

Understanding adult learning Q/A 

Adult learning styles assessment Facilitation 

- Break -

Adult learner assesment Q/A 

- Lunch -

Role of adult educators Q/A 

The art of asking questions Discussion 

Daily evaluation Review participant 
expectation 

exercise 

Suggested Notes 
timetable 

20 min 

10 min 

10 min 

20 min 

20 min 

60 min 

20 min 

60 min 

30min 

60 min 

30 min 

20 min 



ICE BREAKER EXERCISE - INSTRUCTIONS
 

PARTICIPANTS NEED TO BE COMFORTABLE IN A LEARNING ENVIRONMENT IF 
THEY ARE GOING TO LEARN. EVEN IF THEY KNOW EACH OTHER AT WORK. 
ADULTS HAVE SOMETHING REAL TO LOSE IN A CLASS ROOM SITUATION. 
SELF-ESTEEM AND EGO ARE ON THE LINE WHEN THEY ARE ASKED TO RISK 
TRYING A NEW BEHAVIOR IN FRONT OF CO-WORKERS. 

THE ICE BREAKER INVOLVES ACTUALLY HAVING TO FIND OUT SOMETHING 
ABOUT EACH OTHER. IT ENCOURAGES PARTICIPATION AND LESSENS THE 

FORMALITY 

THE ICE BREAKER SHOULD TAKE NO MORE THAN 10 MINUTES TO COMPLETE, 
PARTICIPANTS A.E FREE TO WALK AROUND TO COLLECT NAMES. DISCUSSION 
IS OPTIONAL 



FIND SOMEONE WHO: 

NAME 

I. Has a pet bird. 

2. Speaks a second language. 

3. Has three children. 

4. Was born under your astrologica! sign. 

5. Has more than one middle name. 

6. Likes to cook. 

RULES 

a) You can use each person's name only once!
 
b) You may be asked to prove that you have found people with these characteristics
 
c) Time to complete - 10 minutes.
 



TRAINEE READINESS CHECKLIST 

STUDENT TO REVIEW BEFORE STARTING EVERY DA Y 

ARE YOU: 

I. OPEN TO NEW IDEAS? 

2. WILLING TO LISTEN? 

3. POSITIVE ATTITUDE? 

4. NOT TOO TIRED? 

5. WILLING TO PARTICIPATE? 

6. OPTIMISTIC ABOUT OUTCOMES? 

7. KNOW SOMEONE IN THE GROUP 

8. HAVE MATERIALS NEEDED? 

9. CAN HEAR INSTRUCTOR? 

10. CAN SEE (FLIPCHART/CHALKBOARD,1T.V.)? 

11. FAMILIAR WITH SURROUNDINGS? 

12. HAPPY TO BE HERE TODAY? 

YES NO 

0 0 

0 0 

0 0 

0 0 

0 0 

0 0 

0 0 

0 0 

0 0 

0 0 

0 0 

0 0 



PARTICIPANT EXPECTATION CHECKLIST 

COURSE NAME DATE TAKEN 

ASK FOR SHOW OF HANDS AND RECORD ON FLIPCHART 

1.THE REASON YOU ARE TAKING THIS COURSE IS:
 
"TO LEARN SOMETHING NEW?
 
"TO IMPROVE YOUR CHANCE OF PROMOTION?
 
"TO MAKE MORE MONEY?
 
* TO MAKE THIS COMPANY MORE PROFITABLE? 
* OTHER' 

2. IT IS MY JOB TO: 
* KEEP CONTROL OF THE CLASS? 
* DO MOST OF THE TALKING? 
* KEEP YOUR ATTENTION? 
* DO MOST OF THE WORK) 
* LISTEN" 
•OTHER" 

3. IT IS YOUR JOB TO: 
* PARTICIPATE" 
* KEEP AN OPEN MIND'
 
e HELP EACH OTHER LEARN?
 

THOUGHT FOR TODAY: 
* GIVE A MAN A FISH. FEED HIM FOR A DAY 
:TEACH A MAN HOW TO FISH... FEED HIM FOR LIFE 



Understanding adult learning 

Take time to find out aboul your learners - who they are: what they 
do; what they know about the topic; why are they taking the course: 
do they have any concerns or problems re!ted to the topic. 

See the learner as an equal partner in the learning process not as an 
empty vessel or a bl;,.nk slate to be filled. 

Ask: How do you like to learn. 

Ask: The Old View of Learning? The New View of Learning 

(record answers on flip chart and discuss) 

Option: Have a volunteer act as recorder.
 

Refer students to:
 
Learning aids in student manual:
 

1. Principles of learning 
2. Characteristics of adult learners 
3. General principles of learning - self- assessment 
4. 30 things we know for sure about adult learning. 



Understanding learning learning styles 

Read: 

Although you may not be aware of it, you have your own style of learning. 
which is as distinct a part of you as your handwriting. Our ac-idemic successes 
are often influenced by how well our learning styles match the specific demands 
of different disciplines or teachers. 

To help students make the most of their own skills there is a Learning Style 
Inventory (LSJ). 

Say: 

We are going to complete our own learning style inventory. The purpose is to 
make you aware of the need to know the kind of learners you are teaching so 
you can adjust your teaching style to be more effective. 

Do: 

Have participants complete the learning style inventory (approx. 15 minutes). 
Re-assure them that this is not a test and that no learning style is better than 
another. 



Learning-Style Inventory 

I When I learn: I like to deal with 
my feelings, 

2. I learn best when: I trust my 
hunches and 
feelings. 

3 \When I am learning: I have strong 
feelings and 
reactions. 

4 I learn b\: 	 feeling. 

5 When I learn: I am open to ne\ 
experiences, 

6 When I am learning: 	 I am an intuitivc 
person. 


I learn best from' __personal 

relationships 

X \\'hen I learn. I feel personall\ 
in\ol'ed in 
things 

,) I learn best ,'hen: _ I rely on my 
feelings 

10. 	When I am learning: I am an accepting 
person. 

II. W\hen I learn: 	 I get invol\'ed. 

12. I learn best \\hen: _I am receptive 
and open-
minded. 

TOTAL the scores 
ftomn each column:
 

and transfer to next Column I 

page.
 

I like to watch 
and listen, 

I listen and 
watch 
carefully. 

_i am quiet and 
resered, 

watching. 

I look at all 
sides of issues. 

i am an 
obscring 
person. 

obscr\'ation 

.I take m time 
before acting. 

1rely on my 
observations 

I am a reserved 
person. 

I like to 
observe,.c 

Ilike to think about I like to bc 
ideas. 	 doing things 

_I rely on logical __I \ork hard 
thinking, to get things 

done. 

I tend to reason things __I am 
out. responsible 

about things. 

thinking 	 doing 

I like to analyze I like to tn 
things. break them thngs out. 
dow\n into their parts. 

I am a logical person, 	 i am an actiwc 
person 

rational theories a chance to
 
. tr out and
 

practice
 

I like ideas and I like to see 
theories. 	 results from 

m\ \\ork
 

1 rely on my ideas. 	 I can tr\ 
things out fi
 

m'\sclf, 

I am a rational I am a 
person. responsible 

person. 

I evaluate things. 	 I like to be 
obsen-c.active.	 c 

I am careful. __ analyze ideas. 	 I am 
practical 

Column 2 Column 	3 Column 4 



The Cycle of Learning 

The four columns that you have just tota;ed relate to thL four s:,-ges ii, the CyclZ 0' 
Learning fiom Experience: Concrete Experience (CE), Reflective Observation (RO). 
Abstract Conceptualization (AC), and Active Experimentation (AE). Enter your total 
scores frern each column: 

Column I (CE): LI Column 2 (RO): El Column 3 (AC): El Column 4 (AE): L] 

In the diagrarnm below, put a dot on each of the lines to correspond with your CE. RO.
 
AC. and AE scores. Then connect the dots with a line so that you get a "kitelike"
 
shape. Thc shape and placement of this kite will show you which learning modes you
 
prefer most and which you prefer least.
 

CONCRETE EXPERIENCE (CE) 

("Feeling") 

.,2 100% 

"" 80% 

60% 
ACTIVE
 

. 40% REFLECTIVE

EXPERIMENTATION (AE) O
 

(Dic' .,20%0
("Doin") OBSERVATION (RO) 

('Watching") 

20% 
1 

60% 

80% 
.10 

100% 

ABSTRACT CONCEPTUALIZATION (AC) 

"Thinking") 

The Learning-Slyle Inventory helps you understand your strengths and weaknesses as a 
learner. It measures how much you rely on four different learning modes that are part 
of a.fbur-age cvc!e of'learning. Different learners start at different piaces in tiis 
cycle. Effective learning uses each stage. You can see by the shape of your profile 
(cihove) which of the four learning modes you tend to prefer in a learning situation. 

On the next page are explanations of the different learning styles. 

(j 



The Four Stages of the Learning Cycle and Your Learning Strengths 

Concrete experience (CE) 
This stage of the learning cycle 

emphasizes personal involvement by people in * 
every situations. In this stage, you would tend 
to rely more on your feelings nan on a o 
systematic approach to problei:s and 
situations. In a learning situation, you would a 
rely more on your ability to be open-minded 
and adaptable to change 

Reflective observation (RO) 
In this stage of the learning cycle, people 

understand and situations from different points 9 
of vie". In a learning situation your would 
rely on patience, objectivity, and careful 
judgment but would not necessarily take any v 
action You wkould rely on your own thoughts 
and feelings to form opinions. * 

Abstract conceptualization (AC) 
In this stage, learning involves using logic 

and ideas. iather than feelings, to understand * 
problems or situations. Typically, you would 
rely on systematic planning and develop* 

theories and ideas to solve problems 

Active experimentation (AE) 
Learning in this stage takes an active form 

- experimentingz with influencing or changing 9 
situations. You would have a practical 
approach and a concern with what really e 
works, as opposed to watching situation. You 
value getting things done and seeing the * 
results of your influence and ingenuity 

Remember: 

Learning from feelings 

Learning from specific experiences
 

Relating to people
 

Sensitivity to feelings and people
 

Learning by watching and listening 

Careful observation before making a 
judgment 

Viewing things from different perspectikes 

Looking for the meaning ofthings 

Learning by thinking 

Logical analysis of ideas 

Systematic planning 

Acting on an intellectual understanding of a 
situation 

Learning i y doing 

Ability to get things done 

Risk taking 

Influencinv people and events through 
action 

I. The LSI gives you a general idea of how you view yourself as a learner. 
2. Because learning is a cycle, the four stages occur time after time. Often in a learning 

experience you may have to go through the cycle several times. 
3. The LSI does not measure your learning skills with 100% accuracy. You can find 

out more about how you learn by gathering information from other sources - your 
friends. insti-uctors. and co-workers. 



Ask: What is your dominant learning style? (List participant names by category on flip 
chart and post). 

Thinker 

Feeler 

Watcher 

Doer 

Discuss: Howy does knowing participant learning styles help the instructor. 



Adult Learner Assessment 

Ask: 	What do you need to know about the learners in your group, before you start 
planning the course? (Record points on flip chart) 

Ask: 	Why do adults learn? What motivates them? (discuss) 

Do: List six reasons why adults enroll in courses. (Record on flip chart) 

I . 

3. 

4. 

6. 



Ask: What are some of the barriers adults have as adult learners? (Record on flip chart) 

Ask: How can the instructor remove these barriers? (List suggestions on flip chart) 

Refer students to
 
Learning aids in student manual:
 

1. Barriers to adult learning. 
2. Typical things that help learning. 



Role of adult educators 

Ask: Who was your best teacher? Why? (Discuss) 

Who was your worst teacher? Why? (Discuss) 

Do: Characteristics and Behaviors of Effective Adult Educators (List on flip chart) 

Do: Once a variety of characteristics are listed, ask participant to rate the top 5. Try to 
get consensus. This is a group building exercise. 

Refer students to
 
Learning aid in participant manual:
 
1. Characteristics of an effective teacher. 



ART OF ASKING QUESTIONS
 

Read: Most effective training sessions promote participation. Trainers encourage 
participation in various ways such as asking people for their observations. 
opinions or reactions: giving specific assignments; using buzz groups: asking for 
volunteers: responding positively to questions and comments; getting responses 
to scenarios; and reinforcing the good contributions that people make to the 
session. 

The art of asking questions is especially important in promoting participation 
and keeping a session moving in the right direction. 

Ask for examples: 

Six Question Types 	 Suggested Examples 

I. 	 Open questions: invite a true ex- 1. What do you think of the ......... 
pression of opinion and feelings; W hy do .................................... 
show the other person that you are How can ................................. 
interested and want to understand; 
cannot be answered "yes" or "no". 

2. 	 Factual questions: seek data, infor- 2. How many ................................. 
mation. facts; sometimes require Did you 
only "yes" or "no" answer. 

3. 	 Leadin~g questions: suggest the 3. Don't you agree .......................... 
desired answer. 



THE ART OF ASKING QUESTIONS (Cont'd)
 

4. Controversial questions: stimulate 
new thoughts; challenge traditional 

4. Is a desire for safety inborn or 
learned? 

concepts. 

5. Provocative questions: stimulate 5. "A thing is safe if its risk are 
new thoughts; challenge traditional judged to be acceptable. " What's 
concepts. your reaction to this concept? 

6. -Directive questions: direct the 6. How much time do you think this 
discussion toward positive factors corrective action will save in yoir 
toward perceived areas of agree- area? 
ment. 



Daily Evaluations 

This course requires you to conduct daily evaluations to ensure the participants needs 
are being met. 

You can refer to the participant expectation exercise completed earlier in the day 

Invite participants to comment about anything they liked or disliked from todays
lesson. Suggest they review their own readiness - to - learn checklist at the beginning 
of each day. 

Evaluations help adults take responsibility for their learning. They also take the 
pressure off the instructor to do all the work. 

- Complete the evaluation orally now -

End of day 1. 



Day 2.
 
* Remind participants to ieview.participant readiness checklist * 



Day 2. Daily Lesson Plan 

Topics to Cover Instruction Suggested Notes 
Method(s) Timetable 

Review daily lesson plan Lecture 10 mm 

Curriculum Discussion 10 mm 

Needs analysis Lecture 10 mm 

Topic analysis Exercise 20 mm 

Learning goal Lecture 10 mm 

Learning objectives Lecture 60 mm 

Break 20 mm 

Sequence topics Discussion 20 mm 

Resource materials Discussion 20 mm 

Learning activity plans Lecture 30 mm 

Lunch 30 mm 

Teaching techniques Discussion 70 mm 

Audio visual resources Discussion 30 mm 

Daily evaluation and wrap up 20 mm 

*\~ 



Curriculum Development 

Curriculum 

Read: The curriculum is the very heart of learning. The topic must 
inspire curiosity and questions, challenges and re-thinking 
previously held beliefs. 
Effective curriculum builds on the existing knowledge or skill and 
is only valuable if it adds new knowledge or skill. 
Today we are going to learn about curriculum and how it is 
developed 

Curriculum is a plan which shows what the students will be 
learning, why they will be learning it, and how the learning will 
take place. 

List: Steps in Curriculum Development - on flip chart. 

Needs Analysis 

Topic Analysis 

Teaching Goal 

Learning Objectives 

Sequence Topics 

Resource Materials 

Learning Activity Plans 

Teaching 

Evaluation 



Say: 	 1. Needs Analysis 
Some questions to guide your analysis of learning needs. 
a. Who are the learners? 

b. What do they already know? How can you find this out before the class 
begins? 

c. What do they need to learn? 

d. Why do they need to learn it? 

e. What is the best way for them to learn it? 

f. Where is the best person to teach them? 

g. Who is the best person to teach them? 

h. When is the best time to schedule this learning? 

Effective training means you have to meet the learners where they are and hell) 
to bring them to where they want to be. 



Discuss: 2. Topic Analysis 

At this stage of curriculum development you take a careful look at the topic you 
are going to teach and write down all the steps that are involved. 

For example, let's consider the fteps involved in checking the oil in a car: 
park car on flat surface, have engine cold and turned off; open hood. find 
the dip stick, pull it out, wipe it clean, put it back, pull it out again. 
observe the amount ofoil on the dip stick, assess whether it is too much. 
just right, or too little, put the dip stick back. 

Ask: 	 Give me another example and we'll go through the logical steps to show (teach) 
someone how to do it. 

(Suggestions): 

I. Keep it short and simple e.g - Bake a pie 

- Saw a plank 

- Climb a ladder 

2. Invite a participant to record the suggestion arid lesson on the flip chart 

3. This exercise should take 10 minutes. 



3. 	 Learning Goal 

Goal is a broad statement that describes the overall outcome of the course. 

Ask: 	 What word or phrase best describes the goal of this course (List suggestions on 
flip chart and discuss). There should be several similar suggestions. 



4. Learning Objectives 

Say: 	 Objective is a precise careful statement about exactly what the student will be 
able to know, do or say after the class. One set of criteria to check your 
objectives is the SMART criteria. 

S - specific 

M - measurable 

A - attainable 

R - realistic 

T - time limited 

Traditionally. teachers sort their objectives into three categories or domains. 
The three domains or types of objectives are cognitive, affective, and 
psychomotor. 

Cognitive refers to our understanding or knowledge. 
e.g the iearner can describe six characteristics of effective teaching. 

Ask: For another example 

Affective refers to the way we feel about something, or our attitude. 

e.g. the learner demonstrates a sense of humor during the lesson. 

Ask: 	 For another example 

Psychomotor refers to our ability to do something. 
e.g. the learner correctly uses the overhead projector. 

Ask: For another example 



Cognitive Objectives
 

Do: For your subject area, write 3 objectives, in the cognitive doman (level) 

Remember S M A R T criteria. 

1. 

3.
 

Note: This exercise applies only when you are training a subject expert trainer.
 



Say: In the Cognitive Domain there are six levels of thinking. Each level requires a
 
higher level of thought or reasoning:
 
(List levels on flip chart)
 

1ST Level Knowledge remember or recognize something. without 
necessarily understanding what it is or 
how to use it. 

define, distinguish, label, list, match, 
name, outline, reproduce, select. 

2nd Level Comprehension understand the material without 
necessarily relating it to anything else. 

convert, defend, distinguish, estimate. 
explain, extend, generalize, infer. 
paraphrase, predict, restate, rewrite. 

3rd Level Application using a general concept to solve a 
problem. 

calculate, change, compile. demonstrate. 
discover, manipulate, modify. predict. 
relate, show, solve, 

4th Level Analysis Breaking something down into parts 

appraise. break down, compare. contrast. 
discriminate, distinguish, identify. 
illustrate, infer, relate, select, separate. 
subdivide. 

5th Level Synthesis create something new by combining 
different ideas. 

arrange, assemble, categorize, combine. 
compile, compose, construct, create, 
design, devise, formulate, generate. 
modify, propose, rearrange, reconstruct. 
reorganize, revise, rewrite, summarize. 
tell. 

6th Level Evaluation judge the value of methods. as applied to a 
particular situation. 

appraise, assess, compare. conclude. 
contrast, discriminate, interpret. judge. 
justify, rate, summarize 



Affective and Psychomotor domains 

Affective 

Ist Level Receiving willing to receive information from others 

asks, chooses, describes, follows, gives, holds. 
identifies. 

2nd Level Responding getting familiar with certain rules and regulations 

answers, assists, complies, conforms, greets. helps. 
performs, practices. 

3rd Level Valuing willing to hear all sides of an argument: being 
committed 

completes, describes, explains, follows, initiates. 
joins, justifies, proposes, reads, reports. selects. 
shares, studies, works. 

Psychomotor 
1st Level Imitation repeats what someone has shown 

2nd Level Manipulation follows directions and practices 
carries out activity following instructions noit just 
imitating. 

3rd Level Precision improved coordination and refined performance 

can perform skill without model or directions 

Do: 	 Practice writing objectives for affective and psychomotor domans in your 
subject area (on flip chart) 

l. 

3. 

Learning aids in participant manual 

I. Androgogy: The study of how adults learn. 

2. Maslow's hierarchy of needs. 



Say: 
5. Sequence Topics 

At this stage you decide what order to present the information. Decide on 
the logical steps to follow and build on previous knowledge that the 
learners have. 

As you sequence the topics remember that the learners have different 
learning syles. Some will want to get right into it and start working with 
the equipment and others will n .ed to know what all the steps are before 
they can begin. 

Inthis stage you also decide how many lessons you will need and ho%% 
long each will be. 

Do. discuss: 	 Return to example of checking oil in car. Can the steps be reduced. 
combined, increased? 

Ask: 	 How does the instructor assess if the sequence of topics is conTect? 

Refer student to
 
Learning aid in participant manual:
 
1. Establishing training priorities. 



Say: 
6. Resource Materials 

Inpreparing for your lessons, research what material is available to assist )-ou 
present the information to the class. This may involve video tapes, text book. 
articles in magazines, or handouts that have already been prepared. 
Review these materials and decide which ones you want to use for your class. 

Ask: What resource materials would you use to teach someone how to: (choose one) 
- operate an electric drill 
- sew on a button 
- operate a computer 



Say: 
7. Learning Activity Plans (lesson Plans) 

Learning Activity Plans (LAPs) are an example of lesson plans to guide your 
teaching. Each time you prepare a presentation for a group you must complete a 
LAP, 

The sections of a Learning Activity Plan include: 

Name or Topic, Time, Learning Objectives, Resource Materials, Equipment. 
Notes & Learning Activities, Evaluation. 

The type of information to include in each section is described in the following 
example. 

Name / Topics (topics)
 
Time (how long the lesson)
 
Objectives/Learning Outcomes
 

What the students can expect to know or do by the end of the class. 
Resource Materials 

List of books, articles, references, slides, OHPs, VCRs, handouts, etc. 
Equipment 

List tape player, VCR. flip chart. etc.; special equipment required for a 
demonstration: supplies for use by students. 

Notes 	 Activities 

Use this column to keep track of time and In this section you make your "speaking 
clues for activities, references in texts, etc. notes." What you are going to say. 

questions for the class, instructions to the 
class, etc. 

Some codes: 
QTC - questions to class AR - anticipated responses 
OHP- overhead projector FC - flip chart 
SP - slide projctor VCR - video cassette recorder 

Note: 	 Advise students they will produce a learning activity plan for their presentations 
on day 4. 

Refer student to
 
Learning aid in participant manual:
 

1. Sample learning activity plan. 
2. Effective program planning cycle 



8. Teaching Techniques 

Say: Teaching techniques should vary according to your teaching style, the 
participants learning style and the subject being taught. Often several techniques are 
used at the same time for variety and to ensure that all learners are taught. 

Do: Ask participants for examples particularly relevant to employee ownership
 
which suit each teaching technique. Record beside each technique on flip chart.
 

There are many techniques available to he!p you create an environment in which
 
people can learn. The techniques are listed below:
 

ICE BREAKERS 

LECTURE
 

GROUP DISCUSSION 

ASKING QUESTION 

LEARNING CIRCLES 

BRAINSTORMING 

ROLE PLAYING 

DEMONSTRATIONS 

CASE STUDIES 

GUEST SPEAKERS 

FIELD TRIPS 



Audio Visual Resources 

Say: 	 All learning is done using our five senses: taste, touch, sight, sound and smell. 
Thus, the use of audio video and printed resources are a necessary part of all 
instruction programs. 

Despite how user-friendly most of these teaching aids are, they are often 
ignored or used incorrectly. The keys are to know your audience and to plan 
ahead (nothing is more embarrassing than turning on a projector which has a 
burnt bulb) 

List on 	flip chart: 

Audio - Visual resources include: 

Over-head projectors 	 0 Film/slide projectors 

Posters 	 • Wall charts/graphics 

* 	 Videos * Flip Charts/Black boards 

* 	 Cut - Away Models 0 Displays
 

Blue-Prints/schematics 0 Audio tapes
 

Ask: 	 Any others? 



Say: 	 Tips on using Audio-visual resources 

1.Flip 	Charts: 
* 	 Avoid taping to painted walls (causes paint to peel off) 
* 	 Use colored pens for emphasis. 
* 	 Prepare flip charts in advance. 
* 	 Always stand to side of flip chart while writing 

Ask. Any other hints? 

2. Over-head Projectors: 
* 	 Stand/sit next to projector and point to transparency to illustrate (Do not 

stand in light) 
• 	 Use colored pens for emphasis 
• 	 Ensure spare bulb, extension cord and extra transparencies are available 
* Have copies of over heads for participants so they don't have to write 
while you are speaking. 

Ask: Any other hints? 



Say: 3. Video-tape (VCR)/Films/slides 
* Insure extra bulbs, extension cord and a screen is availade 
" Try to position unit on an angle to the class (Depending on seating arrangement) for 

better sight lines. 
" Avoid using videos/films after lunch or late in the day (together with a darkened 

room puts participants to sleep. 

Ask: Any other hints? 
0 

0 

4. Wall charts/Graphs/schematics Etc. 
" Ensure that you have the most recent version 
* Sometimes they are hard to see 
" Avoid markings, stains etc., for 'uture use 

Ask: Any other hints? 

Refer students to
 
Learning aids in participant manual:
 
I. The flip chart or standing easel 
2.The black board 
3. Over-head projector 
4. Video tape 



Reminder:
 
Do daily evaluation now!
 
Advise pailicipants to think about a topic for their practice teaching session which
 
begins on day 4.
 

End of day 2.
 



Day 3.
 
This is the Half-way point in the course 
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Topics to Cover Instruction method(s) Suggested time table Notes 

Daily Lesson plan 

overview 

Introduction 

to evaluation 

Outcome 

Process 

Structure 

Evaluation techniques 

lecture 

lecture 

lecture 

lecture 

lecture 

exercise 

10 min 

30 min 

10min 

10 min 

10 min 

90 min 

Student 

Participant topics 

Selection 

break 

discussion 

20 min 

40 min 

Presentation outline 

Lunch 

facilitation 

60 min 

60 min 

Daily Evaluation and 

wrap-up discussion 20 min 



Say: Introduction to Evaluation 

Evaluation should begin long before teaching begins. There are many things to evaluate 
and many ways evaluations are done. Here are just a few: 

1. Evaluation of training needs: 
(ask for input)
 

- what is the need or problem?
 
- will training solve it?
 

- when should training take place?
 
- where should training occur?
 
- will it be cost-effective?
 

2. Evaluation of potential trainees 

(ask for input)
 
- what do they already know about the subject?
 
- do they even want training?
 
- how many are there? 
- what jobs do they do now?
 
-why are they taking the training?
 
- what are their learning styles?
 

3. Evaluation of your Role 

(ask for input) 
- what is expected of you?
 
- are you a subject expert?
 

- do you have or need any help?
 
- are you prepared?
 

'1
 



Evaluation of workplace training (if it even occurs) is usually very informal (sometimes
 
only attendance is taken). This tends to diminish the role that training plays in makin.
 
companies profitable.
 

On the other hand, adult learners do not like to be threatened with failure and so
 
evaluation needs to carefully thought through and handled wisely.
 
Learners and teacher benefit from carefully thought-out evaluation activities.
 
To the learner they provide ...
 
* realistic short term goals 
* motivation to study notes, texts, and handouts 
* increased retention of learned material 
" direct feedback on progress 
* objective evidence of accomplishment 

Teachers and course planners derive ... 
* ways to assess the appropriateness of instructional objectives 
" evaluation of teaching techniques and materials 
" feedback on teaching effectiveness 
" support and reward for everyon.'s effr,'s 
Tests should reflect clearly defined instructional objectives. 
The full scale of evaluation is too broad for this course. However, it is helpful to know 
the variety of evaluation techniques and their uses. 

Evaluation has 3 categories: 

out come- refers to a specific answer or measurable result. 

process - refers to knowing means to the answer as well as the answer 

structure -refers to formulating a rational, formula or observation 



Say: Evaluation techniques 

There are several evaluation techniques just as there are various teaching techniques. 
The selection of evaluation technique depends on the subject, the learning objective
 
and the time available.
 
Evaluation varies from truefalse tests to 10 page essay questions. No two instructors
 
would construct the same evaluation for the same topic. This is because learning is
 
subjective and each would emphasize a different aspect of the topic.
 

Now we are going to constuct a truefalse test for the lesson on checking the oil in a car.
 
You have 15 minutes to produce 5 questions from this lesson refer to day 2.
 
Record your answers on a separate sheet of flip chart paper (print large).
 

Do: When all students are complete, review their questions, select the most common
 
questions submitted and construct a class test.
 
Have students compare the class test to the one they produced.
 

Say: This execise is meant to demonstrate 3 things:
 

1.Different instructors emphasize different aspects of the same topic. 

2. Even simple topics can be difficuli to measure. 

3. There is no perfect evaluation technique (would a demonstration have been better 
than a true-false test in this case?) 

It is important to see evaluation as a learning technique instead of just a measurement 
tool. Evaluation provides a review opportunity of the topic and can spark curiosity and 
enquir,. For this reason, tests and evaluation must not be threatening or their learning 
value is lost. 

Sa': Here is a list of evaluation techniques. Supply 2 topics which suit each technique: 



List on flip chart: 

1.Tests quizzes 
2. Demonstrations-- Journal Recording. 
3. Journal Recording

4. Questionnaires 
5. Essay exams

6. Self -Assesment-

Say: Hints about Evaluation 

I. Minimize words such as test, exam, pass, fail etc. 
2. Provide advance warning of evaluation 
3. Evaluate only what has been taught. 
4. Va), evaluation techniques (as you vary teaching techniques). 
5. Always provide fee-d back to evaluation. 
6. You must be present to learn but learning does not come from merely being present. 



Participant topic selection 

Say: The remainder of the course consists of participant presentations. Some 
participants may appear anxious about prepareing and presenting a lesson. 

Remind them that: 

1.We are all here to learn. 
2. They have all the information they need (in the course together with their subject 
experise.) 
3. More learning occurs by doing than any other way. 

In order to optimize learning through participant presentations, you will want to avoid 2 
or more students presenting the same topic. 

have participants note their topic and name on a flip chart. Negotiate to remove an\ 
duplication. 
advise students that presentations will be done randomly, chosen by you (unless 
there are volunteers) 
review presentation out line with participants and answer questions. 



Notes: 

1. Presentations are 30-45 minutes long. This includes presentation, peer evaluation and 
feedback. Consequeritnly presentations should be no more than 10-15 minutes. 

2. 	Written evaluation and verbal feedback are both necessary and valuable (along with 
your own) to participants. 

3. Participants are free to choose any topic which can be presented adequately in 10-15 
minutes. Props, aids and audio-visual resources are welcome (you should ask if any 
ofie needs help with this.) 

4. Some presentations tend to exeed the time limit. A timer or alarm clock is useful here. 

5 Be prepared to come early to class the next day to help students prepare. 



Participant presentation instuctions: 

Using what you know about a topic and what you have learned in this course. prepare 
and present a lesson on a topic of your choice. 

Presentations should be 10-15 minutes maximum. You can use props, visual ads. other 
participants etc. to assist you. 

You must present a lessor, plan to the instructor before you begin. 

All 	participants are to present lessons. Selection will be random order unless there are 
volunteers. 

Your peers will provide a written evaluation of your presentetion and verbal feedback 
when you are done. This is constructive critique to help make you an effective 

presenter 

Good Luck! 



Participant Presentation Peer Evaluation Form
 
(To be completed immediately after student presentation)
 

Readiness to instruct
 

1.Did the presenter appear ready to instruct? yes ( )no ( ) 
2. Did the presenter have the materials, notes, aids ready? yes ( ) no ( ) 
3. Did the presenter make any aecomodations (move chairs etc) to help you learn? 

yes ( ) no () 

Comments? 

Delivery Style 

I. Did the teaching technique suit the topic? yes ( ) no ( ) 
2. Did the presenter use audio visual aids effectively? yes ( ) no ( ) 
3. Did the presenter speak clearly? yes ( ) no ( ) 
4. Did the presenter involve you in the lesson? yes ( ) no ( ) 

Comments? 

Effectiveness 
I. What one thing could the presenter do to impove? 

Comments? 



Reminder: Complete daily evaluation now!
 

End of day 3.
 



Day 4.
 
Note: you may require additional flip charts, paper and pens for participant 

presentations. You will require sufficient copies of the participant evaluation fonm for 
each presenter X no. of Students. 

k!A
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Daily lesson plan 
Topics to cover Instruction method(s) Suggested time table Notes 

Participant 
presentations observation 1/2-3/4 hour each 

Notes: 
1. Review presentation instructions once more. 
2. Remind presentors they must give you their lesson plan prior to starting 
3. Distribute and review participant evaluation forms. 
4. Schedule lunch and breaks as appropriate. 

Daily evaluation and wrap up 20 min 



Conduct participant evaluations as close to schedule as possible.
 

Try to limit your feed back to written input on the participant evaluation form.
 

Review teaching techniques (Day 2.) frequently to re-inforce proper techniques.
 

The more positive feedback from peers the better.
 

Reminder: Conduct daily evaluation at end of day.
 

End of day 4. 



DaJy 5.
 

This is the final day of the course. 
You will require sufficient copies of: 

Train the Trainer Course evaluation forms (to be completed by participants). 
2. Train the Trainer Course instuctor evaluation forms (to be completed by 

participants) 



Day 5.
 

Daily lession plan 

Topics to cover Instruction method(s) Suggested time table Notes 

Participant presen

tations continue observation 1/2-3/4 hour each 

course review review 60 minutes 

course and instruc
tor evaluations participation 30 min 

Close 



SHARE PARTICIPATION FOUNDATION 

EMPLOYEE OWNERSHIP TRAINING PROGRAM 

COURSE EVALUATION FORM 
(to be completed b%participants immediateli fcllo:,ing course) 

NAME OF COURSEk/OKSHOP 

INSTRUCTOR
 

I WHAT IS YOUR OVERALL EVALUATION OF THE COURSEAVORKSHOP? 

EXCELLENT () GOOD ( ) SATISFACTORY ( ) FAIR ) POOR U 

2.COMMUNI CATION S/PROMOTION: 

a)DID YOU HEAR ,ABOUT THIS COURSEAVORKSHOP BY: PAMPHLET () 
FRIENDS ( ) NOTICE AT WORK ( ) YOUR SUPERVISOR ( ) OTHER ( ) 

b)DID THE PAMPHLET PROPERLY DESCRIBE THE COURSE/AORKSHOP? 
YESt)NO() 

COURSE 'WORKSHOP 

a) WERE YOU PROVIDED WITH A COURSE OVERVIEW? 

b)WERE YOUR PERSONAL OBJECTIVES MET? 
YES( )NO (.) 
YES ( ) NO () 

c)\VAS THE CLASSROOM/FACILITY ADEQUATE'? YES ( ) NO () 

d)WAS THE COURSEAWVORKSHOP: 
oo long ( )just right ( ) too short 

4 PROGRAM DEVELOPMENT 

a) WHAT OTHER COURSES WOULD YOU LIKE TO TAKE? 
I) 
2) 
3) 

b)WHAT OTHER COURSES SHOULD BE DEVELOPPED? 
I) 
2)
.3) 

GENERAL COMMENTS 

THANK YOU
 



SHARE PARTICIPATION FOUNDATION
 

EMPLOYEE OWNERSHIP TRAINING PROGRAM
 

INSTRUCTOR EVALUATION FORM
 
(to be completed by participants immediately follomfing course)
 

NAME OF COURSE 

INSTRUCTOR 

I.INSTRUCTOR READINESS 

a)DID THE INSTRUCTOR APPEAR READY TO TEACH? YES ( ) NO () 

b)WERE THE TRAINING MATERIALS AVAILABLE FOR
 
YOU AT THE BEGINNING OF THE COURSE? YES ( ) NO ()
 

c)WAS THE CLASSROOM READY? YES ( ) NO ()
 

d)ANY COMMENTS?
 

2 DELIVERY STYLE 

a DID THE INSTRUCTOR INVOLVE YOU IN THE COURSE? 
YESt INO() 

b) DID THE INSTRUCTOR DEVELOP AN ENJOYABLE LEARNING 
ENVIRONMENT! YES () NO( 

c) WAS THE PACE OF THE COURSE: fast ( ) adequatc ( ) slo%% 

d) ANY COMMENTS? 

3. EFFECTIVENESS 

a) DID THE INSTRUCTOR HOLD YOUR ATTENTION FOR THE ENTIRE COURSE'? 
YES()NO( 

b) DID THE INSTRUCTOR KNOW THE SUBJECT MATTER THOROUGHLY? 

YES ( )NO( 

c] DO YOU FEEL YOU HAVE LEARNED? A LITTLE ( ) SOME ( ) A LITTLE 

d) ANY COMMENTS? 

THANK YOU! 



SHARE PARTICIPATION FOUNDATION 

EMPLOYEE OWNERSHIP TRAINING PROGRAM 

COURSE EVALUATION FORM
 
(to be completed by instructor immediately folloing course)
 

NOTE: THIS EVALUATION FOR IS FOR YOUR USE ONLY. NO ONE ELSE NEEDS TO SEE IT. IT IS 
DESIGNED FOR YOU TO MEASURE YOUR EFFECTiVENESS AS A WORKPLACE INSTRUCTOR AND 
TO MAKE IMPROVEMENTS WHERE NEEDED. KEEP THIS SELF-EVALUATION FORM ON FILE 
ALONG WITH OTH.ERS YOU COMPLETE AND REVIEW THEM PERIODICALLY TO OBSERVE 
COMMOM ELEMENTS AND TRENDS WHICH WILL DEVELOP IN YOUR TEACHING STYLE. 

COURSE NAME: 

YOUR NAME: 

I CONTENT 

a) DID THE CONTENT MATCH THE LEVEL OF THE STUDENTS? 
TOO DIFFICULT ( ) ABOUT RIGHT ( ) TOO EASY 

b) DID THE AMOUNT OF MATERIAL COVERED SUIT THE LEVEL OF THE STUDENTS? 
TOO MUCH ( ) ABOUT RIGHT ( ) TOO LITTLE () 

c) DID THE EXCERSISES ATTRACT THE STUDENTS PARTICIPATION?
 
A LOT( ) SOME( )FEW()
 

d)ANY COMMENTS'?
 

2YOUR DELIVERY STYLE 

a) DID THE STUDENTS RESPOND TO YOUR DELIVERY STYLE?
 
A LOT ( ) SOMEWHAT () HARDLY ()
 

b) DiD THE STUDENTS SEEM TO ENJOY THE COURSE?
 
A LOT( ) SOMEWHAT() A LITTLE(
 

c) WERE YOU ABLE TO STAY ON TIME THROUGHOUT THE COURSE?
 
YES( ) MOST OF TI4 TIME( ) NO()
 

d) WHAT WOULD YOU CHANGE FOR THE NEXT COURSE? 

YOUR PACE () THE TYPE OF QUESTIONS () 
SEATING ARRANGEMENT( ) SCHEDULE 
LENGTH OF COURSE () START TIME () 
LOCATION ( ) LENGTH OF BREAKS () 
AMOUNT OF STUDENT PARTICIPATION () 

c) ANY COMMENTS? 



3. READINESS 

a) DID YOU COMPLETE THE INSTRUCTOR READINESS CHECKLIST IN 

ADVANCE OF THE COURSE - YES( ) NOI) 

b) DID YOU HAVE SUFFICIENT INFORMATION ABOUT THE PARTICIPANTS PRIOR TO THE 
COURSE? YES( ) NO() 

c) WHAT ONE THING WILL YOU DO TO MAKE THIS COURSE BETTER? 

d) WHAT ONE THING WILL YOU DO TO MAKE YOU A BETTER INSTRUCTOR? 

Notes: 
We hope you have enjoyed the train the trainer course from the Share Participation 

Foundation. This course is part of the employee ownership training program which 
the foundation offers to employees of ESOP Companies. 

As a work place trainer you will face man , challenges and obstacles to delivering high 
quality, effective training for workers. There is no subsitution for being prepared. A 
well prepared instructor enjoys the teaching experiance because s/he knows adults 
learn better fiom a well-organized teacher. 

We encourage you to add resources to the instructor and participant manuals and to 
develop your own style of teaching. If you continue to learn about learning. your 
lessons will be rich and and rewarding. 

We also encourage you to mentor and network with other workplace instructors to share 

your knowledge and experiance. 

Happy teaching! 



articipant Learning 
Aids 



PRINCIPLES OF LEARNING 

1. PRINCIPLE OF READINESS 

We learn best when we are ready to learn. You cannot teach someone 
something for which he or she does not have the necessary background 
of knowledge, maturity, or experience. When people are ready and ha\e 
sound reasons for learning, they profit from teaching and make progress 
in learning. 

2. PRINCIPLE OF ASSOCIATION 

It is easier to learn something new if it is built upon something "e 
already know. In training or teaching, it is best to proceed from the 
known to the new. to start with simple steps (based on what the learner 
already understands or can do) and gradually build up to the new and 
more difficult tasks or ideas. Make full use of comparison and contrast. 
of relationships and association of ideas. 

3. PRINCIPLE OF INVOLVEMENT 

For significant learning to occur, learners must be actively involved in 
the learning process. The more senses involved (hearing, seeing. tasting. 
smelling, feeling), the more effective the learning. The more fully the 
learners participate iMthe learning process, the more effectively they 
learn. 

4. PRINCIPLE OF REPETITION 

Repetition aids learning. retention, and recall. Conversely. long disuse 
tends to cause learned responses to weaken and be forgotten. 
Application and practice are essential. Accuracy should be stressed 
before speed, to avoid learning a wrong habit that must later be
"unlearned." 

5. PRINCIPLE OF REINFORCEMENT 

The more a response leads to satisfaction, the more likely it is to be 
learned and repeated. For best results in a teaching/learning situation. 
accentuate the positive (praise, reward, recognition, success). Also. 
breaking complex tasks down into simple steps allows the successful 
learning of one step to help motivate learning the next one. When 
learning is pleasant and beneficial, people more readily retain what they 
have learned, and are more likely to want to learn more. Successful 
learning stimulates more learning. 



SELF-ASSESSMENT 

GENERAL PRINCIPLES OF LEARNING 

T F 

1.Human beings have a natural potential for learning. 

2. We learn most rapidly those things which satisfy our needs,_
 
as we perceive them.
 

3. We tend to learn best by doing. 

4. Learing tends to be maximized when the learner 
participates in the learning process. 

5. We learn new things more easily by associating them 
with the old. 

6. The goals of learning must be clear. 

7. Effective learning is more likely when feedback is 

direct and frequent. 

8. Error is part of the learning process. 

9. The most useful learning in the modern world is the 
learning process of learning. 

10. Learning is life, not preparation for life. 

The following space has been provided for you to express your feelings as you 
step through this exercise. 



CHARACTERISTICS OF THE ADULT LEARNER
 

Learning Characteristics of ADULTS 

Uneasiness and possible anxiety 
resulting from long absence from the 
classroom, 

Resistance to change due to "set' 
ways of doing things. 

Unfamiliarity and possible frustration 
with trappings of education 
enrollment, registration grading. 
record keeping. 

Preoccupation with outside 
responsibilities - earning a living, 
caring for a family, running a home, 
etc. 

Approach learning with a strong 
sense of responsibility and come to 
class voluntarity. 

Bring a broad background of 
experience to the classroom, 

Adapting Content and Techniques to 
Meet Their Needs 
Create an easy, informal, friendly 
atmosphere. Ask what they feel they 
will contribute to class in terms of the 
content or concepts to be covered. 
Provide for the group to analyze 
situations which can lead to inner 
motivation for change rather than 
outside pressure or "telling". Ask for 
"I do it this way" contributions. 
De-emphasize these aspects in the 
classroom when possible. Streamline 
roll taking, record keeping. and other 
routine tasks unrelated to learning. 
Avoid Words "homework" or 
"assignment". Use "bring examples 
for discussion". "be aware of', etc. 
Relate content to real life problems. 
Use real-life situations and 
experiencese in problem-solving. 
Include content designed to make life 
a little bit easier and more satisfying 
for students. Ask participants to 
choose subjects they need and can 
use now if possible. 
Keep interest alive by making classes 
challenging and stimulating. Give 
students an opportunity to evaluate 
and make suggestions during the 
course, but be willing to accept 
negative evaluations and implement 
change.
 

Use personal experiences of students 
in planning and teaching. Create an 
opportunity for students to learn fiom 
each other. 



Need to feel that time is well spent 
and that material is relevant and 
practical. 

May want social satisfaction and 
interaction through informal class 
organization. 

Adapted from: 

Keep content and approach down-to
earth, practical rather then 
theoretical. Organize and prepare 
material in advance so class time is 
not wasted. Bring in experts to 
present certain material and 
viewpoints._ 

Create a relaxed atmosphere. Give 
students time to socialize, get 
acquainted, enjoy each other. 

Consumer Education in An Age of Adaptation,
 
by Sally R. Campbell. Sears Educator Resource Series.
 



30. THINGS WE KNOW FOR SURE ABOUT ADULT
 
LEARNING
 

A variety of sources provides us with a body of fairly reliable knowledge about 
adult learning. This knowledge might be divided into three basic divisions: 
things we know about adult learners and their motivation, things we know 
about designing curriculum for adults, things we know about working with 
adults in the classroom. 

Motivation to Learn 

1.Adults seek out learning experiences in order to cope with specific 
life-change events - e.g., marriage, divorce, a new job, a promotion. 
being fired, retiring, losing a loved one, moving to a new city. 

2. The more life change events an adult encounters, the more likely he or 
she is to seek out learning opportunities. Just as stress increases as life
change events accumulate, the motivation to cope with change through 
engagement in a learning experience Increases. 

3. The learning experiences adults seek out on their own are directly 
related - at least in their perception - to the life-change events that 
triggered the seeking. 

4. Adults are generally willing to engage in learning experiences before. 
after, or even during the actual life-change event. Once convinced that 
the change is a cerlainty, adults will engage in any learning that 
promises to help them cope with the transition. 

5. Adults who are motivated to seek out a learning experience do so 
primarily because they have a use for the knowledge or skill being 
sought. Learning is a means to an end, not an end in itself. 

6. Increasing or maintaining one's sense of self-esteem and pleasure are 
strong secondary motivators for engaging in learning experiences. 

Curriculum Design 

7. Adult learners tend to be less interested in, and enthralled by. survey 
courses. They tend to prefer single-concept, single-theory courses that 
focus heavily on the application of the concept to relevant problems. 
This tendency increases with age. 



8. Adults need to be able to integrate new ideas with what the), already 
know if they are going to keep - and use - the new information. 

9. Information that conflicts sharply with what is already held to be true. 
ana thus forces a re-evaluation of the old material, is integrated more 
slowly. 

10. Information that has little "conceptual overlap" with what is already 
known is acquired slowly. 

11. Fast-paced, complex or unusual learning tasks interfere with the 
learning of the concepts or data they are intended to teach or illustrate. 

12. Adults tend to compensate for being slower in some psychomotor
learning tasks by being more accurate and making fewer trial-and-enror 
ventures. 

13. Adults tend to take errors personally and are more likely to let them 
affect self-esteem. Therefore, they tend to apply tried-and-true solutions 
and take fewer risks. 

14. The cuniculum designer must know whether the concepts or ideas 
will be in concert or conflict with the learner. Some instruction must be 
designed to effect a change in belief and value systems. 

15. Programs need to be designed to accept viewpoints from people in 
different life stages and with different value "sets". 

16. A concept needs to be "anchored" or explained from more than one
 
value set and appeal to more than one developmental life stage.
 

17. Adults prefer self-directed and self-designed learning projects over 
group-learning experiences led by a professional, they select more than 
one medium for learning, and they desire to control pace and start stop 
time. 

18. Nonhuman media such as books, programmed instruction and 
television have become popular with adults in recent years. 

19. Regardless of media. straightforward how-to is the preferred content 
orientation. Adults cite a need for application and how-to information as 
the primary motivation for beginning a learning project. 



20. Self-direction does not mean isolation. Studies of self-directed 
learning indicate that self directed projects involve an average of 10 
other people as resources, guides, encouragers and the like. But even for 
the self-professed, self-directed learner, lectures and short seminars get 
positive ratings, especially when these events give the learner face-to
face. one-to-one access to an expert. 

In the Classroom 

21. The learning environment must be physically and psychologically 
comfortable; long lectures, periods of interminable sitting and the 
absence of practice opportunities rate high on the irritation scale. 

22. Adults have something real to lose in a classroom situation.Self
esteem and ego are on the line when they are asked io risk trying a new 
behavior in front of peers and cohorts. Bad experiences in traditional 
education, feelings about, authority and the preoccupation with events 
outside the classroom affect in-class experience. 

23. Adults have expectations, and it is critical to take time early on to 
clarify and articulate all expectations before getting into content. The 
instructor car, assume responsibility only for his or her own 
expectations, not for those of students. 

24. Adults bring a great deal of life experience into the classroom, an 
invaluable asset to be acknowledged, tapped and used. Adults can learn 
well-and-much-from dialogue with respected peers. 

25. Instructors who have a tendency to hold forth rather than facilitate 
can hold that tendency in check - or compensate for it - by concentrating 
on the use of open-ended questions to draw out relcvant student 
knowledge and experience. 

26. New knowledge has to be integrated with previous knowledge. 
students must actively participate in the learning experience. The learner 
is dependent on the instructor for confirming feedback on skill practice: 
the instructor is dependent on the learner for feedback about curriculum 
and in-class performance. 

27. They key to the instruction role is control. The instruction must 
balance the presentation of new material, debate and discussion, sharing 
of relevant student experiences, and the clock. Ironically, it seems that 
instructors are best able to establish control when they risk giving it Up. 
When they shelve egos and stifle the tendency to be threatened by 
challenge to plans and methods. they gain the kind of facilitative control 
needed to effect adult learning. 



28. The instructor has to protect minority opinion, keep disagreements 
civil and unheated, make connections between various opinions and 
ideas, and keep reminding the group of the variety of potential solutions 
to the problem. The instructor is less advocate than orchestrator. 

29. Integration of new knowledge and skill requires transition time and 
focused effort on application. 

30. Learning and teaching theories function better as resources than as a 
Rosetta stone. A skill-training task can draw much from the behavioral 
approach. for example, while personal growth-centered subjects seem to 
draw gainfurry from humanistic concepts. An eclectic, rather than a 
single theory-based approach to developing strategies and procedures. is 
recommended for matching instruction to learning tasks. 

The next five years will eclipse the last fifty in terms of hard data 
production on adult learning. For the present, we must recognize that 
adults want their learning to be problem-oriented, personalized and 
accepting of their need for self-direction arid personal responsibility. 

From "30 Things We Know For Sure About Adult Learning". by Ron and 
Susan Zemke. Abstracted with permission from Training, The Magazine of 
Human Resources Development. June 1981. 



BARRIERS TO LEARNING 
(Typical Baniers) 

I. SELF
 
-lack of time
 
-inability to concentrate
 
-lack of motivation
 
-pre-occipied with other concerns (personal problems)
 
-personal biases about what is right and what is wrong
 
-fatigue, too tired !!!
 
-negative attitude about one's ability to learn
 
-slow reader, poor writer
 
-inferiority complex eg. I'm not good enough, I don't want to look
 
stupid 

-poor listening skiils 
-perfectionist - I must be perfect I can't make any mistakes! 
-lack of specific learning goals - goals may be"fuzzy" or unclear 

2. TOPIC OR CONTENT 
-unable to get iny questions answered 
-one participant monopized course time 
-not getting enough feedback on assignments 
-disorganized material or content 
-being talked down to or feeling put down by instructor 
-not knowing why some material is being taught 
-not getting enough time to explore what I want to learn 
-not enough written material or "poor" written material 
-instructor's attitude is negative eg. learners are lazy. stupid. etc. 
-physical climate eg. classroom is too hot, noisy, small, etc. 



A. PSYCHOLOGICAL BARRIERS TO LEARNING - (internal) 

1. Feeling Self Conscious 

2. Fear of Being Ridiculed 

3. Feeling Stupid (feel as though can't learn) 

4. Guilt or Fear (eg. if one has been out of school for a long time) 

5. Fear of Failure 

6. Fear of Success 

7. Changing one's self image, values, behaviour 

B. PSYCHOLOGICAL BARRIERS - (relationships with others) 

I. Changing Family Roles 

2. Child Care Services 

3. Fear of Being Selfish 

4. Changing Friendship Patterns 

5. Student/Teacher Relationships 

6. Changing Work Roles 



TYPICAL THINGS THAT HELP LEARNING 

LEARNING WITH INSTRUCTOR PRESENT 

A. 	 PEOPLE 
-enthusiastic instructors; their enthusiasm is transferred to the learner 
-interest of others in my needs; me as a person 
-desire to help me learn, grow 
-having a link to the instructor 
-taking away from the course written information that will help me 

"on the job" 
-direct involvement in whatever is being instructed 
-feeling comfr'oiable with instructor and fellow learners 
-able. willing to discuss topics with others. 

B. 	 ENVIRONMENT 
-friend), atmosphere in classroom 
-change to discuss issues in-depth for greater understanding 
-freedom to express ideas, thoughts 
-clear instructions 
-quiet, peaceful environment 

C. 	 AIDS IN LEARNING 
-taking notes, visual aids, movies 
-handouts on topic 
-depth of material, hearing it 
-short concise outlines, summaries 
-pre-work befbre session 
-some repetition 
-need (personal) to know something or learn a skill 
-in researching a topic I learn as much while looking as I do 
when I find it and read it. 
-highlighting book material 
-knowing what the final outcome or goal is. 
-job focused - learning practical aspects first; theory later. 



Characteristics of Effective Teacher 

1. Explains things simply. 
2. Gives explanations everyone understands. 
3. Paces teaching - not too fast, not too slow. 
4. Stays on topic until we understand. 
5. Checks to make sure we understand, before moving ahead. 
6. Teaches things step by step. 
7. Tells us what we are going to do and how to do it. 
8. Asks if we know what to do and how to do it. 
9. Repeats things, using different words or examples, if we don't understand. 

10. Explains something and gives examples. 
11.
Stops and lets us ask questions. 

12. Tells us what we are going to do next. 
13. Gives specific details. 
14. Repeats things that are hard to understand or important to know. 
15. Shows us how to do the work. 
16. Explains the assignments and materials we need. 
17. Gives samples or examples of correct work. 
18. Gives us enough time to practice. 
19. Answers our questions. 
20. Has a good sense of humour. 



ANDRAGOGY -

THE STUDY OF HOW ADULTS LEARN 

Andragogil learning designs involve a number of features which recognize the 
maturity of the learner. 

1.They are problem centered rather than content centered. 
2. They encourage the active participation of the learner. 
3. They encourage the learner to use past experiences in order to solve new 

problems. 
4. The climate of learning must be co-operative rather than authority oriented. 



MASLOW'S HIERARCHY OF NEED
 

PHYSICAL NEEDS -Food, Clothing, Accomodation, Adequate 
Pay, Vacation, Benefits. 

SAFETY & SECURITY NEEDS -Freedom From Workplace Hazards. 
Disability and Retirement Benefits, Fair 
Treatment, Proper Supervision. 

SOCIAL NEEDS -Belonging, Love. 

ESTEEM -Recognition, Sense of Growth and 
Achievement. 

SELF-FULFILLMENT -When You become All That You are 
Capable of Becoming. 



ESTABLISHING TRAINING PRIORITIES
 

Another step in identifying training needs is to establish priorities. The training 
needs identified can be ranked according to these criteria: 

What are the consequences if done incorrectly? These may range from 
minor to catastrophic arid the tasks wixh more serious potential should 
receive a higher priority. 

How difficult is it to learn? The greater the difficulty, the greater the 

need for training. 

How often is it done? Tasks done more frequently would rank higher 

than those seldom done. 

How critical is the response time? Tasks which must be performed 
immediately when the need arises (i.e., use of a respirator) take 
precedence over those for which a person will have the time to ask 
someone for instructions. 

What is the history of deficient performance? Those jobs with a history 
of "problems" may indicate a high priority for training in how to do 
them. 



Sample Learning Activity Plan 

Name /Topic: Job Search Strategies 

Time: 60 minutes 

Objectives/Learning Outcomes
 
At the completion of the class the participants will:
 

1. explain networking as a job search strategy. 
2. indentify four individuals as primary contacts for job search network. 
3. demonstrate a meeting with a primary contact, through role play. 

Teaching Strategies: lecturette, video, role play 

Resource Materials 
student handouts 
Networking Interview video tape 

Equipment 
Flip Chart, coloured markers, masking tape. 
VCR. Television 

Notes Activity 
20 minutes 
QTC How did you find you last job? 

In your experience, what techniques worked best? 
How jobs are found: 

types of openings - advertised and unadvertised 
FC Unadvertised Advertised 

- Network of personal contacts - Search firms & employment 
agencies 

- Companies you target - Newspaper advertisements 

record percentages 

Networking 
QTC How many of you have used a network before? 

Ex. - finding a doctor, buying a car, etc. 
Networking - most effective strategy 

FC 	 Draw network diagram 

QTC 	 Ask participants to fill in chart, listing four primary contacts for 
them. 



QTC What's 	the purpose of a networking meeting? 

AR 	 to find more about company
 
increase contacts, get referrals
 
pratice communication skills
 
to get remembered.
 

l.ecturette 

Preparing for the contact 
preparing purpose and story 
keep it short and upbeat 
write out a draft and practice until you are comfortable 

Role play Ask for volunteer to be a contact for you 
Role play a telephone call 

Introduce self 
emphasis on information to help job search 
stress not asking for a job rather looking for information 
ask for an appointment 

Ask for two volunteers from class for a face-to-face interview 

review procedure with them before demonstration 

Ask participants to discuss how they felt about the exercise 

OTC Ask others in class for comments. 

Evaluation Review key points 

Ask questions to class - mini quiz 



PARTICIPATION
 

PATTERNS
 



PARTICIPATION PATTERNS 

Everyone can look at everyone else while speaking and listening. The X is your spot 
and behind you is a flip chart or chalkboard. Most of the comments will probably flo%% 
towards you at the "head of the table". Watch who sits at the other end of the table. 
because the person(s) there may have a similar power position. This an'angement 
makes it awkward to use the overhead projector. 



The closest thing to a round table using rectangular tables. The more distance between 
tables the more formal the interactions tend to be at the beginning. Here. almost 
everyone is in view but it is probably impractical for more than 25 people. 

"Ik4 r1



No designated head table for the instructor. This is useful if all the material is in fiont 
of the learners (no chalkboard or overhead projections) and an all-group discussion is 
pai of the learning strategy. 

I'y. 



Lecture setting for large groups. Ideally each person has a little desk top to write on 
(lap-held clipboards become cumbersome). The slightly semi-circular arrangement 
gives more hamiony to the large mass of people all facing in your direction. If the seats 
are movable, leave a centre aisle for better access, and knee space between rows. If 
there are more chairs than people, ervcourage people to fill the room stalling at the 
front. 

Chairs arranged in this manner provide little sub-groups that you can utilize for 
buzzing, small group tasks, and generally to eliminate that isolated feeling. 



X marks the spot where you either sit or stand to give your demonstration. If imitation 
or practice by the students follows, this arrangement allows you to move in and out of 
their work areas, give individual attention and keep an eye on all. 



In certain shop or laboratory settings the instructor is provided with either an overhead 
mirror or a video camera. This allows the students who cannot view the demonstration 
directly at least to see it "second-hand". 



Circular an'angements are preferable in attitudinal learning situations. X is your spot 
and indicates that all contributions will be given equal value. The traditional "up fiont" 
power position would not encourage personal statements and learning. 

(t( 



Several task or discussion groups work simultaneously and the instructor floats. 
Naturally, your students, will be different every time a course starts. The strategies thet 
follow are very flexible and must be adapted to suit your situation. You may use them 
any way you see fit. Feel free to argue with the descriptions mid comments, change 
them. enjoy them. and build on them. 



This one is called group-on-group of "fishbowl". The inner group is working on some 
problem-solving talk or discussing an issue or concern. The outer group is instructed to 
watch for certain behaviours in the inner group, and will later act as consultant and 
process-evaluator to it. To avoid one-upmanship, groups should be switched around. 
The instructor floats to give instvi:ctions, observe and keep time. 





EFFECTIVE PROGRAM
 
PLANNING CYCLE
 



HOWV DO PEOPLE LEARN 

SENSORY STIMULATION 

Sight - 75 % 

Hearing - 13 % 

Touch. Smell. Taste - 12 % 

AFTER 72 HOURS 

I. People retain about 10 % of what they have heard. 
2 	People retain about 30 % of what they have seen. 
. People retain about 70 %of what they have heard and seen. 

4. People retain about 90 % of what they have heard, seen and participated hands-on. 
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THE FLIP CHART STANDING EASEL 

This is one of the most common and simplest visual aids employed toda. 
Combining both ease of use and trouble-free operation, the flip chart has become one 
of the most frequently used aids to presenters around the world. 

Advantages 

Very portable (paper can be separated from the easel or carried with the folded 
stand). 

Highly flexible in both ease of operation and where "last minute" changes are 
required. 

With use of"tabbing" (coding each page with a strip of masking tape to identify 
a page heading) the presenter is not restricted to page sequencing. but has the 
ability of random access when required. 

Can be quite effective visually when used in close distances to the audience 
(generally. this effect is lost when audiences are more than twenty to thirty feet 
away fi'om the flip chart). 

Disadvantages 

Generally. all flip charts should be prepared in advance. 

A definite "stand alone" aid (as compared to combining both visual and auditor\ 
effects in a sound/slide presentation).
 

Audience must be relatively close to the flip chart for maximum effect.
 



5 

HINTS ON FLIP ('HART PRODUCTION 

1. 	 Before you begin ,ork on your charns, analyze the content of your session and 
prepare an outline 

2. 	 Break your scssion into steps and for cach step select the key points which you 
wish to have visualized by words or drawings. 

3. 	 If you decide to use some sketches - and they add greatly to the visual impact 
draft your drawings ahead and choose the simplest and most suitable. 

4. 	 Eliminate unnecessar, infbrmnation and avoid clumtir. Use an extra sheet if 

necessary. 

Use colour for erTphaSi. 

6. 	 When diag(ramns and statistics are involved - translate into images whenever 
possible. 

Ruler. set square and compass are good tools and broad-tipped felt pens are 
preferable to pencils or regular pens. 



THE BLA CKBOARD 

Like the flip chart, the blackboard is one of the simplest visual aids in use. 
although not being used as much as in years past. 

Atvantage.s
 

Quite easy' to use. 

C Since the area surface of a blackboard is generally larger than a flip chart. it can 

be seen fiom a greater distance. 

Trouble-free operation. 

I)rxadi'autage 

More cumbersome to work with than a flip chart.
 

Usinu chalk can be messy.
 

Generallv restricted to using one colour.
 

Board must be washed after each use.
 

-



SOME CHALKBOARD TECHNIQUES 

1. 	 Use firm. bold and clear lines. 

2. 	 Letters and figures must be large enough to be seen. 

3. 	 Drawings should be large and space should be left around them. 

4. 	 The board should not become cluttered with material which competes for 
attention. 

5. 	 Erase unwanted material. 

6. 	 Prepare an outline in advance of the things you plan to put on the chalkboard. 

7. 	 If you have to do complicated drawings, do them before the class stalls. 

8. 	 Arrange the room so that the board can be seen easily. 



OVERHEAD PROJECTOR 

The overhead projector is, perhaps one of the most common types of hardwrare 
in use today. due to its wide availability and simplicity of opration It is used mainly 
with two types of transparencies: 

1. 	 The prepared verion, which is either completed in advance by the 
presenter, or prepared commercially through an outside source. 

2. 	 The "Do-It-Yourself" type which is accomplished through writing on 
single blank acetate sheets (either before or during the actual 
presentation) or drawing on a supplied acetate roll attached to the 
projector. 

Advantages 

0 Usually very reliable to operate - even over extended periods of time. 

C In most cases. easy to transport from onL location to another. 

o 	 Widely availabie as a rental through audiovisual dealeis. 

s 	 to operate.o 	 Very .;nple 

Usually. room lights can be quickly prepared for projector use. 

I)isah'aniageS 

0 	 Some projectors can be bulk,, to carry. 

o 	 Overhead projector transparencies can be difficult to store (due to their r 

elatively large size as compared to 35 mm slides). 

Care always must be taken not te overheat projector; othe.,wise damage 

to the motor or transparencies can easily occur. 

0 



VIDEO TAPE
 

Video taping (while being popular for quite some time) has become 
increasingly favoured through the accompanying rise of the video cassette recorder 
used in the home today. Widely available in a range of formats and cassette size. the 
medium has become a valuable resource in business presentations. 

Advaniages 

Video tape is easily transportable from one location to the next and can be 
quickly sent to various worldwide areas for immediate viewir-g (e.g.. a business 
presentation filmed at the home office) 

Very flexible meclum (combining visual and auditory experience). 

Tapes can easily be erased. as required. 

Can be mailed from orke location to another with a minimum of difficulty. 

Video can be created "iM.house". 

Generally. during audience viewing, room does not have to be entirely dark. 

Relatively easy to train an operator to run the equipment. 

I )i.5'thaantage.k 

C Outside video productioos can bec.ome expensive in relation to "do-it-yourself' 

filming. 

C Requires hardware support equipment (camera, monitor and cassette deck). 

C Video tapes can quickly become outdated. 

C Proper video taping usually requires advanced preparation (such as amount of 

light required during filming dnd/or effective recording sound levels). 

C Like 16 mm film, video tape can easily deteriorate if not properly stored. 
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Share Participation Foundation Employee Ownership Training Program 

Train the Trainer Course 

Goal: 	 This course is designed to provide the participants with an overview of the 
theory of adult education and practice in the application of the theory. 
Participants will examine the needs of adult learners and develop curriculum to 
meet the learner needs. A variety of teaching techniques will be demonstrated 
and practiced in the course. Measure,, at and evaluation of student 
performance and teaching effectiveness are included. 

Otjectives: 

At the 	completion of the course the participants will: 

1. 	 Conduct a needs assessment with a group of learners. 

2. 	 Develop a curriculum outline for a topic of their own choice. 

3. 	 Complete a Learning Activity Plan for that topic. 

4. 	 Demonstrate effective teaching delivery methods. 

5. Assess and evaluate their own teaching delivery and those of others in 
the class. 

Time: 	30 hours 



Evaluation:
 
Completion of self and peer evaluation of teaching techniques demonstrated
 
during course.
 

Schedule: 

Day I 

Introduction 
Adult Educator Role
 
Adult Learner Assessment
 

Day 2 

Curriculum 
Goals, objectives, domains of learning 
Teaching Strategies 

Day 3 

Measurement and Evaluation 

Day 4 

Student presentations 
3/4 hour each 

Each student in group completes peer evaluation form 

Day 5. 

Studep! presentations continue
 
Wrap up - question and answers
 

Course evaluation
 

Teaching Methodology: 

Various instructional strategies are employed in this course. The training 
consists of a blend of instructor-led, self-awareness development exercises. 
hands-on exercises applying to the workplace, etc. Particular emphasis will be 
placed on teaching participants the importance of establishing clear and 
measurable standards and conditions in performance and learning objectives. 

Recommended 

Class size: 12 maximum 



Program Lesson Plans 

Day I 
Introduction 
Adult Learners - learning styles 
Adult Learner assessmenet 
Role of Adult Educators 
The art of asking questions 

Day 2 
Curriculum Development 

Needs analysis, topic analysis, learning goals, objectives, sequencing 
topics, resource materials, learning activity plans, teaching. 

Teaching Strategies 
lecture, group discussions, U-monsrations. field trips, learning circles. 
role plays, brainstorming, guest speakers. 

Use of Audio Visual resources 
Overhead projectors, video tapes, flip charts and blackboards, slide 
projectors. 

Day 3 
Types of Evaluation 

Outcome, process and structure 
Outcome - student feedback, designing quizzes and tests, demonstrations. 

questions to class, journal recording.
 
Process - designing questionnaires, getting feedback
 
Structure - designing questionnaires, making observations
 

Day 4 
Student presentations - teaching topic of their own choice, using one or more 
teaching techniques: = 3.4 hour. 
each student in group completes peer evaluation form for others in class: 

Day 5 
Student presentations continue 

Course review 

Course evaluations 



Day 1. 



Day one daily lesson plan 

Topics to cover Instruction 
Method(s) 

Introduction Ice breaker 

Course overview and daily lesson Lecture 
plan review 

Participant readiness checklist Checklist 

Participant expectations Facilitation 

Understanding adult learning Q/A 

Adult learning styles assessment Facilitation 

- Break -

Adult learner assesment Q/A 

- Lunch -

Role of adult educators Q/A 

The art of asking questions Discussion 

Daily evaluation Review participant 
expectation 

exercise 

Suggested Notes 
timetable 

20 min 

10 min 

10 min 

20 min 

20 min 

60 min 

20 min 

60 min 

30 min 

60 min 

30 min 

20 min 



ICE BREAKER EXERCISE - INSTRUCTIONS
 

PARTICIPANTS NEED TO BE COMFORTABLE IN A LEARNING ENVIRONMENT IF 
THEY ARE GOING TO LEARN. EVEN IF THEY KNOW EACH OTHER AT WORK. 
ADULTS HAVE SOMETHING REAL TO LOSE IN A CLASS ROOM SITUATION. 
SELF-ESTEEM AND EGO ARE ON THE LINE WHEN THEY ARE ASKED TO RISK 
TRYING A NEW BEHAVIOR IN FRONT OF CO-WORKERS. 

THE ICE BREAKER INVOLVES ACTUALLY HAVING TO FIND OUT SOMETHING 
ABOUT EACH OTHER. IT ENCOURAGES PARTICIPATION AND LESSENS THE 

FORMALITY 

THE ICE BREAKER SHOULD TAKE NO MORE THAN 10 MINUTES TO COMPLETE 
PARTICIPANTS ARE FREE TO WALK AROUND TO COLLECT NAMES. DISCUSSION 

IS OPTIONAL. 



I-1FIND SOMEONE WO::
 

NAME 

1. Has a pet bird. 

2. Speaks a second language. 

3. Has three children.
 

4 Was born under your astrological sign.
 

5. Has more than one middle name.
 

6 Likes to cook.
 

RULES 

a) You can use each person's name only once! 
b) You may be asked to prove that you have found people with these characteristics 
c) Time to complete - 10 minutes 



TRAINEE READINESS CHECKLIST 

STUDENT TO REVIEW BEFORE STARTING EVERYD4 Y 

YES NO 

ARE YOU: 

1. OPEN TO NEW IDEAS? 0 0 

2. WILLING TO LISTEN? 0 0 

3. POSITIVE ATTITUDE? 0 0 

4. NOT TOO TIRED? 0 0 

5. WiLLING TO PARTICIPATE? 0 0 

6. OPTIMISTIC ABOUT OUTCOMES? 0 0 

7. KNOW SOMEONE IN THE GROUP 0 0 

8. HAVE MATERIALS NEEDED? 0 0 

9. CAN HEAR INSTRUCTOR? 0 0 

10. CAN SEE (FLIPCHART/CHALKBOARD/T.V.)? 0 0 

IH. FAMILIAR WITH SURROUNDINGS? 0 0 

12. HAPPY TO BE HERE TODAY? 0 0 



How do you like to learn? 

Understanding adult learning 

The Old View of Learning? The New View of Learning 

Learning aids in student manual: 
1. Principles of learning 
2. Characteristics of adult learners 
3. General principles of learning - self- assessment 
4. 30 things we know for sure about adult learning. 



Understanding learning learning styles 

Although you may not be aware of it, you have your own style of learning. 
which is as distinct a part of you as your handwriting. Our academic successes 
are often influenced by how well our learning styles match the specific demands 
of different disciplines or teachers. 

To help students make the most of their own skills there is a Learning Style 
Inventory (LSI). 

We are going to complete our own learning style inventory. The purpose is to 
make you aware of the need to know the kind of learners you are teaching so 
you can adjust your teaching style to be more effective. 



Learning-Style Inventory 

I When I learn: I like to deal with 
my feelings, 

2. I learn best when: - 1trust myv 
hunches and 
feelings. 

3 When I am learning- I have strong 
feelings and 
reactions. 

4 1 tearn by: 	 feeling 

" When I learn: 	 I am open to nc" 
experiences. 

6 \*hen I am learning: I am an intuitive 
person. 

7 I learn best from: __pcrsonal 
relationships 

X \\hen I learn- I1feel personally 
involved in 
things. 

. I learn best \hen: !rely on m\ 

feelings 


1W. When I am learning: I a an accepting 

person. 


II. When I learn: 	 I get involved. 

12. 	 I learn best w\hen: I am receptive 
and open-
minded. 

TOTAL the scores 
from each column: 
and transfer to next ' Column I 
page. 

I like to waztch 
and listen. 

Ilisten and 
watch 
carefulIy. 

I am quiet and 
resered. 


watching, 

I look at all 
sides of issues. 

I am an 
obser'ing 
person. 

observation, 

I take my time 
before acting. 

I rely on my 
observations 

I am a reserved 

person. 

I like to 
obsene. 

I am careful. 

Column 2 

I like to think about _I like to be 
ideas. doing things 

-l rely on logical I"%ork hard 
thinking, to get things 

done. 

_I tend to reason things _I am 
out. responsible 

about ihines 

thinking. doing. 

_1 like to analyze I likc to tr\ 
things. break them thin,-s out. 
down into their parts. 

I am a logical person. I am an active 
person. 

rational theories. -a chance to 
tr' out and 
praclice 

I like ideas and I like to see 
theories, results from 

mN \\ork 

1rely on my ideas. --- I can tr\ 
things out for 
m\ sclf 

I am a rational I am a 

person. responsible 
person 

I evaluate things. I like to be 
acti' c. 

1analyze ideas. 'am 
practical. 

Column 3 Column 4 

A 



The Cycle of Learning 

The four columns that you have just totaled relate to the four st-.ges inj the Cycle of 
Learning fiom Experience: Concrete Experience (CE), Reflecrive Observation (RO). 
Abstract Conceptualization (AC), and Active Experimentation (AE). Enter your total 
scores from each column: 

Column I (CE): 11 Column 2 (RO): El Colun 3 (AC): DI Column 4 (AE): L. 

In the diagramm below, put a dot on each of the lines to correspond with your CE, RO, 
AC. and AE scores. T"hen connect the dots with a line so that you get a "kitelike" 
shape. The shape and placement of this kite will show you which learning modes you 
prefer most and which you prefer least. 

CONCRETE EXPERIENCE (CE) 
fFeeling") 

100% 
80%t0 

60%
 
ACTIVE
 

40% REFLECTIVE 
EXPERIMENTATION (AE) ON
 

(Doing")(Dig .=20%20 OBSERVATION (RO)
 
'4 (Watching")
., 

20% " 
40% . 

60% 

80% 
tO 

100% 

ABSTRACT CONCEPTUALIZATION (AC) 

"Thinking") 

The Learning-Style Inventory helps you understand your strengths and weaknesses as a 
learner. It measures how much you rely on four different learning modes that are part 
of a.ibr-siage cycle oflearning. Different learners start at different places in this 
cycle. Effective learning uses each stage. You can see by the shape of your profile 
(aboivle) which of the four learning modes you tend to prefer in a learning situation. 

On the next page are explanations of the different learning styles. 



The Four Stages of the Learning Cycle and Your Learning Strengths 

Concrete experience (CE) 
This staue of the learning cycle 

emphasizes personal involvement by people in 
ever' situations. In this stage, you would tend 
to rely more on your feelings than on a o 
s'stematic approach to problems and 
situations. In a learning situation. you would 
rely more on your ability to be open-minded 
and adaptable to change. 

Reflective observation (RO) 
in this stage of the learning cycle, people 

understand and situations from different points 
of \,iew. In a learning situation your would 
rely on patience. objectivity, and careful 
judgment but would not necessarily take any 
action. You would rely on your own thoughts 
and feelinis to form opinions. 

Abstract conceptualization (AC) 
In this stage. learning involves using logic 

and ideas, rather than feelings, to understand 
problems or siuations. Typically. you would 
rely on systematic planning and develop 
theories and ideas to solve problems 

Active experimentation (AE) 
Learning in this stage takes an active form 

- experimenting with influencing or changing 
situations. You would have a practical 
approach and a concern with what really 
vkorks, as opposed to watching situation. You 
value getting things done and seeing the 
results of your influence and ingenuity 

Remember: 

o 

o 

o 

o 

a 

* 

o 

o 

o 

Learning from feelings 

Learning from specific experiences 

Relating to people 

Sensitivity to feelings and people 

Learning by watching and listening 

Careful observation before making a 
judgment 

Viewing things from different perspectlles 

Looking for the meaning ofthins 

Learning by thinking 

Logical analysis of ideas 

Systematic planning 

Acting on an intellectual understandin, ol'a 
situation 

Learning by doing 

Ability to get things done 

Risk taking 

• Influencing people and events through 
action 

I. The LSI gives you a general idea of how you view yourself as a learner. 
2 Because learning is a cycle, the four stages occur time after time. Often in a learning 

experience you may have to go through the cycle several times. 
3.The LSI does not measure your learning skills vith 100% accuracy. You can find 

out more about how you learn by gathering information from other sources - vour 
friends, instructors, and co-workers. 



What is your dominant learning style? 

Thinker 

Feeler 

Watcher 

Doer 

How does knowing participant learning styles help the instructor. 



Adult Learner Assessment 

What do you need to know about the learners in your group, before you stall planning 
the course? 

Why do adults learn? What motivates them? 

List six reasons why adults enroll in courses. 

J. 

4. 

6. 



What are some of the barriers adults have as adult learners? 

How can the instructor remove these barriers? 

Learning aids in student manual: 
1. Barriers to adult learning. 
2. Typical things that help learning. 



Role of adult educators 

Who was your best teacher? Why? 

Who was your worst teacher? Why? 

Characteristics and Behaviors of Effective Adult Educators. 

Learning aid in participant manual: 
1.Characteristics of an effective teacher. 



ART OF ASKING QUESTIONS 

Most effective training sessions promote participation. Trainers encourage 
participation in various ways such as asking people for their observations. 
opinions or reactions: giving specific assignments; using buzz groups: asking for 
volunteers: responding positively to questions and comments; getting responses 
to scenarios; and reinforcing the good contributions that people make to the
 
session.
 

Th . art of asking questions is especially important in promoting participation 
and keeping a session moving in the right direction. 

Six 	Question Types Examples 

I .	 Open questions: invite a true ex- I. 
pression of opinion and feelings;
 
show the other person that you are
 
interested and want to understand;
 
cannot be answered "yes" or "no".
 

2. Factual questions: seek data. infor- 2. 
marion. facts: sometimes require
 
only "yes" or "no" answer.
 

3. 	 Leading questions: suggest the 3. 
desired answer. 



THE ART OF ASKING QUESTIONS (Cont'd) 

4. 	 Controversial questions: stimulate 4. 
new thoughts; challenge traditional 
concepts. 

5. 	 Provocative questions: stimulate 5. 
new thoughts; challenge traditional 
concepts. 

6. 	 Directive questions: direct the 6. 
discussion toward positive factors
 
toward perceived areas of agree
ment.
 



Day 2.
 



Day 2. Daily Lesson Plan 

Topics to Cover Instruction 
Method(s) 

Review daily lesson plan Lecture 

CUTTiCuIum Discussion 

Needs analysis Lecture 

Topic analysis Exercise 

Learning goal Lecture 

Learning objectives Lecture 

Break 

Sequence topics Discussion 

Resource materials Discussion 

Learning activity plans Lecture 

Lunch 

Teaching techniques Discussion 

Audio visual resources Discussion 

Daily evaluation and wrap up 

Suggested Notes 
Timetable 

10 mm 

10 mm 

10 mm 

20 mm 

10 mm 

60 min 

20 mm 

20 mm 

20 mm 

30 mm 

30 mm 

70 mm 

30 mm 

20 mm 



Curriculum Development 

Curricu!um 

The CWTiCUum is the very heart of learning. The topic must 
inspire curiosity and questions, challenges and re-thinking 
previously held beliefs. 
Effective cuTiculum builds on the existing knowledge or skill and 
is only valuable if it adds new knowledge or skill. 
Today we are going to learn about curriculum and how it is 
developed 

Curriculum is a plan which shows what the students will be 
learning. why they will be !earning it, and how the learning will 
take place. 

Steps in Curriculum Development -

Needs Analysis 

Topic Analysis 

Teaching Goal 

Learning Objectives 

Sequence Topics 

Resource Materials 

Learning Activity Plans 

Teaching 

Evaluation 



1.Needs Analysis
 
Some questions to guide your analysis of learning needs.
 
a. Who are the learners?
 

b. 	What do they already know? How can you find this out before the class 
begins? 

c. What do they need to learn? 

d. Why do they need to learn it? 

e. What is the best way for them to learn it? 

f. Where is the best person to teach them? 

g. Who is the best person to teach them? 

h. 	When is the best time to schedule this learning? 

Effective training means you have to meet the learners where they are and help 
to bring them to where they want to be. 



2. Topic Analysis 

At this stage of curriculum development you take a careful look at the topic you 
are going to teach and write down all the steps that are involved. 

For example, let's conside: the steps involved in checking the oil in a car: 
park car on flat surface, have engine cold and turned off, open hood. find 
the dip stick. p!? it out, wipe it clean, put it back, pull it out again. 
observe the amount of oil on the dip stick, assess whether it is too much. 
just right, or too little, put the dip stick back. 

Give me another example and we'll go through the logical steps to show (teach) 
someone how to do it. 

(Suggestions): 

1.Keep it short and simple e.g - Bake a pie 

- Saw a plank 

- Climb a ladder 



3. Learning Goal 

Goal is a broad statement that describes the overall outcome of the course. 

What word or phrase best describes the goal of this course. 



4. Learning Objerctives 

Objective is a precise careful statement about exactly what the student will be 
able to know, do or say after the class. One set of criteria to check your 
objectives is the SMART criteria. 

S - specific 

M - measurable 

A - attainable 

R - realistic 

T - time limited 

Traditionally, teachers sort their objectives into three categories or domains. 
The three domains or types of objectives are cognitive, affective, and 
psychomotor. 

Cognitive refers to our understanding or knowledge. 
e.g the learner can describe six characteristics of effective teaching. 

Another example? 

Affective refers to the way we feel about something, or our attitude. 

e.g. the learner demonstrates a sense of humor during the lesson. 

Another example?
 

Psychomotor refers to our ability to do something.
 
e.g. the learner correctly uses the overhead projector. 

Another example? 



Cognitive Objectives
 

For your subject area, write 3 objectives, in the cognitive doman (level) 

Remember S M A R T criteria. 

I. 

3. 



Inthe Cognitive Domain there are six levels of thinking. Each level requires a
 
higher level of thought or reasoning: 

IST Level Knowledge 

2nd Level Comprehension 

3rd Level Application 

4th Level Analysis 

5th Level Synthesis 

6th Level Evaluation 


remember or recognize something. without 
necessarily understanding what it is or 
how to use it. 

define, distinguish, label, list. match. 
name, outline, reproduce, select. 

understand the material without 
necessarily relating it to anything else. 

convert, defend, distinguish. estimate. 
explain, extend, generalize, infer. 
paraphrase, predict, restate, rewrite. 

using a general concept to solve a 
problem. 

calculate, change, compile, demonstrate. 
discover, manipulate, modify,. predict. 
relate, show, solve. 

Breaking something down into pails 

appraise, break down, compare. contrast. 
discriminate, distinguish. identify. 
illustrate, infer, relate, select, separate. 
subdivide. 

create something new by combining 
different ideas. 

arrange, assemble, categorize, combine. 
compile, compose, construct, create. 
design, devise, formulate, generate. 
modify, propose, rearrange. reconstruct. 
reorganize, revise, rewrite, summarize. 
tell. 

judge the value of methods. as applied to a 
particular situation. 

appraise, assess, compare, conclude. 
contrast, discriminate, interpret. judge. 
justify. rate, sumnmarize 



Affective and Psychomotor domains 

Affective 

1st Level Receiving willing to receive information from others 

asks, chooses, describes, follows, gives, holds. 
identifies. 

2nd Level Responding getting familiar with certain rules and regulations 

answers, assists, complies, conforms. greets. helps. 
performs, practices. 

3rd Level Valuing willing to hear all sides of an argument: being 
committed 

completes, describes, explains, follows, initiates. 
joins, justifies, proposes, reads, reports. selects. 
shares, studies, works. 

Psychomotor 
1st Level Imitation repeats what someone has shown 

2nd Level Manipulation follows directions and practices 
canies out activity following instructions not just 
imitating. 

3rd Level Precision improved coordination and refined performance 

can perform skill without model or directions 

Practice writing objectives for affective and psychomotor domans in your 
subject area. 

I. 

3. 

Learning aids in participant manual 

I. Androgogy: The study of how adults learn. 

2. Maslow's hierarchy of needs. 



5. Sequence Topics 
At this stage you decide what order to present the information. Decide on 
the logical steps to follow and build on previous knowledge that the 
learners have. 

As you sequence the topics remember that the learners have different 
learning syles. Some will want to get right into it and start working with 
the equipment and others will need to know what all the steps are before 
they can begin. 

In this stage you also decide how many lessons you will need and hoN% 
long each will be. 

Return to example of checking oil in car. Can the steps be reduced. 
combined, increased? 

How does the instructor assess if the sequence of topics is conect? 

Learning aid in participant manual: 
1.Establishing training priorities. 



6. Resource Materials 

In preparing for your lessons. esearch what material is available to assist You 
present the information to the class. This may involve video tapes, text book. 
articles in magazines, or handouts that have already been prepared. 
Review these materials and decide which ones you want to use for your class. 

What resource materials would you use to teach someone how to: (choose one) 
- operate an electric drill 
- sew on a button 
- operate a computer 



7. Learning Activity Plans (lesson Plans) 

Learning Activity Plans (LAPs) are an example of lesson plans to guide your 
teaching. Each time you prepare a presentation for a group you must complete a 
LAP. 

The sections of a Learning Activity Plan include: 

Name or Topic, Time, Learning Objectives, Resource Materials, Equipment. 
Notes & Learning Activities. Evaluation. 

The type of information to include in each section is described in the following 
example. 

Name / Topics (topics)
 
Time (how long the lesson)
 
Objectives/Learning Outcomes
 

What the students can expect to know or do by the end of the class. 
Resource Materials 

List of books, articles, references, slides. OHPs, VCRs, handouts, etc. 
Equipment 

List tape player. VCR. flip chart. etc.; special equipment required for a 
demonstration: supplies for use by students. 

Notes 	 Activities 

Use this column to keep tTack of time and 	 In this section you make your "speaking 
clues for activities, references in texts, etc. 	 notes." What you are going to say. 

questions for the class, instructions to the 
class, etc. 

Some codes: 
QTC - questions to class AR - anticipated responses 
OHP- overhead projector FC - flip chart 
SP - slide projctor VCR - video cassette recorder 

Note: 	 Advise students they will produce a learning activity plan for their presentations 
on day 4. 

Learning aid in participant manual: 
I. Sample learning activity plan. 
2. Effective program planning cycle 



8. Teaching Techniques
 

Teaching techniques should vary according to your teaching style. the
 
participants learning style and the subject being taught. Often several techniques are 
used at the same time for variety and to ensure that all learners are taught. 

There are many techniques available to help you create an environment in which 
people can learn. The techniques are listed below: 

ICE BREAKERS 

LECTURE 

GROUP DISCUSSION 

ASKING QUESTION 

LEARNING CIRCLES 

BRAINSTORMING 

ROLE PLAYING 

DEMONSTRATIONS 

CASE STUDIES 

GUEST SPEAKERS 

FIELD TRIPS 



Audio Visual Resources 

All learning is done using our five senses: taste, touch, sight, sound and smell. 
Thus, the use of audio video and printed resources are a necessary part of all 
instruction piograms. 

Despite how user-friendly most of these teaching aids are, they are often 
ignored or used incorrectly. The keys are to know your audience and to plan 
ahead (nothing is more embarrassing than turning on a projector which has a 
burnt bulb) 

Audio - Visual resources include:
 

0 Over-head projectors 0 Film/slide projectors
 

* Posters 0 Wall charts/graphics 

0 Videos 0 Flip Charts/Black boards 

0 Cut - Away Models 0 Displays 

0 Blue-Prints/schematics 0 Audio tapes 

Any others? 



Tips on using Audio-visual resources 

I. Flip Charts: 
* 	 Avoid taping to painted walls (causes paint to peel off) 
0 	 Use colored pens for emphasis. 
• 	 Prepare flip charts in advance. 
• 	 Always stand to side of flip chart while writing 

Any other hints? 

2. Over-head Projectors: 
• 	 Stand/sit next to projector and point to transparency to illustrate (Do not 

stand in light) 
* Use colored pens for emphasis 
0 Ensure spare bulb. extension cord and extra transparencies are available 
a Have copies of over heads for participants so they don't have to write 
while you are speaking. 

Any other hints? 

S, 



3. Video-tape (VCR)/Films/slides
 
" Insure extra bulbs, extension cord and a screen is available
 
" 
Try to position unit on an angle to the class (Depending on seating anangement) for 

better sight lines. 
" 	Avoid using videos/films after lunch or late in the day (together with a darken,.(' 

room puts participants to sleep. 

Any other hints? 

4. Wall charts/Cnaphs/schematics Etc. 
" Ensure that you have the most recent version 
" Sometimes they are hard to see 
" Avoid markings, stains etc.. for future use 

Any other hints? 

Learning aids in participant manual: 
1.The flip chati or standing easel 
2.The black board 
3. Over-head projector 
4. Video tape 



Day 30
 
This is the Half-way point in the course 



Topics to Cover Instruction method(s) 

Daily Lesson plan 

overview lecture 

Introduction 

to evaluation lecture 

Outcome lecture 

Process lecture 

Structure lecture 

Evaluation techniques exercise 

Student break 

Participant topics discussion 

Selection 

Lunch 

Presentation outline facilitation 

Daily Evaluation and 

wrap-up discussion 

Suggested time table Notes 

10 min 

30 min 

10 min 

10 min 

10 min 

90 min 

20 min 

40 min 

60 min 

60 min 

20 min 



Introduction to Evaluation 

Evaluation should begin long before teaching begins. There are many things to evaluate 
and many ways evaluations are done. Here are just a few: 

1.Evaluation of training needs:
 
- what is the need or problem?
 

- will training solve it?
 
- when should training take place?
 
- where should training occur?
 

- will it be cost-effective?
 

2. Evaluation of potential trainees 
- what do they already know about the subject? 

- do they even want training? 
- how many are there? 
- what jobs do they do now? 
-why are they taking the training" 

- what are their learning styles? 

3. Evaluation of your Role 

- what is expected of you? 

- are you a subject expert? 
- do you have or need any help? 
- are you prepared? 



Evaluation of workplace training (if it even occurs) is usually very informal (sometimes
 

only attendance is taken). This tends to diminish the role that training plays in making
 

companies profitable.
 

On the other hand, adult learners do not like to be threatened with failure and so
 

evaluation needs to carefully thought through and handled wisely.
 

Learners and teacher benefit from carefully thought-out evaluation activities.
 
To the learner they provide
 
* realistic short term goals 

" motivation to study notes, texts, and handouts 
* increased retention of learned material 
" direct feedback cn progress 
" objective evidence of accomplishment 

Teachers and course planners derive ... 
* ways to assess the appropriateness of instructional objectives
 

" evaluation of teaching techniques and materials
 
* feedback on teaching effectiveness
 

* support and reward for everyone's efforts
 

Tests should reflect clearly defined instiructional objectives.
 
The full scale of evaluation is too broad for this course. However. it is helpful to kno%%
 

the variety of evaluation techniques and their uses.
 

Evaluation has 3 categories: 

out come- refers to a specific answer or measurable result. 

process - refers to knowing means to the answer as well as the answer 

structure -refers to formulating a rational, formula or observation 



Evaluation techniques 

There are several evaluation techniques just as there are various teaching techniques. 
The selection of evaluation technique depends on the subject, the learning objective 
and the time available. 
Evaluation varies from truefalse tests to 10 page essay questions. No two instructors 
would construct the same evaluation for the same topic. This is because learning is 
subjective and each would emphasize a different aspect of the topic. 

Now we are going to constuct a truefalse test for the lesson on checking the oil in a car.
 
You have 15 minutes to produce 5 questions from this lesson refer to day 2.
 
Record your answers on a separate sheet of flip chart paper (print large).
 

Do: When all students are complete. review their questions, select the most common
 
questions submitted and construct a class test.
 
Have students compare the class test to the one they produced.
 

This execise ir meant to demonstrate 3 things: 

i. Different instructors emphasize different aspects of the same topic. 

2. Even simple topics can be difficult to measure. 

3. There is no perfect evaluation technique (would a demonstration have been better 
than a true-false test in this case?) 

It is important to see evaluation as a learning technique instead ofjust a measurement 
tool. Evaluation provides a review opportunity of the topic and can spark curiosity and 
enquiry. For this reason, tests and evaluation must not be threatening or their learning 
value is lost. 

Here is a list of evaluation techniques. Supply 2 topics which suit each technique: 



1.Tests quizzes 
2. Demonstrations-- Journal Recording. 
3. Journal Recording
4. Questiormaires 

5.Essay exams
6. Self -Assesment-

Hints about Evaluation 

I. Minimize words such as test. exam, pass, fail etc. 
2. Provide advance warning of evaluation 
3. Evaluate only what has been taught. 
4. Vary evaluation techniques (as you vary teaching techniques). 
5. Always provide feed back to evaluation. 
6. You must be present to learn but learning does not come from merely being present. 



Notes: 

1. Presentations are 30-45 minutes long. This includes presentation, peer evaluation and 
feedback. Consequentnly presentations should be no more than 10-15 minutes. 

2. 	Written evaluation and verbal feedback are both necessary and valuable to 
participants. 

3. Participants are free to choose any topic which can be presented adequately in 10-15 
minutes. Props, aids and audio-visual resources are welcome. 

4. Some presentations tend to exeed the time limit. A timer or alarm clock is useful here. 



Participant presentation instuctions: 

Using what you know about a topic and what you have learned in this course, prepare 
and present a lesson on a topic of your choice. 

Presentations should be 10-15 minutes maximum. You can use props, visual ads. other 
participants etc. to assist you. 

You must present a lesson plan to the instructor before yOL begin. 

All 	participants are to present lessons. Selection will be random order unless there are 
volunteers. 

Your peers will provide a writte'n evaluation of your presentetion and verbal feedback 
when you are done. This is constructive critique to help make you an effective 

presenter 

Good Luck! 



Participant Presentation Peer Evaluation Form
 
(To be completed immediately .:fter student presentation)
 

Readiness to instruct
 

1.Did the presenter appear ready to instruct? yes ( )no ( ) 
2. Did the presenter have the materials. notes, aids ready? yes ( ) no ( ) 
3. Did the presenter make any aecomodations (move chairs etc) to help you learn? 

yes ( ) no () 

Comments? 

Delivery Style 

1. Did the teaching technique suit the topic? 
2. Did the presenter use audio visual aids effectively? 
3. Did the presenter speak clearly? 
4. Did the presenter involve you in the lesson? 

yes ( ) no ( ) 
yes ( ) no ( ) 
yes ( ) no ( ) 
yes ( ) no ( ) 

Comments? 

Effectiveness 
I. What one thing could the presenter do to impove? 

Comments? 



Day 4.
 



Daily lesson plan 
Topics to cover Instruction method(s) Suggested time table Notes 

Participant 
presentations observation 1/2-3/4 hour each 

Daily evaluation and wrap up 20 min 



Day 5.
 
This is the final day of the course. 



Day 5.
 

Daily lession plan
 

Topics to cover Instruction method(s) Suggested time table Notes 

Participant presen

tations continue observation 1/2-3/4 hour each 

course review review 60 minutes 

course and instruc
tor evaluations participation 30 min 

Close 



SHARE PARTICIPATION FOUNDATION 

EMPLOYEE OWNERSHIP TRAINING PROGRAM 

COURSE EVALUATION FORM 
(to be completed by participants iinmcdiatcly follo%6ng coursc) 

NAME OF COURSEWORKSHOP 

INSTRUCTOR
 

I. WHAT IS YOUR OVERALL EVALUATION OF THE COURSE/WORKSHOP? 

EXCELLENT ( ) GOOD ( ) SATISFACFORY ( ) FAIR ) POOR () 

2. COMMUNICATIONS/PROMOTION: 

a)DID YOU HEAR ABOUT THIS COURSEAVORKSHOP BY: PAMPHLET () 
FRIENDS ( ) NOTICE AT WORK ( ) YOUR SUPERVISOR ( ) OTHER ( ) 

b)DID THE PAMPHLET PROPERLY DESCRIBE THE COURSE/WORKSHOP? 
YES ( ) NO( ) 

3 COURSE/WORKSHOP 

a) WERE YOU PROVIDED WITH A COURSE OVERVIEW? 

b)WERE YOUR PERSONAL OBJECTIVES MET? 
YES() NO( ) 
YES ( ) NO () 

c)WAS THE CLASSROOM/FACILITY ADEQUATE? YES ( ) NO C) 

d)WAS THE COURSE/IWORKSHOP: 
too long ( )just right ( ) too short 

4. PROGRAM DEVELOPMENT 

a) WHAT OTHER COURSES WOULD YOU LIKE TO TAKE? 
I) 
2) 
3) 

b)WHAT OTHER COURSES SHOULD BE DEVELOPPED? 
I) 
2) 
3) 

GENERAL COMME1 ITS 

THANK YOU
 



SHARE PARTICIPATION FOUNDATION
 

EMPLOYEE OWNERSHIP TRAINING PROGRAM
 

INSTRUCTOR EVALUATION FORM
 
(to be compleled b\ participants immediately folloving course) 

NAME OF COURSE 

INSTRUCTOR 

LINSTRUCTOR READINESS 

a)D!D THE INSTRUCTOR APPEAR READY TO TEACH? YES ( ) NO () 

b)WERE THE TRAINING MATERIALS AVAILABLE FOR 
YOU AT THE BEGINNING OF THE COURSE? YES ( ) NO () 

c)WAS THE CLASSROOM READY '? YES ( ) NO () 

d)ANY COMMENTS?__ 

2 DELIVERY STYLE 

a) D!D THE INSTRUCTOR INVOLVE YOU IN THE COURSE? 
YES( )NO()
 

b) DID THE INSTRUCTOR DEVELOP AN ENJOYABLE LEARNING 

ENVIRONMENT' YES( )NO( 

c) WAS THE PACE OF THE COURSE: fast ( )adequatc ( ) sio% (% 

d) ANY COMMENTS?._ 

3 EFFECTIVENESS 

a)DID THE INSTRUCTOR HOLD YOUR ATTENTION FOR THE ENTIRE COURSE?
YES( )NO(I 

b) DID THE INSTRUCTOR KNOW THE SUBJECT MATTER THOROUGHLY? 

YES( )NO( 

c] DO YOU FEEL YOU HAVE LEARNED? A LITTLE ( ) SOM'E ( ) A LITTLE 

d) ANY COMMENTS ') 

THANK YOU! 



Participant
 

LearingAids
 



PRINCIPLES OF LEARNING
 

I. PRINCIPLE OF READINESS
 

We learn best when we a:e ready :c lea-.i. Yo, ca, n,. 'each scn:c¢ne 
something for which he or she does not have the necessary background 
of knowledge. maturity, or experience. When people are ready and have 

sound reasons for learning. they profit from teaching and make progress 
in learning. 

2. PRINCIPLE OF ASSOCIATION 

It is easier to learn something new if it is built upon something \\e 

already know. In training or teaching, it is best to proceed from the 

known to the new. to start with simple steps (based on what the learner 

already understands or can do).and gradually build up to the ne%% and 

more difficult tasks or ideas. Make full u-: of cmparisc.n and contrast. 

of relationships and association of ideas. 

3. PRINCIPLE OF INVOLVEMENT 

For significant learning to occur, learners must be actively in\ol\ed in 

the learning process. The more senses involved (hearing. seeing. tasting. 

smelling. feeling), the more effective the learning. The more fully the 

learners participate in the learning process, the more effectively they 

learn 

4. PRINCIPLE OF REPETITION 

Repetition aids learning. retention, and recall. Conversely. long disuse 

tends to cause learned responses to weaken and be forgotten. 

Application and practice are essential. Accuracy should be stressed 

before speed, to avoid learning a wrong habit that must later be 
"unlearned." 

5. PRINCIPLE OF REINFORCEMENT 

The more a response leads to satisfaction, the more likely it is to be 

learned and repeated. For best results in a teaching/learning situation. 

accentuate the positive (praise, reward, recognition, success). Also. 

breaking complex tasks cown into simpl- steps allo s the successfid 

learning of one step to help motivate learning the next one When 

learning is pleasant and beneficial, people more readily retain what the\ 

have learned, and are more likely to want to learn more. Successful 
learning stimulates more learning. 



SELF-ASSESSMENT 

GENERAL PRINCIPLES OF LEARNING 

T F 

I. Human beings have a natural potential for learnin,. 

2. We learn most rapidly those things which satisfy our needs,_ 
as we perceive them. 

3. We tend to learn best by doing. 

4. 	 Learing tends to be maximized when the learner 
participates in the learning process. 

5. We learn new things more easily by associating them
 
with the old.
 

6. 	The goals of Iearning must be clear. 

7. Effecti\e learning is more likely when feedback is 
direct and fiequent. 

8. Error is pail of the learning process. 

9. 	The most useful learning in the modern world is the 
learning process of learning. 

10. Leaning is life. not preparation for life. 

The following space has been provided for you to express your feelings as you 
step through this exercise. 



CHARACTERISTICS OF THE ADULT LEARNER
 

Learning Characteristics of ADULTS 

Uneasiness and possible anxiety 
resulting from long absence from the 
classroom, 

Resistance to change due to "set" 
ways of doing things. 

Lnfamiliaritv and possible frustration 
\ith trappings of education 
enrollment, registration grading. 
record keeping. 

Preoccupation with outside 
responsibilities - earning a living. 
caring for a family. running a home. 
etc. 

Approach learning with a strong 
sense of responsibility and come to 
class voluntarity. 

Bring a broad background of 
experience to the classroom, 

Adapting Content and Techniques toIMeet Their Needs 
Create an easy, informMl, friendly 
atmosphere. Ask what they feel they 
will contribute to class in terms of the 
content or concepts to be covered. 
Provide for tae group , analyze 
situations which can lead to inner 
motivation for change rather than 
outside pressure or "telling". Ask for 
"Ido it this way" contributions. 
De-emphasize these aspects in the 
classroom when possible. Streamline 
roll taking, record keeping, and other 
routine tasks unrelated to learning. 
Avoid Words "homework" or 
"assignment". Use "bring examples
for discussion", "be aware of'. etc. 
Relate cGAtent t0 real iife problems. 
Use real-life situations and 
experiencese in problem-solving. 
Include content designed to make life 
a little bit easier and more satisfI-ing 
for students. Ask participants to 
choose subjects they need and can 
use now if possible. 
Keep interest alive by making classes 
challenging and stimulating. Give 
students an opportunity to evaluate 
and make suggestions during the 
course, but be willing to accept 
negative evaluations and implement 
change. 
Use personal experiences of students 
in planning and teaching. Create an 
opportunity for students to learn from 
each other. 



Need to feel that time is well spent 
and that material is relevant and 
practical. 

May want social satisfaction and 
interaction through informal class 
organization, 

Adapted fiom: 

Keep content and approach down-to
earth, practical rather then 
theoretical. Organize and prepare 
material in advance so class time is 
not wasted. Bring in experts to 
present certain material and 
viewpoints. 

Create a relaxed atmosphere. Give 
students time to socialize, get 
acquainted, enljoy each other. 

Consumer Education in An Age of Adaptation,
 
by Sally R. Campbell. Sears Educator Resource Series.
 



30. THINGS WE KNOW FOR SURE ABOUT ADULT
 
LEARNING
 

A variety of sources provides us with a body of fairly reliable knowledge about 
adult learning. This knowledge might be divided into three basic divisions: 
things we know about adult learners and their motivation, things we kno" 
about designing curriculum for adults, things we know about working with 
adults in the classroom. 

Motivation to Learn 

1. Adults seek out learning experiences in order to cope with specific 
life-change events - e.g.. marriage, divorce, a new job, a promotion. 
being fired. retiring, losing a loved one, moving to a new city. 

2. The more life change events an adult encounters, the more likely he or 
she is to seek out learning opportunities. Just as stress increases as life
change events accumulate, the motivation to cope with change through 
engagement in a learning experience increases. 

3. The learning experiences adults seek out on their own are directly 
related - at least in their perception - to the life-change events that 
triggered the seeking. 

4. Adults are generally willing to engage in learning experiences before. 
after, or even during the actual life-change event. Once convinced that 
the change is a certainry, adults will engage in any learning that 
promises to help them cope with the transition. 

5. Adults who are motivated to seek out a learning experience do so 
primarily because they have a use for the knowledge or skill being 
sought. Learning is a means to an end, not an end in itself. 

6. Increasing or maintaining one's sense of self-esteem and pleasure are 
strong secondary motivators for engaging in learning experiences. 

Curriculum Design 

7. Adult learners tend to be less interested in, and enthralled by. survey 
courses. They tend to prefer single-concept, single-theory courses that 
focus heavily on the application of the concept to relevant problems 
This tendency increases with age. 



8. Adults need to be able to integrate new ideas with what they already 
know if they are going to keep - and use - the new information. 

9. Information that conflicts sharply with what is already held to be true. 
and thus forces a re-evaluation of the old material, is integrated more 
slowly. 

10. Information that has little "conceptual overlap" with what is already 
known is acquired slowly. 

II. Fast-paced, complex or unusual learning tasks interfere with the 
learning of the concepts or data they are intended to teach or illustrate. 

12. Adults tend to compensate for being slower in some psychomotor 
learning tasks by being more accurate and making fewer trial-and-error 
ventures. 

13. Adults tend to take errors personally and are more likely to let them 
affect self-esteem. Therefore, they tend to apply tried-and-true solutions 
and take fewer risks. 

14. The cuniculum designer must know whether the concepts or ideas 
will be in concert or conflict with the learner. Some instruction must te 
designed to effect a change in belief and value systems. 

15. Programs need to be designed to accept viewpoints from people in 
different life stages and with different value "sets". 

16. A concept needs to be "anchored" or explained from more than one 
value set and appeal to more than one developmental life stage. 

17. Adults prefer self-directed and self-designed learning projects over 
group-learning experiences led by a professional, they select more than 
one medium for learning. and they desire to control pace and stail stop 
time. 

18. Nonhuman media such as books, programmed instruction and 
television have become popular with adults in recent years. 

19. Regardless of media. straightforward how-to is the preferred content 
orientation. Adults cite a need for application and how-to information as 
the primary motivation for beginning a learning project. 



20. Self-direction does not mean isolation. Studies of self-directed 
learning indicate that self directed projects involve an average of 10 
other people as resources, guides, encouragers and the like. But even for 
the self-professed, self-directed learner, lectures and short seminars get 
positive ratings, especially when these events give the learner face-to
face. one-to-one access to an expert. 

In the Classroom 

21. The learning environment must be physically and psychologically 
comfortable; long lectures, periods of interminable sitting and the 
absence of practice opportunities rate high on the irritation scale. 

22. Adults have something real to lose in a classroom situation.Self
esteem and ego are on the line when they are asked to risk trying a new 
behavior in front of peers and cohorts. Bad experiences in traditional 
education, feelings about, authority and the preoccupation with events 
outside the classroom affect in-class experience. 

23. Adults have expectations, and it is critical to take time early on to 
clarify' and articulate all expectations before getting into content. The 
instructor can assume responsibility only for his or her own 
expectations. not for those of students. 

24. Adults bring a great deal of life experience into the classroom, an 
invaluable asset to be acknowledged, tapped and used. Adults can learn 
well-and-much-from dialogue with respected peers. 

25. Instructors who have a tendency to hold forth rather than facilitate 
can hold that tendency in check - or compensate for it - by concentrating 
on the use of open-ended questions to draw out relevant student 
knowledge and experience. 

26. New knowledge has to be integrated with previous knowledge. 
students mus' actively participate inthe learning experience. The learner 
is dependent on tht instructor for confirming feedback on skill practice: 
the instructor is dependent on the learner for feedback about curriculum 
and in-class perfornance. 

27. They key to the instruction role is control. The instruction must 
balance the presentation of new material, debate and discussion, sharing 
of relevant student experiences, and the clock. Ironically. it seems that 
instructors are best able to establish control when they risk giving it up. 
When they shelve egos and stifle the tendency to be threatened b% 
challenge to plans and methods, they gain the kind of facilitative control 
needed to effect adult learning. 



28. The instructor has to protect minority opinion, keep disagreements 
civil and unheated, make connections between various opinions and 
ideas, and keep reminding the group of the variety of potential solutions 
to the problem. The instructor is less advocate than orchestrator. 

29. Integration of new knowledge and skill requires transition time and 
focused effort on application. 

30. Learning and teaching theories function better as resources than as a 
Rosetta stone. A skill-training task can draw much from the behavioral 
approach, for example, while personal growth-centered subjects seem to 
draw gainfurry from humanistic concepts. An eclectic, rather than a 
single theory-based approach to developing, strategies and procedures. is 
recommended for matching instruction to learning tasks. 

The next five years will eclipse the last fifty in terms of hard data 
production on adult learning. For the present, we must recognize that 
adults want their learning to be problem-oriented, personalized and 
accepting of their need for self-direction and personal responsibility. 

From "30 Things We Know For Sure About Adult Learning". by Ron and 
Susan Zemke. Abstracted with permission from Training, The Magazine of 
Human Resources Development. June 1981. 



BARRIERS TO LEARNING 
(Typical Barriers) 

1.SELF
 
-lack of time
 
-inability to concentrate 
-lack of motivation 
-pre-occipied with other concerns (personal problems) 
-personal biases about what is right and what is wrong 
-fatigue, too tired !!! 
-negative attitude about one's ability to learn 
-slow reader, poor writer 
-inferiority complex eg. I'm not good enough, I don't want to look 
stupid 

-poor listening skiils 
-perfectionist - I must be perfect I can't make any mistakes! 
-lack of specific learning goals - goals may be"fuzzy" or unclear 

2. TOPIC OR CONTENT 
-unable to get my questions answered 
-one participant monopized course time 
-not getting enough feedback on assignments 
-disorganized material or content 
-being talked down to br feeling put down by instructor 
-not knowing why some material is being taught 
-not getting enough time to explore what I want to learn 
-not enough written material or "poor" written material 
-instructor's attitude is negative eg. learners are lazy, stupid. etc. 
-physical climate eg. classroom is too hot, noisy, small, etc. 



A. PSYCHOLOGICAL BARRIERS TO LEARNING - (internal) 

1. Feeling Self Conscious 

2. Fear of Being Ridiculed 

3. Feeling Stupid (feel as though can't learn) 

4. Guilt or Fear (eg. if one has been out of school for a long time) 

5. Fear of Failure 

6. Fear of Success 

7. Changing one's self image, values, behaviour 

B. PSYCHOLOGICAL BARRIERS - (relationships with others) 

1.Changing Family Roles 

2. Child Care Senices 

3. Fear of Being Selfish 

4. Changing Friendship Patterns 

5. Student/Teacher Relationships 

6. Changing Work Roles 



TYPICAL THINGS THAT HELP LEARNING 

LEARNING WITH INSTRUCTOR PRESENT 

A. 	 PEOPLE 
-enthusiastic instructors: their enthusiasm is transferred to the learner 
-interest of others in my needs; me as a person 
-desire to help me learn, grow 
-having a link to the instructor 
-taking away from the course written information that will help me

"on the job" 
-direct involvement in whatever is being instructed 
-feeling comfortable with instructor and fellow learners 
-able. willing to discuss topics with others 

B. 	 ENVIRONMENT 
-fiiendy atmosphere in classroom 
-change to discuss issues in-depth for greater understanding 
-fieedom to express ideas. thoughts 
-clear instructions 
-quiet. peaceful environment 

C. 	 AIDS IN LEARNING 
-taking notes, visual aids. movies 
-handouts on :opic 
-depth of material. hearing it 
-short concise outlines, summaries 
-pie-work before session 
-some repetition 
-iieed (personal) to know something or learn a skill
 
-in researching a topic I learn as much while looking as I do
 
when I find it and read it.
 
-highlighting book material
 
-knowing what the final outcome or goal is.
 
-job focused - learning practical aspects first; theory later.
 



Characteristics of Effective Teacher 

1.Explains things simply. 
2. Gives explanations everyone understands. 
3. Paces teaching - not too fast. not too slow. 
4. Stays on topic until we understand. 
5. Checks to make sure we understand, before moving ahead. 
6. Teaches things step by step. 
7. Tells us what we are going to do and how to do it. 
8. Asks if we know what to do and how to do it. 
9. Repeats things, using different words or examples, if we don't understand. 

10 Explains something and gives examples. 
II. Stops and lets us ask questions. 
12. Tells us what we are going to do next. 
13. Gives specific details 
14. Repeats things that are hard to understand or important to know. 
15. ShoNs us how to do the work. 
16. Explains the assignments and materials we need. 
17. Gives samples or examples of correct work. 
18. Gives us enough time to practice. 
19. Answers our questions. 
20. Has a good sense of humour. 



ANDRAGOGY -

THE STUDY OF HOW ADULTS LEARN 

Andragogil learning designs involve a number of features which recognize the 
maturity of the learner. 

I. They are problem centered rather than content centered. 
2. They encourage the active participation of the learner. 
3. They encourage the learner to use past experiences in order to solve newo 

problems. 
4. The climate of learning must be co-operative rather than authority oriented. 



MASLOW'S HIERARCHY OF NEED
 

PHYSICAL NEEDS -Food, Clothing, Accomodation, Adequate 
Pay, Vacation, Benefits. 

SAFETY & SECURITY NEEDS -Freedom From Workplace Hazards. 
Disability and Retirement Benefits. Fair 
Treatment, Proper Supervision. 

SOCIAL NEEDS -Belonging, Love. 

ESTEEM -Recognition, Sense of Growth and 
Achievement. 

SELF-FULFILLMENT -When You become All That You are 
Capable of Becoming. 



0 

ESTABLISHING TRAINING PRIORITIES
 

Another step in identifying training needs is to establish priorities. The training 
needs identified can be ranked according to these criteria: 

\What are the consequences if done incorrectly? These may range from 

minor to catastrophic and the tasks with more serious potential should 
receive a higher priority. 

How difficult is it to learn? The greater the difficulty, the greater the 

need for training. 

How often is it done? Tasks done more frequently would rank higher 

than those seldom done. 

Ho%\ critical is the response time? Tasks which must be performed 
immediately when the need arises (i.e., use of a respirator) take 
precedence over those for which a person will have the time to ask 
someone for instructions. 

What is the history of deficient performance? Those jobs with a historv 
of "problems" may indicate a high priority for training in how to do 
them. 



Sample Learning Activity Plan 

Name. Topic: Job Search Strategies 

Time: 60 minutes 

Objectives -Learning Outcomes
 
At the completion of the class the participants will:
 

1.explain networking as ajob search strategy. 
2. indentify four individuals as primary contacts for job search network. 
3. demonstrate a meeting with a primary contact, through role play. 

Teaching Strategies: lecturette. video, role play 

Resource Materials 
student handouts 
Networking Interview video tape 

Equipment 
Flip Chart. coloured markers, masking tape. 
VCR. Television 

Notes Activit,
 
20 minutes
 
QTC How did you find you last job?
 

In your experience. what techniques worked best? 
Ho, jobs are found: 

types of openings - advertised and unadvertised 
FC Unadvertised Advertised 

- Network of personal contacts - Search firms & employment 
agencies 

- Companies you target - Newspaper advertisements 

record percentages 

Networking 
QTC 	 How many of you have used a network before? 

Ex. - finding a doctor, buying a car, etc. 
Networking - most effective strategy 

FC 	 Draw network diagram 

QTC 	 Ask participants to fill in chart, listing four primary contacts for 
them. 



QTC What's 	the purpose of a networking meeting? 

AR 	 to find more about company
 
increase contacts, get referrals
 
pratice communication skills
 
to get remembered.
 

Lecturette 

Preparing for the contact 
preparing purpose and story 
keep it short and upbeat 
write out a draft and practice until you are comfortable 

Role play 	 Ask for volunteer to be a contact for you
 
Role play a telephone call
 

Introduce self 
emphasis on information to help job search 
stress not asking for ajob rather looking for information 
ask for an appointment 

Ask for two volunteers from class for a face-to-face interview 

review procedure with them before demonstration 

Ask participants to discuss how they felt about the exercise 

QTC 	 Ask others in class for comments. 

Evaluation 	 Review key points 

Ask questions to class - mini quiz 



PARTICIPATION
 

PATTERNS
 



PARTICIPATION PATTERNS 

Everyone can look at everyone else while speaking and listening. The X is your spot 
and behind you is a flip chart or chalkboard. Most of the comments will probably flo%\ 
towards you at the "head of the table". Watch who sits at the other end of the table. 
because the person(s) there may have a similar power position. This anangement 
makes it awkward to use the overhead projector. 



The closest thing to a round table using rectangular tables. The more distance between 
tables the more formal the interactions tend to be at the beginning. Here. almost 
everyone is in view but it is probably impractical for more than 25 people. 



No designated head table for the instructor. This is useful if all the material is in fi'ont 
of the learners (no chalkboard or overhead projections) and an all-group discussion is 
part of the learning strategy. 



Lecture setting for large groups. Ideally each person has a little desk top to write on 
(lap-held clipboards become cumbersome). The slightly semi-circular arrangement 
gives more harmony to the large mass of people all facing in your direction. If the seats 
are movable, leave a centre aisle for better access, and knee space between rows. If 
there are more chairs than people, encourage people to fill the room starting at the 
front. 

Chairs arranged in this manner provide little sub-groups that you can utilize for 
buzzing. small group tasks, and generally to eliminate that isolated feeling. 



X marks the spot where you either sit or stand to give your demonstration. If imitation 
or practice by the students follows, this arrangement allows you to move in and out of 
their work areas, give individual attention and keep an eye on all. 



In certain shop or laboratory settings the instructor is provided with either an overhead 
mirror or a video camera. This allows the students who cannot view the demonstration 
directly at least to see it "second-hand". 



Circular arrangements are preferable in attitudinal learning situations. X is your spot
and indicates that all contributions will be given equal value. The traditional "up fiont" 
power position would not encourage personal statements and learning. 



Several task or discussion groups work simultaneously and the insTuctor floats. 
Naturally, your students, will be different every time a course starts. The strategies thet 
follow are very flexible and must be adapted to suit your situation. You may use them 
any way you see fit. Feel fiee to argue with the descriptions and comments. change 
them, enjoy them, and build on them. 



This one is called group-on-group of "fishbowl". The inner group is working on some 
problem-solving talk or discussing an issue or concern. The outer group is instructed to 
watch for certain behaviours in the inner group, and will later act as consultant and 
process-evaluator to it. To avoid one-upmanship, groups should be switched around. 
The instructor floats to give instructions, observe and keep time. 





THE FLIP CHART STANDING EASEL 

This is one of the most common and simplest visual aids employed today. 
Combining both ease of use and trouble-free operation, the flip chart has become one 
of the most fiequentiy used aids to presenters around the world. 

Advantages 

0 	 Very portable (paper can be separated from the easel or canied with the folded 

stand). 

Highly flexible in both ease of operation and where "last minute" changes are 

required.
 

With use of"tabbing" (coding each page with a strip of masking tape to identify
 
a page heading) the presenter is not restricted to page sequencing. but has the
 
ability of random access when required.
 

Can be quite effective visually when used in close distances to the audience
 
(generally, this effect is lost when audiences are more than twenty to thirty feet
 
away from the flip chart).
 

Disadvantages
 

C Generally. all flip charts should be prepared in advance.
 

o 	 A definite "stand alone" aid (as compared to combining both visual and auditory 

effects in a sound/slide presentation). 

0 Audience must be relatively close to the flip chart for maximum effect. 



HOW DO PEOPLE LEARN 

SENSORY STIMULATION 

Sight - 75 % 

Hearing -13% 

Touch, Smell. Taste - 12 % 

AFTER 72 HOURS 

1 People retain about 10 % of what they have heard. 
2. People retain about 30 % of what they have seen. 
3. People retain about 70 % of what they have heard and seen. 
4. People retain about 90 % of what they have heard, secii and participated hands-on. 



HINTS ON FLIP CHART PRODUCTION 

1. 	 Before you begin work on your charts, analyze the content of your session and 
prepare an outline. 

2. 	 Break your session into steps and for each step select the key points which you 
wish to have visualized by words or drawings. 

3. 	 If you decide to use some sketches - and they add greatly to the visual impact 
draft your drawings ahead and choose the simplest and most suitable. 

4. 	 Eliminate unnecessary information and avoid clutter. Use an extra sheet if 
necessary. 

5. 	 Use colour for emphasis. 

6. 	 When diagrams and statistics are involved - translate into images whenever 
possible. 

7. 	 Ruler. set square and compass are good tools and broad-tipped felt pens are 
preferable to pencils or regular pens. 



THE BLA CKBOA RD 

Like the flip chart, the blackboard is one of the simplest visual aids in use. 
although not being used as much as in years past. 

Advantages 

0 	 Quite easy to use. 

o 	 Since the area surface of a blackboard is generally larger than a flip chart, it can 

be seen from a greater distance. 

o 	 Trouble-free operation. 

DisadAaniages 

0 	 More cumbersome to work with than a flip chart. 

0 	 Using chalk can be messy. 

C 	 Generally restricted to using one colour. 

o 	 Board must be washed after each use. 



SOME CHALKBOARD TECHNIQUES 

1. 	 Use firm. bold and clear lines. 

2. 	 Letters and figures must be large enough to be seen. 

3. 	 Drawings should be large and space should be left around them. 

4. 	 The board should not become cluttered with material which competes for 
attention. 

5. 	 Erase unwanted material. 

6. 	 Prepare an outline in advance of the things you plan to put on the chalkboard. 

7. 	 If you have to do complicated drawings, do them before the class starts. 

8. 	 Arrange the room so that the board can be seen easily. 



OVERHEAD PROJECTOR 

The overhead projector is. perhaps one of the most common types of hard"-are 
in use today, due to its wide availability and simplicity of operation. It is used mainly 
with two types of transparencies: 

1. 	 The prepared verion. which is either completed in advance by the 
presenter, or prepared commercially through an outside source. 

2. 	 The "Do-It-Yourself' type which is accomplished through writing on 
single blank acetate sheets (either before or during the actual 
presentation) or drawing on a supplied acetate roll attached to the 
projector. 

Advantages 

o 	 Usually very reliable to operate - even over extended periods of time. 

o 	 In most cases, easy to transport from one 'ocation to another. 

o 	 Widely available as a rental through audiovisual dealers. 

o 	 Very simple to operate. 

o 	 Usually, room lights can be quickly prepared for projector use. 

Disadivantages 

° 	 Some projectors can be bulky to carry. 

o 	 Overhead projector transparencies can be difficult to store (due to their r 

elatively large size as compared to 35 mm slides). 

o 	 Care always must be taken not to overheat projector; otherwise damage 

to the motor or transparencies can easily occur. 

,U
 



VIDEO TAPE
 

Video taping (while being popular for quite some time) has become 
increasingly favoured through the accompanying rise of the video cassette recorder 
used in the home today. Widely available in a range of formats and cassette size. the 
medium has become a valuable resource in business presentations. 

Advantages 

0 Video tape is easily transportable from one location to the next and can be 

quickly sent to various worldwide areas for immediate viewing (e.g.. a business 
presentation filmed at the home office). 

0 Very flexible medium (combining visual and auditory experience). 

0 Tapes can easily be erased, as required. 

C Can be mailed from one location to another with a minimum of difficulty. 

C Video can be created "in-house". 

a Generally. duing audience viewing, room does not have to be entirely dark. 

0 Relatively easy to train an operator to run the equipment. 

S)isadvantage. 

C 	 Outside video productions can become expensive in relation to "do-it-yourself' 

filming. 

o 	 Requires hardware support equipment (camera, monitor and cassette deck). 

o 	 Video tapes can quickly become outdated. 

o 	 Proper video taping usually requires advanced preparation (such as amount of 

light required during filming and/or effective recording sound levels). 

0 Like 16 mm film, video tape can easily deteriorate if not properly stored. 
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TRAINING SUPERVISORS: LEADING WORKER OWNERS
 
HUNGARIAN MRP ASSOCIATION
 

JUNE 30 AND JULY 1, 1995, BUDAPEST
 

JUNE 30 

9:30 Coffee and donuts as participants arrive 

10:00 Introduction 

10:30 Leadership styles: Exercise 

11:30 Break 

11:45 Dynamics of leadership 

13:00 Lunch 

14:00 Dealing with supervisors at Erie Forge and Steel 

14:45 Employee involvement: Challenges and opportunities 

15:30 Break 

15:45 Empowering employee owners
 

16"15 Practice case 
1: EO Mart implements employee involvement 

17:30 Adjourn 

JULY 1 

3:30 Elements of effective groups 

10:00 Break 

10:15 Dealing with difficult people 

12:00 Lunch 

13:00 Putting together the MRP Association multicompany training program 

15:00 Adjourn 



GROUP DYNAMICS 

Individuals identify problems, generate solutions and make decisions. The advantage
of having these activities completed by individuals is that things get done quickly.
Groups, on the other hand, take longer to identify problems, generate solutions and 
make decisions -- Why? Because when more people are involved, more ideas are
expressed which takes more time and reaching agreement among more people also 
takes more time. 

Of course, the advantage of more ideas is that there is a greater chance that the real 
problem will be identified and a better solution will be generated. And the advantage
of reaching agreement on decisions is that resistance is reduced or eliminated and a 
commitment to implement them quickly is shared by all. 

Fortunately, there are ways to reduce the biggest disadvantage of groups -- wasting
time. We can use our time more efficiently arid effectively if we understand group
dynamics. Two important aspects of group dynamics are: 

* Stages of Group Development 

Roles of Group Members 

Stages of Group Development 

Groups are not simply collections of individuals, they are a separate entity with a life 
of their own. Many groups tend to follow a similar pattern in their development. One 
way to describe this are the following four stages: 

(1) Getting to Know Each Other and Understanding the Task of the Group 

(2) Attempting to Establish Personal Influence and Power 

(3) Working Together and Being Open to Each Others' Differences 

(4) Feeling Successful Together 



Stage 1 - Getting to Know Each 
Other and Understanding the 
Task of the Group 

(1) Anxious members want to feel 
included and accepted, so they act 
polite and superficial, identify 
similarities and check for compatibility; 
confused members want to know the 
goals and objectives 

(2) Members are willing to follow 
anyone who can provide clarity and 

guidance 


(3) By the end of this stage, members 
know what is expected of them and the 
group's goals and objeciives; they have 
decided whether they are willing to 
meet these expectations and work on 
the group's task 

Stage 3 - Working Together and 
Being Open to Each Others' 
Differences 

(1) Members now feel secure, having
established mutual respect, shared 
leadership and a clear set of guidelines 

(2) Members share leadership using 
active listening, open mindedness, 
acceptance of different value systems; 
they can focus on the task 

(3) By the end of this stage, members 
will have successfully accomplished at
least one of their key objectives 

Stage 2 - Attempting to Establish 
Personal Influence and Power 
(1) Members now feel more secure and 
are willing to risk being in conflict with 
other members in order to enhance 
their own power and influence 

(2) Members rebel against their earlier 
feelings of dependency and attack
 
anyone who tries to lead the group
 

(3) By the end of this stage, members 
will have learned to listen to each other 
and accept a set of ground rules for 
how tie group will proceed and how
 
decisions will be made
 

Stage 4 - Feeling Successful
 
Together
 

(1) Members feel affection for each
 
other, unity and competence due to
 
their joint successes as well as having

lived through some difficult moments
 
together; there is a high level cr trust
 
morale and synergy
 

(2) Effective shared leadership 
continues smoothly 

(3) At this stage, the group works 
effectively togetrer; however, the 
addition of a new member or the loss of 
an original member can take the group
back to previous stages 



Roles of Group Members 

What Role Do I Play in the Group? 

Our meetings will be most effective when each member is aware of all the ways thathe or she can contribute constructively. At the same time, each member needs tounderstand what kinds of behavior damage the effectiveness of the meeting, and whatare the emotional issues which tempt us to misbehave. 

Meeting participants can help both moving the task forward and maintaining a pleasant
working climate characterized by trust and respect. 

Members can move the task forward by: 

Initiating: Proposing tasks or goals; defining a group problem; suggesting a
procedure or ideas for solving a problem. 

Seeking nformation or Opinions: Requesting facts; seeking relevantinformation; asking for expressions of value; seeking suggestions and ideas. 

Giving Information or Opinions: Offering facts; providing relevant
information; stating beliefs; givirg suggestions and ideas. 

Clarifying: Interpreting ideas or suggestions; clearing up confusions; definingterms; indicating alternatives and issues before the group. 

Summarizing: Offering a statement which pulls together the group'sdiscussion in the form of a proposal, decision or conclusion, and asking the group to confirm or reject the accuracy of the statement. 

Consensus Testing: Checking to see if all members are willing to support apossible proposal, decision or conclusion despite the legitimate reservations that 
some members may have. 



Members can enhance a climate of trust and respect by: 

Peacekeeping: Attempting to reccncile disagreements; reducing tensions 
with humor. 

Allocating Participation. Finding ways to get quieter members to expressw,,o~~~~~~~oooietedsuon
 

tedt 


their ideas while restraining those who tend to monopolize the discussion. 

Encouraging: Respondinq warmly to the input of others; indicating
 
acceptance of their contributions.
 

Being Flexible: When your idea is in conflict with that of another, looking for
alternatives which may give up a part of your position. 

Standard Setting and Testing: Testing whether the group is satisfied with
its procedures and suggesting alternatives. 

Emotional issues like ...
 

Can produce misbehavior like 

Identity: Not being clear on
 
what my role is in the group. Rebellion: Opposing or resisting
 

anyone in the group who representsGoals and Needs: What do I authority. 
want from the group? Are the
 
glups goals consistent with my
own? Fighting and Controlling:
own? Asserting personal dominance, 

attempting to get one's own wayPower, Control & Influence: regardless of what others want. 
Who will control what we do? 
How much power and influence Withdrawing: Refusing todo have?. participate actively in the meeting. 

Intimacy: How personal can we Forming Alliances: Seeking outbe with each other? How much a subgroup of allies within the groupcan we trust each other? who support each other. 

zg ~" 




CHOOSING THE BEST TEAM MEMBERS 

J6zsef (25 years old) w.s a new employee at MRP Manufacturing, Kft. He relocatedto Western Hungary to be close to his aging parents. J6zsef had worked for AdvancedWelders, Kft, a German-owned company in Budapest, where he learned the mostmodern welding techniques. With his background, he received numerous offers ofemployment, but chose MRP. He thought he could make a difference at a workerowned company atd wanted to lead a continuous improvement team in the shop. Heknew that he could teach the other welders a lot and liked the thought of being aleader. Soon after being hired, J6zsef began criticizing the supervisor's weldingtechniques openly among his co-workers. He was diccouraged by their lack of interest 
in his siggestions for improvement. 

Ferenc (58 years old), J6zsef's supervisor, was two years away from retirement. iehad been the evening shift supervisor in the welding department for thirteen years anda welder for ten years before that. Before he came to the company he had spent tenyears as a new recruits' trainer at the military base in Lenti. Ferenc's militaryexperience, he often remarked, had taught him how to run a disciplined operation. Hiscrew won awards year after year for the least defects and the highest output. Ferenccould name fifteen previous employees who had learned to weld from him and thengone on the better jobs with other companies. Ferenc enjoyed teaching new welders
his way of doing things. 

Mikl6s (40 years old) was Ferenc's choice to succeed him as supervisor. Mikl6s was a no-nonsense guy who became a good welder by doing exactly what he was told. IHeunderstood the need for a disciplined operation and was quick to tell Ferenc aboutJbzsef's open challenges to Ferenc's authcrity. Mikl6s was a hard worker and, sincehis divorce, was willing to work'a lot of overtime on short notice. In fact, one week heset a company record by working 80 hours. Mikd6s was always satisfied with thecompany's way of welding and had never seen any other welding techniques. He just
assumed that the company was state of the art. 

Krisztina (23 years old) had been a welder in Ferenc's department for three years.When she first came to MRP, she had just finished a six-month training program inGermany where she learned about several modern welding techniques. Without anyexperience, she could not use them very well, but she hoped she could practice them
at her new job. Ferenc 
 let her know very quickly that his department was not alaboratory for untried methods. She also suspected that he was unwilling to listen to
a woman. 
She learned Ferenc's methods and became an excellent welder. In fact, shebelieved she would soon have enough experience to apply fur a job with Future
Industries, Kft, down the street. 

Tam~s (45 years old) was the day shift supervisor for the welding department. Hebecame a supervisor soon after MRP was privatized as a worker-owned company.Janos, the General Director, had ignored his plant manager's recommendation of a more experienced welder and selected Tamas instead. 

I-J1v, 1 



While Tamas had done some welding, he had spent most of his twenty years with thecompany in the machining department. Nevertheless, Tarn~s was very popular amongthe employees and Jinos believed his good social skills were more important for aparticipative worker-Owned company. With J~nos's support, Tam~s beganexperimenting with worker involvement. Tams initiated weekly meetings during hisshift where the welders could discuss ways of impToving their department. When theplant man3ger complained to J~ncs that the time lost to these meetings was havinga negative impact on output, Jdnos said to give it some time. 

At first, none of Tam~is's weldeis took the meetings seriously. They did rot believethings were really going to change. But slowly, after a couple of weeks, the groupcame up with a proposal. This change of heart came about because of lstvZn (35 yearsold). Istv~n was an experienced welder who had seen a lot of different techniques(because he had worked at six different companies previously). He had been with MRPfoi two years. Soon after coming to MRP, lstv6n was able to talk ten other employeesinto forming a soccer team in a local lc3pjie. This year, they made the plaoffs. WhenIstvAn suggested, at one of Tarns's meetings, using a different welding technique, theothers went along with his suggestion. Tamis did riot know whether it was a good idea 
of not, but he trusted the wisdom of the group. 

After a week, Ferenc noticed an increase in defective welds coming from the day shift.He went to Tams and asked what was wrong. Tam~s explained that his crew hadcome up with a new technique and the defects were probably just temporary aseveryone adjusted to the new technique. After Ferenc watched a demonstration of thetechnique, he immediately found the flaw which was producing the high rate ofdefects. When faced with this evidence, Tamns could not deny that practice was notgoing to solve the problem. Tamas called a crew meeting and explained about the flaw.Istvan listened with a grin on his face. Then Tam~s praised the group for tryingsomething new. He asked them whether they wanted to return to the old techniquewhile continuing to look for new ways of improving. Everybody looked at Istv~n whoseemed surprised. Istvan said he agreed with Tamds that they should abandon the new 
methoo. 

JAnos heard about the incident and decided to jake a new approach. He asked bothshifts to create a combined team to improve the welding techniques. 

Rank order these potential team members from (1, most) to (6, least) valuable. 

J6zsef Krisztina 

Ferenc Tam.As 

Mikl6s Istvan 

LJIU 



PROCESSING "CHOOSING THE BEST TEAM FMBERS" 

Step 1: 	 Prepare on a flip chart a grid with names of group members
 
horizontally across the top and names of case characters to
 
be ranked vertically on the left side.
 

A B C D E -C H
 

J6zsef
 

Ferenc
 

Mikl6s
 

Krisztina
 

Tamrms 

Istv~n
 

Step 27 	 Record rankings from each group member on 
the grid. 	Do not
 
ask for justifications yet.
 

AIBCAD E F G H 

J6zsef 1 6 2 2 1 5 2 6 

Ferenc 4 4 1 1 2 4 1 3 

Mikl6s 3 5 6 3 3 6 3 4 

Krisztina 6 3 5 4 4 2 4 5 

Tam;s 5 1 3 3 2 1 5 2 

Istvin 2 2 4 6 6 3 6 1 

Step 3: 	 One chaiacter at 
a time, ask each group me-tber to explain

why they ranked the character as they did. Do not have the
 
group discuss eaLh other's rationales. The intention is for

all to listen to 
each other and simply become aware that
 
different people perceived 
the characters in different
 
ways.
 

Step 4: 
 Ask the group what they learned. Would they change their
 
rankings after hearing 
the others? Did they notice that
they may have missed something about some characters when
 
they were evaluating them? 
It is less important that the
group reach concensus 
on how to rank a character. It is
 
more important for 
each member to realize that he or she

ranked the characters based on his 
or her perception

through personal filters.
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EFFECTIVE FEEDBACK 

Ef-fective Feedback Is Information Which A 
!PersonReceives From Others About Wha And 
[ :flow To Change 

No one l'es to change. We would all prefer to hear that what we are doing is 
wonderful and that we should keep on doing it the way we have always done it. And if 
this is the truth, peop!c should give us such positive reinforcement. 

However, life is an opportunity to continuously do things better -- and doing
things better can be very rewarding. 

One tool which can help people recognize ways to improve is FEEDBACK. 

Feedback is ineffective when: 

... the recipient does not hear it 

... it does not include what to change and how to change it 

You can help the feedback recipient hear better by: 

(1) 	Meeting with them alone to avoid embarrassing them 

(2) 	Making sure they understand the benefit of changing their behavior 

(3) 	Requesting that they listen to your complete comment and repeat back to you

what they have understood, before e.pressing a defense of their current
 
behavior
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When can you give feedback? 

(1) 	Immediately: Although feedback should not be a reaction without time for 
thought, you can prepare feedback on behavior you want to change and wait for 
the opportunity. This has the advantage of the iecipient understanding the 
connection between the behavior and your feedback. 

(2) 	 By special appointment: Setting up a meeting to provide feedback indicates 
that it is important and allows the recipient to focus on what you want to say. 

(3) 	 Regular Intervals (reviews): Knowing that behavior will be reviewed periodically,
increases the -ecipints sense of accountability for following up on the 
feedback. This may also have the advantage of "institutionalizing" continuous 
improvement so that receiving feedback becomes more routine and less 
threatening. 

How do you give feedback without lowering self esteem? 

(1) 	The "sandwich" approach: Think of at least two positive things that you can tell 
the recipient in addition to the feedback. Begin with one positive, provide the 
feedback, and then end on another positive note. 

(2) 	 Be constructive: Never criticize a behavior if you do not have a specific
suggestion for how the behavior can be improved. Remember the purpose of 
feedback is to change behavior, not to increase the frustration a person may feel 
about an unchangeable behaviur. 

Will they listen to me? 

You can increase the likelihood that your feedback will be considered more seriously 
if you: 

(1) 	 Make it a daily practice to "catch the recipient doing something right" and 
praising them for it so that your constructive criticism is not the dominant portion
of your communication with the recipient. 

(2) 	 Do not try to change everything at once. Provide feedback on no more than 
three behaviors at a time. When progress is made and the recipient can see the 
rewards, move to additional behaviors. 

H .2 



WORKER OWNER STEERING COMMITTEES IN THE U.S. 

1. 	 U.S. employee-owned companies use vn1ioyee involvement to achieve their 
mission and goals. What is the mission of your company? 

2. 	Examples of the mission of different U.S. employee-owned companies: 

a. 	 Build a profitable company for the owners 

b. 	Provide job security for the employees 

c. Provide a valuable service or product to the community 

d. Continuous!y improve the work process (production efficiency, quality of 
products, wcrking conditions) 

e. 	Replace adversarial relations between workers and managers with cooperation 
and trust 

f. 	Reduce or eliminate the need for supervision 

3. 	 Employee involvement builds on basic principles: 
a. Employee involvement is established and implemented by a steering committee 

whose members: 

Represent workers, shop floor supervisors, and upper management 

Are nominated and elected directly by the people they rep.esent or 
appointed by leaders who were directly elected by the people they 
represent 

b. 1 ne steering committee decisionmaking power is balanced equally between
workers and management (for example, the committee has two co-leaders, one
represents management and one represents workers) 

c. The steering committee is accountable to the whole company, not only to the
 
general director
 

d. 	Committee merrers receive continuous training each year in the attitudes,

behaviors, 3nd skills needed to lead the employee involvement effort
 



4. How many persons serve on a steering committee? 

a. 	 Smaller companies may have an 8 to 10 member steering committee 

b. 	Larger companies may have a 15 to 2U member steering committee 

c. Since groups larger than 8 work less effectively, larger steering committees
typically assign specific tasks to subcommittees who develop recommendations 
to be approved by the whole group 

5. How are steering committee members selected? 

a. Members may be appointed by managers and worker representatives 

b. 	Members may be directly elected by different employee groups, such as 
managers, supervisors, Droduction workers and office workers 

c. 	A specific number of seats are allotted to each employee group; production
workers choose production nominees, office workers choose office nominees;
all employees together vote to choose the production and office repi,'sentatives
from among these nominees 

d. 	A combination of the above 

6. How long do the steering committee members serve? 

a. The general director or their designee serves on a continuous basis 

b. 	The elected union president serves during their term of office 

c. 	Other members typically serve for two years 

d. Only half of the members are elected during any particular year to maintain 
continuity in the committee 

7. How are steering committee co-leaders chosen? 

a. They are selected by the steering committee members 

b. 	 Co-leaders "erve one, two, or three year terms which do not overlap so that an
inexperienced co-leader always serves with an experienced co-leader 



8. Where does the steering committee get its authority? 

a. 	The steering committee may be authorized in the by-laws 

b. 	The steering committee may be authorized in the collective bargaining 
agreement between management and the workers 

c. The steering committee may be authorized by the board of directors or at a 
meeting of the shareholders 

d. 	 Some other process to zstablish legitimacy 

9. What type of training is required for a steering committee? 

a. 	 Information about the ownership structure and corporate governance, the 
business, the financial L;Aements and other relevant issues 

b. 	Effective meeting skills, group problemsolving techniques, and other 
communication skills 

10. What are the steering committee's ongoing responsibilities? 

a. 	 Meet on a regular basis (weekly, biweekly or monthly) 

b. 	 Review the state of the company periodically: financials, sales, capital 
improvements, new technology, etc. 

c. 	 !nitiate and continuously promote employee involvement 

d. 	Communicate to employees all information needed for them to participate 
effectively in employee involvement 

e. 	Plan and organize training 

f. 	Decide advise on company policies and rules when appropriate 

or
 



1. 	 How does the steering committee keep employee involvement going? 

a. Coordinate the whole employee involvement process 

b. 	Schedule all meetings on company ilme and notify everyone in advance 

c. At 	least one steering committee member attends each meeting 

d. 	Provide a neutral facilitator for all meetings 

e. 	Make sure problemsolving teams work on possible problems, not impossible 
ones 

f. 	 Include the right people in problemsolving meetings 

g. 	Train people in their roles ahead of time 

h. 	 Facilitate two-way communication between problemsolving teams and other 
parts of the company 

i. 	 Communicate to everyone that employee involvement is serious and important 

12. Types of structures for employee involvement: 

a. 	 Departmental problemsolving committees 

b. 	Departmental infoimation meetings 

c. 	Teams: 

Problemsolving teams identify problems, investigate their root causes, 
propose solutions and deveJop implementation plans 
Quality circles involve representatives from many different work areas to 
suggest ideas about process improvements 

Cross functional teams in'olve representatives from different departments 
that work together temporarily to solve s problem or work together on a 
permaneIt basis to improve a process 
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OWNERSHIP EDUCATION PROGRAM 

Purpose:
 

Ownership of stock does not provide an automatic motivation for workers to help 
a company improve its quality and reduce its costs. If workers are to be 
motivated to act as responsible owners they need to: 

(1) Receive information about what it is they own and how it benefits them 

(2) Trust management and the information they are receiving. 

An Ownership Education Program is designed to meet these two needs. 

Program structure: 

Program customers. All of the employees of the company, especially the 
workers, are the customers of the program. The program is designed to meet 
their needs. All employees: 

(1) Attend a one-hour class 6-8 times per year 

(2) Suggest topics for the content of the classes. 

Peer trainers. The people who teach the classes are selected from among the 
class participants. If 60% of the employees are production workers, then 60% 
of the trainers should be production workers. Engineers, office workers and 
others should be represented proporiionally as trainers 

Trainers teach in pairs. Typically, each trainer teaches 12 groups of 15 
employees. So if a company has 500 employees, it needs 6 trainers; with 5000 
employees, 60 trainers would be needed. Trainers: 

(1) Attend a one-week trainer skills workshop 

(2)Attend a one-day trainer workshop for each new class 

(3)Teach 12 one hour classes over two days for each new class 

(4)Collect participants' suggestions for class topics and give these to the 
training coordinator 

(5)Provide feedback and input which is used to make the class material 
clearer for the workers 

(6)Spend 90% of their time at their regular job. 



Training coordinator. One or more people are responsible for coordinating the 
ownership education program, organizing the trainer workshops, preparing the 
class materials, and scheduling the classes. Ifthe company is large enough, this 
can be a fulltime job; especially, when the company begins to address additioral 
ownership training needs. 

The training coordinator gathers answers to the employees' questions from the 
company experts, and then prepares materials in a language which is less 
technical than that of the experts. The training coordinator is an interpretor 
between iwo different worlds with two different languages. 

Content experts. Most of the information employees want can be provided by 
the company experts; for example, the chief accountant, the sales manager, and 
the chief engineer. These people probably do not have the time to prepare class 
materials, nor the ability to communicate their expert knowledge in a less 
technical language. However, they can provide information to the training 
coordinator and review class materials for accuracy. 

Worker owner steering committee. Providing information to employees is a 
sensitive issue. There is a lot of information which management would prefer not 
to share. On the other hand, when information is withheld from employees, they 
become more distrustful of management. 

Sometimes there are legitimate reasons to withhold information. The worker 
owner steering committee can provide a vehicle for mediating this difference of 
opinion between management and the workers. 

Furthermore, there will be far more questions from the workers, than the 
program can answer. The committee can prioritize the issues raised. 

Why worker trainers? 

(1) 	The information they provide will have more credibility in the eyes of the 
trainees who work with them on a daily basis 

(2) 	 Trainees who do not understand everything during the class will have an 
ongoing opportunity to get clarification from their trainer with whom they 
work on a daily basis 

(3) 	 Eventually, the group of worker trainers, will provide a core of 
knowledgable leadership for the increasing participation of workers in 
improving the quality and efficiency of production. 

,t=ii. 
2 



Training materials:
 

For each class, there will be:
 

(1) A written handout for each participant
(2) A set of slides to be shown by the trainer
(3) A trainer's guide with suggestions on how the trainer can teach the class. 

Cycle of class development and delivery:
 

Step 1: Participants suggest class topics
 

Step 2: Trainers providn class topics to training coordinator
 

Step 3: Worker owner steering committee prioritizes class topics
 

Step 4: Training coordinator gets information from the content expert
 

Step 5: Training coordinator prepares material
 

Step 6: Each draft is reviewed by the content expert and the committee
 

Step 7: A final draft is presented to the trainers at the trainer workshop
 

Step 8: Based on trainer feedback, the materials may be revised again 

Step 9: Trainers deliver the class to all employees 

Step 10: Questions raised by the class participants which the trainer cannot 
answer are brought back to the training coordinator
 

Step 
 11: The training coordinator prepares a supplemental handout which is
reviewed and approved by the content expert and committee 

Step 12: The supplemental handout is distributed at the end of the next class 

Class topics: 

Class topics typically fall under three general categories: 

(1) Ownership issues (Stock, dividends, corporate governance) 

(2) Financial issues (Profit, assets, cash flow) 

(3) Business issues (Capital improvements, customers, work processes) 
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fRTfKELFS - BIZOTTSAGOK KtPZFSE: CSOPORTOS PROBLf-MAMEGOLDAS 

K)iik, segftsen a foglakozAs j6v6beli tovAbbfejlesztL&ben azzal, hogy idt6lti ezt az 
ftkel6lapot. Benydijthatja av n~lk-il, vary alfrva. Kdrjfik, kdegdszft6 megjegyz~seit frja 
a lap hAtoldak"a. 

1. On: 1'Az MRP Tan~cs tagja flzemi dolgoz6 OEgydb

fVllalatvezet6 1IMRP szakdrt6
 
1-FelfigyelM, mfivezet6 	 i-Szakszervezeti vezet6 

2. 	A helyisdg: Till nagy[- Till kicsi] tpp megfelel6[]
 
Ti1 mele]o Till hidego tpp megfelel60
 

3. Mindent egybevetve, a foglalkozAs: 
Till hosszOi[] Till rbvid[] Epp megfelel6[] 
Till egyszerfj TOl bonyolult[] tpp megfelel6[

4. Megpr6bItunk egyensilyt tartani a trdningvezet6 dtal tartott el6adis, a 
csoportmegbesz616s ds a kisdrleti gyakorlatok k6z6tt. Mi az, amib61 t6bb keliene, mi az, 
amib6l 	kevesebb?
 

-El6adis T6bbO Kevesebb[] Ugyanennyi[]
 
-Megbeszdlds T6bb1] Kevesebbo Ugyanennyif
-Kisdrleti gyakorlatok T6bb-] Kevesebb0 Ugyanernyi] 

5. Kjfik, 6rtdkeljen 5-t61 	 1-ig -- (5)"Sokat tanultam", (1)"Tiszta id6pocsdko]s volt": 

Sokat tanultam 	 Id6pcsfkoAs 
1. nap: 
"Eskfiv6i dekorAci6" gyakorlat 51] 4[1- 30 20 11 
Az "esliiv6i dekorici6" megbeszdldse 50 417] 30 21] 11 
E16adis: A vezetds dinamikAja 510 41] 3[] 20 11]
El6ad.s az Erie Forge & Steel c6gr6l 50 4[] 30] 20 10 
A munkavfdla6i rdszv~tel rnegbesz6dse 5] 410 31 21] I]
El6adis: Az emberek felhatalmzAsa 51 40 31] 2] 1i 
Gyakorlati eset: Az MT AruhAz 510 41] 31] 21] 11] 

2. nap: 
E16ad~s: Csoportdinamika 510 41] 30 20 1[]
Akvdrium gyakorlat 50 41] 31] 21] 1[]
trt6kel~si gyakorlat 51] 40 30 2] 1[]
El6ad:s: Feedback 51] 41] 31] 21] 11" 
E16adts: OkiatAs az USA-ban 51] 41] 31] 21] 10 
El6adAs: OktatAs OroszorszAgban 510 41] 301 21] 1I]
Megbeszflds: OktatAs MagyarorszAgon 51] 41] 31] 21] 11" 



6. Kdjiik, vdlaszoljon arra a k~rd~sre, bogy drezte mag~t a fog~akoz~is el6tt 6s ut~na: 

A foglalkozds el6tt ilgy dreztem... 	 A fog~akozds utAn ilgy dreztem... 

felkdsziilt felkdszietlen 	 felk~szfilt felk~szilletlen 

vagyok a kavetkezt3 t~mdkbar: 

50 40l 30 20l 10 Dolgoz6 rdszveI 6rt~k~nek e~migyarAzAsa 50 4C 30 20 10 
S0 40 30 20l 10 AfeihatalrazAs elroagyar~m~sa 50 40l 30 20 10
50 40 30 20l 10 Acsoportdimarnika elmatgyardzAsa 50 40 30 20 10
50 40 30 20l 10 Neht~z termdszet1 czberekkel va]6 bdnis 50 40 301 20 10 

50 40 30 20l 10 Strat~gia inagyar v~iialatok oktatAs~ra 50 40l 30 20 10 

7. A legfontosabb, arnit a mai fogialkozdson megtanultam, a k6vetkez6: 

8. A foglalkozAs tovgbbfejlesztdsdnek egyik lehetsdges m6dja: 

9. Ez a foglakozAs megkfs~r~i Atadni a piacgazdas~ggal rendelkez6 nyugati orsZAgokban
kidolgozott tapasztalatokat. A foglalkozAsnak, ill. e gyakorlatnak mely elemei Idnyegesek 
vagy l~n vegtelenek MagyarorszAgon alkal mazva? 

10. 	 Ajdniandm ezt a fogialkozAst ismer6samnek is. Igeno Nemo 
Mi~rt vagy mid-t nem:_________________________ 
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OVERVIEW 

This module is designed to help frontline supervisors deal with their concurns about the'hift from traditional management to the style of management required for effectiveemployee involvement. It covers the differences between democratic, autocratic andlaissez-faire styles of leadership; allows participants to express their concerns aboutthe impact of employee involvement on their own work; and encourages participants
to explore the advantages they can obtain from empioyee involvemerit. 

Participants will understand the difference between cXemocratic, autocratic and laissezfaire styles of leadership. They will feel that their legitimate concerns about employeeinvolvement have been recognized. They will exhibit an increased openness to 
employee involvement. 

The workshop leader will: 

(1) Introduce the topic of managing owners; 

(2) Lead participants through an exercise designed to demonstrate the how
employee involvement can increase profits and morale; 

(3) Debrief the exercise, facilitating a discussion with participants which helps them 
to interpret their experience, reach conclusions, and think about how they can
apply different leadership styles in their daily work. 

(4) Make a presentation on the dynamics of leadership; 

(5) Facilitate a discussien of the legitimate concerns which frontline supervisors
have about managing workers in an environment of employee involvement; and, 

(6) Facilitate a discussion which encourages participants to increase their 
awareness of the benefits they can gain from employee involvement. 

LESSON OBJECTIVES 

At the end of this module, participants will: 

(1) Understand the difference between democratic, autocratic and laissez-faire 
styles of leadership; 

(2) Feel that their legitimate concerns about employee involvement have been 
recognized; and, 

(3) Express an increased openness to employee involvement at their company. 



PREPARING FOR THE MODULE 

Number of participants: A minimum of three groups and a maximum of five groups
witl- 4 to 6 members (12 to 30 participants). 

Number of trainers: Two. 

Room setup: The room should be large enough to accomodate all of the groups
together, each at a separate table (preferably round). Leava adequate spacing
between tables and d )not seat participants between their table and the workshop
leader. Number the tables so groups can be easily distinguished. There should be
good Ilighting and adequate ventilation to maintain a comfortable temperature [See
(D 1)Room Setup for an example]. 

Equipment: For each group, 1 flip chart, 1 roll of tape, 2 markers (1 black, 1 other 
color), 1 calculator, 1 stapler (with about 30 staples), 2-3 scissors, 2-3 rulers, 4-6
pencils, 10 pages of white A4 paper, 10 pages of colored A4 paper (must be the same
size as the white paper -- the pattern in (H?) Pattern isbased on 21cm x 29.5cm, if the 
paper is a different size, the pattern and instructions should be adapted); in general,
a box of exit a staples, 100 pages of white paper, 100 pages of colored paper (giving
each group a different color is betier, though not required), 1overhead projector with
table, screen and overhead markers, a refreshment table, and materials table. 

Refreshments: At a minimum, provide water. Your participants will feel more
comfortable if there is coffee, tea and soft drinks available in the back of the room so
they can unobtrusively refresh their cup at any time. Cookies or other snacks are nice,
wO. 

Training materials: All handouts and slides listed in the table of contents. If no
projector is avaible, transfer the information from the slides to a flip chart to be used 
for the presentation. 

WHAT TO DO BEFORE DELIVERING THE MODULE 

Obtain training in adult learning principles, presentation skills, and discussion 
facilitation skills. 

Read and become familiar with all material in this training manual. 

Prepare a flip chart as described in (D2) Wedding Decorations Results. 

Become familiar with the training site and equipment. 

Cut long pieces of tape (so pages do not fall from the wall) and leave them ready 
on the flipcharts. 
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MODULE AGENDA 

This module is designed to last 3.5 hours including coffee breaks. Time, in minutes, is
shown both for each section and cumulatively, ie, (segment time, cumulative time). If 
you know that the participants will arrive late, then you should schedule additional time. 
Also, if the module is not being delivered as part of a larger workshop, you should 
schedule time for you and the participants to introduce each other. 

(15/15) Introduction to managing owners 

(45/60) Leadership styles exercise 

(45/105) Debrief of exercise 

(15/120) Break 

(30/150) Presentation on dynamics of leadership 

(30/180) Discussion of concerns about employee involvement 

(30/210) Discussion of advantages of employee involvement & closing summary 
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INTRODUCTION TO MANAGING OWNERS 
Time: (15/15) 

Objective: At the end of the introduction, participants will be focused on the fact that 
in MRP companies upper management and workers have expectations about the 
superviser-worker relationship which differ from the traditional model. 

Ask participants a series of questions designed to highlight their experience as 
supervisors and the contrast between the period when they worked for a state 
enterprise and now that they work for an MRP company. 

How long has your company been private? 

How many years have you been a supervisor? 

Who do you supervise? 

Has your relationship with upper management or the people you supervise 
changed since your company became an MRP company? 

Introduce the topic. 

The supervisor plays an essential role in MRP companies. It is the supervisor
who has a direct relationship with the worker owners and The supervisor who has 
tremendous potential to affect not only productivity, but also the way that worker 
owners feel about their jobs and the ccrmpany. 

The people you supervise wear two hats. One is the same hat they have always 
worn -- that of a worker. But now they have a new hat -- that of an owner. This 
raises a lot of new expectations. 

In some companies, the fact that workers own shares of stock is ignored by 
upper management. In other companies, th.s fact leads upper management to 
expect workers to care more about the company and to work better. They 
expect ownership to be an incentive and they want you to take advantage of that 
as a supervisor. 

As for workers, some ignore the fact that they own shares and do not expect
anything to be different. But others have new expectations. They think they have 
a greater right to participate in decisions about the company. They may even 
begin to challenge you as a supervisor. 

There are different ways to deal with this new reality. Today we are going to 
participate in an exercise which gives us a chance to experiment with different 
ways of supervising worker owners. 
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LEADERSHIP STYLES EXERCISE: WEDDING DECORATIONS 
Time: (45/60) 

Handouts: (Hla-d) Supervising Worker Owners at Wedding Decorations, Inc., (H2) TheCompany Way to Construct Wedding Chains, (H3) Wedding Chains Pattern, (H4)Production Worker Owner at Wedding Decorations, Inc., (H5a-e) Bright Ideas, (H6)
Production Cost Calculation Form. 

Objective: At the end ci the exercise, participants will have a variety of differentexperiences of a production shift including the supervisor-worker relationship, theconcrete results of their work, and their feelings about the process. 

Setting Up the Game (10 minutes) 

Tell the participants that they are now going to role play workers and supervisors in aproduction department. In each group, there will be one supervisor. Ask each group
to select its own supervisor. If there are people from different management levels inLhe group, it might be more interesting for the higher ranking members to beproduction workers and the lowest ranking member to be the supervisor. 
One trainer leaves the ronm with the "supervisors" while the other trainer remains in 
the 	room with the "production workers". 

INSTRUCTIONS TO THE "SUEEBVISOR5
 

(1) 	Explain: The purpose of this exercise is to experience how groups of workers
respond to different styles of supervision. You are each going to act out adifferent style. Let me describe the styles and then you can decide which one 
you want, but no two can choose the same style. 

The first style is that of the "democrat". This supervisor begins the shift byexplaining the "company way" el making wedding chains and then asking the
workers if they have any ideas on how to improve the production process. Each
time a worker suggests something, you should say "thank you". If it is a good
idea, tell them this and implement it. If it is an idea which cannot be
implemented, explain to them why it cannot be implemented. Give people a lot 
of positive feedback during the shift. 

The second style is that of the "autocrat". This supervisor does not want toaccept any ideas from the workers. You will explain the "company way" ofmaking wedding chains and begin assigning tasks to your workers. If anyone
attempts to offer a suggestion, tell them that they do not get paid to think, that
their idea is stupid, and refuse to implement it (even if it is a good idea). Insist 
on doing things the "company way". 
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The third style is that of the "laissez-faire". This supervisor does not lead at all.You simply explain the "company way" of making wedding chains and then tellthe workers that since they are the owners, they can do whatever they want. If
they ask you for guidance, just tell them to do whatever they want because they
are the owners. You do not tell them that their ideas are good or bad. Just sit 
back and watch. 

If you have 4 groups add the following: 

The fourth style is that of the "pseudo-democrat". This supervisor is really anautocrat, but pretends to be a democrat. After explaining the "companyway",
you ask people if they have any ideas for improving production. Respond to each
suggestion by telling the person that it is a stupid idea and refuse to implement
it. Encourage people to offer suggestions but do not let them implement any of
them. Insist that they do things the company way because it is better. 

If you have 5 groups, add a second democrat. 

(2) Distribute (Hla-d) Supervising Worker Owners at Wedding Decorations, Inc. to 
each according to their preference. 

H Ia = Democrat
 
H Ib = Autocrat
 
Hic = Laissez-faire
 
Hid = Pseudo -democrat
 

Give them a couple minutes to read this and answer any questions they may
have. 

(3) 	 Distribute (H2) The Company Way to Construct Wedding Chains and (H3)
Wedding Chains Pattern. Show them an example of the product. 

(4) 	 Point out to the autocrat and pseudo-democrat that they should follow the

instructions strictly. Especially instruction 
-#1about drawing the lines on 4colored pages before beginning to work with the white paper. In fact they can
control this by not giving people the white paper until they have completed the
4 colored pages. Also point out that they should insist on the workers following
the pattern exactly. 

(5) 	 Remind the democrat and the laissez-faire that their workers are allowed to
make changes in the production process, so they do ot have to follow the 
instructions so strictly. 

(6) 	 Let all the supervisors know that their shift begins as soon as they enter the 
room and will last for exactly 25 minutes. Point out that they should try to 
produce as many wedding chains as possible. 
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INSTRUCTIONS TO THE "FRODUCTION WORKERS 

(1) 	Explain: The purpose of this exercise is to learn more about the way workers 
respond to different leadership styles. In a few minutes, your supervisor will 
return from a meeting and you will begin a 25 minute shift producing wedding
chains. Please take a moment to read about youtr role. 

(2) 	 Distribute (H4) Production Worker Owner at Wedding Decorations, Inc. 

(3) 	 After people have had enough time to read the handout, summarize in your own 
words what they have just read. Tell them: 

Now that you are owners, you would like to have an opportunity to make some 
changes in the way you make the product. Over the years you have discovered 
a number of things that the company does which are counterproductive. 

At the same time, noone at the company has ever wanted to listen to your
suggestions in the past, so you may be skeptical about their willingness to listen 
now. When you meet your supervisor you will have to decide whether it is 
worthwhile sharing your ideas or not. 

(4) 	 Show them an example of the prcduct and explain how it is made. 

While you may think of some good ways to improve the production process
which your supervisor describes for you, we have prepared a few ideas in 
advance. I will give each of you a different idea. You can keep it a secret, or you 
can share it with your supervisor, as you wish. 

(5) 	 Distribute (H5a-e) Bright Ideas. If there are fewer than 5 production workers,
give some people 2 ideas so that all of the ideas are present in each group. 

Remember, the ideas on these sheets of paper will nelp you speed up
production allowing you to make more complete wedding chains during your 25 
minute shift. Higher productivity can lead to more profit. Your wages, dividends 
and job security depend on your company being profitable. 

Please take a moment to read your idea. If you do not understand it, please ask 
me to clarify it for you. 

If there are questions, try to talk directly with the individual so that the 
information does not become available to everyone else in the room. 

(6) 	 Usually, it takes longer for the supervisors to get ready than it does for you to 
prepare the production workers. Try and keep people distracted while they wait. 
You may want to make comments like: "Does production at your company get
held up sometimes while workers are waiting for their supervisor to come out of 
a meeting?" 
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Running the Shift (25 minutes) 

THE SHIFT BEGINS 

When the supervisors rejoin their groups, begin timing the 25 minutes. It is helpful ifyou have a watch or a clock with an alarm that goes off at the end of the shift. 
In the beginning, you need to monitor the groups closely to make sure the exercise is 
running properly. Here are things which have gone wrong in the past:
 

A group mistakenly believes it only needs to make one wedding chain 
 -- During 
the shift, repeat to each group the goal of making as many chains as possible. 
The autocrat or pseudo-democrat does not adequately control the group and 
allows people to start using the Bright Ideas to improve the process -- You canbe the autocratic boss of the supervisor and insist that the group do things the"company way". 

The democrat's group runs out of staples and someone orders more staples 
without mentioning the ones that are immediately available -- Ask the person if 
anyone in their group knows where they can get some staples sooner. 

AS 	THESHIFT CONTIlNUFS. 
During the shift, groups will make requests for additional materials and equipment. You 
are the purchasing department. 

When you receive a request for atap]U or pa=.r, ask the person specifically how 
much they want and tell them that it will take 2 minutes to deliver. 
If you receive a request for additional scissors or rulers, you can provide them 
after a 2 minute delay if you have any extra or you can choose not to do so. 

* 	 If you receive a request for a stapler, explain that it will take 30 minutes to 
deliver. While this will be too late for the current shift, explain that it is still a 
good idea which will help improve future production.
 

Groups sometimes come 
Lip with other ideas when the stapler is unavailable.
They may begin using tape or paper clips or making silts in tihe paper to interlock
them. All of these are creative ideas which should njt be discouraged (though
during the debrief you may want to raise the issue of quality control). 
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During the shift, you should also make one feedback intervention which reflects the 

leadership style of the group. 

For the democrat, say: / really like the way your people ae working together. 
You are doing a great job. The company really needs more people like you who 
cooperate together and contribute such creative ideas. 
For the autocrat and pseudo-democrat, say: I am really concerned at how slow 
you are working. You have not been very productive. You need to hurry up and 
make more chains before the shift is over. 

* Simply ignore the laissez-faire supervisor. 

As groups complete their chains, tape them to the wall near their table (check to make 
sure they have exactly 22 links to make sure the group understands what the final 
product is supposed to look like). 

END OFS1HWIF-
The shift is over when the alarm goes off after 25 minutes. Do not give the groups anyadditional time. Be prepared before the alarm goes off so that you can immediately
confiscate all of the staplers to prevent any groups from continuing to work. 

Tabulating the Results (10 minutes) 

Distribute (H6) Production Cost Calculation Forn to the supervisors in each group. Askthem to fill it out. You may want to double check the way the group is calculating its 
costs to make sure their is uniformity. Here are some helpful hints: 

PaDpe: The group received 20 pages of paper originally. How many additional 
pages did they request. Take this total and subtract the number of in!udi 
pages which they are able to return to you. This gives you the number of pages
used. Remember, if they have begun to draw on a page, it is counted as used. 

* ta.plu: Multiply the number of completed chains by 22. Then add the number 
of additional links completed. Then ask if the group wasted any staples and 
make sure to add those. 
Be careful that the groups do not try to only count the materials for the 
completed chains. They need to count all material consumed. 

Record the results of each group on a flip chart for all to see. Leave blank space where 
you can add the labels of the different leadership styles later. 
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DEBRIEFING LEADERSHIP STYLES EXERCISE 
Time: (45/105) 

Objective: At the end of the debriefing, participants should (1) understand how 
requesting and using workers' ideas for improving production can increase profit and 
employee morale; (2) understand that supervisors do have an active role to play in 
employee involvement; and (3) begin to think about the possibility of taking an active 
role in requesting and implementing ideas from the workers they supevise. 

Review with the participants the results of their work as recorded on the flip chart. 
Then ask some questions which help them reflect on their experience. Take one issue 
at a time and get responses from each group before proceeding to a new issue. 

Here are some questions which you might ask during different steps of the debrief: 

Step 1: Gathering Data 

Ask 	questions which get people to describe what happened and how they felt. 

* 	 Describe your supervisor. 

* 	 How did it feel to work for your supervisor? 

* 	 Did you share your ideas on improving production? Why or why not? 

* 	 What was it like supervising this group of workers? How did you feel? 

* 	 What was the style of leadership you were instructed to use? 

Step 2: Interpreting the Data 
Ask questions which help the participants put the raw data into meaningful forms by 

perceiving patterns, sequences, trends, dynamics or groupings. 

* 	 Why did people in the democrat's group feel better?. 

* 	 How do you explain the results of the autocrat's group? The laissez-faire's 
group? 
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Step 3: Generalizing to the Learning Objectives 

Ask questions which draw out what participants have learned. Here are some additional 
lessons which you may want to contribute to the discussion if the participants do not 
discover them: 

Originally, the shift was only 15 minutes. When the democrat's group was beaten 
by the autocrat's group, they pointed out that they would have won if they had 
had more time. They "lost" time in the beginning getting organized; but once 
they got started they were doing weil. We extended the shift to 25 minutes and 
now the democrats' group almost always wins. 

Employee involvement involves an investment. In the beginning, doing things
differently may actually create some problems or additional costs. But once it 
has been implemented successfully, the long term rewards should make the 
investment worthwhile. Supervisors are often concerned that they will be 
penalized for the problems which emerge during the transition to employee 
involvement. 

Sometimes the laissez-faire group does best, sometimes worst. This really 
depends on the members. If they are motivated and a leader emerges, they do 
well without having a supervisor "in the way". On the other hand, if they are 
looking to the supervisor for guidance, they get frustrated and fall behind. 

This demonstrates that there is a role for supervisors in employee involvement. 
Simply advocating responsibility to the work team is not appropriate. The 
workers need someone to organize them to express their ideas and put them 
into action. 
This also shows the evolution from the traditional style of supervision, to a 

democratic style, and finally to se!f-directed workteams. 

None of the groups could have successfully constructed the chains without the 
initial information povided by the supervisor. No one leadership style is right for 
all situations. Autocrat's are needed for new employees or at moments when 
quick action needs to take place. But over the long term, this style should be 
minimized and workers should be encouraged to use their experience and take 
more responsibility for organizing their work. 

The pseudo-democrat usually has the worst results of any group. This is 
because this supervisor raises people's expectations that they can participate
and then none of the ideas are implemented. It is better to be an autocrat and 
not raise such expectations. Do not initiate employee involvement if you are not 
committed to carry it through because it could make things worse. We have had 
groups which even went on strike! The autocrat, on the other hand, does not 
lose any time in discussing ideas and does not confuse the workers. 
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Tell the groups that you have a customer who needs to buy 3 chains and would 

like to buy as many as 10. What price does each group want to offer this 
customer? This demonstrates the power that the group with the lowest cost has 
to control the market. If they have produced more, and at a lower cost, they can 
squeeze the others out of the market. 

Step 4: Applying to Real Life 
Ask the participants to think about how they can actually use these learnings in their 

companies. 

* Which leadership style is more common at your company? 

* How would the workers you supervise respond to a democratic style? 

BREAK
 

Time: (15/120)
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PRESENTATION: DYNAMICS OF LEADERSHIP 
Time: (30/150) 

Handout: (H7) Dynamics of Leadership 

Slides: Managing Owners S1 thru S3 

Objective: At the end of the presentation, participants will (1) understand that the 
supervisor has many options for matching a variety of leadership styles to a variety of 
supervision situations; and (2) possess a vocabulary for discussing ttese options. 

As supervisors, you are leaders. As we saw during the exercise, there are 
different leadership styles. Of course, we also discussed the fact that you do not 
use the same style all the time -- rather you can choose among different styles 
depending on the situation. 

Terms like democrat and autocrat may not be the most useful. We all want to be 
seen as democrats -- none of us want to be labeled an autocrat. What I would 
like to do now is suggest some additional terms which allow us to expand out 
thinking about how to adjust our leadership style to different situations. 

Remember, earlier we said that there are times when an autocratic style is 

appropriate. Who remembers some of those situations? 

What factors in these situations lead us to choose an autocratic style? 

From the participants answers, try to get to the point that it depends, in part, on the 
level of competence and commitment of the worker. 

The workers you supervise, have different levels of competence and 
commitment. 

Competence means their ability to understand a task and deal with it. 

Comitmnet means their own willingness to carry out a task. 

People can be competent in some situations and not in others. If you asked me 
to prepare a document with an IBM compatible computer, I could do a nice job, 
but if you gave me a Macintosh computer, I would be lost. 

We also have different levels of commitment. I may be motivated to run training 
workshops, but if I were told to reorganize the file cabinet3 where we keep the 
training material, I might think that was boring or a task for someone else. My 
commitment might be low. 
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So we have four possiThities with any specific person assigned to any particular
task. They may be: 

(1) Competent and committed; 
(2) Compete.nt, but not committed; 
(3) Committed, but not competent; 
(4) Neither competent, nor committed. 

Ask participants to give you examples of each kind. 

_lde_1: (S1) Situational Leadership 

Workers sometimes describe their supervisors as prison guards who simply give
orders and spy on them to make sure they do not do anything wrong. i would 
like to suggest a different description. A supervisor is a helper, a resource, 
someone who helps the workers succeed at producing a quality product in the 
most efficient way, increasing the amount ofprofit which can be used to provide
job security and competitive wages. Since your workers are also owners, profit 
has additional benefits for them as well. 

As supervisors, we help the workers in many ways. Right now, I would like to talk 
about two of these. We provide direction and suport. If you have a teenage son 
or daughter, or if you can remember when you were a teenager, you can 
understand that people do not always appreciate receiving direction and 
support. Adults like to be independent. 

At the same time, there are times when we recognize we need help and we are 
happy to get it. If we can give our workers the maximum of autonomy, while 
providing support when they know they need it, then they will be happier and we 
will use our own time more effectively. The more autonomy some of your people
have, the more time you have to focus on those who really need your help. 

So you use two types of behavior: directive and supportive. 

Directive behavipr is one-way communication. It involves two things: 

(1) 	 Telling people what to do and where, when and how to do it; and 
(2) 	 Supervising their performance closely. 

Supportive behavior, on the other hand, is two-way communication. It also 
involves two things: 

(1) 	 Facilitating interaction so people express opinions about how to do the 
task; and 

(2) 	 Giving people responsibility for defining the task and carrying it out. 
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Show (Sl) 

Here are four leadership styles you can use to help your workers. 

Directing is a leadership style which involves a lot of direction and very little 
support. You provide specific instructions to your workers and closely watch to 
see that they carry out your instructions. When night you use this style? 

[You know the person does not know how to do the task ad (1) you do not 
expect this person to repeat the task in the future or (2) you do not have time 
right now tc prepare them to carry out the task autonomously.] 

Coaching involves a lot of direction ar. a lot of support. You explain the task and 
ask for suggestions about how to carry it out. And you still closely supervise the 
task as it is carried out. When might you use this style? 

[You know the person does not know how to do the task but you would like them 
to be able to carry out the task autonomously in the future.] 

SuDorting involves a lot of support b-il very little direction. You talk about the 
task and come up with a plan together, but do not follow the implementation
closely. You are simply available if needed. When might you use this style? 

[You know the person has enough experience that they can carry out the task 
without you and you want them to feel responsible.] 

D.elcuaina involves very little direction ,ad very little support. You simply let 
someone know that they are responsible tor a task but let them decide how to 
carry it out. The only supervision required is expecting the person to inform you
if something unexpected prevented the task from being accomplished by the 
time you expected it to be accomplished. When might you use this style? 

[You know the person has the competence and the commitment to carry out the 
task autonomously.] 

Slide2: (S2) Continuum of Supervisor Authority and Worker Responsibility 

So let's assume we want to minimize how much we d . 

We decide to use coachingand m5upJing in order to increase the cmp2etence
and commitment of the people we supervise. 

So in the future we can do more delegating of old tasks, while we go on to new 
tasks. 

There is a wide distance between directing and delegating, leaving people
completely out of the decisionmaking or handing the decision over to them. 
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One way to think about this is to look at the --

Authority of the supervisor, and 
The responsibility of the workers. 

Show (S2). 

This diagram illustrates the idea that as a supervisor shares more authority with
the workers, the workers respond by taking on more responsibility- When you
involve people in decisionmaking, they are more committed to implementing 
.tbIrdecisions. 

Here are some of the ways we share decisionmaking authority with people. 

First, we simply do not. We make a decision and announce it. 

Second, we give poople a little authority when we explain our decision. We are
thinking about them as we think how we are going to explain why we decided 
what we decided. This may influence us. 

Third, we allow them to ask questions about our decision. We want to know their 
reactions. 

Fourth, we present a ertative decision and get people's reactions before we 
finalize it. So their reactions may hifluence the decision. 

Fifth, we present a problem, and ask for ideas before we make a decision. So 
people may influence the range of choices considered before the decision is 
made. 

Sixth, we present a problem, and give people brundaLje within which they can 
make their own decision. We might be saying, "Choose among these options," 
or we might be saying "You cannot spend more than $100." 

And finally, we can present a problem, and give people as much freedom to
decide as we ourselves possess. Obviously, I cannot give someone the authority
to decide something if my boss has not given me that authority. 

Summary of presentation: 

So we now have expanded our vocabulary beyond democratic and autocratic 
styles of leadership. We choose styles of directing, coaching, supporting and
delegating to match the specific situation and the level of competence and 
commitment of the people we supervise. We have a wide range of choices about
just how much authority and responsibility we want to give people in any
particular situation. 
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DISCUSSION: CHALLENGES OF EMPLOYEE INVOLVEMENT 
Time: (50/200) 

Objective: At the end of the discussion, participants will (1) feel that their concerns
about employee involvement have been listened to and considered legitimate; (2) be 
aware of ways they personally can benefit from employee involvement; and (3) be open
to helping implement employee involvement in their company. 

It is often the case that supervisors feel threatened by employee involvement. If we
ignore their legitimate concerns, they may resist considering any positive aspects of
employee involvement. Duong this discussion, you want to encourage people to express their concerns and you want to communicate to them that you understand 
these concerns. Only when this is accomplished, do you move on to the next part of
the discussion which is getting them to think about the positive aspects. 

Expressing Le 3itimate Con ce-rnsabDutEmplQye involvement 

The leadership styles exercise illustrated for us how employee involvement can
nelp make our company more profitable by improving the efficiency of
production. Of course, this was in a controlled workshop setting and the rules
of the game were set up to produce these results. You and I know that it is not 
that simple back at your company. 

Even if we accept the theory that workers have good ideas, and that if we were 
to get them to share those ideas we could reduce costs and improve quality --

Even then, people are not ready to support worker involvement. This is because
worker involvement has a lot of costs attached to it. While it has the potential ofproviding benefits, it is also going to create new problems for me that I will have 
to deal with. 

In your groups, please take 10 minutes to list all of the problems that employee
involvement would create for you as a supervisor. What are the ways that worker
involvement is goi'ig to make your life miserable? Please list your ideas on the 
flip chart. 

Give groups 10 to 15 minutes to accomplish this task. Remind them after about 5
minutes, that they should be writing their ideas down because they will be reporting
them to the rest of the participants. 

Next, ask each group to give you only one of their ideas. List it on a flip chart for all to see and move to the next group. Ask groups not to repeat an idea if it has already been 
mentioned by another group. 

When there are no more ideas, review the list and ask if anyone needs any clarification
about what was meant by any of the ideas listed. If any of the ideas seem to be closely
related, ask whether it is okay to combine them. Only do so if noone objects. 
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Next, ask peopie to write down the three issues listed which are most important to 
them and to prioritize these as first, second and third. Record their rankings and 
summarize them. 

So, while employee involvement may be a good thing, you have some serious 
concerns about how it is going to affect you at your company. You main 
concerns are... 

[Mention the ones which are obvious from the rankings done earlier.] 

Thinking about the benefits of errpl~vee Involvemnent 

What if it were possible to overcome some of these issues? What if you were 
satisfied with the way some of these concerns were dealt with? 

Would there be any benefits for you personally from employee involvement? If 
your workers were to take on more responsibility for generating and 
implementing ideas for improving the quality and efficiency of production, would 
you have anything to gain from this? 

In your groups, please take 10 minutes to list all of the benefits that employee
involvement would create for you as a supervisor. Please list your ideas on the 
flip chart. 

Give groups 10 to 15 minutes to accomplish this task. Remind them after about 5 
minutes, that they should be writing their ideas down because they will be reporting 
them to the rest of the participants. 

Next, ask each group to give you only one of their ideas. List it on a flip chart for all to 
see and move to the next group. Ask groups not to repeat an idea if it has already been 
mentioned by another group. 

When there are no more ideas, review the list. Discuss each item listed. Ask people to 
give examples. Expand on the ideas as much as possible. 

Finally, summarize the discussion. 

So employee involvement could have a lot of benefits for you. If your company 
could overcome some of the concerns you mentioned, like... 

[Repeat the key concerns listed earlier.] 

Then you would be able to obtain these benefits... 

[Repeat the benefits they have identified.] 
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CLOSING SUMMARY 
Time: (10/210) 

Objective: At the end of the closing summary, participants will remember that (1) they 
saw the benefits of employee involvement demonstrated in the exercise; (2) they have 
a variety of leadership styles to choose from based on the situation and the people 
involved; and (3) employee involvement can benefit them and their company.
Furthermore participants will hear that you can provide them with additional assistance 
and training to help them implement employee involvement effectively at their 
company. 

Today we have spent a lot of time exploring different styles of leadership which 
supervisors need to consider when their company chooses to get workers more 
involved in making decisions which can improve the quality and efficiency of 
production. 

We began with an exercise designed to illustrate how worker involvement can lead to 
improved economic results as well as employee morale. We saw the advantages of 
democratic leadership over autocratic leadership. 

At the same time, we recognized that it is not a black and white issue. We talked about 
a variety of supervision styles including directing, coaching, supporting and delegating. 

We also emphasised that who you are supervising makes a difference in the style you
choose to use. Workers vary on their levels of competence and commitment around 
different tasks. Sometimes you need to use more authority and sometimes you can 
give them greater responsibility. 

While being able to delegate more of your own responsibility to others may free you up
for concentrating on more important issues, worker involvement is not an easy thing 
to establish. You mentioned several things which concern you, including... 

[Repeat the key concerns listed earlier.] 

Obviously, you need to develop some strategies for dealing with these important issues 
if you are going to implement worker involvement. You listed several good reasons why 
this would be worthwhile... 

[Repeat the benefits they have identified.] 

While the first step is deciding you want to increase the involvement of your workers, 
there are a number of other things you can do to help you accomplish this 
successfully. 

Four skills which supervisors often work on improving in the beginning are: (1)
Empowering workers; (2) Running effective meetings; (3) Facilitating group
problemsolving; and, (3) Dealing with difficult people. Our organization can help you 
in all of these areas. 
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SUPERVISING EMPLOYEE OWNERS AT WEDDING DECORATIONS, INC. 

lackrund. 

You have been a supervisor at Wedding Decorations, Inc. (WDI), for eight years.
Last year, WDI's management decided to use an MBO to privatize the company. Since
they did not have enough money to purchase the whole enterprise from the state, theychose to set up an MRP which allowed them to obtain sufficient financing through E-
Credits to purchase the company. In addition to using the MRP as a tool of
privatization financing, management has heard that MRP-owned companies work
better when implemented along with worker participation. So committees have been
created which take your people away from production several times a month. You find
this frustrating because management still expects you to produce as many wedding
decorations as before. Over the past month, you have gotten behind on your
production target due to the lost work time. 

This week, you and the worker owners you supervise are scheduled to produce
wedding chains. You have been supervising the production of this product for the past
five years and believe your way of organizing production is the best way. It has always
worked for you and you have always met your quota. Now more than ever, you do not 
want to experiment with this participation "fad" because management has set up a new
bonus system which is tied to meeting your quota. As worker owners, the people you
supervise have heightened expectations that they have a right to suggest changes in 
the production process. You do not want to waste time letting the people you
supervise make suggestions about changing the prod jction process. You were
promoted to supervisor because you have more knowledge and experience than they
do. However, you are a survivor and you have to look participative. So you will ask for 
suggestions (just not implement them). 

Your Role: 

Your task is to teach the people you supervise the comrpanyway of constructing
the wedding chains. Ask them for suggestions (because you want to give the 
appearance of being p.rticipative) but when they volunteer suggestions, tell them that
their suggestion is stupid (even if it is a bright idea which you might agree with) and 
refuse to even consider implementing it. 
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SUPERVISING EMPLOYEE OWNERS AT WEDDING DECORATIONS, INC. 

BAkgmumd: 

You have been a supervisor at Wedding Decorations, Inc. (WDI), for eight years.Last year, WDI's management decided to use an MBO to privatize the company. Sincethey did not have enough rnoney to purchase the whole entei ,ise from the state, theychose to set up an MRP which allowed them to obtain suffic iEnt financing through E-Credits to purchase the company. In addition to using the MRP as a tool ofprivatization financing, management has heard that MRP-owned companies workbetter when implemented along with worker participation. So committees have beencreated which take your people away from production several times a month. You findthis frustrating because management still expects you to produce as many weddingdecorations as before. Over the past month, you have gotten behind on your
production target due to the lost work time. 

This week, you and the worker owners you supervise are scheduled to producewedding chains. You have been supervising the production of this product for the pastfive years and believe your way of organizing production is the best way. It has alwaysworked for you and you have always met your quota. Now more than ever, you do notwant to experiment with this participation "fad" because managernent has set up a newbonus system which istied to meeting your quota. As worker owners, the people yousupervise have heightened expectations that they have a right to suggest changes inthe production process. You do not want to waste time letting the people yousupervise make suggestions about changing the production process. You wereprcmoted to supervisor because you have more knowledge and experience than they
do. 

Your task isto teach the people you supervise thecornDan way of constructingthe wedding chains. Do not ask them for any suggestions about anything and if theyvolunteer suggestions, tell them that their suggestion is stupid (even if it is a brightidea which you might agree with) and refuse to even consider implementing it. 
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SUPERVISING EMPLOYEE OWNERS AT WEDDING DECORATIONS, INC. 

You have been a supervisor at Wedding Decorations, Inc. (WDI), for eight years.Last year, WDI's management decided to use an MBO to privatize the company. Sincethey did not have enough money to purchase the whole enterprise from the state, they 
chose to set up an MRP which allowed them to obtain sufficient financing through E-Credits to purchase the company. In addition to using the MRP as a tool ofprivatization financing, management has heard that MRP-owned companies workbetter when implemented along with worker participation. So committees have beencreated which take your people away from production several times a month.Management still expects you to produce as many wedding decorations as before.Over the past month, you have gotten behind on your production target due to the lostwork time. You think committees are fine, but think participation will be most helpfuldirectly in the production process. You believe that by asking your workers forsuggestions and then implementing the good ones, you can actually speed up the
production process and make up some of the lost time. 

This week, you and the worker owners you supervise are scheduled to producewedding chains. Even though you have been supervising the production of thisproduct for the past five years, you believe that your workers may have some goodideas on how to organize production in an even better way. Now more than ever, youwant their help because management has set up a new bonus system which is tied tomeeting your quota. As worker owners, the people you supervise have heightened
expectations that they have a right to suggest changes in the production process. You agree and plan to implement every good suggestion. You were promoted to supervisor
bec. use you have the ability to help people use all of their skills, knowledge and 
experience. 

Y-ouLRPIe: 

Your task is to explain to the people you supervise the company way ofconstructing the wedding chains. Then you should ask them for suggestions abouthow to improve upon the process. If the suggestion is reasonable you should tell theemployee who made it what a great idea it is and then implement it immediately. 
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SUPERVISING EMPLOYEE OWNERS AT WEDDING DECORATIONS, INC. 

You have been a supervisor at Wedding Decorations, Inc. (WDI), for eight years.Last year, WDI's management decided to use an MBO to privatize the company. Sincethey did not have enough money to purchase the whole enterprise from the state, theychose to set up an MRP which allowed them to obtain sufficient financing through E-Credits to purchase the company. In addition to using ihe MRP as a tool ofprivatization financing, management has heard that MRP-owned companies workbetter when implemented along with worker participation. So committees have beencreated which take your people away from production several times a month. You findthis frustrating because management still expects you to produce as many weddingdecorationis as before. Over the past month, you have gotten behind on yourproduction target due to the lost work time. 

This week, you and the worker owners you supervise are scheduled to producewedding chains. You have been supervising the production of this product for thepast five years and believe your way of organizing production is the best way. It hasalways worked for you and you have always met your quota. Management, on theother hand, is sold on this participation "fad" and wants you to let the people yousupervise tinker with the production process. You have accepted the fact that thismeans you will not get much from the new bonus system set up by managementbecause it is tied to meeting your quota. As worker owners, the people you supervisehave heightened expectations that they have a right to suggest changes in theproduction process. You do not want to waste time dealing with these suggestionsabout changing the production process but management has given you no choice.You were promoted to supervisor because you have more knowledge and experiencethan the workers, but now their opinions seem to be more important than yours. 

YollLRok-: 

Your task is to teach the people you supervise the company's way ofconstructing the wedding chains. Then tell them that they can carry out productionany way they want. If they ask you for guidance or make a suggestion to you, simplytell them to do whatever they want, they are the owners now. Do not comment on theirideas or how they are working. Just sit back and quietly observe. 
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THE 	COMPANY WAY TO CONSTRUCT WEDDING CHAINS 

1. 	 Have a couple of people draw the following lines (21cm X 3cm) on four pieces
of colored paper. Use a ruler to measure out the lines on each piece of paper
individually. Do not let them begin drawing lines on the piht paper until they
have 	finished drawing lines on the four pieces of colored paper. 

2. 	 While some are drawing lines on the white paper, others should be cuffing the 
strips out of the colored paper and one should be stapling the links. 

3. 	 If you run out of paper or staples, you can order them from purchasing (see the 
workshop traine.). There is a two minute delay from the time you order most 
supplies to the time you receive them. Additional production equipment may 
take longer. 

4. 	 There should be twenty-two links in each chain and they should alternate 
between colored and white. 

5. 	 Make as many wedding chains as you can during your twenty five minute shift. 

PRODUCTION COSTS 

Supervisor salary & benefits HUF 600 / 25 minute shift 

Production worker salary & benefits HUF 400 / 25 minute shift 

Paper HUF 100/ page 

Staples HUF 100 / staple 

YOU WILL BE CHARGED FOR ALL MATERIALS CONSUMED! 

MARKET CONDITIONS 

The customers buy their wedding chains through a centralized buyer. The buyer needs 
to purchase at least 3 chains today but will need as many as 10 chains in the near 
future. The buyer can purchase from one or all of the wedding chain suppliers. While 
the buyer would prefer to purchase as many chains as possible immediately, the buyer
would be willing to wait if the price difference were significant. 

YOU 	CAN ONLY SELL COMPLE[TED CHAINS! 
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PRODUCTION WORKER OWNER AT WEDDING DECORATIONS, INC. 

Bakground: 

You have been a production worker at Wedding Decorations, Inc. (WDI), for ten 
years. Last year, WDI's management decided to use an MBO to privatize the company.
Since they did not have enough money to purchase the whole enterprise from the 
state, they chose to set up an MRP which allowed them to obtain sufficient financing
through E-Credits to purchase the company. In addition to using the MRP as a tool of 
privatization financing, management has heard that MRP-owned companies work 
better when implemented along with worker participation. So committees have been 
created which allow employees like yourself to plnn company picnics and discuss 
smoking policies. You think this is okay but would prefer to give your input on 
important things like improving the production process. 

This week, you are scheduled to produce wedding chains. You have been
producing this product for the past five years and believe that there are many ways to 
improve the production process which would be better than the way the company has 
you do it. In the past, the company was never interested in your ideas; but now that 
you are an worker owner, you expect the company to listen to your ideas. In fact, the 
General Director recently sent a letter to every employee reminding you that you are 
owners and should think o ways to improve the company. A new bonus system set 
up by management will be tied to the number of wedding chains the company
produces. While you have some good ideas, you do not want to waste time sharing
them with the company if, as in the past, noone wants to listen. 

Yb~ffRole. 

Your task is to follow the instructions of your supervisor. If you are asked by your
supervisor to make a suggestion you may offer the information which has been given 
to you (but you do not have to) or come up with your own suggestion if you have not 
been provided with additional information. If you are not asked, do not share your
information. After all you will get paid for your twenty five minute shift regardless of 
how many wedding chains are produced. 
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BRIGHT IDEA "A" 

ONLY SHARE THIS IDEA IF THE SUPERVISOR ASKS AND YOU FEEL LIKE SHARING 
IT 

The company wastes a lot of paper.
 

You currently only get 7 strips (21cm X 3cm) from each page of paper.
 

You could increase this to 9 strips per page if you were to draw the lines as in the
 
diagram below, because the paper is 21cm wide and 29.5cm long.
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BRIGHT IDEA "B" 

ONLY SHARE THIS IDEA IF THE SUPERVISOR ASKS AND YOU FEEL LIKE SHARING 
IT 

Often times, a lot of production time is lost waiting for supplies to be ordered, 
purchased and delivered frcm an outside supplier. 

For example, if you run out of staples, your chain production stops until you can obtain 
more staples. 

The company and your supervisor do notkno that there are 100 extra staples in 
a box in the break room. These staples have been forgotten about. 

If you run out of staples, you could avoid a delay in production by telling the supply
department to simply go to the break room. 
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BRIGHT IDEA "C" 

ONLY SHARE THIS IDEA IF THE SUPERVISOR ASKS AND YOU FEEL LIKE SHARING 
IT 

It takes a lot of time to measure and draw each line on the paper. 

Rather than measuring each piece of paper separately to draw the lines, you could 
simply draw dark lines on the first page, and then trace the rest from this master copy. 

This should save you time. 
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BRIGHT IDEA "D" 

ONLY SHARE THIS IDEA IF THE SUPERVISOR ASKS AND YOU FEEL LIKE SHARING 
iT 

Following the traditional procedures can be inefficient sometimes. 

For example, you usually do not start to prepare the white strips for the chains until you
have already finished drawing four pages of colored strips. No one remembers why the 
company does it this way, but it slows down the process. 

If you draw the colored strips and the white strips at the same time, then as soon as 
you begin cutting them out the person stapling can begin producing complete chains. 

This should save some time since if you do not begin the white strips until all the blue 
strips are done, the person stapling cannot begin linking the blue strips with the white 
strips. 
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BRIGHT IDEA "E" 

ONLY SHARE THIS IDEA IF THE SUPERVISOR ASKS AND YOU FEEL LIKE SHARING 
IT 

Not having enough equipment can slow production down. 

Your group only has one stapler. 

This may create a bottleneck since many people are cutting out slips of paper. 

If you had an additional stapler, a second person could be completing chains and the 
work would get done more efficiently. 
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PRODUCTION COST CALCULATION FORM
 

EXPENSE COST/ITEM QUANTITY TOTAL COST HINT 
(1) WAGE OF 
SUPERVISOR 

HUF 600 X You had one 
supervisor. 

(2) WAGE 
OF WORKER 

HUF 400 X How many workers 
were in your group? 

(3) PAGE 
OF PAPER 

HUF 100 X You started with 20 
pages. How many 
additional pages did 
you receive? How many
clean pages could you
return? 

(4) ONE 
STAPLE 

HUF 100 X = Multiply the number of 
complete chains by 22 
and then add the 
number of additional 
completed links. Did 
you waste any staples? 

(5) TOTAL 
COST 

* ********** Add (1) through (4) 

(6) CHAINS *********** ********** 

COMPLETED 

COST PER 
CHAIN 

* Divide (5) by (6) 

WHAT PRICE CAN YOU OFFER YOUR CUSTOMER?
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THE PROPER CHOICE OF MANAGEMENT STYLE, WORKERS' EXPERTISE AND COMMITMENT 

L O Vr_- _....__ __ HIGH 
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DIRECT COACH 
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C.3 PARTICIPATIVE MANAGEMENT
 



August 	31,1994 

QUESTIONS RELATED TO THE THIRD NATIONAL ESOP CONFERENCE 

I. 	 Which of the following subjects are you especially interested in? 

-	 Consequences of the new privatization strategy and law, affecting ESOPs and in general employee
management ownership.
 
Functioning of employee-owned companies abroad (ownership structure after the buyout,
 
organizational restructuring, decision-making mechanism, personnel policy, new work methods,
 
etc.).
 
Experience regarding Hungarian ESOP companies.
 
Desired directions of the modification of the ESOP Law.
 
Expedient regulation regarding the operation of the ESOP organization - Statutes
 
Accounting of the ESOP organization and issues concerning ESOP taxation.
 
Administrative tasks of the ESOP organization.
 
Managing ESOP companies - international and domestic experiences.
 
New type of teamwork and communication within the company.
 
Possibilities of establishing and developing business contacts between ESOP companies.
 
Possible forms of utilizing preferences provided by the Property Policy Guidelines.
 
Attitude and behaviour of creditor banks tovwards ESOPs.
 

Other subjects or particular issues suggested by you for discussion:
 
°°°°•....... ......•°°"°°°•".......... ° °° ° ° ° °°°...................................................................°° °° .. 
........................................... .............................................................. 
• ... ... ..° .. ... .. ........ .•°.......• ° .. °.°.. 

II. 	 Would you like us to send you the schedule of the ESOP conference and the application form? Yes 
No 

For your request we will :end the schedule of the conference and the application form to the co
owners. 

Name of the 	co-owner Address 
....... .... 
 . ...........
......................
 

.. 	 .... .......... .............................. 
 ...... 
... 	 ........... .....
,.... ........................
 

III. 	 At the conference we intend to provide opportunities to companies to introduce themselves. For 
companies interested we will give more detailed information via telephone. Would you like to 
make use of this opportunity? 
Yes (,ei: ............... ) No 

IV. 	 Other suggestions 

.............................................................................................
 

.............................................................................................
 

..............................................................................................
 

Names 	of the management 

[he top manager of the company .............................................................
 
[he president of the executive body of the ESOP Organization ...............................
 
rhe members of the executive body of the ESOP organization .................................
 
.............. ° ........................ 
 .............
 
°°'° .......................................
 
'he president of the company council .......................................................
 
'he secretaries of the company trade unions ................................................
 

...............................................................	 °.
° 




Data sheet 
for the
j!ata base of the ESOP Organization 

* 	 Date of establishment of the FSOP...................................................
 
organization ........................................................................
 

* Number of the participants of the ESOP Organization at the time of its establishment and at 
present, 	and its proportion to the number of employees of the 
4COMpany......... .......................... ......................
* 	 Date of the ownership acquisition (sale/purchase) by the ESOP Organization ..........
 

* 	 Proportion of employee-owned property to the registered capital or equity ...........
 
* 	 Price rate of property purchase .....................................................
 
• 	 Ownership structure 

Co-owner 	 Proportion of ownership shares (%) 

State
 

Local government
 

ESOP Organization
 

Individual employees
 

Individual Hungarian owner
 

Foreign oiwner 

Other information that you deem important (eg. how many applicants there were, in which round 
you won, was is a consortium bid or not, the process: tender invitation, evaluation of bids, 
decision-making and publication of results, conclusion of credit contract and sales contract, etc.) 
..... . .................. .... ...... ......... ...... ............... . .... 
 . ... ... 	 ... ..... ........


•,o............................................................... 
 ..... .............
 
... .... ,,o..*........................................................... 

,
 

...... .................
 

Balamce Sheet or the Company, 1993 
(in thoutand HUF) 

[fA) Long-Term Assets 	 Previous Year Present Year
 
A) Long-Term Assets
 

I. 	 Intangible Assets 

I1. Tangible Asscts
 

Ill. Financial Assets
 

B) Current Assets
 

I. 	 Stocks 

II. Receivables 

Ill. Securities 

IV. 	 Monetary Assets 

C) 	 Prepaid Expenses and Accrued Income 

Total Assets 

D) 	 Owner's Equity 

I. 	 Registered Capital 



D. Capital Reserves 

M. Retained Esrnings 

IV. Lou Carried Forward form Previous Year 

V. Balance Sheet 'ofit or Lozs
 

E) 'Target Rece:rvcs
 

F) Liabilities
 

I. Long-term Liabilities 

11. Short-term Liabilities 

G. Accrued Itema 

Total Sources 

Profit and Loss Statement of the Comlany, 1993 
(in thousand HUF) 

'A' Previous Year Prent Year 

l. Net Sales income 

II. Other Income 

III. Capitaliced Value of Own Activity 

IV. Material-Type Expenditure 

V. Ltbour Related Costs 

VI. Depreciation Allowance 

VII. Other Costs
 

Vill. Other Expenditures
 

A) Profit or Loss from Business Activity
 

IX. Revenue form Financial Transactions 

X. Expenditure on Financial Transactions 

B) Profit or Loss fron Facia] Transactins 

C) Regular Profit or Loss 

XI. Extraordinary Revenue 

Xli. Extraordinary Expenditure 

D) Extrordinary Profit or Loss 

E) Pre-tax Profit or LUs 

X1li. Tax Payment Liability 

F) After-tax Profit or Less 

G) Balance Sheet Profit or Loss 

"__. _ Previous Year Present Year 

1. Net Sales Income 

II. Other Income 

Ill. Direct Cost of Sales 



IV. 1ndirect Coa orSales 

V. Other Expenditure 

A) Profit or Lem from Busincss Activity 

VI. RevCnue form Fiaencial Trenuctions 

VII. Expenditurc on Fumncial Transactions 

B) Profit or Low from Fuianzri Trnza tioas 

C) Reg u Profit or Loss 

VIII. Extraordinary Revenue 

IX. Extrcordinary Expenditure 

D) Extnoral -y Profit or Loss 

E) Pre-tax Profit or Loss 

X. Tax Payment Lirbility 

F) After-tax Profit or Loss 

G) f3alAnne Sheff Profit or Loss 



DEBRIEFING A TRAINING EXERCISE 

Training exercises can be enjoyable but sometimes workshop participants leave 
without knowing why they did the exercise. To effectively use an exercise, the trainer 
must facilitate a discussion which is called DEBRIEFIN3 or processing the exercise. 

For debriefing to be effective: 

(1) 	The trainer must know the learning objectives; 

(2) 	There must be enough time for learners to derive learnings and applications; 
and, 

(3) 	 The trainermust guide the participants through a series of debriefing steps. 

STEP ONE: EXPERIENCING 

This step is fairly simple. The trainer simply follows the instructions for running the 
exercise. The learners will experience the learning objectives which the exercise was 
designed to produce. 

STEP TWO: DESCRIBING WHAT HAPPENED 

Participants report what happened (thoughts, feelings, what people said and did) while 
the trainer records on a flip chart what they have said using their own words. 

If comments are all positive (negative), ask "1see a lot of positive reactions here. 
Were there any negative ones?" 

* 	 "What did you observe happening with other persons?" 

* 	 To focus learners' attention on particular data, you can begin by labeling the flip 
chart, ie, "What I thought, What I felt, What I observed of others." 
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STEP THREE: INTERPRETING THE DATA 

Help participants put the raw data into meaningful forms by perceiving patterns, 
sequences, trends, dynamics or groupings. 

* 	 "As you look at this data, what patterns do you see?" 

* 	 "What do you make of that?" 

* 	 "How can we account for that?"
 

'What 'pops' off the page for you?"
 

* 	 "What matches do you see?" 

STEP FOUR: GENERALIZING TO THE LEARNING OBJECTIVES 

Draw out what participants have learned. Fee: free to help if they seem to be missing 
something. 

"What learnings are here for you?" 

* 	 "What here helps you make sense out of the experiences you've had?"
 

"What associations do the data help you make?"
 

STEP FIVE: APPLYING THE LEARNING OBJECTIVES TO REAL LIFE
 

Ask the participants to think about how they can actually use these learnings.
 

* 	 "How can you use this learning back at the company?" 

* 	 "If these learnings are important to you, how can you best hold on to them?" 

Perhaps, ask participants to make a contract or write a letter to themselves 

reminding them of how they intend to use this learning. 



Tmindennapi kenyeranket 
add meg nekank ma 

MINDENNAPI KENYERUJNKET Kft.
 
THE MRP GAME
 

1. YOUR ROLE 

You are a member of the board of directors of Mindennapi Kenyeranket Kft., an 

80 percent employee-owned bakery located in Tolna, which has just completed its first 

year of operations. This report, prepared by Mindennapi Kenyerainket's accountant, was 

done for the Kft.'s first annual board meeting. At this meeting, your and your fellow 

board members, the employee owners of Mindennapi Kenyeriinket Kft., and the 

representative of Tolna County (which owns the remaining 20% of the bakery), will 

decide how to spend the company's 	annual profits. The future of Mindennapi 
This report tells you something of the bakery'sKenyeriinket Kft. is in your hands. 


history, MRP, product, production process, and the general market conditions.
 

2. HISTORY OF MINDENNAPI KENYERUNKET Kft. 

The bakery which became Mindennapi Kenyerbnket Kft. was established in 1930. 
Its chief marketIn 1948 it was nationalized and became a part of the Tolnai State Farm. 


was to supply the State Farm employees and other inhabitants of Tolna with fresh bread
 

and rolls, while some of the production was marketed to other townships in Tolna
 

County.
 

the bakery was transformedWhen the Tolnai State Farm was broken up in 1993, 

into a Kft. with a book vaiue of 12.5 million Ft. 80 percent of the shares were held by 

SPA, while Tolna County received 20 percent of the shares in exchange tor the grounds 

of the bakery. 

The eight employees of the bakery organized an MRP and obtained an E-credit 

loan of 10 million Ft., with which they made a successful bid for SPA's 80% of the 
a face value of 1000 Ft. each). The MRP signed a note toshares (10,000 shares with 

pay back the loan in 10 years at an interest rate of 7%, without a grace period. The loan 

was secured by the assets of the bakery. The employees named the new, 80% employee

owned company "Mindennapi Kenyeriinket Kft." 

3. THE TRANSACTION 

1t 



(1) The MRP organization borrowed 10 million Ft. of E-credit. It gave the 
bank a note for 10 million Ft. at an interest rate of 7%. 

(2) The MRP paid the 10 million to SPA in exchange for 10,000 shares 
with a face value of 1000 Ft. each. 

(3) The shares went into a suspense account in the MRP. 

When the MRP purchased the SPA shares, it placed them into a suspense account, 
which is pledged to the bank as collateral for the loan. As the Kft. pays back every year 

a part of its loan through the MRP to the bank, a corresponding number of shares are 

released from pledge and are allocated by the MRP to individual accounts of the 
are allocated equally among the eight employee-owners.employees. The released shares 

An employee at Mindennapi Kenyerinket Kft. becomes fully vested at the end of one 
year of employment. 

4. THE Kft. PAYS BACK TO THE BANK 

(1) The Kft. makes to the MRP in the first year a contribution of 1,700,000 
Ft. 

(2) The MRP uses the amount to make the first year payment to the bank 
1,000,000 Ft. of principal and 700,000 Ft. of interest. 

5. SHARES ARE ALLOCATED TO INDIVIDUAL ACCOUNTS 

Shares, in proportion to the amount of the loan repaid, are allocated to individual 

account of employee-owners within the MRP. 
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6. CURRENT SITUATION OF MINDENNAPI KENYERUNKET Kft. 

The MRP 

The MRP has a one-year vesting period and immediate distribution of the shares 
when an employee retires. Once a year, the Kft. has a valuation of its share value done 
by a professional appraiser. Depending on the valuation, the share value may increase or 
decrease. 

The MRP Loan 

Mindennapi Kenyerbinket Kft. is a privately owned company that has just 
completed its first year of operations. The MRP must repay the bank ',000,000 Ft. of 
principal per year plus interest for the coming twelve years. Until the loan is fully paid, 
the Kft. may not distribute dividends. However, the employees as majority owners may 
eat up the profits by voting themselves increased salaries or bonuses. 

The Product 

Mindennapi Kenyer:inket Kft. produces fresh bread and rolls. The process uses 
mainly flour, water and spices. The production requires three machines: a mixer to 
prepare the dough, a roller to cut and shape it into loaves or rolls, and an oven to bake it. 
The machines are in good working order, but on the average are twenty-five years old. 

Company Structure 

The Kft. has eight employees, who all participate in the Kft. Each employee has a 
seat on the Kft.'s board of directors and one vote in the Kft.'s decisions. A simple 
majority is necessary for board decisions. A representative of Tolna County has two 
votes on the board. Although he has never come to a meeting, no one knows how the 
county authorities will behave in the future. 

Competition 

The major competitor of Mindennapi Kenyeriinket Kft. is Szekszdrdi Pksdg Rt., 
which supplies the same products throughout Tolna County. It pays each of its 
employees 750,000 Ft. per year, while Mindennapi Kenyerbinket Kft. pays 700,000 Ft. It 
is rumored that SzekszArdi P0ks~g is thinking of buying Szuper Magna, a new baking 
machine which prepares the dough, cuts it, and sends it on a rolling carpet through an 
oven, all in a single operation, thus doing the work of the three machines which 
Mindennapi Kenyertinket has. Another rumor is that Szekszdrdi Pks~g Rt. has been 
negotiating with the county government to buy its 20% share in Mindennapi Kenyerinket 
so it could have access to the Kft.'s financial statements. 

Market Conditions 

With improved transport throughout the region, the market for bakery products 
has become both stronger and more competitive. Demand is growing as it is possible to 
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ship products competitively to Pdcs and the Lake Balaton area. 

7. WHAT YOU MUST DECIDE 

Once a year, Mindennapi Kenyeriinket Kft.'s board meets to decide what to do 
with the company's profits or how to cover its losses. As a board member, ycu have 
several choices as to where the profits can go. Some decisions will have a long-term 
effect, others will not. Some can be paid with pre-tax profits, others must be paid for 
after the Kft. pays taxes. 

* PAY ALL EMPLOYEES A ONE-TIME BONUS -- ? Ft. (pre-tax expenditure) 

Several employees are upset that annual wages at Mindennapi Kenyeriinket are 
50,000 Ft. lower than at Szekszrdi Pdks6g. Paying a bonus will solve some of the 
problems which this wage difference is creating. The one-time bonus comes out of pre
tax earnings and does not raise the Kft.'s costs for subsequent years. The board decides 
how large the bonus will be. 

* RAISE WAGES -- 400,000 Ft. (pre-tax expenditure) 

Another way to stop the complaining about SzekszArdi P6ks6g is to raise every
emloyee's annual wages by 50,000 Ft. This will raise the Kft.'s "Salary Expenses" by 
400,000 Ft. for every year after the increase is approved. 

* PERFORM OVERHAUL -- 200,000 Ft. 

The Kft's three machines, which are twenty-five years old, should have an
 
overhaul every five years. Nobody remembers the last time this was done.
 

BUY THE COUNTY'S SHARES (cost depends on share value; post-tax 
expenditure) 

Some employees think that Tolna County will sell its shares to SzeksZArdi Pdks~g
Rt. to raise cash. Others do not believe that the Rt. will really make such an offer to the 
County. 

* BUILD A CAFETERIA -- 850,000 Ft. (post-tax expenditure) 

Employee owners feel that their workplace should be more than just a place to 
work. At present they must bring lunch from home as there is no nearby place to buy 
lunch, and no convenient place in the bakery to eat it. The cafeteria could also serve as 
place to hold parties on national holidays for employees and their families. 

BUY THE SZUPER MAGNA MACHINE -- 2,450,000 Ft. (post-tay expenditure) 

This machine has the capacity of doubling the Kft.'s production. It will replace
the three machines which the Kft. currently has. On the other hand, it will not eliminate 
any jobs, as it requires the same number of persons to operate and maintain. Of course, 
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whether the Kft. can :el 100% more products depends on the market. The new 
technology has been used experimetally by the producer, but has not been purchased by 
a bakery before. 

* SAVE THE PROFITS -- ? Ft. (post-tax savings) 

The board may decide to save all or part of the profits. This may be a good idea, 
since the company must repurchase the shares of retiring employees in both year two and 
year three. 

ACCELERATE REPAYMENT OF E-CREDIT LOAN -- ? Ft. (post-tax savings) 

By law, dividends cannot be distributed until the loan used to acquire the bakery 
has been completely paid off. From this po.;nt of view, it would be advantageous to 
accelerate repayment of the loan. On the other hand, the loan is at 7% interest, while 
any profits may be saved in government bonds bearing 27% interest until Our Daily 
Bread Kft. has accumulated enough to pay the loan completely. 

Our Daily Bread Kft. subscribes to the trade journal, BAKERY NEWS. In the 
current issue it found the following article: 

SZUPER MAGNA ANNOUNCES A MAJOR TECHNOLOGICAL BREAKTHROUGH
 
This May Signal a Revolution in the Bakery Industry
 

By ldiko Katona 
Bakery News reporter 

Szuper Magna, a manufacturer of 
high-technology machinery for the bakery 
industry, announced today a major 
technological breakthrough. Szuper 
Magna's new "continuous baking machine" 
is said to combine the three processes of 
kneading the dough, shaping the loaf and 
baking it into one machine. 

"The introduction of the 
'contihuous baking machine' signals a new 

day for the baking industry", stated Istvin 
Szab6, Szuper Magna's director. "This 
Hungarian invention will replace the 
traditional three-machine operation and 
will at the very least double the production 
of companies which buy it." 

If the Szuper Magna machine 
produces as much as Szab6 claims, there 
could be a major revolution in the bakery 
industry. 

"Weare definitely investigating the 
equipment. If Szab6's claims are true, we 
will buy enough machines to take over the 
South Hungary market", stated ZoltAn 
Nagy, director of Szeksz.rdi Bakery Rt. 
This machine would give us a tremendous 
advantage over our competitors". 

At the press conference, Mr. Szab6 
denied that there would be any problems 
with a conversion from the old three
machine production to the "co'itinuous 
baking machine". He stated that "our 
machine is designed to fit customer 
specifications and to raise productivity and 
profitability". 
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"mindennapi keriyeriinket 
add meg nekfnk ma" 

MINDENNAPI KENYERIONK Kft. 
AZ MRP SZEREPJATtK 

1. AZ ON SZEREPE 

On a Mindennapi Kenyerbink Kft. igazgat6i tanAcsdnak tagja, mely Kft. 80 szAzalfkban 
munkav/dlal6i tulajdont, Tolna megydben talAlhat6, s nemrfgiben zArta mfk6d6snek els6 
6vft. Ez a jelentfs, amelyet a Mindennapi Kenyerbink Kft. k6nyvel6je frt meg,a Kft. els6 
6ves igazgat6 tanAcsi 61s6re kfszfilt. Ezen az 5ilsen On 6s a tanics mAs tagjai, akik a 
Mindennapi Kenyerbink Kft. munkavdIla6 tulajdonosai, valamint Tolna megye k6pvisel6je 
(mely megye tulajdon~ban van a pfcsfg fennmarad6 20%-a), dbntenek arr6l, hogy a vllalat 
6ves nyeresfg6tdt mire fordftsik. A Mindennapi Kenyerfink Kft. jfv6je az Onfk kLzfben 
van. Ebb6l a jelentdsb6l megtudhat nfhAny dolgot a pfksfg tbrtfnetdr6l, aZ MRP-r6l, a 
termfkr6l, a termelfsi folyamatr6l, 6s az AltalAnos piaci feltctelekrdl. 

2. A MINDENNAPI KENYERiUNK Kft. TORTENETE 

A pfksfget, amelyb6l a Mindennapi Kenyerfink Kft. ldtrejott, 1930-ban alapftottAk. 
1948-ban A.1amosftottAk 6s a Tolnai Allami Gazdasighoz csatoltgk. F6 piacAt az Allami 
Gazdasgg dolgoz6inak 6s Tolna ms lakdinak friss kenyfrrel 6s z6ldsfggel val6 ellAtAsa 
jelentette, mfg a termel6s mis rdsze Tolna megye egydb j.rdsai fel6 irAnyult. 

Amikor a Tolnai Allarni Gazdas~g 1993-ban felbomlott, a pdksdg Kft.-v6 alakult At, 10 
milli6 Ft k6nyv szerinti 6rt~kkel. Az izletr6szek 80%-a az AVU kezdben volt, Tolna megye
ugyanakkor megkapta az ibzletr6szek 20 szgzaldkAt a pdksdgnek nyojtott telek6rt cserfbe. 

A pfksfg nyoc dolgozdja megszervezett egy MRP-t 6s 8 milli6 Ft 6rt6kf E-hitelhez 

jutott, amellyel megvAsArolt -k.az AVU birtokiban Iv6 80% izletrfszt (800 fizletrdszt 
egyenk6nt 10.000 Ft nfvfrt kel). Az MRP aldfrt egy nyilatkozatot, mely alapjAn a kblcsbnt 
10 6ven beliil visszafizeti 7%-os kamattal, tfirelmi id6 n6lkiil. A kblcsfnt a p6ksdg vagyona 
biztosfiotta. A dolgoz6k az jj, 80%-ban dolgoz6i tulajdonj vAllalatot elnevezt6k "Mindennapi 
Kenyerbink Kft.-nek. A Kft. megszerezte a k6losfnt 6s 1994. januAr 1-6n megkezdte
mfikfdfsft.
 

3. A TRANZAKCIO 

40 \ ---wb
 
8.000.000 Ft. 

(1) M\RP (2) 

8.000.000 Ft. (3) i 800 izIetrdsz 

BANK AVU
 



(1) Az MRP szervezet 8 milli6 Ft drtdk-i E-hitelt vett kblcs6n. A banknak Atadott egy 8 
milli6 Ft-r61 sz616 k6telezvdnyt, 7%-os kamattal. 

(2) Az MRP a 8 milli6t kifizette az AVO-nek 800 darab, egyenk6nt 10.000 Ft n6vdrtdkG 

izletrdszdrt cser6be. 

(3) Az Dzletrdszekck az MRP-ben ideiglenes szAmAllra kerbiitek. 

Amikor az MRP felv sMrolta az AVO fizletr6szeket,olyan ideiglenes szAmlAn helyezte el 
azokat, amelyet a k6lcs6n biztosft6kul aj~nlott fel a banknak. Ahogy a Kft. minden vben 
visszafizeti k6lcsbn6nek egy r6sz6t az MRP-n keresztbl a banknak, megfelel6 szlmi iizletr6sz 
szabadul fel a jelzlog a161, melyeket az MRP a dolgoz6k egy6ni szlmlAira utal At. A 
felszabadftott iizletr6szeket egyenl6en osztjdk el a nyolc munkavJIlla16-tulajdonos k6zbtt. A 
Mindennapi Kenyeriink Kft. munkavAJIal6ja azonnal teljes jogu tag lesz. (gy minden 
jelenlegi munkavAllal6nak joga van a szrmlAjAra Atutalt 6sszes fizletrdsz &tkdhez, amikor 
nyugdfjba vonul. Nyugdfjba vonulAsukkor Oij munkav Ilaltk 16pnek a helybikre, akiket 
ugyanolyan fizietr6szhez jutsi jog illet meg.) 

4. A Kft. TORLESZT A BANK FELE, 

(1) (2) 

A tT2PX 

IU. BANK
 

(I) A Kft. 1.360.000 Ft-tal j.rul hozzA az MRP vagyondhoz az els6 dvben. 

(2) Az MRP az 6sszeget az els6 6ves banki tartozAs visszafizet6s6re haszndlja fel- 800.000 Ft 
t6ke ds (8.000.000* 7% =) 560.000 Ft kamat formijdban. 

5. AZ UZLETRfSZEKET EGY1'NI SZAIMLAKON OSZTJAK EL 

A fizletr6szeket, a visszafizetett kdlcsbn 6sszegdnek arlnylban, a munkavAlal6
tulajdonosok egydni szAmlAj~ira utaljAk At az MRP-n belbil. 

EGY2NI SZAMLAK 



6. A MINDENNAPI KENYERUNK Kft. JELENLEGI HELYZETE 

Az MRP 

Az MRP alapszab;Iya szerint azok a dolgoz6k, akik tbbb mint egy dve dolgoznak a 
pks6gben, jogesultak arra, hogy nyugdfjba vonulAsukkor az 6sszes SzAmljukra Atutalt 
izletrszt megkapjRk. A Kft. politikja az, hogy minden nyugdfjba vonul6 izletr6szdt 
megvtsArolja, ha a munkav,1a16 r6gtn nyugdfjba vonulAsa utAn el akarja adni 6ket. Az 
ilyen 6zletr6szeket k61ts6g felszdmftAsa n61kil osztjgl sz6t a jelenlegi munkavfillal6k k6z6tt 
tulajdonrdszik szdzaklc1nak arnyiban. 

tvente egyszer a Kft. hivatAsos vagyonrt6kel6vel e-v6gezteti az izletr6sz 6rt6kdnek 
felbecsfil6s6t. Az 6&6kel6st61 ffigg6en az izletr~sz drt6ke cs6kkenhet vagy n6vekedhet. A 
Kft. a nyugdfjba vonul6 munkavAllal6k Ozletr6sz6t a legut6bbi drt6kel6s . .Imeghat rozott 
Aron v,-,rolja meg. 

Az MRP k6lcsbn 

A Mindennapi Kenyerbink Kft. magAntulajdonban 1v6 vllalat, amely nemr~giben zkrta 
mfkbd6s6nek els6 6v6t. Az MRP k6teles visszafizetni 800.000 Ft t6k6t a banknak 6vente, 
valamint kamatot az elk6vetkez6 tfz dvre. Amfg a k6lcs6nt teljesen vissza ner fizetik, addig 
a Kft. ner adhat osztal6kot. A dolgoz6k ugyanakkor, t6bbs6gi tulajdonoskhnt, fel61hetik a 
profitot azAltal, hogy sajdt maguknak magasabb fizet6st vagy juttatAsokat szavaznak meg. 

A term6k 

A Mindennapi Kenyerfink Kft. friss kenyeret 6s zs6milt gyArt. A folyamat sorAn f6leg 
lisztre, vfzre 6s ffiszerekre van sziiksdg. A gydrtAshoz hdrom g6p n6lkilbzhetetlen: egy 
kever6, amely elk6szfti a t6sztdt, egy formW6, amely a kenyeret 6s a zs6ml6t kivggja 6s 
megfbrrnzza, s egy siit6, amelyben mindez kisbl. A g6pek j6 mfk6d6si llapotban vannak, 
de Alagosan huszon6t 6vesek. 

A Mindennapi Kenye:i-nk Kft. alJfrt egy szerz~d6st a Kocsis Kft-vel, melynek alapjdn a 
Kocsis Kft. szAlliftja a termdkeket a vev6khoz, a Mindeniapi Kenyeribnk Kft-nek fgy teh',t 
csak a termelnie kell. 

A vdllalat szerkezete 

A Kft-nek nyolc dolgoz6ja van, akik mind tagjai a Kft-nek. Minden dolgoz6nak jut egy 
hely a Kft. igazgat6i tanAcs6ban ds egy szavazati jog a Kft. dbntdseiben. Egyszera t6bbsdgre 
van szfiks6g ahhoz, hogy a tanAcs d6nt6st tudjon hozni. Tolna megye k6pvisel6j6nek k6t 
szavazata van a tanAcsbilIsen. Br e kdpvisel6 m6g sosem jdrt egy filsen sem, senki sem 
tudja, hogy a megyei hat6sAgok hogyan viselkednek majd a j6v6ben. 
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Verseny 

A Mindennapi Kenyernk Kft. legf6bb versenytArsa a SzekszArdi Pksfg Rt., amely 
ugyanolyan termdkeket kinAl Tolna megye terilletn. Minden dolgoz6jdnak 750.000 Ft-ot 
fizet dvente, mfg a Mindennapi Kenyeriink Kft. 700.000 Ft-ot fizet (ezekbe a fizet6si 
k6lts6gekbe beletartozik a trsadalom biztosftAsi dfj is). Az a hfr jlrja, hogy a Szeksz~rdi 
Pks6g tervezi a Szuper Magna megvAsAriAst. Ez egy olyan Oij sfit6grp, amely elkrszfti a 
tfsztAt, felvAja, fut6szalag segfts6gfvel Atkiildi egy sfit6n, mindezt egyctlen egyszer 
folyamatban. LzAltal elvtcgzi hirom olyan grep murikAjit, amilyennel a Mindennapi Kenyerbink 
Kft. rendelkezik. A mdsik hfr az, hogy a SzekszArdi P6ksrg Rt. tArgyal a rnegyei 
6nkormAnyzattal arr6l, hogy annak 20 %-os rfszesedrst a Mindennafi Kenyeriink Kft-ben 
megvegye, s ezAltal a Kft. p6nzfigyi kimutatAsaihoz hozzAfrjen. 

Piaci feltftelek 

Mivel a tfrs6gben a szilftAs fejl6dbtt, a sait6ipari termfkek piaca er6sebb6 vAilt, a 
verseny pedig fokoz6dott. N6 a kereslet, hiszen lehet a versenykfpes termkfkeket Pcsre ds a 
Balaton vid6k6re sz,.1ftani. 

Ktszpfnz-helyzet 

A Mindennapi Kenyerink Kft. mfk6ddsrt 1994. januir 1-6n kezdte meg 400.000
 
forint 6intkG kfszpfnzzel, zsebb6l vagy a bankb6l, amely k6rfilbeliil kdt hdt mtik6ddsi
 
k61tsfgeinek fedezfsfhez elg. Ez megfelel6nek szAmft, mivel a vgllalat kfszlete (kenydr)
 
naponta forog, 6s a vev6k (f6leg 61elmiszer kiskereskeddsek) hetente fizetnek.
 

7. A MUNKAVftALLALO-TULAJDONOSOK FOGLALKOZASA 

Prkmester -49 dves 
Pdkinas -43 dves 
Kenyfrformd.z6 mester -58 6ves (a 2. 6v vfg6n nyugdfjba megy) 
Keny6rfornidz6 inas -28 dves 
Tsztakeveor6 -34 6ves 
Anyagbeszerz6 -57 6ves (a 3. dv vdgfn nyugdfjba megy) 
K6nyvel6 -53 6ves 
RaktAros -26 6ves 

8. AMIT ONNEK KELL ELDONTENIE 

tvente egyszer a Mindennapi Kenyerfink Kft. igazgat6i tanAcsa bsszebil, hogy dbntfst 
hozzon a vlillalati profit felhasznmAiAsr61, illetve a vesztesfgek fedezfs6r61. A tanics tagjakdnt 
Onnek t6bb vAlasztAsi lehet6sfge is van azzal kapcsolatban, hogy hovA menjen a profit. 
Egyes d6ntfsek hosszii tAvon 6reztetik majd hatAsukat, mnAsok nem. Van, amit az ad6zAs 
ei6tti profittal ki lehet fizetni, mAst akkor kell kifizetni, ha a Kft. mAr ad6zott. Az On 
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altematfvli a k6vetkez6k: 

* AZ E-HITEL UTAN KOTELEZO TOKE- ES KAMAT TORLESZTESE: 

Kamat - az el nem helyezett k~lcs6nk6tvfny 7%-a (ad6zsel6tti kiadAs)
 
T6ke - 800.000 dvente (az ad6z,:s el6tti profit 20%-At fel lehet hasznAJni a t6ke
 
visszafizetisre; a fennmarad6 r6szt az ad6zAs utni profitb6l kell t6rleszteni)
 

A kamatot 6is a t6kft idejfben kell fizetni, hogy a bank ne indftson vfgrehajtAsi
 
eljArAst a pdks6g ellen, 6s hogy az fizletrfszeket el lehessen osztani a munkavillal6
tulajdonosok kOz6tt.
 

* 	 MINDEN DOLGOZO KAPJON EGYSZERI --?Ft. ERTEKU JUTALMAT (ad67As 

el6tti kiadds) 

T6bb 	dolgoz6t aggaszt, hogy az dves bMr a Mindennapi Kenyerfink Kft-n61 50.000 Ft
tal alacsonyabb, mint a Szekszrdi Pfksfgn6l. A jutalom fizet6se megold majd n6hAny 
probldmAt, amely e bfrkilbnbsdgb6l ad6dik. Az egyszeri jutalom az ad6zAs el6tti 
j6vedelemb6l szArrnazik, s ner ndveli a Kft. kbltsdgeit az elkvetkez6 6vekben. A tanAcs 
d6nti el, mekkora legyen a jutalom. 

BtREMELES -- 400.000 Ft. (ad6zAs el6tti kiadis) 

A misik m6d arra, hogy a Szekszdrdi Pdksdggel kapcsolatos panaszokat 
megszbintessik az, hogy minden dolgoz6 6ves bfrft megemeljbik 50 000 Ft-tal. Ez 400 000 
FT-ta] n6veli majd a Kft. "Fizetdsi k6ltsdgeit" 6vente azutAn, hogy az emelist elfogadtAk. 

* 	 GENERALJAViTAS -- 500.000 Ft. (addzAs el6tti kiadis) 

A Kft. h~rom g6pe, melyek huszonbt 6vesek, 6t 6venkfnt generdijavft~sra szorulna. 
Senki sem emlikszik, mikor v6geztdk ezt el utoljra. 

* A MEGYE UZLETRESZEINEK MEGVASARLASA (a k61tsfg az iizletrfsz drtdkdt61 

ffigg; ad6zAs utAni kiadds) 

Nr.hAny dolgoz6 Oigy gondoija, hogy Tolna megye el fogja adni izletrdszeit a 

SzekszArdi Pfks6gnek(, hogy fgy kdszpfnzre tegyen szert. MAsok nem hiszik, hogy az Rt. 
val6ban tesz ilyen ajnlaot a megy6-nek. 

* 	 A NYUGDiJBA VONULO MUNKAVALLALOK UOZLETRESZtNEK 

MEGVASARLASA (ad6zAs utAni kiadAs) 

Az egyik munkavAilal6 a 2. dvben, egy mAsik munkavllal6 a 3. dvben megy 
nyugdfjba. A Kft. politikAja az, hogy a nyugdfjba vonul6 munkavAllal6k 6zletr(szft 
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amegvgsrolja, amennyiben azokat eladfsra kfnljdk rbgt6n nyugdfjba vonulAsukat k6vet6en, 

rtfkels Altal meghaturozott iron, s ezeket az iizIetr6szeket ingyen sz6tosztja alegut6bbi 
jelenlegi munkavdlal6k kbzbtt tulajdonr6szfik szAza]6kos arAnyAban. Ez annak drdekdben 

t6rt6nik fgy, hogy a Kft. mindig t6bbs6gi munkavdlal6i tulajdonban maradjon. 

* KAVEZO tPiT.SE -- 850.000 Ft. (ad6zAs utAni k61ts6g) 

A dolgoz6 tulajdonosok Oigy ,rzik, hogy a niunkahelyfik tbbb kellene, hogy legyen, 

mint egyszerG munkahely. Jelenleg otthonr6l kell eb6det hozniuk, mivel mivel nincs hely a 

ahol eb6delni tudninak, s nincs k6nyelmes 6tkez6sarok a p6ksdgben sem. Ak6zelben, 

kAv6z6ban lehetne iinnepnapokon 6sszej6veteleket szervezni a dolgoz6k 6s csalAdtagjaik
 

r6szdre.
 

A SZUPER 	MAGNA GEP MEGVASARLASA -- 2.450.000 Ft.(ad6zAs utAni kiadAs)
* 

Ez a g6p k6pes megduplAzni a Kft. termel6s6t. FelvAltja majd azt a hArom g6pet, 

amely jelenleg a Kft. birtokAban van. Nem sziintet meg ugyanakkor egyetlen munkahelyet 

sem, mivel ugyanannyi emberre lesz szfiks6g mfk6dtet6s6hez 6s 
az, hogy a Kft. k6pes-e eladni 100%-kal t6bbet, a piact6lkarbantartAsdhoz.Term6szetesen 

fiigg. Az tj techno]6giit a gyirt6 eddig kis6rleti jelleggel haszndilta, pdksdg m6g nem 

vAsdrolta meg. 

? Ft (ad6zAs ut~n)* MEGTAKARiTSUK-E A NYERESEGET --

Az igazgat6tanics elhatrozhatja a teljes nyeres6g illetve a teljes nyeresdg egy 

r6szdnek megtakarfts~t, p6.dAul az6rt, hogy meg 'Asirolja a Szuper Magna g6pet vagy az6rt, 

hogy a kdvetkez6 dvben megvisArolja az egyik nyugdfjba vonul6 munkavAllal6 iizletrfsz6t. 

AZ E-HITEL VISSZAFIZET StNEK FELGYORSiTASA -- ? Ft (az E-hitel 
lehet hasznlni)visszafizetfs6re az ad6zAs el6tti nyeresdgnek akdr a 20%-At is fb6 

A tr'6ny alapjdn ser az ibzletr6szeket, ser az osztaldkot ner lehet sz6tosztani 

addig, amfg a pks6g megszerzds6hez felhasznit hitelt teljesen vissza ner fizctik. Az E

hitel visszafizetUsfre az ad6zs el6tti nyeres6gnek akAr a 20%-At is f61 lehet haszn~ilni - s6t a 

800.000 	Ft-ot meghalad6 r6szt is, amit 6vente kell fizetni. Amennyiben az 6ves profit 20%-a 

a 800.000 Ft-ot, el6nybs megoldis lehet a kbil6nbs6get fclhasznini a hitel gyorsmeghaladnA 
ez a nyeres6g 40% tArsasAgi ad6ra k6teles), hogy avisszafizet6s6re (m.skiil6nben 


munkavilla]6-tulajdonosok korbban megkaphassA- az osztal6kot.
 

A Mindennapi Kenyeriink Kft. el6jegyezte a S.TOIPARI HfREK c. kereskedelmi 

foly6iratot. 	 A legut6bbi szAmban a k6vetkez6 cikk olvashat6: 
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A SZUPER MAGNA RENDKIVULI TECHNOL6GIAI FEJL6DtSR6L SZAMOL BE 
Forradalomn 

Katona Jldik6 
Sfitdipari Htrek 

A Szuper Magna, a siit6iparban 

haszn;latos magas technol6giai 

szfnvonahi g~pek egyik gyArt6ja jelent6s 

technol6giai fejl6d~sr6l szAmolt be. A 

Szuper Magna 11tal gyrthott
 
"folyamatosan siil6 g~p" a hdrom
 
folyamnatot -- a dagasztAst, formAIdst 6s
 
a sfitdst -- egy g~ppeI v~gezteti.
 

"A folyamatosan siit gap"
 
bevezet~se a siit6iparban 6ij id6szak
 
kezdet6t jelzi" -- jegyezte meg Szab6
 
IstvAn, a Szuper Mvagna igazgat6ja. "Ez
 
a magyar taljJmAny elfoglaija majd a
 
hely~t a hagyomAinyos hairom gapes
 
rn~veletnek 6s az ezt a g~pet mnepAisdr16
 
vAilalatok termeh~s&t legalaibb
 
kdtszeres~re nbveli."
 

Amennyiben a Szuper Magna 
gdpezet a Szab6 Altal dilftott termeI~st 
hozza, a sbit6iparban jelent6s forradalomn 
jaitsz6dhat le. 

"Mi rnindenk6ppen megvizsgailjuk 
a gdpet. Ha a Szab6 Ur AltAsai igaznak 
bizonyulnak, elegendO g~pet fogunk 
vAsAirolni a d~l-magyarorszaigi piac 
birtokbav~te]6hez" -- k~z6!te Nagy 
Zo~t~.n, a SzekszAirdi P~ks~g Rt. 
igazgat6ja. Ennek a gdpnek a 
segits~g~vel jelent6s el6nyre tehetfink 
szert a versenytairsai nkkal szemben". 

A sajt6konferenciAin Szab6 U~r 
elmondta, hogy a hagyomAinyos h~rom 

a Siit6iparban? 

gdpes termel~sr6l a "folyamatosan siit 
g~pre" tbrt~n6 A16I semnmiffle 
probl~mdba nemn iit!Kzik. Meger6sftette, 
hogy term6kiik kiel6gfti a vAsdrl6i 
kivdnalmakat, s ezzel egyiitt 
kifejleszt6s~nek c~lja a termel~kenysdg ds 
nyeres~gessdg n6vel~se volt. 
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A PROFIT LEHETStGES FELHASZNA'LASI MODJAI 

Ad6zAs el6tt K61csbn Ad6zAs utAn 
t6rleszt~se- az 
ad6zAs el6tti 
profit 20%-a 

felhasznihat6 

JuttatAs Fizetdse 
mels 

IJavfz~s AdottJvben 
J6v6 

!vek 
fMcgyei

iizletrisz 
Nyugdjasok 
iizietrszdnek 

Kgvdz6 Szuper 
Magna 

Meg
taka-

Ijsordln k is l kvsrdarit~s 

MEGJEGYZFS: A SZAMITASOK EGYSZERUJBBt TETELE ERDEKEBEN A 
GYAKORLAT SORAN ALLAND6 ARAKKAL KALKULALUNK - A KENYtR, AZ 
ANYAGOK, A SZUPER MAGNA, STB. ARA NEM EMELKEDIK NEGY tV 
ALATr. 

AZ IGAZGATOTANACS ALTAL MEGSZAVAZOTr BARIELY JUTrATAS VAGY 
FIZETESEMELES A MUNKAVALALOK VALODI VASARLOEREJtT FOGJA 
NOVELNI. 

AZ tVR6L tVRE MEGTAKARITOTT PROFIT NEM HOZ KAMATOT. 
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KENYERUNK Kft - KOLCSON KISZAMITASI LAP 
MINDENNAPI 

tv tves ad6ssSgszolg~at Kinnev6 t6ke 

Kamat T6ke Osszesen 

1. 6v 0.07 *8,000,000 = 560,000 800,000 1,360,000 7,200,000 

2. 6v 0.07 * 7,200,000 = 504,000 800,000 1,304,000 6,400,000 

3. dv 0.07 * 6,400,000 = 448,000 800,000 1,248,000 5,600,000 

4. dv 0.07 * 5,600,000 = 392,000 800,000 1,192,000 4,800,000 

5. 6v 0.07 *4,800,000 = 336,000 800,000 1,136,000 4,000,000 

6. 6v 0.07 * 4,000,000 = 280,000 800,000 1,080,000 3,200,000 

7. 6v 0.07 * 3,200,000 = 224,000 800,000 1)024,000 2,400,000 

8. v 0.07 * 2,400,000 = 168,000 800,000 968,000 1,600,000 

9. 6v 0.07 * 1,600,000 = 112,000 800,000 912,000 800,000 

10. 6, 0.07 * 800,000 = 56,000 800,000 856,000 0 



________ 

MINDEINNAPI KENYERtJNKT Kft. - EREDMf-NYKIMTJTATAS ('000 Ft-ban) 

1994 I1995 I 1996 19 

Anyagok 4.000 

SzolgAltauisok (telefon, 1.000 
energia, stb.) 

Mfk6d~sj O*sszk6ltsdg 

M~k6ddsi eredmrny
 

Mirnusz: KamatkbJzs~gek -


Egyenl6: Kereskedelmi ds pinzugyi

tcv~kenys,-gb~j sz:Armaz6
 
eredm~ny
 

Minusz: Ad6zis ei6tti kofzst~gek 

juttatAs 

Emelt fizet~s 

JavftAs
 

A hitelt6rleszt~s s ad6zis el6tti profit
 

Mi~nusz:Ad6zjs 
 el6tti hiteit6resz,4s "a hitelt6rlesz,~s 6s ad6zgs 62
el6tti profit" 2O%-4ig 

Ad6kotcles nyeres~g 

Mtfnusz: Ad6 (365c) 

Ad6z~ls utini profit 

MN usz: Ad6zA5 ut~i 
k61tsdgek: 

Hitelt6rleszt~s hogy a teijes
800 000 Ft meglegyen. 

A megye fizletr~szejnek 
kiv~isgrIdsa 

A nyugdijasok fizletr~szeinek
 
kiv~srl~sa
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______ 

_____ ______ 

______ 

______ 

__________ 

______ 

MINDENNAPI KENYERfJNI Kft. - KItSZP1tNZSZAMLA ('000 Ft-ban) 

1.6v 277 72 ij&~
INyit6 kdszpinz 400 -

Plusz: M~k~d~si eredmdny (az 

credm&irykimutalsb6l) 


]Egyenl6d: R.-ndelk-ezdsre Ul6 kdszpdnz 

Minusz: JKaratk6hts~gek:
 

- az MRP kblcs6nre 
-_____________________a_______ IMagna____
megvdsArldsAlioz felvett
 
k~ilcs~inre,_ha volt ilyen 


Mfnusz: Ad6z.is el6tti k61tsdgek -


JuttatAs
 

Emeit fizet~s
 

Javi(As 

Minusz: Az MRP kblcson
 
ad6zds el6tti torlesze~se
 

Mfnusz: Ad6
 

Mfnusz: Ad6z~is utAni koltsdgek
 

Az MRP kolcs6n t6rieszt~se,
 
bogy a teljes 800.000 Ft.
 
meglegyen
 

A megye uzietr~szeinek
 

Mavg-a rneAs r~~r h a 

Siuszper Magnamg~~i 
Plm ig~szit6lasa vt ~lSupe


Mani egvtsrlesgra(ha van
 
ilyen)
 

Eredmnny: Az 6v vdg~n megmarad6 
kdszpdnz - dt kell vinni a 
kovetkez6 6vwe 



BUDAPEST. 1990 Nv JULIUS H6 31-tN 

A C41fi44LI5fTA(S7 A TCR~~'NY (\7I 

EER FvOR 

:jJI EDAPEST, 194)0EVI JOLIUS HO 31-t 

A \ 11i .IS!T(57 A TOflVtV, DC%72Ti1 I 

'EZER FOREM 

EJDAPFST. 1990 EVI JULIUS HO 1E ' 

tIA N1 kjZ[rI84p 

EZI3P~ -_ f~i 

"\OTEZER FORff ~TqT 

SJDAPEST. 1990 EVI JULIUS H 31-EN 

NTLI~4R~MiJuA 
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MILNDENNAPI KENYERLYNI IKft. INIINDENNAPI KENYERUNK Eft. 

EGY UZLETRESZ EGY UZLETRESZ
 

NtV RTItKNtVItRT'IK 

10.000 Ft. 10.000 Ft. 

MINDENNAPI KENYER-UNK Kft. rNDENNAPI KENYERUNK Kft. 

EGY UZLETRESZ EGY UZLETRESZ 

N'tVrtRTtK NtVItRTtK 

10.000 Ft. 10.000 Ft. 

MINDENNAPI KENYERUNK Kft. MINDENNAPI KENYERUNK Kft. 

EGY UZLETRESZ EGY UZLETRESZ 

NtV1RTiK NtVtRTtK 

10.000 Ft. 10.000 Ft. 

MINDENNAPI KENYERfJNK Kft, MINDENNAPI KENYERUNK Kft 

EGY UZLETRESZ EGY UZLETRESZ 

N10RTtK NR.00 tK 

10.000 Ft. 10.000 Ft. 



"mindennapi kenyeriinket 
add meg nek-ink ma" 

MINDENNAPI KENYERUNK Kft. 

AZ MRP SZEREPJkTtK 

1. AZ ON SZEREPE 

On a Mindennapi Kenyerfink Kft. igazgat6i tangcsnak tagia, mely Kft. 80 szAzal6kban 
munkavdlal6i tulajdonti, Tolna megydben talAhat6, s nemrdgiben zAr mldk&Is~nek els6
 
dvdt. Ez a jelent6s, amelyet a Mindennapi Kenyerink Kft. kbnyvel6je frt meg,a Kft. els6
 
eves igazgat6 tanAcsi fl6es6re k-szIth. Ezen az flesen On ds a tanAcs mds tagjai, akik a
 
Mindennapi Kenyernk Kft. rnunkavllal6 tulajdonosai, valamint Tolna megye k6pvisel6je
(mely megye tulajdondban van a pks6g fennmarad6 20%-a), dbntenek arr6l, hogy a vAillalat 
6ves nyeres6g6t6t mire fordftsk. A Mindennapi Kenyeriink Kft. j6v6je az On6k kez6ben 
van. Ebb6l a jelentdsb6l megtudhat n6hdny dolgot a p6ks6g t-t6net6r6l, az MRP-r61, a
 
termekr6l, a termel6si folyamatr6l, 6s az M]ta]Anos piaci felt6telekr61.
 

2. A MINDENNAPI KENYERUNK Kft. TORT1tNETE 

A p&s6get, amelyb6l a Mindennapi Kenyeriink Kft. 16trej6tt, 1930-ban alapftottJk.
1948-ban IllamosftottAk 6s a Tolnai A lami GazdasAghoz csatoltdk. F6 piacAt az Allami 
GazdasAg dolgoz6inak ds Tolna mis lak6inak friss keny6rrel 6s zblds6ggel val6 ellAtdsa 
jelentette, mfg a termel6s mAs r6sze Tolna megye egy6b j.rAsai fel6 irnyult. 

Amikor a Tolnai Allami GazdasAg 1993-ban felbomlott, a p6ksdg Kft.-v6 alakult At, 10 
milli6 Ft kbnyv szerinti 6rt6kkel. Az iizletr6szek 80%-a az AVO kez6ben volt, Tolna megye
ugyanakkor megkapta az izletr6szek 20 szdal6kt a p6ks6gnek nytdjtott telek6rt cser6be. 

A p&s6g nyolc dolgoz6ja rnegszervezett egy MRP-t ds 8 milli6 Ft 6rt6kG E-hitelhez 
jutott, amellyel megvAsdroltk az AV0 birtoban Iv6 80% fizletr6szt (800 fizletr6szt 
egyenk6nt I0.000 Ft n6v6rt6kkel). Az MRP ahgfrt egy nyilatkozatot, mely alapj;n a kblcs6nt
10 even belil visszafizeti 7%-os kamattal, tfirelmi id6 n6lkfil. A k6lcsbnt a pks6g vagyona
biztosftotta. A dolgoz6k az ij, 80%-ban dolgoz6i tulajdonti vllalatot elnevezt6k "Mindennapi
Kenyeriink Kft.-nek. A Kft. megszerezte a k6lcs6nt 6s 1994. janudr 1-6n megkezdte 
mik6dsdt. 

3. A TRANZAKCI6 



(1) Az MRP szervezet 8 milli6 Ft 6rt6kg E-hitelt vett k6lcs6n. A banknak Atadott egy 8
 
milli6 Ft-r61 sz616 k6telezvdnyt, 7%-os kamattal.
 
(2) Az MRP a 8 milli6t kifizette az AV-nek 800 darab, egyenkdnt 10.000 Ft ndvdrt6kg 

izletr6szrt cser6be. 

(3) Az iizletr6szekek az MRP-ben ideiglenes sz~ml-a kerfiltek. 

Amikor az MRP felvAsrolta az AVI Ozletr6szeket,olyan ideiglenes szrnidn helyezte elazokat, amelyet a k6lcs6n biztosft6kul ajdnlott fel a banknak. Ahogy a Kft. minden vben
visszafizeti k61cs6ndnek egy rdszdt az MRP-n keresztfil a banknak, megfelel6 szimd izletr6sz 
szabadul fel a jelzaog a161, melyeket az MRP a dolgoz6k egy6ni szml~iira utal it. A
felszabadftott Ozletrdszeket egyenl6en osztj ik el a nyolc munkavi1Ual6-tulajdonos k6z6tt. A
Mindennapi Kenyer-ink Kft. munkav/dlal6ja azonnal teljes jogi tag lesz. (gy minden
jelenlegi munkavllal6nak joga van a szAmIj Ara Atutalt bsszes fizletr6sz drtk6hez, amikor
nyugdfjba vonul. Nyugdfjba vonuAsulckor 6j munkav~dlaI6k I6pnek a helyfikre, akiket 
ugyanolyan iizletrdszhez jutAsi jog illet meg.) 

4. A Kft. TORLESZT A BANK FELI 

(1) A Kft. 1.360.000 Ft-tal jArul hozzA az MRP vagyonAhoz az els6 vben. 

(2) Az MRP az 6sszeget az els6 6ves banki tartozAs visszafizetds6re hasznd.lja fel- 800.000 Ft 
t6ke ds (8.000.000* 7% =) 560.000 Ft kamat formAjiban. 

5. AZ UZLETREtSZEKET EGYFNI SZAMAKON OSZTJAK EL
 

A Ozletr~szeket, a visszafizetett k61cs6n 6sszeg~nek ardnyAban, 
 a munkav~lal6
tulajdonosok egy6ni s7AmlAjdra utaIjk At az MRP-n belfil. 
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6. A MINDENNAPI KENYERUJNK Kft. JELENLEGI IIELYZETE 

Az MRP 

Az MRP alapszabdlya szerint azok a dolgoz6k, akik t~bb mint egy 6ve dolgoznak a
pO-sdgben, jogosultak arra, hogy nyugdfjba vonuldsukkor az 6sszes szAmIVjukra Atutait

iizletrdszt megkapjRk. 
 A Kft. politik~ja az, hogy minden nyugdfjba vonul6 iizletrdszdt
megvdsdrolja, ha a munkavifa]6 r6gt~in nyugdfjba vonuIdsa ut~n el alcara adni 6ket. Az
ilyen fizlet-c6szeket 1c~Its~g felsz~mft~isa n~Jkii osztj~ik sz.6t a jelenlegi munkav~Ja16k kbz6tt 
tu~ajdonr~szfik szAzall k~nak ardiny~ban.

Evcnte egyszer a Kft. hivatdsos vagyondrt~ke1~veI elv~gezteti az iizleir~sz drt~k~nek
felbecsfiI6s~t. Az dr-tdkelst6l i'iigg~en az i zletrt~sz drtke cs~k-kenhet vagy n6vekedhet. A
Kft. a nyugdfjba vonu]6 mnunkav~1aJfk 6zlctr~sz~t a legut6bbi drt~ke16s AJta1 meghat~rozott
dron vAsdrolja meg. 

Az MRP kblcsbdn 

A Mindennapi Kenyeriink Kft. magdntulajdonban Idv6 vdJlalat, amely nemrdgiben zdrta
m~kbd~s~nek els6 6v6t. Az MRP k6teles visszafizetni 800.000 Ft t6k~t a banknak 6vente,valamnint kamatot ai elk~vetkez6 tfz dvre. Amfg a k6lcsdnt teijesen vissza nem fizefik, addig
a Kft. nemn adhat oszta1~kot. A dolgoz6k ugyanakkor, t6bbs~gi tulajdonosk~nt, fel~lhetik a
profitot az~JtaI, liogy saj~t maguknak magasabb fizet~st -vagy JuttatAsokat szavaz-nak meg. 

Aterm6k 

A Mindennapi Kenyeriink Kft. friss kenyeret ds zs6ml6t gy,'a. A folyamnat sor~n f~leg
Iisztre, vfzre ds fi~szerekre van sziis~g. A gy~hshoz hdromn g~p n~lkiilfthetetlen: egy
kevero, amely elk~szfti a t~sztAt, egy formLz6, arnely a kenycret 6s a zs6ml~t kivAgja ds

megformL-za, 
 s egy sfit6, amelyben mindcz kisiji. A gdpek j6 m~k~d~si dJlapotban vannak,
de Atlagosan huszon6t dvesek. 

A Mindennapi Kenyeriink Kft. aigir! egy szerz6d~st a Kocsis Kft-vel, melynek alapjdn a
Kocsis Kft. szdllftja a term~keket a vev6kh6z, a Mindennapi Kenyer-6nk Kft-nek fgy teh~t 
csak a termelnie kell. 

AvIlalat szerkezete 

A Kft-nek nyolc dolgoz6ja van, akik mind tagjai a Kft-nek. Minden dolgoz6nak jut egy
hely a Kft. igazgat6i tancsban ds egy szavazati jog a Kft. d6nt~seiben. Egyszer-O t6bbs~gre
van sz~iks~g ahhoz, bogy a tandcs d6nt~st tudjon hozni. Tolna megye k6pviseI6j~nek kdt 
szavazata van a tanAcs~iI~sen. Bdr e k~pviseI6 mdg sosem jArt egy iiIsen sem, senki scm
tudja, hogy a mn-gyei hat6sAgok hogyan viselkednek majd a jbv6ben. 
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A Mindennapi Kenyerfink Kft. legf6bb versenytArsa a Szekszrdi Pdksdg Rt., amely
ugyanolyan termrkeket kfnfl Tolna megye teriiletrn. Minden dolgoz6jdnak 750.000 Ft-ot
fizet dvente, mfg a Mindennapi Kenyer-fink Kft. 700.000 Ft-ot fizet (ezekbe a fizetrsi
k6ltsrgekbe beletartozik a tr,adaloin biztosft~si dfj is). Az a hir jdrja, hogy a Szeksz,1rdi
Pdksg tervezi a Szuper Magna mcgvd-srldsAt. Ez egy olyan tij siitrgrp, amely elkdszfti a 
t.sztt, felvAgja, fut6szalag segftsrgrvel Atkildi egy s,3t6n, mindezt egyetlen egyszeri
folyamatban. EzAltal elvrgzi hdrom olyan grp munkAjAt, amilyennel a Mindennapi Kenyer-ink
Kft. rendelkezik. A mdsik hif az, hogy a SzekszWrdi P6ksrg Rt. trgyal a megyei
6nkormAnyzattal arr6l, hogy annak 20 %-os rrszesedrsrt a Mindennapi Kenyer-ink Kft-ben 
megvegye, s ezAltal a Kft. pnzfgyi kimutatLsaihoz hozzAfrjen. 

Piaci feltrtelek 

Mivel a trrsrgben a szalftAs fejl6dbtt, a sit6ipari termrkek piaca er6sebb6 v~ilt, a 
verseny pedig fokoz6dott. N6 a kereslet, hiszen lehet a versenykrpes termrkeket Prcsre 6s a 
Balaton vidrk~re szallftani. 

Krszprnz-helyzet 

A Mindennapi Kenyeriink Kft. m~kbdrsrt 1994. janudr 1-6n kezdte meg 400.000

forint 6rtkG krszprnzzel, zsebb6l vagy a bankb6l, amely kbrfflbeliil krt h6t mfkrdrsi

k6ltsrgeinek fedezrsrhez elrg. Ez megfelel6nek szAmft, 
 mivel a villalat kdszlete (kenydr)

naponta forog, 6s a vevrk (f6]eg 61elmiszer kiskereskedrsek) hetente fizetnek.
 

7. A MUNKAVALLAL6-TULAJDONOSOK FOGLALKOZASA 

Pkmester -49 dves
 
Pdkinas 
 -43 dves 
Kenyrformdz6 mester -58 dves (a 2. dv vdg6n nyugdfjba megy)

Kenyrrform~z6 inas -28 dves
 
Trsztakever6 -34 6ves 
Anyagbeszerz6 -57 dves (a 3. 6v vdgrn nyugdijba megy)
K6nyvel6 -53 6ves 
RaktAros -26 dves 

8. AMIT ONNEK KELL ELDONTENIE 

t~vente egyszer a Mindennapi Kenyerfink Kft. igazgat6i taiAcsa 6sszeiil, hogy d6ntdst 
hozzon a vgllalati profit felhaszmi~sAr6l, illetve a vesztesdgek fedez&s&r61. A tanics tagjakdnt
Onnek t6bb viJasztsi lehet6srge is van azzal kapcsolatban, bogy hov menjen a profit.
Egyes d6ntrsek hosszd tAvon 6reztetik majd hatAsukat, mAsok nem. Van, amit az ad6As 
el6tti profittal ki lehet fizetni, mAst akkor kell kifizetni, ha a Kft. mir ad6zott. Az On 
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altematfvdi a k6vetkez6k: 

* AZ E-HITEL UTAN KOTELEZ6 T6KE- fs KAMAT TORLESZTtSE: 

Kamat - az el nem helyezett k6lcsfnk6tvdny 7%-a (ad6zAsel6tti kiadAs)
T6ke - 800.000 6vente (az ad6zAs el6tti profit 20%-At fel lehet hqsznilni a t6ke 
visszafizetsdre; a fennmarad6 rfszt az ad6z,.s utAni profitb6l kell t6rleszteni) 

A kamatot 6s a tk6t idejfben kell fizetni, hogy a bank ne indftson vdgrehajtAsi
 
elj.r-Ast a ptksdg ellen, 6s hogy az izletrcszeket el lehessen osztani a munkavd.llal6
tulajdonosok kfzbtt. 

* MINDEN DOLGOZO KAPJON EGYSZERI --? Ft. tRTtK'J JUTALMAT (ad6zs 

el6tti kiadAs) 

T6bb dolgoz6t aggaszt, hogy az 6ves bdr a Mindennapi Kenyerfink Kft-ndl 50.000 Ft
tal alacsonyabb, mint a SzekszArdi Pfksdgnfl. A jutalom fizetfse megold majd nfhny
probldm~t, amely e brkiil6nbsfgb6l ad6dik. Az egyszeri jutalom az ad6zAs el6tti 
j6vedelemb6i szrmazik, s nem n6veli a Kft. k6ltsfgeit az elk6vetkez6 ,vekben. A tanics 
d6nti el, mekkora legyen a jutalom. 

* BtREMELf.S -- 400.000 Ft. (ad6z.As el6tti Ijadis) 

A mAsik m6d arra, hogy a SzekszArdi Pks~ggel kapcsolatos panaszokat 
megszfintessiik az, hogy minden dolgoz6 tives b6r6t megemeljbik 50 000 Ft-tal. Ez 400 000 
FT-tal n6veli majd a Kft. "Fizet6si k6lts6geit" dvente azutAr, hogy az emel6st elfogadtAk. 

* GENERIALJAVITAS - 500.000 Ft. (ad6zs el6tti kiadAs) 

A Kft. hdrom g6pe, melyek huszon6t 6vesek, 5t 6venknt generJjavftAsra szorulna. 

Senki sem eml6kszik, mikor vdgeztfk ezt el utojl-d. 

* A MEGYE UZLETRESZEINEK MEGVASARLASA (a k6ltsfg az izletrdsz drtdkdt6i 
ffigg; ad6zs ut ni kiad:s) 

N~hAny dolgoz6 6gy gondolja, hogy Tolna megye el fogja adni Oizletrfszeit a 
Szeksz7Ardi Pfksfgnek, hogy fgy k6szpfnzre tegyen szert. M~sok ner hiszik, hogy az Rt. 
val6ban tesz ilyen ajlatot a megydnek. 

* A NYUGDfJBA VONULO MUNKAVALLALOK OZLETRtSZtNEK 
MEGVASARLASA (ad6zAs ut ni kiadls) 

Az egyik munkavilla]6 a 2. dvben, egy m:sik munkavdllal6 a 3. 6vben megy 
nyugdfjba. A Kft. politikAja az, hogy a nyugdfjba vonul6 munkavillal6k izletrsz& 
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megvisArolja, amennyiben azokat eladisra ldnij k r6gt6n nyugdfjba vonulAsukat k6vet6en, a 
legut6bbi fintkels ltal meghatArozott Aron, s ezeket az izletrfszeket ingyen sz6tosztja a 
jelenlegi munkavillal6k k6z6tt tulajdonrfszfik szAzalIkos arnyAban. Ez annak drdekdben 
trtdnik fgy, bogy a Kft. mindig t6bbsfgi munkavMllal6i tulajdonban maradjon. 
* KAvEz EPITESE -- 850.000 Ft. (ad6zAs utni k6ltsdg) 

A dolgoz6 tulajdonosok Oigy 6rzik, hogy a munkahely k t6bb kellene, hogy legyen,
 
mint egyszerGi munkahely. Jelenleg otthonr6l kell eb~det hozniuk, mivel mivel nincs hely a
 
k6zelben, ahol ebddelni tudnAnak, s nincs kfnyelmes 6tkez6sarok a pflcskgben sem. A
 
kiAvfz6ban lehetne 6innepnapokon bsszej6veteleket szervezrii a dolgoz6k ds csalAdtagjaik
 
rdszre.
 

A SZUPER MAGNA G1tP MEGVASARLASA -- 2.450.000 Ft.(ad6zAs utni kiadAs) 

Ez a gdp kfpes megdupl]zni a Kft. termelisdt. FelvAltja majd azt a hdrom gfpet, 
amely jelenleg a Kft. birtok~ban van. Nem szfintet meg ugyanakkor egyetlen munkahelyet 
sem, mivel ugyanannyi emberre lesz szfiksdg mfikbdtetfsdhez 6s 
karbantartAshoz.Term szetesen az, hogy a Kft. k6pes-e eladni 100%-kal t6bbet, a piact6l 
ffigg. Az dij technol6giAt a gyrt6 eddig kisdrleti jelleggel hasznglta, pfks~g mdg nem 
vAsArolta meg. 

* MEGTAKARITSUK-E A NYERESEGET -- ? Ft (ad6zAs utAn) 

Az igazgat6tan~cs elhatArozhatja a teljes nyeres6g illetve a teljes nyeresfg egy 
rfszfnek megtakarftAsAt, plddul azfrt, hogy megvLsrolja a Szuper Magna gfpet vagy azfrt, 
bogy a kbvetkez6 ben megvAs Arolja az egyik nyugdfjba vonul6 munkav~flal6 izletriszdt. 

AZ E-HITEL VISSZAFIZETEStNEK FELGYORSiTASA -- ? Ft (az E-hitel 

visszafizetdsdre az ad6zAs el6tti nyeres6gnek akAr a 20%-At is f6l lehet haszndlni) 

A tbrv6ny alapj n sem az uzletrdszeket, sem az osztalkot nem lehet szftosztani 
addig, amfg a pdksdg megszerzsdhez felhaszndlt hitelt teljesen vissza nem fizetik. Az E
hitel v ;szafizetfsdre az ad6zAs el6tti nyeresdgnek ak," a 20%-At is fol lehet haszn/dni - s6t a 
800.00 Ft-ot meghalad6 rdszt is, amit 6vente kell fizetni. Amennyiben az 6ves profit 20%-a 
meghaladnA a 800.000 Ft-ot, el6nyos megoldAs lehet a kUilbnbsdget felhasznAlr.i a hitel gyors 
visszafizetds6re (mAskil6nben ez a nyeres6g 40% tOrsasAgi ad6ra k6teles), hogy a 
munkavillal6-tulajdonosok korAbban megkaphassk az oszta]Ikot. 

A Mindennapi Kenyeriink Kft. el6jegyezte a SUTOIPARI HfREK c. kereskedelmi 
foly6iratot. A legut6bbi szAmban a k6vetkez6 cikk olvashat6: 
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A SZUIPER MAGNA RBNDKIVIJLI TECHINOL6GIAI FFJL6DtSR(5L SZAMOL BE 
Forradalomn a Siit6iparban? 

Katona Ildik6 g~pes terme1~sr6l a "folyamatosan siit6
Sat~ipari Hfrek g6pre" t6r-tdn6 Atll1i.s semnmiffIe 

probl~mAba nemn itk6zik. Mcger6sftette.
A Szuper T.,agna, a siitfiparban hogy ter-m6kik kiel6gfti a vds~irl6i
 

haszni]atos magas technol6giai kfv~inalrnakat, s ezzel1 egy~tt

szfrnvonalii g~pek egyik gy,, t6ja jelent6s kifejleszt~s~nek c~Ija a termelIkenys~g ds
techno]6giai fejl6d~sr6! szatnoJt be. A nyeres~gess~g n6veldse volt. 
Szuper Magna U.tal gylirtott 
"folyamatosan s~t6 g~p" a hdrom 
folyamnatot -- a dagasztdst. forindlkst ds 
a siitdst -- egy geppel v~gezteii. 

"A folyamatosaii s t6 gap"
 
bevezet~se a sf'tiparban iij id6szak
 
kezdet~t jelzi" -- jegyezte meg Szab6
 
Istvdn, a Szuper Magna igazgat6ja. "Ez
 
a magyar talhMrnny elfoglaija majd a
 
hely~t a hagyomdnyos hirom gapes
 
m~veletnek 6s a-z ezt a g6pet megvAsAr]6
 
vdJlaaiol termnel~s~t legalbb
 
k~tszeres~re nbveli.
 

Amennyiben a Szuper Magna 
g~pezet a Szab6 UItal Alltott te-rmeI~st 
hozza, a s~itiparban jelent6s forradalomn 
j~tsz6dhat le. 

"Mi mindenk~ppen megvizsgA.Ijuk 
a gdpet. Ha a Szab6 Ur dllftAsai igaznak 
bi;zonyulnak, elegend6 g6pet fogunk 
v&s&olni a d~1-magyarorsz~gi piac 
birtokbavteI~hez" -- kdzblte Nagy 
Zoltdn, a Szeksz~irdi PNks~g Rt. 
igazgat6ja. Ennek a g~pnek a 
segits~g~veI jelent6s el6nyre tehetfink 
szert a versenyt~irsainkMka szemben". 

A sajt6konferenci~n Szab6 Or 
elmondta, hogy a hagyominyos hilrom 
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A PROFIT LEHETSP-GES FELHASZNALASI mODJAI 

Ad6zAs el6tt K61csovi Ad6z~s utin 
t~rlesztdse- az 
ad6zis el6tti 
profit 205%-a 
felhaszmn - t6 

vblen iizlctriszMC6 6ed ivek iizletrdszdnek Magna tkika-

MEGJGYZ-S:A SZAMITASOK EGYSZERUJBBE' TETELE ERDEKEBEN A 
GYAKORLAT SORAN ALLANDO ARAKKAL KCALKULALUNK - A IENYtR, AZ 
ANYAGOK, A SZUPER MAGNA, STB. ARA~ NEM EMELKEDIK NEtGY By 
ALATTh 

AZ IGAZGATOCTANA CS ALTAL MEGSZAVAZOTYr BARMELY JU'1rATAS VAGY 
F1ZETtSEMELtS A MUNKAVALLALOK VALODi vAsARL6EREIjtT FOGJA 
NOVELNI. 

AZ EVROL EVRE MEGTAKARiTOTr PROFIT NEM HOZ KAMATOT. 



MINDENNAPI KENYERUNK Kit - KOLCSON KISZAIiTASI LAP 

tv tves ad6ss-gszlgd5lat Kinnlev6 t6ke 
Kamat T6ke sszesen 

1. dv 0.07 * 8,000,000 = 560,000 800,000 1,360,000 7,200,000 
2. dv 0.07 * 7,200,000 = 504,000 800,000 1,304,000 6,400,000 
3. dv 0.07 * 6,400,090 = 448,000 800,000 1,248,000 5,600,000 
4. v 0.07 *5,600,000 = 392,000 800,000 1,192,000 4,800,000 
5. dv 0.07 * 4,800,000 = 336,000 800,000 1,136,000 4,000,000 
6. 6v 0.07 *4,000,000= 280,000 800,000 1,080,000 3,200,000 
7. dv 0.07 * 3,200,000 = 224,000 800,000 1,024,000 2,400,000 
8. dv 0.07 * 2,400,000 = 168,000 800,000 968,000 1,600,000 
9. dv 0.07 * 1,600,000 = 112,000 800,000 912,000 800,000 

10. v 0.07 * 800,000 = 56,000 800,000 856,000 0 
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________ 

________ 

_______ 

MINDENNAPI KENYERiNKET Kft. - EREDMtNYKEAUTATAS ('000 Ft-ban) 

The!1 14 1911996 	 -1-1997 

Axbev~tel 	 14.000 _______ 

Minusz: MWkdsi k61ts~gek-____________________ 

Fizet~si jegyz&k(8 5.600
 
munkavdIla]6, kezdds 700
 
000/evf5) 	 _______ 

Anyagok 	 _____ _____4.000 

SzolgdltatAsok (telefon, 1.000
 
energia, stb.)
 

M~k6d~si 6sszk6Its g____
 

M&W~dsi eredmn~ny _______________________ 

Mfnusz: Kamatlc6fts~gek_

Egyen]6: Kereskedelmi 6s p~nziigyi 
tevt~kcnys~gbbi szArmaz6 
eredm~ny 

Mfnusz: 	Ad6zAs e!6tti kbitsgek 

luttatAs 

Emnel fizett~s 

Javfuis 

A biteltorieszts s ad6zls el~tti profit ________ _____ ________ 

MNinusz:Ad6z-ls eI6iti hiteltbrieszt~s 
.a hiteht6rleszt~s &sad6zAs 
el6tti profit" 2O%-di 	 _______ _______ 

Ad6k6teles nyeresdg________________ 

Mfinusz: 	Ad6 (36%) ____ 

Ad6zvis utAni profit 	 _______ 

Mnz:Ad6zAis utiai 
k~hs~gek: 

Hitelt6rleszt~s. bogy a teijes
 
800 000_Ft ineglcgyen._____________
 

A megye fizletrt~szeinek
 
kiv~skThisa
 

A nyugdfjasok iizletrdszt-inek
 
kiveiskrIlsa
 

KAv~z6 ipftdse
 

Szuper Magna rnegv.skxAsa _______ ______
 

Hitel*t6rleszt~s feigyorsitAsa 

Egyen6: Mgtakaritott profit 
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MINDIENNAPI KENYERUJNK Kft. - KItSZPf-NZSZAMILA ('000 Ft-ban) 

fi-tei 	 T 1. V 2.ivI 3. iv I 4= 

Nyit6 kdszodnz 	 400 ______ ______ 

PLusz: 	 Mfik~disi credm~ny (Az 
eredminykiuiutatAsb6l) 	 _____ ______ 

]Egyenl6: Readelkez~sre ANJl kdszp~nz 	 ______________ 

Mifnusz: Karnatkbltsdgek: 
-az MR? kbkcsinre 
P Szuper Magna
 

megvAsrl~sAhoz felvett
 
k6lcsonre, ha volt ilyen_____________
 

Minusz: Ad6zAs el~tti k6lts~gek. 	 _____________ 

Juttatas 

Emelt fizet~s 

Javit~is 

Mfnusz: Az MRP kolcson
 
ad6zAs el6tti torleszt~se
 

Mfnusz: Ad6 

Mfnusz: Ad6zAs utini k6Iltsgek ____________________ 

Az MRP kblcson toriesztdse,
 
bogy a teljes 800.000 Ft.
 
meglegyen______________________
 

A megye bzletr~szeinek 
kivA-s~rhdi______ 

A nyugdhjasok 6zletr~szeinek
 
kivd-sIrldsa
 

Kgvdz6_6pft~se_______________________ 

Sniper Magna megviArl*Asa ____________________ 

Plusz: 	 Kieg~szft6 kolcsbn a Sniper 
Magna megvdsAlrILdAra (ha van 
ilyen) 	 _______ _______ _______ 

Mftwsz: A Sniper Magna 
megvSsArlAs~ra felvett k6ics~in 
utAni t6ke torleszt~se (ha van 
ilyen)______________ 

Eredm~ny: Az 6v v~g~n xncgmarad6 
kdszp~az - At kell vinni a 
kiivetkez6 ivre 



MINDENNAPI KFNVERUNK EKl?.
 

A7, IGAZGAT6TANACS ELNOKE
 

Az Jgazgaft6tan4cselnokek~zz az O5n feladatkorl'be a koveikez6k tarwoznak:-


Az Jgazgat6tanzdcs .!ves -di6seinek iOsszelhvdsa
 

Az i~k~sek menetenek pozittv eredm,6nyfk Js id6'ben levont kovetkeztet~'ekfele 
tortegniterelese 

Ltnyeges kerde~sekr47, oiletekril 6s ihnmdkr6lfoly6 vitdkc vezetse 

Szavazraids az igazgat6tan4dcsidtbnt~sek meghozawala 9'rdek~ben a megfelel6 s
sziiks~ges id6'ben 

Az igazga1tandcsi(d~seken hozott doint~ek nyornon kovetjse, hogy a
Mindennapi K~enyen~ink Kft. Igazgat6tandcsadhtal hozon' (izieti d6nJ!sekrjl
rendelkezisre di/janakfeljegyz~sek 

Egy titkdr esetleges kinevezese abb6l a cglb6l, hogy az Igazgat~randcsdutal
e'venre meghozort dontesekrJ1feljegyz.,se'et keszttsen 

Elnbkkgnt soha ne feledkezzik mneg arrdl, hogy. 

Az igazgazdtandcsiddnljseket egyszeril tobbs~ggel Izozzdk 

Minden iis idiftarfama koridtozoti 

A pinziigyi szaiaandicsad6az O5n kergs~re kapcsolaba liphet a bank/wi, a 
megyei hatdsdgokkal e~s a Szuper-Magndval 

Amikor a munkavdLalrk nyugdijba vonulnak, i munkavdllkal kell a helyuikrefelvenni; az fij munkavdllaltjk belepnek az MRP-he, riszl vesznek a vdllati tandcsilesein, munkdha dlldsuk elst7 &N-~7 kezdve diutalva megkapjdk iizletrdszeikel 
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MINDENNAPI KLIqYERUNIC KFT. 

PENZUGYI IGAZGATO 

Pinzagyi iga.-gal6Uruaz On feladatkor6be a Ovetkezo-k tanoznak: 

A vdllalatpinzagyeinek nyomon Mvetise 

A dOntesek vagy az Igazgai6tan6cs61tal 6tgondolt otletek plnzagyi kihatdsdnak 
kisz&n(tdsa 

A vdllalatpgnzi7gyi nyilvdntandsdnak vezet6se, belegrrve a kifizeteden 
k6veteleseket gs a szaksJges torlesztgsi atemtervet (fel lehet haszrullni azXeredm9nyk!mutat6s" es a "keszpJnzsz6mla" 61talfelk(ndltfornldkat) 

Pinziigyi igazgal6k6ni soha nefeledkezzJk meg arr6l, hogy: 

A kgszpinzi is a projItot kiildnvdiassza, mivel a profa uldn kell majd ad6zni,
 
a keszpenz isidn azonhan nem
 

A vdllahunak pdr gven behil kiszpjtzzzel kellfizetnie a nyugdijba vonul6knak;
 
erre a cilra kJszpjnzt kellfdlvenni a banki "kgszpgnzszdml6r6l",
 
minden egyjb fizetis csekkel 16Hjnik banki "kgszpgnzszdmldr6l"
 

A vdllalw eselleg tdbblel kgszpjnzt szdndil(ozik filrelenni, hogy az szUksgg esel6n
 
rendelkezisre dlljori
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MINDENNAPI KENYERUJNK KFT.
 

NMP ADMNISZTR&TOR
 

A MindennapiKenyeriink Kfi. adminis-zrrdtoraktwn az Onftakorbe a kbvetkez~k 

tartoznak: 

Reszv~nyek meg/eleld id~ben tort~nddzwraldsa a Fuigg6 szdmldr6l az egydni 
szdmMdkra 

Annak biztosftdsa, izogy minden dtutals az MRP tervszabdlyzatnak megfelel~en 
tort~njgk 

A Mindennapi Kenyera7nk Kft. nyugdfjosainak alkalmas iddben t~rten5kifizetese 

MRP Adminisztrdtorkint soha ne feledkezzjk meg arrdl, hogy: 

A szdmldkra 16fnn minden diutalds akkor t*rignik meg, amikor az MRP 
kiilcsiinl kifizetik 

Az dfutaldsiformula minden MRP rgsztvev5 szdrndra egyenl4T 

A nyugdiasok rdgtdn nyugdjba von uldsukkor megkapjdk a vagyonrjsziiket 

A nyugdjba vonuldk eladhafjdk iizletrszeiket a vdllalatnak, kizdrdlag nyugdijba 
vonuldsuk id6'pontjdban, a leguidbbi erleikel6skor meghaidrozote erjkben 
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MINDENNAPI KENYERUNKET Kft. - MRP SZEREPJATf-K
 
ELS5 IVES TERV: A PPfNZUDGYI IGAZGATO ALTAL TETT LiPF_,EK
 

1. OSSZUK SZ1"T A SZEREPK"RTYAKAT - MINDEN MUNKAVALLALO 
TAGJA A MINDENNAPI ICENYERONK Kft. IGAZGAT6TANACSANAK 

Magyardzzuk el a segft6k szerep~t - p~nzfigyi tankscd6 (aki az &tke16 szerepdt is
j:tssza), bankAr 
Az igazgat6tangcsban 2 helyet Tolna megye k~pvise16je foglal el, de 6 nem szokott 
megielenni az igazgat6tanAcs il61sein
 
Magyar-azzuk el, hogy a nyugdfjkorhatAr 60 6v - egy munkav.Ila16 
a 2. 6v v~g~n 
megy nyugdfjba, egy mdsik a 3. 6v v~g~n 

2. A TRANZAKCI6 A'TEKINTtSE 

Az MRP 8.000.000 Ft 6rtdk E-hitelhez jutott
Az MRP 800 fizietrdszt v:s.rolt, izletr~szeaknt 10.000 Ft n~v~rt~kben 
Az iOzletr~szeket fbigg6 szmln tartjdk 
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MINDENNAPI KENYERUNK Kft. - MRP SZEREPJ,&TtK 

MINDEN EVBEN: A PEtNZUGYI IGAZGAT6 ALTAL TETT LEPFSEK 

1. 	 HUZZUNK EGY "PIACI KARTYAT" 

2. SZAMITSUK KI A PROFITOT tS A VESZTEStGET - HATAROZZUK MEG 
AZ ADOZAS ELOTrI BEVETELT 

3. 	 ADJUK MEG AZ IGAZGATOTANACSNAK AZT AZ OSSZEGET,

AMELYNEK A FELHASZNALASAROL DONTENIE KELL
 

4. MAGYARAZZUK EL, MIK A VALASZTASI LEHET6Sf-GEK: 

-	 T6rlesszfik az adott dvi Az ad6zAs el6tti
800 ezer Ft. t6kdt profit 

20%-a felhaszndlhat6 
a fennmarad6 rdsz az 
ad6zAs utni profitb6l
t6rleszthet6 

-	 JuttatAs 

-	 8 munkavdllal6 b6rdnek emel6se, 400.000 Ft A SzekszArdi P6ksdg 
fizet6siegy6nenk6nt 50 000 	Ft 6rt6kben szintj6vel egyenl6 

-	 Gdpek javitAsa 500.000 Ft 

-	 Az E-hitel t6rleszt6s6nek Az ad6zAs el6tti profit
felgyorsftAsa 20%-a felhaszndThat6 

minden tbrleszt6shez 

-	 Ad6befizetds ? 	 A megrnarad6 profit 
40%-a 

A megye 200 iz!etrdszdnek A legut6bbi drt~kels
megvisr Asa szerinti iizletr~sz drtke 

200 x 

K~v6z6 dpft6se 	 850.000 Ft 

Szuper 	Magna megvisrldsa 2.450.000 Ft 

-	 A vMilalati profit 

5. 	 MEGBESZELt.S t-S DONTf-SHOZATAL (20 perc) 

k6zbesz6lAsok: - "eld6nt6ttdk, mit tegyenek?" 
- "... percRik van hAtra az igazgat6tanAcsi filsb6i" 

6. EGYSZERRE KtRDEZZUNK RA AZ bSSZES VALASZTASI LEHET6SfGRE 
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7. 	 EL6SZOR A KOLCSON'rORL-ESZTtStRE SZANTr OSSZEGET VONJUK EL 

- Ha az idei p -ofit 800.000 Ft-nri! ktevesebh volt, jegyezz~k le a fennmaradi r~szt,
amelyet az adfz~s ut -ri profitb6l kell fizetni 
H-a csak az idel 6-vi tbrleszt~s t6rt6nt mely, osszunk Li 10 fizle-tr6szt minden 
munk-avdI Ial nak

- Magyar~.zzuk el, hogy 800.000 FI-ol fDzetFjnk ii, L-Mhit 8 rnunkav~Ja16 80 
azletr~szt Lap 

ezer Ft 6rt6-1-G gyorsftotu tbrleszt6s eset~n osszunk hi towilbbi X/80 iizletr~szt 
minden uLnrkavdJlajcjnak 

- Tegyiink fel kHrd6sehet annal 6rdek~ber,, liogy meggy~z6djimk, r6!a, hogy mninden 
vil~gos 

8. 	 VONJUNE' EL MA4S ADOZAS ELO017* JADASOIKAT 

9. VONJUK EL A MEGIMARADO PROFITRA ESO ADOOSSZEGET 

10. 	 VONJUK,%EL A MkEG-MARA"DO HITELTORLESZ~tis OSSZEGt-T, HA VAN 

11. 	 VONJUK EL Az 6QSZJ3S ADbZ S UTANI KJ'ADAST 

- Ha eld6nt6trrfk, hogy rnegvLs.roljdk a megye fizletr~szeit - a vAllaiit megv s olta.
Az MRP-hez kerfilnel, L~ egyenl6 ar~ryba-n szt~tosztva az akkori munkavdflaI6k 
SZ~Aira utalJ'aI: 6k-et. 

12. 	 A NYUGDfJBA VONULO MUNKAVALL.ALOKNAK KeI KELL ADNI 
U0ZLET1R-S ZE IKET 

- Ha a nyugdijba vonu16 munkav~Jal65 ei akaria adni az Lizletr~szeit, a Kft.
megvLs rolja Gket a Iegut6bbi 6r-t~keleskor meghatArozott '4ron -	 20%-ot a
megy~nek ad (amennyiben az m~g a Kft. 20%-d iak tulajdosa), iO%-ot pedig
kioszt minden egyes munkav~iaM NMRP sz~m]A,;ra. 

13. 	 A MEGMARADO KSZPtNZT A "KtSZPtNZSZAMLARA" VEZETJOK 

14. 	 A-- UZLETRESZEK tRTtKELTETF:SE 
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Osszes fizletrdsz = 1000 

Az MRP birtokAban: 800 5zletrdsz (minden ben 80-at osztanak szdt - minden 
munkavillal6nak 10-et) 

4 dvre vonatkoz6 jgit6k eset6n, 320 darab egyenk6nt 1 fizletr6szt 6r6 bizonylattal kellene 
indftan uln 
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MINDENNAPI KENYERUtNKT Kit. 

EGY UZLETRESZ 


NAVRTItK 

10.000 Ft. 

MINDENNAPI KENYERUNK Kit. 

EGY UZLETRESZ 


NtvfRTf1lJ 

10.000 Ft. 


MINDENNAPI KENYERtQNK Kft. 


EGY UZLETRISZ 


10.000 Ft. 

MINDENNAPI KENYERUNK Kft. 

EGY UZLETRESZ 

NtVItRTtlK 

10.000 Ft. 

MINDENNAPI KENYERUNK Kft. 

EGY UZLETRESZ
 

NtVtRTtK 

10.000 Ft. 

MINDENNAPI KENYERUNK Kft. 

EGY UZLETRESZ
 

NtVRTtK 

10.000 Ft.
 

MINDENNAPI KENYERPNIK Kft.
 

EGY UZLEJTRESZ
 

10.000 Ft. 

MINDENNAPI KENYERUNK Kft. 

EGY UZLETRESZ
 
NsV tR.AK 

10000 Ft. 



PIACI K.4RTYA - 1. EV PIACI KARTYA - 2. EV 

Arbevdtl = 14.000.000 Ft Arbev6tel n6 2%-kal
 

Anyagk6ltsdg 4.000.000 Ft 
 Ha karbantarts volt - anyagk6lts;6g 2%-kal n6 
Szolg/.ltatAsok = 1.000.000 Ft Ha karbantartAs nem volt - anyagk6lts6g 7%-ka! n6 

PIACI KARTYA- 3. tfV PIACI IKARTYA- 4. JV 
Arbevdtel 5%-kal n6 A megye fenyeget, hogy rdszv6nyeit eladja SzekszArdia 

Sit6iizemnckHa karb. volt az 1. 6s 2. 6vben - anyagk6lts. 5%-kal n6 
Sz Magnet nem veszik megHa karbantatAs nem volt - anyagk6lts. 10%-kal n6 

- drbev., anyagk. 5%-kal n6 

Sz.Magn:itA Szuper Magna megvisArisakor - Irbev6tel, anyagk6lts. 20%-kal n6 
megveszik 2. vagy 3.6vben - Abbev., anyagk. 

20%-kal n6SzolgAltatAsok 10%-kal n6 SzolgaltatAsok 10%-kal n6 
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ANNEX A: NATIONAL ASSOCIATION OF ESOP ORGANIZATIONS
 
AND EMIPLOYrE-OWNERS
 

(1149. Budapest, Angol u. 24/b.)
 

TRAINING AND TECHNICAL ASSISTANCE PROGFAM FOR 1995 

Permanent programs: 

From February till June, 1995 the Association
 
will conduct training sessions and hold club meetings
 

in the banqueting hall of Hotel Platanus
 
at 44 K6nyves Klmin krt, Budapesi, dis-trict VIII.
 

400 metres away from Fradi football field,
 
opposite N6pliget (People's Park)
 

The subjects are the following from 10 am. to 5 pm. every month: 

On the first Thursday: 

Preparation for the privatization tender. Lecturers: K~roly LovAsz, deputy head 
of department, Hungarian National Bank, and members of the Committee of Science and 
Law, aqd the Committee of Accounting and Management. 

On the second Thursday, exelt in M:l: 

ESOP IN PRACTICE on club meeting days: consulting and passing on the 
experience of an ESOP organization already operating. Lecturers: the Association and 
the leaders oi the ESOP organization. For one occasion we will invite Mr. Endre M~r6, 
public prosecutor (Metronolitan Attorney's Office). Consulting will be done by the 
lecturers; Jgnos Luk~cs (engineer, sociologist, president of the International Committee of 
the Association); and Mr. Mnos Sz.ntai and Ms. Katalin SzAntai, lawyers. 

Jn May the club meeting will be held together with the annual general assembly of 
the Associaion in Gy6r. Our host will be Gy6ri Agroker Rt. 

On the third Thursday: 

A lecture on problems of accounting, taxation and finance in ESOP organizations
and on the accounting software SZAM-AD0. Lecturers: Mrs ZoltUn Lucz, head of 
department at the Ministery of Finance; members of the Committee of Accounting and 
Management; and software experts of Rsz-Vtel Foundation. 

On the fourth Thursday 

- In the morning: operation and management control in ESOP organizations, 
information on RESZVtNYES (=SHAREHOLDER) management software. Lecturers: 
members of the Committee of Science and Law and the Committee of Accounting and 
Management, and software experts of R6sz-V~tel Foundation. 
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- jinthe afternoon: training for ESOP organizations and leaders of ESOP 
groups - in the framework of "IMPACT II", a technical assistance proigram 
managed by COOPERS cz LYBRAN-D anid CHEMONICS INTERNATIONAL 
(both of them are interiational firms of management consulting and 
accounting) and financed by USAUD - United Stales Agency for International 
Development. Lecturers: American and Huugarian experts of the program. 

The autumn training program will also be announced through the Training Center of 
the Hungarian Chamber of Commerce at the end of August or in the first few days 
of September. 

Special lectures in case of interest: 

On the first and second Thursday of January: preparation for application, 

- On the second and third Wednesday of February: consulting about preparation of 
the 1994 balance sheet. Lecturers: a competent employee from the Ministery of Finance 
and members of the Committee of Accounting and Management who are responsible for 
the accounting of an ESOP organization operating for several years. 

- on the fifth Thursday of March and June: "IMPACT I" trainingfor
 
ESOP organizationsand leaders of ESOPgroups.
 

The participationfee: For members who pay a membership f3ee: 5000 Ft/person/day (cost
 
price), for others: 6500 Ft/person/day, which includes breakfast, warm lunch and a
 
sandwich in the afternoon. It must be payed on the spot or transferredin advance to the
 
cheque account of the Association (Budapest, XIV. ker. OTPfi6k 218-98141/536-29680
7). You cat join the Association on theSpot,
 

Membershipfees for 1995:
 

- Fororganizations:100 Ft/personfor less than 500 persons, but at least 10 000 Ft,
 
from 501 to 1000 persons. 50 Ft/person, more than 1001 persons: 25 Ft/person, not more
 
than 100 000 Ft. You can pay the membershipjee in a quarterof a year as well.
 
- ForESOP Organizing Committees.- 10 000 Ft.,
 
- Forprivate persons: 6000 Ft/person.
 

Free legal consultingand technicalassistancefor members of the Association who pay a
 
membershipfee throughoutthe year on every Tuesday without making an appointment
 
and every Wednesday with appointmentfrom 8 am. till I pm. in the center of the
 
Association.
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The Association wil! Le ready to do the complex (legal, management, etc.,)jobs of 
privatization consulting, pro,,ery valuation and accountingin thefuture, toc. For 
members we grantprice discounts. 

Informaion, applicationfor training, receiving mandatesfor the Association: 

-Albert Bardnyi, chairman of the Education Committee, O.B.S.manager,graduate 
engineer (address:2400, Dunailjvdros, Weiner Tibor krt. 1. sz. 11. e. 1. ajt6, tel. Is fax: 
06 - 25 - 311-287) and 

-Jdnos S74ntai, general secretary at the center of the Association (address:1149. 
Budapest, Angol u. 24/b., tel.: 1636-698,fax: 1832-229). 

Budapest, 27 December 1994. 

Mr Jdnos SzAntai, generalsecretary Jdzsef Kelemen, president 
(signed) (signed) 

Albert Bardnyi 
chairman of the Education Committee 
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COOPERS & LYBRAND/CHEMONICS
 

INTERNATONAL
 

March 1995 



This material was prepared by Daniel Bell of the Northeast Ohio EmployeeOwnership Center of Kent State University for Coopers & Lybrand/Chemonics
International and funded by USAID. 

The following materials were based closely on materials found in a manual onCommittee Effectiveness Training prepared by the US Department of Labor Bureauof Labor-Managemet Relalions and Cooperative Programs: "Farmers' Exercise,Debriefing Farmers, and Handouts 1A, 1B, IC, 2, 3, 4, 5, and 6. The USDOLadapted that material from 'Farmers: Information Sharing," by Aharon Kuperman,in The 1981 Annual Handbook for Group Facilitators, John E. Jones and J. WilliamPfeiffer, editors. San Diego, California: University Associates, Inc., 1981. 



MAKING MEETINGS MORE EFFECTIVE 

CONTENTS PAGE 

OVERVIEW 
2LESSON OBJECTIVES 2WORKSHOP AGENDA 3MATERIALS NEEDED FOR THE WORKSHOP 

INTRODUCTION TO MAKING MEETINGS MORE EFFECTIVE 
5 

"FARMERS" E(ERCISE: EXPERIENCING A BAD MEETING 
6 
7DEBRIEFING FARMERS 8LECTURE: MAKING MEETINGS MORE EFFECTIVE 9PRACTICE MEETING 13DEBRIEF OF PRACTICE MEETING 17CONCLUDING SUMMARY OF WORKSHOP 19 

DIAGRAMS 
Diagram 1: Suggested Room Setup
Diagram 2: Tally Sheet for Flip Chart 

D1 
D2

Diagram 3: Pros and Cons Sheet for Flip Chart D3 

HANDOUTS: 
Handout 1A: Farmers Information Bits (Groups of Five)
Handout IB: Farmers Information Bits Groups of Six) 

H1 

Handout 1C: Farmers Information Bits (Groups of Seven) 
H3 

Handout 2: Instructions for Small Group Facilitators 
H5 
H7

Handout 3: Solution to Farmers Exercise H8Handout 4: Making Meetings More Effective H9Handout 5: Facilitator Role in Effective Meetings H12
Handout 6: Recorder Role in Effective Meetings
Handout 7: Using a Tally to Guide the Group 

H1.1 
H16

Handout 8: Evaluation - Making Meetings More Effective H18 

SLIDES S1-S16 

(
 



OVERVIEW
 

This workshop covers several key elements which make meetings more
effective. It also gets workshop participants to explore an important
corpcrtate governance issue common in Hungarian MRP (employee
owned) companies. 

Participants will learn ways to reduce the time required to have an
effective meeting. This includes taking key actions before a meeting,
using a structured process during the meeting, and assigning the roles of
facilitator, rec.3rder and timekeeper to meeting participants. Participants
will also become familiar with different viewpoints on the topic: "How
closely should MRP committees control management decisionmaking?" 

During the lesson, the workshop leader will (1) introduce the topic; (2)
lead participants through an exercise designed to make them experience 
a bad meeting due ' the absence of planning and structure; (3) facilitate 
a discussion/lecture about elements which ;iake meetings more effective;
(4) lead participants through a meeting making use of a facilitator,
recorder and structured process; (5) facilitate a discussion giving
participants the opportunity to evaluate whether the structured meeting 
was helpful and soliciting a commitment by participants to incorporate the 
helpful components into their own meetings. 

LESSON OBJECTIVES 

At the end of this lesson, participants will be able to list several 
components which make meetings more effective. They will also be able 
to describe the pros and cons of MRP committees having direct control 
over a number of key management decisions. 
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WORKSHOP AGENDA (4 hour version) 

This workshcp is designed to last 4 hours (220 minutes plus 20 minutes forslippage). As part of a full day workshop, it would go well with segments ontopics such as group dynamics, decisionmaking, or problemsolving. Time, inminutes, is shown both for each section and cumulatively, ie, (segment time,
cumulative time). 

(15/15) 	 Introduction to making meetings more effective (more time needed
for introductions of participants if the workshop is run by itself) 

(45/60) Farmers exercise: Experiencing a bad meeting
 

(15/75) Debrief of exercise
 

(10/85) 	 Break
 

(20/105) 	 Lecture: Making meetings more effective 

(15/120) Setting up the practice meeting. Explanation of purpose, process 
and roles 

(5/125) Selection of facilitator and recorder & silent generation of ideas 

(10/135) Ideas are recorded on the flip chart 

(10/145) Questions and answers for clarification only 

(10/155) Clustering of ideas 

(5/160) Ranking of ideas 

(10/170) Break 

(10/180) Recording pro and con arguments 

(10/190) Reviewing facilitator report 

(10/200) Group reports 

(15/215) Debrief of practice meeting 

(5/220) 	 Concluding summary of workshop
 

Allowing 20 additional minutes for slippage rounds this workshop off at 4 hours.If the workshop falls behind, one can save from 5 to 25 minutes by cutting out
"Clustering", "Ranking", and/or "Pro and con arguments." 
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WORKSHOP AGENDA (3 hour version) 

This abbreviated version of the workshop is designed to last 3 hours (180
minutes with no extra time for slippage). Time is saved by (1) using professional
facilitators with each group which reduces the need to explain the process; (2)
eliminating one break; (3) eliminating the step of clustering ideas; (4) counting 
on the professional facilitators to make briefer reports. 

(15/15) 	 Introduction to making meetings more effective (more time needed
for introductions of participants if the workshop is run by itself) 

(45/60) Farmers exercise: Experiencing a bad meeting 

(15/75) Debrief of exercise 

(20/95) Lecture: Making meetings more effective 

(10/105) Break 

(5/110) Setting up the practice meeting; explanation of purpose. 
(Professional facIi .ator also records and keeps time) 

(5/115) 	 Silent generation of ideas 

(10/125) 	 Ideas are recorded on the flip chart 

(10/135) 	 Questions and answers for clarification only 

(10/145) 	 Ranking of ideas 

(10/155) 	 Recording pro and con arguments 

(5/160) 	 Reviewing facilitator report 

(5/155) 	 Group reports 

(10/175) 	 Debrief of practice meeting 

(5/180) 	 Concluding summary of workshop 

If the workshop falls behind, it is always an option to cut out the steps "Ranking
of ideas" and "Recording pro and con arguments". This saves 15 minutes. 
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MATERIALS NEEDED FOR THE WORKSHOP 

This workshop can be run for as few as 5 participants or as many as 40 (5groups of 8). The ideal size would be 18 (3 groups of 6). The 	list of materials
here suggests arrangements which will make your workshop climate morecomfortable for the participants, improving their attitude and, consequently, theirlearning. Choosing the minimum arrangements will work, but not as effectively. 

* 	 Overhead projector (table and screen or wall) or prepared flip chart
 

Flip charts (minimum 
1 per group / ideally 2 more for the trainer) -- If 
necessary, flip charts can be hung from nails or with tape on the wall. 

* Black markers for each group (additional colors are helpful)
 

"Tape-- cut several strips and leave them on the flip chart stands so that
 
people do not waste time later; 
 make long strips to avoid the distraction 
of pages dropping from the wall 

* 	 Table for workshop materials 

One table (preferably round) per group arranged so all participants can 
see the speaker (no chair between the table and the speaker); leave space between tables so that group discussions.do not interfere with each
other (see diagram on page D1) 
Number the tables so the trainer can eas;iy distinguish between groups; 
assign participants from the same organization to different groups (the 
purpose is to spread the experience around the room) 
A table with coffee, tea, water and soft drinks is placed in the back of the 
room so that participants can unobtrusively refresh their cup at any time 
All 	handouts listed in the table of contents on page 1 

* 	 All slides listed on page S1 

Prepare flipchart tally sheets (see diagram on page D2) 

Prepare flipchart pros and cons sheets (see diagram on page D3) 

Read Handout 7: Using a Tally to Guide the Group 
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INTRODUCTION TO MAKING MEETINGS MORE EFFECTIVE 

Objective: At the end of your introduction, you want your participants to (1) be 
open to experiential 'earning; (2) be open to the possibility that their meetings
could be improved. 

Opening statcmnt: 

Personal story in order to get the participants' attention. 

Have you ever seen a Wrigleys Chewing Gum commercial? If you only
chew Wrigleys Chewing Gum, you will be happy and full of energy. Of 
course, I have chewed Wrigleys. It tasted good, but it did not give me 
energy. You have probably heard the saying "Don'tbelieve anything you
read and only half of what you see." Whether or not we want to be, we 
are al skeptics. 

This is why Ihate to give lectures. People are not going to believe me' 
anyway. But if Ican get them to experience something for, themselves, 
then, just maybe, it will be believable. 

The goal of today's (this afternoon's) workshop is to give you some new
ideas on ways that your meetings can be made more effective. I could tell 
you that you should introduce more structure to your meetings, assign 
someone to be a facilitator and someone to record 'he discussion on a flip
chart; however, I would have a difficult time getting you to follow my
recommendations. Instead, I want to have you go through a couple of 
practice meetings today in order to see what is helpful and what is not. 

Build a bridge between participant experience and this workshop. 

I understand that at MRP companies, you have a lot of meetings, Some 
might even say too many meetings. Who are the different groups that 
hold meetings in your company? [They should volunteer a ist such as:
MRP board, management board, Union committee, shareholders' 
assembly. Write these on a flip chart as they are mentioned.] What are 
some of the things which reduce the effectiveness of these meetings?
What makes them last longer than they should? [Write these on the flip
chart as well] 
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"FARMERS" EXERCISE: EXPERIENCING A BAD MEETING 

Objective: At the end of the exercise, you want your participants to agree that 
they had a bad meeting and be interested in discussing why. 

Running the exercise: 

Before the workshop, select small group facilitators to help at each table. If your
groups have seven or eight people and you do not have others available to help,you may even select someone from each table to be the small group facilitator.
In that case, you need to explain to them, in private, what their role is and whatis suppose to happen. Give the small group facilitators the handout 'Instruction
Sheet for Small Group Facilitators" and the previously cut handout "Farmers Bits 
of Information for Groups." 

/ am now going to ask you to havc a 35 minute meeting with the other
people at your table. Try and avoid doing some of these negative things
[point to their list] which you have listed. 

Ask small group facilitators to distribute "Bits of Information." 

Each of you is receiving a small piece of paper with some information. 
Pretend this information is only in your head as it would be in a real
meeting. You can tell others about the information you have, but please
do not show them your piece of paper directly. Your small group
facilitator will interrupt you every five minutes with some suggestions for
improving your meeting. You now have all of the information you need. 
You will have 35 minutes to complete your work. 

As the groups begin their work, avoid the temptation to use this time to dosomething else or leave the room (this would be a statement to the participants
that what they are doing is not important to you). Observe the groups as they
do their work. Check with the small group facilitators to make sure they stick to 
the schedule. 

At the end of the 35 minutes, some groups may have goften both answers,
others only one, and still others none. If you are on a tight schedule, it is notimportant that they complete the task (this is evidence that the meeting was not
effective). If you have some time, you might give the gioups an additional 10minutes so that someone solves the puzzle as evidence that it is possible. In
either case, when you decide the meeting is formally over, have the small group
facilitators distribute the handout "Solution to Farmers Exercise." 
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DEBRIEFING FARMERS 

Objective: At the end of the debriefing, you want your participants to discover
for themselves or hear you recommend that meetings work better when the 
group (1) knows the purpose in advance, (2) agrees to follow a structured 
process, (3) empowers someone to enforce Zhe process, (4) uses a recorder to
display the common informination before everyone, and (5) summarizes the
meeting results for everyone's review at the end of the meeting. 

Discussing the experience: 

Please take 5 minutes to discuss with your group what things made this
meeting difficult for you, ar, what things helped you make progress
toward completing your task. 

Label two flip charts, "Moved meeting forward" and "Slowed meeting down." 

Ask participants to tell you some of the things they observed which slowed the
meeting down or moved it forward, or some of the things which were absent
which could have helped move the meeting forward. Take one comment from
each table and go around the tables a couple of times before openning up the
discussion to spontaneous remarks. This will help avoid a dialog between you
and one group while the other groups lose interest. 

Record all comments under the appropriate heading, and put a checkmark by
any comment which is repeated, rather than rewriting it. If any of the items
listed in the debrief objectives is missing, try using the following questions to 
solicit them. 

What was it like beginning a discussion without knowing what you were 
here to do? 

How many times did the group change its procedure for organizing the 
information and accomplishing the task? 

Did a group leader emerge and did it make a difference in how the
information was shared and targeted toward task accomplishment? 

Did your group use the flip chart and did this make a difference? 

What happened when you summarized your answers? Did each member 
agree? How did each of you feel about the results of your efforts. 

At this point, give participants a 10 minute break if you are running a 4 hour 
session. 
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LECTURE: MAKING MEETINGS MORE EFFECTIVE 

Objective: At the end of the lecture, you want your participants to to be able to 
explain (1) the purpose of an agenda and minutes, (2) the roles of a facilitator 
and recorder, and (3) the rationale behind agreeing upon and adhering to a 
process. 

Summing up recommendations for making meetings more effective: 

Slide 1: Clarifying what you mean by a "meeting". 

There are several kinds of meetings. All meetings have as a primary 
purpose communication of information. At some meetings, information is 
communicated from a leader to the participants. For example, when a
supervisor assigns work assignments for the day. Only the supervisor has 
the information. 

The meetings that I want to talk about today (this afternoon) are meetings
where all of the participants have relevant but different bits of informatio,
which, when gathered together, can produce a better decision based on 
a more comprehensive understanding of the circumstances. For example,
in the Farmers exercise, no group could have completed the task if any 
one individual had withheld infcrmation. Each member of your
management board, MRP board, board of directors and union committee 
brings important and different perspectives which are relevant to the 
decisions which these groups make. 

Slide 2: What is an effective meeting? 

What I mean by an effective meeting is one which does not waste time,
which gets each participant to express all information relevant to the task,
where all participants leave the meeting with the same understanding of 
what information was shared or of what decisions were made, and where 
all participants will support the groups decisions because they feel that 
their concerns were listened to and they understand that there was no 
other decision which could have gained greater support from the group. 

Slide 3: Agendas, written reports and minutes. 

One way we waste time at meetings is by confusing people orally when we
could inform them clearly in writing prior to the meeting. Agendas, brief 
written reports and meeting minutes save time and hold people
accountable. Making greater use of written information is easier if people
have ready access to a photocopier and a word processor or typewriter. 
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Slide 4: Agendas. 

Agendas can include the items to be discussed, the location, beginningand ending time of the meeting, who will attend, and information about
the process to be used. When people receive agendas in advance, they
have time to prepare appropriately before the meeting, they do not use up valuable meeting time seeking clarification, and they have fewer 
excuses for showing up late or leaving early. 

Slide 5: Written reports. 

Written reports, if brief and distributed early enough, give participants
complex information in a clearer format reducing the likelihood that (a)people will misunderstand the oral report or (b) will not attempt to take full 
notes. If something is worth saying, it is worth being understood. Afterreading reports, participants can come prepared with questions seeking
clarification as well as comments which have been thought out inadvance. Handouts during the meeting, while not as effective, can'increase the odds that the recipients will iake accurate information away
which they can review later. 

Slide 6A: Meeting minutes. 

Minutes are a brief summary of a meeting as remembered by the entire 
group. If tasks were assigned, the minutes will show who is responsible
for implementing what steps by which dates. This increases 
accountability. 

Minutes should be brief, they are not trial transcripts. They should notinclude embarrassing statements made by individuals which would inhibit
free discussion; on the other hand, the rationale upon which the group 
as a whole has based a decision can be included. 

Slide 6B: Meeting minutes. 

Minutes should include who was present at a meeting, what items werediscussed, any decisions which were made and the reasons for them.
Finally, they should mention any unfinished agenda items left to discuss 
as well as the time and location of the next meeting. 

Slide 7: Using a structured process. 

During the meeting, there should be a structured process which all haveagreed to use. Different purposes require different processes. One
format may be appropriate for hearing and ruling on proposals. Another 
process is better for tackling a problem together in search of a solution.
[One such problemsolving process will be presented at the next workshop 
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on March 30.] Today we are going to practice a process designed to get 
everyone to express their opinions and listen to the opinions of others 
around a controversial topic. I will explain the details in a few minutes. 

When people have agreed to use and be governed by a process, other 
members of the group can feel that it is appropriate to let others know
when they have broken a rule. For example, when the group is evaluating
the pros and cons of a proposed Solution A, it would be inappropriate for 
someone to introduce an alternative Solution B. The group's response
would be, "thatmay be a fine possibility; however, we have agreed to
discuss all of the pros and cons of Solution A today. Let's make a note to 
explore Solution B at a later time.' 

Slide 8: The role of a facilitator. 

Sometimes the issues under discussion are so important or controversial 
that the participants forget to pay attention to the process. Or members 
may feel that someone is manipulating the process in order to turn the,
discussion in a direction which supports his or her view. Empowering a
member of the group, or even better, a neutral outsider to be a facilitator, 
can help the group keep on track. The role of the facilitator has nothing
to do with the content of the meeting. Facilitators only pay attention to
the process. While not all companies can afford to hire an outside
facilitator, sometimes people from different parts of the company can 
serve as facilitators for meetings which are unrelated to their own area of 
responsibility. 

Slide 9: The roles of the recorder and timekeeper. 

Two other roles which can be handled by separate people or the facilitator 
are those of the recorder and timekeeper. The timekeeper does just that 
-- keep track of the time. Groups often agree to discuss an item for a
limited amount of time in order to deal with several different items at the 
same meeting. The timekeeper simply reminds the group when they have
exhausted the time which they agreed to spend on an item. The group
can then make a decision whether to contip'ie the discussion at a later 
time, or move some other agenda item to a later meeting. 

The recorder also plays an important role. A recorder is a person
designated by the group to write down in full view of all group members 
their key ideas and decisions, using their own words. This information on
the flip chart serves as a group memory of the important details. Since
everything is written in front of the members, who are responsible for
ensuring that their ideas are accurately recorded, we can assume that this 
represents agreement on what has taken place. 
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Slide 10: Summary of the recommendations for making meetings more 
effective. 

So, to sum up, we can make our meetings more effective -- that is to say
we can reduce wasted time, get participants to share more ideas, have

all participants leave the meeting remembering the same thing, and 
supporting the decisions made. 

To accomplish this, we use written tools like agendas, brief written 
reports, and meeting minutes. We agree to submit ourselves to a
structured process and we delegate the role of facilitator to someone who
will enforce this process. We also delegate the roles of timekeeper andrecorder to help us finish on time and all leave the meeting in agreement
of what transpired. 

Of course there are many other things which affect the effectiveness of 
our meetings. I hope to see you at future workshops where we can 
discuss them. 

Distribute Handout4: Making Meetings More Effective, Handout 5: FacilitatorRole in Effective Meetings, and Handout 6: Recorder Role in Effective Meetings. 
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PRACTICE MEETING 

Objective: At the end of this practice meeting, you want your participants to
 
have succeeded at carrying on a structured discussion about a relevant topic.
 
Success means that (1) the group kept on track and completed all of the
 
process steps on time; (2) each member feels that he or she has been heard by

the rest of the group; (3) each member has heard new ideas (they do not have
 
to agree with every idea); and (4) most importantly, the participants understand
 
how a consciously structured process can move a meeting along quicker. 

Running the practice meeting: 

Step 1: Introducing the practice meeting and selecting role players (15 minutes). 

If you are running a 3 hour workshop you will take & 10 minute break here.
 
Introduce the "Practice Meeting" before the break.
 

We are now going to take a break. At 3:45 (or whatever time is 15' 
minutes later).. 

Otherwise just proceed with this text. 

I would like to ask you to begin another meeting. Only, this time we will 
use some of the tools we discussed for making meetings more effective. 
The purpose of the meeting is to share as many ideas as possible on the 
following topic: "Several important management decisions require
approval from the MRP board in companies where MRPs own a majority 
of the shares. Which of those management decisions should require MRP 
board approval and which should not?" 

[Before you take your break], please select a facilitator, a recorder and 
a timekeeper. The recorder and timekeeper can participate in the 
discussion. However the facilitator will not be allowed to express any 
opinions. The facilitator's role is to: 

- help the rest of the group express their opinions;
 
- stop inyone from criticizing anyone else's idea; and
 
- keep the group from getting off track.
 

[Remember, one important element of effective meetings is starting on 
time. I'll see you at 2:45.] 

During the break, tape three pages to the wall based on Slide 11: Meeting 
Topic, Slide 12: Meeting Ground Rule and Slide 13: Facilitator Role. 

After the break, call people's attention to the pages on the wall. 
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[Weicome back. (if they are on time, add: Thanks, for being so prompt!)] 

Remember, l -purposeof theLne-inga-to are the greatestnumber 
QLo inions possible aboutwhat importantmanagementdecisions, which 
are subject to MRP boardapproval,should be subject to approvaland 
what decisions ,hould not be subject to MRP boardapproval. 

One importantgroundrule to remember, is that at no time this are you to 
c-iticize what someone else says. The purpose of the meeting is only to 
share opinions, not to change anyone'sposition. 

Of course it is difficult to hold backjudgment of what others say when it 
contradictsour own beliefs. To help us achieve this, I am going to guide 
you through a structuredprocess. 

At each step of the process, I wil explain what you are to do and how 
mdch time you have to do it. Your timekeeper will remindyou when your
time is running out and I will let you know when it has expired because I 
will begin explaining the next step. Your recorderwill write your ideas on 
the flip chart. Your icilitatorwill let you know if you are breaking the 
ground rule or getting off track. Remember, tl,e facilitator does not 
participatein the content of the discussion. 

The facilitatorshould stop you if you begin to criticize someone else's idea 
or if you begin to do something other than what you have been asked to 
do. 

Step 2: Silent generation of ideas (5 minutes). 

First,please take three minutes in silence to write down two examples of 
each type of management decision -- two which should and two which 
should not be subject to MRP approval,even though th6y currentlyare. 

Step 3: Recording of ideas (10 minutes). 

Now, please take turns sharingyour ideas,but only give one example at 
a time. Your recorder will write your examples on the flip chart. If 
someone else hasalreadygiven one of your examples, simply pass when 
it is your turn again. The reason I do not want you to give all of your
examples at once, is that by the time the group gets to the last 
participant,there may not be any unspoken ideas left. 

Remember, do not criticize or praisethe ideas orask any questions at this 
time. Only speak to presentyour ideas and then listen to the others. You 
have 10 minutes. 
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Step 4: Clarification of ideas (10 minutes). 

I hope that the recorder has written all of the group's ideas on the flipchart. If you ran out of time before eve,-yone had expressed all of their
ideas, please move forward anyway. Remember, we want to finish the
meeting on time. Now, review the list quickly one item at a time checkingto see if everyone understands what is meant by each item. Again, youshould not criticize any ideas, only ask a question if you do not understand
what is meant by the idea. You have 10 minutes. 

Step 5: Clustering of ideas (10 minutes). 

Now look at the list and decide if there are any ideas which are so closelyrelated that they can be combined as one idea. If you see such an
opportunity, propose that they be combined. The facilitator should ask if anyone disagrees with combining them. If no one disagrees, then yourrecorder should go ahead and combine them. If even one persondisagrees, simply lea'-e them as separate items. Do not argue about this.
Label each cluster, A, B, C, etc. You have 10 minutes. 

Step 6: Ranking of ideas (5 minutes plus a 10 minute break while you tabulatethe results and prepare your recommendation, or 10 minutes if there is nobreak). You should have the tally sheet already prepared on the flip chart. Ifyou are unfamiliar with using this technique, read "Handou'. 7: Using a Tally to 
Guide the Group." 

Now, take a moment to write down the letters of the clusters on a pieceof paper. Next to each letter indicate whether you strongly agree (SA),agree a little (A), have no opinion (N), disagree a little (D), or strongly
disagree (SD). When everyone is ready, tell your recorder what you have
written so it can be recorded on the tally sheet. You have 5 minutes. 

Step 7: Interpreting the results (5 minutes). 

Since we are on a tight schedule, we cannot discuss all of these issues.In fact, today we will only look at one of these issues in greater detail. The 
purpose of today's meeting is to gather information which will help usunderstand how and why people differ about which management
decisions should be subject to the approval of the MRP board. 1hemoMre
(2pininsweheolt_,ide of issuethe better. Analyzing theresults of our tally, may reveal which issues are more likely to generate agreater number of opinions from the group. Let's use the following
criteria in choosing which issue to discuss. 

Point to "Slide 14: Criteria for selecting a discussion issue." 
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1) All or as many members of the group as possible should have an
opinion about the issue. Otherwise several members may not actively
participate in the discussion. 

2) rhe opinions should be on opposing sides of the issue if we are to gain 
a greater understanding of why people differ. 

3) The stronger the opinions are the better, because people will be
motivated to go deeper into the subject. 

4) The more people thete are on both sides of the issue, the better, it is
easier to generate additional ideas when feeding off those of others.
Hearing what another has to say often reminds me of something else. ff
I am alone, I am less likely to recall all of my arguments. 

Based on this set of criteria, I suggest that the group discuss... 

If you have sufficient time, it would certainly be useful for the group itself toselect their own criteria, review the tally against their criteria, and propose theissue they will discuss. Then it is cer,.ai- to be their issue. However, the purpose of this exercise is only to d mr~t, that using any process in theirmeeting is effective, not to teach them how to use this particuiar process. 

Step 8: Recording pro and con ideas (15 minutes). Once the group hasaccepted the issue for discussion ask them to up with pro and concome 
arguments. The recorder should use the flip chart page prepared for pro and
 
con ideas (see page D3).
 

Now please take three minutes in silence to write down any ideas you can
think of in favor of or against including this issue as one of the 
management decisions which should be subject to MRP bcard approval. 

After three minutes, you will give your ideas to your recorder, one per
turn, as you did earlier. At the end of your meeting, your facilitator wil 
report to the rest of us: 

The issue which you explored in detail and all of the pro and con 
arguments which you generated. 

When you complete your pro and con lists, have your facilitator practice
his or her report and make sure that each of you agrees that the facilitator 
is accurately reporting the group's ideas. 

Step 9: Reviewing fac;litator report (5 minutes). Inform the groups that their
discussion time is up and now they should review their facilitator's report. 

Step 10: Ask facilitators to give their reports 10 minutes). 

16 



DEBRIEF OF PRACTICE MEETING 

Objective: At the end of the debriefing, you want your participants to (1) agree
that the meeting was effective; (2) be able to explain why the meeting was 
effective (they understood the purpose, used a structured process, were kept 
on task by a facilitator, recorder and timekeeper, and summarized the results);
and (3) express a commitment to try these techniques in their own meetings. 

Discussing the experience: 

Now you have had an opportunity to participate in a meeting using some 
of the ideas which we discused earlier for making meetings more 
effective. Remember, we defined an effective meeting as one where (1)
time is not wasted, (2) where each participant expresses all of the 
information they have relevant to the task; (3) where ',,/ leave the meeting
with the same understanding of what was said, and (4) where all members 
support the group's decision. 

The first set of questions are intended to get the group to express their 
agreement that their meeting was effective (assuming they agree). If they
disagree, they may explain that it was not effective because the techniques did 
not work or they may report that they simply did not do a good job using the 
techniques. 

What was the purpose of the meeting? How do you know this? [The
trainer and facilitator repeated it several times] 

Did your group waste time at your meeting? Did you spend a lot of time 
on anything other than your task? 

Did you share all of the information you had relevant to the issue? Who 
withheld their opinion? Why? 

When you heard your facilitator summarize ycur meeting for the rest of us,
did anyone hear him or her say something which you remembered 
differently?. 

While you may have a position in favor of or against the issue which your 
group discussed, do you feel that the discussion was helpful to you? Did 
you learn anything new? What? 

Was your meeting an effective meeting? 
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The following question is intended to get the group to summarize the elements 
of an effective meeting which they have discussed today: understanding the 
purpose, using a structured process, being kept on task by a facilitator, recorder 
and timekeeper, and summarizing the results. 

What are the techniques we discussed today which made your meeting 
effective? 

The next set of questions is intended to get participants to express a 
commitment to using some of these techniques in their own meetings. 

What did you not like about using a structured process?
 

Do these disadvantages outweigh the advantages?
 

Who is going to use any of the things we di.- -ussed today in your own
 
meetings?
 

What specific thing are you going to do differently?
 

How do you think the other participants at your meeting will react to this?
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CONCLUDING SUMMARY OF WORKSHOP 

Objective: At the end of this concluding summar-, you want your participantsto (1) know what they were supposed to have gotten out of the workshop (in the
Lesson Objectives on page 2, we said that participants should be able to listseveral components which make meetings more effective and to describe someof the pros and cons of MRP committees having direct control over a number ofkey management decisions); and (2) inform you of what they would like to get
out of a future workshop. 

Closing statement: 

What they should have learned about effective meetings. 

Today we did a number of things. In the beginning, I told you that peopledo not believe what they are told; rather they believe what they
experience for themselves. At this workshop, I made you go through ameeting which was intended to be ineffective. Then we talked about whatmade it ineffective and I spoke about some things which can help make
meetings more effective. Next we practiced using theserecommendations in a second meeting. Most of you seem to agree that
the second meeting went much better. I hope you will try some of these 
techniques out at your own meetings. 

What they should have gotten out of the content of the discussion. 

We also had an interesting discussion about some of the pros and cons
of MRP committees having direct control over a number of key 
management decisions. 

In most countries where companies work Lnder the competitive conditions
of a market economy, corporate governance is set up a little differently.
There are times when making quick strategic decisions allows a company
to take advantage of a window of opportunity before a competitor beats
them to it. The owners of these companies concentrate their efforts on
hiring competent managers upon whom they can rely to make gooddecisions. By giving iheir managers the freedom to make important
decisions, their companies are able to take advantage of market
opportunities and the value of their companies is increased. 

In the Hungarian circumstances, increasing the value of your companies
may be more difficult because your owners may have other objectiveswhich are competing with the goal of increasing their stock value. I hope
that the brief discussion you had today has generated some interest inspending more time discussing this subject. Clarifying the real objectives
of your owners, and prioritizing them, can help you reduce some of the
frustration of a company where people are pulling in different directions. 
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Getting guidance on what the participants would like to work on at a future 
workshop. 

We at [name your organization] enjoy working with you and hope youfound today's workshop useful What kind of workshop would you like to 
see us organize for you in the future? 

Thanks for coming. Please take a minute before you leave to fill out theevaluation fot-ms. Wc read these wilh great interest because they help uscontinuously improve what we do. Thanks. Have a safe trip home. 

Distribute the "Handout 8: Workshop Evaluation - Making Meetings More 
Effective." 

Leave a box near the door where participants can hand in the evaluatiops ontheir way out. Stanid near the door and shake hands with people as they leave.Tell them you enjoyed meeting them and, if you can remember a specific thingthey said during the day which was useful, tell them you appreciated what they'
said (don't make something up). 
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----------------------------------------------------------------------

--------------------------------------------------------------------------

--------------------------------------------------------------------------

----- ------------------------------------------------

HANDOUT 	IA: FARMERS INFORMATION BITS (GROUPS OF FIVE) 

Directions: 	Cut along lines before distributing one information bit to each group
member. This set is for groups with five participants -- use the sets 
on Handouts IB t-nd 1C for groups with six or seven participants. 

FARMERS INFORMATION BIT #5.1 

* The goats' owner lives next door to the house with a plum orchaid. 

* Kis raises 	chickens. 

* The farmer who lives in the bungalow raises cows. 

* Only one of the village houses is located on the east side.
 

* 
 The farmer who lives next to Kovfics drives a station wagon (kombi). 

* Each farmer lives in a different type of house. 

FARMERS INFORMATION BIT #5.2 

* Kovfcs's 	neighbour raises sheep. 

* The farmer who raises goats also grows cherries. 

* Nagy lives next to the red br.k house. 

* One of your group's tasks is to decide who drives the truck. 

* The houses of the village are standing in a semicircle, beside each other. 

* There are chickens in the yard of the concrete house. 

FARMERS INFORMATION BIT #5.3 

* Molnir grows pears. 

* There is a four-seater in the garage of the concrete house. 

* Each farmer raises a different kind of animal. 

* Farmer Szab6lives next to Farmer Nagy. 

* A motorcycle stands in the back yard of the log cabin. 

* One of your group's task is to decide who grows apples. 
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--------------------------------------------------------------------------

FARMERS INFORMATION BIT #5.4
 

* The person who raises pigs lives next door and to the east of the house with the almond 

tree. 

* Your group has fewer than three tasks. 

* Every week, boxes of goat food are placed at the gate of the log cabin. 

* Only one of the village houses is located on the west side. 

* Each ofthe five farmers living in the village drives a different kind of vehicle. 

* Kovics lives in a log cabin. 

FARMERS INFORMATION BIT #5.5 

* The log cabin is in the most northern position of the village. 

* Each farmer grows a different kind of fruit. 

* The concrete house stands next to the stone house. 

* Farmer Szab6 drives a sports car. 

* Farmer Nagy raises cows. 

* Only farmer Nagy lives at the west end ofthe village. 

H-----------------------------------------------------
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--------------------------------------------------------------------------

HANDOUT 	IB: FARMERS INFORMATION BITS (GROUPS OF SIX) 

Directions: 	 Cut along lines before distributing one information bit to each group
member. This set is for groups with six participants -- use the sets 
on Handouts 1A and 1C for groups with five or seven participants. 

FARMERS INFORMATION BIT #5.1 

* The goats' ovner lives next door to the house with a plum orchard. 

* Kis raises chickens. 

* The farmer who lives in the bungalow raises cows. 

* Only one of the vi!;a:,e houses is located on the east side.
 

* 
 The farmer who lives next to Kov:ics drives a station wagon (kombi). 

FARMERS INFORMATION BIT #6.2 

* Kov:cs's neighbour raises sheep.
 

* 
 The farmer who raises goats also grows cherries. 

* Nagy lives next to the red brick house. 

* One of your group's tasks is to decide who drives the truck. 

* The houses of the village are stahding in a semicircle, beside each other. 

FARMERS INFORMATION BIT #6.3 

* Molnhr grows pears. 

* There is a four-seater in the garage of the concrete house. 

* Each farmer raises a different kind of animal. 

* Farmer Szab6lives next to Farmer Nagy. 

* A motorcycle stands in the back yard of the log cabin. 

H-----------------------------------------------------
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-----------------------------------------------------------------------

--------------------------------------------------

FARMERS INFORMATION BIT #6.4 

* The person who raises pigs lives next door and to the east ofthe house with the almond 

tree. 
* Your group has fewer than thre,- tasks. 

* Every week, boxes of goat food are placed at the gate of the log cabin. 

* Only one of the village houses is located on the west side. 

* Each of the five farmers living inthe village drives a different Idnd ofvehicle. 

FARMERS INFORMATION BIT #6.5 

* The log cabin is inthe most northern position of the village. 

* Each farmer grows a different kind of fruit. 

* The concrete house stands next to the stone house. 

* Farmer Szab6 drives a sports car. 

* Farmer Nagy raises cows. 

FARMERS INFORMATION BIT #6.6 

* Only farmer Nagy lives at the west end of the village. 

* There are chickens in the yard of the concrete house. 

* One of your group's tasks is to decide who grows apples. 

* Kov~cs lives inthe log cabin. 

* Each farmer lives in a different type of house. 
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HANDOUT 	IC: FARMERS INFORMATION BITS (GROUPS OF SEVEN) 

Directions: 	Cut along lines before distributing one information bit to each group
member. This set is for groups with seven participants -- use the 
sets on Handouts 1A and 1B for groups with five or six participants. 

FARMERS INFORMATION BIT #7.1 

* The goats' owner lives next door to the house with a plum orchard. 

* Kis raises chickens. 

* The farmer who lives in the bungalow raises cows. 

* Only one ofthe village houses is located on the east side. 

FARMERS INFORMATION BIT #7.2 

* Kovics's neighbour raises sheep. 

* The farmer who raises goats also grows cherries. 

* Nagy lives next to the red brick house. 

* One of your group's tasks is to decide who drives the truck. 

FARMERS INFORMATION BIT #7.3 

* There is a four-seater in the garage of the concrete house. 

* Each farmer raises a different kind of animal. 

* Farmer Szab6lives next to Farmer Nagy. 

* A motorcycle stands in the back yard of the log cabin. 
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--------------------------------------------------------------------------

FARMERS INFORMATION BIT #7.4 

* Your group has fewer than three tasks. 

* Every week, boxes of goat food are placed at the gate of the log cabin. 

* Only one ofthe village houses is located on the west side. 

* Each of the five farmers living in the village drives a different kind ofvehicle. 

..................................... 
... 


FARMERS INFORMATION BIT V7.5 

* The log cabin is in the most northern position ofthe village. 

* Each farmer grows a different kind offruit. 

* The concrete house stands next to the stone house. 

* Farmer Szab6 drives a sports car. 

* Farmer Nagy raises cows. 

FARMERS INFORMATION BIT #7.6 

* Only farmer Nagy lives at the west end of the village. 

* There are chickens in the yard ofthe concrete house. 

* One of your group's tasks is to decide who grows apples. 

* Kovhcs lives in the log cabin. 

* Each farmer lives in a different type ofhouse. 

FARMERS INFORMATION BIT #7.7 

* The houses of the village are standing in a semicircle, beside each other. 

* The farmer who lives next to Kov:cs drives a station wagon (kombi). 

* Molnir grows pears. 

* The person who raises pigs lives next door and to the east of the house with the almond 

tree. 

H-----------------------------------------------------
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HANDOUT 2: 	 INSTRUCTIONS FOR SMALL GROUP FACILITATORS 

Description: The "Farmers" exercise is recommended as the core experience
by which committee persons will recognize the importance of clear objectives,
processes and roles in planning and conducting effective meetings. 

Instructions for small group iacilitators: The workshop leader will
introduce the exercise and inform the grouips that the facilitators will intervene
at five-minute intervals with suggestions to assist the groups in accomplishing
their work, When the groups begin their work, monitor the time carefully so that
the six interventions will occur promptly. DO NOT EXPAND UPON OR IN ANY
WAY CLARIFY THESE STATEMENTS DURliNG THE INTERVENTION. 

Five minutes after the groups have begun, make your first intervention; five
minutes later, make your second, etc. 

Interivention 1fl: 	 "Is the purpose of the meeting clear? Do you know what the 
tasks are that you are here to accomplish?" 

InterventiQn-#2: "Have you agreed on how you are going to accomplish the 
tasks?" 

Intervention #3: 	 "Since you have to keep track of such a large amount of
data, have you agreed on aformat for organizing it?" 

Intervention #4: "Would it be helpful to ask one of the group members to
function as a group leader to ensure that all the inforiration 
gets shared and targeted toward accomplishing the task?" 

Intervention #5: "Would it be helpful to ask one of the group to volunteer to
record the data on flip chart paper for all to see?" 

Intervention #6: 	 "When you have completed your tasks, would it be helpful
to summarize the decisions you have made in order to 
ensure that everyone agrees?" 

Conclusion: The workshop leader will lead a discussion with participants after
the exercise. Feel free to add to the discussion at this time, based on your
observations. THANKS! 
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HANDOUT 	3: SOLUTION TO FARMERS EXERCISE 

* The table below summarizes the data contained on the Information Bits. 

* The group has two tasks described on the Information Bits. Those two 
tasks are: 

(1) to determine who drives a truck, and 
(2) to determine who grows apples. 

" The answers to these two questions are Nagy and Kis, respectively. 

Farmer: 	 Nagy Szab6 Kovics Molndr Kis 

Animals: cows pigs goats sheep chickens 

Fruit: almonds plums cherries pears apples 

House: bungalow brick log cabin stone concrete 

Location: west northwest north northeast east 

Vehicle: truck sports car motorcycle 	 station four-seater 
wagon 
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HANDOUT 4: MAKING MEETINGS MORE EFFECTIVE 

Plan the meeting, being clear about: 

* 	 Why the meeting is needed, 

* 	 What outcomes the the group wants, 

* 	 Who should attend,
 

What arrangements need to be made,
 

What agenda items need to be discussed,
 

* 	 How items will be addressed (what processes will be used 
brainstorming, diagnosing the problem, developing solutions,'
selecting a solution, reaching consensus, and so on), and 
How much time will be needed to achieve the desired outcomes. 

Inform meeting participants in writing of: 

The purpose of the meeting, 

The 	desired outcomes, 

The 	agenda items (the "what"), 

* The processes to be used (the "how" of addressing agenda items),
 

rhe date, time, and location,
 

Any premeeting assignments, and
 

Participants should also be provided with any relevant brief written
 
reports before the meeting.
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Organize aproductive discussion by: 

* 	 Reviewing the agenda, 

- Stating and clarifying the purpose of the meeting, 

- Getting agreement cn the desired outcomes, 

-	 Allowing for modification of the agenda (adding or deleting items,changing the order, or adjusting the times allocated), 

* 	 Reviewing the process to be used,
 

-
 Allowing for mod ilcation of the process, and
 

- Getting agreement on the process to be used.
 

Keep the discussion focused on the agreed-upon agenda by: 

* 	 Designating a facilitator who helps the group:
 

-
 Adhere to the agenda unless the group explicitly agrees to alter it, 

- Adhere to an agreed-upon process unless there is 	 common 
agreement that it is no longer useful, 

- Confront behaviour that diverts the group from attaining the desired 
outcomes, 

- Encourage each group membei to bring all his or her information 
to 	bear on the issue at hand, and 

- Get agreement on action steps, responsibilities, and target dates, 
Designating a recorder who writes key ideas on a flip chart which: 

- Avoids different participants understanding the same information 
differently, 

-	 Are subject to review by all members. 
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Hasten the completion of agreed-upon action steps by: 

* 	 Summarizing the meeting, 

* 	 Recording the decisions that were made, 

* 	 Recording the names of persons responsible for implementing 
action steps and the target dates, 

* 	 Agreeing on a date for the next meeting, 

* 	 Evaluating every meeting and agreeing on ways to "pitch" a better 
meeting, 

* 	 Editing and distributing minutes, 

* 	 Putting unfinished business on the agenda for the next meeting, 

* Following up and encouraging task completion, and 

* Monitoring and evaluating the results achieved by the group. 

REMEMBER... 

A MEETING IS EFFECTIVE WHEN:
 

TIME IS USED EFFICIENTLY!
 

* 	 INFORMATION IS SHARED COMPLETELY! 

DECISIONS ARE SUPPORTED BY 	ALL! 
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HANDOUT 5: FACILITATOR ROLE IN EFFECTIVE MEETINGS 

Getting a Meeting Off to a Good Start 

Here are some things facilitators do to get a meeting started: 

Clarify that the facilitator assists with process, not as a content expert. 

Establish who will be the recorder and timekeeper.
 

Ast, if the group wants to review its ground rules.
 

Remind the group of any commitments or agreements they made for this
 
meeting.
 

Remind the group of any new behaviors they will try out in this meeting.
 

Summarize where the group left off in the last meeting.
 

Clarify the agreed-upon purpose of this meeting.
 

Help the group to build an agenda for this meeting:
 

* Determine which tasks to do first.
 

a Establish specific outcomes expected from the meeting.
 

* 
 Establish criteria for determining when expected outcomes are 
achieved. 

a Clarify the tasks (what) and determine the processes (how) that will 
be used to complete the tasks. 

a Establish time limits for each part of the meeting. 

* Identify which group members have special skills or information which 
will help the group complete the tasks. 

Check for agreement of all group members oi all of the above before
proceeding to the first agenda item. 
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Keeping a Meeting Going 

While the group is working on a task, the facilitator and all of the group members 
can assist the group by intervening whenever necessary to: 

Keep the group clear on what the task is.
 

Question how relevant a current discussion is to reaching the outcomes
 
chosen by the group.
 

Guard the integrity of the process the group has chosen to complete its
 
task.
 

Check for agreement or disagreement.
 

Summarize where the group is in terms of its agenda, tasks, or process. 

Identify when the group varies from the agreed agenda, tasks, or process. 

Protect the group from domination by a few individuals.
 

Call on silent members to participate.
 

Protect individuals and the group from personal attacks.
 

Suggest alternatives or options.
 

Bring hidden conflicts out in the open.
 

Ask members how they feel about what is going on at a given moment.
 

Call for time-outs or breaks.
 

Assist the recorder and timekeeper.
 

Identify when a suggestion has been made that the group has ignored.
 

Identify when a decision needs to be made.
 

Identify when a decision has been made.
 

Provide ongoing feedback to the group.
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HANDOUT 6: RECORDER ROLE IN EFFECTIVE MEETINGS 

Group recorders can do some of the following things to help them in creating a 
group memory from what group members say to one another: 

Preparation 

Tell the group that you expect them to review what you write down for 
accuracy.
 

Make sure you have sufficient flip chart pads, markers and masking tape.
 

Use two easels allowing you to begin a new page without stopping.
 

Cut pieces of tape in advance to speed tie posting of completed pages.
 

Ask for a volunteer to post the completed pages.
 

Accuracy and Completeness 

Record key ideas and phrases using the speaker's words, not your own. 

Do not record names so that the ideas are "owned" by the entire group. 

Write legibly, but quickly; writing is usually faster than printing. 

If you cannot hear an idea or hear several ideas at once, ask the group for 
help. 

Remaining Unobtrusive 
Try not to call attention to yourself. Look at the flipchart rather than the 
person who is trying to express an idea. 

Speak only when you need clarification or more time to record the ideas. 

Help the group if you see a useful way of working with the data or you see 
that the group is off track. 
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Format of the Record
 

Do not worry about spelling. The substance is what you need to capture. 

Use different colors to organize information. You can hold uncapped
markers in one hand while you write with the other. Use arrows, stars,
numbers and other tools to organize the data. 

"UOCUA" - Use only Qommonly understood abbreviations. 

When you summarize a long idea in key phrases, ask the contributor if you
have accurately recorded the idea. 

Do not be defensive if a group member challenges your accuracy in
recording an idea. Cross it out and rewrite it. It is the member's idea, not 
yours! 

Completing the Task 

Number each page to help order completed sheets. 

At the end of a meeting, compile and label the completed flipchart pages,
and make sure they are safely stored and made available for the next 
meeting. 

Make sure that the group has come to agreement on what will be done
with the group record. Will it be transcribed? Summarized? Summarized 
and distributed to constituents? Saved in its initial form? 
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HANDOUT 7: USING A TALLY TO GUIDE THE GROUP 

A 	 problemsolving group has met to address a conflict situation. Theconflict is over the appropriate division of decisionmaking authority betweenmanagement and the MRP board. The members of the group include both managers and MRP board members. The group has generated a list ofmanagement decisions which currently must be approved by the MRP board.The group members want to look at the pros and cons of requiring MRP boardapproval on each issue. In 	order to focus on the most relevant issues, andspecifically to select whj'h issue will be_discJsed at today's meeting, the group
has generated the following tally: 

"I that this management decision should require MRP board approval." 

Strongly Slightly Neutral Slightly Strongly Issue
 
Agree Agree 
 Disagree Disagree 

////_ _ __ _ _ __ _ _ _ __ _ _ / B_ 

III__
_I 
 III____ _ I 
II /I 	 _ EIIII ___ 

I/I I 	 II______ G 

What does the tally tell us? 

We can use this tally to help us decide how to move forward. Note: The group did not vote on which issue to discuss. If they had, some would have won the vote and others would have lost. The losers might not have 
participated as willingly in the discussion. 

The tally simply shows us how the members as a whole feel about theissues. The lack of names on the tally have already depersonalized the currentdecision about which issue to discuss first. To decide how to proceed, the 
facilitator asks the group: 

1. What is the purpose of discussing an issue? 

2. 	What criteria can we use to determine which issue best serves this 

purpose? 
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The Duroseof dL : 

The group is currently gathering information in order to better understand theproblem before looking at solutions. At this stage, the group needs to hear thegreatest number of pro and con arguments for including or excluding anyparticular issue from the list of management decisions which must be approvedby the MRP Board. By examining these arguments, the group expects toidentify some of the values, priorities and objectives of the conflicting parties. 

-ri ed on the stated purpose: 

1. 	 All or as many as possible should have an opinion about the issue. 
2. 	 Opinions should differ. 
3. 	 The stronger the difference of opinion the better.
4. 	 The greater number of differing opinions the better. 

Analysis of the talba onthestt: 

1. There are four issues on which all six have opinions (issues A, B, C & G).
There are also two issues on which at least five people have opinions
(issues D & E). 

2. 	 There is disagreement on five issues (issues B, C, D, F and G). 

3. 	 There are strong opinions about six issues (issues A, B, C, E, F and G). 

4. 	 The issues where the most people on both sides of the issue haveopinions are C (3 for, 3 against), D (2 for, 3 against), and G (4 for, 2 
against). 

5. The only two issues which meet all four criteria are issues C and G. 

Q 	Quin:
 
Upon closer examination of issues C and G, the group opted to discuss issue C 

because issue C: 

1. 	 Has greater balance between those for and those against; and 

2. 	 Has strong opinions on both sides of the issue. 
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HANDOUT 8: EVALUATION - MAKING MEETINGS MORE EFFECTIVE 

Please help us improve future workshops by filling out this evaluation. You may
return it anonymously or signed. Please write additional comments on the back. 

1.Are you: [] MRP Board member [] Shop floor worker [] Other 
[] Manager []Mf-P consultant 
[] Supervisor []Union leader 

2. The room was: Too large [] Too small [] Just right [] 
Too hot [] Too cold [] Just right [] 

3. As a whole, the workshop was: Too long [] Too short [] Just right []
Too simple [] Too complex [] Just right [] 

4. We tried to maintain a balance between lectures by the trainer, discussions 
by the group, and experiential exercises. What should we do more or less of? 

- Lecture More [] Less [] No change [] 
- Discussion More [] Less [] No change [] 
- Experiential exercises More [] Less [] No change [] 

5. Please rate from (5)"1'earned a lot", to L_) "Was a complete waste of 
tim_: 

Learned a lot Waste of time
"Farmers" exercise 5 [] 4[] 3[] 2[] 1[]
Discussion of "Farmers" 5 [] 4[] 3[] 2[] 1[]

Lecture: Effective meetings 5 [] 4[] 3[] 2[] 1[]

Practice meeting 5 [1 4[] 3[] 2[] 1(]

Discussion of practice meeting 5 [] 4[] 3[] 2[] 1[]
 

6. The most important thing I learned at today's workshop was: 

7. One way that the workshop could be improved is: 

8. This workshop attempts to transfer experience developed in Western 
countries with market economies. What aspects of this workshop or this 
experience are relevant or irrelevant to Hungary? 

9. Iwould recommend this workshop to a friend. Yes [] No [] 
Why or why not: 
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SLIDES 

Slide 1: Clarifying what you mean by a "meeting". 

Slide 2: What is an effective meeting? 

Slide 3: Agendas, written reports and minutes. 

Slide 4: Agendas. 

Slide 5: Written reports. 

Slide 6A: Meeting minutes: Advantages and what not to report. 

Slide 6B: Meeting minutes: What to report. 

Slide 7: Using a structured process. 

Slide 8: The role of a facilitator. 

Slide 9: The roles of the recorder and timekeeper. 

Slide 10: Summary of recommendations for making meetings more effective. 

Slide 11: Meeting topic.
 

Slide 12: Meeting ground rule.
 

Slide 13: Facilitator role.
 

Slide 14: Criteria for selecting a discussion issue.
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DEBRIEFING A TRAINING EXERCISE 

Training exercises can be enjoyable but sometimes workshop participants leave 
without knowing why they did the exercise. To effectively use an exercise, the trainer 
must facilitate a discussion which is called DEBRIEFING or processing the exercise. 

For debriefing to be effective: 

(1) 	The trainer must know the learning objectives; 

(2) 	There must be enough time for learners to derive learnings and applications; 
and, 

(3) 	 The trainer must guide the participants through a series of debriefing steps. 

STEP ONE: EXPERIENCING 

This step is fairly simple. The trainer simply follows the instructions for running the 
exercise. The learners will experience the learning objectives which the exercise was 
designed to produce. 

STEP TWO: DESCRIBING WHAT HAPPENED 

Participants report what happened (thoughts, feelings, what people said and did) while 
the trainer records on a flip chart what they have said using their own words. 

If comments are all positive (negative), ask "Isee a lot of positive reactions here. 
Were there any negative ones?" 

* 	 "What did you observe happening with other persons?" 

* 	 To focus learners' attention on particular data, you can begin by labeling the flip 
chart, ie, "What I thought, What I felt, What I observed of others." 
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STEP THREE: INTERPRETING THE DATA 

Help participants put the raw data into meaningful forms by perceiving patterns, 
sequences, trends, dynamics or groupings. 

* 	 "As you look at this data, what patterns do you see?" 

* 	 "What do you make of that?" 

* 	 "How can we account for that?" 

"What 'pops' off the page for you?" 

* 	 "What matches do you see?" 

STEP FOUR: GENERALIZING TO THE LEARNING OBJECTIVES 

Draw out what participants have learned. Feel free to help if they seem to be missing 

something. 

* 	 "What learnings are here for you?" 

* 	 "What here helps you make sense out of the experiences you've had?" 

* 	 "What associations do the data help you make?" 

STEP FVE: APPIYING THE LEARNING OBJECTIVES TO REAL LIFE
 

Ask the participants to think about how they can actually use these learnings.
 

* 	 "How can you use this learning back at the company?" 

* 	 "If these learnings are important to you, how can you best hold on to them?" 

* 	 Perhaps, ask participants to make a contract or write a letter to themselves 

reminding them of how they intend to use this learning. 
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This material was prepared by Daniel Bell of the Northeast Ohio Employee Ownership 
Center of Kent State University for Coopers & Lybrand/Chemonics International and 
funded by USAID. 

The following materials were based closely on materials found in a manual on 
Committee Effectiveness Training prepared by the US Department of Labor Bureau of 
Labor-Management Relations and Cooperative Programs: 

Text sections Introduction to Group Problemsolving, Brainstorming, Step 1: 
Problem Identification, Step 2: Problem Analysis, Step 3:Solution Development, 
and Step 4: Implementation Planning. 

Handouts H1, H2, H4 and H5. 
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OVERVIEW 

This module is designed to help committees become more effective at identifying and 
solving problems as a group. It covers a problemsolving model and several 
problemsolving techniques. 

Participants will learn how to use a structured process and techniques for identifying 
problems ano zelecting and implementing solutions. This includes brainstorming, cause 
and effect analysis, force field analysis and a four part problernsolving process: 
problem identification, problem analysis, solution development, and implementation 
planning. 

The workshop leader will: 

(1) Introduce the group problemsolving process; 

(2) Present the technique of brainstorming; 

(3) Lead participants through the four step group problemsolving process; and, 

(4) Facilitate a diS.cussion giving participants the opportunity to evaluate whether the 
group problemsolving process was useful; and, soliciting a commitment by 
participants to incorporate these techniques into their future meetings. 

LESSON OBJECTIVES 

At the end of this module, participants will: 

(1) 	 Understand several advantages of using a group problemsolving process; 

(2) 	 Be able to use a structured group problemsolving process, and techniques like 
brainstorming, cause and effect analysis, and force field analysis, and, 

(3) 	 Know of at least one way they can use a group problernsolving process at their 
workplace. 

T1
 



PREPARING FOR THE MODULE 

Number of participants: One to five groups of 5 to 8 participants (there must be at 
least 1 trainer for each group). 

Room setup: The room should be large enough to accomodate all of the groups 
together, each at a separate table (preferably round). Leave adequate spacing 
between tables and do not seat participants between their table and the workshop 
leader. Number the tables so groups can be easily distinguished. There should be 
plenty of wall space where information can be posted and easily seen by the 
participants. There should be good lighting and adequate ventilation to maintain a 
comfortable temperature [See the (D1) Room Setup for an example]. 

Equipment: For each group, 1 flip chart, 1 roll of tape, 4 markers (2 black, 2 other 
colors), 1 calculator; in general, 1 overhead projector with table, screen and overhead 
markers, a refreshment table, and materials table. 

Refreshments: At a minimum, provide water. Your participants will feel more 
comfortable if there is coffee, tea and soft drinks available in the back of the room so 
they can unobtrusively refresh their cup at any time. Cookies or other snacks are nice 
too. 

Training materials: All handouts and slides listed in the table of contents. If no 
projector is available, transfer the information from the slides to a flip chart to be used 
for the presentation. 

WHAT TO DO BEFORE DELIVERING THE MODULE 

* Obtain training in adult learning principles, presentation skills, and discussion 

facilitation skills. 

Read and become familiar with all material in this training manual. 

* Review (H3) Using a Tally to Guide the Group. 

* Become familiar with the training site and equipment. 

* Cut long pieces of tape (so pages do not fall from the wall) and leave them ready 

on the flipclharts. 
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MODULE AGENDA
 

This module is designed to last 8 hours including coffee and lunch breaks. Time, in 
minutes, is shown both for each section and cumulatively, ie,(segment time, 
cumulative time). If you know that the participants will arrive late or lunch will take 
longer than one hour, then you should schedule additional time. Also, if the module is 
not being delivered as part of a larger workshop, you should schedule time for you and 
the participants to introduce each other. 

(45/45) Introduction to group problemsolving 

(25/70) Brainstorming 

(15/85) Break 

(60/145) Step 1: Problem identification 

(15/160) Break 

(50/210) Step 2: Problem analysis 

(60/270) Lunch 

(90/360) Step 3: Solution development 

(15/375) Break 

(60/435) Step 4: Implem.ntation planning 

(15/450) Group reports 

(30/480) Debrief of group problemsolving process & closing summary 
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iNTRODUCTION TO GROUP PROBLEMSOLVING 
Time: (45/45) 

Handout: (H1) Four Step Group Problemsolving Process 

Slides: Problemsolving S1 thru S6 

Objective: At the end of the introduction, participants will (1) know the learning 
objectives of the module; (2) be able to describe the four steps in the problemsolving 
process; and (3) select a leader, recorder and timekeeper. The learning objectives of 
the module are: 

* Become familiar with and practice a four step problemsolving model; 

* Be able to use brainstorming, cause and effect analysis, and force field analysis; 

Develop the first step for implementing a solution to a problem they begin 

working on during the workshop. 

Have you ever heard the saying, "Many heads are better than one"? In other 
words, a group of people may have a larger quantity of ideas for solving a 
problem than one person by themself. 

At the same time, simply bringing a group of people together does not always 
produce better results. While more ideas may be present in the room, those 
ideas do not always get shared effectively. 

Some things which help make problemsolving meetings more effective are 
assigning roles such as leader, recorder and timekeeper,-and agreeing to follow 
a structured process. 

Who can tell me what the roles of a leader, a recorder and a timekeeper are for 
making a meeting more effective? 

A leader keeps the group on track, making sure that everyone has an opportunity to 
express their opinions. The recorder writes down the information which people share 
on a flipchart so that everyone has the same information. The timekeeper reminds the 
group when they are running out of time for a task so that the group can bring the 
current topic to conclusion and still have enough time to complete the other agenda 
items. 

Today each of you will have the opportunity to practice some of these roles. 
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During today's meeting, we are also going to make our decisions by consensus. 
Can anyone tell me what that means? 

A group reaches consensus when every member supports the decision (even if it is not 
their first choice), because all were listened to and feel that their points of view have 
been understood by the rest of the group, and all believe that the decision is adequate 
for meeting the concerns expressed. 

Why is it important to agree upon a structured process to follow in 
accomplishing the task of the meeting? 

Less time is wasted. People focus on the task. When someone gets off track, the group 
has a legitimate way of stopping them. 

Today we are going to learn to use a four-step problemsolving model as one 
option for structuring a meeting. 

As our meeting proceeds, we will learn a few new techniques which are useful 
for group problemsolving. These include brainstorming, cause and effect 
analysis, and force field anblysis. 

Prepare two flipcharts. Draw a horizontal line across the center of each and then 
number each box 1 thru 4. Do not label the boxes however you know that each box 
represents a different step in the problemsolving process: 

(1) Problem identification 
(2) Problem analysis 
(3) Solution development 
(4) Implementation planning 

We all solve problems. What are some of the things you do when you are 

problemsolving? 

Write the participants' responses in the boxes where they best fit. 

Then label each box as you say: 

There is no magic to a problemsolving process. You have all named the steps 
involved. For example, the first step is identifying he problem [read their 
responses from box 1]. The second step is trying to find out what is behind the 
problem, what is causing it [read box 2]. The third step is coming up with a 
solution [read box 3]. And the final step is implementing your solution [read box 
4]. 
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The magic to group problemsolving is being aware of which step you are on and 
making sure you take the steps in order, completing each one fully. This helps 
the group: 

Express everyone's concerns and ideas; 

Go beyond symptoms to causes and the root problem; 

* Explore the full range of solutions, selecting from that range a technically 

Sound solution that is acceptable to all concerned; 

* Anticipate possible negative consequences; and 

* Implement the solution. 

Slide 1: Identifying the problem. 

How do we know when one of our children has the flu? [Participants may name 
some flu symptoms] So the first step in identifying a problem is listing all of the 
symptoms. Symptoms are things that seem out of place, or make us 
uncomfortable, or seem to be associated with results that we do not want. 

Once we have listed all of the symptoms, then we need to prioritize them, that 
is, decide which ones are the most serious. At this point, we can begin to 
distinguish between symptoms of the problem and the problem itself. 

We have successfully identified a group problem when we can write a statement 
which all group members agree is the problem statement. 

Slide 2: Analyzing the problem. 

Once you have identified the problem, you will need to look at it in more detail 
in order to develop an appropriate solution. During this step, you will consider 
possible causes of the problem and gather information to confirm or discard 
your theories. After looking at the problem's root causes, you will probably want 
to revise your problem statement. 
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Slide 3: Developing a solution. 

While there is always a temptation to jump immediately to an obvious solution,effective problemsolving requires you to explore a full range of viable solutions. 
To do this, you: 

* Generate as many potential solutions as possible; 

* Relate each to the causes of the problem to eliminate possibilities which 
do not address root causes; and 

* Merge similar or related solutions in order to reduce redundancy. 

At this point you can analyse the strengths and weaknesses of the viable 
alternatives. 

Before selecting your solution, the group should consider two things: the
technical quality and the acceptability of the solution. 

A solution is technically qualified if it can be implemented within a reasonable
time, at an affordable cost, and will be reliable. 

A solution is acceptable if the people required to implement it support it and it
benefits the organization. 

Slide 4: Implementing the solution. 

Too often groups become frustrated when they spend hours or days coming upwith a solution and then*it never gets implemented. Without an implementation
plan your group's solution will be kind of like the orders sent down from theministries under central state planning. Those making the plans were not intouch with those implementing the plans, and those implementing the plans didnot feel responsible since these were someone else's plans. 

To get your solutions implemented, you need to work out a concreteimplementation plan, and you have '0 take on responsibility for following up and
evaluating each step of implementation. 
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An implementation plan is a series of action steps. For each step, you must 

answer the questions: 

What must be done? 

*.Wib will do it? 

* Oie will it be started and when will key milestones be completed? 

*lie will the necessary actions take place? 

* How will the necessary actions be carried out? 

* Eby are these actions a solution? 

Slide 5: Evaluation. 

When your group has a concrete plan, people can be held accountable for 
specific actions and your group has a series of deadlines which provide 
opportunities to follow-up, monitor progress, and make changes when made 
necessary by unanticipated situations. 

An evaluation of the results allows your group to establish its credibility by 
informing others of your success, and it allows your group to continually improve 
your working together. 

Slide 6: Summary of the group problemsolving process. 

So the structure of today's meeting will follow these four problemsolving steps: 
problem identification, problem analysis, solution development, and 
implementation planning. 
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BRAINSTORMING
 
Time: (25/70)
 

Handouts: (H2) Group Problemsolving Technique: Brainstorming
 

Slides: S7
 

Objective: At the end of this presentation, participants will be able to (1) describe thebenefits of brainstorm ingand (2) state several guidelines for brainstorming. 

Ask the participants to write down the first word which comes to mind when you name: 

* a color * a fruit * a flower 

Next ask how many chose red, apple, rose?
 

Write these on the flipchart with the number of participants who selected them.
 

Then record the responses of the remaining participants.
 

Tell them you expected to hear red, apple and rose 
a disproportionate number oftimes. Ask them why they think so many people choose these when there are so many
other colors, fruits and flowers. 

We all tend to choose something familiar. Brainstorming is a technique whichhelps our group go beyond the familiar boundaries so that we can develop new 
and creative ideas. 

Slide 7: Brainstorming rules. 

If everyone agrees to follow a set of brainstorming rules, then we can all feel 
comfortable suggesting new and creative ideas. I would like to suggest six rules. 
First, no criticism. Do not take time now to evaluate ideas This slows the group
down and discourages contributions. When people hear things like -

" That is ridiculous!
 
"We have already tried that!
 
" Who ever heard of that?
 

-- then people feel threatened. It is better to listen to five unrealistic ideas withthe hope that the sixth idea will be brilliant, than to never hear the sixth idea
because you criticized the first. 

Remember there will be an opportunity later to evaluate and eliminate poor
ideas. 
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Second, use freewheeling imagination. Make mental leaps and connections
freely. Share images, fantasies, synonyms, I.,lays-on- words, free associations,
farfetched ideas. Do not prevent ideas from emerging by adhering rigidly to
logical thinking. While brainstorming, you should ignore constraints like budget, 
tirnx and staff. 

Three, build on others' ideas. Combine ideas, expand on them. 

Fou, aim torquantity. More is better. Do not worry about duplication or quality.
You are simply trying to develop the widest possible range of possibilities right 
now. Late we can narrow down the choices. 

Fifth, record each idea on the flipchart as it is presented. Keep it brief but 
accurale. 

And finally, make sure that all group members participate. The more brains, the 
greater the number cf ideas. The more ideas, the better chance of finding the 
best one. 

Have the group practice brainstorming every kind of bird they can think of. Record
their responses and keep going until they have provide several examples that gobeyond the conventional. For example, jailbird, Big Bird, Baltimore Orioles, two-underpar birdie. HERE WE NEED A HUNGARIAN EQU!VALENT***************************** 

Praise the group for such a good list and ask at what point their responses departed

from the conventional.
 

We can use brainstorming in many differ&e;t situations. Today you will use it
when you identify the group problem, when you look at the causes of theproblem, when you generate possible solutions, and when you develop the steps
of your implementation plan. 

Before you take your break, please select a leader, a recorder and a
timekeeper. You will change these roles during each of the four steps. The 
leader's role is to: 

- help the rest of the group express their opinions;
 
- stop anyone from criticizing anyone else's idea; and
 
- keep the group from getting off track.
 

BREAK 
Time: (15/85) 
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During the break, tape to the wall the following schedule (adjust the times to fit your
schedule): 

* 10:25 (60 minutes) Problem identification 

* 11:40 (50 minutes) Problem analysis 

* 13:30 (90 minutes) Solution development 

* 15:15 (60 minutes) Implementation plan 

STEP 1: PROBLEM IDENTIFICATION 
Time: (60/145) 

Handout: (H3) Using a Tally to Guide the Group 

Objective: At the end of this step, participants will (1) have a prioritized list of 
symptoms, and (2) have a problem statement. 

After the break, call people's attention to the information on the wall. Then quickly 
review the issue with them in 5 minutes. 

Welcome back. (if they are on time, add: Thanks, for being so prompt!) 

Depending on who your workshop participants are, you can do a number of things at
this point. If you have a group of people who work together or have some common
problems, you can ask them to brainstorm problems that they would like to work on 
together. Otherwise you can give them an artificial problem. 

We are now going to practice using the problemsolving model discussed earlier 
and will follow this schedule [point to the schedule on the wall]. 

At each step of the process, I will explain what you are to do and how much time 
you have to do it. Your timekeeper will remind you when your time is running out 
and I will let you know when it has expired because I will begin explaining the 
next step. Your recorder will write your ideas on the flip chart. Your leader will 
help you stay focused on the task. 

Step 1-2 Silentgn tno _,J51. 

If they are going to work on a common problem, ask each group to brainstorm a list
of things that they dislike about the current situation; for example, things that make
their work uncomfortable, unproductive; or you can ask people to identify obstacles to
achieving some objective which they have in common. 

T1l 



Ask the participants not to talk to each other; rather in silence to write down all of the 
symptoms which they believe point to the fact that there is a problem. Tell them they
have 5 minutes. You may have to encourage individuals to write and discourage the 
temptation to begin c6iscussing the issue with their neighbor. 

When you see that most people have stopped writing, tell those still writing that they
have 1 more minute. 

Note: Using silent generation of Ideas rather than spontaneous brainstorming makes 
more sense In the beginning to encourage quiet people to participate. It is also 
useful for controlling a participant who would otherwise dominate the discussion. 
Once you feel the participation of group members is sufficiently balanced, you might
skip the silent generation and go straight to brainstorming. 

Step 1.3 Recording of ideas 11Q/20. 

Now, please take turns sharing your ideas, but only give one example at a time. 
Your recorder will write your examples on the flip chart. If someone else has 
already given one of your examples, try not to repeat it. On the other hand, if 
you think of some new ideas once the process gets started, do not feel limited 
by what you wrote down in the beginning. Remember, the goal of brainstorming
is to get as many ideas as possible, and to build on the ideas of others. 

Remember, do not criticize or praise the ideas or ask any questions at this time. 
Only speak to present your ideas briefly and then listen to the others. 
Timekeeper, please let us know when 10 minutes have passed. 

Step 1.4 Clarification of ideas (10/30). 

Now, review the list quickly one item at a time checking to see if everyone
understands what is meant by each item. Again, you should not criticize any
ideas, only ask a question if you do not understand what is meant by the idea. 
Timekeeper, please let us know when 10 minutes have passed. 

Steu 1.5 Clustering of ideas (10/40). 

Now look at the list and decide if there are any ideas which are so closely
related that they can be combined as one idea. If you see such an opportunity, 
propose that they be combined. If no one disagrees, then your recorder should 
go ahead and combine them. If even one person disagrees, we will leave them 
as separate items. Do not argue about this. Timekeeper, please let us know 
when 10 minutes have passed. 

Label the clusters A, B, C, etc. 
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Step 1.6 Ranking of ideas (1/Q50-). 

Now we are going to check how the group views these obstacles. Which ones 
need to be addressedfirst? Timekeeper, please let us know when 15 minutes 
have passed 

Now, take a moment to write down the letters of the three obstacles you 
consider to be the most serious.Number each of the letters your first, second 
and third choice. 

Distribute (H3) Using a Tally to Guide the Group. Give participants a minute to read it 
and then ask participants what they think of the results of their tally. 

Which items had no support? Should these be eliminated or will the group want to 
come back to them in the future? 

Which items were supported by all, whether first, second or third choice? 

Were any items the first choice of many group members? How do the other members 
feel about this item? 

Which of these symptoms can we do something about and which are beyond our 
control? 

Stepj17 9lecig a problem statement (10/60). 

You now have a lot of information. You have a list of symptoms. You know how 
other memhers of the group feel about the seriousness of each symptom. You 
know what is within yourcontrol and what is not. BaseY on the information you 
now have, we need to decide what problem we will work on for the rest of the 
day. By choosing one problem, we are not eliminating the others. We can come 
back to other important issues at a future meeting. Timekeeper, please let us 
know when 10 minutes have passed 

Who would like to propose a statement of the problem which we will work on for 
the rest of the day and explain why the problem should be stated that way. 

Write the statement on the flipchart. Then ask if everyone can support this statement 
of the problem or if anyone would like to propose modifying it. After each modification 
check for consensus until all express support. 

If many peop!e express strong disag;eement with the statement, ask for a new 
proposal. 

After the break, we are going to look at the problem you selected in more detail. 
We will use a technique called "Cause and effect analysis". 
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BREAK 
Tima: (15/160)
 

Prepare a fishbone diagram on two flipcharts. See (D2) Fishbone Diagram.
 

STEP 2: PROBLEM ANALYSIS
 

Time: (50/210)
 

Diagram: (D2) Fishbone Diagram 

Objectives: Participants should be able to use a "fishbone" diagram to brainstorm 
causes and identify root causes. 

Before we continue, let's have three new people take on the roles of leader, 
timekeeper and recorder. 

Cause and effect analysis is a systematic way of looking at effects and the 
causes that create or contribute to those effects. 

Effects are statements about the way things are, for example [state the problem 
which the group has decided to work on]. 

Cause and effect analysis is usually shown in a diagram known as a fishbone 
diagram, because of its shape. The effect to be analyzed is written to the right 
on the diagram, in the "fish head." 

Write the problem selected by the group. 

Along each of the "bones", the group records the specific factors which 
participants consider to be possible causes of the effect. We can label different 
sections "equipment', "materials", "process", "people" or some other relevant 
category to help organize our thinking. 

If people do not understand these categories, try asking ior or giving examples. 

Let's brainstorm the causes or factors contributing to our problem. Remember 
the more the better. 

For each cause suggested, ask the participant under which category to classify it. 
When suggestions seem to have been exhausted, begin reviewing the causes listed 
and asking "Why?" What is the cause behind the cause? 

Once the diagram is filled with potential causes, have participants scan the diagram
for causes that appe-ir repeatedly or contribute to other contributing factors. Circle 
these -- they could prove to be root causes. 
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Ask the group what methods they could use to gather more data about the suspected
root causes which would verify that they are the cause. Mention that sometimes the 
data reveals that these are not the cause. Then the group needs to go back and 
examine some of the less likely causes which were listed. 

Ask the group for proposals to modify the prob!em statement based on the analysis of 
root causes. Often the understanding of the problem has changed significantly after 
such an analysis. Get consensus on the new problem statement. 

Ask the group to think about the problem and its root causes while they are at lunch 
and tell them that when they return, they will begin proposing possible solutions. 

LUNCH 
Time: (60/270) 

STEP 3: SOLUTION DEVELOPMENT 
Time: (90/360) 

Handouts: (H4) Group Problemsolving Technique: Force Field Analysis 

Diagrams: (D3) Force Field Chart 

Objective: At the end of this step, participants will have (1) brainstormed a list of 
possible solutions; (2) used force field analysis to analyze the strengths and 
weaknesses of between one and three options; a.nd (3) selected a solution to 
implement. 

Before we continue, let's have three n.,v people take on the roles of leader, 
timekeeper and recorder. 

Step 3.1 Genernii_. solutions (10/20).
 

Post the problem statement before the group.
 

Remind participants of the rules of brainstorming. Draw the following:
 

GENERATE IDEAS < 0 REDUCE TO ONE IDEA 
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When we are trying to find a solution to a problem, we want to generate as many 
possibilities as we can. So we go from very few ideas to many ideas. At this 
point, we ignore logic and criteria and simply let our imagination go wild. 

Once we have listed all of the possible solutions, then we become logicaland 
critical and selective. We quickly eliminate the ideas that do not make sense and 
we take time to analyze in detail those ideas which appear to be realistic. 
Eventually we decide on which idea is the best for our group at this time. 

Ask participants to begin proposing solutions. Have the recorder write these down 
quickly and briefly. Keep pushing the group to come up with more and more ideas 
each time they seem to have run out. Ask the timekeeper to let you know when 10 
minutes have passed. 

Step 3.2 Clarification of ideas (10/20). 

Now, review the list quickly one item at a time checking to see if everyone 
understands what is meant by each item. Again, you should not criticize any 
ideas, only ask a question if you do not understand what is meant by the idea. 
Timekeeper, please let us know when 10 minutes have passed. 

Step 3.3 Clustering of ideas (10130)Q. 

Now look at the list and decide if there are any ideas which are so closely 
related that they can be combined as one idea. If you see such an opportunity, 
propose that they be combined, if no one disagrees, then your recorder should 
go ahead and combine them. If even one person disagrees, we will leave them 
as separate items. Do not argue about this. Timekeeper, please let us know 
when 10 minutes have passed. 

Label the clusters A, B, C, etc. 

Step 3.4 Ranking of ideas (10/40). 

You should have the tally sheet already prepared on the flip chart. 

Now we are going to check which solutions the group would like to review first. 
Remember to consider the technical quality and the acceptability of the solution; 
that is, can it be implemented within a reasonable time, at an affordable cost, 
will it be reliable, and will people support it? Does it address the root causes? 
Timekeeper, please let us know when 10 minutes have passed 

Take a moment to write down the letters of the three solutions you consider to 
be the most promising. Number each of the letters your first, second and third 
choice. 

After all have had a chance to examine the results of the tally, ask participants to 
propose the order in which solutions will be examined. If there is agreement proceed. 
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Step.5 Using force field analysis to identify strengths and weaknesses (40/8). 

Review as many of the solutions as is possible within the next 40 minutes, being careful 
to leave the last 10 of your 90 minutes available for selecting a solution. 

We are now going to identify strengths and weaknesses of at least one, but 
hopefully three solutions. 

Have at least 3 force field diagrams ready on the flip chart [see (D3)]. 

We are going to use a technique called force field analysis.
 
Solving problems involves changing the status quo, closing the gap between the
 
present state with the problem and the future state with the solution.
 
Force field analysis is used to identify the forces in our organization which can
 
either help or resist the change we want to make. We call these ddying and
 
rrainingforces.
 

Point to the vertical line. 

The vertical line in the center of the force field represents the status quo -- the 
situation as it is now. The box on the right contains the solution statement -- the 
change we want. The arrows on both sides represent the driving and restraining 
forces. We can move the status quo line closer to the change box by: 

* Strengthening existing or adding new driving forces 

* Reducing or removing some restraining forces 

* Changing the direction of some restraining forces. 

Ask everyone to place the palm of their hand against that of their neighbor. Then ask 
only one to push. Ask what happened. People will say that the other person pushed 
back. 

When we increase a driving force, we may also increase the resistance to it. It 
is often more effective to work on removing restraining forces which, once gone, 
cannot push for a return to the old ways of doing things. 

Even more effective is turning a restraining force into a driving force. For 
example, an employee who is an opposition leader can be a strong positive 
influence if he or she can be convinced to support your desired change. 

We are now going to use this technique to examine the driving and restraining 
forces for making our first solution work. 

Timeleeper, please let us know when 10 minutes have gone by and we will 
decide whether to move on to the next solution. 
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Ask people to brainstorm driving and restraining forces and record these on the 
diagram. Ask participants to assess the strength of the forces on a scale of 5 (very 
strong) to 1 (weak). You can draw the length of the arrows accordingly. 

When we develop an implementation plan for our solution, this informnation will 
be useful. But for now, let's go on to the next solution we want to analyze. 

Continue examining as many solutions as possible until you have only 10 minutes 
remaining. 

St:ep .6 SeJ ct l- luji n (10/90). 

Ask the participants once again to rank the solutions. This time, each will select a first 
and second choice. Once the rankings are posted. Help the group recognize the 
solution which appears to have the greatest consensus. For example: 

* Which solutions were either the first or second choice of everyone? 

* Of these, which was the first choice more frequently? 

If you are proposing a solution which was not selected by all, ask for those who did not 
select it, to express their opinion. Will they be able to support this solution? If not, 
check to see whether the second choice solution can be supported by everyone. 
Remind the group that the solution does not have to be everyone's first choice, but it 
should enjoy at least some support from everyone. 

BREAK
 
Tine: (15/375)
 

STEP 4: IMPLEMENTATION PLANNING 
Time: (60/435) 

Handouts: (H5) Implementation Planning 

Objective: At the end of this step, participants will have (1) brainstormed a list of action 
steps; (2) organized the action steps in a logical sequence; (3) developed as many 
action steps as possible to explain who, will do what, when, where, why and how; (4) 
discussed how and when they will evaluate the results of their work. 

Before we continue, let's have three new people take on the roles of leader, 
timekeeper and recorder. 
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In.trod uction (10/I0). 

The best solutions bring no change ff there is not an organized plan of concrete 
steps to be taken to implement them. 

Implementation requires: 

* People

"Performing certain actions

* At particular times 
* In particular places 
* For a particular purpose 
* In a specific way. 

As you develop your implementation plan, keep in mind the following things:
* Involve those expected to implement the plan in the process of developing

it. People make 1t.Jr plans work. 
* Plan to communicate often with others about the purpose and the statusof the action so everyone knows what changes are taking place. 
* 
 Plan to report the outcome of the action promptly.
 

Step-4.1-a-riainstor m j es 
Ask the participants to think of all the things which must be done in order to move fromthe current status quo to the changed situation proposed by their goal. Remind themto look at the driving and restraining forces they identified earlier.brainstorm action steps. without paying attention to which steps should come first. Askthe timekeeper to let you know when 10 minutes have passed. 

Have them 

Ste .2Putig theactionsteps.norder(525. 

Now ask participants to look at their list and to propose a logical sequence for theaction steps. After each proposal, check to make sure ali agree. Ask the timekeeperto let you know when 5 minutes have passed. 

.~e~_e aconseacti( 0/5. 
Post the following questions on the wall. For each action step, answer the questions: 

" Who? (Is this person involved in making the plan?)

"Will do what?
 
" When?
 
"Where?
 
" Why? (OQtiers need to understand.)
 
" Howv?
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Develop as many action steps as possible within the time available. Ask the timekeeperto let you know when your 30 minutes are done. Be sure to leave 5 minutes to discussevaluation. 

_teP .yeveloping an evaluation plan(5/60). 

Remind the group that people perform better when they know they are going to beheld accountable. Ask them how they are going to hold each other accountable forimplementing their plan. When will they review the progress of tho action steps? Willthey report their progress to anyone else in the company? 

GROUP REPORTS 
Time: (15/450) 

Objective: At the end of the group reports, you want your participants to (1) recognizehow much work they have accomplished during the workshop; (2) see that othergroups were just as successful. 

Have a volunteer from each group give a brief summary of their group's work. Theyshould not go into great detail; simply state: 

(1) The problem selected by the group;
(2) The solution chosen;
(3) The implementation plan; and,(4) The details of the first action step (who, what, when...). 

Ask for comments from the other groups, and encourage everyone to give them around of applause. 
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DEBRIEF OF GROUP PROBLEMSOLVING & CLOSING SUMMARY
 
Time: (30/480)
 

Objective: At the end of the debriefing, you want your participants to (1) agree thatthe problemsolving meeting was effective; (2) be able to explain why the meeting waseffective (they understood the purpose, used a structured process, were kept on taskby a leader, recurder and timekeeper); and (3) express a commitment to continue touse these techniques. 

Discussing the experience: 

Now you have had an opportunity to use a group problemsoMng process andparticipate in a meeting using some of the ideas whicn we discussed earlier formaking meetings more effective. Remember, an effective meeting is one where(1) time is not wasted, (2) where each participant expresses all of theinformation they have relevant to the task, (3) where all leave the meeting withthe same understanding of what was said, and (4) where all members support
the group's decision. 

The first set of questions are intended to get the group to express their agreement thattheir meeting was effective (assuming they agree). If they disagree, they may explainthat it was not effective because the techniques did not work or they may report thatthey simply did not do a good job using the techniques. 

Did your group waste time at your meeting? Did you spend a lot of time onanything other than your task? 

Did you share all of the information you had relevant to the issue? Who withheld 
their opinion? Why?
 

While you may have preferred discussing a different problem 
or selecting adifferent solution, do you feel the problem discussed was important and do you
support the solution selected by the group?
 

Will your solution be implemented? Why or why not?
 

Was this probiemsolving process effective?
 

The following question is intended to get the group to summarize the elements of aneffective meeting which they have discussed today: understanding the purpose, usinga structured process, being kept on task by a leader, recorder and timekeeper, and
summarizing the results. 

What are the things which made today's problemsolvingmeeting effective? 
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The next set of questions is intended to get participants to express a commitment to 

using some of these techniques in their own meetings. 

What did you rnol like about using a structured process?
 

Do these disadvantages outweigh the advantages?
 

Which of t hese things specifically will you use?
 

Would others at your company benefit from learning to use this problemsolving 
process?
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FOUR STEP GROUP PROBLEMSOLVING PROCESS 
A problemsolving model helps a group focus on fully understanding a problem anddeveloping a solution which is realistic and will be supported by those who mustimplement it. Without a problemsolving structure, the oroup may fail to: 

* Express everyone's concerns 

* Look beyond symptoms to root causes of the problem 

* Explore the full range of possible solutions 

* Anticipate additional problems created by the solution 
* Follow through on the steps needed to implement the solution 

* Work together effectively 

FourstepProbemslig rocess 

(1) Problem identification 
(2) Problem analysis
(3) Solution development
(4) Implementation planning 

* 
 The group completes each step before proceeding to the next step
 
" The group may choose to return to an earlier step
 
" The 
 process is continuous; while implementing a solution, the group maydiscover additional aspects of the problem which need to addressed 

--lidt 
 ificat
 
* First the group identifies and discusses symptoms which indicate that there is 

a problem 
" The group uses techniques like brainstorming, interviewing and questionnaires 

to gather this information 
" This step has been completed when the group has a statement of the problem


which is supported by all of the group members
 



Once the problem is stated, the group collects information about the nature ofthe problem 

The group uses tools like cause and effect analysis and Pareto analysis todiscover the root causes of the problem 
This s.ep has been completed when the group can revise the problem statement 
to reflect the causes. 

* Creative problemsolving requires the group to explore a full range of viable 
solutions 

" The group assembles a full range of viab!e solutions by: 

(1) Generating as many potential solutions as possible(2) Rehating each to the causes of the problem, and(3) Merging similar or related solutions 
" This allows the group to narrow the choices, reduce repetition, and eliminate anypossibilities which do not address the root causes 

Force field analysis is a useful technique for exploring the strengthsweaknesses of possible solutions 
and 

Selecting an effective solution requires the application of two general criteria.An effective solution: 

(1) Has sufficient technical quality to resolve the problem, and(2) Is acceptable to those who will have to implement it 
Technical quality means the solution: 

(1) Can be implemented in a reasonable time(2) Can be done within cost limits
(3) Will work reliably 

* Acceptable means the solution: 

(1) Is supported by the implementers
(2) Will benefit those affected by the prob!em 

This step has been completed when the group hcs reached consensus around
a solution which is both technically qualified and acceptable.
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-Mep i nannircg 
* Choosing a solution does not immediately solve a problem. Putting a solutioninto action may prove as difficult as deciding on one. 

* Implementation planning requires answering the following questions: 

(1) What must be done? 

(2) Who will do it? 

(3) When will key actions be completed? 

(4) Where will the necessary actions take place? 

(5) How will the necessary actions be carried out? 

(6) Why are these actions a solution? 
* Evaluation is the monitoring of the project which increases the probability thatkey actions will be completed and costs kept within the project budget. 
* Coliecting data and reporting on what has been accomplished increases thecredibility of the problemsolving group. 
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GROUP PROBLEMSOLVING TECHNIQUE: BRAINSTORMING 

GUIDELINES FOR BRAINSTORMING 

1. 	Do not critique Ideas
 

Do not take time to evaluate ideas; it interrupts the flow of ideas.
Evaluating ideas is another, later step in the process.
Do not discourage contributions with judgmental remarks such as:
 

"That is ridiculous!"
 
"We have already tried that!"
 
"Who ever heard of that?!"
 

2. 	Use unlimited imagination
 

Let your mind work freely. Do not
adhering 	 prevent ideas from emerging by rigidlyto 	logical thinking. Do not feel limited by budget, time, staff or otherresource constraints. Share mental images, synonyms, plays-on-words, freeassociations, farfetched ideas. 

3. 	Build on the ideas of others
 

Combine and expand on .the ideas of others.
 

4. 	Aim for quantity 

The more ideas you can bring out, the better. Do not worry about duplication.You are not aiming for quality at this point, only quantity. 

5. 	 Record each idea 

Record each idea on flipchart paper exactly as it is presented. Try to keep itbrief but faithful to the wording of the presenter. 
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USING A TALLY TO GUIDE THE GROUP 

A problemsolving group has brainsto:med 3 list ofproduction problem. possible solutions to aThey took time to clarify any items which needed furtherclarification and they combined solutions which appeared to be closely related; thisproduced seven groups of possible solutions. The group members want to look at thestrengths and weaknesses of those solutions which appear most promising. Afterlooking at the problem statement once again and considerina the limitations of timeand money available for solving the problem, ench member chose three solutions fromthe list and prioritized them as first, second and third. The results are shown here: 

First Second Third Issue 

///A

// 
 / B 

C 

/ D 

E 
//// F 

What does the tally tell us? 

We can use this tally to help us decide how to move forward. Note: The groupdid not vote on which solution to examine. If they had, some would have won thevote and others would have lost. The losers might not have participated as willinglyIn the discussion and might not feel that their proposals were given adequate
consideration. 

The tally simply shows us how the memhers as a whole feel about the proposals.The lack of names on the tally ilave already depersonalized the current decision aboutwhich proposal to examine first. To decide how to proceed, the facilitator draws thegroups attention to the following facts: 

1. Proposals C and E apparently are not considered high priorities by anyone in thegroup. Does anyone object if we eliminate them? 

2. The group seems to be divided between proposals A and B as people's firstchoices while almost everyone supports proposal G as an alternative. Ifexamine these three weproposals closer, we 
everyone may be able to find a solution thatcan support. Then we would not need to spend time looking atproposals D and F. Does anyone object to proceeding in this way? 
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GROUP PROBLEMSOLVING TECHNIQUE: FORCEFIELD ANALYSIS 

PU.RPO.SE. Force field analysis is a group problemsolving technique used to: 
(1) Evaluate strengths and weaknesses, pros and cons; 
(2) Identih, resources and obstacles for implementing a plan; 
(3) Identify things which lessen or contribute to a problem. 

IQW TO USEJI. Use the force field chart on page D3. 
(1) Write in the box on the bottom of the chart what the current situation is. 
(2) Write in the box on the right of the chrrt the desired situation, the goal. 
(3) Imagine that the vertical line is located above the current situation and we wantto move it closer to the desired situation. What things already exist in the currentsituation which will help move us toward the goal (drivers), and what thingscurrently exist which will be obstacles (restrainers)? 

(4) Write the drivers on the left arrows and the restrainers on the right arrows. 
(5) Rank how strong each force is on a scale of 1 (weak) to 5 (strong). 

.SIRA 
 .IE
. This information will not only help you select between different solutions,it will also help focus your attention on a strategy for implernent;no your solution.Remember the following principles: 

(1) 	 Strengthening a driving force often results in the increasing resistance of arestrainer. 

(2) Removing a restraining force clears away resistance. 
(3) Convertng a restraining force into a driving force has the greatesi impact. 

Therefore, it is most 	effective to focus on changing the resistance. 
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IMPLEMENTATION PLANNING 

The best solutions bing no change if there is not an organized plan of concrete stepsto be taken to implement them. Implementation reQuires: 

* People 
* Performing certain actions 

* At particular times 
* In particular places 

* For a particular purpose* In a specific way. 

Ill 3BA1TR TIQ-U-aER5 
Action steps are the series of actions which must take place in order to move from thecurrent situation to the desired situation. Brainstorm these actions without concern forthe order in which they should be implemented. 

iEAcr1UTL NUERp51 NMQRD M 
Now that you know what action steps need to be completed, think about the logicalsequence in which they shoud be taken. As you put them in order, you may discoverother intermediary steps you had forgotten. 

LaJ DEVELQ AE-CQoI$TEQ 
For each action step you will wanL to be able to answer each of the following questions: 

Who
will take the step? (Is that person involved in making this plan?) 

Wha t will that person do?
 

14hen will it be done?
 

Wiere wi!l it be done? 

Why v,'lit be done? (Others may ask.) 

HoW will it be done? 

.14]._V U _AT.LO N 
When and howv will you review the process in order to hold people accountable forimplementinm the action steps and making necessary adjustments along the way? 
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WHAT IS THE PROEBLEM?10 

* rainstorm ympto S 

vrioriteze symMstSms
 

rt 
*Write problem statement 

2:-' 

Problemso vna S I 



What Is Behind The Probetm&?
 

*Hypothesize root causes 

* Check hypotheses 

* Restate the Problem 

Problefrnwoving S2 



IN DING A SOLUTI N 

* Brainstorm possibilities 

* Analyze strengths & weaknesses 

* Technica! quality &acceptiility 

* Reach consensus 

ProblemsoMng S3 



IMPLEM ENT YOURt SULM.-.& 

VWhat 

When W ere 

How Why 

Problemsolvfnu S4 



8"EVA LUTIO0N 

* Did th somut" 

* Hold pe ole a^ 

* Pubicize your success!
 

Prob~emsoMn S5g 



GRoUP PROBLEMSOLING:
 
In PROBLEM IDENTIFICATION 

2. PROBLEM ANALYSIS 

3. SOLUTION DEVELOPMENT 

4. IMPLEMENTATION PLANNUNG 

I'roblemsonv$ng6 



,--- -S-..RMINGRA ,D=-

1. No Criticism 

2. 

3. 

Free Imagination 

Expand on Ideas 

4. 

5. 

Aim for Quantity 

Record All Ideas 

6. Full Participation 

Problernsolvinc, S7 
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Ezt az anyagot Daniel Bell kdszftette a Coopers & Lybrand/Chemoncs Internationalrtszdre, a USAID tAmogatAslval. Daniel Bell a Kent 'AllamiEgyetem (Kent StateUniversity) tszakkelet-Ohio MunkavaJ]aJ6i Tulajdonosi K6zpontjdban (Northeast Ohio
Employee Ownership Center) dolgozik. 

Az aldbbi anyagok nagym6nrtkben az Egyesfilt Allamok Munkatigyi Min6sztriumnak
Munakv-.,0a6i ds vezet6i kapcsolatokkal 6s kooperativ programokkal foglalkoz6 hivatalAlta] kdszftett Csoport Hat6konys~gi OktatAsi kdzik6ny-"ben ta]hat6 anyagokon alapulnak: 

Sz6veges r6szek: Bevezetes a csoDorJosproblmainegolddsba,Brainstorming,1. l9n's:Problema meghatdroz&s, 2. lepes: Problema elemzes, 3. lepes: Megoldds kidolgozdsa, 4.
lepes: A megval6sftds megtervezese. 

Handout-ok: H1, H2, 14 es H5 



ATTEK1NTIfS 

Ez a modul azdrt k~szfilt, bogy segfsen a bizotts~goknak, munkacsoportoknak a 
probl]m;k hatfkonyabb azonosftAsban ds megoldAsAban a csoporton beil. A modul 
tartalmaz tovAbbA egy problSmamegod6 modellt ds t~bb probl6mamegod6 technikAt. 

A rdsztvev6k megtanuljk, hogyan szerkesszfk meg a folyamatot, s milyen technik~lkat 
alkalmazzanak a probldm;ik azonosftAsra, valamint a megoldisok ldv/daszusdra ds 
v(grehajtAsra. E techniklc k6z sorolhat6 a brainstorming, az ok-okozati elemz~s, az 
er6tdr-elemzfs 6s a ndgy rdszb61 d116 probldmamegold6 folyamat: a problma azonosftsa, 
a prob1-ma elemzfse, a megoldfs kidolgozAsa, valamint a vdgrehajtfs megtervez6se. 

A foglalkozAs vezet6je: 

(1) 	 Bevezeti a csoportos problmamegold6 cljArdst; 

(2) 	 Bemutatja a brainstorming technikAjAt; 

(3) 	 Wgigvezeti a r6sztvev6ket egy nfgy 1Mpfsb61 016 prob]6mamegold6 folyamaton;
 
tovibbi
 

(4) 	 Eszmecserft kezdem6nyez, melynek sordn a r6sztvev6knek lehet6s6gfik nyilik arra, 
hogy drt6kelj(k, a csoportos probl6mamegold6 folyamat hasznos volt-e; 6sztbnzi a 
rdsztvev6ket, k(telezzfk el magukat amellett, hogy ezeket a technikdkat a j6v6ben
sajAt megbesz616seiken alkalmazni is fogjdk. 

A FOGLALKOZ.,S CELIA 

Ennek 	a modulnak a vfgfre a r6sztvev6k: 

(1) 	 Meg6rtik a csoportos probl6mamegold6 folyamat alkalmazisdnak szAmos e]6ny(t; 

(2) 	 Kdpesek lesznek alkalmazni a strukturdlt, csoportos prob]6mamegold6 folyamatot,
valamint az olyan technikakat, mint pldAul a brainstorming, az ok-okozati elemzds 
6s az er6tdr-elemzfs; ds, 

(3) 	 LegalAbb egy m6djAt ismerik annak, hogyan lehet a csoportos probldmamegold6 
folyamatot sajit munkahelyfikbn alkalmazni. 

szi
 



A MODULRA VAL6 FELKEfSZfJLIfS-

A r~sztvev6k sz7ima: Egy vagy 6t 5-8 fo-b61 ;016 csoport (minden csopor-tnak legyen
legad~bb egy oktat6ja). 

A helyis~g elrendez~se: A helyis~g ]egyen elcdg nagy ahhioz, bogy az 6sszes Csoport 
egyszerre elf~ijen benne, minden egyes csoportnak legyen kiil6n asztala (legjobb, ha 
kerek). Az asztalck k6zbtt Iegyen elegend6 hely, s ne 61~tessiink egyetlen rdsztvev6t Sem 
csoportjdnak asztala ds a fogl]kozAs vezet6je Ic67 . Sz~mozzuk meg az asztalokat, hogy 
a csopoi-tokat Ic6nnyO Iegyen elkli]6nfteni egyrn~st6I. Legyen elegend6 Ctia,:s falfeiffliet,
ahovA nz informAci6kat tartalmaz6 flipchart-papfrok lditelict6k, hogy azokat minden 
ir6sztvev6 j61 lAthassa. Legyen megfe] vi]Agfts, s legyen I6gkondicinlds, vagy olyan
sze1]6ztet~si 1ehet6s~g, bogy a h~m~rsr~let vdgig kellemes maradjon [A Ihe~yiseg
elrendez~sere az 1. diagram ad p~ldAt]. 

Eszkozok: Minden egyes csoportnak szf~ks~ge van I flipchart-ra, I tekercs 
ragaszt6szalagra, 4 fr6eszkdzre (2 fekete, 2 szines), I sz~mo]6g6pre; az eg~sz foglalkozAs
szAmdra kell czenkivfil I frAsvetft6 aszta]]a], vdszonnal 6s f6li~ra haszndlhat6 tollakkal, 6s 
kell m~g egy asztal az Oidft6knek 6s szendvicseknek, 6s egy kG~Ibn a ke]]~keknek. 

Udtok,: Legal~bb tiszta viz All jon rendelkez~sre. A r~sztvev6k jobban 6rzik magukat, ha 
van 	kUv6, tea vagy £idft6 a helyis~gben, amnivel bArmikor nyugodtan iijratblthetik
poharaik-at. Az is j6, ha van n~h~y szendvic!; vagy egy kis apr6sbtrny. 

Oktat~si anyagoli: Az bsszes handout ds f6lia szerepel a tartalomjegyzdkben. Ha nemn Al 
rendelkez~sre frAsvetit6, akkor a f6liak helyett fijuk az inform~ci6t a foglalkozAson 
haszndlt flipchart-ra. 

TEENDG5K A MIODUL N'tGIGNVITELE EL6TT 

* 	 S7erezz~ink ismereteket a feln6ttkori tanulAs alapeleveir5l, az el6ad6i 
kdszs~gekr6l, s az eszmecser~k irdnyftAsdnak kdszs~gdr6l. 

* 	 Olvassuk v~gig ds ismeij~k meg ennek az oktatAsi k~zikbnyvnek a teijes 
anyagAt. 

* 	 Ndzziik At az 3-as szAmji Handout-ot: Felm~r61ap haszndlata a csoport 
irdhyfrdsthoz. 

* smerkedj~ink meg az oktatAs helyszint~vel ds eszk6zeivel. 

* 	 VAgjunk le hossz6~ Tagam,76csfkokat (hogy a lapok ne essenek le a falr6l), s 
tegyiik 6ket a flipchar telejdre, hogy mindig k~zndJ legyenek. 
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A MIODUL NAPIRENIDE 

Ennek a modulnak az id6tartama 8 6ra, a kvdszfinetet ds az eb~did6t is beleszmftva. 
Percre pontosan megadjuk a szakaszok hossz.At ds az 6sszes rendelkezesre M1a6 id6b~l 
eltelt rdszt (a rszid6t 6s az bsszid6t). Ha tudjuk, hogy a r6sztvev6k k6s6n 6rkeznek,
akkor kalkul]Ajunk be ezt ellensjilyozand6 plusz perceket. Amennyiben ez a modul nem 
egy nagyobb fog!alkozAssorozat r6sze, szAmftsuk be azt is, hogy be keil mutatkoznunk 
egym:snak. 

(45/45) A csoportos prob]6mamegolddis bevezetdse 

(25/70) Brainstorming 

(15/85) Sziinet 

(60/145) 1. 16p6s: A probl6ma azonosftAsa 

(15/160) Szinet 

(50/210) 2. 16p6s: A probl6ma elemzdse 

(60/270) Eb6d 

(90/360) 3. l6p~s: A megoldAs kidolgozAsa 

(15/375) Sz'bnet 

(60/435) 4. 16p6s: A v~grehajtAs megtervez~se 

(15/450) Csoportok beszAmol6i 

(30/480) A csoportos probldmamegold6 folyamat Attekint6se, megbeszd]6se t.s 
zArtskdppeni 6sszefoglalAsa 

SZ3
 

http:hossz.At


0 

$EVEZETfSA CSOPORTOS PROBLEMNAMEGOLDASBA 

Id6': (45/45) 

Handout: (HI1) Ndgy leptsbM1 Z115 problmamnegold6folyamat 

F6lhik: Probldmamegolds Fl-tO1 F6-ig 

Clkih& : A bevezetfs vdgfre a rsztvev6k (1) tudni fogjk, melyek a modul tanulAsi 
c~lkitfz6sei; (2) kUpesek lesznek lefrni a probl]marnegold6 folyamat n6gy 1dpds~t; ds (3)
kivdasztanak egy ir~nyft6t, egy jegyz6kbnyvvezet6t ds egy id6felel6st. A modul tanulsi
c61kithi6sei: 

A ndgy 16p6sb6I 0Jl6 probl6mamegold6 model] megismer6se ds gyakorl~sa; 

A brainstorming, az ok-okozati elemzds, valamint az er6t6r-elemzrs 
alkalmazdsnak k.pess~ge; 

A megoldis v6grehajt sa 6rdekdben tett els6 16pfs kigondolJsa arra a probldm~ra,
amellyel a foglalkozis alatt kezdenek el foglalkozni. 

Hallortdk ndr valaha azi a monddst, bogy "Tbb szem tibbet Idt'? Mds szavakkal 
ez ann)yi jelent, hog), egy embercsopori val6sz~nt7leg sokkal i6bb Otletel kepes 
el66llni, amikor egy problma megolddsdr6l van sz6, mint egyetlen ember 
Onmagdlban. 

Az is igaz ugyanakkor, hogy ha egyszerl7en ktrehozunk egy kfi~nbc5zj emberekb61 
d116 csoportot, a, nem mindig vezet kedvezFbb eredmnenyre. Lehetseges, bogy
szdmos Mtlet felmeril, ezek az 6tletek azonban nem fogalmaz6dnak meg 
hatikonyan, mindenki szdmdra. 

Az olyan szerepek kiosztdsa, mint pl. az irdnyi6, a jegyzo6nyvwezet6 s az 
idifelel6s, valamint az elfogadott eljdrds szerkezetnek kvetlse segft a 
problemamegold6 gyaesek hatkonyabbd teteMben. 

Ki tudnd nekem megmondani, mi az irdnyt6, a jegyzo"kdnyvvezet6 s az id6felel6s 
szerepe a megbeszlesek hatkonyabbdteteleben? 

Az irAnyft6 tartja mederben a csoport munkj:t, megbizonyosodva arr6l, bogy
mindenkinek lehet6s6ge nyflik arra, bogy vflem6nydt kiffeithesse. A jegyz6k6nyvvezet6 a 
kozkinccsd tett informkci6kat felfija a flipchart-ra, bogy mindenkihez ugyanaz az 
informAci6 jusson el. Az id6felel6s figyelmezteti a csoportot, ha kezder kifutni az adott
feladatra fordfthat6 id6b6], bogy az aktu~Jis tdma lezArhat6 legyen, s maradjon el]g id6 a 
t6bbi napirendi pont teljesftsfre is. 

Ma mindenkinek lesz lehetfsige arra, hogy ezeket a szerepeket gyakorolhassa. 
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A niaifoglalkozdson egyt'bkenz konszenzuson alopu!6 doe~nsekefogunk Izozni. 
Meg i'ldnjd mondani nekem valaki, bogy ez mirjelent? 

Egy csoport akkor jut konszenzusra, arnikor a d6ntc~st minden tag tAmnogatja (mdg akkoris, ha nemn ezt v,'Jasztott~k volna els6re), inert rnindenki megvhaligatAst nyert 6s drzi, hogyndz6pontj~t rneg Tette a csoport t~bbi tarja, s minden)inek meggy66&, hogy a d6ntds 
a felvetett prob]dmAk megoldslr-a alkalmas d6ntds sziiletett. 

A'fi~rt olyan foraos egy klizlisen elfogadozi strn ifriti eljdrtlst klovetni, amikor a
megbeszeles feladatdf reljesfftk? 

Kevesebb az elvesztegctett Wd. Az ernberek a feladatra 6sszpontositanak. Ha vaiaki el
akarna t&-ni a #tIrgyt6l,a csoport kdpes ezt t6rv~nyes m6don megalcadd]yozni. 

Ma meg log/uk lanulni egy negy lepesbil 1116 probl~namegold6mode!! 
haszndlardr, a megbeszJ16 siktrrtjdnakk egyik kialakflidsi mWdjakent. 

Maifoglalk-ozdsunk sordn meg fogunk isrnerkedni n~hdny olyan iVriechnikova!,
amelyek a csopon'os probmnaniego~ddsbanhasznosak Iehetnek. Ezek k/izJ tarrozik 
a brainstormning, a,- ok-okcy'afi eletnZaJs e~s az crJr-elenzs. 

Kdszftsbik eli-5 k~t flipchart-ot. I-Iizzunk v~gig egy vfzszintes vonalat mindkett6 kbzep~h,azutA az (gy ]&trejlStt keTreteke! sz~rnozzuk be I-t61 4-1g. Ne fdunk semmit egyik kerlb sem, rntg ha tiszt~ban is vagyunk azza], hogy minden egyes keret a probldmamegold6
folyamat egy-egy kiilbnbbz6 I~p~s~t reprezentija: 

(1) 
(2) 
(3) 
(4) 

A prob]~rma azonosft~sa 
A prob]6ma elemz~se 
A rnegoid8s kidolgoz.sa 
A v,"g'rehajt .s megtervezdse 

Mi niindannyian szokrunk problmrnkat megoldani. Mit tesza~nk dhtaldbana 
problimaniegolddssordn? 

Iijuk a r~sztvev6k vAlaszait abba a keretbe, ;?hovg Jegjobban illenek? 

Azut~n mindegyik keretet l~ssuk el valamrilyen cfmmel: 

A problemamegold folyama,' nem vardzsla,. OnAi mindannylan megfogalmazjdk a
szaks~ges leptJeket. Az els,5 Mpes, pelddu!, a problema azonosfrdsa [olvassuk el az els6 keretb.-n szerep]6 vAlaszokat]. A mdsowdik lepes a problema okdnak,
hduier~nekfehJi~sa [olvassuk el a 2. keretben szerepl6 6tleteket]. A harmadik
lepds a megoldds ki~lse [olvassuk el a 3. keretben szerep]6 6tleteket]. Az utoWs
lepes pedig a megoldds vegrehajtdsa (olvassuk el a 4. keretben szerep]6 6tleteket). 
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A csoportos problemamegoldds iika az, hogy tudardbanlegyfink, inelyik lt'pesn~l isidrunk-tppen, s hogy megbizonyosodjunj arr6l, hogy a lepdseker a megfelel5sorrendben resszlik meg, efs egyik~et sem hagyjuk befejezedlenal. Ez segt a
csoporzak abban, hogy. 

* Mindenki h~angor adhasson gondjainak Is Oziezeinek; 

A taneteken till az okokar efs az alapvetproblemdtis sikeraljon megialdlni, 

* A megold~sok tejes skdldjdtfel tudjdk 14,-i, s azwtdn a sztlmos megokls
kOz~il a gyakorlariszempontb~l legjobbat kivdlasztcni, amely mindeni i-inlert 
szdrndra e fogadhat5, 

* A lehetseges negatdv /clvekemn~yeket el~re tudjdk jelezni- e~s 

* A megolddsrt konnyebben tudjdk kivitelezni. 

1. f6lia: A probldma azonosftdsa. 

Mib(Fl vess.-ak szre, ha egyik gyerekaink influenzds? [A rdsztvev6k megnevezik a~zinfluenza n6h~1ny tbinet~t] A probliena azonosfrdsdnak els' kjpgse tehdt a u~neteksz-dmbaveee. A rihet'ek oI)an dolgok, amelyek nem illenek a kepbe, kenyelmeilen
&dzst kelienek bennflnk, i'agy; oly-an eredmnvekel hozhai6k bsszefiggisbe,
amelycker nem szdndAozunk- eer-ni. 

Amikor rndr az 6ss,,es tinet'er sikerid, szdmbavennfink, akaor vWlik szfiks~gesse
rangsoroldsuk, arni azi jelenti, hogy el k'ell dlintenank, mely nhefek alegkoniol)-abbak. Ezen a ponton mdr elkezdank kiill~nbs~get renni a problema
tnhetci is maga aprobe'na ke;Z~ri. 

A esoporr egy probh~mdjd, okkor azonosktotuk sikeresen, ha frdsba rudunkfog/a/niegy Ol)'af meghatdrozdsr, am c/vet a csoporr minden egyes lag/a elfogad a
problema meghaidrozdsake,,r. 

2. f6lia: A prob1~rma elemzdse. 

Amennyiben mdr azonosfioufuk a problmdr, rt'szletesebben is meg kell vizsgdlnunkannak erdek~ben, hogy a meg/cleM megoldds- ki rudjuk dolgozni. Ezen epe'ssordn fontol6ra vessziik a problima leheiseges okait, &s informdc6kar gyi7jtank,ahboz, hog), e/milefeinket meg tudjuk erslieni vagy el rudjuk vetni. A problemaa/opvetJ okainak, gyokerenek vizsgdllata ui'dn, valdnileg ilrafogalmazzuk majd a
problena meghatdrozdsdt. 
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3. 	f6lia: A megold~s kidolgozAsa. 

Mindig nagyon, csdbft6 a a lehets~g, hogy rOgre~n rdvessiik magunkar alegke'zenfekv6bb megoiddsra, a hatekony problgmamegodd-s azonban megk)veteliOlh~k, hogy az Ilkee megolddsok ieles skdlididrfedru. heza zkgs
a kovelkezjkre van szaks~g: 	 jd .Eheazskls 

* Gy.fiik Ossze a leheid legtobb elkipzelhet6 megolddstr; 

* 	 Mindegyiker lcapcsoliuk a probidma okaihoz, hogy kiszi7rjak azokat a
lehetisegeket, oamelyek nern az .7i1apvert5 okolcai ieszik clba,-es 

* Vonjuk e~ssze a hasonl6 vagy egymdssal Osszejiigg5 rnegolddsokat, hogy az
ismezI~desek szdmidr cskkenzak. 

Ezen a poron elernezhetjak az &ep'ekes alterzztfvdk eris es gyenge ponijait. 

A megoldds kivdlaszisa elitt a csoporrnak kti dolgor kellfigyelembe vennie: amegoldds fechl'iai min6's~gei es elfogadhaf6sdgdi. 

Egy megoldds technikai szempontb6/ akkor min,5sfrhertjjnak, ha beldtha,6 idgnbe/u!, megfizerhed dron v~grehajihaL5 es rnegbz'zhat6. 

Egy mego/dds akkor rekinthciielfogadhat6nak, ha elvezi azoknak az embereknek aidrnogaidsdi,akiknek azf vjgre kell hajrani, s a vdllalat szdmdra is el6'ny~ikkeljdr. 

4. 	f6lia: A megoldds V~grehajt~sa. 

Eldg gyakran elcfordul, hog), csoportok elkedvet/enednek, amikor t6bb 6ra, illervecit5bb nap inunka urdn vjgre megtaldljdk a megoldds', s azurdn azi soha senki nemhajuja vcegre. Wegrchajfdsi trn neIkiI a csoporr megolddsa azokra arendelk-ezesekre fog em/tAeziemni, amelyeker a miniszreriumok adtak ki a kc~zpontidllanii tervgazdd/koa'ds idejjtn. A tervek kjszftji akkoriban nem diltakAkpcso/arban a tervck v~grehajc~ival, akik eppen emiatt nem is tereztjk maagukatfeleldnek, hiszen a tervek ivaI,4.i mds rervei voltak. 

Ha az akariuk, hogy a megolddsainkai vegre is hajisdk-, akkor ki kell dolgoznunkegy konkret vegrehajidsi i'ervet, s vdllalnunk kell afeleh5ss~get azert, hogy avtigrehojids minden egyes Idpe's&'figyelemmel k~serjak e's t'rikeljak. 
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Egy~ vigrehajidsiterv konkre lepesek sorozatdb6l dl. Minden egyes lepesnel 
vdhiszolnunk kell a k.Ovetkezd kerddsekre. 

*,&Li kell tenni? 

* Kijbgi a,-, me gtenni?
 

* 
Mfiker kezdddik es nfikorra juwunk tzil afo-bb merfoldk~veken? 

* Hol kerid mnaid sor a szaks~'ges lepesekre?
 

* 
Ho~gya fogiuk megtenni a sz~seges ldpdseket? 

* Mi jelentenek megolddst ezek a k'pt'sek? 

Amikor a csoporr konkreit ervvel rendelkezik,, akkor az emberekrtilszdmon leher
kerni a kfil6nb6'5zc lp6ek vigrehajidsdi, s az, bogy a csoporrnak tobb hatdriddl is
teljesftenie kell, leher6's~get nyajt arra, bogyfigyelernmel kls~jiik afolyamaror es
mnegtegp~k aZ el,5re nemn Idtort helyzerek nyomdn sziiks~gesse vJd WvzardSokat. 

Az eredni~nyek ertekelese megalapoziiatjoa csoporr hitelit azjlhal, hog)' infoirndlja
a t~bbieket a csoport sikereirijl, s lektivi tesz-i, hog), a csoporr egyfitres
munkdJjdro a folyamarosfejl~dds Iegyen jellemzj. 

6. fclia: A csoportos probl~ma megold6 folyamat bsszefoglaIgsa. 

A maifoglalk-ozds tehdtfeljpfutseben kOvenifogja a nigy problemamegold6 lepest.
a probidma azonoslrdsdi, a problema elemzeset, a megoldds kidolgozdsdi, valamint 
a vegrehajids megiervezeset. 
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BR AP-NTORMING 

d: (25/70) 

Handout: (H2) Csoporiosprobldmamegold6 technika: Brainstorming 

F6ia: F7 

Ck1kitaz6s: Ennek az el6addsnak a v6g6re a r6sztvev6k kdpesek lesznek (1) beftni a
 
brainstorming e]6nyeit, ds (2) felsorolni a brainstorming n6hAny alapelv~t.
 

Kjik meg a r6sztvev6ket, frjdk le az els6 sz6t, ami a k6vetkez6k hallatAn eszfikbe jut: 

* szfn * gyiimb1cs * vir-g 

Azutn kdrdezzjk meg, mennyien v~lasztottAK a piros szfnt, az almit ds a r6zsAt.
 

iruk is fel ezeket a szavakzi a flipchart-ra az 6ket v~]aszt6 r6sztvev6k szAmval egyatt.
 

Azutn frjuk fel a t6bbi r6sztvev6 vllaszait.
 

Mondjuk el a r(sztvev6knek, bogy sz~mftottunk rA, 
 bogy a piros szfn, az alma ds a r6zsatbbbsz6r is elhangzik majd. K6rdezzbik meg t61fk, mit gondolnak, midrt vA]asztjk olyansokan ezeket, amikor annyi mfs szfn, gyfm6]cs ds virgg k6zG1 L'hetne vAasztani. 

Mindannyian hajlamosak vagyunk az ismeriset, a megszokotat vdlasztani. A
brainstormingegy olyan technika, amely segft a csopormnak abban, hogy tt tudjon
lepni az ismerjs hatdrokon, valarninthog) tij es kreatv Oileteket dolgozzon ki. 

7. f6lia: A brainstorming szab.lyai. 

Ha mindenki egyetert azzal, hogy ktovessik a brainstorming bizonyos szabdlyait,
akkor mindannyian sokkal k6nnyebben dilunk eld ,j es kreatv Otletekkel. 
Szeretnek hat szabdlyt javasolni. 

El6sz6r is azt, hog, ne kritizdjunk. Ne vesztegessak az iddt az Otletek

kiertekeldsevel. 
 Ez lelassftja a csoport munkjdt, elbdtortalanltja a hozzdsz6lni 
vdgy6kat. Ami/:or az emberek pldeul azt halljdk, hogy -

* Ez nevetseges! 
* EzI mdr pr6bdltuk! 
* Ki hal/ott mdr ilyet? 

-- akkor ditaldbanfenyegerve Irzik magukat. Jobb meghallgatnunk Ot irredlis
elkepzelest annak remenyeben, hogy a hatodik etlet zsenidlis lesz, mint soha nem
hallania hatodik Mtleet, iert az els6t mdr annyira megkritizdltuk. 

Ne felejisak el, hog), kis'bb lesz arralehet6sdgflnk, hog), kiertjke/iik es kisz7riik 

SZ9 



a gyengebb Otleteket. 

A "'ndsodikszabdly az, hogy hagyjuk szabadon szdrnyalni a kMpzeletanket.
Vgezzunk nagy gondolati ugrdsokat, szabadon kapcsoljuk Ossze egymdssal

felmeraliOtleteinket. Mondiuk el egyrmdsnok, milyen kpek idgz6dnekfel bennank,
mit sugall afantdzidnk, milyen szinonfmdk, sz6jdtgkok, szabad asszocidci6k,
merisz Otletek junak az eszankbe. Ne nyomjuk el magunkban afelmeral6 Otleteket 
azzal, bogy szigorilan ragaszkodunk a logikus gondolkodds tOrvnyeihez.
Brainstorming kizben fE edkezzank meg a koltsgvetes, az id6 vagy a ltszdm 
kOtbttslgeir6l. 

A harmadikszabdly az, bogy epftsfink m6sok Otleteire. Kombindijuk egymdssal a 
kfil~nfele Otleteket, b6v[tsak ki o-ket. 

A negyedik szabdly szerint a mennyiseg leg-yen a cdl. Minql tbh Otletet sikeral 
6sszegyjteni, anndl jobb. Ne toridjfink az ismdtl6desekkel vagy a min6seggel.
Hiszen most a lehetds~gek elkdpzelhetj legszdlesebb skdldjdt pr6bdljuk kialakftani. 
Ks6bb majd szuk'ithetjik a vdlasztdsok k6ret. 

Az Wtdik szabdly alapjdn minden 6tletet rigzhentink kell a flipchart-onzigy,
ahogyan az elhangzott. Legyank timrek, de pontosak. 

Vgfil pedig gyddjiank meg arr6l, hogy a csoport minden tag/a reszt vesz a
munkdban. Minl tbben gondolkodunk egyitt, anndl nagyobb szdmban mervlnek 
fel j6 Otletek is. Minel t6bb a rendelkezesre d116 j6 let, anndl nagyobb az 
eselyank arra,hog),megraldijuk a legiobbat. 

K6rjikmeg a csoportot arra, hogy pr6bUjanak annyi madcrfajt~t 6sszeszedni, amennyit
csak tudnak. Jegyezziik le a vdlaszaikat, s ezt folytassuk eg6szen addig, arnfg t6bb olyan
p6lda el nem hangzik, amely tji]Ip a megszokott, els6dleges jelentdseken.
"palimaddr", "j6maddr", "jobb ma egy ver6b, 

Pdul 
mint hol-ap egy tdizok", stb. 

Dicsdrjfik meg a csoportot a szenzci6s p6lddk6rt, s kdrdezzbik meg a rdsztvevfket, mely 
ponton kezdtek a vdJaszaik eltfrni a szabvAnyt61. 

A brainstormingtechnikdt sok k(Jl6nfele helyzetben tudjuk haszndlni. Ma pJlddul

abb6l a cdlb6/ alkalmazzuk, bogy azonosftsuk a csoportproblemdt, megvizsgdljuk a

problma okait, kita/diuk a lehetseges megolddsokat, s kidolgozzuk a vlgrehajtdsi
 
terv lepeseit.
 

A szanet el6t vdlassz, nk irdnvt6t, jegyz6kinyvvezet6t es id6felel6st. Ezeket a
 
szerepeket a negy lepes sordn vd/rogatnifogiuk. Az irdnyt6 szerepe az, hogy:
 

- segfrsen a csoport tbbi tag/dr abban, hogy hangot tudjon adni vdlemenyen, k,
 
- megakaddlyozza, hog),bdrki bdrkit kritizdlni kezdjen,
 
- meggdtolja, hogy a csoport eltrjen a tdrgyt6l.
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SZJNET 
Jd6: (15/85) 
A szfinetben ragasszuk fel a falra a k6vetkez6 id6beosztAst (az id6pcntokat saj:t 

igdnyeinkhez igazfthatjuk): 

* 10:25 (60 perc) A probldma azonosftAsa 

* 11:40 (50 perc) A probldma elemz6se 

* 13:30 (90 perc) A megoldAs iddolgozAsa 

* 15:15 (60 perc) Vdgrehajtis megtervezdse 

1. LEPtfS: A PROBLENMA AZONOSiTASA 

IdM: (60/145) 

Handout: (H3) Felmerilaphaszndlata a csoport irdnyftdsdban 

CUlkit"z6s: Ennek a Idp6snek a v6g6re a r6sztvev6k (1) rangsorolni fogjlk a tOneteket, 6s 
(2) megfogalmazzAk a probl6mAt. 

L.1. 16pbs (515) 

A sziinet utAn hfvjuk fel az emberek figyelmIt a falon lAthat6 informAci6ra. AzutAn 
gyorsan tekintsbk At velibk a tdmAt 5 percben. 

Odviozlom On~ket. (Ha id6ben j5nnek, tegyfik hozzA: KY6sznOm, hogy ilyen
pontosak voltak!) 

Att61 fiigg6en, hogy kik a foglalkozAs rsztvev6i, ezen a ponton t6bb tennivai6 k6z5il is
valaszthatunk. Ha a csoport tagjai munkatAr;ak, vagy valamilyen k&zbs probl6ma
fogla] koztatja 6ket, brainstorming segfts6g6ve:l kivAlaszthatjAk, milyen probltmAn
szeretndnek kbz6sen dolgozni. Mgskilbnben adhatunk a csoportnak egy kitaldlt 
probldmAt. 

Most gyakorolnifog/uk az el6ziekben megbeszelt probldmamegold6 modell 
haszndlatdt, s ehhez az id6beosztdshoz foguk tartanimagunkat [mutassunk a falon 
1M6 napirendre]. 

A folyamnat minden egyes lepes&zrl elfogom On6knek magyardzni, hogy mi a
feladatuk, es mennyi id6 dl! rendelkezenikre ennek elvegzdsehez. Az idfelelds
felhvja majd rd a figyelemet, ha esetleg kifutndnak az id6b61, en pedig sz6lok, ha
vdgleg lejdri az id, men akkor rdtirek a koveikezj M9pes magyardzatdra. A

jegyzok6iinyvvezert6feljegyzi majd az 6rleteiket aflipchart-ra. Az irdny)t6 segft a 
feladatra dsszpontositani. 
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1.2. ldp s: Otletgyjt s csencben (5/10) 

Amennyiben a csoportok egy k6z6s probldmAn kezdenek el dolgozni, kdjfik meg 6ket 
arra, bogy brainstorming segftsdg6vel soroljdk fel azokat a dolgokat, amelyek a jelenlegi
k6rflm(nyek k6z6tt zavarjdk 6ket; p]ldgul emlftsenek meg olyan t6nyez6ket, ainelyek a 
munkjukat knyelmetlenn6 teszik, illetve eredmdnyess(g~t cs6kkenfik; megkt~rhetjfik 6ket 
arra is, bogy azonosftR a k6z6s c lkd z~seik Otjgban a116 akad~Iyokat. 

KijfOk meg a rdsztvev6ket arra, hogy ne beszdlgessenek egymissal; inkAbb csendben
 
fjdk le, mik azok a tOnetek, amelyekr6l Oigy hiszik, bogy jelzik a prob] ma I tez~s~t.
 
Mondjuk meg, bogy minderre 5 percik van. Elk~pzelhet6, bogy bAtorftani kell az
 
egy~neket arra, bogy lefrj;ik gondolataikat, s rjuk kell sz6lni, bogy Uljanak ellen a
 
kfs~rt6snek, s ne kezdj6k el a szomsz6djukkal megvitatni a kdrddst.
 

Amikor ]Atjuk, hogy a legt6bben befejezt6k az frdst, mondjuk meg azoknak, akik mdg 
frak, hogy I perc van hAtra. 

Megjegyz~s: A spontfin brainstorming helyetti csendes tltlgyffjtds kezdetben 
c~lszeru-bbnek bizonyul, mert a visszahfiz6d6bb embereket is r~szv~telre buzditja.
Az~rt lehet m~g hasznos, mert visszafogja azokat a rrsztvev6ket, akik egy
megbesz~i~s sortn egy6bknt domin~ns szerepet j~tszangnak. Amikor ,igy 6rezziik,
bogy a csoportlagok nagyjb6I egyformAn vesznek rdszt a munkAban, akkor 
kihagyhatjuk a csendes 6tletgypi]t6 szakaszt, s egyenesen elkezdhetjdik a 
brainslorming-ot. 

1.3. 16p6s: Az 6tletek feliegyz6se (10/20) 

Most kerem, sorban mindenki mondja el 6tleteit, de egyszerre mindenki csak egy
plddt emlfisen. A jegyzoRJknyvezetdfclfrja a pelddkat a tdbldra. Ha valaki mdr 
elmondta a sajdt pdlddnkat, igyekezzaink nem megismetelni. Ha ugyanakkor
eszankbe jut egy idj 6ilet a folyamat beinduldsa utdn, ne korldtozzon bennanket az, 
amit az elejjn lefriunk. Ne felejtik el, hogy a brainstormingc'lja, hogy a lehet6 
legtobb Otletet 5.szegyjtsik, s bogy egymds Otleteire epftstink. 

Ezen a ponton ne kritizdljuk, ne is dicsjiik az Otleteket, ne tegyank fel kdrddseket. 
Mondjuk csak el t6mtren safdt Otleteinket, azutdn hallgassuk meg a tobbieket. Az 
idfelelhk legyen szfves sz6lni, amikor a 10 perc letelt. 

1.4. I1p6s: Az 6tletek tisz~zgsa (10/40) 

Most nezzak dr gyorsan a lis'dt titelenkdn, hogy ldssuk, mindenki egyformdn
ertelniezi-e az 6sszefrtakat. Mig itt sem kritizdlhatunk, csak akkor tehetankfel 
kerdest, ha nem vildgos egy-egy gondolatjelentese. Az iddfelelhs legyen sz(ves 
sz6lni, amikor a 10perc letelt. 
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1.5. lpds: Az 6-tletek csoportosfigsa (10/40) 

Most pedig ntzzak meg a listdt, s dbntsak el, hogy szerepelnek-e rajtaolyanOtlefek, amelyek annyira szorosan kapcsol6dr.jk egymdshoz, Iogy egyetlen Otlett'Osszevonhat6k. Ha idtunk erre lehet6sget, legyfnk ilyen javaslatot. Ha senkiner uacsja ezt el, akkor ajegyza6Onyvvezet dolga, hogy nyomban Osszekapcsoljaaz btleieket. Amennyiben akdr csak egyetlen reszrvev6nek is ellenvetese tenne,akkor hagyjuk meg a felvetett Otleteket kalond16 tetelkent. Ne vitatkozzunk emiatt.Az id6felelis legyen szfves sz6lni, amikor a 10perc letelt. 

Az 6sszevont csoportokat jelbjfik A, B, C, stb. betfivel. 

1.6. ldp6s: Az 6tletek rangsorol a (10/50) 

Most meg fogiuk vizsgdlni, hogyan 1dta a csoport ezeket az akaddiyokat.Melyekael kell eljsz~rfoglalkozni? Az id6felel6s leg-yen szfves szlni, amikor a 15 
perc letet. 

Most szdnjunk egy percet arra, hogy lefrjuk annak a hdrom akaddlynak a betijelet,amelyet a legsulyosabbnak tartunk. Szdmozzuk meg a beti7jeleket aszerint, hogymelyiket tenn~nk az els6', mdsodik es a harmadik helyre. 

Osszuk ki a 3. szAmi Handout-ot (M3), FelmIr6laphaszndlata a csoport irdnyftdsdbancfmmel. Adjunk a r6sztvev6knek egy percet arra, bogy tolvassk, azutAn kdrdezzik
 meg, mit gondolnak sajt felm6r6lapjuk eredm6nyeir6l.
 

Melyik t6telt nem t mogatta senki? Tdr6lj~ik-e ezeket a tdmA.kat, vagy a csoport mdgvissza akar rjuk t6mi a j6v6ben? 

Melyik ttelt tAmogatta mindenki, akdr els6, ak r m~sodik, akAr harmadik helyen? 

Volt olyan tftel, amit tbbben 2z els6 helyre soroltak? A t6bbi csoporttag hogyan
v6lekedett en61 a tdtelr61? 

Mely tfineteken tudunk valamit vgltoztatni, s melyek azok, amelyeket nem tudunk 
befolyAsolni? 

1.. _:A_ problmameghatrozgs~nak kivglasztsa(1060) 

Most mdr rengeteg informici6 ril a rendelkezsfinkre. Elrtfink van a taneteklistja. Tudjuk, hogy a tobbi csoportagmennyire tartjas'ilyosnak a tfineteket.Tudjuk, mi az, amin kipesek vagyunk vdtozatni, mi az, a'ni:n ner. A jelenlegrendelkez~sankre d116 informdci6k alapjdn el kell dnitenank, melyik problkmdvalkh'dnunk riszletesenfoglalkozni a mai nap hdtraMIv reszeben. Azzal, hogykivdla.,tunk egy problemdt, meg nem ikatjuk ki v'egrvenyesen a tobbit. Egykesobbi taldlkoz6n meg visszaterhetuni egy-b fonios kerdesekre is. Az id6felelislegyen sz(ves szdlni, amikor a 10 perc letelt. 
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Ki szeretne javaslatot tenni annak a problemdnak a meghatrozdsdra,amellyel anap hdtralevd5 riszdbenfoglalkoznifogunk, s elmagyardzni, mirt ippen (gy kell
megfogalmazni a probldmdt? 

fijuk fel a meghatdrozAst a flipchart-ra. Azutn kdrdezzoik meg, mindenki tAmogatja -e aprobldma ilyen formAban t6rth6n meghatArozAsAt, illetve szeretne-e valaki azonm6dosftani. Minden egyes m6dosfts sorLin t6rekedjfink konszenzusra, a felvetett 
javaslatot mindegyik rdsztvev6 tHmogassa. 

Ha sokan er6sen ellenzik a meghatrozAst, kdrjfnk tijjavaslatot. 

A szafiet utdn a Icvdlasztot problemdt fog/uk ttzetesebben szemiigyre venni. Ehhez 
az "ok-okozarielemzs" elnevezesi7 techniktfogjukfelhaszndlni. 

d6: (15/160) 

Kdszftsfink egy halcsont-diagramot a kdt flipchart-ra. _sd: 2. sz~mj diagram (D2) 

Ha/csont-diagram. 

2. ItPlS: A PROBLfNIA .ELE.MZtSE 

dJ: (50/210)
 

Diagram: (D2) Halcsont-diagram
 

Clkilz~s: A r6sztvev6k legyenek k~pesek hasznIni a "halcsont"-diagramot az okok
 
brainstorming jitja.n tbrtn6 6sszegytjtds~re, valamint az 
alapvet6 okok azonosftsra. 

Miel/J folytatndnk a munkdi, osszuk ki az irdnyft6, az idfelel6s Js a 
jegyzo7k,6nyvvezet6 szerepet hdrom ij embernek. 

Az ok-okozari elemzds a kfld6nb~z6 kg)veikezminyek, valamint az azokat kivdlt6 
vagy er6sfit6 okok vizsgdlatdna; szisztematikus m6dja. 

Az okozatok a dolgok dlldsdt uikr5zi.', hatdrozzdk meg, plddul [hatArozzuk meg 
azt a probldmAt, amelyen a csoport Oigy d6nt6tt, hogy doigozni fog]. 

Az ok-okozari elemzest rendszerintdiagrammaljelkiijk, amelyet form/dja utdnhalcson-diagramnakneveznek. Az elemzJsre vdr6 okozatot a diagram jobb
oldaldra frjuk, a "halfejbe". 

ir-uk le a csoport Altal kivdlasztott probl6mAt. 

A "csontok" menten a csoporr le[rja azokat a sajdtos tenyezo7ket, amelyeket a 
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riszrvevo'k lehets6ges okokkent tartanaks7dmon. A kl6nbzd sakaszkat 
elldthajuk a kovetkez6' cimkdkkel: "berendezcsek", "gepek", "folyamat',
"emberek", illerve [rhatunk mds meghatdroz6 kareg6ridkatis, hogy gondohataink 
irdnyftsdt segfts~k. 

Ha az emberek nem rtik ezeket a kateg6riHkat, pr6b;Jjunk meg p 1dUkat k6mi vagy adni. 

Gyffjtsak bssze brainstormingsegfts!gdvel azokat az okokat vagy tdnyez6ket,
amelyek kozzdjdrulnak a problmnkhoz. Ne feledkezzank meg arr6l,hogy minl 
tObb okot szedinkm ossze, anndljobb. 

Minden egyes felvetett oknil kdrdezzfik meg a rdsztvev6t61, bogy azt melyik kateg6ri~ba
sorolnA. Amiikor lgtsz6lag mindenli kifogyott m r az 6tletekb6l, kezdjfik el tnc6zni a 
felsorolt okokat, s tegyfik fel mindegyikn61 a "Midrt?" k6rd6st, azt, bogy mi az ok m6g6tt 
meghtiz6d6 ok? 

Ha a diagram mk megtelt Iehets6ges okokkal, ellen6riztessik a rdszrvev6kkel azt, hogy
mely okok fordulnak el ismetelten, vagy tdmogatnak egydb tdmogat6 tenyezoket. Ezeket
karikizzuk be -- kbnnyen bebizonyosodhat, hogy ezejk a probl6ma gy6kerei, alapvet6
 
okai.
 

K6rdezzfik meg a csoportot, milyen m6dszert tudnnak felhaszndni arra, bogy a 
gyanftottan alapvet6 okokr6l t6bb olyan adatot gyijtsenek bssze, amely igazolnA, bogy
azok val6di okok. Emlftsfik meg, hogy az adatok n6ha azt bizonyftjdk, hogy a val6di ok 
valami mAs. Ilyen esetben a csopornnak vissza kell mennie megvizsgdIni ndhbmy kevdsbd 
va]6szfn~nek tfn6 okot a listAn. 

K6rjik meg a csoportot, hogy az alapvet6 okok elemz6se alapjdn tegyenek javaslatot a
 
probl6ma meghatrozAsAnak m6dosftAsSra. 
 Egy ilyen jellegG elemz6st k6vet6en a
prubl6ma 6rtelmez6se gyakran jelent6sen Atalakul. A probl6ma Oij meghatirozAsa legyen

konszenzus eredm6nye.
 

Kdrj ik meg a csoportot arra, hogy eb d k6zben gondolja tovibb a probldm:t 6s annak 
alapvet6 okait, s mondjuk el azt is, bogy amikor visszat6rnek, el kezdenek majd
javaslatokat tenni a lehets6ges megolddsokka] kapcsolatban. 

EBL D 

.d6: (60/270) 

3. LfPt-S: A MEGOLDAS KIDOLGOZASA 

d6: (90/360) 

Handout: (-4) Csopornosproblmniamegold6 technika. Er6ter-elemzes 

Diagram: (D3) Er6'Mr-diagram 
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C6Ikitiz~s: Ennek a 1dp~snek a v~g~re a rdsztvev6k (1) brainstorming segits-,gdvel
6sszegy~jtik a Jehets~ges megoldAsok Iist~jgt; (2) alkalmazz7Jc az er6tdr-analfzist egy,kett6 vagy hdrom Iehet6s~g er6s ds gyenge Yontjainak elemzdsekor; (3) kiv~iasztj~Ic a
vdgrehajtand6 megoiddst. 

Mielitifolyfaamndnk a munkdt, osszuk ki az irdny(16, az id~feel6s es a 
jegyzaktnyvvezet6 szer ,-p~t h~rom gj embrnek. 

3.1. 16D s: Megoldg i Jehet6shgel "vits(0M0 

Tegyi~k a csrport eld a probl~rna megbatrozisgt. 

Emldkeztessbik a rdsztvvket a brainstorming szab~iyaira. Rajzoljuk le a k6vetkez6t: 

OTLETEK OssZEGY~jTitSE EGIETLEN OTLET KIVALASZTASA 

A77ikor szerernenk megolddsr taidi1ni egy probknidra, megpr6bdiunk rninNiobb
lehei'6sLget eisszegvi7jieni. Nagyon keve's 6ilettil igyekszank eliurni sok Odlefg.
Ezen a ponron engedjiik szobadjjra a k~p-eietni~ket, hagyjukfigyelraen kivial a
logika tervenyeit es a kriteriumokat. 

Ha mdr az 6~sszes elk~pzelhet(j regolddst lisszegpy4umrak, akkor elkezdhetiank
logikusan, kriuikusan es szeleki/ven gondolk'odni. Gyorsan szihjiik ki az ertelmedlen
Mneteket, s szdnjunk t~bb idi a Iegrediisabbnok i7ni tietek reszlefes elemzesire.
VtegiV pedig d~iniinc arrdl, hogy melyik ?irlei' a iegjobb a csopoti szdmdlra. 

K~rjfk meg a T6SZtVeV6ket arra, bogy kezdjenek el mego]dAsokat javasolni. Ajegyz6kbnyvvezet6 fda le ezeket gyorsan 6s t~mbren. Oszt6n6zziik a csoporl tagjait arra,bogy egyre t~bb Ltlettel lIjanak e16, kWi166sen ha iigy lgtjuk, bogy kezdenek kifogyni az
iij gondolatokb6l. 

3.2 Up~s: Az6tletekev~rtelmi'st~se (10/20) 

Fussunk gyorsan 6t'a lista minden egyes pontjdn, es gydz6djiank meg rdla, hogymindenki en'i 6ket. Ji/ra megismetlem, ne kririzdljunk egyetlen egy ponrot sem, ha 
nem ernjik, hanem tegyfnkfel kerdeseket. 1d6'felel6s, k~rem a lOperc elcte'tvel 
sz6ljon. 

3.3 Up~s: Az6telekcsoportosftAsa(10/30) 

Nzzak meg iijra a lisl6', vannak-e egymdshoz kf)zel 6116 Oi'letek, amelyeket
lisszefoghatunk egy d fogd megfogalmazdssai. Ha ldtunk ilyenre lehet6sege,
tegyank javaslarof. Ha mindenki egyetert, akkor a jegyzdnek 6ssze Ice!? ezekerfognia. Ha csak egy-etlen enibernek is el/envietese van, akkor nem szabari 6ket/isszevonni. Ale vitarkozzunk ezzel kapesolarban. Keirem az iddfeleldst, sz6ljon, ha 
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Iejdnr a l0perc. 

Az alkotott csoportokat illess~ik A, B, C stb. ndvvel. 

3.4 LUp&s- Az 6tletek rangsorolAsa 110140) 

Erre az alkalomra k~szfts~bk e16 az drtdke]6 lapot a flipchart-on. 

Most pedig azifog/uk megnezni, bogy a csoporr melyik megolddst akariaelszor
megvitaini. Tarsuk szem e16'n a technikai mintdseget Is a inegoldds
elfogadhat6sdg:, a=a megval6sfthar6 elfogadhat6 id5n belal, e fogadhaz6
k6lis~gekkel, megbfzhat6 lesz-e e's az emberek idmogatnifogidkiae? Vaidhan az 
alapproblmdravdloszol-e? IdWfelelds, kUrem sz6ljon, amikor lejdr a 10 perc. 

Irjdk le a hdrom, legfg~retesebb megoldds betijelet. Ezutdn szdmozzdk meg a 
beti7eleket a preferencia sorrendjjben. 

Miut~.n mindenkinek vo]l a]kama megiidzni az dridkc]6 lap eredmdnydt, k6rj~k 
meg a r6SZtvev6ket, hogy tegyenek javaslatoi a megoldgsok megvizsg IiWAnak sorrendjdre.
Amennyiben egyet~rtenek, menjjiink tovAbb. 

3.5LUp~s: Az er6t~r elemz~s alklmaz~sa a gyenge pontok 6s cr6sL~gek

meghatirozs~ban (40/80)
 

A kbvetkez-6 40 percben tekintsiink 9t a lehet6 legtb5bb megoldAst, de
 
mindenk~ppen hagyjuk meg a 90 perc 
 utols6 10 perc~t a rnegoldAs kivdlasztAs~a. 

A mosrani feladarunk az lesz, bogy Iegaldbb egy, de inkibb hdrom megolddsnak
elemeczik a gyenge pan jait es z eris oldalait. 

K~szftsiink eI6 legalAbb 3 er6t4,r eleinz~ses diagramot a flipchaiion. [(D3)]. 

Mast pedig a,, i. n. er6rter-elemzes mt~dszertr fogiuk alkalmazni. A probk'mdk
rnegolddsibabeletariozik oz alaphelyzet (statits quo) megiVdozvaidsa, az adot 
pillanarbelidilapor es a j~5beni, megolddad' uaralmaz6 helyzet k1IzefffenndlhI6 
hezog bet51ese. Az erdtr-elemzes arra szolgJl, hogy meghatdrozzuk a 
szervezetben mu-k6i er6ket, amelyek poziuf van i'agy negatdvan befolydsolhayjdk a 
tervezeit vdltozdsokar. Ezeker az er6-ket el6're JfshdrrarnoZgar6er64nekfogjuk 
nevezrn. 

Mutassunk rA a fiigg6leges vonaira. 

Az erJi'Lrk~zepen elhielyezkcedifiiggieges vonaIjelenui a staus quo-i - ez a 
jelenlegi helyzer. A jabb oldalon toldlhjat6 kockdban a megoldds taldlhat6 - ez a 
vdlrozds, anielyet szererrnenk megval6sfiani. A ket oldalon ldthat6 nyilak az el~re 
es Mirra niozdf,6 ero-ket kepviselik. A status qua-i jelerni vanalark~5zlebb 
hozharjuk a megolddsr trrralaz6kockdhoz a kovetkezd m6dokon. 
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* 	 Az eldremozdtr er6k meger6strese vagy iijabbakfelsorakoziatdsa. 

* 	 A /zdrramozdi, er67, haidsdnak csokckentgse vagyforgalomb6l torinJ6 
kivondsa. 

* 	 Egyes hdrran.ozdft6 er-k irilnydnak megvdlkozzatsa. 

K~ijik meg at rdztvev~ket, hogy tegy~k 6ssze tenyeriiet a melIett~ik ii16j~vel,
majd hogy egyik6jiik feszftse tenyerdt a mAsiknak. K~rdezziik meg, bogy mi t6rt~nt. Az 
emberek azt fogj~.k mondiini, hogy a m~sik f~I visszanyomta a tenyerdt. 

Amikor megnoveijik az e16remozdW, er6, ko'nnyen eldfordulhai', hogy az ellenilds 
is megnd6. Gyakran haikonyabb megoldds a hdraozdft6 er~k kivondsdn 
munkdlkodni, mivel ha egyszer siekral t6ifik megszabadulni, akkor ezek mdr 
semmife1e eri1 nemfotgnak k~'pviselni,a melyek a dolgok 4lld&dt visszafeltf kfvdnndk 
niozdftani. 

Mgg enmYl is hatekonyabb, ha egy hdtramozdfr6 erdt e16'remozdW, er6ve alakftunk 
dr. PI. egy ellenz~ki rnunkis komoly pozitfv hat6er'1 kepviselhet, ha sikeri 
meggy6'zrnak, hog), oz 5Ihajtott idhfozds meIIM di/jon. 

Most'pedig ezi a tecnikdr fog/uk alkalmazni az eljre- es hdtramozdu5 ernk 
vizsgdlatdndI, arnelekLdl az elsd rnegolddsunk siekre figg. 

Jddfelelds, kirem 10 perc midva jelezzen, Js akkor a csopoit mnajd eldinti, hogy
k~vdn-e iovibb hepni a k~iveikezd megolddsra. 

Kddjik meg, az embereket, hogy alkalmazzanaJ brainstorm technikAt az el6re- ds 
hMtramozdMt er6kre, 6s jegyezz~k fel az eredmt':n)t a diagramra. KMdfik meg a 
r~sztvev6ket, hogy saccoia meg az er6k nagysdggt egy 5-6s sk~l~n (5 a ]eger6sebbet
jelenti). A nyilak hossz~t ennek rnegfelel6en lehet megrajzolni. 

Amikor mojd a kiitelez~si t'ervet keszft/O~k a megolddsunk szdmdra, akk-or ez az 
,'nfonndci5 nagyon hasznos lesz. Most viszont lpjank tovdbb a kdvetkez6 
megoldds elemzesere. 

Folytassuk a megoldAsok elemzdsdt, amfg csak 10 perc marad az id6nkb6l. 

3.6LUp~s: A me old~s 'ivglasztAsa (10/90) 

KMjii meg a r~sztvev6ket m6g egyszer, bogy rangsoro~ja. a megoldAsokat. Ez 
alkalommal mindenkinek I kell vgJasztaia egy els6 ds egy mdsodik mnegold~st. MiutAn a 
rangysoroAs megt6rt~nt, segitsiink a csoportoknak a legnagyobb egyetdrt~snek 6rvend6 
megold~s felismer~s~t. PMdAul: 

* Melyik megoldds volt vagy az els6 vagy a m~sodik vdIasztAs mindenki 
szimkxa? 
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Ezek k6zfil, melyik megold's szerepelt leggyakrabban az els6 helyen? 

Ha olyan megoldast kell vAlasztanunk, amelyet nem javasolt mindenki, akkor

kdrr'ezzfik meg azokat, akik nem javasoltik, hogy mi a vdlemdnyfk. 
 TudjAk-e tAmogatniezt a megoldAst? Ha nem, ak':or pr6bdljuk ki a mAsodik megolddst, ezt vajon tudja-emindenki tAmogatni. Emlfckeztessfk a csoportot, hogy az elfogadott megolda's ner kell,
hogy mindenkinek az els6 vAlasztAsa legyen, de azdrt szfiks~ges, hogy mindenki 
tAmogassa valarnilyen m6rt6kben. 

SZUJNET 

ld6: (15/375) 

4.Lf-PtS: 
AZ ALKALMAZ4S NWFGTERVEZ '..SE 
Time: (60/435) 

Handout-ok: (H5) Az alkalmazAs megtervez~se 

C61: Ennek a 16p6snek a v6g6re a r6sztvev'6k (1) vfgigcsinlltak egy akci6s 1pdssorozatot
(brainstorming); (2) logikai sorrende szetk a 16pOseket; (3) ds a Jehet6 legt6bb 16pdstfejlesztettfk ki, amelyek megmagyar!zzAki, ki mit fog csin~Jni, mikor, rnidrt ds hogyan;
(4) eld6nt6tt6k, hogyan ds mikor fogjdk a munkjuk eredmdny6t drtkelni. 

Miel6u folyatjuk, vd1asszunk ki hdrom 4j emberi a vezet6, az idifelelds esjegyz6 

szerepire. 

Bevezet6s (10O/) 

A legiobb megolddsok sem hoznak eredmenyt, ha nem szervezeit m6don prbdljdk 
megval6sitania leleseket. 

A megval6srdshoz a k6vetkezok-re van .-zCkseg: 

* Emberek 
* Bizonyos tevekenysegek vegrehajtanak
* Bizonyos id6ben 
* Bizonyos helyeken 
* Bizonyos cellal 
* Egy specidlis m6don.
 

A megval6s~fdsi terv kialakftdsa k6zben a kovetkezo'ket kell Iszben tarrani:
 

* Vonjuk be azokat a tev kialakftdsdba, akik v~grefogidk haj!ani. Az 
emberek a soa/d terveiket megval6sftjdk. 
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Legyen tervbe vtve, hogy gyakran megbeszljak a tObbiekkel a terv ciljdt, 

d1lapotdt, hogy mirdenki rudja, hogyon haladnak a dolgok. 

* Pontosanadjunk infonr.dci6t a program eredmdnyesseg'rT1. 

4.1 L-Ups: A "brainStorm" l~p6sei (10120) 

K6rjk meg a rdsztvev6ket, hogy szedjik 6ssze azokat a dolgokat, amelyeket a
c6lban meghai.rozott megvAltoztatott O]apot el6r6sdhez el kell vdgeznifk. Eml eztessak 
6ket, bogy alaposarn vizsgfdjik meg az 6sszes el6mozdft6 ds hdtrdltat6 tdnyez6ket.
Brainstorm m6dszerrel vitassuk meg az akci6s 16pdseket. A sorrend ebben a pillanatban
nem sz.mft. Kdrjfik meg az id6felel6st, bogy jelezzen, ha a 10 perc letelt. 

-sorrendbe4.2 L ps: A (.p sek Allitsa (5/25) 

Kdrjdik meg a r6sztvev6ket, hogy ndzz6k meg a 16pdsek listj:t, ds Mlftslk fel a
logikai 	sorrendet szAmukra. MjiutAn mindenki elmondta javaslatAt, egyezzenek meg a
val6di 	sorrendr6]. K6jdik meg az id6felel6st, bogy sz6ljon az 5 perc leteltvel. 

4.3 L6p6s: Az akci6s 16~psek kidol2oz~saj30/_ ) 

Tegybik ki a k6vetkez6 kdrddseket a falra. Minden egyes akci6s l~p~sre

vonatkoz6an vAilaszoljuk meg ezeket a kdrd6seket:
 

* 	 Ki (R6szt vesz-e ez a szem6ly a terv k6szft6sben?) 
* 	 fogja csindJni, ds mit
 

mikor
 
* 	 ho] 
" 	 mi6rt (a t6bbi rdsztvev6nek is ,rneuie kell) 
* 	 hogyan? 

Dolgozzuk ki a iehet6 legtbbb akci6s l~p6st a rendelkez~sre AJ16 id6n bellul.
K6rjfik meg az id6flel6st, bogy jelezzen a 30 perc lejArtakor. Mindenkdppen hagyjunk 5 
percet az dr-tkel]sre. 

4.4lp6s: Az 6rt6kel6si terv kidolgoz~sa (5/60) 

Eml6keztessfik a csoportot arra, bogy az emberek jobban dolgoznak, ha tudjAk,
bogy a v6gn sz mon fogjAk t6lik kdrni. Kdrdezzfik meg 6ket, hogyan gondoljlk a 
szmonk6r6st a jelen esetben. Mikor akajlk Attekinteni az akci6s 16p6sek el6rehaladdsAt? 
Akarnak-e beszfmolni a fejl6d~sr61 valaki mAsnak a v.Jlalatn;U? 

CSOPORT. ELENTESEK 
1d6: (15/450) 

C6I: A jelent6sek v6g6n az a c6lunk, hogy a r6sztvev6k (1) felmdrj6k, mekkora munkAt
v6geztek el a foglalkoz~son; (2) IAssdk, hogy a tbbbi csoport is sikeres volt. 
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Kdrjfink fel egy 6nkdritjelentkez6t minden csoportb6l, hogy foglalja 6ssze a csoport 
mun Aj~t. Nem kell nagyon rdszletekbe men6en, egyszer~en csak mondjtk el, hogy: 

(1) a csoport milyen prob]mdkat vAlasztott ki; 
(2) milyen megoIdAsokat taldItak; 
(3) a vdgrehajt~si tervet; 
(4) az els6 akci6s lpds r6szleteit (ki, mit, mikor, stb.) 

Kdrjfik meg a t6bbi csoportot, bogy mondjlk el iszrev~teleiket. Biztassuk 6et
 
arra, bogy tapsoljRk meg a felsz6lal6t.
 

A CSOPORTOS PROBLtMAMECOLDMS KrtRTfKELfSE fS ZkR6 
6SSZEFOGLALAS 
Id6: (30/480) 

C61: A kidnt.kelks vdg6n a c6l az, hogy a rdsztvev6k (1) egyetrtsenek abban, hogy a 
prob]6mamegold6 6sszejdvetel hat6koriy volt, (2) el tudjAk magyarLzni, bogy midrt volt 
hatdkony az &tekezlet (megrtnettdk a cdlt, strukturilt folyamatot alkalmaztak, egy ir-,nyft6
figyelt arra, hogy ne tdrjenek el a feladatt6l, jegyz6k6nyvvezet6, id6fele]6s), ds (3)
elk6telezettsdget mutassanak ezeknek a technikAknak a tov:bbi alkalmazAsa irnt. 

A tapasztalat megvitat:isa: 

On5knek most alkalmuk volt alkalmazni a csoportos problemamegolddsifolyamatot 
es reszrvenni egy megbeszdlsen, ahol alkalmazdsra keril ndhdny, a megbeszelesek
hatdkonyabbd tctele tema megbeszelisekor elokezilt elgondolds. Ne felejtsi el,
hogy egy hatekony megbeszgles jellemz6i (1)nincs id6pocsekols, ('2) minden 
rdszrvevc5 elmondja a kirdshez kapcsol6d6 6sszes inforrdci6jdt, (3) a rdszrvevoR 
agy tdvoznak a megbeszdlsr67, hogy mindenki egyformdn ertelmezi az 
elhangzottakat es (4) a csoport 6ltal hozott dntest az 6sszes csoportag tdmogatja. 

Az els6 k6rddssor c6lja az, hogy a csoport kifejezze egyetdrt6s6t az irfnt, hogy a 
megbesz6lfs hat6kony volt (feltdtelezve, hogy ebben egyetdrtenek). Ha nincs egyetfrtds,
akkor elmagyarlzhatjlk, hogy az6rt volt hat6kony, techniklk nem v"Iltak be,nem mert a 
vagy azt is mondhatjk, hogy egyszerGen 6k nem j61 hasznltdk a technikdkat. 

Volt id6pocs'kolds a megbeszJlMsen? A feladatt61 elitr6 dolgokkal isOlrOttek sok
 
idit ?
 

A tMmdhoz kapcsol6d6 valamennyi informdci6t megosztottdk egymdssal? Ki nem 
moidta el a veleminyet ? Mier? 

Lehet, hogy On egy mdsik problimdt szeretett volna megbeszelni, vagy mds 
megold6st vdlasziort volna, de azgrt 6gy gondoIja, hogy a megbeszllt temafontos 
es dmogatja a csoprt dltal hozou dontst? 
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A kivdlasztott megolddst megvak~s~tjdk? Mignr vagy mier nem? 

Hafgkony volt ez a problimanegold~folyamar? 

A kbvetkez6 ktdrd~s c61ja, hogy a Csoport 6sszefoglalja a hatdkony megbesz.dlds maemlftett elemeit: a cd] nieg&-tdse, a struktur~flt folyamat alkalma.Asa, egy ir~nyft6, ainem engedi, hogy eht6jenek a ttdmAt6I, a jegyz6k6nyvvezet6 ds, az idfelel&s ds azeredmtnyek 6sszefogla]Asa. 

Mik azok az elemek, amik a mai problemamegold5 Osszefrlvetelt hat~konnyd tetie'k? 

A kbvctkez6 k~rddssor c~Ija az, hogy a rt~sztvev6k kifejezzdk elk6telezettsdg~iket az ir~nt,
bogy a sajAt megbesz~Itdseiken is aikcalinazzanak n~hAnyat ezek k6ziil a techniklk k6ziiI. 

Mi nem tetszer, a strukturdirfoi)'amaf alkalmazdsdvol kapesolatban? 

Ezek a hdtrdnyok fonhosabbak mini az eldny6k?
 

Ezek k615zaI On konkretan melyikeke, fog/a alkalmazni?
 

A vdl/a/aiukndl mdnsuknak is haszndra vdlna, ha megianuind ennek a
 
probidmameg old$ folyamarnak az alkclmazdsdr?
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NtGY Lf-PfSB6L ALL6 PROBLt1NMAMEGoLD6 FOLYAMIAT 

A prob1dmaniegold6 model] segiti a csoportot abban, bogy a probI~ma teijes megdi-t&sre
tudjon 6sszpontosftani, s ki tudjon dolgozni egy olyan re~ilis megolddst, amelyet
tAmogatnak azok is, akiknek az adott megolddst v~gre kell hajtani. Prob]6mamegold6
struktOra ndlkiiI a csoport esetleg nem tud: 

* 	 Miridenkinek teret. adni, hogy gondjait elmondhassa. 

A tfinetek m6gd l~tni, a probdmAik ok~t is gy6kerdt megvizsgilni 

* 	 A mego~d~sok teijes skAjdra r-AtaI,11ni 

* 	 A mego~d~s je]1eg~b61 ad6d6 probI6mdkat el6rejelezni 

* 	 A feladat v~grehajt&sIhoz szf~ks~ges minden Idp~st figyelemmel kfsdmi 

* 	 Hat~konyan egyfiu dolgozni 

Nfgy !6pfsb61 A116 prob~rmamegpWd fohyamat 

(1) A probl~ma azonositAsa 
(2) A probldma elemz~se 
(3) A mnegoldAs ljdolgoz~sa 
(4) A V~grehajt.As megtervezdse 

* 	 A csoport minden 1~p~st befejez, mie]6tt megteszi a kbvetkez6t 

* 	 A csoport d~nthet tigy, bogy visszat&r egy korAbbi l~pdshez 

* 	 Minden folyarnatosan zajlik; a megoldds v~gi-ehajtAsa kbzben a csoport
esetleg a probl~ma olyan tov~bbi vetfileteit tdija fel, amelyekkel foglalkozni
kefl 

J. 16p~s:A roblrnaazonosft4A 

* 	 A csoporl e]6sz~r is azonosftja is megvitatja a tiineteket, amelyek a 
probl~ma jelen1dtdt jelzik 

* 	 A csoport az informAci6k 6sszegygjt~sdhez felhaszn~I olyan technikA~kat,
amilyen p~dul a brainstorming (6tetroham), az interj is a kdrd~fvek 
kitolt~se 

* Ezt a Jdp6st akkor tekinthetjiik befejezettnek, amikor a csoport rendelkezik 
egy olyan problfma-rneghatAroz~ssaI, amelyet az 	6sszes tag tAmogat 

H1.1 

http:V~grehajt.As


2.Ifpfs:-A probIfma elemzfse 

* 	 Ha a probIdm~t mi.r meghatAroztuk, a csoport informici6t gyu'jt a probldma, 
termdszetdveI kapcsolatban 

* 	 A csoport olyan eszkbzbket hasznMl, mint az ok-okozati cermz~s ds a 
Pareto-elemnzds, amelyek segftenek a probl~ma alapvet6 okainak 
feltAr~sAban 

* 	 Ez a 16p~s akkor tekinthet6 befejezettnek, amikor a csoport uijra 
megvizsg~lia a probi~ma meghatArozAs~t, amely az okokat ti~kr6zi. 

3. 	IMofs: A megoldgis kido IZ4a 

* 	 A kreativ probl1rmamegoldgs megkbveteli, hogy a csoport az dletk~pes 
megold~sok teijes skAIjAt fedezze fel 

* 	 A csoport iOgy gy~jti 6ssze az d]etk~pes megoldAsok teijes skA]Ajdt, hogy 

(1) 	 Annyi elfogadhat6 megold~st gondol ki, amennyit csak 
lehets~ges 

(2) 	 Mindegyiket a prob1dma okaihoz kapcsolja, ds 
(3) 	 A hasonl6 vagy egyrngssaJ 6sszefugg6 megold~sokat 

bsszeol vasztja 

* 	 Ez Jehet6vd teszi a csoport sz~m~ra, hogy Jesz~kftse a v~fJaszt~si 
Iehet6s~gek k6r~t, csdkkentse a f6lbslegesen ismnt16d6 elemnek sz~rmt, s 
kiiktassa azokat a ]ehet6s~geket, amelyek nemn a korAbban meghatArozott 
c~Iokat veszik c~]ba 

* 	 Az er6l~r-elemnzds olyan hasznos technika, amelynek segfts~g~veI a 
Iehets~ges megoldgsok er6s ds gyenge pontjal feltArhat6k 

* 	 A hatdkony megoldds kivA~sztAs~hoz kdt dJta]Anos kritdrium alkalmaz~sdra 
van szfiksdg. A hat~kony megoldds: 

(1) 	 megfele]6 technikal min6s~ggeI rendelkezik ahhoz, hogy 
AItala a prob]dma megoldhat6 legyen, ds 

(2) 	 elfogadha16 azok sz~mdra, aldknek ezt majd vdgre kell 
haj tani 

* 	 A iechnikai miaugs~g azt jelenti, hogy a megolddst: 

(1) 	 Belthat6 id6n belfil vdgre lehet hajtani 
(2) 	 A kbJts~gkereteken behul meg lehet va]6sftanj 
(3) 	 Megbfzhat6nak lehet tekinteni 

HI.2 



* 	 Az elfogadhar6sdg azt jelenti, bogy a megold~st: 

(1) A vdgrehajt6k t~rmogatjdk
(2) Kedvez6 hatAsti Jesz a probJdma AdltaI drintettekre n~zve 

Ez a Idp~s akkor tekinthet6 befejezettnek, amikor a csoportnak sikeril 
konszenzusra Jutni egy olyan megold~st illet6en, arnelyriek technikai 
min6sdge megfelel6, s amely mindenki sz:Amdra elfogadhat6 is egyben. 

4._IfD s: A v~grehaitAs rnegervez~sc 

* 	 A megold~s kdvlasztAsa nemn oldja meg r6gtbn a probIdm~t. A megold~s
gyakorlati megva6sftAsa esetleg ugyanolyan nelidznek bizonyul, mint maga 
a d~ntdshozataI. 

*A v~grehajtAs mnegtervez~se sordn a kbvetkez6 k~rddsekre kell vAlaszolni: 

(1) Mit kell tenni? 

(2) Ki fogja azt mnegtenni? 

(3) Mikorjutunk ti5I a f6bb m~rf6ldk6veken? 

(4) Ho! ker-6] majd sor a szi'ksdges Idpdsekre? 

(5) Hogyan fogjuk megtenni a szfiks~ges 1Mpdseket? 

(6) Mierr jelentenek megold~st ezek a ]4psek? 

* Az fttkelds a projekt megFjgye]6s~l jelenti, melynek sordn n6 a
va]6szfn~s~ge annak, hogy a kulcs]6p~sek megval6sulnak, s a k6]tsdgeket a 
keret td116p6et n~1kii] lehet fedezni. 

* 	 Az adatgy~jt~s ds a beszdmo16 ard, iiogy mit sikeil m&r teijesiteni, 
nbveli a prob]~mamnego]d6 csoport hiteIdt. 
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rCSOPORTOS PROBLtNIAMEGOL.DO TECHNIKA: BRAINSTORNITNG-

A BRAINTORMING ALAPJAI 

1. Ne kritizdljuk az 6tleteket! 

Ne t6ltsiik az id6t az 6tletek Utkes~veI; ez megszaki'tja az otletek AramisAt.
 
Az 6tletek drtdke]6se egy m~sik, kds6bbi I6pds a folyamatban.
 
Ne bAtortalanftsuk el a hozzsz61ni v~gy6kat olyan ftdletekkel, mint pA-IdAu1:
 

"Ez nevetstdges! "
 
"Ezt m~r kIpr6bAtuk!"
 
"Ki hallott m&r ilyet?!"
 

2. Sz.~rnyaljon a k~peiiink! 

Hagyjuk elm~nket szabadon m~kbdni. Ne nyomjuk el magunkban a felmerOii6 
6tleteket azzal, hogy szigonian ragaszkodunk a Jogikus gondolkodAs szab, iyaihoz. 
Feledkezzbink meg a kb1ts~gvetds, az Wdvagy a IMtszAm k6tbttSdgeir6l. Mondjuk 
el egymAsnak, milyen k~pek id~z6dnek fel benniink, milyen szinonfmaj, 
sz6jAtdkok, szabad asszociAci6k, mTcrdsz btletek jutnak az eszimnkbe. 

3. Epftsfink mAsok bieteire! 

Kombindijuk egymAssal 6s b~vftsiik ki egymAs 6tleteit. 

4. A mennyis~g Iegyen a c~l! 

Min~1 t~bb 6tletet sikeriji 6sszegy~jteniink, annli jobb. Ne t&r6djiink az 
ism~tl6d~sekkel. Ezen a ponton a cdlunk nem a min6sdg, csak a mcnnyisdg. 

5. Jegyezzfink le minden biletet! 

Jegyezzfink le minden egyes 6tletet a flipchart-ra 6gy, ahogyan az eihangzott. 
Pr6bdijunk meg tbm6ren fogalmazni, de maradjunk kbzben ht~ek az 
elhangzottakhoz. 
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FELM1tRc5LAP HASZNALIATA A CSOPORT mJANYiTASIABAN 

Egy prob1dmamegold6 csoport brainstorming segts~gdvel 6sszclJlftotta egytermel~si probl~ma Iehets~ges megold~lsainak list~jAt. RAsz~ntAkc az id6t, hogy tiszt~.zzAk,mely t~telekn~I van szi~ks~g tov~bbi tisztAzAsra, s 6sszevonzak egymAssal olyan
megold~sokat, amelyek egym~shoz k~ze1AII6nakc tt~htek; fgy htdt lehets~ges megoldds
csoport j6tt 16tre. A csoport tagjai meg aka.Tjlk vizsg~gni a Iegfg4,retesebbnek ti~n6megold~sok er~s ds gyenge pontjait. Miut~n iijb6l megn~zt~k a prob1dma mcghatAroz~sdt,
s sz mbavettdk a probl~ma megoldAsAnak id6&ds pdnzszabta korlAtait, minden tag
kivilasztott h~rom megolddst a listdr6l, majd rangsorolta 6ket. Az eredrndny a
kovetkez6: 

EIS6 Mdsodik Harmadik Tdma ] 
III /A 

I/I /B 

____ ________C 

Mit drul el sz~munkra ez a felmdr6]ap? 

Ezt a felm&6lapot felhasznAlhatjuk arra, bogy eldbntsiik, hogyan l6pjiink tov~bb.
Jegyezzik meg: A csopori nemn szaNazott arr6i, mnelyik megold~ist kellene
rnegvizsg~Ini. Ha igy tettek volna, egyesek megnyert6k volna a szavaz~ist, mdsokpedig veszftettek volna. A veszitesek- nem, vettek volna r~szt olyan lelkesen
eszmecser~ben, s nem 

az 
6rezt~k volna, hogy a javaslataikat megfelel6 fig)yelemnben 

A feline.r6]ap egyszengen azt mutatja meg a szAmunkra, bogy a tagok egyfittesenhogyan vdlekednek a javaslatokr6l. A nevek hi~nya rn~r szemdlytelenn6 tette a jelend6ntdst an-61, bogy melyik javaslatot vizsgAJja meg a csoport el6sz6r. A k6nnyebb
dbntdshozataI 6rdek~ben az irdnyft6 a k6vetkez6 t~nyekre hfvja fel a csoport figyelmdt: 

1. A C 6s az E javaslatot senki sem hozta e]6re a rangsoroldsban. Ellenzi-e valaki,
hogy tbrbljiik 6ket? 

2. A csopo-t megosztottan tette els6 helyre az A ds a Bjavaslatot, ugyanakkor
majdnem mindenki egyet~rt G-vel, mint alternatfvgval. H-a ezt a h~rom javaslatot
kdzelebbr6l szemfigy-e vesszfik, talAlhatunk olyan megoldAst, amit mindenki
t.Amogatni tud. Akkor nem kellene id6t t6ltenfink azzal, hogy a D ds az Fjavaslatokat vizsgdljuk. Van valakinek kifoggsa ez ellen a meckbzelft~s ellen? 
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CSOPORTOS PROBLNAM-EGOLD6 TECHNTKA: ERO5TIR-ELEMZf-S 

-CftKITYZf-:Az er6t~r-elemzds olyan csoportos probldmamegold6 technika, amelyet 
an-a haszndIunk, hiogy: 

(1) tfrikej~k az er6's gs gyenge pontokat, az 04r'veket i's ellen~rveket; 

(2) 	 Azonosfisuk egy terv v~grehajtdsdnakforrdsai,i~s akaddlyait; 

(3) 	 Azonosfisuk azokar a tgnyez6ket, amelyek csokkentik vagy fokozzdk a probli6d. 

J-TASZNALATT MO6D: Hasznlljuk az er6tdr-diagramot (W3). 

(1) 	 Zijuk be az dbra aljdn taldlhat6 keretbe, milyen a jelenlegi helyzer. 

(2) 	 fijuk be a job, 0/doIon ta/dlhor6 kererbe, mi a vdgyott dilopot, ml a cdl. 

(3) 	 Ktepzejiik el, hog)' a ftiggidleges vonal a jelenlegi helyzer flkir helyezkedik el, s
k~lzelebb szeretn~nk jumni a vdgyottdllapothoz. Mely jelenleg is kezdf tgnyez7c
segftheinek benrni~ker a cel eleriseben (hqj16er6R), s melyjelenleg is Maed6 
tenyez-k akoddlyozhorpjk azt (fjkez5 er6k)? 

(4) 	 frjuk a hajr6ero-ker a bal oldalon levi nyilakra, afekez6 erok-et pedig ajobb

c/do/rn.
 

(5) 	 Rangsoroljuk aZ ero-kej' inhenzitdsuk alapjdn egy 1-1 jgyenge)~5-ig (rs) terjedi
skaIan. 

STRATtGIAK: Ez az informgci6 nem puszt~n a kfilbnbbzrj regold~sok k6zti
szelekci6ban segft benniinket, hanem a megoldAs vdgrehajt&st szolgAJ6 stratdgi~ra vaI6
6sszpontosftAsban is. Jegyezziik meg a k6vetkez6 alapelveket: 

(1) 	 A hajtncerd'fokozdsa gyakran aflkez6' erM megno~vekedett ellendlldsdhoz vezet. 

(2) 	 A fekez5 erJkiikiatdsa megsziinreti az ellendlldst. 

(3) A legnagyobb hatdsr a fikezd er6 hajt6ervl'vald alakmdsdval lehet eemri. 

A leghat~konyabb megold~s tehAt az, ha az ellenAI]As megvdltoztatAsdra 6sszpo-,tosftunk. 
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A6 VIfGREH JTAS AMEG-TERVEZItSE _______________ 

A Iegjobb megold~sok sern hoznak vw.tozAst, ha nem ;flI rendelkez&sfnkre egy kIdolgozott
 
terv, amely a v~grehajtAisukhoz szfiksdges konkrdt Idp~seket tartalmazza.
 
A vdgrehaj t~shoz nlkiilbzhetetlen t~nyez6k:
 

* Emberek, akik 
* Megtesnek bizonyos k9peseket 

* Bizonyos id~ben 
* Bizonyos helyen 

* 	 Bizonyos c~1b~l 
*Sajdios m6don. 

fll A SZfJKSftGES LfPtS-EK BRAINSTORMING-YJA 

A sziiks~ges l~p~sek olyan tennival6k sorozatAt jelentik, amelyek vdgrehajtAsa 
elengedhetetlen felt~tele annak, hogy a jelenlegi helyzetb~l a vAgyott helyzetbe 
keriilhessiink. Gy~ijtsfik bssze, melyek ezek -ilh4sek, ne t6r6djiink vdgrehajt.Asi 
sorrendjb~kke1. 

121 ALLfTSUTK SORRENDBE A SZUJKSIfGES L1tP1SEKET 

Most, hogy mAr tudjuk, milyen l~p~seket kell megtenni~nk, gondoijuk v~gig azt is, milyen
logika szer-int kbvess~k egymdst ezek a I~p~sek. Sorrendbe ;iJlftAs k~5zben esetleg 
felfedezhetbink mAs kbzb~ls6 l~p~seket is, amelyekr6l korAbban megfeledkeztbink. 

T31 A SZQKSfGES Lt~PffSEK KIDOLGOZASA 

Minden egyes 16p6s esetdben tudnunk kell a vdlaszt a kbvetkez5 kdrd~sekre: 

KI teszi meg az adott Idp~st? (Rdszt vesz-e az a szem~Iy ennek a tervnek a 
kidolgoz~sAban?) 

NUT fog tenni ez a szerndIy?
 

MITKOR fogja az adott Idpdst megtenni?
 

HOL keriji sor a Idp~sre?
 

MItfRT kertil SOT rA? (A t6bbiek esetleg megkdrdezhetik.)
 

HOGYAN ker-Ol sor rA?
 

[41ERTtKELtS 

Mikor ds hogyan vizsgAljuk fe]UW a folyamatot annak drdek~ben, hogy az emberekt6l 
sz~mon tudjuk kdrni egy-egy adott l~p~s v~grehajtAsAt, s rnenet k6zben el tudjuk v~gezni a 
sziiks~cges vAltoztatAsokat? 
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MI A PROBLIEMA? 

Brainstorm tiinetek 

A tfinetek sorrendbe allftaisa 

A probldma meghatairozaisa 

Problmaniegoldis Fl 



MI A PROBLEMA FORRASA?
 

* Az alapvet6"okok felthtelez se 

* A feltetelezes elien6"rzese 

* A problema ijrafogalmazaisa 

Probldmamegoidis F2 



A MEGOLDAS KERESESE 

* Brainstorm lehet6segek 

* Az er6"s es gyenge oldalak elemzese
 

* 
 Technikai min6seg es elfogadhatdsig 

* Egyetertes el'h*rse 

Problnmanmegoldis F3 



A MEGOLDAS ALKALMAZ ASA 

Ki Mit 

Mikor Hol 

Hogyan Miert 

ProbimamegoldAs F4 



E RTI KELI S
 

Mfikbdiitt-e a megoldais a gyakorlatban? 

Legyenek az emberek szaimonkerhet"ek 

Tegyiik nyilvainossai az elrt sikereket! 

Probilmamegoldds F5 



CSOPORTOS PROBLtMA-

MEGOLDAS:
 

1. A PROBLMA AZONOSTiTASA 

2. A PROBLIEMA ELEMZESE 

3. A MEGOLDAiS KIFEJLESZTESE 

4. AZ ALKALMAZAS MEGTERVEZESE 

Probidmamegod1s F6 



BRAINSTORM SZABALYOK
 

1. Ne kritizaiIjunk. 

2. Alkalmazzunk szabad asszociici6t. 

3. Vigyiik tovaibb az i*tleteket. 

4. Legyen ceI a mennyiseg. 

5. Jegyezziink fol minden 6*tletet. 

6. Vegyen mindenki aktivan reszt. 

Probl'niamegoldais F7
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OVERVIEW 

This module is designed to help committees understand both the actual process andthe value of making decisions by group consensus. It covers the definition of consensus, key behaviors helpful for achieving consensus, and techniques for reaching 
consensus quicker. 
Participants will understand what is meant by group consensus decisionmaking and 
learn how to use a structured process for reaching consensus quicker. 

The workshop leader will: 

(1) Facilitate a discussion of the advantages of consensus decisionmaking; 

(2) 	 Make a presentation defining consensus and the behaviors required for a group 
to reach consensus; 

(3) 	 Lead participants through an exercise designed to demonstrate the superiority
of group over individual decisionmaking; 

(4) 	 Debrief the exercise, facilitating a discussion with the participants which helps
them to interpret their experience, reach conclusions, and think about how they 
can apply consensus decisionmaking in their workplace. 

LESSON OBJECTIVES 

At the end of this workshop, participants will: 

(1) Understand at least two advantages of group over individual decisionmaking: 

* Making full use of the expertise in the group;
 

* 
 Gaining full support from group members for implementing the decision; 

(2) 	 Be able to use a structured process for reaching consensus quicker; and, 

(3) Know of at least one way they can use group consensus decisionmaking at their 
workplace. 
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PREPARING FOR THE MODULE 

Number of participants: One to five groups of 5 to 8 participants (there must be at 
least 1trainer for each group). 

Room 8etup: The room should be large enough to accomodate all of the groups
together, each at a separate table (preferably round). Leave adequate spacing
between tables and do not seat participants between their table and the workshop
leader. Number the tables so groups can be easily distinguished. There should be 
plenty of wall space where information can be posted and easily seen by the 
participants. There should be good lighting and adequate ventilation to maintain a 
comfortable temperature [See the (D1) Room Setup for an example]. 

Equipment: For each group, 1 flip chart, 1 roll of tape, 4 markers (2 black, 2 other 
colors), 1 calculator; in general, 1overhead projector with table, screen and overhead 
markers, a refreshment table, and materials table. 

Refreshments: At a minimum, provide water. Your participants will feel more 
comfortable ifthere is coffee, tea and soft drinks available in the back of the room so 
they can unobtrusively refresh their cup at any time. Cookies or other snacks are nice 
too. 

Training materials: All handouts and slides Ilisted in the table of contents. If no 
projector is available, transfer the information from the slides to a flip chart to be used 
for the presentation. 

WHAT TO DO BEFORE DELIVERING THE MODULE 

Obtain training in adult learning principles, presentation skills, and discussion 
facilitaticn skills. 

Read and become familiar with all material in this training manual. 

Prepare a flip chart as described in (D2) Lost at Sea rankings. 

Become familiar with the training site and equipment. 

Cut long pieces of tape (so pages do not fall from the wall) and leave them ready 
on the flipcharts. 
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MODULE AGENDA 

This module is designed to last 3 hours including coffee breaks. Time, in minutes, isshown both for each section and cumulatively, ie, (segment time, cumulative time). If you know that the participants will arrive late, then you should schedule additional time.Also, if the module is not being delivered as part of a larger workshop, you should
schedule time for you and the participants to introduce each other. 

(45/45) Introduction to consensus decisionmaking 

(15/60) Break 

(60/120) Lost at Sea exercise 

(15/135) Break 

(45/180) Debrief of exercise & closing summary of module 

T.q\ 



INTRODUCTION TO CONSENSUS DECISIONMAKING 

Time: (45/45) 

Handouts: (H1) Consensus Decisionmaking 

Slides: Consensus $1-$9 

Objective: At the end of this introduction, you want your participants (1) to know the 
definition of a decision made by consensus and (2) to recognize behaviors that will 
encourage consensus. 

As an individual, it is easier to make a decision than when you have to reach 
agreement with other people. On the other hand, what are some of the 
advantages of having more people involved in making a decision? 

People may say more information and experience, more people own the decision and 

are willing to implement it, or other responses. 

What are some ways groups make decisions? 

As participants respond, ask them to give illustrations. Record their responses on the 
flipchart. 

Slide 1: Ways groups make decisions? 

After listening to their responses, show Slide 1 and give illustrations of any of the 
following which they missed. 

Group decision by omission: "Ithink we sould'introduce ourseivs.. . 
Silence. Noone objects. So agreement is assumed (but this remains 
ambiguous). 

. Decision by one: "1think we should introduce ourselves. My name is Kovacs 

Istvan.'" 

. Decision by two: Istvan: "1wonder if it would be helpful if we introduced 
ourselves?" Ildiko: "1think it would, my name is Kiss ldiko ... " 

Decision by a minority -- one or more: "Does anyone object?" or "We all 
agree." 

Decision by a majority: "How many in favor? Against? Neutral?" 

• Polling: "Let's see where everyone stands; what do you think?" 

Consensus testing: Exploration to test for opposition and to determine 
whether opposition feels strongly enough to be unwilling to implement
decision; not necessarily unanimity but essential agreement by all. 
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Slide 2: Full definition of consensus. 

Learning to reach consensus decisions is vital to effective committee work. By
definition, a consensus decision is one that all group members can understend 
and support without feeling they are compromising anything important. 

The consensus decision may not be everyone's first choice, but 
everyone feels they have been heard, and 
everyone can live with the decision. 

Lets review the components of the definition of consensus. 

S!lde 3: All members agree orn single aiternative. 

A group reaches a consensus when, after a full discussion, all group members 
finally come to agreement on a single alternative course of action. In other 
words, if asked separately what the group decided, each member would give the 
same response. 

Slide 4: All points of view understood. 

Each group member can honestly say to the other group members, "I believe 
that you understand my point of view. You may not agree with my point of view 
but I feel you have heard my concerns." And each can honestly say, "I also 
believe that I understand your point of view. I have listened to you and I have 
considered what you have said, whether or not I agree with you." 

Slide 5: All support the decision. 

Whether or not I refe this decision, I Eu.Drt it, because it was reached in an 
open and fair manner. Everyone expressed their concerns and fully discussed 
the alternatives. We are all satisfied that this solution is the best response to this 
problem at this time. It answers the concerns we have raised and we all support 
it. 

Repeat Slide 2. 

Though I may personally prefer a different alternative, this one is acceptable to 
me and appears to have support from all of the group members, while my
preferred choice does not have as much support from the group as a whole. 
The important word here is "acceptable." I am not being asked to support a 
decision which I cannot accept, only because the majority voted for it. 
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Slide 6: Listen, encourage participation, share information. 

In order for group members to be able to say this about a decision, we need to 
follow certain guidelines during the discussion which produces the decision. 

LL51eniag is the secret of most successful committees. You cannot learn
anything while you are talking. On the other hand, people are more willing to
consider your ideas if they feel that you have listened to theirs. 

But it is not easy for all people to share their ideas. Some of us do not talk
because we feel emabarrassed or we do not think our ideas are important. So
the group needs to encourage people to Darticoate. At the same time we 
should not force someone to speak when they do not want to. 

Nevertheless, we all have a responsibilityto shareinformatn, otherwise the
resulting decision will be less effective. The purpose of making a group decision 
is to benefit from all of the experience and knowledge of every member. 

Slide 7: Don't agree too quickly, don't bargain, don't vote. 

Do not change your mind simply to rcach agreement or maintain harmony.
When agreement comes too quickly and easily, be suspicious. Only change
your opinion when you have heard convincing reasons. Ask questions and test
the reasoning. If you give in only to maintain harmony, you will not believe in the 
group's decision and therefore will not really support it. 

Similarly, do not support someone else's idea only so that they will support one
of your ideas on a different issue. This only increases the number of decisions 
which lack real support from all members. 

Do not vote or flip a coin. This does not generate agreement about the decision,
this simply divides the group into winners and losers. Your objective is to create
the best solution by recognizing and integrating important features of alternative
solutions, not by voting whole solutions away. While sometimes we cannot 
accept something as a whole, there may be parts of it which we can support. 

Slide 8: Treat differences as a strength, but avoid arguing blindly for your own views. 

Differences of opinion are natural. Such disagreements can improve the quality
of the group decision. There is a greater chance that the group will produce
better solutions when members are forced to provide convincing reasons which 
can overcome the skepticism of others. It is better to identify disagreements
during the discussion, then to wait unlil the group is trying to implement the 
decision. 

While you should express your disagreement, do not be stubborn. Present your
point of view as clearly and logically as possible. Listen to others' reactions and
consider those reactions carefully before you continue arguing. 
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Slide 9: Seek a win-win solution that can be supported by all. 

Finally, do not assume that someone must win and someone must lose when the
discussion reaches a stalemate. Instead, look for the next most acceptable
alternative for the group. Taking everyone's second choice may produce better
results for implementing a decision, than taking the first choice of the majority
and facing the resistance of the minority. 

BREAK
 
Time: (15/60)
 

LOST AT SEA EXERCISE: ADVANTAGES OF GROUP DECISIONMAKING
 
Time: (60/120)
 

Handouts: (H2) Lost at Sea: Individual Worksheet, (H3) Lost at Sea: Team Worksheet,
(H4) Lost at Sea: Answer and Rationale, (H5) Lost at Sea: Scoring Grid, (H6) Lost at 
Sea: Scoring Instructions 

Objective: At the end of the exercise, you want your participants to (1) feel that they
have successfully reached a consensus; and (2) have successfully used techniques for
speeding up consensus. _ 

Now we are going to practice making decisions as individuals and by group 
consensus.
 

Distribute (H2) Lost at Sea: Individual Worksheet. Review the directions with the group
and tell them they have 15 minutes to complete their individual rankings. Do not 
collect the individual rankings. 

Next ask the group to work as a team using consensus decisionmaking to rank the
survival items. Refer the participants to the guidelines in (H1) Consensus 
Decisionmaking in order to reduce behaviors that hinder consensus. 

Next distribute (H3) Lost at Sea: Team Worksheet to each participant. Tell them they
have 35 minutes to reach a consensus on the ranking of survival items. Tell them that 
you are going to help them by using a structured process. You should have the flip
chart already prepared in advance. 

We now have 35 minutes to reach a consensus about the ranking of these
survival items. That is not very much time to deal with such a large amount of
data. With so many items and so many people, there may be many different
opinions. Please allow me to organize your discussion in a structured way. 
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First, let me ask you the following question: Does anyone have any particular
experience or training, which the group should know about, that makes your
opinions more likely to be correct? 

Do not allow the group to get side-tracked on a long discussion about this, just allow 
people to briefly report such experience or training. Then move on. 

Now, each person should read their individual rankings and we will record them 
on the flip chart. Then we will add the total rankings for each item and place the 
items in the order of the lowest score to the highest score. This is only to give
us information which will allow us to continue the process of coming up with a 
group consensus, we are not boud by the results of this simple mathematical 
process, because noone has yet had the opportunity to explain why some items 
should be ranked higher than others. 

See (D2) Lost at Sea rankings for an example. After recording and tabulating, write the 
items on a fresh flip chart page in order of the group's collective ranking. Draw
horizontal lines dividing the list into three groups: high, medium and low priorities. 

While the difference between ranking an item a high or low priority is important,
it may not be very significant whether an item is third or fourth. I would like to 
focus your attention on the three groups. Think about whether there are any
items which you feel strongly should be placed in a different group. 

You may make a proposal to move an item and explain your rationale; however, 
at this point I would like to ask group members not to argue about these
proposals. We will simply record them, listen to the rationale, and go to the next 
proposal. 

Record people's proposals on the flip chart, ask for the rationale, and stop others from
providing counterarguments. When all of the proposals have been listed, check for 
consensus on each one. Ask: 

Does anyone disagree with this proposal? 

If no one disagrees, implement the proposal. If anyone disagrees, move on to the next
proposal. When you have implemented all of the non-controversial proposals, then ask
for participants to discuss their differing views about the remaining proposals for a brief 
period. 

After the discussion, check with the group to see how many support the proposal and
how many are against it. Then ask the minority to try and come up with an alternative
proposal which they believe the majority can support. Remind both sides that in order 
to reach a consensus, sometimes both sides have to support something which is not 
either side's first choice. We want to achieve a win-win solution. 
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Ifthe group is unable to come to a consensus, then ask someone from the majority to 
demonstrate that they understand the minority's reasons for opposing the majority
position and then bring the exercise to a close, pointing out that their is strong
opposition which will produce resistance that must be dealt with. 

After 35 minutes, distribute (H4) Lost at Sea: Answer and Rationale. Mention that 
these answers were produced by experts. Also distribute (H5) Lost at Sea: Scoring Grid 
and (H6) Lost at Sea: Scoring Instructions.Give participants a break and ask them to 
be ready to share their results when they come back in fifteen minutes. 

BREAK 
Time: 	(15/135) 

DEBRIEFING LOST AT SEA & CLOSING SUMMARY 
Time: (45/180) 

Slide: S10 

Objective: At the end of the debrief, you want your participants to be able to: 

(1) Tell you the definition of a decision made by consensus; 

(2) Tell you behaviors that will encourage consensus; 

(3) Tell you the two synergistic benefits of consensus: greater expertise and 
support; and, 

(4) Tell you that a structured process helped them reach consensus quicker. 

(5) 	Tell you situations in their workplace where they can use consensus 
decisionmaking. 

Step 1: Describing what happened 

Ask participants to tell you their scores and record these on the flipchart. Ask people 
to describe what happened during the exercise. At this point you are not looking for 
conclusions, simply descriptions like: 

"The group's score was better than the average of the individual scores."
 
"Some individuals did better than the group."
 
"We all agreed on the group's ranking."
 
"We did not listen to the expert in the group."
 

Record participants' responses. 
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Step 2: Interpreting what happened 

Ask questions like: 

What do you think about the differences between the individual and team 
scores? 

What do you think about the difference between the average individua&l score 
and the team's score? 

You had experts in your group who scored better than the team. Did you make 
full use of their expertise? Why or why not? 

How well did your group do in reaching consensus? Which guidelines did you 
follow? Which did you disregard? 

Again, record participants' responses. 

Step 3: Reaching conclusions about what happened 

Ask the group to tell you what they can conclude from this exercise. What did they 
learn from the experience? Answers might include: 

"Group decisions are better than individual decisions." 

"While some experts may do better than the group, the group will support it's 
own decision making it more effective." (Here you can give example of the 
company which had a problem with a high percentage of items falling off the 
conveyor belt and breaking. The assembly workers developed a proposed 
solution which was technically inferior to that of the company engineer. The 
engineer's solution was implemented but the defect rate did not improve 
significantly. Then the workers' proposal was implemented and the results were 
significant. The workers made thbei solution work.) 

"There are times when group decisions take too long to make and an individual 

has to decide quickly." 

Record the participants' responses. 

Slide 10: Synergy. 

Synergy is combined or cooperative action, especially where that action has a 
greater total effect than the sum of the individual efforts. 

Synergy is evident when two or more people achieve an effect that each one 
alone could not achieve, when a group working together scores even better than 
its most knowledgeable member. 
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The rankings in Lost at Sea provide numbers that allow you to easily see the 
advantages of group over individual decisionmaking. 

You can expect two synergistic results from group consensus decisionmaking. 
First, you draw out the expertise of all the members more fully because of the 
exchange of opinions. Second, you gain greater support for implementing the 
decision by dealing with the resistance during the discussion and finding 
alternatives which are acceptable to all. 

Step 4: Applying the learning to the learner's real world 

Today we did a number of things. In the beginning, we talked about different 
ways groups make decisions. This included decisions made by the chair person 
and decisions made by voting. What did we say were the disadvantages of 
voting? 

People should say that it creates losers who are potential resistors to the 
implementation of a decision. 

What is a decision made by consensus? 

People should be able to repeat the definition. 

Did you feel that the group listened to your ideas?
 
Do you feel you understood the ideas of the other group members?
 
Did you support the group's ranking of the items even though it differed from
 
your original individual ra.nking?
 

What are the advantages of consensus decisionmaking?
 

People should say that it produces better decisions which (1) use the expertise of the 
group and (2) are supported by all members of the group so that they can be 
implemented quicker and easier. 

What helped us reach a consensus so quickly; we only had 35 minutes. 

"Using a structured process."
 
"Following the guidelines and avoiding unnecessary arguing (thounmh we did
 
exchange differences of opinion when it was relevant to the task)."
 

We saw during the exercise "Lost at Sea" that making decisions by consensus 
yielded better results. Of course, this was only a workshop exercise. Can you 
think of occasions in your workplace where decisions could be made by 
consensus?
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DIAGRAM 2: LOST AT SEA RANKINGS
 

STEP 1: 
ITEM Janos Miklos Istvan Ilona Eva Total 

Sextant 3 15 4 1 12 35 

Mirror 14 3 10 15 11 53 

Water 1 4 3 2 1 11 

,Netting 15 8 9 14 7 53 

Army C rations 2 9 14 3 14 42 

Maps 7 2 13 13 13 48 

Cushion 10 7 5 4 4 30 

Oil-gas 13 13 12 12 15 65 

Radio 12 1 8 5 2 28 

Repellant 6 14 6 11 3 40 

Plastic 4 10 15 6 6 41 

Rum 11 11 1 10 9 42 

Rope 9 5 2 7 5 28 

Chocolate 5 12 11 9 10 47 

Fishing kit 8 6 7 8 8 37 

STEP 2: 
HIGH 1 

2 
3 
4 
5 

Water 
Radio 
Rope 
Cushion 
Sextant 

MIDDLE 6 
7 
8 
9 
10 

Fishing kit 
Repellant 
Plastic 
Army C rations 
Rum 

LOW 11 
12 
13 
14 
15 

Chocolate 
Maps 
Mirror 
Netting 
Oil-gas 



CONSENSUS DECISIONMAKING 

DEFINITION OF CONSENSUS 

A group reaches consensus when: 

All members agree upon a single alternative* 

Each member believes the group understands his or her point of view* 

* Each member understands the others' points of view 

* Whether or not the decision is each member's first choice, they support it 

because:
 

- The decision was reached fairly and openly
 

- It is the best solution for the group at this time
 

GUIDELINES ON REACHING CONSENSUS 

1. Listen: Pay attention to others 

2. Encourage participation 

3. Share information 

4. Do not agree too quickly 

5. Do not bargain or trade support 

6. Do not vote 

7. Treat differences of opinion as a strength 

8. Create a solution that can be supported by all 

9. Avoid arguing blindly for your own views 

10. S. ok a win-win solution 

Hi..
 
Hi 



LOST AT SEA: INDIVIDUAL WORKSHEET 

Instructions: 

You are adrift on a private yacht inthe South Pacific which is now slowly sinkingdue to an accidental explosion. Your location is unclear because of thedestruction of critical navigational equipment. Your best estimate is that you areapproximately one thousand miles away from the nearest land. 

You expect friends and family to notify the appropriate international authoritieswhen you do not show up as scheduled today; so you hope that an air-sea 
rescue team will be looking for you. 

Below is a list of fifteen itens that are intact and undamaged after the fire. Inaddition to these articles, you have a serviceable, rubber life raft with oars largeenough to carry yourself, the crew, and all the items listed below. The totalcontents of all survivors' pockets are a package of cigarettes, several books of
matches, and five one-dollar bills. 

Your task isto rank the fifteen items below in terms of their importance to yoursurvival. Place the number 1by the most important item, the number 2 by thesecond most important, and so on through number 15, the least important. 

Sextant 

Shaving mirror
 
Twenty-liter can of water
 

Mosquito netting
 
One case of U.S. Armcy C rations
 
Maps of the Pacific Ocean
 
Seat cushion (flotation device approved by the Coast Guard) 
Eight-liter can of oil-gas mixture 

Small transistor radio 

Shark repellant 
Two square meters of opaque plastic 
One liter of 80 percent Puerto Rican um
 
Five meters of nylon rope
 
Two boxes of chocolate bars
 

Fishing kit
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LOST AT SEA: TEAM WORKSHEET 

Instructions: 

This is an exercise in group decisionmaking. Your group is to employ the group 

consensus method in reaching its decision. This means that the prediction for 

eac;-; of the fifteen survival items must be agreed upon by each group member 

before it becomes part of the group decision. Consensus is difficult to reach. 

Therefore, not every ranking will meet with everyone's complete approval. As a 

group, try to make each ranking one with which all group members can at least 

partially agree. Here are some guides to use in reaching consensus. 

Avoid arguing for your own individual judgments. Approach the task on the1. 
basis of logic. 

if it is only to reach agreement and avoid2. 	Avoid changing your mind 
conflict. Only support solutions if you are able to agree at least somewhat. 

3. 	Avoid "conflict-reducing" techniques such as majority vote, averaging, or 

trading in reaching your decision. 

a hindrance in4. 	 View differences of opinion as a help rather than 

decisionmaking.
 

Sextant 

Shaving mirror 

Twenty-liter can of water 

____ Mosquito netting 

_One 	 case of U.S. Armcy C rations 

Maps of the Pacific Ocean 

Seat cushion (flotation device approved by the Coast Guard) 

Eight-liter can of oil-gas mixture 

Smal; transistor radio 

Shark repellant 

Two square meters of opaque plastic 

One liter of 80 percent Puerto Rican rum 

Five meters of nylon rope 

Two boxes of clioco!,tc bars 

Fishing kit 

113 



LOST AT SEA: ANSWER AND RATIONALE
 

According to the "experts", the basic supplies needed when a person is stranded in 

mid ocean are articles to attract attention and articles to aid survival until rescuers 

arrive. Articles for navigation are of little importance: Even if a small life raft were 

capable of reaching land, it would be impossible to store enough food and water to 

subsist during that period of time. Therefore, of primary importance are the shaving 

mirror and the eight-liter can of oil-gas mixture. These items could be used for 

signaling air-sea rescue. Of secondary importance are items such as water and food, 

e.g., the case of Army C rations. 

A 	brief rationale is provided for the ranking of each item. These brief explanations 

obviously do not represent all of the potential uses for the specified items but, rather, 

the primary importance of each. 

1- Shaving mirror
 
Critical for signaling air-sea rescue.
 

2-	 Eight-liter can of oil-gas mixture 
Critical for signaling -- the oil-gas mixture will float on the water and could be 

ignited with a dollar bi!I and a match (obviously, outside the raft). 

3-	 Twenty-liter can of water 
Necessary to replenish loss by perspiring, etc. 

4-	 One case of U.S. Army C rations
 
Provides basic food intake.
 

5-	 Two square meters of opaque plastic
 

Utilized to collect rain water, provide shelter from the elements.
 

6-	 Two boxes of chocolate bars
 
A reserve food supp!y.
 

7-	 Fishing kit 
Ranked lower than the candy bars because "one bird in the hand is worth two 

in the bush." There is no assurance that you will catch any fish. 

8-	 Five meters of nylon rope 
May be used to lash equipment together to prevent it from falling overboard. 

9-	 Floating seat cushion 
it could function as a life preserver.If someone fell over -)ard, 

10- Shark repellent 
Obvious. 
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11- One liter of 80 percent Puerto Rican rum 
enough to use as a potential antiseptic for any 

Contains 80 percent alcohol --

injuries incurred; of little value otherwise; will cause dehydration if ingested. 

12- Small transistor radio 
you are out of range

Of little value since there is no transmitter (unfortunately, 


of your favorite AM radio stations).
 

Maps of the Pacific Ocean 
-- it does not really matter13-

Worthless without additional navigational equipment 

where you are but where the rescuers are. 

14- Mosquito netting 
There are no mosquitoes in the mid Pacific.
 

15- Sextant
 
Without tables and a chronometer, relatively useless. 

The basic rationale for ranking signaling devices above life-sustaining items (food and 

water) is that without signaling devices there is almost no chance of being spotted and 

most rescues occur during the first thirty-six hours, and one can 

rescued. Furthermore, 
survive without food and water during this period. 
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LOST AT SEA: SCORING 	GRID 

Step 3 Step 1 Step 2 Step 4 

Key Team TeamIndividual Individual Ranking DifferenceDifference RankingItem 

1 
Mosqilto Nettng 

1 Case Army C Rations 

Map of the Pacific Ocean 

4 

13 

9 
Seat Cushion (Flotation) 

8-Liter Can Oil-Gas Mix 
2 

12 
Small Transistor Radio 

- 10 
Shark Repellent 

Step 5 Total Scores => 

234 
Team Number1 

Step 6 Average individual score 

Step 7 Team score 

Step 8 Gain score (average individual 

score less team score) 

Step 9 Lowest individual score 

Step 10 Number of individu-l scores lower 

than team score 



LOST AT SEA: SCORING INSTRUCTIONS 

1. Record your individual ranking under Step I. 

2. Record the team's ranking under Step 2. 

3. The experts' ranking is already recorded on the grid under Key. 

Record under Step 3 the differences between your individual ranking of each 

item and that of the experts. For example, if the experts rank a particular item 

9 and your answer is e, record a 6 under "individual differences" for that item. 

a minus sign if your ranking happens to be higher than the 

(Don't recordexperts'.) 

Similarly, recorde under Step 4 the differences betwee;i the team's and the 

4. 

experts' ranking for each item.
 

5. Total the numbers in the first column to get your individual score (Step 5). Total 

the numbers in the last column to get the team score. 

on the line labeled Step 6. 

6. Record the average individual score for each tean 

(Ask for individual scores for each team, total them on the calculator, and divide 

by the number of members on the team.) 

score (from Step 5) on the Step 7 line under the team's 

7. Copy each team'snumber. 

Record in Step 8 the di[fierence between each team's average individual score 

score is lower (lower equals better) than the 
8. 

and the team score. If the team 
as a result of teamwork. If the 

average individual score, there was a gain (+) 

team's score is higher than the average individual score, there was no gain (-). 

9. Record in Step 9 the lowest (best) individual score from each team. 

10. Record in Step 10 the number of individual scores from each team that were 

lower (better) than the team score. 



Ways Groups Make Decisions 

By omission By a minority 

By one By a majority 

By two Polling 

Consensus testing 

Consensus SI 



DEFINI ITION OF CONSENSUS 

All understand and support without 
compromising; 

May not be everyone's first choice, but 

* Everyone has been heard, and 

* Everyone can live with the decision. 

Consensus 52 



All agree on single alternative
 

* After a full discussion 

* Uniform understanding of decision
 

0Consensus S3 
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* We may disagree, but... 

* You understandmy point of view
 

* I understand your point of view 

Conspnsus S4 



ALL SUPPORT THE DECISION 

* May not be 1st choice, but I support it 

* Alternatives fully & openly discussed
 

* All agree... 

- Best response at this time 
- Answers our concerns 

Consensus S5 
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GIDELINES FOR CONSENSUS
 

* Listen 

* Encourage participation 

* Share information 

Consensus S6 



MORE GUIDELINES...
 

Don't: 
- Agree too quickly 

Bargain 
Vote 

Consensus S7 



::)LIFFERENCES OF OPINION 

* Treat as a strength 

* But avoid arguing blindly 

Consensus S8 



SEEK A WIN-WIN SOLUTION 

* Do not accept losers 

* Find acceptable alternatives
 

Avoid minority resistance
 

Consensus S9 
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Sy ergy 
* Total greater than sum of parts 

* Consensus produces... 

Synergy of expertise 

Synergy of support for the solution 

consensus SIO 



KONSZENZUSON ALAPULO
 
CSOPORTOS DONTESHOZATAL
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Ezt az anyagot a USAID finanszfroz~sAval Daniel Bell (Kent State University, Northeast 
Ohio Employee Ownership Center) kdszftette a Coopers & Lybrand/Chemonics 
International sz~mAra. 

A k6vetkez6 anyagok a "Csoportos hatdkonysgg oktatAsAnak" kdzik6nyv~ben tallhat6 
anyagokon alapulnak, amelyet az EgyesGlt Allamok Munkafigyi MinistzriumAnak 
"Munkavg.llaI6-munkaad6 kapcsolatokka] 6s egyittmtik6ddssel foglalkoz6 programjAnak" 
keretdn belGI kdszftettek: 

Bevezetds... 



ATTrr NTf-S 

Ez a modul az~rt k~szflt, hogy segftsen a bizotts~goknak, TflunkacsoportoknaI( meg~rteni
egyrdszt mag~t a folyamatot, m~srdszt a csoportos konszenzuson alapul6 dOntshozatal 
drtdk~t. Tartalmazza a modul tovAbbA a konszenzus definfci6jgt, a konszenzus eldrdsdt 
el6segft6 M6 viselked~si formn~kt, valamint a konszenzus gyorsbb eI6r~sdt el6.segft6 
technikikat. 

A rdsztvev6k meg~rtik, mit jelent a konszenzuson alapul6 csoportos d6ntishozatal, is
 
megtanulj~lk, hogyan szerkesszdk meg a folyamatot, ha azt szeretndk, hogy hamnarabb
 
Idtrej~jj6n a konszenzus. 

A foglalkozAs vezet6je: 

(1) 	 Eszmecser~t kezdemdnyez a konszenzuson alapul6 d6ntdshozaWa el6nyeir6l; 

(2) 	 EJ5adAst tart, melynek sordn meghatArozza a konszenzus fogalm~t, valamint azokat 
a viselkedL5si form Ukat, amelyek.Te a csoportnak szfiksdge van ahhoz, hogy
konszenzusra tudjon jutni; 

(3) 	 V~gigvezeti a rdsztvev6ket egy olyan gyakorlaton, arnelynek cd1ja a csoportos

d6nt~shozatal els6bbs6ghnek demonstrJldsa az egydni dbntdshozatalaI szemben;
 

(4) 	 Osszegzi a gyakorlatot, eszmccser~l kezdem~nyez a rdsztvev6kkel, amely segfti
6ket abban, hogy tapasztaataikat tolm~csolni tudjAk, kbvetkeztetdseket vonjanak
le, is elgondolkodjanak azon, hogyan tudnlk a konszenzuson alapu]6 
d6nt~shozatalt a sajAt munkahely~ik6n alkalmazni. 

A FOGLALKOZAS CItiUA 

A foglalkozAs v~gdre a rdsztvev6k: 

(1) 	 Meg&-tik a csoportos d6ntc~shozatal IegalAbb kit eI6nydt az egydnivel szemben: 

A csoport teijes szakdrtelme hasznosul; 
* A d6ntds v~grehajtd-st a csoport tagji egy6ntet~en tAmogatj&k; 

(2) 	 K~pesek Iesznek a folyamat szerkezet~t iOgy alakftani, hogy hamara bb 
konszenzusra lehessen jutni; is 

(3) 	 Lega]Abb egy m6djdt ismerik annak, hogyan lehet a konszenzuson alapul6 
csoportos d6ntdshozatali m6dszert sajAt munkahely~k6n alkalmazni. 

MzI 
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A MODULRA VAL6 FELKIfSZ'fttS 

A r~sztvev6k szAma: Egy vagy 6t 5-8 f~b~l A116 csoport (minden csoportnak legyen 
IegalAbb egy oktat6ja). 

A helyis~g elrendez~se: A helyis~g legyen eldg nagy ahboz, hogy az 6ssz,:.s csoport 
egyszerre elf~rjen benne, minden egyes csoportnak Iegyen kri16n asztala (legjobb, ha 
kerek). Az asztalok kbz6tt Iegyen eliegend6 hely, s ne O~tessiink egyetlen rdsztvev~t Serm 
csoportjdnak asztala ds a foglakozAs vezet6je k6zd. SzAniozzuk meg az asztalokat, hogy 
a csuportokat kcinnyO legyen elkil6nfteni egyrnAst6l. Legyen elegend6 fires falfelfilet, 
ahovA az informAci6kat tartalmaz6 flipchart-papfrok lditehet6k, hogy azokat minden 
rdsztvev6 j61 lAthassa. Legyen megfele]6 vilAgftAs, s kg-yen I6gkondicinSlIs, vagy olyan 
szell6ztet~si lehet6sdg, bogy a h6mdrsdklet vdgig kcllkmes, mamradjon [A Ielyist'g 
elrendeu~selre az 1. diagram ad p~lddit]. 

Eszkiizth Minden egyes csoportnak szilksdge van I flipchart-ra, I tekercs 
rag~aszt6S7-lagra, 4 fr6eszkbzre (2 fekete, 2 szfnes), I sz~mol6g~pre; az eg~sz foglalkozAs 
szAm~ra k,;] ezenkivfll 1 frdsveft6 asztalal, v~szonnal cds f6]idira haszn;lhat6 tollakkal, ~ 
kell mdg egy asztal az Qiftknek 6s szendvicseknek, ds egy Hil6n a kellkeknek. 

Udft6k: LegaI~bb tiszta vfz Alljon rendelkezt~sre. A r~sztvev6k jobban drzik magukat, ha 
van kUvd, tea vagy ildft6 a helyis~gben, amivel b~rmilcor nyuoodtan iijrat6lthetik 
poharaikat. Az is j6, ha van n~h~ny szendvics vagy egy kis apr6siltem~ny. 

OktatAsi anyagok: Az 6sszes handout ds f6]ia szerepel a tartaomjegyz~kben. Ha nemn Ml 
rendelkez~sre fr~svetft6, akkor a f6li~k helyett fijuk az inform~ci6t a foglalkoz~son 
haszn~flt flipchart-ra. 

TEEND65K A MODUL VtGIGVITELE EL6TT 

Szerezzi~nk ismereteket a feln6ttkori tanulAs alapeleveir6l, az el6ad6i 
kdszsdgekr6J, s az eszmecserdk ir~inyftAsdnak kdszsdgir6l. 

* 	 Olvassuk vdgig ds ismeuiilk meg ennek az oktatAsi kdzik6nyvnek a teijes 
anyagAt. 

* 	 Kdszftsiik c16 a flipchart-ot a Haj6troritekrangsoroldsdnak megfelcl6en (2. 
diagram). 

* 	 Ismerkedjixnk, meg az oktatAs belyszfndvel ds eszk6zeivel. 

* 	 VAgjunk le hosszii ragaszt6csfkokat (hogy a lapok ne essenek le a falr6I), s 

tegyilk 6ket 2 flipchart tetejdre, hogy mindig kdzndl Iegyenek. 
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A MODUL NAPIRENDJE 

Ennek a modulnak az id6tartama 3 6ra, a k~vdszinetet is beleszAmftva. Percre pontosan
megadjuk a szakaszok hossz7t ds az 6sszes rendelkezdsre A116 id6b6l eltelt rdszt (a
rszid6t ds az 6sszid6t). Ha tudjuk, bogy a rdsztvev6k kds6n drkeznek, akkor 
kalkulAljunk be ezt ellenstilyozand6 plusz perceket. Amennyiben ez a modul nem egy
nagyobb foglalkozAssorozat rdsze, szAmitsuk be azt is, hogy be kell mutatkoznunk 
egymAsnak. 

(45/45) A konszenzuson alapul6 d6ntdshozatal bevezetdse 

(15/60) Sziinet 

(60/120) 'Haj6t6rbttek" gyakorlat 

(15/135) Szfinet 

(45/180) A gyakorlat 6sszegzdse ds a modul zArsk~ppeni 6sszefoglalAsa 
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IBEVEZETf-S A KQNSZENZUSON ALAPI 	 DON-tSHOZATALBA 

jd6: (45/45) 

Handout-ok: (H 1) IKonszenzuscon alapul6 d~ntisho-zatal 

H6IMi: FI-t6l F9-ig 

C61: A bevezetds v~gdn a c6I annak eh~rdse, hogy a rdsztvev6k (1) ismerjdk a 
konszen~uson alapu16 d6nts definfci6jAt ds (2) felismerj& azokat a vise] ked~sm6dokat,
 
arnelyek eldsegftik a konszenzust.
 

Egyenk~ni konnyebb doi~t hozni, mint oamikor meg ice!! egyezni ?flts embereckel. 
Mdsrlszr67, milyen e!5nyo-UJe!jdr ho tobb ember! is bevonunk a dOnfeshozatalba? 

Az emberek esetleg a t6bb inform~ci6t ds tapasztalatot emlithetik, vagy hogy a d6ntds
 
t6bb ember drnt~se ds azt t6bben hajland6k megval6si'tani, vagy egydb.
 

Milyen 	m6djai vannak a csopor-tos donilshozaralnak? 

Amikor a r~sztvcv6k vAiaszolnak, kdd~k meg 6ket, hogy hozzanak p--6dAkat is. A 
vAlaszokat fjuk fel a flipchartra. 

1. f6lia: Csoportos dont~shozatali m6dok 

A v;Iaszok meghailgatAsa utAn tegyfik fel az 1. f6liAt ds az a]~bbiak k62'OI hozzunk p~IdAt 
azokra, amelyek kimaradtak: 

0 	 Csoporldontds figyelmen kfviil hagyAssal: "TaIln be k~ne rnutatkoznunk..." 
Csend. Senid sem ellenkezik. Tehdt iigy veszik, hogy egyettts van (ez azonban 
nem egyertdimGi). 

* 	 Egydni d6ntds: "ligy vdIem be kMne muiatkoznunk. A nevem KovAcs IstvAn. 

* 	 Kdt ember d6ntdse: IstvAn: "Vajon nem segftcne ha bemutatkozndnk?" Ildik6: 
"De, szerintem igen. Az dn nevem Kiss Ildik6..." 

* 	 Kisebbs~gi d6ntds - egy vagy t~bb: "Van vaiakinek ellenvetese?" vagy 
'Valamennyien egytdrt~ink". 

* 	 Tabbsdgi dkntds: "HAnyan drtenek egyet?" "HAnyan ellenzik?" "Hbyan 
semlegesek?". 

* Vdlem~nykutatAs: "LAssuk kinek mi az Alldspontja; On mit gondol?" 

0 A konszenzus teszteldse: Az ellendrzasek felmdrdse ds annak kiderftdse, hogy ez 
e1dg 	e15s-e ahhioz, bogy a T~sztvev6k re akarj,.k alAvetni magukat a d6ntdsnek. 
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Nem felttlen a teljes, hanem a minimllisan szaksdges egye~trt~st keressfk 

ilyenkor. 

2. f6lia: A konszenzus meghatdrozAsa 

A hatdkony csoportmunkdhoz elengedhetelen a konszenzuson alapul6dOnttshozatal 
megtanuldsa. A definici6 szerinz a konszenzuson alapul6 dontls olyan dontds, amit 
a csoport valamennyi tagia IrT Is tdmogat, anlkail, bogy ggy re., valamifontos 
terAuleten kompromisszumot 

A konszenzuson alapul6 dontus ner feltdtlenal mindenkinek az d vdlasztdsa, de 

* mindend U'gy Irzi, bogy meghallgattdk, 
* a dOntest mindek-i el tudja fogadni. 

Tekintsak dt a konszenzus definfci6jdnak alkot6rlszeit. 

3. fN1ia: Mindenki egyet6rt egy adott alternatfvdval 

Egy csoport akkor Jr el konszenzust, ha teljeskon7 vita utdn a csoport Osszes lagla 
vWgfl egyetertesrejut egy bizonyos cselek-vgsi alternatva mellett. Mdssz6val ha az 
egyes tagokat kal6n-kalon megkdrdezzak, bogy a csoport milyen dbntdst hozott, 
mindegyikiik ugyanazt a vdlaszt adja. 

4. f6lia: Minden nfz6pont 6rthet6 

A csoport minden egyes tagia 6szintgn azt mondhatja a tObbi tagnak, bogy "Ugy 
gondolom, erti az 116spontomat. Lehet, hog), nem ert vele egyet, de dgy trzem, 
hallota a problemdimat. - Tovdbbd mindenki 6szinten azt mondharja, bogy aFn is 
ggy gondolom, bogy ertem az On dIldspontjdt. Meghallgattam Ont, dtgondoltam 
amit mondot, fiiggetleniil art6l, bogy egyetertek-e vagy sem." 

5. f6lia: A dntst mindenki t mogatja 

Att6lfiggetlenal, bogy ez a d~ntgst reszes(rem-e el6'nvbcn, ezt tdmogatom, mivel 
ezt nyflt ds tisztesseges 6iton hoztuk. Mindenki elmondio a problemdj6t, es teijes 
eggszdben dttekintemttk az alternatv6kat. Mindannyiunk megeldgedettst'gere 
szolgdl, bogy erre a probldmdrajelenleg ez a megoldds a legiobb. Ez vdlaszkgnt 
szolgdl a felvetet aggodalmainkraes ezt mindegyiknk tdmogatja. 

A 2. f6lia megism~tlIse. 

Lehet, bogy n szemllyesen egy mdsik megold6st rdszsftek el6nyben, de ez a 
megoldds elfogadha16 a sz6momra, es 4gy tCnik, bogy a csoport Osszes tagidnak a 
dirmogat6sdt tIvezi, mfg az dlta!am el6nyben reszestett megolddst nem rdmogatj6k 
annyian a csoporib6l. Jelenleg a kulcssz6: °e!fogadhat6"w Ner arrakUrnek, bogy 
egy szdmomra el nem fogadhat6 megolddst idmogassak, csak azerr, mert a tObbslg 
erre szavazott. 
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6. f6lia: Egymrns meghaligat~sa, a r,6szv~teI bditorftdsa, az informdci6 megosztAsa. 

Ahhoz, izogy a csoportiagok ezr elmondhwssdk egy dontesr61, az adott d~ntest 
eredmtinyez6 megbesz~lls folyamdn bizonyos irdnyelveket kell kovetnank. 

Az Qdafigyd1i a tirka a legsike7esebb bizorrsdgi iallseknek. Miko5zben besdllibzk, 
semniit sem hallunk. Ugyanakkor az ember-ek tobb hajland6sdgotmutatnak az On 

iezeinek ineghailgatdlstra,ho igy ezik logy On is meghoilgauza az 6treiket. 

Azonban nem ininden embernek konnyz7 elmondani a gondolatait. Van aki azidn 
nern besz~1 szfvesen, inert zavarban drzi inagdt vagy inert zigy gondolja, hogy a 
gondolatal neinfontosak. Tehdt a csoportnak bdtroraiakell oz embere-ke: a 
rlszvtlrelre. Azonban ha valoki nem akarbesdlni, akckor tie er6uessak. 

Ugyanakkor mindannyjunk [ele16'ssege az informdci6 megosv'dsa, tdskilonben a 
hozand5 donzls nem lesz olyan hatlkony. Egy csoporzos donigshozatalceya az, 
hogy profirdijunk valamennyi tag osszes taposztalatdbdles ismerereib6'l. 

7. f6lia: Ne 6-isifink egyet ti! gy-orsan, ne alkudozziink 6s ne szavazzunk. 

Ne gondoijuk meg magunkat csak aze'rr, hogy egyetlr1~s legyen vagy fenninaradjon 
a harmdnia. Legyank gyanakvdak ha rdi gyorsan vagy rat ko~nnyen megszaletik a 
megegyez~s. Csak akkor vdhtozassunk velemenyt, ha meggy~zd' okokat hallottunk. 
Tegyiank fel kerd~sekef es figyeljtzk az J'rvellst. Ha csak azerr 'adiuk meg 
magunkat", bogy a harmdniafennmaradjon, akkor nemfoguzk hinni a 
csoporidJntsben, eppen ezLri valdjdban nem fog/uk azi idmogaini. 

Hasonl6ke'ppen, ne idmnogassuk valaki mds odletet csak azerr, hogy azutdn az illet5 
egy mdsik kUrdlsben melletiiink legyen. Ez csak noveli azoknak a donteseknek a 
szdmdt, amelyek mogott nem 611 az osszes tag valds idmogaidsa. 

Ne szavazzunk es ne dobjunkfel phznzt. Ennek eredm~nyektni nem lesz 
egyeztfries a dont'st illet~en, csupdn megoszuja a csopornot a gy~ztesek es a 
vesvesek tdbordra. A mi cdiunk az, hogy a Iehet6 legjobb doniest hozzuk a 
leherse'ges megolddsok kcnyeges elemeinek bevondsdval, nem pedig teijes donzL'si 
lehei~se'gek leszavazdsdvat. Nteha valdban nem lehet elfogadni valainir teijes 
egeszdben, de lehes'nek olyan rdszei, amiket idmogaini zudunk. 

S. f6Iia: A kfllbnbs~get kcezelj~ik er6ssfgk~nt, de kerilifik az 6inc~hi vitst 

A nt'zetkalonbs~g term6szetes dolog. Az ilyen egyet nem erztisek csak emelik a 
csoponrue~zs mins~get. Ha a csoporitagokatrdvessziik arra, bogy olyan 
meggy6'z5 okokat hozzanak fel, amelyek legy~zik a robbiek ktfelkedeset, akkor 
nagyobb az esely arra, bogy a csoporijobbmegolddsokaz taldi. A ndzeteltireseket 
jobb meghazdrozni a viua sordn, nem pedig vdrni addig, amfg a csoporr 
rnegprdbdJaa donuest iregaldsftani. 

A nizetelut'rlstki kellfejezni, de ne legyahk iltqfejaek. Az dlldsponuunka, a lehet6 



legvildgosabban I~s leglogikusabbanfejezzak ki. lialgassuk meg efs gondoijuk dt 

alaposana tobbiek reakci6jdtmie16~tfolytatndnk az e'rvek~st. 

9. Keressiik a mindenki filtal tAinogathat6, uyer6' megoldisokat 

VdgiiI pedig, amikor a vita eldr egy holtpontot, ne az legyen a c~l, hogy valaki 
feltdtlen nyerjen illetve felt~ten veszf*zsen. Ehelyett inkAbb k-,ressfik a kavetkez6 
alternatfvAt, arni a csopo-t szimlra a Iegelfogadhat6bb. JEgy dOnts 
megval6sftAsakor jobb eredmdnyhez vezethet, ha az 6sszes ember rnlsodik 
vA~asz~st vessziik,, ds nem a tbbbs.61 eMs vAlasztAsAt, aminek k6vetkeztdben 
Szembe talijuk magunkat a kisebb&6;g eiliendllAsAval. 

SZfUNET 

1d6:- (15/60) 

HA.I6TORq*TTEK GYAKORLAT: A CSOPORTOS D6NTf-SHOZATAL
 
EL6NYEI
 
IM6 (60/120) 

Handout-ok: (1H2) Haj6i~)r~tek. Egyeni munkolop, (113) Joj6rrottek.Munkaolap

csoporrok szdmdra, (H14) Haj6i6r~uek. Megoldds es magyardzat, (115) Haj6torotiek.

Pontszdmrdbldzat, (1M1) Haj6trottlek. Az eredml'ny kiszdt~mtdsa
 

C61: A kfvAnt eredmdny az, bogy a gyakorlat vdgdn a r~sztvev6k (1) drezz&k, hogy
sikeriilt konszeilzust eldrniik, ds (2) sikeresen alkalmaztAc a konszenzust felgyorsit6 
technikAkat. 

A k6vetkez6kben gyakorolni fogjuk az egydni illetve a konszenzuson alapul6 
csoportos dbntdshozatalt. 

Osszuk sz~t a (W2) Hoj6tir~iuek. Egylzi munkalap-ot. A csoporual tekints~k At az 
instrukci6kat ds mondjuk el, bogy az egydni rangsorolAs elkdszftdsdre 15 perc All a 
rendelkez&sGkre. Ne szedjak ossze az egydni rangsoroldsokat. 

K6vetkez6 l~p~skdnt k~ijfk meg a csoportot, hogy a konszenzuson alapul6 d~ntdshozatalt 
alkalmazva egy csoportkdnt rangsorolja a tArgyakat. A konszenzust akad~lyoz6
magatartAsok visszaszorftAsa drdekdben kddj~k meg a rdsztvev6ket, bog;,y ndz&6 At a (HI)
Doraeshozatalkonszenzussal irAnyelveit. 

Ezutgn osszuk sz~t a r~sztvev6k k6z~tt a (H13) Haj&~OrOttek. Munkalap csoportok szdmdra 
anyagot. Mondjuk el, bogy 35 perc All a rendelkezdsfikre ahhoz, hogy konszenzust 
ddjenek el a tArgyak fontossAgi sorrendj~t illet6en. Mondjuk el azt is, hogy segfteni
fogunk azza], bogy egy el6re rnegtervezett folyamatot k6vetfink. A flipchart-ot mAr el6re 
el kell kdsziteni. 
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Jelenleg 35 perc dtl rendelkezesre ahhoz, hogy konszenzust er'ank el a tdrgyak 
fontossdgi sorrendjlt illeien. Ez nem sok id6 ilyen sok adathoz k~pest. Ennyi 
te'tel Is ennyi ember esetdben sok kalonbOz6 vlemeny lehet. Kdrem engedjdk meg, 
hogy a vitdt egy strukturdtfolyamaon keresztal vezessem le. 

El6szOr is hadd tegyem fel a kUrdest: Van valaki, aki rendelkezik olyan 
tapasztalattal,vagy rlszesiilt olyan oktzdsban, amir6l a csoporrnaktudnia kellene 
Is aminek a segftsdgtvel az adott illet5 vllemdnye nagyobb val6sznistggelhelyes 
lesz? 

Ne engedjfik meg, bogy a csoport mellkvAgAnyra futva hosszti eszmecser6t folytasson
 
err6l, csak azt tegyfik lehet6vd, bogy az emberek r6viden elmonjAl, ha van ilyen irnyti
 
tapasztalatuk vagy r~szt vettek ilyen oltatAsban. EzutAn 1dpjfink tovdbb.
 

Ezutdn minden szemtly olvassafe a sajdt sorrendjet, Is ezeket (rjukfel aflipchart
ra. Ezutdn Osszesftjak az egyes tdrgyak pontszdmait, es sorrendbedllftjuk 6ket, a 
legalacsonyabbpontszdmt6l a legmagasabbfel haladva. Ez csak informdci6nak 
szdmft, ami lehet6v4 reszi, hogyfolytassuk a csoport-konszenzus kialaktdsdnak 
folyamadt, es egy egyszer7 matematikaiszmftds eredmlnyei nem k*teleznek 
minket, mivel mlg senkinek sem volt alkalma elmagyardzni, hogy egy adott tMel 
miert keritl elt5rlbb mint egy mdsik. 

PMdakdnt nfzzfik meg a (D2) Haj6t6r6ttek rangsorolsdt. Az 6sszefrAs ds a tblA.zatba 
rendezfs utAn a csoport Alta] fel]ltftott fontossAgi sorrendben fijuk fel a tArgyakat egy 
tiszta flipchart papfrra. A tfteleket vfzszintes vonadakkal osszuk hdrom csoportba: magas; 
kozepes ds alacsony fontossAgii cseport. 

Nagy jelent6slge van annak, hogy egy tdrgyat a magas vagy az alacsony 
fontossdgd csopornba helyezank, ugyanakkor az nem igazdnjelent~s, hogy egy 
tdrgy a harmadik vagy a negyedik. A figyelmet magdra a hdrom csoportra 
szeretnm irdnyftani. Gondoljuk dt azt, hogy van-e olyan tdrgy, amir67 'gy 
erezzak, hogy aztfelttlenfl m6sik csoportba kellene tenni. 

Javasolhatjuk,hogy egy tdrgyat tegyenek mdshova, a javaslatm6goui elgondoldst 
elmagyardzva. Szeremnm azonban megkermi a csoporrot, hogy most err6l mig ne 
vitatkozzanak. A ja vaslatokat egyszerienfeltjuk, az elgondoldst ineghallgatiuk,Is 
kOvetkez,5javaslattalfotviatiuk. 

Irjuk fel a flipchart-ra a javaslatokat, kdrdezzfik meg az indoklst, ds ne engedjfik meg, 
bogy a t6bbiek ellendrveket hozzanak fel. MiutAn az 6sszes javaslatot felfituk, 
ellen6rizzfik, bogy mindegyik tekintetfben egyet~rtds van-e. Tegyiik fel a kdrddst: 

Van valaki aki nem er egyet a javaslatral? 

Ha mindenki egyetdrt, akkor fogadjuk el a javaslatot. Ha valaki nem drt egyet, akkor 
ldpjfink tovAbb a k6vetkez6 javaslatra. Amikor elfogadtuk az 6sszes, egymAsnak ellent 
nem mond6 javaslatot, kdrjfik meg a rdsztvev6ket, bogy szAnjanak egy r6vid id6t a 
fennmarad6 javaslatokkal kapcsolatos eltr6 vd1em6nyeik megvitatAsra. 
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A vita utAn ndzziik meg, hogy a csoportb6l h~nyan tAmogatjAk illetve hbnyan ellenzik a 
javaslatot. JTRAna kddjik meg a csoport kisebb rdszdt, hogy pr6b~ijanak olyan alternatfv 
javaslatot tenni, amit elgondo]Asuk szerint a t~bbsdg tAmogatni tud. Mindk6t felet 
emh~keztess~ik arra, bogy a konszenzus eI~rdse drdekdben ndha mindk~t fd1nek egy olyan
megolddst kell tAmogatni, ami egyiknek sem jelenti a Iegjobb megoldAst. Mindkdt fdI 
sz~mgxa inyer6 mego~d~st szeretn~nk ta1~Ini. 

Ha a csoport nemn tud konszenzust cJ~mi, akkor kdrjdik meg valaldit a t6bbsdgb61, hogy
mondja el, bogy 6k megdrtik bogy a 1dsebbs~g midrt ellenzi a t6bbs~gi AIspontot, niajd
ezutAn zijul le a gyalcorlatot anna] meg~lapftAsAval, bogy er6s az eIlen&rz6s, ami 
ellenAI]Ast fog eredmtdnyezni, ezzel pedig foglalkozni kell. 

35 peTc elteltdve1 osszuk sz~t a (W1)Haj6torrouek. MegoLdds3 gs magyardzat anyagot.

Modjuk el, hogy ezeket a v~Iaszokat szak~rt6k adtAk. Szinit~n osszuk sz~t a (HS)
 
Haj6rOr~ztek. Powszdjnvtdbd.zat 6~a (H16) Haj6tororiek.Az eredmeny kiszdmftdsa
 
anyagokat. Ezut~in tartsunk sz~inetet, ds kdj ik meg a rdsztvev6ket, hogy a 15 perces

sziinet ut~n legyenek kdszek a saj~t eredm~nyeik ismertet~sdre.
 

SZfTT 

ld6: (15/135) 

AHAI 6R6TTEX GYAKORLAT KlftRTf-KELfSE 1fS ZA~R6
 
_OSSZEFOGLALAS
 
1d6: (45/180) 

F6]ia: 	FIO 

COI: A kid.rt~kelds vdgdn a cdl az, hogy a rdsztvev6k el tudjAk mondani: 

(1) 	 a konszenzuson alapu]6 dbnt~s definici6j~t, 

(2) 	 a konszenzust e]6segft6 viselkeddsi form~kat 

(3) 	 a konszenzus egyfittrntik6ddsre gyakorolt j6tdkony hatAs~t: a nagyobb 
tapsztalatot ds tArnogatAst, 

(4) 	 egy strukturdlt folyamnat segftette 6ket a konszenzus gyorsabb eldrdsdben, ds 

(5) 	 a munkalielyik6n milyen szituAci6kban tudj~k alkalmazni a konszenzuson 

alapul6 	d6ntdshozatalt. 

1. Idp~s: A tcirt~ntek left-Asa 

Kdjk meg a rdsztvev6ket, bogy mondjdk el a sajAt eredmdnyeiket, ds ezeket fijuk fel 
egy flipchart papfrra. Most mdg nem vArunk semmilyen k6vetkeztetdst, csak egyszer-O 
lefi-Asokat, mint p1.: 
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'A csoport erdmdnyei jobbak voltak, mint az egy~ni pontsz~mok Atlaga." 
*Volt ai jobb eredm~nyt drt el mint a csoport."
 
'A csoport Ital feldllftott rangsorral mindenki egyet~rtett."
 
"Nemn figyelt~nk oda a csoportban W&6 szak~rt6 vdlerndnydre."
 

frjuk fel a r6sztvev6k vdiaszait. 

2. 16p&s: A tbrtinteh 6rtelmez&se 

Tegyiink fel az a]Abbiakhoz hason16 kdrddseket: 

Mi a v~flemnnyC&k az egyefni- Is a csopor-eredint'ny koz~tui kzIlnbsL'gr67? 

Mi a v~lem~nyiak az 65tlagos egevni- I~s a csoport dulal ehfrr eredmeny kOzOti 
kzlhnbs~grJl? 

A csoporiban voltak szakeraberek, akik a csoporriz6ljobb porzzszdnokat adiak. 
Maximdlisan kihaszn~llrdi az J tapaszalaaikat? Miteri, vagy mieri nem? 

Mennyire volt sikeres a csoport a konszenzus eler~s~ben? Milyen irdnyelveket 
ko vetie? Melyikeket hagytdk figyelmen kfvW~? 

A rdsztvev6k vA]aszait most is jegyezz~k fe]. 

3. 16p~s: Konszeazus elr~se a tbirtntekkeI kapcsolatban 

K~rdezz~k rneg ?,csopoit,5, hogy milyen k6vetkeztetdseket tud levonni a gyakorlatb6l. 

A vAaszok kbzbtt lehetnek az a1dbbiak: 

"Acsoportos dbnts jobb, mint az egydnif." 

"Lehet, hogy a szak~rt6k jobban drtik a dolgokat mint a csopori, de a csoport 
tAmogatja a saj~t dbnt~s6.t, arni a d6nt~st hat~konyabbA teszi. (Itt Pd61dak~nt fel 
lehLt hozni ax't a vwlalatot, ahol nagy szAzaI6kban el6fordult az, hogy a tArgyak 
leestek a sz~ift6szalagr6] tds eltbrtek. A murikAsok javasoltak egy megolddst, amni 
tecinikailacg gyengdbb volt, mint a vdllalati nmdrn6k javaslata. A m~m~k 
rnegolciAsa lett elfogadva, de a hibaar-Sny nera nagyon javult. Ezek utAn a 
munkAsok javaslat~t vaIlstottR. meg, ami jelent6s eredm~nyeket hozott. A 
rnunkAsok a RW~ megolddsukat segftett~k 61~5.) 

"Van olyan helyzet, arnikor a csoportdMnts tidI sok id6t venne ig~nybe ds az 
egydnnek gyorsan kell d~ntenie." 

fjuk fel a rdsztvev6k vAiaszait. 
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10. f6lia: Szinergia (egyiittmu-kod&s) 

A szinergia egy kombindlt vagy egyiuntes cselekeder, ktlonosen ort, ahol egy ilyen 
cselekedemnek nagyobb az osszhazdsa, mini az egyl'ni er~feszttgsek osszessegt'nek. 

As-zinergia rkixr vg~~fn7 ,erznikxr vagy Irbb e.rnb~r oyneredrnenr 6r 
el, arnit egyenldnt iern rud~ak vona, tovdbbd amikor egy csoport egyiait dolgozva 
mdg a legrapasztiltabbtagndl isjcbb eredrnnyt er el. 

A Haj6lr~rurekgyakorlat rangsorolsa olyan szdmnokaz erednu~ynyez, amiknek a
 
segfrseg~vel konnyen ldihat6, Iwgy mi/yen e!6nyei vannak a csoportos
 
donzlshozatalnak az egy,'ni doizlshozatailalszernben.
 

A konszenzuson alapul6 dt~nishozatalt6IkUt eredinanyt vdrhcaunk az 
egyitrnuk~d~s ieralet&. El6'szor is az eszmnecsere kovetkezrnanye az, hogy a tagok 
iapaszitalataii(gy ntgyobb mrnirzkben felhasvidljuk. lvfdsodszor, a dontts 
megvahisfrdsdhoz nagyobb tdrnogatdst nyerhetank azcdltal, hogy a vita alatt 
fog/alkozunk az eIlen.(11dssa1 es olyan alrernartvdkat keresank, amik mindenki
 
szdmndra e/fogadhat6ak.
 

4. JMp~s: A tanultak allcalxaz~sa a tanulft val6s vihig~iban 

Ma nagyon sok do/got csin4dltunk. EIdszor is a csoportos do)nt~shozatalkakonfe'le 
rn6djair6lbeszeIntad, tobbek kOzort a vitwvezet'6 dlial hozort e's a szavaz6s 4rfjdn 
elrz dtonitsekr'il. Mic is voirak a szavazds hdtrrnyai? 

A r~sztvev~knek itt meg kellene e.nlfteni, hogy a szavazAs veszteseket teremt, akik 
a dbntds megva]6sft~sdnak potenci~Js ellenz6i. 

Mit jelen; a konszenzuson alapul6 donteshozotal? 

A rdsztvcv6knek meg kell tudni ismdtelni a definfci6t. 

trezie, hogy a csoport odafigyelt az oi/eieire?
 
Ugy e-zi, hogy mege'riette a csoport tobbi tagidnak a ntizeteit?
 
Tdmogarja a csoporz rangsoroldsdt akkor is ha az ehigr az On erededi egylni 
rangsoro/dsdz6l? 

Mik a konszenzuson alapul6 dOnteshozaal et~nyei? 

A rdsztvev6knek itt azt kell elmondani, hogy ez jobb credmdnyekhez vezet,
 
amelyek (1) felhaszndJjRi~ a csoport tapasztalatait ds (2) amelyeket ffinden
 
csoporttag tAmogat, fgy czeket k6nnyebben &sgyorsabban meg lehet val6sftani.
 

Mit67 sikeriilr i/yen gyorsan elerni a konszenzust, hiszen csak 3S perc LI/it
 
rendelkezc'sre?
 

"Strukturd]t folyamat alkalmazisa." 

SZ]I1 LO 



"Az ir~.nyelvek k~vet~se ds a szf~ks~gtelen vit~ik elken-3I6se (ugyanakkor helyt 
adtunk az elt~r6 vdlem~nyeknek, amikor az relevAns volt)." 

A Haj~uorotekgyakorlat sordn Idthattuk, hogy a konszenzuson alapul6 
d~ndeshozataljobb eredrnzyekhez vezet. Ez terml'szetesen csak egy 
miuhelygyakorlt volf. Tudndnawk olyan munkahelyi helyzeieket emlfieni, alzol a 
donzdseket konszenzus olapjdn lehetne ineghozni? 

SZ12\0
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2. DIAGRAM: A "HAJOTORTTEK" RANGSOROLA'SA
 

I.LlP]S: 

__TEL J~nos Mikl6s Istv J Ilona tvajOsszesen 
S1 ksztAns 3 15 4 dI 12 35 

TfkCr 14 3 10 15 11 53 

Vfz 1 4 3 2 1 11 

H16 15 8 9 14 7 53 

Hideg61elem 2 9 14 3 14 42 

Tdrktpek 7 2 13 13 13 48 

Felfi hat6 pmna 10 7 5 4 4 30 

Gdzolaj 13 13 12 12 15 65 

RAd>< 12 1 8 5 2 28 

Cpariaszt6 6 14 6 11 3 40 

Mianyag 4 10 15 6 6 41 

Rum 11 11 1 10 9 42 

K6t6l 9 5 2 7 5 28 

Csoko]Ad6 5 12 11 9 10 47 

Horg:szfelszerel6s 8 6 7 8 8 37 

2. LEPES: 
MAGAS 1 Viz 

2 RAdi6 
3 K6tdl 
4 Pona 
5 Szeksztns 

KOZEPES 6 Horgszfelszerels 
7 Cpariaszt6 
8 
9 

Mfanyag 
Hideglelem 

10 Rum 

ALACSONY 11 Csokold6 
12 Tdrkdpek 
13 Tbik6r 
14 H16 
15 Golaj 



DOjNTtSHOZATAL KONSZENZIJSSAL 

A !KONSZENZUS FOGALMiiNAK DEFLNIci6jA 

Egy csoport akkor jut konszerausra, amikor: 

Minden tagja elfogad egyetlen alternatfvAt 

* 	 Minden egyes tag 6~gy dr-zi, hogy a csoport megdrti az 6 Alispontjdt 

* 	 Minden egyes tag meg~rii a t~bbiek ;fJIspontJAt 

*AkAr 	 els6 helyen szerepel a dbnt~s egy-egy tag rangsoT-Aban, akAr nemn, ait 
m~gis mindenki tAmogatja, mert: 

A d6ntds tisztess~ges ds nyllt 16gk6rben szfiletett-

Az adott id6pontban ez a legkedvez6bb megoldAs a csoport vzrmlra-

A KONSZENZUS EL1tR SINTK ALAPELVEI 

1. Hallgassunk: figyelj~ink oda a tbbbiekre 

2. 	 B~torftsuk a r~sz-v~telt 

3. 	 Osszuk meg, egymnssaI az inform~ci6kat 

4. 	Ne drtsiink egyet t~il hamna. 

5. Ne alkudozzunk tds ne kereskedjfink a tdmogatAsdri 

6. Ne szavauzunk 

7. 	A v~Iem~nykU6nbsdgeket kezelj~3k er6ssdgkdnt 

8. Olyan rnegoldAst dolgozzunk ki, amelyet mindenki kdpes tAmogatni 

9. 	Kerifjfik a sajMt vIemrnhy~nk megvddds~re ir~nyuI6 medd6 vit~Jcat 

10. 	 Olyan megoldAst keressiink, arnelyen kereszt~d mindenki nyer 

ILl 



HAj6T6RoITK 

EGAMN MIJNKALAP 

Instrukci6k: Kdpzelje el, hogy egy magAnjachton sodT6dik eppen a Csendes-c-An ddli 
r~sz~n. Ismccten crcdctG W~z k6vctkjeztdben a jacht legnagyob r.dsze, anpak tartalmAval 
egy~ft megsemmisGlt. A jacht most lassan s~Ilyed. Helyzet~t nem lehet pontosan 
rneghaLirozni, inert a fontos navig~ci6s eszk~,z6k tbalcrementek, ds inert On 6s a 
legdnysdg figyelmelt a t~z megf~kez~se kb6tt le. Legval6szfniibb becsldsc dapjdnl 
inegkcftellt6leg ezer m~rroldnyire lehietnek d~1i, ddI-keleti ir; nyban a legk6zelebbi 
sz~rafobldt6l. 

Az akbbiakban tizen~t olyan t~rgy list.Aj~t kMthatja, amelyek eg~szben ds v~rteflena1 
dtvdszelt~k a fizet. Ezekcen IcvU rendelkez~sdre All rndg egy hasznJhat6, gumib61 

akWsziiit ment6cs6nak evez6kkel, amely eI~g nagy abhoz, hogy elfMien benne On, 
legdnysdg, ds az a]Abb felsorolt 6sszes tdrgy. A ti51I61c zseb~nek bssztartalma egy doboz 
cigaretta, tbbb doboz gyufa 6s 6t darab egydo]]lros bankjegy. 

Az On feladata az, hogy fontoss~gi sorrendbe A.i1ftsa a tizenbt tArgyat saj~t 
nieginenek~lks~t szemn el6tt tar-tva. A Iegfontosabb tArgy neve meIl6 fijon 1-es szArnot, a 
rnAsodIk Iegfontosabb tUrgy neve mel]6 fijon 2-est, ds fgy tov~bb egdszen tizenbtig, a 
legkev~sb6 fontos t~igyig. 

Szeksztin s 
Borot-vi koz6tUikb 
1Hdsz liter viz kannAban 

-Sz~.nyoghA]6 

- Egy 1Mda hideg~1elem 
a Csendes-6ce~nr6!-Tdrk~pek 

(olyan felfijhat6 eszkbz, amelyet a Parti Orsdg is elfogad) 
- Nyolc liter g~zolaj keverdk 

KismdretG tranzisztoros r-Adi 

-Ment6p~rna 

-C~pariaszt6 

ndgyzetm~ter nemn At]Atsz6 m~anyag-Kdt 

liter 80 sz~zaIkos Puerto Rico rum
 
0t meter hossz6~ m~anyagk6l~
 
Xdt karton csoko]id6
 

-Egy 

'orgdszfelszereIds-

142O
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HAJ6TOROTTEK 

MUNKALAP CSOPORTOK SZAARA 

Instnici6k: 

Ez egy :soportos d6Wtshozatali gyaikorlat. A csoportnak a d6ntshozaal sorAn 
alkahnaud~a kell a csoportos konszenzus m6dszer~t. Ez azt jelenti, bogy mind a tizenat 
Wtldldshez szfiks~ges t~ftel rangsorol~sakor minden egyes tag egyet~ft~s~re szflkrdg van, 
bogy az adott t~tel a csoportos d6ntds rdsze lehessen. Konszenzusra jutni nemn k6nnya. 
tppen ez-Art nerm minden i-angsoroSst fog mnindcnki tcljc:,n elfogad.-ii. Csoportkdnt 
t6rekedjenek arra, bogy minden egyes rangsorol~ssal fninden csoporttag legai~bb r~szben 
dr-tsen egyet. A kBvelkez~kben felsorolunk n~h~ny olyar. iranyeivet, amnely a konszenzus 
eldrdse drdek~ben felhaszn~]hat6. 

1. 	 Kerfflj~ik a sajM6 egy~ni 6rt~kft6Iet~nk v'&Jelrnt~ben folytatott vitAkat. A 
feladato* *ogikai alapon kbze'jfts~k meg. 

2. 	 Pu!sztAn a gyorsabb megegyezds vagy a konfliktusok elker~ldse kedv&lrt ne 
vA.]tozassuk meg a v~lumhy~inket. Cs,-kI olyan mnegold~sokat 
t~mogassunk, arnelyekkc] legalAbb bizonyos mdrtdkg k~peselc vagyunk 
egyet~rteni. 

3. 	 Ker IijR a "konfliktus-cs6kkent6" technikAkat, amnilyen p~Idgul a t6bbs~gi 
szavaz~s, az Atlago]As vagy 6ppen a megalk-uvAs a d6ntdshozataI sor~n. 

4. 	 Tekintsfik a vdlemndnykOIl6nbsdgeket inkAbb segfts~gnek, ne pedig benniinket 
gAt16 t~nyez6nek. 

__SzeksztAn s 
__BorotvAgkoz6t~ikbr 

__Hi~sz liter vfz kannAban 
-Sziinyoghg16 

-Egy ldda hideg6.lelem 
-Tdrkdpek a Csend-es-6cednr6I
 

Ment6pArna (olyan felfijhat6 eszk6z, amelyet a Parti Qrsdg is elfogad)
 
Nyolc liter gAzolaj kever~k
 

__KismdretO tranzisztoros rAdi6 
-CApariaszt6 

__Kdt 	 n~gyzetm~ter nem AflAtsz6 maanyag 
-Egy liter 80 szAzal~kos Puer-to Rico rum
 

t meter hosszii mi~anyagk6t~l
 
__K& karton 	cscko]Ad6 
-Horggszfelszerelds 
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HLAj6TO5RbIITI-K 

MiEGOLDAS f-S MAGYARAZAT 

A "szakdrt6k" v'~1embnye sz.erint egy 6cedn kzp&n rckedt embernek olyan esk6zbkre 

szfiks~ge, amelyek egyrdszt -Jkalmasak a figyelem felkeltdsdre, m~sr~szt olyanokra, 
van A navigAci6s
amelyek segftik a hi16.1sben, amfg az Jletpnent~k meg riem !rkeznek. 

eszk6zbknek nincs igazAn je~ent6sd-dk: ha egy parAnyi ment~cs6nak kcpes is lenne eljutni 

a szirazfo-ldet el6rni, kcptelens~g lenne annyi 61elrnet ds vizet tArolni rajta, amnnfyi a 

f-ppen 	e7zdrt els6dffle Je~nt~sgG a borotvldkoz6tcik~r ds a nyolc
tiM6I~shez elegend6. 

t lehetne ugyanis felhaszn~1ni a 16gi- ds 
liter g~.olaj kever~k. Ezeket az eszkc&. 

IAsodlagos jelent6scdgG rondjuk a vfz 6s az dlelmiszer,
vfziment~knelc sz616 jelz~ekhez. 
pl. a I'dnyi hideg~1elem. 

Ezek a t~m~r 
R6vid magyar.Antot minden egyes t&el rangsorol1s~.hoz fu-ztfnk. 

twala~zdk egy-egy saj~tos eszkoz minden lehets~ges
indok]Asok nyiivb nem 

m6djLt, ink~bb csak azt, amelyik els~dlegesen fontos.
felhaszn~ldsi 

1-	 Borotv~ilkoz6tiikbr
 
Elengedhetetlen seg~lyk~r6 j elzdsek lead~sAhoz.
 

2- Nyolc liter g~izolaj lkever~k
 
- a g~..zolaj keverdk a vfz felszindn
 

Elengedhetetlen seg~1yk&r6 jelz~sek lead~s~hoz 

s meg 	 lehet gyiijtani egy bankiegy 6s egy gyufa segftsdg~vel (nyilvAnval6,
lebeg, 

bogy csakis a ment6cs6naL~fl kiviil).
 

H6sz liter viz lann~iban3-
Az elveszitett folyaddkmenflyis~g p6t1As~.hoz sziiksdges. 

4-	 Egy 16da bideg~Ielemn
 
Az evdsi szfiks~glet rninim~.1is kiel~gftds~hez szi~ksdges.
 

dtkitsz6 rn6'anyag5-	 M~t n~gyzetm~ter nemn 

Fel lehet haszndJni es6vfz 6sszegy~jtdsdre, sz&ls6ges WdjAr~si viszonyok kbzbtt 

pedig mened~kIl is szolgE.l 

6-	 Kkt karton csokokd& 
~IelmiszertartailcIkflt szolgMl. 

7-	 Horglszfelszerel~s 
mert "jobb ma egy verib, mint

Az~rt ker-3dt a csoko1Addnfl] h~tr~bb a sorban, 
Semmi garancia sincs arra, hogy sikeTiil akA~r egyetlen halat is 

holnap egy tkiok". 

kifogni.
 

JL4~ 



8-	 6t meter hosszd mi~anyagkot01 
Fel lehet haszn~iini az eszk6z6k r6gzftds~re, nehogy valami kisodr6djori a 
csdnakb 61. 

9-	 'Felrtijhat6 ment6p~irna 
Ha valaki Liesne a cs6nakb6l, eletment6 eszk6zkdnt is funkcionAuhatna. 

10-	 Cilpariaszt6 
EgydrtelmGi, bogy mire vaI6. 

11-	 Egy liter 80 szIzaI61os Puerto Rico rum 
80 szAza1dk alkoholt tartalmaz - cz e1dg ahhoz, hogy bArmilyen sdrids 
el6fordu]Asa esetn fert6t~enft6szerk~nt szolgdJhasson; m~sk016nben nincs igazAn 
drt~ke; elfogyasztva dehidrat,1i6 hatAsii. 

12-	 Kisrntetii' tranziszloros r~idi6 
Nem igazAn drtdkes, mivel nincs ad6 a k~rnydken (sajnos a kedvenc AM 
rWi6~]]om~sainkat nem tudjuk fogni rajta). 

13-	 Tkkpek a Csendes--6ce-Anr6I 
Egydb navigAci6s eszk6zbk n~]kii1 drtktelen - nem az szAmft igazAn, bogy mi hol 
vagyunk, az szAmft, hogy a megment6ink hol vannak. 

14-	 SziinyoghgiI6 
A Csendes-6cein k6zep~n nincsenek szidnyogok. 

15-	 Szekszt~ns 
Asztal ds kronomdter n~lkii1 relative driktelen. 

A seg~Iyk~r6 jelz~sek leadAskra alkalmas eszkbz6k e16t~rbe helyezdse az 61etben 
maraddshoz sziiks~ges t~telekkel (61elem 6s viz) szemben azzal indokolhat6 alapvct6en, 
hogy az e]6bbiek ntd1kGi j6formAn semmi es~ly sincs arra, hogy az embert dszrevegy&k ds 
megments~k. A ment~sek t~bbsdge iiadksul az els6 harminchat 6r~ban tbridnik, ennyi 
id~t pedig ki lehet bfrni Lielem 6s v.fz n61kIH. 



H.AJ6TOROTTK 

PONTSZAMTfABLAZAT 
Utel~~~ =.16p 1._______ uc=6~ .1ps 4M 

Egy~ni Egy~ni 'Csoport jCsoport. 
elt&rds rangsor rangsor ret~r~s 

Szeks:ns 15 

Borotvgilkoz6tilkor 1 

20 liter viz kanniban 3_____ 

SnIinyoghA~I6 ___ ____ 14 

1 lida hideg~Ielem ____4 

A Csendes-6ce-in tUk~pe ___________13 

P~lrna (felfiijhat6) 9 _____ 

8 liter g~1zolaj Icever~k 2 _____ 

Kism~retiT tranizisztoros 12 
r-Adi6 

C~Ipariaszt6 _____ _____10 

2 n~gyzetm~ter nu~anyag 5 

1 liter 80 sz~zaI~kos rum 11 

5 m~teres mifanyagkbt6l 8 

2 doboz csokold6 _____ 6 

HorgAlszfelszerel~s ____________7 

5. l6p~s: Osszeredm~ny ____ 

A csopor-t szAma 1 2 3 4 

6. I6p~s Atlagos egy~ni ereclxny____ 

7. I6p~s Csoportos erecdm~ny____ 

8. I~p~s Szerzett ereclm~ny (dlagos egyi 
eredm~ny mfnusz csoporteredn~ny) 

9.lMp~s Legalacsonyabb egy~ni eredn~ny 

10. I~p~s A csoporteredm~nynOl alacsonyabb 

egy~ni eredm~nyek sz~ma 



HAJ6TOR6=TEK: AZ EREDMENYEK KISZiMITASA
 

1. 	 Az egy~ni rangsorolt frjuk az 1. 1p,& alA. 

2. 	 A csoport rangsoroldsAt frjuk a 2. 1ps alA. 

3. 	 A szakdrt6i rangsorols a Kulcs feliratd oszlopban mr lAthat6. A 3. !dp salA 
frjuk be minden egyes ttel esetdben egydni rangsoroldsunk ds a szak6rtfi 
rangsorolAs k6zti l1cl6nbs6get. Ha p6ldAul a szakrt6k egy bizonyos tdtelt a 9. 
helyre tesznek, egydni vJaszunk pedig 3, frjunk egy 6-ost az "egydni 
k-16nbsdgek" ah annA] a t~teln&. (Ne tegyink mfnusz jelet, ha sajAt 
rangsorolsunkban t6tnetesen nagyobb szArn szerepel, mint a sz-akrt6k6ben.) 

4. 	 Hasonl6k6ppen r6gzftsik a 4. Ip6s alatt a csoport s a szakdrt6k rangsoroAsa 
k6zti ki16nbs6geket minden egyes tdteln6l. 

5. 	 Adjuk 6ssze az els6 oszlop szAmait, hogy megkapjuk egydni eredmnyfinket (5. 
Ip6s). Adjuk 6ssze az utols6 oszlop szAmait, hogy a csoporteredm6nyt 
megkapjuk. 

6. 	 frjuk be minden egyes csoport gtlagos egydni eredmrny~t a 6. 1p6s sor-Aba. 
(Kdrdezzk meg mindegyik csoport egydni eredm6nyeit, adjuk 6ssze 6ket 
zsebszAmol6g6pen, s osszuk el a kapott szArnot a csoporttagok szAmAval.) 

7. 	 frjuk a csoport eredmny6t (az 5. 1p6sb6l) a 7. Ip~s sorAba a csoport szAma alA. 

8. 	 fijuk be a 8. l6p6s sor~ba a csoportok Atlagos egydni eredmdnye ds a 
csoporteredm6ny k6zti kil6nbs6get. Ha a csoporn eredmdnye alacsonyabb (az 
alacsonyabb jobbat jelent), mint az Atlagos egydni eredmrny, akkor a 
csoportmunka mindenk6ppen nyeres6get hozott (+). Ha a csoport pontszAma 
magasabb az Atlagos egydni pontszArnil, akkor a csoport nern szerzett semmit (-). 

9. 	 A 9. lp6ps sorAba frjuk be minden csoport legalacsonyabb (egjobb) egy~ni 
pontszAmAt. 

10. 	 A 10. I6p s sor-ba fjuk be minden csoport esetdben azoknak az egydni 
eredm6nyeknek a szAmAt, amelyek alacsonyabbak (jobbak), mint a csoport 
ere-mdnye. 
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CSOPORTOS DONTESZATALI MODOK
 

Hallgat6lagos A kisebbseg dont 

Egy ember dont A t6bbseg dont 

Ket ember diint Szavazaisos 

Konszenzus keresese 

Konszenzus FI 



A KONSZENZUS TWEGHATAROZASA
 

Mindenki mege'rti eis taimogatja a dointest kompromisszum nIkiil; 

Esetleg nem mindenki teszi ezt az els6"helyre, de 

* Mindenki hangot adhatott a veilemenyenek, es 

* Mindenki keipes elfogadni a donteist. 

Konszenzus F2 



10 #0 10Mindenki es!vetert egy adott alternativaval
 

Egy alapos megbeszele"st ko*veto"'*en 

A dontes egyhangu ertelmezese eseten 

Konszenzus F3 



'n
Minden n 6"z ertheto'
 

Lehet, hogy nem ertiink egyet, de... 

Te megirted az edn nez6pontomat
 

En megirtem a Te nez6pontodat
 

Konszenzus 4
 



@e
 

A ONTEST MINDENKk TAMOGATJA 

Lehet, hogy nem ezt a vaiItozatot -ennem az els6 helyre, de 
tUimogatom 

*Az alternativa'kat teljesen es nyfiltan megvitattuk 

*Azzal mindenki egyetert, hogy... 

Jelenleg ez a legjobb megoldis
 
- V*ilaszt ad a prob1 m inkra
 

Konszenzus F5 



A KONSZENZU$ ALAPJAI
 

* Hallgassuk meg egymaist 

* Baitorftsuk a reszve!telt 

* Osszuk meg egymaissal az informaici6t 

Konszenzus F6 



10 
IFIllrGY]EB ALAPELVEK 

Ne: 

Ertsunk egyet tu'l gyorsan 

Alkudozzunk 

Szavazzunk 

Konszenzus F7 
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KULONBOZO NLEMENVEK 

Kezeljiik erffsse'gkfint 

* Keruijuk ugyanakkor az o*ncelf vitit 

Konszenzus F8 



KEESSUK A NYERO MEGOLDASOKAT 

* Ne fogadjunk el veszteseket 

* Talaljunk elfogadhat6 alternativakat 

* Keriljuik a kisebbsegi ellenallst 

Konszenzus F9 



SZINERGIA (Egyuottmfil**d6
 

T'*bbet tesz ki a reszek **sszegenel 

10A konszenzus eredmenyekeppen jon letre... 

.00
A szake"rtelem szinergiaja 

06
A megoadas ta"mogata"sanak szinergiaja 

Kbnszenzus FIO 



TRAINING COMMITTEES: GROUP PROBLEMSOLVING 
HUNGARIAN MRP ASSOCIATION 

JUNE 2-3, 1995, BUDAPEST 

JUNE 2 

10:00 Introduction 

10:45 Introduction to consensus decisionmaking 

11:15 Break 

11:30 Consensus decisionmaking: Exercise 

13:00 Lunch 

14:00 Debriefing learning activities 

14:45 Introduction to group problemsolving 

15:30 Break 

15:45 Step 1: Problem identification 

17:00 Adjourn 

JUNE 3 

8:30 Introduction to day 2 

9:00 Step 2: Problem analysis 

10:00 Break 

10:15 Step 3: Solution development 

12:00 Lunch 

13:00 Step 4: Implementation planning 

14:00 Break 

14:15 Group presentations 

14:45 Strengths and weaknesses of using a problemsolving model 

15:00 Adjourn 



CONSENSUS DECISIONMAKING 

DEFINITION OF CONSENSUS 

A group reaches consensus when: 

* All members agree upon a single alternative 

* Each member believes the group understands his or her point of view 

* Each member understands the others' points of view 

* Whether or not the decision is each member's first choice, they support it 

because:
 

- The decision was reached fairly and openly
 

- It is the best solution for the group at this time
 

GUIDELINES ON REACHING CONSENSUS 

1. Listen: Pay attention to others 

2. Encourage participation 

3. Share information 

4. Do not agree too quickly 

5. Do not bargain or trade support 

6. Do not vote 

7. Treat differences of opinion as a strength 

8. Create a solution that can be supported by all 

9. Avoid arguing blindly for your own views 

10. Seek a win-win solution 
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EVALUATION -TRAINING COMMITFEES: GROUP PROBLEMSOLVING
 

14 total responses from June 2-3, 1995 workshop 

14 participants both Friday and Saturday 
2 only Friday 
2 only Saturday 

1. Are you: [2] MRP Board member [] Shop floor worker [6] Other 
[1] Manager [5] MRP consultant 
[] Supervisor [] Union leader 

2. The room was: Too large [] Too small [4] Just right [10] = 71% 
Too hot [1] Too cold [] Just right [10]= 91% 

3. As a whole, the workshop waToo long [] Too short [1] Just right [12] = 92% 
Too simple [] Too complex [] Just right [9] = 100% 

4. We tried to maintain a balance between lectures by the trainer, discussions by 
the group, and expPriential exercises. What .hould we do more or less of? 

- Lecture More [1]=9% Less [4]=36% No change [6]=55% 
- Discussion More [3]=27% Less []=0% No change [8]=73% 
- Experiential exercisedore [8]=67% Less [1]=8% No change [3]=25% 

5. Please rate from (5) "1learned a lot", to (1) "Was a complete waste of time": 

Learned a lot Waste of time Average 
Day 1: 
Introductions (3 things about me) 5 [3] 4[3] 3[4] 2[3] 1[] 3.5 
Lecture: Definition of consensus 5 [2] 4[7] 3[3] 2[1] 1[] 3.8 
"Lost at Sea" exercise 5 [4] 4[4] 3[4] 2[1] 1[] 3.8 
Discussion of "Lost at Sea" 5 [6] 4[4] 3[2] 2[1] 1[] 4.2 
Lecture: Debriefing 5 [4] 4[5] 3[3] 2[1] 1[] 3.9 
Lecture: Group problemsolving 5 [1] 4[6] 3[4] 2[] 1[] 3.7 
Brainstorming 5 [6] 4[3] 3[3] 2[1] 1[] 4.1 
Step 1: Problem identification 5 [6] 4[3] 3[4] 2[] 1[] 4.2 
Day 2: 
Step 2: Problem analysis 5 [4] 4[6] 3[3] 2[1] 1[] 3.9 
Step 3: Solution development 5 [5] 4[5] 3[4] 2[] 1[] 4.1 
Step 4: Implementation planning 5 [5] 4[5] 3[3] 2[1] 1[] 4.0 
Group reports 5 [5] 4[7] 3[1] 2[1] 1[] 4.1 
Discussion of the problemsolving procSj!3] 4[7] 3[2] 2[] 1[] 4.1 
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6. Please answer both how you felt before and after this workshop: 

Before 	the workshop I felt... After the workshop I feel... 

Prepared Unprepared Average 	 Prepared Unprepared Ave. 

5[] 4[3] 3[5] 2[3] 1[2] 2.7 Making consensus decisions 5[3] 4[6] 3[2] 2[1] 1[] 3.9 
5[1] 4[] 3[3] 2[5] 1[4] 2.2 Training others for consensus 5[2] 4[3] 3[5] 2[2] 1[] 3.4 
5[] 4[2] 3[7] 2[2] 1[2] 2.7 Using a problemsolving process 5[1] 4[10] 311] 2[] 1f] 4.0 
5[] 4[2] 3[3] 2[4] 1[4] 2.2 Training others to problemsolve 5[] 4[7] 3[2] 2[3] 1[] 3.3 
5[] 412] 3[6] 2[3] 1[1] 2.8 Debriefing learning exercises 5[2] 4[7] 3[2] 2[1] 1[] 3.8 

7. The most important thing I learned at today's workshop was: 

(Answers on following page) 

8. One way that the workshop could be improved is: 

(Answers on following page) 

9. This workshop attempts to transfer experience developed in Western countries with 
market economies. What aspects of this workshop or this experience are relevant or 
irrelevant to Hungary? 

(Answers on following page) 

10. 	I would recommend this workshop to a friend. Yes [14] No [] 

Why or why not: 

(Answers on following page) 
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7. 	 Enough time must be (should have been) given to the experiential exercises.
 

The importance of consensus.
 

There is a lot of knowledge stored in human communities, which must be brought
to the surface. I have learnt how it is possible to choose the most optimal from 
among 	several ideas, which can be accepted by everybody, and then the 
participants are able to act together in order to achieve the targeted solution. 

Summary of the experiential exercises. 

"the good trainer learns all his life" 

The decision based on consensus is more valuable than a voting because it will not 
exclude anybody, what's more it involves the participants and makes them more 
active in the process of execution. Better results can be expected. A collective 
decision is better than decisions by individuals. 

More intense analytical thinking. Tolerance, listening to others. Practical things: 
using flip charts, timing. 

It is important to identify and solve a specific problem but it would also be 
important to practice the procedure on a simple, abstract problem. 

The loudest person is not always right. (He/she should not have been agreed to.) 

The opposition to the decisions on the basis of consensus. Identifying causes and 
effects.
 

8. 	 There should be a better example to brainstorming. I did not understand the "two 
facts (truth) - one lie" idea. 

The more experiential exercises the participants do the more successful they would 
feel. 

Stronger dynamics between theory and practice, if possible. Though it is more 
difficult to create long lasting interest in a group of employees. Is it possible to 
break it down into smaller units? 

More 	life like example should be used. 

Joint venture: one foreign trainer + one Hungarian trainer ("in consensus") 

The examples used should be more related to Hungary. 

Participation at general assemblies of companies and ESOP members' meetings. 

I would like to see more experiential exercises. (Repeats again). 



Create a kind of check-list of the microsteps standing between the larger steps. 

More time. 

9. 	 All are important but it is not enough to use the solution in practice. 

It would be important to disseminate the method of decision making on the 	basis 
of consensus in Hungary.
 

Training like this are not well-known in Hungary yet. I think it would be more

u~seful to use problem-examples drawn directly from working environment.
 

Training that teaches how to teach problem solving.
 

They are all important but in an adapted way.
 

I think it is important to get to know the American inwardness.
 

All part are important - there could be more experiential (practical) examples.
 
(Repeats again.)
 

10. 	 See 9. 

He could learn from it. 

The more widespread the more useful. 

He can acquire new knowledge. 

He should not miss something good. 

The workshop conveyed new, useful knowledge and even tried to change the way
of behavior.
 

In addition to the autocratic management siyle it is wise for him to learn
 
something different.
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EMPOWERMENT 

ARE THE PEOPLE YOU LEAD EMPOWERED?
 
WHAT DOES YOUR BOSS WANT FROM YOU? 

Get more and better production.
 
Satisfy the customers.
 
Improve employee morale.
 
Beat the competition.
 

DO MOST OF THE PEOPLE YOU SUPERVISE CARE ABOUT THESE THINGS?
 
DO THEY REALLY GET EXCITED ABOUT THEIR WORK?
 
WHAT THINGS IN THEIR LIVES REALLY EXCITE THEM?
 

Things outside of work: family, soccer, going out for a beer...
 
Paychecks, vacations, health insurance, pension...

Jobs are a necessary evil to gain income to pay for the important things in life.
 

DO MOST OF THE PEOPLE YOU LEAD: 

,.. 	move in slow motion or energetically? 
... 	respond eagerly to your requests for doing a better job or just give you blank 

looks? 
take on responsibility for their work or are all problems your problems?
just do enough to get by without getting yelled at or fired or do they eagerly go
the extra mile? 

... resist improvements and change? 

... become motivated or demoralized when you criticize their performance? 

IF THE ANSWERS TO THESE QUESTIONS LOOK BAD, CAN THINGS GET BETTER?
 
WHO IS RESPONSIBLE FOR IMPROVING THE SITUATION?
 
ARE YOU GOING TO:
 

... 	wait for management to come up with a solution? 

... start looking for a new job in case they do not have a solution? 

... just live with things the way they are (and hope the company survives)? 

WHAT WOULD YOUR JOB BE LIKE IF THE ANSWERS TO THESE QUESTIONS WERE 
ALL POSITIVE? 

* Performance would improve.
 
4 Your boss would be pleased with your performance.

4 You could focus on things you have never had time to focus on before. 
* Work would be more fun. 
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OWl"DO 	YOU FEEL WHEN YOU ARE,~ 

...DEFLATED? 	 ... EMPOWERED? 

* 	 Your job belongs to the company. • Your job belongs to you. 

* 	 You are just doing whatever you 0 You are responsible. 
are told. 

• 	 Your job does not really matter. 0 Your job is important. 

• 	 You do not know how well you are 0 You know where you stand. 
doing. 

* 	 You always have to keep your 0 You have some say in how things 
mouth shut. are done. 

* 	 Your job is something different 0 Your job is part of who you are. 
from who you are. 

* You have little or no control over 0 You have some control over your 
your work. work. 
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WHAT DEFLATES 	 WHAT EMPOWERS ..... .....................................	 ...........
i 	 .... ......
PEOPLE? 	 PEOPLE? 

* 	 Confusion 0 

* 	 Lack of trust 0 

* 	 Not being listened to 0 

* 	 Bureaucratic office politics 0 

* 	 Someone solving problems for you 0 

* 	 No time to work on bigger issues 0 

* 	 Not knowing whether you are 0 
succeeding 

• 	 "No exception" rules and 0 
regulations 

* 	 A boss taking credit for your ideas 0 

* 	 Not enough resources to do the 0 
job well 

" 	 Believing that you cannot make a 0 
difference 

* 	 A job simplified to the point that it 0 
has no meaning 

* 	 People treated exactly the same, 0 
like interchangeable pails 

Direction (clear key result areas,
 
measurements, goals)
 

Trust
 

Being 	listened to 

Upward and downward
 
communications
 

Solving problems as a team
 

Knowledge (skills, training, 
information, goals) 

Support (approval, coaching, 
feedback, encouragement) 

Flexible controls 

Recognition for ideas 

Resources readily available 

Teams 

Praise 

Knowing why you are important to 
the organization 
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HEFISTSTEPS
 
TO''7EMPOWERIG PEOPLE
 

BUILD UP AND MAINTAIN THE!R SELF ESTEEM 

Catch people doing something right. Then tell them so.
 
But, make sure you are giving them positive reinforcement about
 
something specific related to their professional role, not about a non
work related issue like the way they took.
 

"You really did a great job helping that new guy learn how to set 
up the lathe. Your experience makes a difference." 

2LISTEN TO THEM AND RESPOND WITH EMPATHY 

Take time to listen to people without judging them or giving advice. 
Simply try to hear what they are saying and how they feel about it. 
Then paraphrase back to them what you heard. 

"You are disappointed because that new machine did not arrive 
today." 

3ASK THEM TO HELP SOLVE PROBLEMS 

People want to feel needed and useful. We like to help. It makes us feel 
important. It also can reduce the distance between you and them. 

4OFFER THEM HELP WITHOUT TAKING RESPONSIBILITY 

Be available as a resource when people need your help, but do not 
displace them by taking over the task. Sometimes letting people learn 
from their mistakes is a worthwhile investment for the longterm (though
there are some mistakes you obviously cannot afford!). 
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EQ-MART IMPLEMENTS EMPLOYEE INVOLVEMENT 

You are the afternoon floor crew supervisor at EO-Mart, an employee owned retail 
department store. While your MRP owns 77% of the stock, your company is still 
repaying its E-Credit and so only 33% has actually been allocated into individual MRP 
participant accounts. 

Employees know that in two more years they will be voting 76% of the stock directly
and they are eagerly looking forward to running the store. Your company president, Kip
M. Happy (KedvcsinM6 K'roly), has been consulting employees on what color to paint
the break room and has formed a committee to plan a company picnic. Kip hes told 
you to manage "participatively", too. He says employee involvement is going to make 
EO-Mart win the competitive battle with the larger national chain department stores 
nearby. 

Your job traditionally has been to make sure that during the afternoon your seven
person crew restocks and straightens out all of the merchandise on the shelves,
responds to requests by the cashiers to check prices, sets up new displays, and 
provides directions to customers looking for particular items. 

Last week, for the first time, Kip had a letter distributed to everyone, along with their 
pay, reminding them that they are the owners and that they need to keep their 
customers happy. One of your crew, Ncah Lot (Mindentud6 Mrton), mentioned to you, 
soon after, that customers would be happier if people would take more time to help
them out. You told him he was right. but did not give it another thought. 

Noah has always been hard to manage. While he has always gotten his work done, you
rarely see him take to time to give a customer clear directions to an item. Infact, he 
often appears irritated that the customer even asked. You also suspect him of being
responsible for spreading a lot of rumors about management plots against employees.
He continually predicts that the*MRP will never really be allowed to reach a controlling
share of the stock and that management will eventually own the store. Noah has been 
around for twenty years and other employees seem to look up to him. 

The last couple of days, you have received complaints from the evening supervisor that 
your crew is not getting all of the merchandise restocked and that he has had to keep 
some people late in order to get things ready for the morning. 

After observing your crew for a couple of hours, you notice that they are behind on 
their work. Infact, they seem to be spending a lot of time talking with customers; even 
Noah. You ask Al Telya (Arulkod6 Aron) why the shelves are not getting restocked on 
time and he reports that the crew was responding to Kip's letter. 

Al says that Noah came up with the idea that customers never have anyone to help
them decide which item is best. According to Al, Noah told his co-workers that when 
he goes to the Big Spender (Luxus) store down the street, there is always a sales 
person around to answer questions, so he thought we should try it here. 

Al claims custorners have been very appreciative of his helpfulness. You check with the 
assistant manager to see ifsales have been increasing during the afternoon. She tells 
you that there has not been a measurable increase. 

WHAT STRATEGY WILL YOU USE TO STRAIGHTEN THINGS OUT? 
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EFFECTIVE FEEDBACK
 

Effective Feedback Is InfOrmation Which A
 
Person Receives From OthersAbout What.And
 

HOW To change
 

No one likes to change. We would all prefer to hear that what we are doing is 
wonderful and that we should keep on doing it the way we have always done it. And if 
this is the truth, people should give us such positive reinforcement. 

However, life is an opportunity to continuously do things better -- and doing 
things better can be very rewarding. 

One tool which can help people recognize ways to improve is FEEDBACK. 

Feedback is ineffective when: 

... the recipient does not hear it 

... it does not include what to change and how to change it 

You 	can help the feedback recipient hear better by: 

(1) 	Meeting with them alone to avoid embarrassing them 

(2) 	 Making sure they understand the benefit of changing their behavior 

(3) 	 Requesting that they listen to your complete comment and repeat back to you
what they have understood, before expressing a defense of their current 
behavior 
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When can you give feedback? 

(1) 	Immediately: Although feedback should not be a reaction without time for 
thought, you can prepare feedback on behavior you want to change and wait for 
the opportunity. This has the advantage of the recipient understanding the 
connection between the behavior and your feedback. 

(2) 	 By special appointment: Setting up a meeting to provide feedback indicates 
that it is important and allows the recipient to focus on what you want to say. 

(3) 	 Regular Intervals ;reviews): Knowing that behavior will be reviewed periodically, 
increases the recipients sense of accountability for following up on the 
feedback. This may also have the advantage of "institutionalizing" continuous 
improvement so that receiving feedback becomes more routine and less 
threatening. 

How do you give feedback without lowering self esteem? 

(1) 	The "sandwich" approach: Think of at least two positive things that you can tell 
the recipient in addition to the feedback. Begin with one positive, provide the 
feedback, and then end on another positive note. 

(2) 	 Be constructive: Never criticize a behavior if you do not have a specific 
suggestion for how the behavior can be improved. Remember the purpose of 
feedback is to change behavior, not to increase the frustration a person may feel 
about an unchangeable behavior. 

Will they listen to me? 

You can increase the likelihood that your feedback will be considered more seriously 
if you: 

(1) 	Make it a daily practice to "catch the recipient doing something right" and 
praising them for it so that your constructive criticism is not the dominant portion 
of your communication with the recipient. 

(2) 	 Do not try to change everything at once. Provide feedback on no more than 
three behaviors at a time. When progress is made and the recipient can see the 
rewards, move to additional behaviors. 
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EO MANUFACTURING STARTS A TEAM 

You supervise Ken Krisp (Ped~ns P6ter), a five year veteran in the welding dp.partment. 
All of the welders are stationed at different parts of the shop and Ken is used to 
working alone most of the day. Ken is very meticulous and efficient; he is 
extraordinarily safety conscious. His work station is always neat and orderly and he 
always wears his safety equipment. Two years ago, Ken won a company-wide award 
for the highest volume of welds with the lowest rate of defects. Ken is particularly 
skilled in difficult welding jobs. Over the past few years, he has gained a reputation in 
the shop as the welding wizard. 

Three months ago, your general director, Bill I. Nobest (Nagyokos Norbert), attended 
a workshop at the MRP Association about self-directed work teams and decided to 
change things immediately. Wien Bill returned, he called all of the welders together 
from all over the shop and told them to work together. While the other four welders 
have been with the company for fifteen to twenty years, Ken came to the company with 
two years of specialized training from Modern Welders, Kft. 

The workplace was redesigned so that the welders could talk to and help each other 
when necessary. Recognizing Ken's special skills, you asked him last month to help the 
other welders since they are all in the same location. 

Ken has taken the responsibility very seriously (the way he takes everything). He has 
been nagging his co-workers to use their safety equipment, pointing out the defects 
in their welds, asking them to clean up their work stations before each break, etc.... 
Two of the other welders have taken to calling him names, the only one of which can 
be shared in polite company is "Ken the Mother Hen (Pter a f6str6ber)." 

You look at this month's performance report and find that Ken is performing at his 
normal level, but that the volume and the quality of the other welders has dipped 
dramatically. You walk through the shop and find three of the five welders failing to use 
safety equipment. 

WHAT STRATEGY WILL YOU USE TO ADDRESS THIS SITUATION? 
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GROUP DYNAMICS 

Individuals identify problems, generate solutions and make decisions. The advantage
of having these activities completed by individuals is that things get done quickly.
Groups, on the other hand, take longer to identify problems, generate solutions and
make decisions -- Why? Because when more people are involved, more ideas are
expressed which takes more time and reaching agreement among more people also 
takes more time. 

Of course, the advantage of more ideas is that there is a greater chance that the real
problem will be identified and a better solution will be generated. And the advantage
of reaching agreement on decisions is that resistance is reduced or eliminated and a 
commitment to implement them quickly is shared by all. 

Fortunately, there are ways to reduce the biggest disadvantage of groups -- wasting 
time. We can use our time more efficiently and effectively if we understand group
dynamics. Two important aspects of group dynamics are: 

* Stages of Group Development 

* Roles of Group Members 

Stages of Group Development 

Groups are not simply collections of individuals, they are a separate entity with a life 
of their own. Many groups tend to follow a similar pattern in their development. One 
way to describe this are the following four stages: 

(1) Getting to Know Each Other and Understanding the Task of the Group. 

(2) Attempting to Establish Personal Influence and Power 

(3) Working Together and Being Open to Each Others' Differences 

(4) Feeling Successful Together 
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Stage 1 - Getting to Know Each 
Other and Understanding the 
Task of the Group 

(1) Anxiuus members want to feel 
included and accepted, so they act 
polite and superficial, identify 
similarities and check for compatibility; 
confused members want to know the 
goals and objectives 

(2) Members are willing to follow 
anyone who can provide clarity and 

guidance 


(3) By the end of this stage, members 
know what is expected of them and the 
group's goals and objectives; they have 
decided whether they are willing to 
meet these expectations and work on 

the group's task
 

Stage 3 - Working Together and 

Being Open to Each Others' 

Differences
 

(1) Members now feel secure, having 
established mutual respect, shared 
leadership and a clear .,et of guidelines 

(2) Members share leadership using 
active listening, open mindedness, 
acceptance of different value systems; 
they can focus on the task 

(3) By the end of this stage, members 
will have successfully accomplished at 
least one of their key objectives 

Stage 2 - Attempting to Establish 
Personal Influence and Power 

(1) Members now feel more secure and 
are willing to risk being in conflict with 
other members in order to enhance 
their own power and influence 

(2) Members rebel against their earlier 
feelings of dependency and attack 
anyone who tries to lead the group 

(3) By the end of this stage, members 
will have learned to listen to each other 
and accept a set of ground rules for 
how the group will proceed and how 
decisions will be made 

Stage 4 - Feeling Successful
 
Together
 

(1) Members feel affection for each 
other, unity and competence due to 
their joint successes as well as having
lived through some difficult moments 
together; there is a high level of trust 
morale and synergy 

(2) Effective shared leadership
 
continues smoothly
 

(3) At this stage, the group works 
effectively together; however, the 
addition of a new member or the loss of 
an original member can take the groupI back to previous stages 



Roles of Group Members
 

IWhat Role Do I Play in th. Group 

Our meetings will be most effective when each member is aware of alt the ways thal 
he or she can contribute constructively. At the same time, each member needs to 
understand what kinds of behavior damage the effectiveness of the meeting, and what 
are the emotional issues which tempt us to misbehave. 

Meeting participants can help both moving the task forward and maintaining a pleasant 
working climate characterized by trust and respect. 

Members can move the task forward by: 

Initiating: Proposing tasks or goals; defining a group problem; suggesting a 
procedure or ideas for solving a problem. 

Seeking Information or Opinions: Requesting facts; seeking relevant 
information; asking for expressions of value; seeking suggestions and ideas. 

Giving Information or Opinions: Offering facts; providing relevant 
information; stating beliefs; giving suggestions and ideas. 

Clarifying: Interpreting ideas or suggestions; clearing up confusions; defining 
terms; indicating alternatives and issues before the group. 

Summarizing: Offering a statement which pulls together the group's
discussion in the form of a proposal, decision or conclusion, and asking the 
group to confirm or reject the accuracy of the statement. 

Consensus Testing: Checking to see if all members are willing to support a 
possible proposal, decision or conclusion despite the legitimate reservations that 
some members may have. 
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Members can enhance a climate of trust and respect by: 

Peacekeeping: Attempting to reconcile disagreements; reducing tensions 
with humor. 

Allocating Participation: Finding ways to get quieter members to express
their ideas while restraining those who tend to monopolize the discussion. 

Encouraging: Responding warmly to the input of others; indicating
 
acceptance of their contributions.
 

Being Flexible: When your idea is in conflict with that of another, looking for 
alternatives which may give up a part of your position. 

Standard Setting and Testing: Testing whether the group is satisfied with 
its procedures and suggesting alternatives. 

Emotional issues like ... 

Can produce misbehavior like 

Identity::Not being clear on
 
what my role is in the group. Rebellion: Opposing or resisting
 

anyone in the group who represents
Goals and Needs: What doI authority.a
 
want from the group?. Are the
 
groups goais consistent with my 
 Fighting and Controlling:own? .sserting A.- personal dominance,

IPoeru,: ,Con e,-utrol-I'Iu"attempting to get one's own way
P..er, Cntr Inlence: :.regardless of what others want.
 
Who will control what we do?
 
How much power and influence Withdrawing: Refusing to

do I "participate actively in the meeting.
have? 

jintimacy: i-low personal can we[ Forming Alliances: Seeking out 
be with each other? How much a subgroup of allies within the group 
can we trust each other? who support each other. 
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CEO RETREAT CASE STUDY
 

KESZTHELY, HOTEL HELIKON
 

JUNE 21-24, 1995
 

Instructions 
This case study is a description of a fictional company in Hungary, but you may 
recognize many of the same conditions you face in the real world. There are two 
primary objectives for this exercise. 

" 	 You will begin to use and experiment with new meeting and problem solving 
techniques that will help ensure that time is not wasted and that your meetings 
are productive. 

" You will begin to identify some ofthe primary challenges and some solutions 
related to creatingo and changing corporate culture. 

To accomplish these goals you should: 

I. 	Read the following case study. 

2. 	 Make your own notes and suggestions in response to the following questions. 

3. Conduct a group meeting to agree on answers to the following questions that 
are acceptable for the group. Use the problem solving techniques (i.e.. 
brainstorming, problem identification, and planning) to which you have been 
introduced. 

4. 	 Select a spokesperson to communicate your group's answers to the other 
participants in a short, 10-minute presentation. 

Try to remember all of the positive and negative things that occur related to both 
conducting meetings and to creating a plan for organizational change. 

Your Assignment 
You have been selected to be a member of a senior management team who must create 
a strategy that uses the knowledge and skills of employees to create a better, more 
efficient company. Because everyone is so busy lrying to keep the company going 
(remember Zapl)?), you only have one 90-minute meeting to put together a strategy and 
an action plan for turning around the company. The board of directors has no other 
ideas on what to do to save the company, so they almost have to accept your 
recommendations. Your job and the future of the company depends on the decisions you 
reach in the next 90-minutes. 
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The Story So Far.... 

Background History 
The Egyesuilt Herkentyf0 Mfvek Rt. (EHM Rt.) manufacturing company currently 
employs about 800 people. Their principle products a;t parts and control devices for 
major household appliances. Last year the company was bought out by the ESOP
management consortium, with only a 10% separate minority stake of the management 
and a 41% ownership stake of the ESOP. 

The company has been successful for many years through domestic business in Hungary 
and regular trade with the other COMECON countries. Following the changes in 1990. 
the company continued to su. vive during a crisis situation, but the number of parts and 
products sold has been decreasing steadily. The competition is becoming more fierce, 
and the quality standards (in both domestic and foreign markets) are getting higher and 
higher. 

The CEO feels trapped. S/he has to increase production and sales to keep up with 
operating costs, inflation, and the payment of the ESOP loan. The loan grace period will 
end in nine months, and then payments on the principle will become due. The company 
is slightly profitable now, but, if things continue the way they are now, they will not be 
able to make payments on the loan principle. The supervisors have tried everything they 
know to get people to produce more and raise the level of quality, but nothing has had 
much effect, as far as anyone can tell. 

Information 
At EHM Rt., information is power. Upper management has difficulties finding out what 
products make profits because there is little reliable information about production costs. 
Six months ago, the CEO of the company issued a letter to all plant managers to report 
about costs, but to find the real costs on a product basis seems to be impossible because 
of the internal information and cost accounting system. More than that, front line 
employees in key positions hide the real data because if efficiency improves, they won't 
get their highly paid overtime hours at night and during weekends. The most 
experienced and productive employees are not interested in sharing their skills and 
knowledge, because they are the ones getting the most overtime pay. 

For over two years now, the CEO and some upper managers have felt that they may be 
producing several products that don't make a profit, but they aren't sure which ones. 
The employees are also frustrated because they feel management doesn't provide them 
with the information they need to make good decisions as owners, such as sales figures. 
market ;nfonnation, pricing information, and internal budget information. 

Throughout the past year, some supervisors have expressed an interest in gathering 
product information from current and potential customers on what products and services 
they feel that they need, but so far no money has been budgeted for that. Customer 
complaints and suggestions usually don't get beyond the sales representatives and the 
repair personnel. 



Quality and Human Resources 
Quality is now the No. I issue for management. Customers are beginning Zo require that 
products and production procedures meet the ISO 9000 standards, and managers realize 
that low-quality products cause losses in several ways (i.e., rework, return of products to 
the manufacturer, and loss of customer). Four months ago, the CEO initiated a survey of 
quality, waste, and customer satisfaction. S/he found high levels of waste, product defect 
rates, and customer complaints. 

Since the company became an ESOP in 1993, management has expected more effort, 
enthusiasm and dedication from the employee owners; e.g. they are expected to do some 
maintenance work and overtime for free. Front line employees would like to see the 
company to be managed in a different way, but they have no clear ideas on what should 
be done. At ESOP meetings, many employees have complained that they have good
ideas on how to make their jobs easier and more productive, but they don't know what 
to do to make changes in the company. 

Quality control at the manufacturing plant is done by setting a part-rejection rate of not 
more than 10%, These standards are enforced by firing or penalizing employees who 
work on shifts that don't meet the 90% rate of acceptance. Training at EHM Rt. has not 
changed since the early 1980s. Employees are not usually sent to training to improve 
skills or to help build a culture for success. There are very few training courses offered, 
and many, managers feel that it would be a waste to put more money into training. 

Problems 
The CEO has continued to try to find solutions to the efficiency problems, but has been 
unable to move things forward. Two months ago, s/he appointed a task force (which 
YOU are now on) to come up with a plan to save the company. 

Right now the company does not have liquidity problem, but its liabilities are 
dangerously high. To attrac, a sympathetic investor to raise the capital on fair terms 
seems to be extremely difficult if not impossible. The CEO and other upper managers 
have made it clear that problems related to information, production efficiency, quality. 
and the ESOP decision making process should all be addressed in the plan. If the 
company production and efficiency are not transformed, it will have to borrow money or 
find institutional investors who will provide capital to be able to support the ESOP 
payment obligations. Because institutional investors will not invest in an unhealthy 
company, if this transformation plan is not successful, there is a strong possibility that the 
ESOP will riot be able to make the next payment ofthe loan principle and lose control 
of the company to strategic investors. 

rasks for the Committee 
You will have 90 minutes to formulate an action plan for saving the company. 
Remember i.hat your only hope may (or may not) be to increase the performance and 
efficiency of your employees. They could be your best and most valuable resource. The 
goal is to increase productivity and profitability by using your human resources and 
avoid losing control of the company to strategic investors. 
At the end of your meeting, you should be ready to make a short 10-minute presentation 
of your group's plan on a flipchart. You don't have to use the following pages to 
structure your plan, but they may help you organize and communicate your thoughts. 
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Timeline for Change 
This kind of chart can be useful to help you plan activities. You can sequence the 
activities and draw lines to show how long a particular activity will take. The 0 symbol 
can be used for maetings or other important dates. Sometimes these are called 
milestones. Here isan example of one task and one milestone on the chart. 

WIek Week IWek IWek IWek Week Week Weeek Wcek \ ek WcekTask 6 7 8 9 10 I 1" 

Conduct an organizational
 
assessment
 

Meeting %%ithCEO. supenisors.
 
union representatives to plan
 
inlbrmation sharing strategies
 

The following chart will give your group a way to plan your actions. This doesn't have 
to be precise, just estimates of how long certain things will take. Your plan should be in 
place in three months. Your group should try to plan at least 6-10 steps. You should 
look at the solutions you decided on before and think of the activities and decisions you 
want to make to make your solutions a reality. 

\L teeL 1Week WeekTask ,.,e '\eL WeekWeek Week eeL Wcek \\L Week 
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Introduction 
The purpose of this Instructional Design Brief is to clarify the Instructional 
Goals, Objectives, and Management Plan related to the E.OP Employee 
Orientation Training Course. This document provides a dwifcd description 
of the course content, sequence, and skills associated with the training 
intervention. 

This document will provide guidelines for instruction, indicating what skills 
and attitudes employees will have after receiving the training. Assessment of 
training, both during and after the training sessions will be conducted. 

Scope 
The Share Participation Foundation has expressed a commitment to proiding 
training interventions that facilitate the operation of employee-owned 
companies in Hungary. One of the first steps in diffilsing the knowledge and 
attitudes related to employee ownership is an orientation to how companies 
function when employee owned and the strengths, weaknesses, rights and 
responsibilities, and worker role related to employee ownership. 

Purpose 
The purpose of the training is to ensure that all employees in ESOP 
organizations have the proper skills and attitudes to begin to participate in the 
operation of the cor.pany as both an owner and a job-holder. 

Educational Goal 
All ESOP employees will have a basic understanding of the operation of 
ESOP companies and have an awareness oftheir roles and a willingness to 
participaie in !he management of the company as both an owner and a job
holder. 



Instructional Goals 
Upon the completion of the instruction, learners will be able to perform the 
following: 

I. 	 Employees will demonstrate their knowledge of basic ESOP terms, 
concepts, and rights. 

2. 	 Employees will demonstrate their knowledge of their roles and 
participation in an ESOP company. 

3. 	 Employees will demonstrate an understanding of the value of 
participation in the ESOP governance process. 

Learner and Trainer Characteristics 
Recipients of this training are presumed to be all employees of Hungarian 
ESOPs. The assumption isthat they have basic literacy skills. The training is 
not specific to any industry or company, but is designed to be offered to all 
Hungarian ESOP employees. 

It should be noted that the trainers who will offer the training will be less 
experienced, so the materials will carefully guide trainers through the process 
and 	include extensive content descriptions. 



PERFORMANCE OBJECTIVES 

Instructional Goal #1 
Employees will demonstrate their knowledge ofbasic ESOP terms, concepts, 
and rights. 

Performance Objectives 

Ia. Given aseries of multiple choice questions, employees will select the 
correct ESOP term definitions. 

lb. 	 Given an open-ended question, employees will be able to roughly 
describe that an ESOP company is "a financial, financing and structural 
technique that makes it possible for the employees of acompany to 
become individual share owners in an organized way in the employer 
company." 

Ic. 	 Given a series of multiple choice questions, employees will be able to 
correctly identify the definitions of their general rights as employee 
owners. These include: right to information; right to participate in the 
decision process: right to buy and sell shares; rights connected to owning 
ashare of stock. 

Instructional Goal #2 
Employees will demonstrate their knowledge of their roles and how to 
participate in an ESOP company. 

Performance Objectives 
2a. 	 Given a list of work environment categories, employees will be able to 

briefly define each ofthe items. 
2b. 	 Given an open-ended question, employees will be able to correctly 

describe some of the ways management can use new techniques to create 
a good work environment. 

2c. 	 Given a"balance beam" diagram between high and low impact 
participation, employees will be able to indicate their own work 
environment and justify their answer. 

2d. 	 Given an open-ended question, employees will be able to correctly list 
several types ofjob-related, shop floor decisions they could be 
responsible for in aparticipative environment. 

2e. 	 Given an unlabeled diagram of the "ideal" ESOP representation structure 
and the list of correct answers, employees will be able to correctly label 
all of the steps of representation as an employee-owner. 



2f 	 Given an open-ended question, employees will be able to correctly 
identify several possible communication channels that can be used to 
participate in management and operations (job related and employee
owner related). 

2g. 	 Given a -balance beam" between democratic and non-democratic 
ownership participation, employees will be able to indicate their own 
work environment and justify their answer. 

Instructional Goal #3 
Employees will demonstrate an understanding of the value of participation in 
the ESOP governance process. 

Performance Objectives 
3a. Given an open-ended question, employees will be able to list at least two 

potential company costs of non-participation in ESOP management. 
3b. Given an open-ended question, employees will be able to list at least two 

personal costs of non-participation in ESOP management. 
3c. Given an open-ended question, employees will be able to list at least two 

potential company benefits of participation in ESOP management. 
3d. Given an open-ended question, employees will be able to list at least two 

personal benefits of participation in ESOP management. 
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MANAGEMENT PLAN 
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20 Student Guide D'.clopntent 4d Ma%.b 9 
21 Design Siuden guide jnh aid, 2J Nla 8 *9 
22 Des.lop student guide 2d NIB% 10 9 
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MEMORANDUM
 

To: 	 Dr. KazAr Pdter, Director, Portfolio Management Directorate, SPA
 
Dr. Gdl Csaba, Managing Director, Property Transfer Directorate, AVRt
 

From: 	 James E. Shields 

Project: 	 Impact 11 Technical Assistance Program
 
Sponsored by the U.S. Agency for International Development
 

Date: 	 December 13, 1994 

Subject: 	 PROPOSED HUNGARIAN INVESTMENT FUND 

Attached is a revised draft of the Hungarian Investment Fund Model. This model is part of 
a pre-feasibility study, conducted by the Impact II project team, which focuses on the merits 
of using an investment fund as a vehicle for privatizing state-owned enterprises and raising 
foreign currency. The revised model differs from the previous version in two material 
aspects; 1) company financial information was updated using expected 1994 financial data 
(the previous draft used actual 1993 financial information) and 2) a sensitivity analysis is 
included. 

As in the previous draft, the model estimates 1) the amount of foreign currency which the 
Government of Hungary ("GOH") could raise by selling shares in a fund with minority 
interest in a diversified group of state-owned enterprises and 2) the discount, relative to book 
value, which would result from the sale of these shares. 

The following 	methodologies and assumptions were used in the model: 

* 	 Each state-owned company included in the fund is a "going concern" and will 
continue to operate as a "going concern" in future. This implies that each 
company will have a higher "going concern value (or discounted cash flow 
value)" than "liquidation value". 

* 	 Because each company is a "going concern", the Discounted Cash Flow 
("DCF") valuation method was used to estimate each company's value. Cash 
flow projections for each company for years 1995-2002 were estimated by 
making adjustments to expected 1994 financial information (provided by the 
AV Rt.) based on assumptions about sales growth, gross profit margin, capital 
expenditures, depreciation and other operating and financial assumptions. 

* 	 At the end of year five, it is assumed that each company included in the fund 
will offer shares to the public through an initial public offering ("IPO"). At 
the time of the IPO, the investment fund will divest of its interest in the 
companies with the proceeds from the divesture going to the fund's investors. 
The proceeds from the divestiture is included in the DCF valuation. 
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* 	 To determine the company's discount, the DCF valuation for each company 
was compared to the company's equity book value. A weighted average 
discount was then calculated for the fund using each company's book value as 
the weight. 

* 	 Interest rate parity was used to estimate the devaluation of the forint for each 
period. Because ther , is a risk premium associated with investing in Hungary 
versus the US or Germany, this method results in a devaluation rate of the 
forint which is greater than the relative difference between Hungary's inflation 
rate and the inflation rate in either the U.S. or Germany. As a consequence, 
in the model, the relative value for those companies which sell their products 
for foreign currency will be higher than those which are purely domestic 
companies or purchase their raw material in foreign currency. 

We are waiting to receive additional information from the Av Rt. concerning 
foreign currency sales and purchases for each company. Presently, in the 
model we have estimated this data for each company based on our lnowledge 
of each company's industry. Obtaining accurate information about foreign 
currency sales and purchase is critical to presenting an accurate account of the 
investment fund. 

Other 	observations: 

* 	 The companies included in this investment fund analysis may not be the 
optimum company's which should be included in a fund to be marketed to 
western investors. To identify the optimum companies, research and analysis 
of the Av Rt. and SPA portfolio's will be required. In addition, the model 
assumes that the fund holds a 15% interest in each company. In reality, the 
percent interest which the fund could hold in each company may be varied to 
optimize the portfolio for western investors. 

* 	 Since significant legal, accounting, financial, and structural issues need to be 
resolved before an investment fund could be established, it is advisable that 
the GOH retain a reputable investment banker to assist the Government if it 
decides to proceed with the investment fund. The entire success and 
creditability of the fund may depend on retaining the appropriate investment 
bank to assist it in marketing the fund. The Impact II project team stands 
ready to assist you in this endeavor if you desire. 
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Because the fund will be marketed to financial investors, the shares of the 
companies to be included in the fund will be sold at a greater discount to book 
value than if the GOH sold each of the company's shares individually to a 
strategic investor. If after establishing the investmert fund, the GOH wants 
to sell its remaining shares to a strategic investor, tha! option will still be 
available. The "discount which the GOH would receive from sellirg its 
remaining shares to a strategic investor would not be adversely effected by the
previous sale (at a higher discount) to a minority financial investor. This 
primarily due to two reasons: 

1) 	 Since a variety of companies will be included in the fund, it 
would be impossible for a strategic investor to discern the 
discount assigned to one particular company. 

2) 	 Strategic investors look at a 	 wide range of issues and 
investment parameters which financial investors do not include 
in their analysis. As a consequence, it is generally accepted in 
western capital markets that strategic investors with a large
stake in a company will demand less of a return on their capital
than a minority financial investor. 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE PROGRAM 
HUNGARIAN INVESTMENT FUND MODEL 

Macroeconomic Assumptions 

Dec-94 
1 

Dec-95 
2 

Dec-96 

Projected Year Ending 
3 4 

Dec-97 Dec-98 
5 

Dec--9 
6 

Dec-2000 
7 

Dec-2001 
8 

Dec-2002 

Hungarian inflatio:n rate 20.0% 18.0%1 15.0%1 15.0% 15.0% 15.0% 1 15.0%1 15.0% 

US inflation rate 
End of period exchange rate (HUFSUS) 
Average exchange rate (HUF/$US) 
$US interest rate I 

3.0%% 
107 
97 

6.0% 1 

125 
116 

6.0%I 

3.5%1 
142 
133 

6.0%1 

3.5%1 
161 
151 

6.0%1 

3.5% 
183 
172 

6.0% 

35 
208 
193 

6.0% 

. 
237 
222 

6.0%1 

3.5% 1 
269 
253 

6.0% 

35% 
306 
287 

6.0%1 
German inflation rate 
End of period exchange rate (HUF/DM) 
Average oxchange rate (HUF/DM) 
DM interest rate 

[ 

F 

70 
65 

4.0% 

2I52.5% 
83 
77 

4.0%1 

96 
90 

4.0%1 

2.5%1 
112 
104 

4.0% 

2.5%2 
129 
120 

4 

150 
140 

4.0% 

1 
174 
162 

4 I0% 

2.5%1 
201 
187 

4.0%1 

2.5% I 
233 
217 

4.0%1 

Country risk premium ($US interest rate) 
Local investing rate 
Local borrowing rate 

3.0% 
26.0% 
31.0% 

3.0%1 
23.5% 
28.5% 

3.0% 
20.5% 
25.5% 

3.0%1 
20.5% 
25.5% 

30% 
20.5% 
25.5% 

3.0%1 
20.5% 
25.5% 

3.0%1 
20.5% 
25.5% 

3.0%1 
20.5% 
25.5% 

3.0%] 
20.5% 
25.5% 

Hungarian inflation factor 
US inflaton factor 
German inflation factor 

1.000 
1.000 
1.000 

1.190 
1.032 
1.025 

1.386 
1.069 
1.051 

1.594 
1.106 
1.077 

1.833 
1.145 
1.104 

2.108 
1.185 
1.131 

2.424 
1.226 
1.160 

2.788 
1.269 
1.189 

3.206 
1.314 
1.218 

Net income taxes 
Dividend withholding taxes 

18.0%1 
23.0% 

18.0%1 
23.0%1 

18.0%1 
23.0%I 

18.0%1 
23.0% 

18.0%1 
23.0%1 

18.0%1 
23.0%1 

18.0%1 
23.0% 

18.0%l 
23.0% 

12-Dec-94 FOR INTERNAL USE ONLY: Not compiled or nxamined by an Independent CPA. Projected results cannot be assured. Page 
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HUNGARIAN INVESTMENT FUND MODEL 

Comparison of Investment Fund Alternatives 

Equity Fund: 

Assumptions: 

Discount rate used to determine the expected 
proceeds to be received from Issuance of 
shares in the Hungary investment fund: 

Estimated return of S&P 500 over40 years 18% 
Private company sub-debt/preferred stock 25% 
Equity venture capital expected returns 30%-40% 

Estimate of return required for Hungary Irv. Fund 40.0% 

Other assumptions: 
Estimated year of IPO 
P/E Ratio 
% Ownership in State Companies 
Discount for Private Company/minority 
Cost of Fund Admin. ( millions) 

5 
12 

15.0% 
20.0% 

1.5 

Results: 
All companies 

Net funds raised 286 
Weight average premium/(discount) 

to book value -77.7% 

Excluding MOL, Matav 
Net funds raised 110 
Weight average premium/(discountj 

to book value -83.4% 

Debt: - backed by equity shares 

Assumptions: 

Scvern Debt 

Debt service coverage ratio 
Coat of Fund Admin. ($ milions) 1 

Estmate - LIBOR 
Country risk premium (US interest rate) 
Estimated interest rate on bonds 

1.51 

6.0% 
3.0% 
9.0% 

6.0% 
3.0% 
9.0% 

Results: 

All companies 
Proceeds from bond offering 300 

Excluding MOL, Matav 
Proceeds from bond offering 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE PROGRAM 
HUNGARIAN INVESTMENT FUND MODEL 

Equity Fund 

__otal Not Net Market 
Amort. P/E Privato Net Prosent Present Book Value 

Schedule Ratio Company/ Present Value of Value of Value of Value (Diacounted) 
of Long- at Percent Minority Value of Ownership Ownership Ownership as % Premium 
Term Do Public IPO Discount Owner- Ownership Company Interest Interest Interett of Total to Book 

Company -Portfolio (1) (years) Offering (yc.- r) Rate ship Discount (HUF mm) (HUF mm) ($ mm) (HUF mm) Portfo!io Value 
MOL Rt. - Energy 30 12 5 40.0% 15.0% 20.0% 36,095 4,331 40 39,559 14.1% -89.1% 
MVM Rt - Energy 30 12 5 40.0% 15.0% 20.09. 1,899 223 2 45,738 0.7% -99.5% 
Tiszantuli Gazszolgaltato Ft. - Energy 30 12 5 40.0% 15.0% 20.0% 502 60 1 3,771 0.2% -98.4% 
Eszakdunantuli Gazszolgaltato Rt. - Energy 30 12 5 40.0% 15.0% 20.0% (251) (30) (0) 1,232 -0.1% -102.4% 
Matav Rt. - Infrastructure (2) 301 12 5 40.0% 15.0% L 20.0% 120,934 14,512 136 26,944 47.2% -46.1% 
Malea Rt - Infrastructure (2) 30 1 12 5 40.0% 15.0% L 20.0% 23,546 2,826 26 2,393 9.2% 16.1% 
Antenna Hungaria Rt.. - Infien'aticture 30 12 5 40.0% 15.0%1 20.0% 9,355 1,123 10 1,678 3.7% -33.1% 
Richter Gedeon FR. - lnd,stry 30 12 5 40.0% 15.0% 1 20.0% 39,779 4,774 45 4,048 15.5% 17.9% 
Biogal Rt. - Industry 30 12 5 40.0% 15.0% 20.0% 7,087 850 8 930 2.8% -8.6% 
Ikarus Rt. - Industry 30 12 5 40.0% 15.0% 20.0% (1,418) (170) (2) 1,230 -0.6% -113.8% 
Borsodchem ig. - Industry 30 12 5 40.0% 15.0% 20.0% 4,173 501 5 1,513 1.6% -66.9% 
Raba Rt. - Industry 30 12 5 40.0% 15.0% 20.0% 8,307 997 9 2,748 3.2% -63.7% 
Hungarpharma Rt. - Pharmaceutical 30 12 5 40.0% 15.0% 20.0% 316 38 0 1,503 0.1% -97.5% 
Babolna Rt. - Agriculture (3) 30 12 5 40.0% 15.0% 20.0% 1,293 155 1 1,894 0.5% -91.8% 
Penzjegynyomda Rt. - Trademark 301 12, 5 40.0% 15.0% 20.0% 1,532 184 2 691 0.6% -73.4% 
Szikra Ladnvomda Rt. - Culture 301 12 5I 40.0% 15.0% 20.0% 1,098 132 1 500 0.4% -73.7% 
Kalocsakomyeki Agraripari Rt. - Trademark 301 12 5 40.0% 15.0% 20.0% 918 110 1 154 U.4% -28.3% 
Erdert Pt. - Forest Products 30 121 __5J 40.0% 15.0% 20.C-- 1 (586) (70) (1) 860 -0.2% -108.2% 
Zsolnay Porcelangyar Rt. - Trademark 30 12 5 40.0% 15.0% 20.0% 1 170 20 0 109 0.1% -81.2% 
Vadex Rt. - Forest Products 30 12 5 40.0%1 15.0% 20.0% 361 43 0 165 0.1% -73.7% 
Balatonfelvideki Erdo es F. Rt. - Fcrest Prod. 30 12 5 40.0% 15.0% 20.0% 1,142 137 1 516 0.4% -73.4% 

Total 256,2521 30,750 2871 138,176 100.0% -77.7%1 

Total excluding MOL Pt. and Maiav Pt. 99,223 11,907 111 71:673 -83.4% 

(1) Except as otherwise noted, projected cash flows for years 1995 to2002 were derived using estinated 1994 financial statements as a base. 
(2) Projected cash flows for years 1995 to 2002 were derived using budgeted 1994 financial statements as a base. 
(3) Projected cash flows for years 1995 to 2002 were derived using antual 1993 financial statements as a base. 
Note: The discounted cash flonvaluation method was used to estimate each company'svalue. 
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IMPACT 1 PROJECT 
USAID TECHNICAL ASSISTANCE PROGRAM 
HUNGARIAN INVESTMENT FUND MODEL 

Equity Fund - Sensitivity Analysis 
PIE Ratio 

10 12 14 
Value Discount Value Discount Value Discount 

Base Case 253 -80.4% 276 -78.6% 300 -76.8% 
Sales Growth (% over base case) 1.0% 263 -79.7% 287 -77.7% 312 -75.8% 
Discount Rate 30.0% 

Country Risk Premium -- 410 -68.3% 454 -64.8% 498 -61.4% 
3.0% 320 -75.2% 354 -72.6% 387 -70.0% 
6.0% 259 -79.9% 288 -77.7% 318 -75.4% 

Discount Rate 40.0% 
Country Risk Premium -- 319 -75.3% 349 -72.9% 380 -70.6% 

3.0% 253 -80.4% 276 -78.6% 300 -76.8% 
6.0% 207 -83.9% 227 -82.4% 248 -80.8% 

Discant Rate 50.0% 
Country Risk Premium -- 258 -80.0% 279 -78.4% ,301 -76.7% 

3.0% 208 -83.9% 225 -82.6% 241 -81.3% 
6.0% 173 -86.6% 187 -85.5% 201 -84.4% 
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IMPACT il PROJECT 
USAID TECHNICAL ASSISTANCE PROGRAM 
HUNGARIAN INVESTMENT FUND MODEL 

Debt fund - backed by equity shares 
Projected Di/idends - Year Ending 

Ownership 1 2 3 4 5 6 7 8 
Company -Portfolio !,,:,,st Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

1 MOL Rt. - Energy 15.0% ................ 
2 MVM Rt - Energy 15.0% ................ 
3 TimantuliGazszolgaltato Rt. - Energy 15.0% ................ 
4 Eszakdunantuli Gazszolgaltato Rt. - Energy 15.0% ................ 
5 Matav RI - Infrastructuro 15.0% ................ 
6 Malev Rt - Infrastructure 15.0% ................ 
7 Antenna Hungarh Rt.. -- Infrastructure 15.0% ................ 
8 Richter Gedeon Rt. - Industry 15.0% ................ 
9 Biogal Rt. - Industry 15.0% ................ 

10 Ikarus Rt. - Industiy 15.0% ................ 
11 Borsodchem Ig. - Industry 15.0% ................ 
12 Raba Rt. - Industry 15.0% ................ 
13 Hungarpharma Rt. - Pharmaceutical 15.0% ................ 
14 Babolna Rt. - Agriculture 15.0% ................ 
15 Penzjegynyomda Rt. - Trademark 15.0O ................ 
16 Szikra Ladnyomcb Ft. - Culture 15.0% ................ 
17 Kalocsakomyekl Agraripari Rt. - Trademark 15.0% ................ 
18 Erdert Pt. - Forest Products 15.0% ................ 
19 Zsolnay Porcelangyar Rt. - Trademark 15.0% ................ 
20 Vadox Rt. - Forest Products 15.0% ................ 
21 Balatonfetvidoki Erdo es Fafeldolgazo Rt. - Forest Products 15.0% ................ 
22 OTP Bank ft. - Banking ................ 

Total Dividends (HUF - milions) ................ 
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Debt fund - backed by equity shares 

All Companies 
Total D~vidends (HUF - milions) 
Average exchange rate (HUFi$US) 
Total Dividends ($US - milions) 

Dec-95 Dec-96 

................ 
116 133 

................ 

Dec-97 

151 

Dec-98 

172 

Dec-99 

196 

Dec-2000 

222 

Dec-2001 

253 

Dec-2002 

287 

Debt service coverage ratio 
Maximum debt service capacity for each year 
Maximum dzbt service 

I 1.25 ! 
.........--
-

1.251 1.251 1.251 1.251 1.251 1.25 1 
-

1.25 

Estimate - LIBOR 
Country risk premium ($US interest rate) 
Estimated interest rate on bonds 

6.0% 
3.0% 
9.0% 

Cash flow to bondholders: 
Coupon 
Principal 
Total 

................ 

Proceeds from bond offering and discount 

Excluding MOL and Malv 
Total Dividends (HUF - milions) 
Average exchange rate (HUFAUS) 
Total Diidends ($US - milions) 

................ 
116 

................ 
133 151 172 196 222 253 287 

Debt service coverage ratio 
Maximum debt service capacity for each year 
Maximum debt service 

1.251 
--
-

1.251 
--

1.251 
--

1.251 
--

1.251 
--

1.251 
--

1.251 
--

1.25 
--

Estimated interest rate an bonds 9.0% 

Cash flow to bondholders: 
Coupon 
Principal 
Total 

.. 
................ 

Proceeds from bond offering and discount 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE PROGRAM 
HUNGARIAN INVESTMENT FUND MODEL 

Sovem Debt 

Estimate - LIBOR 
Country risk premium ($US Iterest rate) 
Estmated interest rate on bonds 

6.0% 
3.0% 
9.0% 

Proceeds from bond offering at par Z 30 

1 
Dec-95 

2 
Dec-96 

3 
Dec-97 

Year Ending 

4 5 
Dec-98 Dec-99 

6 7 
Dec-2000 Dec-2001 

8 
Dec-2002 

Interest payments 
Principal payments 

27 
--

27 
--

27 

27 
--

27 

27 

27 
--

27 

27 
300 
327 

.... 

.... 
.. .. 

.. 

.. 
.. 

Estimated Investor return 40.0% 

Cash flew discount yield the estimated return 111 

Estimate d cost of Hungary Investment fund: 
Proceeds from bond offering 

Cash flt,.,vdiscount yield tIhe estimated return 
Estmated cost 

300 
111 
189 
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MOL Rt. - Energy 
Year 

Operating Assumptions: Ending ProjectedYear Ending 
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-20.2 

Domestic sales: 
Real domestic sales growth rate 0.0% 0.0%I 1.0%I 2.0%I 2.0%1 2.0% 1 2.0%1 2.0% 
Reel domestic sales (HUF - mlllons) 214,290 214,290 214,290 216,433 220,762 225,177 229,680 234,274 238,959 
Hungarian inflationfactor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1032 2.4244 2.7C81 3.206a 
Nominal domestic sales (HUF - millons) 214,290 254,996 297,046 345,019 404,707 474,721 556,848 653,183 768,163 
Foreign sales: 
Real growth of SUS sales I 0.0% 00% 1.0% 2.0% 2.0%1 2.0%' 20% 2.056 
Real SUS sales PUS - millions) 444 444 448 457 467 476 485 495 
US inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 444 458 474 49S 524 553 534 616 650 
Average exchange rate (HUFi$US) 97 116 133 151 172 196 222 253 287 
Nominal $IJS sales (HUF  millions) 43,264 53,098 63,193 75,095 90,122 108,157 129,600 155,775 186,94? 

Real growth of DM sales 0.0% 0.0%I 1.0% 2.0% 2.0% 2.0%1 2.0%I 2.0% 
Real DM sales (DM - millions) 0 0 0 0 0 0 0 0 0 
German nftation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1687 1.2184 
Nominal DM sales (DM  millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 21? 
Nominal DM sales (HUF - millions) 0 0 0 0 0 0 0 0 0 

Total nominal cales (HUF - millions) 257,554 308,094 360,239 420,114 494,829 582,878 686,648 808,957 953,130 

Estimated cost of goods cold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0 
Domestic purchases 
Real cost of HUF goods & services (HUF - mlllons) 
Hungarian inflation factor 

[ 60,304 
1.0000 

60,304 
1.1900 

60,304 
1.3862 

.0,907 
1.5941 

62,125 
1.8332 

83,358 
2.1082 

64,635 
2.4244 

65,628 
2.7881 

67,248 
3.2063 

Nominal cost of HUF goods & servIces (HUF - millions) 60,304 71,759 83,593 97,093 113,890 133,593 156,704 1 3,814 215,614 
Foreign purchases 
Real cost of $US goodo & services ($US - millions) 
US inflallott factor 1.0000 

1,209 
1.0325 

1,209 
1.0686 

1,221 
1.1060 

1,245 
1.1447 

1,270 
1.18 

1,29 
1.2263 

1,322 
1.2692 

1,348 
1.3138 

Nominal cost of $US goods & services PUS 
Average exchange rate (HUF/$US) 

- millions) 1,209 
97 

1,248 
116 

1,292 
133 

1,350 
151 

1,426 
172 

1,505 
193 

1,589 
222 

1,677 
253 

1,771 
287 

Nominal cost of SUO goods & orvices (HUF - millions) 117,797 144,573 172,058 204,464 245,380 294,4E4 353,413 424,135 509,010 

Roal cost ofDM goods & services (DM  millions) 0 0 0 0 0 0 0 0 
German inflation factor 1.0000 1.G250 1.0506 1.0769 1.103 10.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millpons) 0 0 0 0 0 0 0 0 0 

Totalnominal cost of goods &services (HUF - millons) 178,101 216,332 255,650 301,557 359,270 428,076 510,117 607,949 724,624 
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IMPACT Ii PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A)
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian Inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 
Dec-94 

46,280 
1.0000 
46,280 

Dec-95 

0.0% 
0.0%1 

46,280 
1.1900 
55,071 

Dec-96 

0.0% 
0.0%I 

46,280 
1.3862 
64. 153 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
1.0%1 2.0%1 2.0%I 2.0%1 2.0% -2.0%1 

46,743 47,678 48,631 49,604 50,596 51,608 
1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
74,513 87,404 102,525 120,262 141,067 165,472 

Real capital exoenditLres ($US - mllions) 
US Inflaton fac&or 
Nominal captal 6xpenditures kUS - millions) 
Average exchange rate (HUFi$US) 
Nominal caphl Gxpendi i.rea (H1UF - millions) 

F 100 
1.0325 

103 
116 

11,960 

100I 
1.0686 

107 
133 

14,233 

100 
1.1060 

111 
151 

16,747 

00 
1.1447 

114 
172 

19,704 

100 
1.1848 

118 
198 

23,183 

100 
1.2263 

123 
222 

27,277 

1001 
1.2692 

127 
253 

32,093 

100 
1.3136 

131 
287 

37,760 

Tangible long-term assets, b g. of period (HUF  millions) 
Nominal deprecbtion (HUF - milions) 
Nominal captal expenditures (HUF  millions) 
Tangible long-term assets, end of period 

89 

[2,8 

222,800 
(29,989) 
11,960 

204,771 

204,771 
(29,989)1 
14,233 

189,015 

189,015 
(29,989)1 
16,747 

175,773 

175,773 
(29,989)1 
19,704 

165,487 

165,437 
(29998 
23,183 

158,681 

158,681 
2 9) 
27,2T7 

155,.989 

155,9W8 
(29,S89)1 
32,093 

158,074 

158,074 
2989) 
37,760 

165,845 

Net income before taxes pald outao dividends 
Net Income taxes 
Dividend withhclding taxes 
Recek,,iable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Tum 
Accruals as % o SG&A 
Minirrum cash balance as a % of sales 
Local investing rata 

1 0.0%I 
18.0% 
23.0% 

75 
6.0 

3.5% 
15 

50.0% 
2.5% 

23.5% 

0.0%I 
18.0% 
23.0% 

751j 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

75 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

0.0%I 
18.0% 
23.0% 

75 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

0.0% ! 
18.0% 
23.0% 

75 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

0.0% 1 
18.0% 
23.0% 

75_r_ 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

75 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

0.0W 
18.0% 
23.0% 

75 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

Long-termcreditsandIblebiles (HUF-
Amortization of principal - (years) 
Ending principal balance 

molons) i279 
(30) 

27,900 
(030) 

26,970 

26,970 
(930) 

26,040 

26,040 
(9 

25,110 

25,110 
(930) 

24,180 

24,160 
(30) 

23,250 

23,250 
(930) 

22,320 

22,320 
(930) 

21,390 

21,390 
(930) 

20,460 

Local borrowing rate 
lnteresq expense 

28.5% 
7,819 

25.5% 
6,759 

25.5% 
6,522 

25.5% 
6,284 

25.5% 
6,047 

25.5% 
5,810 

25.5% 
5,573 

25.5% 
5,338 

Issuance of common equity (nominal - HUF milllis) 0 -- 0 1 0 0 1 001 a 0 

12-Dec-94 FOR INTERNAL USE ONLY: Not compiled or examined by an Independont CPA. Projected results cannot be assured. Page 2 



IMPACT iI PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MOL Rt. - Energy 

INCOME STATEMENT (HUF in milions) 
Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec-99 Doc-2000 Dec-2001 Dec-2002 

SALES 257,554 308,094 360,239 420,114 494,829 582,878 686,648 808,957 953,130 

(Cost of GCoods Sold) 
GROSS PROFIT 

Gross ProfitMargin 

(178,101) 
79,453 
30.8% 

(216.332) 
91,762 
29.8% 

1255,650) 
104,588 

29.0% 

(301,557) 
118,556 

28.2% 

(359.270) 
!35,559 

27.4% 

(428.076) 
154,802 

26.6% 

(510,117) 
176,531 

25.7% 

(607,949) 
201,008 

24.8% 

(724,624) 
228,507 

24.0% 

(Selling, General, &Admln. Expense) 
OPERATING INCOME (EBITDA) 

(46280) 
33,173 

(55,071) 
36,691 

(64;153) 
40,435 

(7-4,513) 
44,043 

(87,404) 
48,155 

(102,525) 
52,277 

(120,262) 
56,269 

(141,067) 
59,941 

(165,472) 
63,035 

(Depreciation & Amortzation) 
EBIT 

(29,989) 
3,184 

(29,989) 
6,702 

(29,989) 
10,446 14,054 

(29,989) 
18,166 

(2998!9) 
22,288 

(29989) 
26,280 

(29,989) 
29,952 

(29,989) 
33,048 

Interest and oftr financial Income 
(Interest Expense) 

EARNINGS BEFORE TAXES 

3,631 
(8,314)1 
(1,499) 

494 
(7,819) 

(624) 

1,654 
(8,759) 
5,342 

3,151 
(S,522) 
10.684 

4,847 
(6284) 
16.729 

6,287 
(6,047) 

22.5 

7,370 
(5,810) 

27,839 

7,773 
(5,573) 
32,152 

7,041 
(5,338) 

34,751 
Extraordinary gain/oe1 
(Taxes) 

NET INCOME 
1 

6) 
oJ 

0 
0 

(624) 

0 
(962) 

4381 

0 
(1,923) 
8,761 

0 
(3,011) 

0 
(4,055) 
18,472 

0 
(5,011) 

0 
(5,787) 

0 
(6255) 

28.49 
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MOL Rt. - Enerqy 
BALANCE SHEET (HUF in millions) Year 

Ending Projected Year Ending 
ASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-20 

Intangible and Invested Financial Assets 18,200 18,200 18,200 18,200 18,200 18,200 18,200 18,200 18,200 

Net Tangible Long-term Assets 222,800 204,771 189,015 175,773 165,487 158,681 155,969 158,074 165,845 

Caeh & Marketable Securities 2,100 8,071 15,372 23,645 30,666 35,950 37,917 34,349 22,188
 
Accounts Recektable 51,200 63,307 75,050 87,524 103,089 121,433 
 143,052 168,533 198,569
Inventores 35,300 36,055 42,608 50,260 59,878 71,346 85,020 101,325 120.771
 
Prepaid expenses 5 7,572 8,948 10,554 12,574 14,983 17,854 21,278 25,362
 
Total Current Assets 93,800 115,005 141,978 171,983 206,208 243,712 283,842 325,484 366,887 

TOTAL ASSETS 3 337,975 349,193 -36,5,955 85 420,593 501.758 550.M 

EQUITY. RESERVES & LIABILITIES 
Common Stock 260,300 260,300 260,30G 260,300 260,300 260,300 260,300 260,300 260,300 
Retained Earnings: 

Beginning 1,025 401 4,782 13,542 27,260 45,732 68,560 94,925 
Didonds1 01 0 0 0 0 0 0 0 0
 
Current year ca migs (1,575) 
 (624) 4,361 8,761 13,718 18,472 22,828 26,364 28,493
 
Ending 1,025 
 401 4,782 13,542 27,260 45,732 68,560 94,925 123,421 

Shareholders' Equity 261,325 260,701 265,082 273,842 287,560 306.032 328,660 355,225 383,721 

Target Reserves 2,400 2,400 2,400 2,400 2,400 2,400 2,400 2,400 2,400 

Long-term Credits and Liablitles 26,970 26,040 25,110 24,180 23,250 22,320 21,390 20,460 20,460 

Trade cred.ts 13,T6683-1 18,094 25,071 29,778 35,373 42,025 49,934 59,340] 21,320 

Ot or Accrued Uabilities 272371 27,5M 32,076 37,257 43,72 51,2 80,131 70,534 82,73

Current Portion: L ng-term debt 
 930 930 930 930 930 930 930 93 0
 

Total Current Liablities 
 41,830 46,559 54,327 63,258 74,410 87,566 103,086 121,398 142,076 

Total Llablitles 68,800 72,599 79,437 87,438 97,660 109,886 124,476 141,858 162,538 

Other 2,275 2,275 2,275 2,275 2,275 2,275 2,275 2.275 2,275 
TOTAL EQJITY, RESERVES, LIABILITIES & OTHER 34800 3 349,193 3,955 389,89- 420593 4 5 

0 0 0 0 0 0 0 0 0 
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IMPACT IIPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MOL Rt. - Energy 
CASH FLOW STATEMENT (HUF - millions) ProjeciedYear Ending 

Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 
Cash Flows from Operating Actties: 

Net Income (624) 4,381 8,761 13,718 18,472 22,828 26,364 28.496 
Depraciaticn & Amortization 29,989 29,989 29,989 29,989 29,989 29,989 29,989 29,989 
C"anges In Working Capital (10,505) (11,904) (12,800) (16,052 (19,064) (22,643) (26,899) (31,958) 

Cash prddod by operating activities 18,860 22,465 25,949 27,655 29,397 30,174 29,455 26,527 

Cash Flows from Investir and Financing Actl'iles: 
Purchase of Property and Equipment (11,960) (14233) (16,747) (19.704) (23,183) (27277) (32,093) (37,760) 
Repayment of principal of Long-term Debt (930) (930) (930) (930) (930) (930) (930) (930) 
issuance of Common Stock 0 0 0 0 0 0 0 0 

Cash used In hivostinginvosting activities (12,890) (15,163) (17,677) (20,634) (24,113) (28207) (33,023) (38,690) 

Incre se (decrease) In cash 5,971 7,302 8,273 7,021 5,284 1,967 (3,559) (12,163) 

Cash, boginning of the period 2,100 8,071 15,372 23,645 30,66 35,950 37,917 34,349 
Increase (decrease) In cash 5,971 7,302 8,273 7,021 5,284 1,967 (3,569) (12,163) 
D, dondo 0 0 0 0 0 0 0 0 

Cash, end of period 8,071 15,372 23,645 30,666 35,950 37,917 34,349 22,186 

Increase (decrease) In cash 5,971 7,302 8,273 7,021 5,284 1,937 (3,569) (12,163) 
dvdends 0 0 0 0 0 0 0 0 

Dividend withholding tax 0 0 0 0 0 0 0 0 
CASH AVAILABLE O SHAREHOLDERS (HUF In m titns) 5,971 7,302 6,273 7,021 5,284 1,967 (3,569) (12,163) 

Average exchange rate (HUFt$US) 116 133 151 172 196 222 253 287 
CASH AVAILABLE TO SHAREHOLDERS ($US In millons) 52 55 55 41 27 9 (14) 142) 

End of period exchange rate (HUF,$US) P/E 125 142 161 183 208 237 26S9 306 
Not Income (HUF - millions) Ratio (624) 4,381 8,761 13,718 18,472 22,828 26,364 28,496 
Termlnalvalue ($US - millions) 12 (60) 371 653 899 1,05 1,157 1,176 1,118 

IPO 
Total cash flow to aharsholders ($US - mllions) (Yead 
Cash flowravailablo to shareholders priorto IPO 5 52 55 55 41 27 0 0 0 
Cash flow to shareholders from public offering 0 0 0 -0 1,065 0 0 0 
Total cashflow to shareholders 52 55 55 41 1,092 0 0 0 

Discount rate 40.0% 
Not present value ($US In millone) 318 37 28 20 11 203 0 0 0 
Net present value (HUF In milions) 34,018 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MVM Rt. - Energy 

Operating Assumptions: 
Estimated net sales 

Domestic sales: 

Year 
Ending 
Dec-94 Dec-95 

-.-.-. 

Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec-99 Dec-2,C0 Dec-2001 Dec-0302 

Peal domestic sales growth rate 
Real domestic sales (HUF - millons) 
Hungarian inflation factor 
Nominal domestic sales (CHUF  mlllons) 
Foreign sales: 
Real growth of $US sales 
Real US sales ($US - mllions) 
US inflation factor 
Nominal SUS ales ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal SUS salee (HUF - millions) 

97,536 
1.0000 
97,536 

1.0000 
0 

97 
0 

0.0% 
97,536 
1.1900 

116,064 

0.0%t 
0 

1.0325 
0 

116 
0 

0.0% 
97,536 
1.3832 

135,203 

0.0% 
0 

1.0686 
0 

133 
0 

1.0% 1 
98,511 
1.5941 

157,038 

.1.0%1 
0 

1.1060 
0 

151 
0 

2.0%1 
100,482 

1.8332 
184,206 

2.0% 
0 

1.1447 
0 

172 
0 

2.0%1 
102,491 
2.1082 

216.074 

20% 
0 

1.1848 
0 

196 
G 

2.0% 1 
104,541 
2.4244 

253,454 

2.0% 
0 

1.2263 
0 

222 
0 

2.- I 
106,632 
2.7881 

297,302 

2.0% 
0 

1.2692 
0 

253 
0 

2.0W1 
108,765 
3.2063 

348,735 

2.0% 
0 

1.3138 
0 

287 
0 

Real growth of DM sales 
Real DM sales (Dv - milllcns) 
German inf ation fctor 
Nomral DM sale (DM  millions) 
Average exchange rate (HUF/DM) 
Nominal DM sales (HUF - millions) 

[ 9_J 
1.0000 

29 
65 

1,890 

0.0%1 
29 

1.0250 
30 
77 

2,268 

0.0% 
2S 

1.0506 
30 
90 

2,724 

1.0%1 
29 

1.0769 
31 

104 
3,268 

2.%I 
30 

1.1038 
33 

120 
3,958 

2.0 
30 

1.1314 
34 

140 
4,795 

. 
31 

1.1597 
38 

162 
5,809 

32 
1.1667 

38 
187 

7,038 

32 
1.2184 

39 
217 

8,524 
Tottl nominal sales (HUF  millions) 99,426 118,332 137,927 160,306 188,164 220,869 259,23 304,338 357,259 

Estimated cost of goods sold 
Weightod average real sales growth 0.0% 0.0% ,.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases
Real cost of HUF goods & services ,HUF - millions) 
Hungarian fiflatlc'n factor 
Nominal cost of HUF goods & servIces (HUF  millions) 
Foreign purchases
Real cost of $US goods & sorvicos ($US - millions) 
US Inflstion factor 
Nominal cost of SUS goods & services (US - millions) 
Average exchange rate (HUFj$US) 
Nominal coat of $US goods & services (HUF  millliona) 

48,09M 
1.0000 
48,096 

84484 
1.0000 

484 
97 

47,207 

48,096 
1.1900 
57,232 

1.0325 
500 
116 

57,938 

48,096 
1.3862 
66,670 

484 
1.0686 

518 
133 

68,952 

48,577 
1.5941 
77,437 

489 
1.1060 

541 
151 

81;939 

49,543 
1.8332 
90,834 

499 
1.1447 

571 
172 

98,336 

50,539 
2.1082 

106,548 

509 
1.1040 

603 
196 

118,014 

51,550 
2.4244 

124,981 

519 
1.2263 

637 
222 

141,630 

52,581 
2.7881 

146,603 

530 
1.2692 

672 
253 

V109,972 

53,633 
3.2063 

171,965 

540 
1.313 

710 
287 

203,9853 
Real cost cf UA goods & services (DM - millins) 
German Inflation factcr 
Nominal coot of DM goods & services (DM - millions) 
Average exchange rate (HUF/DM) 
Nominal cost of DM goods & services (HUF - milliaros) 

0 
1.0000 

0 
65 
0 

0 
1.0250 

0 
77 

0 

0 
1.0506 

0 
90 

0 

C 
1.0769 

0 
104 

0 

0 
1.1038 

C 
120 

0 

0 
1.1314 

0 
140 

0 

-3 
1.1597 

0 
162 

0 

0 
1.1887 

0 
187 

0 

0 
1.2184 

0 
217 

0 
Total nomirml cost of goods & services (HUF - millons) 95,303 115,170 135,72 i59,37e i89,170 224,5S2 266,611 316,574 375,950 
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IMPACT IIPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general &administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 
Dec-94 

1,280 
1.0000 
1,280 

1 

Dec-95 

0.0% 
0.0%I 
1,280 

1.1900 
1,523 

Dec-96 

0.0% 
0.0%1 
1,280 

1.3862 
1,774 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 Dec-2000 Doc-2001 Dec-2002 

1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
1.0%1 2.0%1 2.0% 1 2.0%1 2.0%I 2.0% I 
1,293 1,319 1,345 1,372 1,399 1,427 

1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
2,061 2,417 2,836 3,326 3,902 4,577 

Real captal expenditires (SUS - millions) 
US inflaton factor 
Nominal capital oxpenditures k;US - millions) 
Averago exchange rato (HUFj$US) 
Nominal capital expenditures (HUF  millions) 

10t 
1.0325 

10 
116 

1,196 

10 
1.0686 

11 
133 

1,423 

10I 
1.1060 

11 
151 

1,675 

10 I 
1.1447 

11 
172 

1,970 

101 
1.1848 

12 
198 

2,318 

101 
1.2263 

12 
222 

2,728 

101 
1.2692 

13 
253 

3,209 

101 
1.3138 

13 
287 

3,776 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millons) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

I (2,400) 

34,282 

34,282 
12,400) 

1,196 
33,078 

33,078 

1,423 
32,101 

32,101 
2,400)1(2,400) 
1,675 

31,376 

31,376 

1,970 
30,946 

30,946 
2,4010) 
2,318 

30,865 

30,865 
,40 

2,728 
31,19-2 

31,192 
2,4001 
3,209 

32,002 

32.002 
(2,400"1 
3,776 

33,378 

Not Income before taxes paid outas dividends 
Net income tax 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses ac a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 
Long-term credits and libilites (HUF - millions) 8,7697 

0.0%I 
18.0% 
23.0% 

601 
1000.0 

0.3% 
8 

25.0% 
2.5% 

23.5% 
69 69 

0.0% 
18.0% 
23.0% 

60 
1000.0 

0.3% 
8 

25.0% 
2.5% 

20.5% 
8,477 

0.0%1 
18.0% 
23.0% 

60 
1000.01 

0.3% 
8 

25.0% 
2.5% 

20.5% 
8,184 

0.0%! 
18.0% 
23.0% 

60 
000.0 
0.3% 

8 
25.0% 

2.5% 
20.5% 
7,892 

0.0% 1 
18.0% 
23.0% 

60 
1000.0 

0.3% 
8 

25.0% 
2.5% 

20.5% 
7,600 

0.0%I 
18.0% 
23.0% 

60 
100.0 

0.3% 
8 

25.0% I 
2.5%I 

20.5% 
7,303 

0.0% 
18.0% 
23.0% 

60 
1000.0 

0.3% 
8 

25.0% 
2.5% 

20.5% 
7,015 

0.0% 
18.0% 
23.0% 

60 
1000.0 

0.3 
8 

25.0% 
2.5% 

20.5% 
6,723 

Amortization of principal -
Ending principal balance 

(years) 30 (g9J) 
8,477 

(292) 
8,184 

(292) 
7,892 

(292) 
7,600 

(292) 
7,308 

(292) 
7,015 

(292) 
6,723 

(292) 
6,431 

Local borrowing rate 
Interest expense 

28.5% 
2,458 

25.5% 
2,124 

25.5% 
2,050 

25.5% 
1,975 

25.5% 
1,901 

25.5% 
1,826 

25.5% 
1,752 

25.5% 
1.677 

Issuance of common equity (nominal - HUF millions) 1 0I 0I 01 0I 0I 01 0 I 0 
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IMPACT If PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARiAN INVESTMENT FUND MODEL 

MVM Rt. - Enerqy 

Year Endng Projected Year Ending 

INCOME STATEMENT (HUF in minions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 99,426 118,332 137,927 160,306 188,164 220,869 259,263 304,338 357,259 

(Cost of Goods Sold) (95,303) (115,170) (135,622) (159,376) (189,170) (224,562) (266,611) (316,574) (375,950) 
GROSS PROFIT 4,123 3,162 2,305 930 (1,005) (3,693) (7,348) (12,236) (18,691) 

Gross ProffdMargIn 4.1% 2.7% 1.7% 0.6% -0.5% -1.7% -2.8% -4.0% -5.2% 

(Selling, General, & Admln. Expense) (1280) (1,523) (1,774) (2,061) (2,417) (2,836) (3,326) (3,902) (4,577) 
OPERATING INCOME (EBITDA) 2,843 1,639 531 (1,131) (3,423) (6,529) (10,674) (16,138) (23268) 

(Depreclalon & Amortzation) (2,400) (2,400) (2,400) (2,400) (2,400) (2,400) (2,400) (2,400) (2,400) 
EBIT 443 (761) (1,869) (3,531) (5,823) (8,929) (13,074) (18,538) (25,668) 

Interest and o~her financil Income [ ,200 940 1,756 1,242 290 (1,403) (4,158) (8,419) (14,781) 
(Interest Expense) (4.600) (2,458) (2,124) (2,050) (1,975) (1,901) (1,826) (1,752) (1,877) 

EARNINGS BEFORE TAXES 1,043 (2279) (2237) (4,339) (7,508) (12233) (19,058) (28,708) (42,126) 

Extraordinary gain/pass) 40 0 0 0 0 0 0 0 0 
(Taxes)L 01 0 0 0 0 0 0 0 0 

NET INCOME 1083 (2279) (2237) (4339) ,508 (12233 (19058 28,708 =126 
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IMPACT II PROJECT
 
USAID TECHNICAL ASSISTANCE
 
HUNGARIAN INVESTMENT FUND MODEL 

MVM Rt. - Energjy 

BALANCE SHEFT (HUF in millions) Year
 
Ending Projected Year Ending
ASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002
 

Intangible and Invested Financial Assets 265,288 265,288 265,288 265,288 265,288 265,288 
 265,288 265,288 265,288
 
Net Tangible Long-term Assets 34,282 33,078 32,101 31,376 30,946 30,865 31,192 32,002 
 33,378
 
Cash & Marketsble Securities 4,000 8,567 
 6,057 1,415 (6,845) (20,283) (41,C67) (72,103) (117,250)Acccunts Receivable 29,717 19,452 22,988 26,718 31,361 36,811 43,210 50,723 59,543Inventorles 100 115 136 159 189 225 267 317 376Prepaid expenses 250 288 339 398 473 561 667 791 940Total Current Assets 34,067 28,421 29,519 28,690 25,177 17,315 3,077 (20272) (56,391) 

TOTAL ASSETS 333,67 326,787 326,909 5 3 313,467 299,57 277,018 242,275 

EQUITY. RESERVES & LIABILITIES
Common Stock 302,218 302,218 302,218 302,218 302,218 302,218 302,218 302,218 302,218
Retained Earnings:

Beginning 1,621 2,704 425 (1.812) (6,151) (13,659) (25,892) (44,950) (73,858)
Dividends 0 0 0 0 0 0 0 0Current year eamfigs 1,083 (2279) (2237) (4,339) (75081 (12233) (19,058) (28,708) (42,126)Ending 2,704 425 (1,812) (6,151) (13,659) (25,892) (44,950) (731658) (115,784)
 

Shareholders' Equity 
 304,922 302,643 300,406 296,067 288,559 276,326 257,268 228,560 186,434 

Target Reserves 00 0 0 0 0 0 0
 

Long-term Credits and Liabilities 8,477 8,184 7,892 7,600 
 7,308 7,015 6,723 6,431 6,431
 

Trade credits j128 14,587 17,175 20,180 23,948 28,425 33,742 40,059 47,568
Other Accnued itabilities 6,565 
 381 444 515 604 709 832 975 1,144Current Portion: Long-term debt 292 292 292 292 292 292 292 292 0Total Current Liabititles 19,538 15,260 17,910 20,987 24,845 29,426 34,866 41,327 48,710 

Total Liabilities 28,015 23,444 25,803 28,587 32,153 36,441 41,589 47,758 55,141 

Other L 70 700 700 700 700 700 700 700 700TOTAL EQUITY, RESERVES, UABIUTIES & OTHER 33363287 3,909 3 412 3 2 
0 0 0 0 0 0 0 0 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MVM Rt. - Energy 
CASH FLOW STATEMENT (HUF in millions) 

Dec-94 
Cash Flows from Cperating Actiities: 

Net Income 
Dspreciation & Amorttation 
Changes in Working Capital 

Cash provided by operating activities 

Dec-95 

(2279) 
2.400 
5,934 
6,055 

De,:-96 

(2237) 
2,400 

(957) 
(794) 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 D

(4,339) (7,508) (12233) 
2,400 2,403 2,400 

(726) (889) 1994) 
k2,675) (5,997) (10,827) 

ec-2000 D

(19,058) 
2,400 
(1,106) 

(17,764) 

ec-2001 

(28,708) 
2,400 
(1,226) 

(27,534) 

Dec-2002 

(42.126) 
2,400 
(1,353) 

(41,079) 

Cash Flows from Investing and Financing Actiies: 
Purchase of Property and Equipment (1,196) 
Repayment of principal of Long-term Debt (292) 
Issuance of Common Stock 0 

Cash used in rvosting/linvesting actW[i4,sa (1,488) 

(1,423) 
(292) 

0 
(1,716) 

(1,675) 
(292) 

0 
(1,967) 

(1,970) 
(292) 

0 
(2263) 

(2,318) (2,728) (3,209) (3,776) 
(292) (292) (292) (292) 

0 0 0 0 
(2,611) (3,020) (3,502) (4,068) 

Increase (decrease) In cash 4,567 (2,510) (4,642) (8260) (13,437) (20,784) (31,036) (45,147) 

Cash, beglnning of the pe.,d 
Incroase (decrease) In cash 
Dividends 

Cash, end of period 

4,000 
4,567 

0 
8,567 

8,567 
(2,510) 

0 
6,057 

6,057 
(4,642) 

0 
1,415 

1,415 
(8,260) 

0 
(6,845) 

(6,845) 
(13,437) 

0 
(20,283) 

(20283) 
(20,784) 

0 
(41,067) 

(41,067) 
(31,036) 

0 
(72,103) 

(72,103) 
(45,147) 

0 
(117,250) 

Increase (decrease) in cash 
Dvidends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In million ) 

4,567 
0 
0 

4,567 

(2,510) 
0 
0 

(2,510) 

(4,642) 
0 
0 

(4,642) 

(8260) 
0 
0 

(8260) 

(13,437) 
0 
0 

(13,437) 

(20,784) 
0 
0 

(20,734) 

(31,036) 
0 
0 

(31,036) 

(45,147) 
0 
0 

(45,147) 

Average exchange rate (HUF/SUS) 
CASH AVAILABLE TO SHAREHOLDERS (SUS In millons) 

116 
39 

133 
(19) 

151 
(31) 

172 
(48) 

198 
(69) 

222 
(93) 

253 
(123) 

287 
(1571 

End of period exchange rate (HUF,$US) P/E 125 142 161 183 208 237 269 306 
Net Income (HUF - millions) Ratio (2279) (2237) (4,339) (7,508) (12.233) (19.058) (28,708) (42,126) 
Terminalvalue ($US - millions) 12 (219) (189) (323) (492) (705) (966) (1280) (1,653) 

IPO 
Total cash flowto shareholders ($US - millions) (Year 
Cash flow available to shareholders prior to IPO 5 39 (19) (31) (48) (69) 0 0 0 
Cash flow to shareholders from public offering 0 0 0 0 0 0 0 0 
Total cashflow to shareholders 39 (19) (31) (48) (69) 0 0 0 

Discount cash flow (SUS in millions) 40.0%
 
Net present value ($US In mllons) 19 28 (10) (11) (12) (13) 0 0 
 0 
Net present value (HUF In mifflions) 2,086 
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IMPACT IIPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

TiszantL.Ii Gazszolgaltato Rt. - Ererqy 
Year 

Operating Assumptions: Ending Projected Yenr Ending
Estimated net sales Dec-93 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-002 

Domestic sales: 
Real domestic sales growth rate 0.0% 0.0% 1.0% 2.0% 2.0%I 2.0% 1 2.0%1 2.0% 
Real domestic sales (HUF - millions) 23,741 23,741 23,741 23,978 24,458 24,947 25,446 25,955 26,474
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nomina! domestic sales (HUF - mlllons) 23,741 28,251 32,909 38,224 44,837 52,594 61,693 72,366 84,885 
Foreign sales: 
Real growth Of SUS sa1,,d 0.0% 0.0% 1 1.0% I 2.0%1 2.0% 1 2.0% 1 2.0% 2.0%
Real $US sales PUS - millicne) 0 0 0 0 0 0 0 0 
US inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3138 
Nominal $US sales ($US - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUFJ$US) 97 116 133 151 172 196 222 253 281 
Nominal SUS sales (HUF - millions) 0 0 0 0 0 0 0 0 0 
Real growth of DM sales 0.0% 0.0% 1.0%1 2.0%1 2.0%I 2.6%7 2.0% 2.0% 
Real DM sales (DM - millions) [ 0 0 0 0 0 0 0 0 0 
German Infltion factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUFIDM) 65 77 90 104 120 140 162 187 21? 
Nominal DM sales (HUF - millions) 0 0 0 0 0 0 0 0 0 
Total nominal sales (HUF - millions) 23.741 28,251 32,909 38,224 44,a37 52,594 61,693 72, .66 84,88 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods & ocrvices (HUF - millions) 17,674 17,674 17,674 17,851 18,208 18,572 18,943 19,322 19,709
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.10a2 2.4244 2.7881 3.2063 
Nominai cost of HUF goods & services (HUF - millions) 17,674 21,031 24,499 28,456 33,379 39,154 45,927 53,873 63,193 
Fereign purchases 
Real cost of SUS goods & services ($US - millioni) 39 39 4C 40 41 42 43 44 
US inflalion factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.313e 
Nominal cost of $US goods & servicos PUS - millions) 39 41 42 44 46 49 52 55 58 
Average exchange rate (HUF,$US) 97 116 133 151 172 196 222 253 287 
Nomirnl cost of SUS goods & services (HUF - millions) 3,828 4,698 5.591 6,644 7,974 9,570 11,485 13,713 16,541 

Real cost ofDM goods & services (DM - millions) [I 0 0 0 0 0 0 0 0 0 
German Inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 W 
Nominal cost of DM goods & services (HUF - millions) 0 0 0 0 0 0 0 0 0 
Total nominal cost of goods & services (HUF - milions) 21,502 25,729 30,091 35,101 41,353 48,723 57,412 67,656 79,734 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & administratie expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian hiflation factor 
Nominal SG&A expense (HUF  millions) 

Year 
Ending 
Dec-93 

1.0000 
927 

Dec-95 

0.0% 
0.0% 1 

927 
1.1900 

1,103 

Dec-96 

0.0% 
0.0%I 

927 
1.3862 
1,285 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 Dec-2000 

1.3% 2.0% 2.0% 2.0% 
1.0%1 2.0%1 2.0%I 
936 955 974 994 

1.5941 1.8332 2.1032 2.4244 
1,493 1,751 2,054 2,409 

Dec-2001 

2.0% 
% 

1,013 
2.7881 
2,826 

Dec-2002 

2.0% 
2.0%1 
1,034 

3.2063 
3,314 

Real capital expenditires (sUS - miiions) 
US Inflaton factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF,$US) 
Nominal capital expenditures (HUF  millions) 

1 10 
1.0325 

10 
116 

1,196 

10 
1.C-86 

11 
133 

1,423 

10 
1.1060 

11 
151 

1,675 

101 
1.1447 

11 
172 

1,970 

10o 
1.1848 

12 
196 

2,318 

10 
1.2263 

12 
222 

2,728 

10 ! 
1.2692 

13 
253 

3,209 

10I 
1.3136 

13 
Z37 

3,776 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal deprecition (HUF  millions) 
Nominal capital expendilres (HUF  millions) 
Tangible long-term assets, end of period 

1,703 

24,300 

24,300 
1703) 
1,196 

23,793 

23,793 
(1,703)1 
1,423 

23,513 

23,513 
(1,703)1 
1,675 

23,485 

23,485 
(1,703)1 
1,970 

23,752 

23,752 
(1,703)1 
2,318 

24,368 

24,388 
(1,703)1 
2,728 

25,392 

25,3.92 
(1,703)1 
3,209 

253,89q 

26,99 
(1703)1 
3,776 

28,972 

Net Income before txes paid outas dhiidends 
Net income tax 
Didend withholding 
Receiable Days 

.'.entoryTurns 
Prepaid expenses as a % di cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

0.0% 
18.0% 
23.0% 

451 
50.0 
3.5% 

12 
200.0% 

2.5% 
23.5% 

0.0% 
18.0% 
23.0% 

45 
50.0 

3.5% 
12 

200.0% 
2.5% 

20.5% 

0.0% i 00.0% 
18.0% 18.0% 
23.0% 23.0% 

45_45 
50.0 50.0 

3.5% 3.5% 
12 12 

200.0% 200.0% 
2.5% 2.5% 

20.5% 20.5% 

0.0% 
18.0% 
23.0% 

45 
50.0 

3.5% 
12 

200.0%1 
2.5%1 

20.5% 

18.0% 
23.0% 

45 
50.0 
3.5% 

12 
200.0% 

2.5% 
20.5% 

18.0% 
23.0% 

45 
50.0 
3.5% 

121 
200.0%1 
2.5%1 

20.5% 

00% 
18.0% 
23.0% 

45 
50.0 
3.5% 

12 
200.0% 

2.5% 
20.5% 

Long-term credits and libillies (HUF -
Amortization of principal  (years) 
Ending principal balance 

millons) 213 
30 

213 
(7) 

206 

206 
. 

190 

199 
(7) 

192 

192 
(7) 

185 

185 
(7) 

177 

177 
7 

170 

170 
7 

163 

163 

156 

Local borrowing rate 
Interest expense 

28.5% 
60 

25.5% 
52 

25.5% 
50 

25.5% 
48 

25.5% 
46 

25.5% 
44 

25.5% 
43 

25.5% 
41 

Issuance of common equity (nominal - HUF millons) 1 01 01 01 01 0 0 0 0 
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IMIVAUI II I-'HUJLLI; 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Tiszantuli Gazszolqialtato Rt. - Energy 
Year 

Ending Projected Year Ending 

INCOME STATEMENT (HUF in millions) Dec-93 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 23,741 28,251 32,909 38,224 44,837 52,594 61,693 72,366 84,885 

(Cost of Goods Sold) 
GROSS PROFIT 

(21,502) 
2,239 

(25,729) 
2,521 

(30,091) 
2,819 

(35,101) 
3,124 

(41,353) 
3,484 

(48,723) 
3,871 

(57,412) 
4,281 

(67,656) 
4,710 

(79,734i 
5,151 

Gross Profit Margin 9.4% 8.9% 8.6% 8.2% 7.8% 7.4% 6.9% 6.5% 6.1% 

(Selling, General, &Admln. Expense) 
OPERATING INCOME (EBITDA) 

(9m 
1,312 

(1,103) 
1,418 

(1285) 
1,534 

(1.493) 
1,631 

(1,751) 
1,733 

(2,054) 
1,817 

(2.409) 
1,872 

(2,826) 
1,884 

(3A14) 
1,837 

(Depreciaton & Amortization) (1,703) (1,703) (1,703) (1,703) (1,703) (1,703) (1,703) (1,703) (1,703) 
EBIT (391) (285) (169) (72) 30 114 l69 181 134 

Interest and otier financial income 
(Interest Expense) 

EARNINGS BEFORE TAXES 

[ 9 
(99)1 

(421) 

16 
(60) 

(328) 

109 
(52) 

(112) 

116 
(50) 
(6) 

100 
(48) 
83 

35 
(46) 
103 

(102) 
(44) 
23 

(340) 
(43) 

(202) 

(728) 
(41) 

(635) 

Extraordinary galn/pos) 
(Taxes) [ J 

061)0 
0 

0 
0 

0 
0 

0 
(15) 

0 
(19) 

0 
(4) 

0 
0 

0 
0 

NET INCOME (482 (328) (112) 46) 68 84 19 22 
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IMPACT I PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Tiszantufi Gazszolqaftato Rt. - Energy 

BALANCE SHEET (HUF In millions) Year 
Ending Projected Year Ending

ASSETS Dec-93 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets 285 285 285 285 285 285 285 285 285 

Net Tangible Long-term Assets 24.300 23,793 23,513 23,485 23,752 24.368 25,392 26,899 28.072 

Cash & Marketable Securitlet 68 532 564 489 171 (497) (1,61) (3,551) (6,471)
Accounts Recel/able 3,10 3,483 4,114 4,778 5,605 6,574 7712 f:,046 10,611
Inventories 515 602 702 827 974 1,148 1,353 1,595
Prepaid expenses 1,185 901 1,053 1,229 1,447 1,705 2,009 2,3683 2,791
Total Current Assets 4,740 5,430 6.333 7.198 8,050 8,757 9,209 9,215 8.525 

TOTAL ASSETS 2_5,508 30131 3 32,088 33410 3 7 

EQUITY. RESERVES & LIABILITIES 
Common Stock 25,321 25,321 25,321 25,321 25,321 25,321 25,321 25,321 25,321 
Retained Earnings:


Beginning (328) (65) (768) 
 (774) (70) (622) (M03) (80o)
Dividends1 01 0 0 0 0 0 0 0 0
 
Currentyear eamhgs (482) (328) (112) (6) 68 .34 19 (202) (635)

Ending (328) (656) 
 (768) (774) (706) (622) (603) (80-1 (1.440) 

Shareholders' EquIty 24,993 24,665 24,553 24,547 24,615 24,699 24,716 24,516 23,831 

Target Reserves 150 150 150 150 150 150 150 150 ,50 

Long-term Credits and Liabilties 206 199 192 185 177 170 163 156 156 

Trade credits [ 12 2,236 2,615 3,049 3,592 4,231 4,9&5 5,873 6.921
 
Other Accrued Uabilties 2,299i 2,206 2,570 2,985 3,501 4.107 4,818 5,651 6,629

Current Portion: Long-term debt 7 7 7 7 7 7 7 7 0 

Total Current Liabilities 3,931 4,449 5,192 6,042 7,101 8,346 9,810 11,=2 13,550 

Total Liabilities 4,137 4,648 5,383 6,2"6 7,278 8,516 9,973 11,688 13,706 

Other 45 45 45 45 45 45 45 45 45
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER 2 508 30.131 30968 32,083 331S37 

0 0 0 0 0 1) 0 0 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Tiszantuli Gazszolgaltato Rt. - Energy 
CASH FLOW STATEMENT (HUF in millions) 

Cash Rows from Operating Activities: 
Net Income 
Depreciation & Amortization 
Changes In Working Capital 

Cash praiidod by operating activities 

Cash Flows from Inveotng and Financing Actllles: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used I investing/invesflng activities 

Increase (decrease) In cash 

Cash, beginning of the period 
Increase (decrease) In cash 
Dividends 

Cash, end of period 

Increase (decrease) In cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions), 

Average exchange rate (HUF$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millons) 

Enc of polod exchange rate (HUF$US) 

Net Income (HUF - millions) 

Terminal vaiue ($US - millons) 


Total cash flowto shareholders ($US - millions) 

Cash flow available to shareholders prior to IPO 

Cash flow to shareholders from public offering 

Total cashflow to shareholders 


Discount cash flow (US Inmillions) 

Not presentvalue ($US In milfflons) 
Net presentvlue (HUF in millions) 

Dec-93 

P/E 
Ratio 

12 

IPO
 
(Year 

5 

40.0% 
3 

345 

Dec-95 

(328) 
1,703 

292 
1,667 

(1,196) 
(7) 
0 

(1,203) 

464 

68 
464 

0 
532 

464 

0 
0 

464 


116 


4 

125 
(328) 

(32) 

4 
0 
4 

3 

Dec-98 

(112) 
1,703 

(128) 
1,463 

(1,423) 
(7) 
0 

(1,430) 

32 

532 
32 
0 

564 

32 
0 
0 

32 

133 
0 

142 
(112) 

(9) 

0 
0 
0 

0 

Dec-97 

(6) 
1,703 

(90) 
1,607 

(1,675) 
(7) 
0 

(1,682) 

(75) 

564 
(75) 

0 
489 

(75) 
0 
0 

(.5) 

151 
(0) 

161 
(6) 
(0) 

(0) 
0 
(0) 

(0) 

Projected Year Ending 
Dec-2000 

19 
1,703 

(151) 
1,571 

(2,728) 
(7) 
0 

(2,735) 

(1,164) 

(497) 
(1,164) 

0 
(1,661) 

(1,164) 
0 
0 

(1,164) 

222 
(5) 

237 
19 

1 

0 
0 
0 

0 

Dec-2001 

(202) 
1,703 
(176) 

1,326 

(3209) 
(7) 
0 

(3216) 

(1,891) 

(1k6 1) 
(1,891) 

0 
(3,551) 

(1,891) 
0 
0 

(1,891) 

253 
(7) 

269 
(202) 

(9) 

0 
0 
0 

0 

Dec-2002 

(635) 
1,703 

(24 
864
 

(3,776) 
(7) 
0 

(3,783) 

(2,919) 

(3,551) 
(2,919) 

0 
(6,471) 

(2919) 
0 
0 

(2,919) 

287 
(10) 

306 
(635) 
(25) 

0 
0 
0 

0 

Dec-98 

68 
1,703 
(112) 

1,659 

(1,970) 
(7) 
0 

(1,977) 

(318) 

489 
(318) 

0 
171 

(318) 
0 
0 

(318) 

172 
(2) 

183 
68 

4 

(2) 
0 
(2) 

(0) 

Dec-99 

84 
1,703 
(130) 

1,658 

(2,318) 
(7) 
0 

(2,325) 

(668) 

171 
(668) 

0 
(497) 

(68) 
0 
0 

(668) 

198 
(3) 

208 
84 

5 

(3) 
5 
1 

0 
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IMPACT IIPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Eszakdunantuli Gazszolgaltato Rt. - Energy 
Year 

Operating Assumptions: Ending Projected Year Ending 
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate 1 0.0%1 0.0%1 1.0% 2.0%1 2.C% 2.0% 2.0% 2.0% 
Real domestic sales (HUF - mlllons) 6,574 6,574 6,574 6,340 6,773 6,908 7,046 7,187 7,331 
Hungarian hflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1092 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 6,574 7,823 9,113 10,585 12,416 14,564 17,083 20,038 23,505 
Foreign sales: 
Real growth of SUS sales I 0.0% 0.0% I 1.0% 1 2.0%1 2.0%1 2.0- 1 2.0% 2.0% 
Real .SUS sales PUS - millions) 0 0 0 0 0 0 0 0 
US Inftlaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $U sales ($US - millions) 0 0 0 0 0 0 0 0 0 
Average exchange ratc (HUF,$US) 97 116 133 151 172 196 222 253 287 
NominAl SUS sales (1-JF - millions) 0 0 0 0 0 0 0 0 0 

Real g~owth of DM sales 1 0.0% 0.0% 1 .O% 2.0%1 2.0%1 2.0%1 2.0%1 2.0% 
Real DM ales (DM - millions) 0 0 0 0 0 0 0 0 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.21G4 
Nominal DM sales (DM - millions) 0 0 0 0 .0 0 0 0 0 
Average exchange rate (HUFIDM) 65 77 90 104 120 140 162 187 217 
Nominal DM cales (HUF - millions) 0 0 0 0 0 0 0 0 0 

Total nominal calos "HUF  millions) 6,574 7,823 9,113 10,585 12,416 14,584 '7,0=3 20,038 23,505 

Estimated cost of goods sold 
Weighted r-verago roal sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic ourchasos 
Real cost ci HUF goods & services (HUF - millions) LI35 354 354 358 365 372 379 387 395 
Hungarian Inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF  rIllions) 354 421 491 570 669 784 920 1,079 1,266 
Foceign purchases 
Real cost of $US goods & services ($US - millions) 58 58 58 58 60 &1 6 63 65 
US inflaton factor 1.0000 1.0325 1.0686 1.0W0 1.1447 1.1 848 1.2263 1.289 1.3136 
Nominal cost of SUS goods & services ($US - millions) 58 60 62 65 68 72 78 80 65 
Average exchange rato (HUFSUS) 97 116 133 151 172 198 222 253 287 
Nominal cost of SUS goods & services (HUF  millions) 5,640 6,922 8,238 9,7-0 11,749 14,100 1,921 20,307 24,371 

Real cost of DM goods & services (DM - millions) 0 0 0 0 0 0 0 0 0 
German Inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millris) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUFiDM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM gods & services (HUF - millions) 0 0 0 0 0 0 0 0 0 

Total nominal cost of goods & services (HUF  millions) 5,994 7,343 8,729 10,360 12,417 14,884 17,841 21,38d 25,637 

12-Dec-94 FOR INTERNAL USE ONLY: Not compiled or examined by an independent CPA. Projected results cannot be assured. Page 16 



IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODELI7, 

Year 
Operating Assumptions (continued): Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-93 Dec-99 Dec-2 =0 Dec-2001 Dec-2002 
Selling, general &administratve expense (SG&A) 

Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF  millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

131 
1.0000 

131 

0.0% 
0.0%j 

131 
1.1900 

156 

0.0% 
0.0%I 

131 
1.3862 

182 

1.0% 
1.0% 

132 
1.5941 

211 

2.0% 
2.0%1 

135 
1.8332 

247 

2.0% 
2.0%1 

138 
2.1082 

290 

2.0% 
2.0%1 

140 
2.4244 

340 

2.0% 
2.0%1 

143 
2.781 

399 

2.0% 
2.0%1 

146 
3.2063 

468 

Real capta expendiires (SUS - millons) 
US inflaton factor 
Nominal capital expenditures IUS - millions) 
Average exchange rate (HUF,$US) 
Nominal capital expenditures (HUF - millions) 

I 21 
1.0325 

2 
116 
239 

21 
1.0686 

2 
133 
285 

1.1060 
2 

151 
335 

1.1447 
2 

172 
394 

2 1 
1.1848 

2 
196 
464 

2 
1.2263 

2 
222 
546 

21 
1.2692 

3 
253 
642 

2] 
1.3136 

3 
287 
755 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millons) 
Nominal capittl expenditures (HUF - millions) 
Tangible long-term assets, end of period 

[ -(57) 

7,810 

1 
7,810 
(57511 
239 

7,474 

7,474 
(575)1 
285 

7,184 

7,184 
(575)1 
335 

6,944 

6,944 
(575)1 
394 

6,763 

6.763 
f575 
464 

6,652 

6,652 
75)1 
546 

6,622 

6,622 
575) 
642 

6,689 

6,689 
(575)1 
755 

6,869 

Net Income before taxes paid outas dividends 
Net Income taxes 
Dividend withholding tax 
Racelvable Days 
Inventory Turns 
Prepuid expenses as a % of cost of goods sold 
Payable Tumt 
Accruals as % of SG&A 

F 0.0% I 
18.0% 
23.0% 

25 
120.0 
2.0% 

18 
80.0% 

0.0%1 
18.0% 
23.0% 

25 
120.0 
2.0% 

18, 
8C.0% 

0.0%1 
18.0% 
23.0% 

25 
120.0 
2.0% 

18 
80.0% 

0.0%I 
18.0% 
23.0% 

25 
120.0 
2.0% 

18 
80.0% 

0.0%I 
18.0% 
23.0% 

25 
120.0 
2.0% 

18 
80.0% 

0.0%I 
18.0% 
23.0% 

25 
120.0 
2.0% 

18 
r0.0% 

0.0% 
18.0% 
23.0% 

25 
120.0 
2.0% 

18 
80.0% 

0.0% 
18.0% 
23.0% 

25 
120.0 
2.0% 

18 
80.0% 

Mininurm cash balance as a %of sales 
Local investing rate 

2.5% 
23.5% 

".5%, 
20.5% 

2.5% 
20.5% 

2.5% 
20.5% 

2.5% 
20.5% 

2.5% 
20.5% 

2.5%1 
20,5% 

2.5% 
20.5% 

Long-term credits and Ilal llles (HUF -
Amortization of prindpal - (ysars) 
Ending principal balance 

mlllons) 106 
30 

106 
(4) 

102 

102 
(4 
99 

99 
(4) 
95 

95 
(4) 
92 

92 
(4) 
88 

88 
(4) 

85 

85 
(4) 

81 

81 
(4) 
78 

Local borrowing rate 
Interest expense 

28.5% 
30 

25.5% 
26 

25.5% 
25 

25.5% 
24 

25.5% 
23 

25.5% 
22 

25.5% 
21 

25.5% 
20 

Issuance of common equity (nominal - HUF millions) 0o 0 0 01 01 01 0 01 
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IMPACT IIPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVSTMENT FUND MODEL 

Eszakdunantuli Gazszolpattato Rt. - Enerqy 

INCOME STATEMENT (HUF in millions) 
Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec-99 Dec-2000 D-.j-2001 Dec-2002 

SALES 6,574 7,823 9,113 10,585 12,416 14,564 17.083 20,038 23,505 

(Cost of Goods Sold) 
GROSS PROFIT 

Gros Profit Margln 

(5.994) 
680 

8.8% 

(7,343) 
480 

6.1% 

(8,729) 
384 

4.2% 

(10,360) 
225 

2.1% 

(12,417) 
(1) 

-0.0% 

(14,884) 
(320) 

-2.2% 

(17,841) 
(758) 

-4.4% 

(21,386) 
(1,348) 
-6.7% 

(25,637) 
(2,132) 
-9.1% 

(Selling, General, & Admin. Expense) 
OPERATING INCOME (EBITDA) 

(131) 
449 

(156) 
324 

(182) 
203 

(211) 
14 

(247) 
(249) 

(290) 
(610) 

(340) 
(1,098) 

(399) 
(1,747) 

(468) 
(2,600) 

(Depreclalon & Amortiation) 
EBIT 

(575) 
(126) 

(575) 
.(251) 

(575) 
(372) 

(575) 
(561) 

(575) 
(824) 

(575) 
(1,185) 

(575) 
(1,673) (2,322) 

(575) 
(3,175) 

Interest and o'her financial Income 
(Interest Expeneo) 

EARNINGS BEFORE TAXES 
I 27)J 

(138) 

15 
(30) 

(266) 

41 
(26) 

(357) 

19 
(25) 

(567) 

(55) 
(24) 

(903) 

(212) 
(23) 

(1,421) 

(491) 
(22 

(2,186) 

(944) 
(21) 

(3287) 

(1,644) 
(20) 

(4.840) 

Extraordinary galn/(poss) 0 0 0 0 0 0 0 0 
(laxes) 

NET INCOME 
0 

(169) 
0 

(266) 
0 

(357) 0 
0 0 

0) 
0 

(1421 
0 

(2,186 
0 

(3287 4 
0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Eszakdunantuli Gazszolgaftato Rt. - Energy 

BALANCE SHEET (HUF in millions) Year 

ASSETS 
Ending 
Dec-94 Dec-95 Dec-96 Dec-97 

Projected Year Ending 
Dec-98 Dec-09° Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets [ 2 227 227 227 227 227 227 227 227 

Not Tangible Long-term Assets 7,810 7,474 7,164 6,944 6,763 6,652 6,622 6,689 6,869 

Cash &Markotible Securities 
Accounts Recelwable 

63 
513 

200 
536 

93 
633 

(270) 
735 

(1.036) 
862 

(2,394) 
1,011 

(4,606) 
1,186 

(6,022) 
1,39 

(13,111) 
1,632 

Inventories 65 61 73 8 103 124 149 178 214 
Prepaid expenses 128 147 175 207 248 298 357 42 513 
Total Current Assets 769 944 973 759 178 (9611 (2,914) (6,024) (10,753) 

TOTAL ASSETS 886 8646 7929 7168 5918 656 

EQUITY. RESERVES & LIABILITIES 
Common Stock 8,369 8,369 8,3698,369 8,369 8,3g9 8,39 8,3S9 8,369 
Retained Earnings: 

Beginning [ 2 (157) (423) (780) (1,347) (2250) (3,671) (5,857) (9,144) 
Diidends 01 0 0 0 0 0 0 0 0 
Current year ea mings (169) (266) (357) '567) (903) (1,421) (2,18G) (3287) (4,840) 
Ending (157) (423) (780) (1,347) (2,250) (3,671) (5,A57) (9,144) (13 984) 

Shareholders' Equity 8,212 7,946 7,589 7,022 6,119 4,698 2,512 (775) (5,615) 

Target Reserves 0 0 0 0 0 0 0 0 

Long-term Credits and Liabilities 102 99 95 92 88 85 81 78 78 

Tmdn credit39 417 495 587 704 843 1,010 1,210 1,450 
Other Accru,.d Liabilities 125 145 169 198 232 272 319 375 
Current Portion: Long-term debt 4 4 4 4 4 4 4 4 0 

Total Current Liabilities 436 545 644 760 905 1,079 1,286 1,533 1,825 

Total LaLlIftles 538 644 739 851 993 1,163 1,367 1,611 1,903 

Oth.e 56 56 56 56 56 56 56 56 56 
TOTAL EQUITY. RESERVES. UABIUTIES & OTHER 8.8 8..6468 7929 7 892 3.656 

0 0 0 0 (0) 0 0 (0) (0) 
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IMPACT IIPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Eszakdunantuli Gazszgqailtato Rt. - Enerqy 
CASH FLOW STATEMENT (HUF in millions) Projected Year Ending 

Dec-94 Dec-95 Dec-g9,5 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 
Cash Flows from Operating Activtis: 

Net Income (266) (357) (567) (903) (1,421) (2,186) (3.287) (4,840) 
Depreciation & Amortization 575 575 575 575 575 575 575 575 
Changes in Working Capital 71 (37) (33) (40) (45) (52) (58) (68) 

Cash provided by operating activiles 380 181 (24) (368) (891) (1,663) (2,771) (4.331) 

Cash Flows from Investing and Fiandng Acthties: 
Purchase of Property and Equipment (239) (285) (335) (394) (464) (546) (642) (755) 
Repayment of principal of Long-term Debt (4) (4) (4) (4) (4) (4) (4) (4) 
Issuance of Common Stock 0 0 0 0 0 0 0 0 

Cash used in invotingirlvsting actK.lvee (243) (288) (338) (398) (467) (549) (645) (759) 

Increase (decrease) In cash 137 (108) (363) (766) (1,358) (2212) (3,416) (5,89) 

Cash, beginning of the pcrod 63 200 93 (270) (1,036) (2,394) (4,608) (8,022) 
Increase (decrease) Incash 137 (108) (363) (766) (1,358) (2212) (3,416) (5,089) 
Didends 0 0 0 0 0 0 0 0 

Cash, end of period 200 93 (270) (1,036) (2,394) (4,606) (8,022) (13,111) 

Increase (decrease) Incash 137 (108) (363) (766) (1,358) (2212) (3,418) (5.089) 
Dividends 0 0 0 0 0 0 0 0 
Dtloond withholding tax 0 0 0 0 0 0 0 0 

CASH' AVAILABLE TO SHAREHOLDERS (HUF In millons) 137 (108) (363) (766) (1358) (2212) (3,416) (5,089) 

Average exchange rate (HUFUS) 116 133 151 172 196 222 253 287 
CASH AVAILABLE TO SHAREHOLDERS ($US in mlilons) 1 (1) (2) (4) (7) ( 0) (14) (18) 

End of period exchange rate (HUF A US) P/E 125 142 161 183 208 237 269 308 
Net Income (HUF - millions) Ratio (266) (357) (567) (903) (1,421) (2,188) (3287) (4,840) 
Terminalvaluo ($US - milions) 12 (26) (30) (42) (59) (82) (111) (147) (190) 

IPO 
Total cash flow to shareholders ($US - mllions) (Year 
Cash flow available to shareholders prior to IPO 5 1 (1) (2) (4) (7) 0 0 0 
Cash flow to shareholders from public offering 0 0 0 0 0 0 0 0 
Total cashflow to shareholders 1 (1) (2) (4) (7) 0 0 0 

Discount cash flow ($US in millions) 40.0% 
Net present value (SUSIn millons) 12) (0) (1) (1) (1) 0 0 0 
Net presentvaluo (HUF In millions) (246) 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Matev Rt. - Infrastructure (2) 

Year 
Operating Assumptions: Ending Projected Year Ending 
Estimated net sales Dec-94 Dec-95 Dec--" Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate 
Real domestic sales (HUF  milions) 

0.0%t 
76,696 

0.0%I 
76,696 

1.0%! 
77,463 

2.0%1 
79,012 

2.0%1 
80,592 

2.0%I 
82,204 

2.0% 
83,848 

2. 
85,525 

Hungarian Inflation factor 1.0000 1.1900 1.3B62 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 76,696 91,265 106,315 123,485 144,848 169,906 199,300 233,779 274,223 
Foreign sales: 
Real growth of$US sales 013 0.0% 1 1." 1 2.0%I 2.0%1 2.0% 1 2.0% I 2.0%I 
RealSUS sales (SUS - millions) 0 0 0 0 0 0 0 0 
US inflaion factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3138 
NominlSUS sales ($US - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUFAUS) 97 116 133 151 172 196 2 253 287 
Nominal SUS sales (HUF  mllions) 0 0 0 0 0 0 0 0 0 

Real growth of IM sales 
Real DM sales (DM - millions) 
German inflation factor 

117 
1.0000 

0.0%1 
117 

1.0250 

0.0% 
117 

1.0506 

1.0%I 
118 

1.0769 

2.0%1 
120 

1.1038 

2.0% 
123 

1.1314 

2.0% 
125 

1.1597 

2.0 
12E 

1.1887 

2.0 
130 

1.2184 
Nominal DM &ales (DM - millions) 117 120 123 127 133 139 145 152 159 
Average exchango rate (HUF/DM) a5 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 7,637 9,165 11,008 13,204 15,995 i9,376 23,472 28,433 34,443 

Total nominal sales (HUF - millions) 84,333 100,430 117,323 136,689 160,843 189,233 222,772 262,212 308,686 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods &services (HUF  millions) 23 559 23,559 23,559 23,794 24,270 24,753 25,251 25,756 28,271 
Hungarian hflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & Pervices (HUF - millions) 23,559 28,034 32,657 37,931 44,493 52,190 61,219 71,810 84,233 
Foreign purchases 
Real cost of SUS goods & services ($US - millions) 0 0 0 0 0 0 0 0 
US inflation factcr 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of SUS goods & services k;US - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/SUS) 97 116 133 151 172 193 222 253 287 
Nominal cost of SUS goods & sorvices (HUF - millions) 0 0 0 0 0 0 0 0 0 

Real cost of DM goods & services (DM - millions) 59 59 59 60 61 62 63 65 66 
German inflation factor 1.0Coo 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 
Average exchange rate (HUF/DM) 
Nominal cost of DM goods & services (HUF - millions) 

59 
65 

3,880 

60 
77 

4,632 

62 
90 

5,564 

64 
104 

6,674 

67 
120 

8,084 

70 
140 

9,793 

73 
162 

11,863 

77 
187 

14,370 

80 
217 

17,406 

Total nominal cost of goods & services (HUF - millions) 27,419 32,666 38,220 44,604 52,577 61,983 73,082 86.180 101,641 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 
Year 

Ending 
Dec-94 Dec-95 Dec-96 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Selling, general &administratIve expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF  millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF  millions) 

32.461 
1.0000 
32,461 

0.0% 
0.0% 

32,461 
1.1900 
38,628 

0.0% 
0.0%1 

32,461 
1.3862 
44,997 

1.0% 
1.0%1 

32,786 
1.5941 
52,265 

2.0% 
2.0% 

33.442 
1.8332 
61,306 

2.0% 
2.0%1 

34,110 
2.1082 
71,912 

2.0% 
2.0%1 

34,793 
2.4244 
84,353 

2.0% 
2.0 

35,489 
2.7881 
98,946 

2.0% 
2.0% 

36,198 
3.2063 

116.064 

Real capital expenditures (SUS - milions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF -- millions) 

I 60 
1.0325 

62 
116 

7,176 

60 
1.0686 

64 
133 

8,540 

60 
1.1060 

66 
151 

10,048 

60 1 
1.1447 

69 
172 

11,822 

60-1 
1.1848 

71 
196 

13,910 

601 
1.2263 

74 
222 

16,366 

601 
1.2692 

76 
253 

19,256 

60 
1.3136 

79 
287 

22,656 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - mions) 
Nominal capi expenditures (HUF - millions) 
Tangibe long-term assets, end of period 

(15,544) 1 
201,336 
(15,544 

7,176 
1201,33612,968 

192,968 
(15,544) 

8,540 
185,934 

185,964 
(15,544)1 
10,048 

180,468 

180,468 
(15,544)1 
11,822 

176,746 

176,746 
(15,544)1 
13,910 

175,112 

175,112 
(15,544)1 
16,36 

175,934 

175,934 
(15,544 
19,256 

179,646 

179,646 
(15.544)1 
22,656 

186,758 

Netincome beore taxes paid out as dividends 
Net Income taxes 
Dividend withholding taxes 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of costd goods sold 
Payable Tumr 
Accruals as % of SG&A 
Minimum cash balance as a %of sales 
Local investing rate 

0.0% 
18.0% 
23.0% 

60 
7.0 

15.0% 
6 

50.0% 
2.5% 

23.5% 

0.0% 
18.0% 
23.0% 

60 
7.0 

15.0% 
6 

50.0% 
2.5% 

20.5% 

0.0%1 
18.0% 
23.0% 

60 
7.0 

15.0% 
6 

50.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

60 
7.0 

15.C% 
6 

50.0% 
2.5% 

20.5% 

0.0%t 
18.0% 
23.0% 

60 
7.0 

15.0% 
6 

50.0% 
2.5% 

20.5% 

00%1 
18.0% 
23.0% 

60 
7.0 

15.0% 
6 

50.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

60 
7.0 

15.0% 
6 

50.0%1 
2.5%1 

20.5% 

00% 
18.0% 
23.0% 

60] 
7.0 

15.0% 
6 

50.0% 
2.5% 

20.5% 

Long-term credits and liatliles (HUF -
Amortization of principal  (years) 
Ending principal balanco 

milons) E 59,138 I 
30 

59,138 
(1,971) 

57,167 

57.167 
(1,971) 
55,195 

55,195 
(1,971) 
53,224 

53,224 
(1,971) 
51,253 

51,253 
1,971) 

49,282 

49,282 
(1,971) 

47,310 

47,310 
(1,971) 

45,339 

45,339 
(1,971) 
43,368 

Local borrowing rate 
Interest expense 

28.5% 
16,573 

25.5% 
14,326 

25.5% 
13,824 

25.5% 
13,321 

25.5% 
12,818 

25.5% 
12,315 

25.5% 
11,813 

25.5% 
11,310 

Issuance of common equity (nominal - HUF millions) 0o 01 0I 01 01 01 0 I0I 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Matav Rt. - Infrastructure (2) 

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF in millions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 84,333 100,430 117,323 136,689 160,843 189,283 222,772 262,212 308,666 

(Cost of Goods Sold) (27,419) (32,666) (38220) (44,604) (52,577) (61.983) (73,082) (86,180_) (101,641) 
GROSS PROFIT 56,915 67,764 79,103 92,085 108,266 127,300 149,690 116,032 207,025 

Gross Profit Margin 67.5% 67.5% 67.4% 67.4% 67.3% 67.3% 67.2% 67.1% 67.1% 

(Selling, General, &Admin. Expense) (32,461) (38,628) (44,997) (52265) (61,306) (71,912) (84,353) (98.946) (116,064) 
OPERATING INCOME (EBITDA) 24,453 29,136 34,105 39,820 46,960 55,387 65,337 77,086 90,961 

(Depreciaton &Amortiation) (15,544) (15,544) (15,544) (15,544) (15,544) (15,544) (15,544) (15,544) (15,544) 
EBIT 8,909 13,592 18,561 24,276 31,416 39,843 49,793 61,542 75,417 

Interest and other financial Income 
(Interest Expense) 

[9] 
(10947) 

8,266 
(16,573) 

9,980 
(14,326) 

13,504 
(13,824) 

18,420 
(13,321) 

25,121 
(12,818) 

34,052 
(12,315) 

45,772 
e;1,813) 

60,969 
(11,310) 

EARNINGS BEFORE TAXES 879 5,285 14,215 23,956 36,515 52,146 71,529 95,501 125,076 

Extraordinary galn/loes) 880 0 0 0 0 0 0 0 
(Taxes) (174) (951) (2,559) (4,312) (6.573) (9,386) (12,875) (17,190) (22,514) 

NET INCOME 793 4,333 11.656 19,644 29,92 42,760 5,654 78311 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Matav Rt. - Infrastructure (2_ 

BALANCE SHEET (HUF in millions) Year 
Ending Prcjocted Yeor Endin 

ASSETS Dec-9- Decc-95 Doc-96 Do c-97 (Thc-98 Dc-99 Dtfc--:000 D'c-2001 Dec-2002 

Intangible and Invested Financial Assets E 17,081 17,081 17.081 17,081 17.091 17,081 17,031 17,081 17,081 

Not Tangible Long-term Assets 201,336 192,968 15,964 180.468 176,746 175,11.2 175,934 179,646 186,758 

Cash & Marketable Securities 35,173 48.682 65,872 89,852 122.541 166,107 223.2'79 297,410 392,607 
Accoints RecoLable 14,830 16,509 19,554 22. 7 2 -6,C,07 31,547 37.129 43.702 51,444 
Inventories
Prpad expnses,635 
Total Curreni Assets 

4,229 

59,867 

4.667 
4,900 

74,757 

5,460
5,733 

96,619 

6,372
6,691 

125,696 

7,511
7.867 

164.5 

8.555 
C'Z_-7 

21 5.10i 

10,440
10,9:2 

21,81 

12.311 
12,92 

3 6,350 

14,520
15,246 

473,818 

TOTAL ASSETS 278,284 2 3 3245 3 .-. 4 5 it G7 

EQUITY. RESERVES & LIABILITIES 
Common Stock [ 143,592 143,592 143,592 143,592 143,592 143,59 143,592 143,592 143,592 
Retained Earnings: 

Beginning F34,87] 35,690 40,023 51,679 71,323 101,265 144.025 Z02.679 280,990 
Dividends 0 0 0 0 0 0 0 0 
Current year eaerigs 793 4,3l 11,656. 1,44 29.942 42,760 55,65,.. 78,311 102,:rG2 
Ending 35,690 40.023 5i,679 71,323 101,265 144,025 202,679 250,990 383,552 

Shareholders' Equity 179,282 183.615 195,271 214,915 244,857 287,617 346,271 424,582 527,144 

Target Ronorves F 347 1 347 347 347 347 347 347 347 347 

Long-term Credits and Liabilities 57,167 55,195 53,224 51.253 49.282 47,310 45,339 43,3C3 43,368 

Trade credits 11,882 13.870 16,145 18,981 22,316 26,239 30,854 36,284 
Other Accruad Uabilites1 17,696 19,314 22,499 26,132 3 0 , 6 5 3 35,956 42,177 49,473 58,032 
Current Portion: Long-term debt 1,971 1.971 1,971 1,971 1,971 1,971 1,971 1,971 0 

Total Current Liabilities 29.007 33,167 38,340 44,248 51.605 60,243 70,387 82,299 94,316 

Total Liabilities 86,174 88,363 91,564 95,501 100,87 07,554 i 15,726 125,667 137,684 

Other [ 12.481 12,481 12,481 12.481 12,481 12,481 12.481 12,481 12,481 
TOTAL EQUITY, RESERVES, UABIUTIES & OTHER 278,284 2 299,66 323,245 358,572 407,999 7 563,077 

(0) (0) (0) (0) (0) (0) (0) (0) (0) 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Matav Rt. - Infrastructure (2) 
CASH FLOW STATEMENT (HUF - millions) Poicted Year tnding 

Dec-94 Dec-95 Dec-96 Dec-97 Dec-93 Dec-93 Dec-2000 Dec--2001 Doc-2002 
Cash Flows from Operating Actfities: 

Net Incomo 4,333 11.656 19,644 29,942 42,760 58,654 78,311 102,562 
Depreciafixn & Amortization 15,544 15,544 15.544 15,544 15,544 15,544 15,544 15,544 
Changes m Working Capital 2,779 501 811 996 1,144 1,312 1,502 1,719 

Cash pr(viciod by ororating activitles 22,656 27,701 36.000 46,482 59,447 75.510 95,357 119,825 

Cash Flows from Irrvesting and Financing AciWies: 
Purchase of Property and Equipment (7,176) (8,540) (10,048) (11,822) (13,910) (16,366) (19256) (22,656) 
Repayment of principal of Long-term Debt (1,971) (1,971) (1,971) (1,971) (1,971) (1,971) (1,971) (1,971) 
Issusnnce of Common Stock 0 0 0 0 0 0 0 0 

Cash used In investlngfinvestirg activities (9,147) (10,511) (12,019) (13,794) (15,881) (18,337) (21227) (24,627) 

Incrouso (decrease) In cash 13,509 17,190 23,980 32,688 43,566 57,173 74.130 95,197 

4Zaeh, beginnng of the pedod 35,173 48,632 65,372 89,852 122,541 166.107 223,279 297,410
 
Increase (decrease) In cash 13,50) 17,190 23,980 32,688 43,566 57,173 74,130 95,197
 
DIvUends 0 0 0 0 0 0 0 0
 

Cash, and ol period 48,682 65.872 89,852 122,541 166,107 223,279 297,410 392,607 

Increa!3o (decrease) In cash 13,509 17.190 23.950 32,688 43.5C 57,173 74,130 95,197 
Dividends 0 0 0 0 0 0 0 0 
Dividend withholding tax 0 0 0 0 0 0 0 0 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millons) 13,509 17,190 23,980 32,6.88 43,566 57,173 74,130 95,197 

Avemgo exchange rate (HUF/$US) 116 133 151 172 193 222 253 287 
CASH AVAILABLE TO SHAREHOLDERS ($US In mllions) 117 129 158 190 223 257 293 331 

End of pedcd exchange rate (HUFd$US) P/E 125 142 161 183 208 237 269 306 
Net Income (HUF - millions) Ratio 4,333 11,656 19,644 -9,942 42,760 58.654 78,311 102,562 
Terminalvalue ($US - milions) 12 417 987 1,463 1,962 2,465 2,974 3,493 4,024 

IPO
 
Total cash flowto shareholders ($US - mlllons) Year 
Cash flow available to shareholders priorto IPO 5 117 129 158 190 223 0 0 0 
Cash flow to shareholders from public offering 0 0 0 0 2,465 0 0 0 
Total cashtlow to shareholders 117 129 158 190 2,687 0 0 0 

Diocount rate 40.0% 
Not present value ($US rn millons) 1,085 83 66 56 49 5C0 0 0 0 
Net presont value (HUF In millions) 1le,060 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Malev Rt. -- Infrastructure (2) 
Year 

Operating Assumptions: Ending Projected Year Ending 
Estimated not sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate 0.0% 0.0% -1.0% 2.0%T 2.0% 1 2.0% 2.0% 20% 
Real domestic sales (HUF - milions) 2,893 2,893 2,893 2,922 2,981 3,040 3,101 3,163 3,226 
Hungarian inflation factor 1.0000 1.1903 1.3862 1.5941 1.8332 2.1082 2.4244 2.7381 3.2063 
Nominal domestic sales (HUF  mlions) 2.893 3,443 4,011 4,658 5,464 6,4i0 7,519 8,819 10,345 
Foreign 3ales: 
Real growth of $US sales 
Real $US sales §$US - millions) i 

r 0.0% 
200 

0.0% 
200 

1 
202 

20%1 
206 

2.0 
210 

2.0%I 
215 

2.0% 
219 223 

US Inflaton factcr 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.22S3 1.2692 1.3136 
Nominal SUS sales ($US - millions) 200 207 214 224 236 249 263 278 293 
Average exchange rate (HUFSUS) 97 116 133 151 172 193 222 253 287 
Nominal SUS sales (HUF  millions) 19,504 23,937 28,488 33,854 40,628 48,759 58,516 70,225 84,278 

Real growth of DM sales I 0.0% I 0.0% I 10%1 20%I 2.0% 1 2.0% 2.0% 1 2.0% I 
Real DM sales (DM - millions) 199 199 199 201 205 209 213 217 222 
German inflation factor 1.0000 1.0250 1.0505 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 199 204 209 216 226 235 247 258 270 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 13,003 15,603 18,742 22,480 27,232 32,98 39,961 48,408 58,640 

Total nominal sales (HUF - millions) 35,400 42,984 51,240 60,993 73,325 88,157 105,995 127,452 153,263 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF good3 & services (HUF - millions) [ 16,407-1 16,407 16,407 18,571 16,902 17,240 17,58r 17,937 18,295 
Hungarin inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (-IUF - millions) 16,407 19,523 22,743 26,416 30,986 36,346 42,634 50,010 58,661 
Foreign purchases 
Real cost otSUS goods & services ($US - millions) 
US Inflation factor 

[I 29ZJ 
1.0000 

29 
1.0325 

29 
1.06&6 

29 
1.1060 

30 
1.1447 

31 
1.1848 

31 
1.2263 

32 
1.2692 

32 
1.3136 

Nominal cosL of SUS goods & services ($US - millions) 29 30 31 32 34 36 38 40 43 
Average exchange rate (HUFi$US) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods & services (HUF - millions) 2,831 3,474 4,135 4,913 5,896 7,076 8,493 .0,192 12,232 

Real cost of DM goods & services (DM  millions) 0 0 0 0 0 0 0 0 
German Inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & service" (HUF  millions) 0 0 0 0 0 0 0 0 0 

Total nominal cct of goods & services (HUF - millions) 19,237 22,997 26,877 31,329 36,882 43,422 51,126 60,202 70,893 
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IMPAU- II PRHJEUJ[ 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Aesumptiona (continued): 
Year 

Ending 
Dec-94 Dec-95 Dec-96 Dec-97 

Projected Year Ending 
Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Selling, general & adminlstrative expense (SG&A) 
Weighted aver go roal sales growth 
Real growih of SC-&A 3xpenses 
Real SO&A expense (HUF - millions) 
Hungarian inftation factor 
Nominai SG&A expense (HUF - millions) 

1.0000 
15,716 

0.0% 
0.0% 

15,716 
1.1900 
18,701 

0.0% 
0.0% 

15,716 
1.3862 
21,785 

1.0% 
10% 

15,873 
1.5941 
25,304 

2.0% 
2.0% 

16,1C1 
1.8332 
29,681 

2.0% 
20% 

16,514 
2.1082 
34,816 

2.0% 
2.0% 

16,845 
2.4244 
40,839 

2.0% 
2.0% I 

17,182 
2.7881 
47,904 

2.0% 
2.0%] 

17,525 
3.2063 
56,192 

Real capital e:p ndlires (SUS - millions) 
US inflation factor 
Nominal capital expenditures (US - millions) 
Average exchange rate ('r"UF/$US) 
Nominal capital expenditures (HUJF - mlilions) 

I 5 
1.0325 

5 
116 
598 

51 
1.0686 

5 
133 
712 

5[ 
1.1060 

6 
151 
837 

5 
1.1447 

6 
172 
985 

51 
1.1848 

6 
196 

1,159 

5 
1.2263 

6 
222 

1,364 

5 
1.2692 

6 
253 

1,605 

5 
1.3136 

7 
287 

1,888 

Tagib:o long-term assets, beg. of period (HLIF - millions) 
Nominal depreciation (HUF - millons) 
Nominal capital expenditures (HUF - millions) 
Tangibleo long-term assets, end of period 

843 

5,983 

5,983 
(8431 
598 

5,738 

5,738 
,843)1 
71? 

5,607 

5,607 
84)-
837 

5,602 

5,602 
(843)1 
985 

5,745 

5,745 
(843)1 

1,159 
6,061 

6,031 
(843) 

1,3&4 
6,532 

6,582 
843 

1,605 
7,344 

7.344 

1,888 
8,390 

Net Income bolor taxes paid outas dividends 
Net income tx 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local Investing rate 

0.0% 1 
18.0% 
23.0% 

60 
6.0 

1.5% 

6 
i5.0% 
2.5% 

23.5% 

0.0% 1 
18.0% 
23.0% 

60 
6.0 

i 5% 

6 
15.0% 
2.5?. 

20.5% 

0.0% 1 
18.0% 
23.0% 

60 
'.0 

1.5% 
6 

15.0% 
2.5% 

20.5% 

0.0%1 
18.0% 
23.0% 

60 
6.0 

1.5% 

6 
15.0% 
2.5% 

20.5% 

0.0% 1 
18.0% 
23.0% 

60 
6.0 

1.5% 
6 

15.0% 
2.5% 

20.5% 

0.0% 1 
18.0% 
23.0% 

60 
6.0 

1.5% 

6 
15.0% 
2.5% 

20.5% 

0.0% 1 
18.0% 
23.0% 

60 
6.0 

1.5% 
6 

15.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

60 
6.0 

1.5% 
6 

15.0% 
2.5% 

20.5% 

Long-term credits and liabilies (HUF - millions) 
Amorttzation of principal  (years) 
Ending principal balance 

30 
772 
(26) 

746 

746 
(26) 

721 

721 
(26) 

695 

695 
(26) 

639 

669 

643 

643 
(26) 

618 

618 
(26) 

592 

592 
(26) 
536 

Local borrowing rate 
Interest expense 

28.5% 
216 

25.5% 
187 

25.5% 
180 

25.5% 
174 

25.5% 
167 

25.5% 
161 

25.5% 
154 

25.5% 
148 

Issuance of common equity (nominal - HUF millions) 1 0. 0. 0. 01 0. 01 01 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Malev Rt. - Infrastructure (2) 

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF in millions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 35,400 42,984 51,240 60,993 73,325 88,157 105,995 127,452 153,263 

(Cost of Goods Sold) (19,237) (22,997) (26,877) (31,329) (36,882) (43,422) (51,126) (60202) (70,893) 
GROSS PROFIT 16,163 19,986 24,363 29,664 36,443 44,734 54,869 67,251 82,370 

Gross Profit Margin 45.7% 46.5% 47.5% 48.6% 49.7% 50.7% 51.8% 52.8% 53.7% 

(Selling, General, &Admin. Expense) (15,716) (18.701) (21,785) (25,304) (29,681) (34,816) (40,839) (47,904) (56,192) 
OPERATING INCOME (EBITDA) 447 1,285 2,578 4,360 6,762 9,918 14,030 19,347 26,179 

(Depreciation & Amortkation) (843) (843) (843) (843) (843) (843) (843) (843) (843) 
E91T (396) 442 1,735 3,517 5,919 9,075 13,187 18,504 25,338 

Intorest and otfier financial Income 1,445 1,333 1,575 2,008 2,784 4,029 5,940 8,774 12,870 
(Interest Expense) (760)/ (216) (187) (180) (174) (167) (161) (154) (148) 

EARNINGS BEFORE TAXES 289 1,558 3,124 5,345 8,529 12,937 18,9S6 27,124 33,058 

Extraordinary gain/Cos) 0 0 0 0 0 0 0 a 
(Taxes) 0 (281) (532) (962) (1,535) (2,329) (3,414) (4,882) (8,850) 

NET INCOME (479) 1 278 2.561 4,383 E_10 1 5E552 22 241 31,208 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Malev Rt. - Infrastructure '2) 

BALANCE SHEET (HUF in millions) Year 
Ending Projected Year Ending 

ASSETS Dec-94 Dcc--95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 De¢-2001 Dec-2002 

Intangible and Invested Financial Assets 5,449 5,449 5,449 5,449 5,449 5,449 5,449 5,449 5,449 

Not Tangible Long-term Assets 5,983 5.738 5,607 5,602 5,745 6,061 6,582 7,344 8,390 

Cash & Marketable Securities 5,671 7,685 9,796 13,581 19,654 28,976 42,800 C2,779 91,078 
Accounts Recei/able 6,722 7,066 8,540 10,165 12.221 14,693 17,666 21,242 25,544 
:nventores 3,343 3.833 4,480 5.221 6,147 7,237 8,521 10,034 11,815 
Prepaid expenses 345 403 470 553 651 767 903 1,063 
Total Current Assets 16,117 18,929 23,219 29,438 38,575 51,557 69,7-4 94,958 129,500 

TOTAL ASSETS 27,549 30,116 34,275 . 48 49,768 6 81,785 1 

EQUITY. RESERVES & LIABILITIES 
Common Stock F 14,784. 14,7r' 14,784 14,784 14,784 14,784 14,784 14,784 14,764 
Retained Earnings: 

Beginning 1,449 970 2,248 4,810 9,193 16,187 26,795 42,347 64,589 
Dk,ends 0 0 0 0 0 0 0 0 0 
Current year ea mhngs (479) 1,278 2,561 4,383 6,994 10,608 15,552 22,241 31,208 
Ending 970 2,248 4,610 9,193 15,187 261,795 42,347 64,589 95,797 

Shareholden' Equity 15,754 17,032 19,594 23,977 30,971 41,579 57,131 79,373 110,581 

Target Reserves I 199i 199 199 199 199 199 199 199 199 

Long-term Credits and Liabilities 746 721 695 659 643 618 592 566 566 

Trade credits 6,950 8,110 9,439 11,0t4 13,040 15,328 18,018 21,181 
Other Accrued Uabilities 2,5i4 2,805 3,268 3,796 4,452 5,222 6,126 7,186 8.429 
Current Portion: Long-term debt 26 26 26 _2-6 26 26 26 26 C 

Total Current Liabilities 8,466 9,781 11,404 13,260 15,572 18,288 21,479 25,229 29,610 

Total Labllltion 9,212 10,501 12,099 13,929 16,215 18,905 22,071 25,795 30,178 

Other F 2,384 2,384 2,384 p.384 2,384 2,384 2,384 2,384 2,384 
TOTAL EQUITY, RESERVFS, UABIUTIES & OTHER 27,549 30,117 34,275 49,769 81,786 107,751 

0 0 0 0 J 0 0 0 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Malev Rt. - Infrastructure (2) 
CASIH FLOW STATEMENT (HUF in millions) Projected Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 
Cash Flows from Operating Activities: 

Net Income 1,278 2,561 4,383 6,994 10,608 15,552 22,241 31,208 
Deprecaticn & AmortLaiion 843 843 843 843 843 843 843 843 

Changes in Workng Capital 517 (556) (578) (752) (944) (1,181) (1,475) (1,838) 
Cash provided by operating activities 2,638 2,848 4,648 7,084 10,507 15,214 21,609 30,212 

Cash Flows from Investing and Financing Actiles: 
Purchase of Property and Equipment (598) (712) (837) (985) (1,159) (1,364) (1,605) (1,888) 
Repayment of prncipal of Long-term Debt (26) (26) (26) (26) (26) (26) (26) (26) 
Issuance of Common Stock 0 0 0 0 0 0 0 0 

Cash used in investlng/lnvestng activities (624) (737) (863) (1,011) (1,185) (1,390) (1,630) (1,914) 

Increase (decreaao) In cash 2,014 2,111 3,785 6,073 9,322 .?,824 19,979 28,299 

Cash, beginning of the period 5,671 7,685 9,796 13,581 19.554 28,976 42,800 62,779 
Increase (decrease) In cash 2,014 2,J11 3.785 6.073 9,322 13,824 19,979 28.2'99 
Dividends 0 0 0 0 0 0 0 0 

Cash, end of porod 7,685 9,796 13,581 19,654 28.976 42,800 ,32,779 91,078 

Increase (decrease) In cash 2,014 2,111 3,785 6,073 9,322 13,824 19,979 28,299 
Dividends 0 0 0 0 0 0 0 0 
Dividend withholding tax 0 0 0 0 0 0 0 0 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millons) 2,014 2.111 3,785 6.073 9,322 13,824 19,979 28,299 

Averaga exchange rate (HUF/SUS) 116 133 151 172 196 222 253 287 
CASH AVAILABLE TO SHAREHOLDERS ($US In millon.s) 17 16 25 35 48 62 79 98 

End of period exchange rate (HUF)$US) PE 125 142 161 183 208 237 269 306 
Net Income (HUF- millions) Ratio 1,278 2,561 4,383 6,994 10,608 15,552 22,241 31,208 
Terminal value ($US - milions) 12 123 217 326 458 611 789 992 1,224 

IPO 

Total cash flow to shareholders ($US - milons) Year 

Cash low available to shareholders prior to IPO 5 17 16 25 35 48 0 0 0 
Cash flow to shareholders from public offering 0 0 0 0 611 0 0 0 
Total cashflow to shareholders 17 16 25 35 659 0 0 0 

Discount cash flow ($UShImillions) 40.0% 
Net presentvalue ($USin millons) 214 12 8 9 9 123 0 0 0 
Net present value (HUF In millions) 22,935 
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IMPACT IIPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Antenna Hungaria Rt.. - Infrastructure 
Year 

Operating Assumptions: Ending Projected Year Ending 
Estimated net sales Dec-93 Dec-95 Doc-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate F -0.0% 1 0.0% 1 1.0% 1 2.0%1 2.0% 1 2.0% 1 2.0% 1 2.0% 
Real domestic sales (HUF - millons) 5,925 5,925 5,984 6 '14 6,226 6,351 6.478 6,607 
Hungarian inflation factor 1.0000 1.1900 1.3062 1.5941 1.8 o2 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millons) 5,925 7,051 8,213 9,540 11,190 13,126 15,397 18,060 21,185
 
Foreign sales:
 
Real growth of SUS sales 0.0% 0.0% 1 1.0% 1 2.0%1 2.0% 2.0% 1 2.0% 2.0%
 
Real $US sales PUS - millions) 1 1 1 1 1 1 1 1
 
US Inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136
 
Nominal SUS sales (SUS - millions) 1 1 1 1 1 1 1 1 2
 
Average exchange rate (HUF/SUS) 97 116 133 151 172 198 222 253 287
 
Nominal $US sales (HUF - millions) 100 123 146 174 208 250 300 360 432
 

Real growth of DM sales 1 0.0%1 0.0% 1 1.0% 1 2.0%1 2.0% 1 2.0% 2.0% 2.0%
 
Real DM sales (DM - millons) 0 0 0 0 0 0 0 0 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 0 0 0 0 0 0 0 0 e 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 0 0 0 0 0 0 0 0 0 

Total nominal sales (HUF - millions) 6,025 7,173 8,359 9,713 11,398 13,376 15,697 18,420 21,617 

Estimated cost of goods sold 
Weighted averaga real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods & services (HUF - millions) 2,819 2,819 2,819 2,847 2,904 2,962 3,021 3,082 3,144 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 2,819 3,354 3,908 4,539 5,324 6,245 7,325 8,593 10,079 
Foreign purchase. 
Real cost of SUS goods & services ($US - millk-ns) 2 2 2 2 2 2 2 2 
US Inflation factor 1.0000 1.0325 1.0686 1.1060 1 1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of SUS goods & services PUS - millions) 2 2 2 2 2 2 2 3 3 
Average exchange rate (HUF,RSUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods & services (HUF - millions) 176 216 257 305 367 440 528 634 761 

Real cost of DM goods & services (DM - millions) 3 3J3Z 3 3 3 3 
German Inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 3 3 3 3 3 3 3 3 4 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 176 211 254 304 369 447 541 655 794 

Total nominal cost of goods &services (HUF - millions) 3,171 3,782 4,418 5,149 6,0- ) 7,131 8,394 9,882 11,633 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & administrat~ie expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarin inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 
Dec-93 

[ 63i] 
1.0000 

763 

Dec-95 

0.0% 
0.0% 1 
763 

1.1900 
908 

Dec-96 

0.0% 
0.0% 

763 
1.3862 

1,058 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 

1.0% 2.0% 2.0% 
1.0%1 2.0% 2.0% 

771 786 802 
1.5941 1.8332 2.1082 
1,228 1,441 1,690 

Dec-2000 

2.0% 
2.0% 

818 
2.4244 

1,983 

Dec-2001 

2.0% 
2.0% 

834 
2.7881 
2,326 

Dec-2002 

2.0% 
2.0% 

851 
3.2063 

2,728 

Real capital expenditures ( SUS - milions) 
US inflation factor 
Nominal capital expenditures I$US - millions) 
Average exchange rate (HUFiSUS) 
Nominal capital cxpenditures (HUF - millions) 

4 
1.0325 

4 
116 
478 

4 
1.0686 

4 
133 
569 

41 
1.1060 

4 
151 
670 

4 
1.1447 

5 
172 
789 

4 
1.1848 

5 
196 
927 

4 
1.2263 

5 
222 

1,091 

4 
1.2692 

5 
253 

1,284 

4 
1.3136 

5 
287 

1.510 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millons) 
Nominal capital expenditure3 (HUF - millions) 
Tangible long-term assets, end of period 

[ 

F 

(934) 

12,460 

12,460 
934 
478 

12,004 

12.004 
934)1 
569 

11,640 

11,640 
(934)1 
670 

11,376 

11,376 
(934)1 
788 

11,230 

11,230 
(934)1 
927 

11.223 

11 -23 
234)1 

1,091 
11,380 

11,380 
(934)1 

1.284 
11,730 

11,730 
(934)1 

1,510 
12,306 

Net income before taxes paid out as dilvdends 
Not Income ax 
Dividend withholding 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rat 

1 0.0%I 
18.0% 
23.0% 

45 
8.0 

1.5% 
8 

200.0% 
2.5% 

23.5% 

0.0% 
18.0% 
23.0% 

45 
8.0 

1.5% 
8 

200.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
8.0 

1.5% 
8 

200.0% 
2.5% 

20.5% 

0.0%1 
18.0% 
23.0% 

45 
8.0 

1.5% 
8 

200.0% 
2.5% 

20.5% 

0.0% 1 
18.0% 
23.0% 

45 
8.0 

1.5% 
8 

200.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
8.0 

1.5% 
8 

200.0% 
2.5% 

20.5% 

0.0%1 
18.0% 
23.0% 

45 
8.0 

1.5% 
8 

200.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
8.0 

1.5% 
8 

200.0% 
2.5% 

20.5% 
Long-term credits and liabillies (HUF - mllions) 1,6051,605 1,552 1.498 1,445 1,391 1,338 1,284 1,231 

Amortization of principal - (years) 
Ending principal balance 

30 (54) 
1.552 

(54) 
1,498 

(54) 
1,445 

(54) 
1,391 

(54) 
1,338 

(54) 
1,284 

(54) 
1,231 

(54) 
1,177 

Local borrowing rate 
Interest expense 

28.5% 
450 

25.5% 
389 

25.5% 
375 

25.5% 
362 

25.5% 
348 

25.5% 
334 

25.5% 
321 

25.5% 
307 

Issuance of common equity (nominal - HUF milllions) 0 0 0 0 ! 0 01 0 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Antenna Hungaria Rt.. - Infrastructure 

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF in millions) Dec-93 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 6,025 7,173 8,359 9,713 11,398 13,376 15,697 18.420 21,617 

(Cost of Goods Sold) (3,171) (3,782) (4,418) (5,149) (6,059) (7,131) (8,394) (9,882) (11,633) 
GROSS PROFIT 2,854 3,392 3,941 4,565 5,339 6,244 7,302 8,539 9,983 

Gross Profit Margin 47.4% 47.3% 47.1% 47.0% 46.8% 46.7% 46.5% 46.4% 46.2% 

(Selling, General, & Admin. Expense) (763) (908) (1,058) (1228) (1,441) (1,690) (1,983) (2,326) (2,728) 
OPERATING INCOME (EBITDA) 2,091 2,484 2,883 3,336 3,898 4,554 5,320 6,213 7,255 

(Depreclaton & Amortkation) (934) (934) (934) (934) (934) (934) (934) (934) (934) 
EBIT 1,157 1,550 1,949 2,402 2,964 3,620 4,386 5,279 6,321 

Interest and oher financial income 2 119 363 781 1.333 2,061 3,002 4,209 5,742 
(Interest Expense) =6 (450) (389) (375) (362) (3-M8) (334) (321) (307)

EARNINGS BEFORE TAXES 577 1.219 1,924 2,808 3,936 5,333 7,053 9,167 11,756 

Extraordinary galn/goes) 53 0 C 0 0 0 0 0 0 
(Taxes) (113) (219) (346) (505) (708) (960) (1,270) (1,650) (2,116) 

NET INCOME 517 1000 1,577 2,302 3,227 4373 5.784 7517 9,640
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IMPACT !1PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Antenna Hunqaria Rt.. - Infrastructure 

BALANCE SHEET (HUF in millions) Year 
Ending Projected Year Ending 

ASSETS Dec-93 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets 1,052 1.052 1,052 1,052 1,052 1,052 1,052 1,052 1,052 

Not Tangible Long-term Assets 12,460 12,004 11,640 11,376 11,230 11,223 11,380 11,730 12,306 

Cash & MarketL 'e Securities 8 1,772 3,809 6,505 10,052 14,644 20,530 28,009 37,449
 
Accounts Recei/able 77 884 1,045 1,214 1,425 1,672 1,962 2,303 2,702
 
Inventories 396 473 552 644 757 891 1,049 1,235 1,454
 
Prepaid expenses 41 57 66 77 91 107 126 148 175
 
Total Current Assetb 1,720 3,186 5,472 8,439 12,325 17,314 23,667 31,695 41,779
 

TOTAL ASSETS 118164 20,867 24,6D6 2,590 36,099 477 5 

EQUITY. RESERVES & LIABILITIES 
Common Stock 10,289 10,289 10,299 10,289 10,289 10,289 10,289 10,289 10,289 
Retained Earnings: 

Beginning I 382 899 1,898 3,476 5,778 9,006 13,378 19,162 26,679 
Dividends 1 0 0 0 0 0 0 0 0 0 
Current year eambgs 517 1,000 1,577 2,302 3,227 4,373 5,784 7,517 9,640 
Ending 899 1,898 3,476 5,778 9,006 13,378 19,162 26,679 36,319 

Shareholders' Equity 11,188 12,187 13,765 16,067 19,295 23,667 29,451 36,968 46,608 

Target Reserves I I 1 1 1 1 1 1 1 1 

Long-term Credits and Uablitles 1,552 1,498 1,445 1,391 1,338 1,284 1,231 1,177 1,177 

Trade credits 1 454 586 685 797 938 1,103 1,297 1,526 1,795 
Other Accrued Liabilities 1,816 2,115 2,457 2,882 3,381 3.965 4,651 5,458 
Current Portion: Long-term debt 54 54 54 54 54 54 54 54 0 

Total Current Liabilitios 2,392 2,456 2,853 3,308 3,873 4,537 5,316 6,231 7,251 

Total Liabilities 3,943 3,954 4,298 4,699 5,21 1 5,821 6,547 7,408 8,428 

Other [Z 100 100 100 100 100 100 100 100 100 
TOTAL EQUITY, RESERVES, UABIUTIES & OTHER 15,232 16242 18,164 20,867 24,606 9 3,099 4,477 22= 

(0) (0) (0) (0) (0) (0) (0) (0) (0)
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Antenna Hungaria Rt.. - Infrastructure 
CASH FLOW STATEMENT (HUF in millions) Projected Year Ending 

Dec-93 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 
Cash Flows from Operating Activities: 

Net Income 
Deprecation & Amortization 
Changes in Working Capita! 

1,000 
934 
(138) 

1,577 
934 
148 

2,302 
934 
183 

3,227 
934 
227 

4,373 
934 
266 

5,784 
934 
312 

7,517 
934 
366 

9,640 
934 
429 

Cash provided by operating activities 1,796 2,659 3.419 4,389 5,573 7,030 8,817 11,003 

Cash Flows from Investing and Financing Activites: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

(478) 
(54) 

0 

(569) 
(54) 

0 

(670) 
(54) 

0 

(788) 
(54) 

0 

(927) 
(54) 

0 

(1,091) 
(54) 

0 

(1284) 
(54) 

0 

(1,510) 
(54) 
0 

Cash used in investingfinvesting activities (532) (623) (723) (842) (981) (1,145) (1,337) (1,564) 

Increase (decrease) in cash 1,264 2,037 2.696 3,547 4,592 5,886 7.480 9,439 

Cas,, beginning of the period 
Increase (decrease) in cash 
Dividends 

Cash, end of period 

508 
1,264 

0 
1,772 

1,772 
2,037 

0 
3,809 

3,809 
2,696 

0 
6,505 

6,505 
3,547 

0 
10,052 

10,052 
4,592 

0 
14,644 

14,644 
5,886 

0 
20,530 

20,530 
7,480 

0 
28,009 

28,009 
9,439 

0 
37,449 

Increase (decrease) in cash 
Dividends 

1,264 
0 

2,037 
0 

2,696 
0 

3,547 
0 

4,592 
0 

5,886 
0 

7.480 
0 

9,439 
0 

Dividend withholding tax 
CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

0 
1,264 

0 
2,037 

0 
2,696 

0 
3,547 

0 
4,592 

0 
5,886 

0 
7,480 

0 
9,439 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US in millions) 

116 
11 

133 
15 

151 
18 

172 
21 

196 
23 

222 
26 

253 
30 

287 
33 

End of period ex-change rate (HUF/$US) P/E 125 142 161 183 208 237 269 306
Net Income (HUF - millions) Ratio 1,000 1,577 2,302 3,227 4,373 5,784 7,517 9,640
Terminalvalue (SUS - milions) 12 96 134 171 211 252 293 335 378 

IPO 
Total cash flow to shareholders ($US - milions) Year 
Cash flow available to shareholders prior to ,PO 5 11 15 18 21 23 0 0 0 
Cash flow to shareholders from public offering 0 0 0 0 252 0 0 0 
Total cashflcw to shareholders 11 15 18 21 276 0 0 0 

Discount cash flow PUS in millions) 40.0% 
Net present value ($USin millions) 83 8 8 6 5 51 0 0 0 
Net present value (HUF in millions) 8,926 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Richter Gedeon Rt. - Industry 
Year 

Operating Assumptions: 
Estimated net sales 

Ending 
Dec-94 Dec-95 Dec-96 Dec-97 

Projected Year Ending 
Dec-98 Dec-99 Dec-2000 Dac-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate 
Real domestic sales (HUF - milions) 
Hungarian inflation factor 1.0000 

0.0% 
8,321 

1.1900 

0.0% 
8,321 

1.3862 

1.0% 
8,404 

1.5941 

2.0%1 
8,572 

1.8332 

2.0% 
8,744 

2.1082 

2.0% 
8,919 

2.4244 

'2.% 
9,097 

2.7881 

2.0% 
9,279 

3.2063 
Nominal domestic sales (HUF  millions) 8,321 9,902 11,534 13,397 15,715 18,434 21,623 25,363 29,751 
Foreign sales: 
Real growth of SUS sales 
Real $US sales (US - millions) 148 

0.0% 
148 

0.0% 
148 

1.0% 
149 

2.0%1 
152 

2.0% 1 
155 

2.0% 
158 

2.0% 1 
162 

2.0%1 
165 

US inflation factor 
Nominal $US sales ($US - millions) 
Average exchange rate (HUF/$US) 

1.0000 
148 
97 

1.0325 
153 
116 

1.0686 
158 
133 

1.1060 
165 
151 

1.1447 
174 
172 

1.1848 
184 
196 

1.2263 
194 
222 

1.2692 
205 
253 

1.3136 
216 
287 

Nominal SUS sales (HUF  millions) 14,396 17,668 21,027 24,988 29,988 35,989 43,191 51,834 62,206 
Real growth of DM sales 
Real DM sales (DM  millions) 
German inflation factor 

[ J]0 
1.0000 

0.0% 

1.0250 

0.0% 
0 

1.0506 

.0 %I 
0 

1.0769 

20% I 
0 

1.1038 

2.0% 
0 

1.1314 

2.0% 
0 

1.1597 

20% 
0 

1.1887 

2.0% 
0 

1.2184 
Nominal DM sales (DM - millions) 
Average exchange rate (HUF/DM) 
Nominal DM sales (HUF - millions) 

0 
65 
0 

0 
77 
0 

0 
90 

0 

0 
104 

0 

0 
120 

0 

0 
140 

0 

0 
162 

0 

0 
187 

0 

0 
217 

0 
Total nominal sales (HUF - millionsi 22,717 27,570 32,562 38,385 45,703 54,423 64,813 77,197 91,958 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases
Real cost of HUF goods & se'vices (HUF - millions) 
Hungarian inflation factor 
Nominal cost of HUF goods & services (HUF  millions) 

[ 8,1 
1.0000 
8,810 

8,810 
1.1900 
10,484 

8,810 
1.3862 
12,212 

8,898 
1.5941 
14,185 

9,076 
1.8332 
16,639 

9,258 
2.1082 
19,517 

9,443 
2.4244 
22,893 

9,632 
2.7881 
26,854 

9,824 
3.2063 
31,500 

Foreign purchases 
Real cost of $US goods & services ($US - millions) 
US inflaton factor 1.0000 

14 
1.0325 

14 
1.0686 

14 
1.1060 

14 
1.144" 

14 
1.1848 

15 
1.2263 

15 
1.2692 

15 
1.3136 

Nominal cost of SUS goods & services ($US - millions) 
Average exr.hange rate (HUF/$US) 
Nominal cot of SUS goods & services (HUF - millions) 

14 
97 

1,330 

14 
116 

1,632 

15 
133 

1,943 

15 
191 

2,309 

16 
172 

2,770 

17 
196 

3,325 

18 
222 

3,990 

19 
253 

4,789 

20 
287 

5,747 

Real cost of DM goods & services (DM - millions) 
German inflation factor 
Nominal cost of DM goods & services (DM - millions) 
Average exchange rate (IiUF/DM) 
Nominal cost of DM goods & services (HUF - millions) 

1.0000 
41 
65 

2,660 

41 
1.0250 

42 
77 

3,192 

41 
1.0506 

43 
90 

3,834 

41 
1.0769 

44 
104 

4,599 

42 
1.1038 

46 
120 

5,571 

43 
1.1314 

48 
140 

6,749 

44 
1.1597 

51 
162 

8,175 

44 
1.1887 

53 
187 

9,903 

45 
1.2184 

55 
217 

11,996 

Total nominal cost of goods & services (HUF  millions) 12,800 15,308 17,989 21,092 24,980 29,590 35,059 41,546 49,243 
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IMPACT I1PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A)
Weighted averago real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 
Dec-94 

1.0000 
4,171 

Dec-95 

0.0% 
0.0% 
4,171 

1.1900 
4,963 

Dec-96 

0.0% 
0.0% j 
4,171 

1.3862 
5,782 

Dec-97 

1.0% 
1.0% 

4,213 
1.5941 
6,716 

Prcjected Year Ending 
Dec-98 Dec-99 

2.0% 2.0% 
2.0%0 %2% 
4,297 4,383 

1.8332 2.1082 
7,877 9,240 

Dec-2000 

2.0% 
2.0% 
4,471 

2.4244 
10,839 

Dec-2001 

2.0% 
2.0% 
4,560 

2.7881 
12,714 

Dec-2002 

2.0% 
2.0% 
4,651 

3.2063 
14,913 

Real ca ptal expenditures ($US - milions) 
US inflaton factor 
Nominal capital expenditures ($US - millions)
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

7 
1.0325 

7 
116 
837 

71 
1.0686 

7 
133 
996 

7 
1.1060 

8 
151 

1,172 

7 
1.1447 

8 
172 

1,379 

1.1848 
8 

196 
1,623 

7 
1.2263 

9 
222 

1,909 

7 
1.2692 

9 
253 

2,247 

7 
1.3136 

9 
287 

2,643 

Tangible long-term assets, beg. of period (HUF  millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of pedod 

[J 

16,523 

16,523 
1j5](1,2251 

837 
16,135 

16,135 
(1,225)1 

996 
15,907 

15,907 
(1225)1 
1,172 

15,854 

15,854 
(1225) 
1,379 

16,008 

16,008 
(1,225) 
1,623 

16,406 

16,406 
1,225)1 
1,909 

17,090 

17,090 
(1225)1 
2.247 

18,112 

18,112 
(1,225) 
2,643 

19,530 

Net income before taxes paid out as dividends 
Net income taxes 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Tums 
Accruals as %of SG&Ao 
Minimum cash balance as a % of sales 
Local investing rate 

0.0% 
18.0% 
23.0% 

75 
3.0 

0.4% 
24 

2.5% 
23.5% 

0.0% 
18.0% 
23.0% 

75 
3.0 

0.4% 
24

% 
2.5% 

20.5% 

0.0% 1 0.0% 
18.0% 18.0% 
23.0% 23.0% 

75 75 
3.0 3.0 

0.4% 0.4% [ 
24 24 

90.0% 90.0%. 
2.5% 2.5% 1 

20.5% 20.5% 

0.0% 
i8.0% 
23.0% 

75 
3.0 

0.4% 
24 

90.0% 
2.5% 1 

20.5% 

00% 
18.0% 
23.0% 

75 
3.0 

0.4% 
24 

90.0% 
2.5% 

20.5% 

0.0 I 
18.0% 
23.0% 

75 
3.0 

0.4% 
24 

90.0% 
2.5% 

20.5% 

00% 
18.0% 
23.0% 

75 
3.0 

0.4% 
24 

90.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortiation of principal - (years) 
Ending principal belance 

2j J 
30 

261 
(9) 

252 

252 
(9) 

244 

244 
(9) 

235 

235 
(9) 

226 

226 
(9) 

218 

218 
(9) 

209 

209 
(9) 

200 

200 
() 

191 

Local borrowing rate 
Interest expense 

28.5% 
73 

25.5% 
63 

25.5% 
61 

25.5% 
59 

25.5% 
57 

25.5% 
54 

25.5% 
52 

25.5% 
50 

Issuance ef common equity (nominal - HUF millis) 0 01 0 01o 0o 0I 0 01 
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IMPACT I PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Richter Gedeon Rt. - industry_ 

Year Ending Proeeed Yonr Ending 

INCOME STATEMENT (HUF in millions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-9 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 22,717 27.570 32,562 38,385 45.703 54,423 64,S13 77,197 91,958 

(Cost of Goods Sold) (12.80 (15,30) (17,989) (21.092) (24.980) (29,5q0) (35,059) 41,546) (49,243) 
GROSS PROFIT 9,917 12,2e2 14,573 7,'13 20,723 24.-32 29,755 35,651 42,715 

Gross P,'ofitMargin 43.7% 44.5% 44,S% 45. % 45.3%. 45 6,; 45.9% 46.2% 46.54. 

(Soiling, General, & Admin. Expense) ( (4,963) (5.782) -(,710) i7,877) (9240) 10.839)_ 12,714) (14,913) 
OPERATING 'NCOME (EBITDA) 5,746 7,299 8.791 10,577 12,846 15,592 18,916 22,938 27,S01 

(Depreciato & Amortization) (1,225) (1.225) (1225) (1,225) (1,225) (1,225) (1 ;"25) (1225) (122t) 
EBIT 4,521 6,074 7,566 9.352 i11.621 14,367 17.691 21.713 26,576 

Interest and cther financial income 117 1,257 2,174 3,612 5,533 8,050 11,337 15,600 21,093 
(Intrest Expense) (970)1 (73) (63 (61) (5s) (57) (54, (52) (50 

EARNINGS BEFORE TAXES 3.668 7,253 9,676 12.903 17,09. 22,361 28,974 37,260 47,619 

Exiraordinay gain/Ooss) 0 0 0 0 0 0 0 0 
(Taxes) (626) _1,306) (1,742) (2,323) (3,077) (4,0"25) 15215) (6,707) (8,571) 

NET INCOME 2950 52 7935 8 14,018 18.3320,56 3,4 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Richter Gedeon Rt. - Industry 

BALANCE SHEET (HUF in millions) Year 
Ending Projected Year Ending 

ASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets 1,393 1,393 1,393 1,393 1,393 1.393 1,393 1,393 

Net Tangible Long-term Assets 16,523 16,135 15,907 15,854 16,008 16,406 17,090 18,112 19,530 

Cash & Markelble Securities 5,351 10,603 17.618 26,992 39,269 55,305 76,097 102,891 137,236
 
Accounts Receivable 4,028 5,665 6,784 7,997 9,521 11,338 13,503 16,083 19,158
 
Inventories 4,846 5,103 5.996 7,031 8,327 9,863 11,686 :3,849 16,414
 
Prepaid expenses 56 54 63 74 
 87 104 123 145 172
 
Total Current Assets 14,281 21,424 30.461 42,094 57,205 76.610 101,409 132,968 172,98:
 

TOTAL ASSETS 32,197 38,952 47,760 59,341 74,606 9 119,892 152,3 193,90 

EQUITY. RESERVES & LIABILITIES 
Common Stock [j22,36 22,365 22,365 22,365 22,365 22,365 22,365 22,365 22,365 
Retained Earnings: 

Beginning 41602 10,403 28,918 42,93S 61,272 85,031 115,5844452 13,338 

Dividends 0 0 0 0 
 0 0 0 0
 
Current year ea mings 2,850 5,952 7,935 10,580 14,018 18,336 23,759 30,554 39,048
 
Ending 4.452 10,403 18,338 28,918 42,936 61,272 85,031 115,584 154,632
 

Shareholders' Equity 26,817 32,768 40,703 51,283 65.301 83,637 107,396 137,949 176,997 

Target Reserves I 170 170 170 170 170 170 170 170 170 

Long-term Credits and Uabilities 252 244 235 226 218 209 200 191 191 

Trade credits 845 990 1,159 1,369 1,6!8 1,912 2,261 2,673
 
Other Accrued Uabilities 3,799J 4,467 5,204 6,044 7.090 8,316 9,755 11,442 13,422
 
Current Portion: L, g-term debt 9 9 9 9 9 9 9 9 0
 

Total Current Libilities 4,508 5,320 6,203 7,211 8,467 9,943 11,676 13,712 16,095
 

Total Liabilities 4,760 5,564 6,438 7,438 8,685 10,152 11,876 13,903 16,286 

Other 450 450 450 450 450 450 450 450 
TOTAL EQUITY, RESERVES, LIABIUTIES & OTHER 3 7 38,952 j7 22,2 74,606 94,409 119,89-1 152,473 193,904 

0 0 0 (0) (0) (0) 0 (0) 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Richter Gedeon Rt. - Industry 
CASH FLOW STATEMENT (HUF in millions) Projected Year Ending 

Cash Flows from Operating Activities: 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

Dec-94 Dec-95 

5,952 
1,225 
(1.07.9) 
6,098 

Dec-96 

7,935 
1,225 

J,139) 
8,020 

Dec-97 

10,530 
1.225 

(1250) 
10,553 

Dec-98 

14,018 
1,225 

(1,578) 
13,665 

Ddc-99 Dec-.2000 Dec-2001 Dec--2002 

18,336 23,759 30,554 39,048 
1,225 1,225 1,225 1,225 

(1,894) (2274) (2,729 (3276) 
17.667 22,710 29,030 36,997 

Cash Flows from Investinq and Financing Activites: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used in investing/investing activities 

(837) 
(9) 
0 

(846) 

(96) 
(9) 
0 

(1,005) 

(1,172) 
(9) 
0 

(1,181) 

(1,379) 
(9) 
0 

(1,388) 

(1,623) 
(9) 
0 

(1,632) 

(1,909) 
(9) 
0 

(1,913) 

(2247) 
(9) 
0 

(2255) 

(2,643) 
(9) 
0 

(2,652) 

Increase (decrease) In cash 5,252 7,015 9,375 12,277 16,035 2-0,792 26,794 34,345 

Cash, beginning of the period 
Increase (decrease) in cash 
Dividends 

Cash, end of period 

5,351 
5,252 

0 
10,603 

10,603 
7,015 

0 
17,618 

17,618 
9,375 

0 
26,992 

2-6,92 
12,277 

0 
39,269 

39,269 
16,035 

0 
55,305 

55,305 
20,792 

0 
76,097 

76,097 
23,794 

0 
102,891 

102,891 
34,345 

0 
137,236 

Increase (decrease) in cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millons) 

5,252 
0 
0 

5,252 

7,015 
0 
0 

7,015 

9,375 
0 
0 

9,375 

12,277 
0 
0 

12,277 

16,035 
0 
0 

16,035 

20,792 
0 
0 

20,792 

26,794 
0 
0 

26,794 

34,345 
0 
0 

34,345 

Average exchange rate (HUF,$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

11S 
45 

133 
53 

151 
62 

172 
71 

196 
82 

222 
93 

253 
106 

287 
119 

End of period cxchange rate (HUF/$US) 
Net Income (HUF - million3) 
Terminalvalue ($US - milions) 

P/E 
Ratio 

12 

125 
5,952 

573 

142 
7,935 

672 

161 
10,580 

788 

183 
14,018 

919 

208 
18,336 
1,057 

237 
23,759 

1,205 

269 
30,554 

1,363 

306 
39,048 

1,532 

Total cash flow to shareholders ($US - millions) 
Cash flow avai!able to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

IPO 
Year 

5 45 
0 

45 

53 
0 

53 

62 
0 

62 

71 
0 

71 

82 
1,057 
1,139 

0 
0 
0 

0 
0 
0 

0 
0 
0 

Discount cash flow (US inmillions) 
Net presentvalue($USin millions) 
Net presentvalue (HUF in millions) 

40.0% 
362 

38,749 
32 27 23 19 212 0 0 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Biogal Rt. - Industry 
Year 

Operating Assumptions: 
Estimated net sales 

Ending 
Dec-94 Dec-95 Dec-96 Dec-97 

Projected Year Ending 
Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate 
Real domestic sales (HUF - milions) 
Hungarian inflation factor 
Nominal domestic .ales (HUF - millions) 

F 7,913 
1.0000 
7,913 

0.0% 1 
7,913 

1.1900 
9,416 

0.0% 1 
7,913 

1.3862 
10,969 

1.0% 
7,9G2 

1.5941 
12,740 

20%j 
8,152 

1.8332 
14,944 

2.0% 1 
8,315 

2.1082 
17,530 

20% 
8,481 

2.4244 
20,563 

20% 
8,651 

2.7881 
24,120 

20% 
8,824 

3.2063 
28,293 

Foreign sales: 
Real growth of $US sales 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0%I 
Real $US sales ($US - millions) 25 25 25 26 25 27 27 28 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 
Average exchange rate (HUFj$US) 

25 
97 

26 
116 

27 
133 

28 
151 

30 
172 

31 
196 

33 
222 

35 
253 

37 
287 

Nominal $US sales (HUF - millions) 2,441 2,996 3,565 4,237 5,085 6,102 7,323 8.789 10,548 

Real growth of DM sales 
Real DM sales (DM - millions) 
German inflation factor 
Nominal DM sales (DM - millions) 

0.] 
1.0000 

0 

0.0%I 
0 

1.0250 
0 

0.0%I 
0 

1.0506 
0 

1.0%1 
0 

1.0769 
0 

2.0%1 
0 

1.1038 
0 

2.3% 
0 

1.1314 
0 

2.0%1 
0 

1.1597 
0 

2.0% 
0 

1.1887 
0 

2.0% 
0 

1.2184 
0 

Average exchange rate (HUFIDM) 
Nominal DM sals (HUF - millions) 

65 
0 

77 
0 

90 
0 

104 
0 

120 
0 

140 
0 

162 
0 

187 
0 

217 
0 

Total nominal sales (HUF - millions) 10,354 12,412 14,534 16,977 20,029 23.632 27,886 32,909 38,840 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% i.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods & services (HUF - millions) 
Hungarian inflation factor 
Nominal cost of HUF goods & services (HUF - millions) 

[ 4,029 
1.0000 
4,029 

4029 
1.1900 
4,794 

4,029 
1.3862 
5,585 

4,063 
1.5941 
6,487 

4,151 
1.8332 
7,609 

4,234 
2.1082 

8,926 

4,318 
2.4244 
10,470 

4,405 
2.7881 
12,261 

4,493 
3.2063 
14,405 

Foreign purchases
Real cost of SUS goods & services ($US - millions) 
US inflation factor 
Nominal cost of SUS goods & services j;US - millions) 
Average exchange rate (HUF/SUS) 

[ 19 
1.0000 

19 
97 

19 
1.0325 

19 
116 

19 
1.0686 

20 
133 

19 
1.1060 

21 
151 

19 
1.1447 

22 
172 

20 
1.1848 

23 
196 

20 
1.2263 

2-4 
222 

20 
1.2692 

26 
253 

21 
1.3136 

27 
287 

Nominal cost of $US goods & services (HUF - millions) 1,811 2,223 2,645 3,143 3,772 4,527 5,433 6,521 7,825 
Real cost of DM goods & services (DM - millions) [ 8_ 28 28 28 29 29 30 30 31 
German inflation factor 
Nominal cost of DM goods & services (DM - millions) 
Average exchange rate (HUF/DM) 

1.0000 
28 
65 

1.0250 
28 
77 

1.0506 
29 
90 

1.0769 
30 

104 

1.1038 
31 

120 

1.1314 
33 

140 

1.1597 
34 

162 

1.1887 
36 

187 

1.2184 
38 

217 
Nominal cost of DM goods & services (HUF - millkns) 1.811 2,173 2,610 3,131 3,793 4,595 5,566 6,742 8,167 
Total nominal cost of goods & services (HUF - millions) "7,651 9,190 10,840 12,761 15,174 18,047 21,469 25,544 30,398 
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IMPACT Ii PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN IN VESTMENT FUND MODEL 

Operating Assumptions (continued): 
Year 

Ending 
Dec-S4q Dec-95 Dec-96 Dec-97 

Projected Year Ending 
Dec-98 Dec-99 Dez-2000 Dec-2001 Dec-2002 

Selling, general & administrative expense (SG&A)
Weighted average real sales growth 
Real growth of SG&A expensas 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

[i 964] 
1.0000 

964 

0.0% 
0.0% 
964 

1.1900 
1,147 

0.0% 
0.0%1 

964 
1.3862 
1,336 

1.0% 
1.0% 1 
974 

1.5941 
1,552 

2.0% 
2.0%1 

993 
1.8332 

1,821 

2.0% 
2.0% 
1,013 

2.1082 
2,136 

2.0% 
2.0% 1 
1,033 

2.4244 
2,505 

2.0% 
2.0%1 
1,054 

2.7881 
2,938 

2.0% 
2.0%1 
1,075 

3.2063 
3,447 

Real captal expenditures ($US - milions) 
US inflaton factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

3 
1.0325 

3 
116 
359 

3 1 
1.0686 

3 
133 
427 

3 
1.1060 

3 
151 
502 

3 
1.1447 

3 
172 
591 

3 
1.1848 

4 
196 
695 

1.2263 
4 

222 
818 

3 1 
1.2692 

4 
253 
963 

31 
1.3136 

4 
287 

1,133 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

5(8)1 
-5,834 

(508)1 
359 

5,685 

5,685 
(508)1 
427 

5.604 

5,604 
(508)1 
502 

5,598 

5,598 
(508)1 
591 

5,681 

5,681 
!508)1 
695 

5,869 

5,869 
(508 
818 

6,179 

6,179 
508 
963 

6,634 

6,634 
508)1 

1,133 
7,259 

Net income before taxes paid outas dividends 
Net Income taxes 
Dividend withholding taxes 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

0.0%1 
18.0% 
23.0% 

45 
3.5 

3.5% 
5 

150.0% 
2.5% 

23.5% 

0.0% 
18.0% 
23.0% 

45 
3.5 

3.5% 
5 

150.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
3.5 

3.5% 
5 

150.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
3.5 

3.5% 
5 

150.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
3.5 

3.5% 1 
5 

150.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
3.5 

3.5% 
5 

150.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
3.5 

3.5% 
5 

150.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
3.5 

3.5% 
5 

150.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - milions) 
Amortization of principal  (years) 
Ending principal balance 

[Z 566 ] 
30 

566 
(19) 
547 

547 
(19) 
528 

528 
(19) 
509 

509 
(19) 

491 

491 
(19) 

472 

472 
(19) 

453 

453 
(19) 

434 

434 
(19) 

415 

Local borrowing rate 
Interest expense 

28.5% 
159 

25.5% 
137 

25.5% 
132 

25.5% 
127 

25.5% 
123 

25.5% 
118 

25.5% 
113 

25.5% 
108 

Issuance of common equity (nominal - HUF milins) 01 0 0 01 01 01 01 01 
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Biogal Rt. - Industry 

INCOME STATEMENT (HUF in millions) 

SALES 

(Cost of Goods Sold) 
GROSS PROFIT 

Gross Profit Margin 

(Selling, General, & Admin. Expense) 
OPERATING INCOME (EBITDA) 

Year Ending 
Dec-94 

10,354 

(7,651) 
2,703 
26.1% 

(964) 
1.739 

Dec-95 

12,412 

(9,190) 
3,222 

26.0% 

(1,147) 
2,075 

Dec-96 

14,534 

(10,840) 
3,694 

25.4% 

(1,336) 
2,358 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

16,977 20,029 23,632 27,886 32, 39 38,840 

(12,761) (15,174) (18,047) (21,469) (25,544) (30,398) 
4,216 4.855 5,585 6,411 7,365 8,442 

24.8% 24.2% 23.6% 23.0% 22.4% 21.7% 

(1,552) (1,821) (2,136) (2,505) (2,938) (3,447) 
2,664 3,034 3,449 3,912 4,427 4,995 

(Depreciaton & Amortization) 
EBIT 

Interest and oUher financial income 
(Interest Expense) 

EARNINGS BEFORE TAXES 

Extraordinary gain/Ploss) 
(Taxes) 

NET INCOME 

[ 

[ 

1,231 

565) 
684 

5j 
(113) 
516 

(508) 
1,567 

80 
(159) 

1,488 

0 
(268) 

1221 

(508) 
1,850 

261 
(137) 

1.974 

0 
(355) 

1,618 

(508) 
2,156 

572 
(132) 

2,596 

0 
(467) 

2.128 

(508) 
2,526 

971 
(127) 

3,369 

0 
(606) 

2763 

(508) 
2,941 

1,472 
(123) 

4,290 

0 
(772) 

3518 

(508) 
3,404 

2,097 
(118) 

5.383 

0 
(969) 

4414 

(508) 
3,919 

2,870 
(113) 

6,675 

0 
(1,202) 
5474 

(SW) 
4,487 

3,816 
(108) 

8,195 

0 
(1,475) 
6720 
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HUNGARIM! INVESTMENT FUND MODEL 

Biogal Rt. - Industry 

BALANCE SHEET (HUF in millions) Year 

ASSETS 
Ending 
Dec-94 Dec-95 Dec-96 Dec-97 

Projected Year Ending 
Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets 528 528 528 528 528 528 528 528 

Not Ta gible Long-term Assets 5,834 5,685 5,604 5,598 5,681 5,869 6.179 6,634 7,259 

Cash & Marketable Securities 342 1,274 2,791 4,735 7,180 10,230 13,999 18,616 24,229 
Accounts ReceL'able 1,399 1,530 1.817 2,122 2,504 2.954 3.486 4,114 4,855 
Inventcries 
Prepaid expenses 
Total Current Assets 

1 
2,080 

9 
3,850 

2,626 
322 

5,752 

3.097 
379 

8,084 

3,646 
447 

10,950 

4,336 
531 

14,550 

5,156 
632 

18,972 

6.134 
751 

24,370 

7,298 
894 

30,922 

8,685 
1,064 

38,833 

TOTAL ASSETS 0,2 1 14.216 77 2,0 25369 3 38,084 4 

EQUITY. RESERVES & LIABILiTIES 
Common Stock 4,399 4,399 4,399 4.399 4,399 4,399 4,399 4,399 4,399 
Retained Earnings: 

Beginning 
Dividends 

1,233 
0 

1,749 
0 

2,969 
0 

4,588 
0 

6.716 
0 

9.479 
0 

12,997 
0 

17,412 
0 

ZZ,885 
0 

Current year ea mings 
Ending 

516 
1,749 

1,221 
2,969 

1,618 
4,588 

2,128 
6,716 

2.763 
9,479 

3,518 
12,997 

4.414 
17,412 

5,474 
22,885 

6.720 
29,605 

Shareholders' Equity 6.148 7,368 8.987 11,115 13,878 17,396 21,811 27,284 34.004 

Target Reserves 55 55 55 55 55 55 55 55 55 

Long-term Credits and Liabilities 547 528 509 491 472 453 434 415 415 

Trade credits F 1,777] 2,067 2,435 2,863 3,399 4,037 4,795 5,696 6,769 
Other Accrued Liabifrtiesr 
Current Portion: Long-term debt 

l46-01 
19 

1,721 
19 

2,004 
19 

2,328 
19 

2,731 
19 

3,203 
19 

3,758 
19 

4,408 
19 

5,17(1 
0 

Total Current Liabilities 3,256 3,807 4,459 5,210 6,149 7,259 8,571 10,123 11,939 

Total Liabilities 3,803 4,335 4,968 5,700 6,620 7,712 9,005 10,538 12,354 

Other LII2o] 206 206 206 206 206 206 206 206 
TOTAL EQUITY, RESERVES, UABIUTIES & OTHER 10.212 11,965 14,216 1,7 0 25,369 31,077 3,083 4620 

(0) (0) (0) (0) (0) (0) 0) (0) (0) 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAM INVESTMENT FUND MODEL 

Biogal Rt. - Industry
CASH FLOW STATEMENT (HUF - millions) Projected Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002
 
Cash Flows from Operating Actiities:
 

Net Income 1,221 1,618 2,128 2,763 3,518 4,414 5,474 6,720
 
Depreciation & Amortization 508 508 508 508 508 508 508 508
 
Changes in Working Capital (419) (164) (170) (216) (262) (317) (383) (463)
 

Cash providod by operating activities 1,310 1,962 2,466 3,055 3,764 4,606 5,599 6,765
 

Cash Flows from Investing and Financing Activites: 
Purchase of Property and Equipment (359) (427) (502) (591) (695) (818) (963) (1,133)
 
Repayment of principal of Long-term Debt (19) (19) (19) (19) (19) (19) (19) (19)
 
Issuance of Common Stock 0 0 0 0 0 0 0 0
 

Cash used i invostinglinvesting activities (378) (446) (521) (610) (714) (837) (982) (1,152)
 

Increase (da9creaso) in cash 932 1,516 1,945 2,445 3,050 3,769 4,617 5,613 

Cash, beginning of the period 342 1,274 2,791 4,735 7,180 10,230 13,999 18,616
 
Increase (decrease) in cash 932 1,516 1,945 2,445 3.050 3,769 4,617 5.613
 
Dividends 0 0 0 0 0 0 0 0
 

Cash, end of poriod 1,274 2,791 4,735 7,180 10,230 13,999 18,616 24,229
 

Increase (decrease) In cash 932 1,516 1,945 2,445 3,050 3,769 4,617 5,613
 
Dividends 0 0 0 0 0 0 0 0
 
Dividend withholding tax 0 0 
 0 0 0 0 0 0
 

CASH AVAILABLE TO SHAREHOLDERS (HUF In mlllons) 932 1,516 1,945 2,445 3,050 3,769 4,617 5,613
 

Average exchange rate (HUF4$US) 116 133 151 172 196 222 253 287
 
CASH AVAILABLE TO SHAREHOLDERS ($US ir millions) 8 11 13 14 1, 17 18 20
 

End of period exchaige rate (HUF/$US) P/E 125 142 161 183 208 237 269 306
 
Net Income (HUF - millions) Ratio 1,221 1,618 2,128 2,763 3,518 4,414 5,474 6,720
 
Terminal value ($US - millons) 12 117 137 159 181 203 224 244 264
 

IPO
 
Total cash flow to shareholders ($US - millons) Year
 
Cash flow available to shareholders prior to IPO 5 8 11 13 14 16 0 0 0
 
Cash flow to shareholders from public offering 0 0 0 0 203 0 0 0
 
Total cashflow to shareholders 8 11 13 14 218 0 0 0 

Discount rate 40.0% 
Net present value ($US In milllons) 64 6 6 5 4 41 0 0 0
 
Net present value (HUF In miffions) 6,819
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IMPACT il PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Ikarus Rt. - Industry 

Operating Assumptions: 
Estimated net sales 

Domestic sales: 

Year 
Ending 
Dec-94 Dec-95 Dec-96 Dec-97 

Projected Year Fnding 
Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Real domestic sales growth rate 
Real domestic sales (HUF - milions) 
Hungarian inflation factor 
Nominal domestic sales (HUF - millions) 
Foreign sales: 
Real growth of SUS sales 
Real $US sales (US - millions) 
US inflaton factor 
Nominal $US sales ($US - millions) 
Average exchange rate (HUFi$US) 
Nominal SUS sales (HUF - millions) 

656 
1.0000 

656 

LI 11 
1.0000 

11 
97 

1,111 

0.0% 
656 

1.1900 
781 

0.0% 
11 

1.0325 
12 

116 
1,364 

0.0% 
656 

1.3862 
909 

0.0%1 
11 

1.0686 
12 

133 
1,623 

1.0% 
663 

1.5941 
1,056 

1.0% 
12 

1.1060 
13 

151 
1,928 

2.0%1 
676 

1.8332 
1,239 

2.0%1 
12 

'.1447 
13 

172 
2,314 

2.0% 
689 

2.1082 
1.4b3 

2.0% 1 
12 

1.1848 
14 

196 
2,777 

2.0%1 
703 

2.4244 
1,705 

2.0%1 
12 

1.2263 
15 

222 
3,333 

2.0% 1 
717 

2.7881 
2,000 

2.0% 1 
12 

1.2692 
16 

253 
4.000 

2.0%1 
732 

3.2063 
2,345 

2.0% 
13 

1.3136 
17 

287 
4,801 

Real growth of DM sales 
Real DM sales (DM - millions) 
German inflation factor 
Nominal DM sales (DM - millions) 
Average exchange rate (HUF/DM) 
Nominal DM sales (HUF - millions) 

1.0000 
0 

65 
0 

1 0.0%] 
0 

1.0250 
0 

77 
0 

0.0% 1 
0 

1.0506 
0 

90 
0 

1.0%I 
0 

1.0769 
0 

104 
0 

2.0%1 
0 

1.1038 
0 

120 
0 

2.0%1 
0 

1.1314 
0 

140 
0 

2.0% 
0 

1.1597 
0 

162 
0 

2.% 
0 

1.1887 
0 

187 
0 

2.0% 
0 

1.2184 
0 

217 
0 

Total nominal sales (HUF - millions) 1,767 2,144 2,532 2,985 3,553 4,231 5,038 6,000 7,146 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods &services (HUF - millions) 
Hungarian inflation factor 
Nominal cost of HUF goods & services (H,- millions) 
Foreign purchases 
Real cost of SUS goods & services ($US - millions) 
US inflation factor 
Nominal cost of SUS goods & services l$US - millions) 
Average exchange rate (HUF/SUS) 
Nominal cost of sUS goods & services (HUF - millions) 

[j ,03] 
1.0000 

1,023 

ZI 0] 
1.0000 

0 
97 
0 

1,023 
1.1900 
1,217 

0 
1.0325 

0 
116 

0 

1,023 
1.3862 
1,418 

0 
1.0686 

0 
133 

0 

1,033 
1.5941 
1,647 

0 
1.1060 

0 
151 

0 

1,054 
1.8332 

1,932 

0 
1.1447 

0 
172 

0 

1,075 
2.1082 

2,266 

0 
1.1848 

0 
196 

0 

1,096 
2.4244 

2,558 

0 
1.2263 

0 
222 

0 

1,118 
2.7881 
3,118 

0 
1.2692 

0 
253 

0 

1,141 
3.2063 

3,658 

0 
1.3138 

0 
2811 

0 
Real cost of DM goods & services (DM - millions) 
German inflation factor 
Nominal cost of DM goods & services (DM - millions) 
Average exchange rate (HUF/DM) 
Nominal cost of DM goods & services (HUF - millions) 

1.0000 
0 

65 
0 

0 
1.0250 

0 
77 
0 

0 
1.0506 

0 
90 
0 

0 
1.0769 

0 
104 

0 

0 
1.1038 

0 
120 

0 

0 
1.1314 

0 
140 

0 

0 
1.1597 

0 
162 

0 

0 
1.1887 

0 
187 

0 

0 
1.2184 

0 
217 

0 

Total nominal cost of goods & services (HUF - millions) 1,023 1,217 1,418 1,647 1,932 2,266 2,658 3,118 3,658 
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IMPACT IIPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Acsumptiona (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 
Dec-94 

1.0000 
816 

Dec-95 

0.0% 
0.0% 
816 

1.1900 
971 

Dec-96 

0.0% 
0.0% 

816 
1.3862 

1,131 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
1.0% 1 2.0%1 2.0% 1 2.0% 2.0%1 2.0%1 
824 841 857 875 892 910 

1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
1,314 1,541 1,808 2,120 2,487 2,918 

Real capital expenditures ($US - milions) 
US inflation factor 
Nominal capital expenditures k$US - millions) 
Average exchange rate (HUFtSUS) 
Nominal capital expenditures (HUF - millions) 

0 
1.0325 

0 
116 

0 

0 
1.0686 

0 
133 

0 

0 1 
1.1060 

0 
151 

0 

0 
1.1447 

0 
172 

0 

0 
1.1848 

0 
196 

0 

0 
1.2263 

0 
222 

0 

0 
1.2692 

0 
253 

0 

0 
1.3136 

0 
287 

0 

Tangible long-term assets, beg. of period (HUF - millions)
Nominal depreciation (HUF - nilons) 
Nominal capal expenditures (HUF - millions) 
Tangible long-term assets, end of period 

01 
5,973 

1 
5,973

0 
0 

5,973 

5,973
0 
0 

5,973 

5,973
0 
0 

5,973 

5.973 
0 T 
0 

5,973 

5,973 
0 

0 
5,973 

5.973 
0 1 
0 

5,973 

5,973
0 1 
0 

5,973 

5,973
01 
0 

5,973 

Netincome before txes paid outas dividends 
Net income tax 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as & % of cost of goods sold 
Payable Turns 
Accruals as% of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

0.0%1 
18.0% 
23.0% 

60 
4.0 

1.5% 
8 

25.0% 
2.5% 

23.5% 

0.0%1 
18.0% 
23.0% 

60 
4.0 

1.5% 
8 

25.0% 
2.5% 

20.5% 

0.0%1 
18.0% 
23.0% 

60 
4.0 

1.5% 
8 

25.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

60 
4.0 

1.5% 
8 

25.0% 
2.5% 

20.5% 

0.0%! 
18.0% 
23.0% 

601 
4.0 

1.5% 
8 

25.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

60 
4.0 

1.5% 
8 

25.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

60 
4.0 

1.5% 
8 

25.0% 
2.5% 

20.5% 

0m1 
18.0% 
23.0% 

60 
4.0 

1.5% 
8 

25.0% 
2.5% 

20.5% 

Long-term credits and liEtbililles (HUF - millions) 
Amortizatic.i of principal - (years) 
Ending principal balance 

5,427 
30 

5,427 
(181) 

5,246 

5,246 
(181, 

5,065 

5,065 
(181) 

4,884 

4,884 
(181) 

4,703 

4,703 
(181) 

4,523 

4,523 
(181) 

4,342 

1,342 
(181) 

4,161 

4,161 
(181) 

3,980 

Local borrowing rate 
Interest expense 

28.5% 
1,521 

25.5% 
1,315 

25.5% 
1,269 

25.5% 
1,222 

25.5% 
1,176 

25.5% 
1,130 

25.5% 
1,084 

25.5% 
1.038 

Issuance of common equity (nominal - HUF millions) 1 01 01 0I 0 0 0 0! 0 
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IMPACT 11PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVF-q'., LfT FUND MODEL 

Ikarus Rt. - Industry_ 

INCOME STATEMENT (HUF in millions) 
Year Endng 

Dec-94 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 1,767 2,144 2,532 2,985 3,553 4,231 5,038 6,000 7,146 

(Cost of Goods Sold) 
GROSS PROFIT 

Gross ProfitMargin 

(1,023) 
744 

42.1% 

(1,217) 
927 

43.2% 

(1,418) 
1,114 

44.0% 

(1,647) 
1,338 

44.8% 

(1,932) 
1.621 

45.6% 

(2266) 
1,964 

46.4% 

(2,658) 
2.380 

47.2% 

(3,118) 
2,882 

48.0% 

(3,658) 
3,489 
48.8% 

(Selling, General, & Admin. Expense) 
OPERATING INCOME (EBITDA) 

(816) 
(72) 

(971) 
(44) 

(1,131) 
(17) 

(1,314) 
24 

(1,541) 
80 

(1,808) 
157 

(2,120) 
259 

(2,487) 
394 

(2,918) 
571 

(Depreciation & Amortization) 
EBIT 

0 
(72) 

0 
(44) 

0 
(17) 

0 
24 

0 
80 

0 
157 

0 
259 

0 
394 

0 
571 

Interest and other financial Income 
(Interest Expense) 

EARNINGS BEFORE TAXES 

20 
(112) 
(164) 

94 
(1,521) 
(1,471) 

27 
(1,315) 
(1,305) 

(286) 
(1,269) 
(1,530) 

(644) 
(1222) 
(1,787) 

(1,058) 
(1,176) 
(2,077) 

(1,533) 
(1,130) 
(2,404) 

(2,078) 
(1,084) 
(2,767) 

(2,700) 
(1,038) 
(3,167) 

Extraordinary gain/(oss) 
(Taxes) 

NET INCOME 
0 

(113) 

0 
0 

(.7 

0 
0 

(1305) 

0 
0 

fLL--

0 
0 

(1,787 

0 
0 

(2,077 

0 
0 

(2,404 

0 
0 

(2,767 

0 
0 

(3,167 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Ikarus Rt. - Industry 

BALANCE SHEET (HUF in millions) 

ASSETS 

Year 
Ending 
Dec-94 Dec-95 Dec-96 Dec-97 

Proiected Year Ending 
Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets 6,499 6,499 6,499 6,499 6,499 6,499 6,499 6.499 

Net Tangible Long-term Assets 5,973 5.973 5,973 5,973 5,973 5,973 5,973 5,973 5,973 

Cash & Marketable Securities 
Accounts Recei/able 
inventories 
Prepaid expenses 
Total Current Assets 

[ 

402 
4,174 
4,369 

185 
9,130 

131 
352 
304 

18 
806 

(1,393) 
422 
355 

21 
(595) 

(3,143) 
497 
412 
25 

(2209) 

(5,160) 
592 
483 
29 

(4,056) 

(7,478) 
705 
567 

34 
(6,172) 

(10,135) 
840 
665 

40 
(8,591) 

(13,171) 
1,000 

780 
47 

(11,34) 

(16,624) 
1,191 

914 
55 

(14,464) 

TOTAL ASSETS 21602 13,278 11,877 1 8.416 6,300 3881 1,128 (1,992) 

EQUITY. RESERVES & LIABILITIES 
Common Stock 
Retained Earnings: 

Beginning 
Dividends0 
Current year eamings 
Ending 

t 
(113) 

(4,166) 

11,578 

(4,166) 
0 

(1,471) 
(5,637) 

11,578 

(5,637) 
0 

(1,305) 
(6,942) 

11,578 

(6,942) 
0 

(1,530) 
(8,472) 

11,578 

(8,472) 
0 

(1.787) 
(10259) 

11,578 

(10259) 
0 

(2,077) 
(12,336) 

11,578 

(12,336) 
0 

(2,404) 
(14,740) 

11,578 

(14,740) 
0 

(2,767) 
(17,508) 

11,578 

(17,508) 
0 

(3,167) 
(20,675) 

Shareholders' Equity 7,412 5,941 4,636 3,106 1,319 (758) (3,162) (5,930) (9,097) 

Target Reserves I 78 787 787 787 787 787 787 787 787 

Long-term Credits and Liabilities 5,246 5,065 4,884 4,703 4,523 4,342 4,161 3,980 3,980 

Trade credits 
Other Accrued Liabilities 
Current Portion: Long-term debt 

Total Current Liabilities 

[ 
1 

,45 
3,737 

181 
7,370 

274 
243 
181 
697 

319 
283 
181 
782 

370 
328 
181 
879 

434 
385 
181 

1,000 

509 
452 
181 

1,142 

597 
530 
181 

1,308 

701 
622 
181 

1,503 

822 
729 

0 
1,551 

Total Liabilities 12,616 5,762 5,667 5,583 5,523 5,484 5,469 5,483 5,531 

Other 
TOTAL EQUITY, RESERVES. UABIUTIES & OTHER 

787 
21,602 

0 

787 
13,278 

0 

787 
11,877 

0 

787 
10,263 

0 

787 
8,416 

0 

787 
6,0W 

(0) 

787 

(0) 

787 
1.128 

(0) 

787 
(11992) 

0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Ikarus Rt. - IndustryCASH FLOW STATEMENT (HUF in millions) Projected Year Ending 
Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002Cash Flows from Operating Actiities:

Net Income (1,471) (1,305) (1,530) (1,787) (2,077) (2,404) (2,767) (3,167)Depreciation & Amortization 
Changes in Working Capital 

0 0 0 0 0 0 0 0

1,380 (38) (39) (49) (60) 
 (72) (87) (105)Cash provided by operating activities (90) (1,343) (1,569) (1,836) (2,137) (2,476) (2,855) (3272) 

Cash Flows from Investing and Financing Actiies:
Purc 'ase of Property and Equipment 0 0 0 0 0 0 0Repayment of principal of Long-term Debt 0

(181) (181) (181) (181) (181) (181) (181) (181)Issuance of Common Stock 0 0 0 0 0 0 0 0Cash used in investinginvesting activities (181) (181) (181) (181) (181) (181) (181) (181) 
Increase (decrease) in cash (271) (1,524) (1,750) (2,017) (2.318) (2,657) (3,036) (3,453) 

Cash, beginning of the period 
 402 131 (1,393) (3,143) (5,160) (7,478) (10,135) (13,171)
Increase (decrease) In cash (271) (1,524) (1,750) (2,017) (2,318) (2,657) (3,036) (3.453)Dividends 0 0 0 0 0 0Cash, end of period 131 (1,393) (3,143) (5.160) (7.478) (10,135) (13.171) 
0 0 

(16,624) 

Increase (decrease) in cash (271) (1,524) (1,750) (2,017) (2,318) (2,657) (3,036) (3,453)Dividends 0 0 0 0 0 0 0 0Dividend withholding tax 0 0 0 0 0 0CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 
0 0 

(271) (1,524) (1,750) ('?.017) 2,318) (2,657) (3,036) (3,453) 
Average exchange rate (HUF/$US) 116 133 151 172 196 222 253 287CASH AVAILABLE TO SHAREHOLDERS ($US In millons) (2) (11) (12) (12) (12) (12) (12) (12) 

End of period exchange rate (HUFi$US) P/E 125 142 161 183 208 237 269 306Net Income (HUF - millions) Ratio (1,471) (1,305) (1,530) (1,787) (2.077) (2,404)Terminalvalue ($US - millions) (2,767) (3,167)
12 (142) (111) (114) (117) (120) (122) (123) (124) 

IPO
Total cash flow to shareholders ($US - millions) YearCash flow available to shareholders prior to IPO 5 (2) (11) (12) (12) (12) 0 0 0Cash flow to shareholders from public offering 0 0 0 0 0 0 0 0Total cashflow to shareholders (2) (11) (12) (12) (12) 0 0 0 

Discount cash flow ($US inmillions) 40.0%Net present value ($US in millions) (13) (2) (6) (4) (3) (2) 0 0 0Net present value (HUF in millions) (1,414) 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUIVD MODEL 

Borsodchem ig. - Industry 
Year 

Operating Assumptions: Ending Projected Year Ending 
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate 0.0% 1 0.0% .% 2.0% 2.0% 1 2.0%1 2.0% 
Real domestic sale,, (HUF - milions) 8,884 8,884 8,884 8,973 9,152 9,335 9,522 9,712 9,907
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 8,884 10,572 12,315 14,304 16,778 19,681 23,086 27,080 31,764 
Foreign sales: 
Real growth of $US sales 0.0%I 0.0% 1.0% 2.0%I! 2.0% 2 
Real $US sales P$US - nillions) [Z I 74 74 75 77 78 80 81 83 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 74 77 80 83 88 93 98 103 109 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal $US sales (HUF - millions) 7,256 8,905 10,598 12,594 15,115 18,139 21,769 26,126 31,354 

Real growth of DM sales 0.0% I 00%1 1.0%1 2.0% 2.0% 1 2.0% 2.0%1 2.0% 
Real DM sales (DM - millions) 74 74 74 75 76 78 79 81 82 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 74 76 78 80 84 88 92 96 101 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF- millions) 4,838 5,806 6,973 8,354 10,132 12,274 14,869 18,011 21,819 
Total nominal sales (HUF - millions) 20,978 25,283 29,887 35,263 42,026 50,095 59,724 71,217 84,937 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods & services (HUF - millions) 2,477 2,477 2,477 2.502 2,552 2,603 2,655 2,708 2.762 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 2,477 2,948 3,434 3,988 4,678 5,487 6,437 7,550 8,856 
Foreign purchases 
Real cost of SUS roods & service., ($US - millions) 145 145 146 149 152 155 158 162 
US inflaion factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1843 1.2263 1.2692 1.3136 
Nominal cost of $jS goods & services PUS - millions) 145 150 155 162 171 180 190 201 212 
Average exchange r"te (HUF,$US) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods & services (HUF - millions) 14,117 17,326 20,620 24,603 29,407 35.291 42,35A. 50,829 61,001 

Real cost of DM gocds & services (DM - millions) 0 0 0 0 0 0 0 0 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 0 0 0 0 0 0 0 0 0 
Total nominal cost of goods & services (HUF - millons) 16,594 20,273 24,053 28,491 34,085 40,779 48,790 58,379 69,857 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assump ions (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 
Dec-93 

1.875 
1.0000 

1,875 

Dec-95 

0.0% 
0.0%1 
1,875 

1.1900 
2,231 

Dec-96 

0.0% 
0.0% 
1,875 

1.3862 
2,599 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 

1.0b 2.0% 2.0% 
1.0%1 2.0% 2.0% 
1,894 1,932 1,970 

1.5941 1.8332 2.1082 
3,019 3,541 4,154 

Dec-2000 Dec-2001 Dec-2002 

2.0% 2.0% 2.0% 
2.0r%1 2.0%1 2.0% 
2,010 2,050 2,091 

2.4244 2.7881 32063 
4,872 5,715 6,704 

Real capital expenditures (SUS  mions) 
US inflaton factor 
Nominal capital expenditures PUS - millions) 
Average exchange rate (HUF,$US) 
Nominal capital expenditures (HUF-- millions) 

I 51 
1.0325 

5 
116 
598 

5 1I 
1.0686 

5 
133 
712 

1.1060 
6 

151 
837 

5I 
1.1447 

6 
172 
985 

5 I 
1.1848 

6 
195 

1,159 

5I 
1.2263 

6 
222 

1,364 

5 I 
1.2692 

6 
253 

1,605 

51 
1.3136 

7 
287 

1,888 

Tangible long-term assets, beg. of period krIUF - mi:lions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - mil'bns) 
Tangible loing-term assets, end of period 

978 

9,335 

9,335 
978)1 
598 

8,955 

8,955 
'978) 1 
712 

8,689 

8,G.89 
978) 
837 

8,548 

8,548 
97)1 
985 

8,555 

8,555 
978 

1,159 
8,735 

8,73S 
978) 

1,354 
9,122 

9,122 
(978)1 

1,605 
9,749 

9,749 
(978) 

1,888 
10,659 

Net income before taxes paid outas dividends 
Net income tax 
Dividend withholding
Recei able Days 
Inventory Trums 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local irvesting rate 

! 0.0%I 
18.0% 
23.0% 

90 
6.0 

3.5% 
12 

175.0% 
2.5% 

23.5% 

0.0 
18.0% 
23.0% 

90 
6.01 

3.5% 
12 

175.0% 
2.5% 1 

20.5% 

0.0% I 
18.0% 
23.0% 

6.0 
3.5% 

12 
175.0% i 

2.F% 
20.5% 

0.0% 1 0.0% 
18.0% 18.0% 
23.0% 23.0%&-o[190 90 1 

6.01 6.0 
3.5% 3.5% 

12[ 12 
175.0% 175.0% 

2.5%1 2.5% I 
20.5% 20.5% 

10.00.% 
18.0% 18.0% 
23.0% 23.0% 

90 _ 90 
6.0 6.0 

3.5% 3.5% 
12 12 

175.0% 175.0% 
2.5% 2.5% 

20.5% 20.5% 

0.0%1 
18.0% 
23.0% 

90 
6.0 

3.5% 
12 

175.0% 
2.5% 

20.5% 

Long-term credits and liabilites (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

4,429 
30 

4,429 
(148) 

4,281 

4,281 
(148) 

4,134 

4,134 
(148) 

3,986 

3,986 
(1481 

3,838 

3,838 
(148) 

3,691 

3,691 
(148) 

3,543 

3,543 
(148) 

3,396 

3,396 
(148) 

3,248 

Local borowing rate 
Interest expense 

28.5% 
1,241 

25.5% 
1,073 

25.5% 
1.035 

25.5% 
998 

25.5% 
960 

25.5% 
922 

25.5% 
885 

25.5% 
847 

Issuance of common equity (nominal - HUF millions) 0 I 0I 0t 01 01 0 0 01 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Borsodchem ig. - Industry 

INCOME STATEMENT (HUF in millions) 
Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
Proiected Year Ending 

Dec-98 tDec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 20,978 25,283 29,887 35,263 42,026 50,095 59,724 71,217 84,937 

(Cost of Goods Sold) 
GROSS PROFIT 

Gross Profit Margin 

(16,594) 
4,384 
20.9% 

(20273) 
5,009 
19.8% 

(24,053) 
5,833 
19.5% 

(28,491) 
6,771 
19.2% 

(34,085) 
7,941 
18.9% 

(40,779) 
9,316 
18.6% 

(48,790) 
10,933 
18.3% 

(58,379) 
12,837 
18.0% 

(69,857) 
15,080 
17.8% 

(Selling, General, & Admin. Expense) 
OPERATING INCOME (EBITDA) 

(1,875) 
2,509 

(2231) 
2,778 

(2,599) 
3,234 

(3,019) 
3,752 

(3,541) 
4,400 

(4,154) 
5,162 

(4,872) 
6,061 

(5,715) 
7.122 

(6,704) 
8,376 

(Depreciaton & Amortization) (978) (978) (978) (978) (978) (978) (978) (978) (978) 
EBIT 1,531 1,800 2,256 2,774 3,422 4,184 5,083 6,144 7,398 

Interest and other financial Income 213i 143 45 69 146 260 433 678 1,013 
(Interest Expense) 

EARNINGS BEFORE TAXES 
(863)1 
881 

(1241) 
701 

(1,073) 
1,228 

(1,035) 
1,808 

(998) 
2,570 

(980) 
3,484 

(9221 
4,594 

(885) 
5,938 

(847) 
7,563 

Extraordinary gain/(loss) 0 0 0 0 0 0 0 0 
(Taxes) 

NET INCOME 
(135) 
616 

(126) 
575 

(221) 
1007 

(325) 
1,483 

(463) 
2107 

(627) 
2857 

(827) 
3767 

(1,069) 
4869 

(1,361) 
6202 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Borsodchem ig. - Industry 

BALANCE SHEET (HUF in millions) Year 
Ending Projected Year Ending 

ASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets 1,519 1,519 1,519 1,519 1,519 1,519 1,519 1,519 

Net Tangible Long-term Assets 9,335 8,955 8,689 8,548 8,555 8,736 9,122 9,749 10,659 

Cash & Marketable Securities 607 221 337 713 1,270 2,112 3,308 4,940 7,109
 
Accounts Receiable 4,571 6,234 7,472 8,816 10,506 12,524 14,931 17,894 21,234
 
Irven'.ories 
 2,000 3,379 4,009 4,749 5,681 6,796 8,132 9,730 11,643
 
Prepaid expenses [A 710 842 997 1,193 1,427 1,708 2,043 2,445
 
Total Current Assets 7,199 10,543 12,659 15,274 
 18,650 22,860 28,078 34,517 42,431 

TOTAL ASSETS 18,053 222,87 25,341 28,724 33,115 38719 45.7a5 5,608 

EQUITY. RESERVES & LIABILITIES 
Common Stock 7,369 7,369 7,369 7,369 7,369 7,369 7,369 7,369 7,369 
Retained Earnings:
 

Beginning 16501 2,266 2,841 3,848 5,331 7,438 10,296 14,063 18,931
 
Divk-eriJs 01 0 0 0 0 0 0 0 0
 
Current year eamings 616 575 1,007 1,483 2,107 2,857 3,767 4,869 6,202
 
Ending 2.266 2,841 3,848 5,331 7,438 10,296 14,063 18,931 25,133 

Shareholders' Equity 9,635 10,210 11,217 12,700 14,807 17,665 21,432 26,300 32,502 

Target Reserves 450 450 450 450 450 450 450 450 

Long-term Credits and Liabilities 4,281 4,134 3,986 3,838 3,691 3,543 3,396 3,248 3,248 

Tade credits 1,296 1,875 2,221 2,626 3,135 3,744 4,472 5,341 6,380
 
Other Accrued Liabirties 1,9471 3,905 4,548 5,283 6,197 7,269 8,527 10,002 11,732
 
Current Portion: Long-term debt 148 148 148 148 148 148 148 148 0
 

Total Current Liabilities 3,391 5,928 6,917 8,056 9,480 11,161 13,148 15,491 18,112
 

Total Liabilities 7,672 10,061 10,903 11,895 13,171 14,704 16,542 18,738 21,360 

Other 296 296 296 296 296 296 296 296 
TOTAL EQUITY, RESERVES, UABIUTIES & OTHER 18,053 21,017 2,866 25,341 28,724 33,115 38,719 45,785 4,608 

(0) (0) (0) (0) (0) (0) (0) (0) (0) 
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IMPACT II PROJECT
 
USAID TECHNICAL ASSISTANCE
 
HUNGARIAN INVESTMENT FUND MODEL 

Borsodchem ici. - Industry
CASH FLOW STATEMENT (HUF in millions) Projected Year Ending
 

Dec-94 Dec-95 Dec-96 
 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002

Cash Flows from Operating Activities:
 

Net Income 
 575 1,007 1,483 2.107 2.857 3,767 4,869 6,202
Depreciation & Amortization 978 978 978 978 978 978 978 978
Changes in Working Capital (1.194) (1,010) (1,100) (1,395) (1,686) (2,038) (2,463) (2,975)
Cash provided by operating activities 
 360 975 1,361 1.690 2,149 2,707 3,384 4,204 

Cash Flows from Investing and Financing Activities: 
Purchase of Property and Equipment (598) (712) (837) (985) (1,159) (1.364) (1,605) (1,888)Repayment of principal of Long-term Debt (148) (148) (148) (148) (148) (148) (148) (148)Issuance of Common Stock 0 0 0 0 0 0 0 0Cash used in investinglinvesting activities (746) (859) (985) (1,133) (1,307) (1,511) (1,752) (2,036) 

Increase (decrease) in cash (386) 116 376 558 842 1,196 1,632 2,169 

Cash, beginning of the period 607 221 337 713 1,270 2,112 3,308 4,940Increase (decrease) in cash (386) 116 376 558 842 1,196 1,632 2,169
Dividends 0 0 0 0 0 0 0 0Cash, end of period 221 337 713 1,270 2,112 3,308 4,940 7.109 

Increase (decrease) in cash (386) 116 376 558 842 1,196 1,632 2,169Dividends 0 0 0 0 0 0 0 0
Dividend withholding tax 
 0 0 0 0 0 0 0 0CASH AVAILABLE TO SHAREHOLDERS (HUF In mil lons) (386) 116 376 558 842 1,196 1,632 2,169 

Average exchange rate (HUF/$US) 116 133 151 172 196 222 253 287CASH AVAILABLE TO SHAREHOLDERS ($US In millions) (3) 1 2 3 4 5 6 8 

End of period exchange rate (HUF,$US) P/E 125 142 161 183 208 237 269 306Net Income (HUF - millions) Ratio 575 1,007 1,483 2,107 2,857 3,767 4,869 6,202Terminalvalue (SUS - millions) 12 55 85 110 138 165 191 217 243 

IPO 
Total cash flowto shareholders ($US - millions) Year 
Cash flow available to shareholders prior to IPO 5 (3) 1 2 3 4 0 0 0Cash flow to shareholders from public offering 0 0 0 0 165 0 0 0Total cashflow to shareholders (3) 1 2 3 169 0 0 0 

Discount cash flow (US inmillions) 40.0%
Nst presentvalue ($US in millions) 37 (2) 0 1 1 31 0 0 0
Not presentvalue (HUF in millions) 3,949 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Raba Rt. - Industry 

Operating Assumptions: 
Estimated net sales 

Year 
Ending 
Dec-94 Dec-95 Dec-96 Dec-97 

Projected Year Ending 
Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate 
Real domestic sales (HUF - milions) 
Hungarian inflation factor 
Nominal domestic sales (HUF - milions) 
Foreign sales: 
Real growth of $US sales 
Real SUS sales PUS - millions) 
US inflation factor 
Nominal $US sales ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal $US sales (HUF - millions) 

[ 

[ 

8,%8 
1.0000 

8,068 

61 
1.0000 

61 
97 

5,904 

0.0% 
8,066 

1.1900 
9,60. 

0.0% 
61 

1.0325 
63 

116 
7,246 

0.0% 
8,068 

1.3862 
11,184 

0.0% 
61 

1.0686 
65 

133 
8,624 

1.0% 1 
8,149 

1.5941 
12,990 

1.0% 
61 

1.1060 
68 

151 
10,248 

2.0% 
8,312 

1.8332 
15,237 

2.0%1 
62 

1.1447 
71 

172 
12,298 

2.0% 
8,478 

2.1082 
17,873 

2.0% 1 
64 

1.1848 
75 

196 
14,760 

2.0% 
8,647 

2.4244 
20,965 

2.0% 
65 

1.2263 
80 
222 

17,713 

2.0%1 
8,820 

2.7881 
24,592 

2 
66 

1.2692 
84 

253 
21,258 

2.0% J 
8,997 

3.2063 
28,847 

2.0%1 
68 

1.3136 
89 

287 
25,512 

Real growth of DM sales 
Real DM sales (DM - millions) 
German inflation factor 
Nominal DM sales (DM - millions) 
Average exchange rate (HUF/DM) 
Nominal DM sales (HUF - millions) 

[ 90 
1.0000 

90 
65 

5,904 

0.0% 
90 

1.0250 
93 
77 

7,085 

0.0% 
90 

1.0506 
95 
90 

8,510 

1.0%I 
91 

1.0769 
98 

104 
10,207 

2.0%I 
93 

1.1038 
103 
120 

12,365 

2.0%1 
95 

1.1314 
107 
140 

14,979 

2.0%1 
97 

1.1597 
112 
162 

18,145 

2.0%1 
99 

1.1887 
117 
187 

21,980 

2.0%I 
101 

1.2184 
123 
217 

26,626 
Total nominal sales (HUF - millions) 19,876 23,931 28,317 33,445 39,901 47,611 56,823 67,830 80,984 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases
Real cost of HUF goods & services (HUF - millions) 
Hungarian inflationfactor 
Nominal cost of HUF goods & services (HUF - millions) 

Foreign purchases
Real cost of $US goods & services ($US - millions) 
US Inflation factor 
Nominal cost of $US goods & services ($US - millions) 
Average exchange rate (HUFSUS) 
Nominal cost of $US goods & services (HUF - millions) 

[j663 
1.0000 
6,630 

1.0000 
57 
97 

5,593 

6,630 
1.1900 
7,889 

57 
1.0325 

59 
116 

6,864 

6,630 
1.3862 
9,190 

57 
1.0686 

61 
133 

8,169 

6,696 
1.5941 
10.675 

58 
1.1060 

64 
151 

9,708 

6,830 
1.8332 
12,521 

59 
1.1447 

68 
172 

11,651 

6,967 
2.1082 
14,688 

60 
1.1848 

71 
196 

13,982 

7,106 
2.4244 
17,229 

62 
1.2263 

75 
222 

16,780 

7,248 
2.7881 
20,209 

63 
1.2692 

80 
253 

20,138 

7,393 
3.2063 
23,705 

64 
1.3138 

84 
287 

24.168 
Real cost of DM goods & services (DM - millions) 
German inflation factor 
Nominal cost of DM goods & services (DM - millions) 
Average exchange rate (HUF/DM) 
Nominal cost of DM goods & services (HLJF  millions) 

[ 7J 
1.0000 

57 
65 

3,728 

57 
1.0250 

58 
77 

4,474 

57 
1.0506 

60 
90 

5,373 

58 
1.0769 

62 
104 

6,445 

59 
1.1038 

65 
120 

7,808 

60 
1.1314 

68 
140 

9,458 

61 
1.1597 

71 
162 

11,457 

62 
1.1887 

74 
187 

13.879 

64 
1.2184 

71 
211 

16,813 
Total nominal cost of goods & services (HUF - milions) 15,951 19,227 22,733 26,828 31,980 38,128 45,466 54,226 64,688 

12-Dec-94 FOR INTERNAL USE ONLY: Not compiled or examined by an indeper. lent CPA. Projected results cannot be assured. Page 56 



IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 
Year 

Ending Projected Year Ending 

Selling, general & administrative expense (SG&A)
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Dec-94 

1,745 
1.0000 
1,745 

Dec-95 

0.0% 
0.0% 
1,745 

1.1900 
2,076 

Dec-96 

0.0% 
0.0%1 
1,745 

1.3862 
2,419 

Dec-97 

1.0% 
1.0% 
1,762 

1.5941 
2,810 

Dec-98 

2.0% 
20% 
1,798 

1.8332 
3,296 

Dec-99 Dec-2000 Dsc-2001 Dec-2002 

2.0% 2.0% 2.0% 2.0% 
2.0% I 20%F 2.0% 1 2.0%I 
1,834 1,870 1,908 1,946 

2.1082 2.4244 2.7881 3.2063 
3,866 4,535 5,319 6,239 

Real ca pital expenditures ($US - milions) 
US inflation factor 
Nominal capital expenditures jSUS - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

5 
1.0325 

5 
116 
598 

5 
1.0686 

5 
133 
712 

51 
1.1060 

6 
151 
837 

51 
1.1447 

6 
172 
985 

5 
1.1848 

6 
196 

1,159 

5 
1.2263 

6 
222 

1,364 

5 
1.2692 

6 
253 

1,605 

5 
1.3136 

7 
287 

1,888 

Tangible long-term assets, beg. of period (HUF  millions) 
Ncminal depreciation (HUF - milions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

I 

L 

891 J 

17,175 

17,175 
(891)1 
598 

16,882 

16,882 
(891)1 
712 

16,703 

16,703 
(891)1 
837 

16,649 

16,649 
(891)1 
985 

16,743 

16,743 
(891)1 

1,159 
17,011 

17,011 
(891)1 

1,364 
17,484 

17,484 
891 

1,605 
18,198 

18,198 
891 

1,888 
19,195 

Net income before taxes paid outas dividends 
Net income taxes 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

0.0%I 
18.0% 
23.0% 

75 
6.0 

0.5% 
12 

240.0% 
2.5% 

23.5% 

0.0% 
18.0% 
23.0% 

75 
6.0 

0.5% 
12 

240.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

75 
6.0 

0.5% 
12 

240.0% 
2.5% 

20.5% 

00% 
18.0% 
23.0% 

75 
6.0 

0.5% 
12 

240.0% 
2.5% 

20.5% 

00% 
18.0% 
23.0% 

75 
6.0 

0.5% 
12 

240.0% 
2.5% 

20.5% 

00% 
18.0% 
23.0% 

75 
6.0 

0.5% 
12 

240.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

75 
6.0 

0.5% 
12 

240.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

75 
6.0 

0.5% 
12 

240.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal  (years) 
Ending principal balance 

2,272 I 
30 

2,272 
(76) 

2,196 

2,196 
(76) 

2,121 

2,121 
(76) 

2,045 

2,045 
(76) 

1,969 

1,989 
(76) 

1,893 

1,893 
(76) 

1,818 

1,818 
(76) 

1,742 

1,742 
(78) 

1,666 

Local borrowing rate 
Interest expense 

28.5% 
637 

25.5% 
550 

25.5% 
531 

25.5% 
512 

25.5% 
492 

25.5% 
473 

25.5% 
454 

25.5% 
435 

Issuance of common equity (nominal - HUF millions) 0o 0 01 01 0 0 0o 
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IMPACT i PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Raba Rt. - Industry 

INCOME STATEMENT (HUF in millions) 
Year Ending 

Dec-94 Doc-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 19,876 23,931 28,317 33,445 39.901 47,611 56,823 67.830 80,984 

(Cost of Goods Sold) 
GROSS PROFIT 

Gross Profit Margin 

(15,951) 
3,925 
19.7% 

(19227) 
4,704 
19.7% 

(22.733) 
5,584 
19.7% 

(26,828) 
6,617 
19.8% 

(31,980) 
7,921 
19.9% 

(38,128) 
9,484 
19.9% 

(45,466) 
11,357 
20.0% 

(54226) 
13,604 
20.1% 

(64,686) 
16,299 
20.1% 

(Selling, General, &Admin. Expense) 
OPERATING INCOME (EBITDA) 

(1,745) 
2,180 

(2.076) 
2,628 

(2.419) 
3,165 

(2,810) 
3,808 

(3.296) 
4,625 

(3,866) 
5,618 

(4,535) 
6,823 

(5,319) 
8,285 

(6239) 
10.060 

(Depreciation & Amortization) 
EBIT 

(891) 
1,289 

(891) 
1,737 

(891) 
2,274 

(891) 
2,917 

(891) 
3,734 

(891) 
4.727 

(891) 
5.932 

(891) 
7,394 

(891) 
9,169 

Interest and other financial income 154 154 207 463 843 1,370 2,091 3.062 4,352 
(Interest Expense) 

EARNINGS BEFORE TAXES 
(785) 
658 

(637) 
1,254 

(550) 
1,931 

(531) 
2,848 

(512) 
4,065 

(492) 
5,604 

(473) 
7,549 

(454) 
10,002 

(435) 
13,086 

Extraordinary gain/oss) 0 0 0 0 0 0 0 0 
(Taxes) 

NET INCOME 
(106) 
484 

(226) 
1028 

(348) 
1583 

(513) 
2,336 

(732) 
3,334 

(1,009) 
4,595 

(1,359) 
1 

(1,800) 
8,202 

(2,355) 
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HUNGARIAN INVESTMENT FUND MODEL 

Raba Rt. - Industry 

BALANCE SHEET (HUF in millions) Year
 
Ending 
 Projected Year EndingASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002
 

Intangible and Invested Financial Assets 
 2,461 2,461 2,461 2,461 2,461 2,461 2,461 2,461 2,461
 

Net Tangible Long-term Assets 
 17,175 16,882 16,703 16.649 16,743 17,011 17,484 18,198 19,195 

Cash & Marketable Securities 656 1,011 2,257 4,111 6,681 10,199 14,935 21,228 29,506Accounts Receivable 4,055 4,917 5.899 6,968 8,313 9,919 11,838 14,131 16,872Invent' -'3s 2,439 3,205 3,789 4.471 5,330 6.355 7,578 9,038 10,781Prepaid expenses A 96 114 134 160 227191 271 323Total Current Assets 7,235 9,229 12,059 15,684 20,484 26.663 34,578 44,668 57.482 

TOTAL ASSETS 26,871 2572 31,223 34 79 39,688 4 a523 65,327 

EQUITY. RESERVES & LIABILITIES 
Common Stock 17,434 17,434 17,434 17,434 17.434 17,434 17,434 17,434 17,434
Retained Earnings:


Beginning 
 310 794 1,822 3,406 5,741 9,075 13,670 19,861 28,062
 
Dividends 
 0 0 0 0 0 0 0 0 0Current year eamings 484 1,028 1,583 2,336 3,334 4,595 6,191 8,202 10,730Ending 794 1,822 3,406 5.741 9,075 13,670 19,861 28,062 38.793
 

Shareholders' Equity 18,228 19,256 20,840 
 23,175 26.509 31,104 37,295 45,496 56,227 

Target Re-erves 91 91 91 91 91 91 91 91 

Long-term Credits and Uabilities 2,196 2,121 2,045 1,969 1,893 1,818 1,742 1,666 1,668 

Trade credits 1,775 2,096 2,470 2,940 3,499 4,167 4,962 5,910Other Accrued Liabilities 4,311 4,984 5,805 6,743 7,909 9,278 10,883 12,766 14,974Current Portion: Long-term debt 76 76 76 76 76 76 76 76 0Total Current Liabilities 6,086 6,835 7,977 9,288 10,925 12,853 15,125 17,803 20,884
 

Total Liabifltios 
 8,282 8,955 10,022 11,258 12,818 14.671 16,867 19,470 22,551 

Other 
 270 270 270 270 270 270 
 270 270
TOTAL EQUITY, RESERVES, UABIUTIES & OTHER 2628,572 31,222 34,794 39,68 46.13 54,523 65.327 79.138 
(0) (0) (0) (0) (0) (0) (0) (0) (0) 
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IMPACT II PROJECT 
USAID TECHN!CAL ASSISTANCE 
HUNGARIAN INVESTMENT FUNDMODEL 

Raba Rt. - IndustrV 
CASH FLOW STATEMENT (HUF in millions) Projected Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 
Cash Flows from Operating Activities: 

Net Income 1,028 1,583 2,336 3,334 4,595 6,191 8,202 10,730
 
Depreciation & Amortiation 891 691 891 891 891 891 891 891
 
Changes in Working Capital (890) (441) (460) (593) (734) (907) (1,119) (1,379)

Cash provided by operating activities 1.029 2,033 2,767 3,632 4.753 6.175 7,974 10,242 

Cash Flows from Investing and Financing Activites: 
Purchase of Property and Equipment (598) (712) (837) (985) (1,159) (1,364) (1,605) (1,888)
Repayment of principal of Long-term Debt (76) (76) (76) (76) (76) (76) (76) (76)
Issuance of Common Stock 0 0 0 0 0 0 0 0 

Cash used in investingfinvesting activities (674) (787) (913) (1,061) (1,235) (1,440) (1,680) (1,964) 

Increase (decrease) in cash 355 1,246 1.854 2,571 3,518 4.735 6,293 8,278 

Cash, beginning of the period 656 1,011 2,257 4,111 6.681 10,199 14,935 21.228 
Increase (decrease) in cash 355 1,246 1,854 2,571 3,518 4,735 6,293 8,278

Dividends 
 0 0 0 0 0 0 0 0 

Cash, end of period 1,011 2,257 4,111 6,681 10,199 14,935 21,2283 29,506 

Increase (decrease) in cash 355 1,246 1,554 2.571 3,518 4,735 6.293 8.278
 
Dividends 
 0 0 0 0 0 0 0 0 
Dividend withholding tax a 0 0 0 0 0 0 0 

CASH AVAILABLE TO SHAREHOLDERS (HUF in millions) 355 1,246 1,854 2,571 3,518 4,735 6,293 8,278 

Average exchange rate (HUFtSUS) 116 133 151 172 196 222 253 287 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 3 9 12 15 18 21 25 29 

End of period exchange rate (HUF/$US) PIE 125 142 161 183 208 237 269 306 
Net Income (HUF - millions) Ratio 1.028 1583 2.336 3,334 4,595 6,191 8,202 10.730 
Terminal value (SUS - millions) 12 99 134 174 218 265 314 366 421 

IPO 
Total cash flow to shareholders ($US - millions) Year 
Cash flow available to shareholders prior to IPO 5 3 9 12 15 18 0 0 0
Cash flow to shareholders from public offering 0 0 0 0 265 0 0 0 
Total cashflow to shareholders 3 9 12 15 283 0 0 0 

Discount cash flow ($US inmillions) 40.0%
 
Net present value ($US in millions) 74 2 5 4 4 53 0 0 
 0 
Net present value (HUF in miffions) 7,922 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Hungarpharma Rt. - Pharmaceutical 
Year 

Operating Assumptions: Ending Projected Year Ending 
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate 1 0.0%I 0.0% 1.0% 2.0%1 2.0%1 2.0%1 2.0%1 2.0%1 
Real domestic sales (HUF - milions) 35,720 35,720 35,720 36,077 36,799 37,535 38,285 39,051 39,832 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 35,720 42,505 49,515 57,511 67,461 79,131 92,821 108,879 127,715 
Foreign sales: 
Real growth of SUS sales 
Real SUS sales ($US - millions) 
US inflation factor 

[ 0O] 
1.0000 

0.0%1 
0 

1.0325 

0.0%1 
0 

1.0685 

1.0%1 
0 

1.1060 

2.0%1 
0 

1.1447 

2.0%1 
0 

1.1848 

2.0%1 
0 

1.2263 

2.0% 
0 

1.2692 

2.0% 
0 

1.3136 
Nominal SUS sales ($US - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/SUS) 97 116 133 151 172 196 222 253 287 
Nominal SUS sales (HUF - millions) 0 0 0 0 0 0 0 0 0 

Real growth of DM sales 
Real DM sales (DM  millions) Z Z ] 

1 0.0%1 
0 

0.0%1 
0 

1.0%i 
0 

2.0%1 
0 

2.0%1 
0 

2.0%1 
0 

2.0%0 
0 0 

German in~ation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM  millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 0 0 0 0 0 0 0 0 0 

Total nominal sales (HUF - millions) 35,720 42,505 49,515 57,511 67,461 79,131 92,821 108,879 127,715 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods & services (HUF - millions) 23,611 23,611 23,611 23,847 24,324 24,811 25,307 25,813 26,329 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 23,611 28,096 32,729 38,015 44,592 52,306 61,355 71,969 84,420 
Foreign purchases 
Real cost ofSUS goods & services ($US - millions) 100 100 100 101 103 105 108 110 112 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of SUS goods & services PUS - millions) 100 104 107 112 118 125 132 139 147 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 28? 
Nominal cost of SUS goods & services (HUF  millions) 9,777 11,999 14,281 16,t)70 20,366 24,442 29,333 35,203 42,247 

Real cost of DM goods & services (DM - millions) 0 0 0 0 0 0 0 0 0 
Geman inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DIM) 65 77 90 104 120 140 162 187 21? 
Nominal cost of DM goods & services (HUF - millions) 0 0 0 0 0 0 0 0 0 

Tobl nominal cost of goods & services (HUF - millions) 33,388 40,095 47,010 54,985 64,958 76,748 90,688 107,172 126,667 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 
Yaar 

Ending Projected Y3ar Ending 

Selling, general & administrative expense (SG&A)
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Dec-94 

1,172 
1.0000 

1,172 

Dec-95 

0.0% 
0.0% 
1,172 

1.1900 
1,395 

Dec-96 

0.0% 
0.0%1 
1,172 

1.3862 
1,625 

Dec-97 

1.0% 
1.0%1 

1,184 
1.5941 
1,887 

Dec-98 

2.0% 
2.0%1 
1,207 

1.8332 
2,213 

Dec-99 Dec-2000 Dec-2001 Dec-2002 

2.0% 2.0% 2.0% 2.0% 
2.0%1 2.0% i 2.0%1 2.0%j 
1,232 1,256 1,281 1.307 

2.1082 2.4244 ?.7881 3.2063 
2,596 3,046 3,572 4,190 

Real capital expenditures ($US - milions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

1 
1.0325 

1 
116 
60 

1 
1.0686 

1 
133 
71 

1 
1.1060 

1 
151 
84 

1 
1.1447 

1 
172 
99 

1 
1.1848 

1 
196 
116 

1 
1.2263 

1 
222 
136 

1 
1.2692 

1 
253 
160 

1 
1.3136 

1 
287 
189 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

3,500 
(150)1 

60 
3,410 

3,410 
(150)1 

71 
3,331 

3,331 
(150) 

84 
3,265 

3,265 
(150)1 

99 
3,213 

3,213 
(150)1 
116 

3,179 

3,179 
(150)1 
136 

3,166 

3,166 
(150)1 
160 

3,176 

3,176 
(150) 
189 

3,215 

Net income before taxes paid outas dividends 
Net Ircome taxes 
Dividend withholding taxes 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 

0.0% 
18.0% 
23.0% 

45 
7.0 

0.1% 
12 

2 

0.0% 
18.0% 
23.0% 

45 
7.0 

0.1% 
12 

100.0% 
2.5% 

00% 
18.0% 
23.0% 

45f 
7.0 [ 

0.1% 
12 

100.0% 
2.5% 

0.0% 
18.0% 
23.0% 

45 
7.0 

0.1% 
12 

100100 
2.5% 

0.0% 
18.0% 
23.0% 

45 
7.01 

0.1%1 
12] 

100.0% 
2.5% 1 

0.0%! 
18.0% 
23.0% 

45 
7.01 

0.1% 
121 

100.0% 
2.5% 

0.0%1 
18.0% 
23.0% 

45 
7.0 

0.1% 
12 

100.0% 
2.5% 

0.0%1 
18.0% 
23.0% 

45 
7.0 

0.1% 
12 

100.0% 
2.5% 

Local investing rate 23.5% 20.5% 20.5% 20.5% 20.5% 20.5% 20.5% 20.5% 
Long-term credits and liabilities (HUF - milions) 
Amortization of principal  (years) 
Ending principa! baance 

[ 0 
30 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

Local borrowing rate 
Interest expensa 

28.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

Issuance of common equity (nominal - HUF millions) 0 0 01 01 01 _ 01 01 0_1 
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Hungarpharma Rt. - Pharmaceutical 

INCOME STATEMENT (HUF in millions) 
Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec-19 Dec-2000 Dec-2001 Dac-2002 

SALES 35,720 42,505 49,515 57,511 67,461 79,131 92,821 108,879 127,715 

,Cost of Goods Sold) (33,388) (40,095) (47,010) (54,985) (64,958) (76,748) (90,688) (107,172) (126,667) 
GROSS PROFIT 

Gross Profit Margin 
2,332 
6.5% 

2,410 
5.7% 

2,505 
5.1% 

2,526 
4.4% 

2,503 
3.7% 

2,384 
3.0% 

2,133 
2.3% 

1,707 
1.6% 

1,048 
0.8% 

(Selling, General, & Admin. Expense) (1,172) (1,395) (1.625) (1,887) (2213) (2,596) (3,046) (3,572) (4,190) 
OPERATING INCOME (EBITDA) 1,160 1,015 880 639 289 (213) (912) (1,865) (3,142) 

(Depreciaion & Amortization) (150) (150) (150) (150) (150) (-.50) (150) (150) (150) 
EBIT 1,010 865 730 489 139 (363) (1,062) (2,015) (3,292) 

Interest and other financial income 120 205 261 214 101 (155) (614) (1,379) (2,576) 
(Interest Expense) 0 0 0 0 0 0 0 0 

EARNINGS BEFORE TAXES 960 1,071 991 703 240 (517) (1,676) (3,394) (5,868) 

Extraordinary gain/(loss) Jj(5] 0 0 0 0 0 0 0 0 
(Taxes) (146) (193) (178) (127) (43) 0 G 0 0 

NET INCOME 664 878 813 577 197 (517) (1676 (3394) (5,86 
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Hungarpharma Rt. - Pharmaceutical 

BALANCE SHEET (HUF in millions) Year 
Ending Projected Year Ending

ASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Der-2001 Dec-2002 

Intangible and Invested Financial Assets 70 70 70 70 70 70 70 70 

Net Tangible Long-term Assets 3,500 3,410 3,331 3,265 3,213 3,179 3,!6 3,176 3,215 

Cash & Markebble Securities 874 1,273 1,046 491 (754) (2,995) (6,726) (12,565) (21,337)

Accounts Recei/able 
 3,900 5,240 6,189 7,189 8,433 9,891 11,603 13,610 15,964

Inventories 5,300 5,728 
 6,716 7,855 9,280 10,964 12,955 15,310 18,095

Prepaid expenses 14 40 47 55 
 65 77 91 107 127
 
Total Current Assets 10,088 12,281 13,998 
 15,590 17,023 17,9-7 17,922 16,462 12,849 

TOTAL ASSETS 1 1576 1,9 18,925 0306 ?186 25 19,708 16 

EQUITY. RESERVES & LIABILITIES 
Common Stock 9,016 9,016 9,016 9,016 9,016 9,016 9,016 9,016 
Retained Eamings:
 

Beginning 
 337] 1,001 1.879 2,692 3,258 3,465 2,948 1,272 (2,123)

Diidends 01 0 0 0 0 
 0 0 0 0
 
Current year eamings 
 664 878 813 577 197 (517) (1,676) (3,394) (5,868)

Ending 1,001 
 1,879 2.692 3,268 3,465 2,948 1,272 (2,123) (7,991) 

Shareholders' Equity 10,017 10,895 11,708 12,284 12,481 11,964 10,288 6,893 1,025 

Target Reserves 4 4 4 4 4 4 4 4 4 

Long-term Credits and Uabilities 0 0 0 0 0 0 0 0 0 

Trade credits 2,447] 3,458 4,053 4,739 5,598 6,612 7,811 9,229 10,905
 
Other Accrued Liabilities 1,1801 1,395 1,625 1,887 
 2,213 2,596 3,046 3,572 4,190
 
Current Portion: Long-term debt 0 
 0 0 0 0 0 0 0 0 

Total Current Liabilities 3.627 4,852 5,677 6,626 7,811 9,208 10,857 12,801 15,095 

Total Uabilities 3,627 4,852 5,677 6,626 7,811 9,208 10,857 12,801 15,095 

Other [ 10 10 10 10 10 10 10 10 10 
TOTAL EQUITY, RESERVES, UABIUTIES & OTHER 13,658 15,761 17,399 18,925 2,306 21,186 21,158 19708 

0 0 0 0 0 0 0 0 0 
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Hungarpharma Rt. - Pharmaceutical
CASH FLOW STATEMENT (HUF - millions) Projected Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 
Cash Flows frrn Operting Activities: 

Net Income 878 813 577 197 (517) (1,676) (3,394) (5,868)

Depreciation & Amortization 
 150 150 150 150 150 150 150 150
Changes in Working Capital (569) (1,118) (1,198) (1,494) (1,758) (2,063) (2,434) (2,865)

Cash provided by operating activitiba 459 (156) (471) (1,147) (2,125) (3,595) (5,678) (8,583) 

Cash Flows from lnves ting and Financing Activites: 
Purchase of Property and Equipment (60) (71) (84) (99) (116) (136) (160) (189)

Repayment of principal of Lo-g-term Debt 0 0 0 0 0 0 0 0

Issuance of Common Stock 
 0 0 0 0 0 0 0 0 

Cash used in investinglirvestinp activities (60) (71) (84) (99) (115) (136) (160) (189) 

Increase (decrease) in cash 399 (227) (555) (1.245) (2,241) (3,731) (5,839) (8,772) 

Cash, beginning of the period 874 1,273 1,046 491 (754) (2,995) (6,726) (12.565)
Increase (decrease) in cash 399 (227) (555) (1245) (2241) (3,731) (5,839) (8,772)
Dividends 0 0 0 0 0 0 0 0 

Cash, end of period 1,273 1,046 491 (754) (2,995) (6,726) (12,565) (21,337) 

Increase (decrease) in cash 399 (227) (555) (1,245) (2241) (3,731) (5,839) (8,772)

Dividends 
 0 0 0 0 0 0 0 0 
Dividend withholding tax 0 0 0 0 0 0 0 0

CASH AVAILABLE TO SHAREHOLDERS (HUF In milllons) 399 (227) (555) (1245) (2241) (3,731) (5,839) (8,772) 

Average exchange rate (HUFI;US) 116 133 151 172 196 222 253 287
CASH AVAILABLE TO SHAREHOLDERS ($US in miions) 3 (2) (4) (7) (11) (17) (23) (31) 

End of period exchange rate (HUF/$US) P/E 125 142 161 183 208 237 269 306Net Income (HUF - millions) Ratio 878 813 577 197 (517) (1,676) (3,394) (5,868)
Terminalvalue ($US - milions) 12 85 69 43 13 (30) (85) (151) (230) 

IPO 
Total cash flow to shareholders ($US - millions) Year 
Cash flow available to shareholders priorto IPO 5 3 (2) (4) (7) (11) 0 0 0
Cash flow to shareholders from public offering 0 0 0 0 0 0 0 0
Total cashflow to shareholders 3 (2) (4) (7) (11) 0 0 0 

Discount rate 40.0% 
Net present value ($US in millions) 4 2 (1) (1) (2) (2) 0 0 0 
Net present value (HUF in millions) 472 
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Babolna Rt. - Agriculture (3) 
Year 

Operating Assumptions: Ending Projected Year Ending 
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-201 Dec-2002 

Domestic sales: 
Real domestic sales growth rate 0.0% 0.% 1.0% 2.0%1 2.0% 2.0% 1 2.0% 1 2.0 
Real domestic sales (HUF - milions) 33586 3,566 3,622 3.694 ,768 3,844 3,920 3,999 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 3,586 4,267 4,971 5,774 6.773 7,944 9.318 10,931 12,822 
Foreign sales: 
Real growth of $US sales 0.0% 0.0% 1.0% 2.0%J 2.0% 2.% 2.0% 2.0% I 
Real SUS sales PUS - millions) 11 11 11 12 12 12 12 13 
US inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal SUS sales ($US - millions) 11 12 12 13 13 14 15 16 17 
Average exchange rate (HUF/$U 97 116 133 151 172 196 222 253 287 
Nominal SUS sales (HUF - millions) 1,108 1,360 1,618 1,923 2,308 2,770 3,324 3,989 4,788 

Real growth of DM sales 1 0.0% 1 0.0% 1 1.0%I 2.0%1 2.0% 1 2.0%1 2.0% ! 2.0%-
Real DM sales (DM - millions) [Z J 0 0 0 0 0 0 0 0 
German inflation factor 1.0000 1.0250 !.c"06 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nom;rnl DM sales (DM - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217
 
Nominal DM sales (HUF - millions) 0 0 0 0 0 0 0 0 0
 

Total nominal sales (HUF - millions) 4,694 5,627 6,589 7,697 9,081 10,714 12,643 14,920 17,609 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.%. 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods & services (HUF - mlllions) 1,485 1,485 1,485 1,500 1,530 1,560 1,592 1,623 1,656 
Hunp__rian nflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 S.2063 
Nominal cost of HUF goods & services (HUF - millions) 1,485 1,767 2,058 2,391 2,805 3,290 3,859 4,526 5,310 
Foreign purchases 
Real t.ost of $US goods & services ($US - millions) 9 9 9 9 9 10 10 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2253 1.2692 1.3136 
Nominal cost of $US goods & services $US - millions) 9 9 9 10 10 11 11 12 13 
Average exchange rato (HUFSUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods & services (HUF - millions) 853 1,046 1,245 1,4F0 1.776 2,131 2,558 3,069 3,684 

Real cost of DM goods & services (DM - millions) 11 11 12 12 ;2 12 13 13 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 11 12 12 12 13 14 14 15 16 
Average exchange rate (HUF/DM) 65 77 so 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 748 898 1,078 1,293 1,567 1,898 2,299 2,785 3,373 

Total nominal cost of goods & services (HUF - millons) 3,086 3,711 4,382 5,164 6,147 7,319 8,715 10,381 12,367 
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Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 
Dec-94 

1,244 
1.0000 
1.244 

Dec-95 

0.0% 
0.0% 
1,244 

1.1900 
1,480 

Dec-96 

0.0% 
0.0% 
1,244 

1.3862 
1,724 

Dec-97 

1.0% 
1.0% 
1,256 

1.5941 
2,003 

Projected Year Ending 
Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

2.0% 2.0% 2.0% 2.0% 2.0% 
2.0% 2.0% 1 2.0%1 2.0%1 2.0% 
1,282 1,307 1,333 1,360 1,387 

1.8332 2.1082 2.4244 2.7881 3.2063 
2,349 2,756 3,233 3,792 4,448 

Real capital expenditures ($US - milions) 
US inflaton factor 
Nominal capital expenditufes ($US  millions) 
Average exchange rate (HUFSUS) 
Nominal capital expenditures (HUF  millions) 

1 
1.0325 

1 
116 
120 

1 
1.0636 

1 
133 
142 

1 
1.1060 

1 
151 
167 

1 
1.1447 

1 
172 
197 

1 
1.1848 

1 
196 
232 

1 
1.2263 

1 
222 
273 

1 
1.2692 

1 
253 
321 

1 
1.3136 

1 
287 
378 

Tangible long-term assets, beg. of period (HUF  millions) 
Nominal depreciation (HUF - milions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

[ (217) 

8,077 

8,077 
(217)1 
120 

7,980 

7,980 
(217)1 
142 

7,905 

7,905 
(217)1 
167 

7,855 

7,855 
(21.' 1 
197 

7,835 

7,835 
217)1 
232 

7,850 

7,850 
217)1 
273 

7,906 

7,006 
(217)1 
321 

8,010 

8,010 
(217)] 
378 

8,171 

Net income before laxes paid outas dividends 
Net income tax 
Dividend withholding tax 
Receivable Days 
Inventory Tums 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

0.0%I 
18.0% 
23.0% 

2-.0 
2.01 

1.5% 
181 

350.0% 
2.5% 

23.5% 

0.0% 1 
18.0% 
23.0% 

250 
2.0 

1.5% 
18 

350.0% 
2.5% 

20.5% 

0.0% 1 
18.0% 
23.0% 

250 
2.0 

1.5% 
18 

350.0% 
2.5% 

20.5% 

0.0%! 
18.0% 
23.0% 

250 
2.0 

1.5% 
18 

350.0% 
2.5%1 

20.5% 

0.0% 
18.0% 
23.0% 

250 
2.0 

1.5% 
18 

350.0% 
2.5% 

20.5% 

-000% 
18.0% 
23.0% 

250 
2.0 

1.5% 
18 

350.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

250 
2.0 

1.5% 
i8 

350.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

250 
2.0 

1.5% 
18 

350.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - milions) 
Amortization of principal  (years) 
Ending principal balance 

30 
141 

(5) 
136 

136 
(5) 

132 

132 
(5) 

127 

127 
(5) 

122 

122 
(5) 

118 

118 
(5) 

113 

113 
(5) 

108 

108 
(5) 

103 

Local borrowing rate 
Interest expense 

28.5% 
40 

25.5% 
34 

25.5% 
33 

25.5% 
32 

25.5% 
31 

25.5% 
29 

25.5% 
28 

e.. 

27 

Issuance of common equity (nominal - HUF millins) 01 01 0! 0I 0 I 0I 0 0 I 
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INCOME STATEMENT (HUF in millions) 
Year Ending 

Dec-94 Dec-.,5 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 4,694 5,627 6,589 7,697 9.081 10,714 12,64-.. 14,920 17,609 

(Cost of Goods Sold) 
GROSS PROFIT 

(3,08G) 
1,609 

(3,711) 
1,916 

(4,382) 
2,207 

(5,164) 
2,533 

(6,147) 
2,934 

(7,319) 
3,395 

(8,715) 
3,927 

(10,381) 
4,539 

(12,367) 
5,243 

Gross Profit Margin 34.3% 34.1% 33.5% 32.9% 32.3% 31.7% 31.1% 30.4% 29.8% 

(Selling, General, & Admin. Expense) 
OPERATING INCOME (EBTDA) 

(1244) 
365 

(1,480) 
436 

(1,724) 
483 

(2,003) 
530 

(2,349) 
584 

(2,756) 
640 

(3233) 
695 

(3,7S2) 
747 

(4,448) 
795 

(Depreciation & Amortization) (217) (217) (217) (217) (217) (217) (217) (217) (217) 
EBIT 148 219 266 313 367 423 478 530 578 

Interost and other financial income 
(Interost Expense) 

EARNINGS BEFORE TAXES 

[ 1,195 
[j96)1 

375 

17 
(40) 
196 

119 
(34) 

351 

159 
(33) 
439 

213 
(32) 

549 

272 
(31) 
664 

333 
(29) 

781 

393 
(28) 

895 

448 
(27) 

998 

&xtraordinary gain/Qooss) 0 0 0 0 0 0 0 0 
(Taxes)__ 

NET INCOME 69 
(35) 

161 
(63) 

287 
(79) 

360 
(99) 

450 
(119) 
544 

(141) 
640 

(161) 
734 

(180) 
819 
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BALANCE SHEET (HUF in millions) Year 

ASSETS 
Ending 
Dec-94 Dec-95 Dec-96 Dec-97 

Projected Year Ending 
Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets 4,483 4,483 4,483 4,483 4,483 4.483 4,483 4,483 4,483 

Net Tangible Long-term Assets 8,077 7,980 7,905 7,855 7.835 7,850 7,906 8,0 0 8,171 

Cash & Markebble Securities 579 774 1,041 1,325 1.622 1,916 2,183 2,389 
Accounts Recei/able 3,854 4,576 5,345 6,306 7,440 8,780 10,361 12,229 
Irentories 1,855 2,191 2,582 3,073 3.659 4,358 5,190 6,183 
Prepaid expenses 56 66 77 92 110 131 156 185 
Total Current Assets 5.466 6,344 7,607 9,045 10,797 12,832 15,184 17,891 20,987 

TOTAL ASSETS 18026 18,807 19,995 21,3B3 23,115 2 27,573 30,384 

EQUITY. RESERVES & LIABILITIES 
Common Stock 10,849 10.849 10,849 10,849 10,849 10,849 10,849 10,849 10,849 
Retained Earnings: 

Beginning 
Dividends [ (3) 

1,716 
0 

1,876 
0 

2,164 
0 

2,524 
0 

2,974 
0 

3.518 
0 

4,158 
0 

4,892 
0 

Current year eamings 69 161 287 360 450 544 640 734 819 
Ending 1,716 1,876 2,164 2,524 2,974 3.518 4,158 4,892 5,711 

Shareholders' Equity 12,565 12.725 13,013 13,373 13,823 14,367 15,007 15,741 16,560 

Target Reserves I 59 59 59 59 59 59 59 59 59 

Long-term Credits and Uablities 136 132 127 122 118 113 108 103 103 

Trade credits 245 288 339 398 472 560 664 787 934 
Other Accrued Liabilities [4,600 5,181 6,035 7,010 8,223 9,646 11,314 13,272 15,568 
Current Portion: Long-term debt 5 5 5 5 5 5 5 5 0 

Total Current Liabilities 4,850 5,474 6,379 7,413 8,700 10,210 11,983 14,064 16,502 

Total Liabilities 4,986 5,606 6,506 7,535 8,817 10,323 12,091 14,167 16,605 

Other 96 96 96 96 96 96 96 96 96 
TOTAL EQUITY, RESERVES, UABIUTIES & OTHER Mm 18,486 19,674 21,062 22,79 24,844 225 3,063 3,1 

(321) (321) (321) (321) (321) (321) (321) (321) (321) 
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CASH FLOW STATEMENT (HUF in millions) Projected Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 
Cash Flows from Operaing Actiities: 

Net Income 161 287 360 450 544 640 734 819 
Depreciation & Amortization 217 217 217 217 217 217 217 217 
Changes in Working Capital 253 (162) (138) (181) (228) (286) (358) (448) 

Cash provided by operating activities 631 342 439 486 534 571 593 588 

Cash Flows from Investing and Financing Acti-ifes: 
Purchase of Property and Equipment (120) (142) (167) (197) (232) (273) (321) (378) 
Repayment of principal of Long-term Debt (5) (5) (5) (5) (5) (5) (5) (5) 
Issuance of Common Stock 0 0 0 0 0 0 0 0 

Cash used in investing/investing activities (124) (147) (172) (202) (237) (277) (326) (382) 

Increase (decrease) In cash 507 195 266 285 297 294 267 206 

Cash, beginning of the period 72 579 774 1,041 1,325 1,622 1,916 2,183 
Increase (decrease) In cash 507 195 266 285 297 2;4 267 206 
Dividends 0 0 0 0 0 0 0 0 

Cash, end of period 579 774 1,041 1,325 1,622 1,916 2,183 2,389 

Increase (decrease) in cash 507 195 266 28. 297 294 267 206 
Dividends 0 0 0 0 0 0 0 0 
Dividend withholding tax 0 0 0 0 0 0 0 0 

CASH AVAILABLE TO SHAREHOLDERS (HUF in millions) 507 195 266 285 297 294 267 206 

Average exchange rate (HUFI$US) 116 133 151 172 196 222 253 287 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 4 1 2 2 2 1 1 1 

End of period exchange rate (HUF/$US) P/E 125 142 161 183 208 237 269 306 
Net Income (HUF - millions) Ratio 161 287 360 450 544 640 734 819 
Terminalvalue ($US - milions) 12 15 24 27 29 31 32 33 32 

IPO 
Total cash flowto shareholders ($US - millions) Year 
Cash flow available to shareholders priorto IPO 5 4 1 2 2 2 0 0 0 
Cash flow to shareholders from public offering 0 0 0 0 31 0 0 0 
Total cashflow to shareholders 4 1 2 2 33 0 0 0 

Discount csh flow $US inmillions) 40.0% 
Net present value ($US in millions) 12 3 1 1 0 6 0 0 0 
Net present value (HUF in millions) 1.255 
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Year 

Operating Assumptions: Ending Projected Year Ending 
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dc'-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate 1 0.0%1! 0.0% 1.0% 20% 2.0% 2.0% 2.0% 2.0% 
Real domestic sales (HUF - millons) 1,742 1,742 1,742 1,759 1,795 1,831 1,867 1,904 1,943
Hungarian inflaticq factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 1,742 2,073 2,415 2,805 3,290 3,859 4,527 5,310 6,228 
Foreign sales: 
Real growth of SUS sales I 00%1 0.0% 1.0%I 2.0%1 2.0%1 2.0%1 2.0%1 2.0%1 
Real SUS sales PUS - millions) [Z 0ZJ]0 0 0 0 0 0 0 0 
US inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal SUS sales ($US - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF,$US) 97 116 133 151 172 196 222 253 287 
Nominal SUS sales (HUF - millions) 25 30 36 43 52 62 74 89 107 

Real growth of DM sales 1 0.0%I 0.0%I 1.0%1 2.0%1 2.0% 1 2.0%1 2.0% 2.0% 
Real DM sales (DM -nillicns) 0 0 0 0 0 0 0 0 
German inflation factor 1.0000 1.0250 1.050- 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 0 0 0 cp 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 8 10 12 14 17 21 25 31 37 
Total nominal sales (HUF - millions) 1,775 2,113 2,463 2,862 3,359 3,942 4,626 5,430 6,373 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF good.3 & services (HUF - millions) 1,114 1,114 1,114 1,125 1,148 1,171 1,.194 1,218 1,242
Hungarian inflation fector 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 1r114 1,326 1,544 1,794 2,104 2,468 2,895 3,396 3,983 
Foreign purchases 
Real cost of SUS goods & services ($US - nillions) 2 2 2 2 2 2 2 2 
US inflation tactor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of SUS goods & services PUS - millions) 2 2 2 2 2 2 3 3 3 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods & .crvices (HUF - millions) 191 234 279 332 398 477 573 688 825 

Real cost of OM goods & services (DM - millions) [I i 3 3 3 3 3 3 3 3 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 3 3 3 3 3 3 4 4 4 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 191 229 275 330 400 485 587 711 861 
Total nominal cost of goods & services (HUF - milions) 1,496 1,789 2,098 2,455 2,902 3,430 4,055 4,794 5,670 
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Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflationfactor 
Nominal SG&A expense (HUF  millions) 

Year 
Ending 
Dec-93 

7I 
1.0000 

137 

1 

Dec-95 

0.0% 
0.0%1 

137 
1.1900 

163 

Dec-96 

0.0% 
0.0%1 

137 
1.3862 

190 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
1.0%1 2.0%T 2.0%1 2.0%1 2.0%j _2.0%J 

138 141 144 147 150 153 
1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 

221 259 303 356 418 490 

Real capital expenditures ($US - milions) 
US inflaton factor 
Nominal capital expenditures (SUS  millions) 
Average exchange rate (HUF/SUS) 
Nominal capital expenditures (HUF - millions) 

1 0 
1.0325 

0 
116 
24 

0 I 
1.0686 

0 
133 
28 

0 
1.1060 

0 
151 
33 

0 
1.1447 

0 
172 
39 

0 
1.1848 

0 
196 
46 

0 
1.2263 

0 
222 

55 

01 
1.292 

0 
53 
o4 

0J 
1.3136 

k 
287 
76 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal captal expenditures (HUF - millions) 
Tangible long-term assets, end of period 

j 51)j 

1,974 

1 
1,974 

51)1 
24 

1,947 

1,947 
(51) 
28 

1,924 

1,924 
(51) 
33 

1,907 

1,907 
51 
39 

1,895 

1,895 
51 
46 

1,891 

1,891 
51 
55 

1,894 

( 
1,894 
51)1 
64 

1,907 

1,907 
(51) 
76 

1,932 

Net income before taxes paid outas dividends 
Net income tax 
Dividend withholding 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as% of SG8-A 
Minimum cash balance as a % cf sales 
Local investing rate 

0.0% 
18.0% 
23.0% 

45 
1.5 

3.5% 
18 

40.0% 
2.5% 

23.5% 

0.0%1 
18.0% 
23.0% 

45 
1.51 

3.5% 
18 

40.0% 
2.5% 

20.5% 

0.0%1 
18.0% 
23.0% 

45 
1.5 

3.5% 
18 

40.0% 
2.5% 

20.5% 

0.0%1 
18.0% 
23 0% 

45 
1.5 

3.5%1 
181 

40.0%1 
2.5%1 

20.5% 

0.0%1 
18.0% 
23.0% 

45 
1.51 

3.5%1 
181 

40.0% 
2.5% 

20.5% 

0,0%1 
18.0% 
23.0% 

45 
1.51 

3.5%1 
18 

40.40. 
2.5% 

20.5% 

0.0%1 
18.0% 
23.0% 

45 
1.5 

3.5% 
18 

40.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
1.5 

3.5% 
18 

40.0% 
2.5% 

20.5% 

Long-term credits and liabilifes (HUF - milions) 
Amortization of principal  (years) 
Ending principal balance 

[Z 0 j 
30 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

Local borrowing rate 
Intorest expense 

28.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

Issuance of common equity (nominal - HUF millioss) 1 01 01 01 0 1 01 01 01 01 
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Year Ending Projected Year Ending
INCOME STATEMENT (HUF in millions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 1,775 2,113 2,463 2,862 3,359 3,942 4,626 5,430 6,373 

(Cost of Goods Sold) (1,496) (1,789) (2,098) (2,455) (2,902) (3,430) (4,055) (4,794) (5,670)
GROSS PROFIT 279 324 364 407 457 512 571 635 703 

GrossProfit Margin 15.7% 15.3% 14.8% 14.2% 13.6% 13.0% 12.4% 11.7% 11.0% 

(Selling, General, & Admin. Expense) (137) (163) (190) (221) (259) (303) (356) (418) (490) 
OPERATING INCOME (EBITDA) 142 161 174 186 198 208 215 218 213 

(Depreciaton &Amortiation) (51) (51) (51) (51) (51) (51) (51) (51 
EBIT 91 110 123 135 147 157 164 167 162 

Interest and oiher financal Income 429 354 209 221 230 227 212 179 122 
(Interest Expense) 0J 0 0 0 0 0 0 0 0 

EARNINGS BEFORE TAXES 520 464 332 356 377 384 376 346 284 

Extraordinary galn/(loss) 0 0 0 0 0 0 0 0 
(Taxes) (83) (84) (60) (64) (68) (69) (68) (62) (51)

NET INCOME 377 381 272 292 309 315 309 283 233 
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BALANCE SHEET (HUF in millions) Yoar 
Ending Projected Year EndingASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets [ 83 683 683 683 683 683 683 683 683 

Not Tangible Long-term Assets 1.974 1,947 1,924 1,907 1,895 1,891 1,894 1,907 1,932 

Cash &Markebbie Securte3 1,507 1,017 1,077 1,120 1,107 1,034 873 593
Accounts Recei/able 160 261 308 358 
151
 

420 493 578 679 797Irentodes 360 1,193 1,399 1,637 1,935 2,28- 2,703 3,196 3,780Prepaid oxpenses 63 73 86 102 120 142 168 198Total Currant Assets 2,047 2,533 2,857 3,201 3,563 3,933 4,297 4,636 4,926 

TOTAL ASSETS 4,704 5163 5,465 5790 6.142 6507 6874 7226 7541 

EQUITY. RESERVES & LIABILITIES
Common Stock 4,13 4,131 4,131 4,131 4,131 4,131 4,131 4,131 4,131
Retained Earnings:

B.gInning 82 459 840 1,112 1,404 1,713 2,028 2,337 2,620Diidends 1 0 0 0 0 0 0 0 0 0Current year eamings 377 381 272 292 309 315 309 283 233
Ending 
 459 840 1,112 1,404 1,713 2,028 2,337 2,620 2,853 

Shareholdm' Equity 4,590 4,971 5,243 5,535 5,844 6,159 6,468 6,751 6,984 

Target Resorves 19 19 19 19 19 19 19 19 

Long-term Credits and Uablitlee 0 0 0 0 0 0 0 0 0 
Trade credits 50 108 127 149 176 207 245 290 342Other Accrued Liabities [ 5 65 76 88 103 121 142 167 196Current Portion: Long-term debt 0 0 0 0 0 0 0 0 0Total Current Llabililes 95 174 203 237 279 329 387 457 538 

Total Liabilities 95 174 203 237 279 329 387 457 538 

Other 0 0 0 0 0 0 0 0TOTAL EQUITY, RESERVES, LIABILITIES &OTHER 4.704 5,13 5,465 5791 6.142 6507 6874 7,227 
0 0 0 0 0 0 0 0 0 
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- Trademark 

IMPACT I! PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

CASH FLOW STATEMENT (HUF in millions) 

Cash Flows from Operating Activities: 
Not Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

Cash Flows from Investing and Fiancing Activites: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used in investingllnvosflng activities 

Increase (decrease) In cash 

Cash, boginnig of the period 

Increase (decrease) In cash 

Dividends 

Cash, end of porod 

Increase (decrease) In cash 

Dividends 

Dividend withho!ding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

Average exchange rate (HUF,$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

End of period exchange rate (HUFAUS) 

Nt Income (HUF - miillons) 

Terminal value ($US - millono) 


Total cash flow to shareholders ($US - mllons) 

Cash flowavailable to shareholders priorto IPO 

Cash flow to shareholders from public offering 

Total cashflow to shareholders 


Discount cash flow ($US Inmillions) 

Net presentvalue ($US In milfions) 
Net presentvalue(HUF in milions) 

Penziegynyomda Rt. 

Dec-94 Dec-95 

381 
51 

(897) 
(466) 

(24) 
0 
0 

(24) 

(490) 

1.507 
(490) 

0 
1,017 

(490) 
0 
0 

(490) 

116 
(4) 

P/E 125 
Ratio 381 

12 37 

IPO 
Year 

5 (4) 
0 

(4) 

40.0% 
15 (3) 

1,571 

Projected Year Ending 
Dec-2000 

309 
51 

(465) 
(106) 

(55) 
0 
0 

(55) 

(160) 

1,034 
(160) 

0 
873 

(160) 
0 
0 

(160) 

222 
(1) 

237 
309 

16 

0 
0 
0 

0 

Dec-2001 

283 
51 

(550) 
(216) 

(64) 
0 
0 

(64) 

(280) 

073 
(280) 

0 
593 

(280) 
0 
0 

(280) 

253 
(1) 

269 
283 

13 

0 
0 
0 

0 

Dec-2002 

233 
51 

(651) 
(367) 

0 
0 

(76) 

(442) 

593 
(442) 

0 
151 

(442) 
0 
0 

(442) 

287 
(2) 

306 
233 

9 

0 
0 
0 

0 

Dec-96 

272 
51 

(235) 
88 

(28) 
0 
0 

(28) 

60 

1,017 
60 

0 
1,077 

60 
0 
0 

60 

133 
0 

142 
272 
23 

0 
0 
0 

0 

Dec-97 

292 
51 

(265) 
76 

(33) 
0 
0 

(33) 

43 

1,077 
43 

0 
1,120 

43 
0 
0 

43 

151 
0 

161 
292 

22 

0 
0 
0 

0 

Dec-98 

309 
51 

(333) 
27 

(39) 
0 
0 

(39) 

(13) 

1,120 
(13) 

0 
1,107 

(13) 
0 
0 

(13) 

172 
(0) 

183 
309 

20 

(0) 
0 
(0) 

(0) 

Dec-99 

315 
51 

(394) 
(27) 

(4,3) 
0 
0 

(46) 

(74) 

1,107 
(74) 

0 
1,034 

(74) 
0 
0 

(74) 

19o6 
(0) 

208 
315 

18 

(0) 
18 
18 

3 
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IMPACT Ii PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Szikra Ladnyomda Rt. - Culture 
Year

Operating Assumptions: Ending Projected Year Ending
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002Domestic sales: 

-
Real domestic sales growth rate 



1 0.0% 0.0% 1 1.0%1 2.0%1 2.0%1 2.0%i 2.0%1 2.0%]Real domestic sales (HUF - milions) [ 4,158 4,158 4,158 4,200 4,284 4,359 4,457 4,546 4,637

Hungarian iflation factor 
 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063Nominal domestic sales (HUF - mllions) 4,158 4,948 5,764 6,695 7,853 9,211 10,805 12,674 14,887

Foreign sales:
 
Real growth of SUS sales 1 0.0% ! 00% 0% 2.0%1 2.0% 2.0% 2.0%1 2.0%Real SUS sales PUS - mi;.ins) 2] 2 2 2 2 2 2 2 3US inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136Nominal $US sales (.,US - ,nlllions) 2 2 2 3 3 3 3 3 3Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287
Nominal SUS sales (HUF - millions) 221 271 323 383 460 552 662 795 954
 
Real growth of DM sales 
 1 0.0%I 0.0%1 1.0% 2.03 2.0% 2.0%1 2.0%1 2.0%I
Real DM sales (DM - millions) 2] 2 2 3
2 2 2 2 2German Inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184Nominal DM sles (DM - millions) 2 2 2 2 3 3 3 3 3Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217Nominal DM sales (HUF - millions) 147 177 212 254 308 373 452 548 664
 
Total nominal sales (HUF - millions) 4,526 5,395 6,298 7,332 
 8,621 10,137 11,920 14,017 16,485 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0%
 
Domestc purchases

Real cost of HUF goods & servlces (HUF - millions) 2.990 2,990 2,990 3,020 3,080 3,142 3,205 3,269 3,334
Hungarian hftlaticn factor 
 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063Nominal cost of HUF goods & services (HUF - millions) 2,990 3,558 4,145 4,814 5,647 6,624 7,770 9,114 10,691
 
Foreign purchases

Real cost of $US goos & services ($US - millions) 3 
 3 3 3 3 3 3 3 3US inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136

Nominal cost of SUS goods & services PUS - millions) 
 3 3 3 3 3 3 4 4 4Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287
Nominal cost of SUS goods & services (HUF - millions) 271 333 
 396 470 565 677 813 976 1,171 
Real cost of DM goods &services (DM- millions) 8 8 8 8 9 9 9 9 9German Inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184
Nominal cost of DM goods & services (DM - millions) 8 8 9 
 9 9 10 10 11 11

Average exchange rate (HUF/DM) 65 77 
 90 104 120 140 162 187 217

Nominal cost of DM goods & services (HUF - millions) 542 
 650 781 937 1,135 1,375 1,666 2,018 2,444 
Total nominal cost of goods & services (HUF - millions) 3,803 4,541 5,322 6,222 7,347 8,676 10,249 12,107 14.306 

12-Dec-94 FOR INTERNAL USE ONLY: Not compiled or examined by an Independent CPA. Projected results cannot be assured. Page 7d 



IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A)Weighted averago real sales growth 
Real growth of SG&A expenses 
Real SGE',A expense (HUF  millions) 
Hungariar- hiflation factor 
Noninal SG&A expense (HUF - millione) 

Year 
Ending 
Dec-94 

319] 
1.0000 

319 

Dec-95 

0.0% 
0.0% 

319 
1.1900 

380 

Dec-96 

0.0% 
0.0% 

319 
1.3862 

442 

Dec-97 

1.0% 
1.0% 
322 

1.5941 
514 

Projected Year Ending 
Dec-98 Dec-99 Dec-2000 Dec-2001 

2.0% 2.0% 2.0% 2.0% 
2.0%1 20% 20% 2.0% 

329 335 342 349 
1.8332 2.1082 2.4244 2.7881 

602 707 829 972 

Dec-2002 

2.0% 
2.0%1 

356 
3.2063 

1,1ql 
Real capital expendilures (SUS - mllions) 

US inflaton factor 
Nominal capital expenditures ($US  millions)
Average exchange rate (H.UF,$US) 
Nominal capital expenditures (HUF - millions) 

1 
1.0325 

1 
116 
120 

1 
1.0686 

1 
133 
142 

1 
1.1060 

1 
151 
167 

1 
1.1447 

1 
172 
197 

1 
1.1848 

1 
196 
232 

1 
1.2263 

1 
222 
273 

1 
1.2692 

1 
253 
321 

1 
1.3136 

1 
287 
378 

Tangible long-term assets, beg. of period (HUF  millions)
Nominal depreciation (HUF - millions) 
Nomlral capital expenditures (HUF  millions) 
Tangible Icng-term assets, end of period 

I 

1 

(2371 

3,342 

3.342 
(237)1 
120 

3,225 

3,225 
(237)1 
142 

3,130 

3,130 
(237)1 
167 

3,060 

3,060 
(237)1 
197 

3,020 

3,020 
(237) 
232 

3,015 

3,015 
(237)1 
273 

3,051 

3,051 
(237)1 
321 

3,135 

3,135 
'23 

378 
3,276 

Net Income before ;axes paid oulas dildends 
Net Income taxes 
Dl~dend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local I,'westing rate 

0.0%1 
18.0% 
23.0% 

60 
15.0 

0.5% 
12 

160.0% 
2.5% 

23.5% 

0.0%1 
18.0% 
23.0% 

60 
15.0 

0.5% 
12 

160.0% 
2.5% 

20.5% 

0.0%1 
18.0% 
23.0% 

60 
15.0 

0.5% 
12 

160.0% 
2.5% 

20.5% 

0.0%1 
18.0% 
23.0% 

60 
15.0 

0.5% 
12 

160.0% 
2.5% 

20.5% 

0.0%1 
18.0% 
23.09 

60 
15.0 

0.5% 
12 

160.0% 1 
2.5% 

20.5% 

0.0%! 
18.0% 
23.0% 

60 
15.0 

0.5% 
12 

160.0% 1 
2.5%1 

20.5% 

0.0% 
18.0% 
23.0% 

60 
11. 

0.5% ! 
121 

160.0%] 
2.5%1 

20.5% 

0-0% 
18.0% 
23.0% 

60 
15.0 
0.5% 

12 
160.0% 

2.5% 
20.5% 

Long-term cred;ts and lebilllfes (HUF -
Amortization of principal - (years) 
Ending principal balance 

mllions) [ 260 
30 

260 
(9) 

251 

251 
(9) 

243 

243 
(9) 

234 

234 
(9) 

225 

225 
(9) 

217 

217 
(9) 

208 

208 
(9) 

199 

199 
(9) 

191 
Local borrowing rate 
Interest expense 

28.5% 
73 

25.5% 
63 

25.5% 
61 

25.5% 
59 

25.5% 
56 

25.5% 
54 

25.5% 
52 

25.5% 
50 

Issuance of common equity (nominal - HUF millions) 0 0 0 I 01 01 01 0 0 
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IMPACT IIPROJECF 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Szikra Ladnyomda Rt. - Culture 

INCOME STATEMENT (HUF in millions) 
Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 4,526 5.395 6,298 7,332 8,621 10,137 11,920 14,017 16,485 

(Cost of Goods Sold) 
GROSS PROFIT 

Gross Profit Margin 

(3,803) 
723 

16.0% 

(4,541) 
855 

15.8% 

(5,322) 
977 

15.5% 

(6222) 
1,111 

15.1% 

(7,347) 
1,274 
14.8% 

(8,676) 
1,460 
14.4% 

(10249) 
1,671 
14.0% 

(12,107) 
1,910 
13.6% 

(14,306) 
2,179 
13.2% 

(Selling, General, &Admln. Expense) 
OPERATING INCOME (EBITDA) 

(319) 
404 

(380) 
475 

(442) 
534 

(514) 
597 

(602) 
672 

(707) 
754 

(829) 
842 

(972) 
937 

(1,141) 
1,038 

(Deprecialon & Amortization) 
EBIT 167 

(237) 
238 

(237) 
297 

(237) 
360 

(237) 
435 

(237) 
517 

(237) 
605 

(237) 
700 

(237), 
801 

Interest and other financial Income 
(Interest Expense) 

EARNINGS BEFORE TAXES 

41 
(67) 

104 

2 
(73) 
167 

26 
(63) 

261 

78 
(61) 
377 

145 
(59) 

522 

229 
(56) 

689 

331 
(54) 
882 

456 
(52) 

1,104 

604 
(50) 

1,356 

Extraordinary galn/(lose) 
(Taxes) 

NET INCOME 

1 
(19) 
84 

0 
(30) 

137 

0 
(47) 
214 

0 
(68) 

310 

0 
(94) 

428 

0 
(124) 
565 

0 
(159) 
724 

0 
(199) 
905112 

0 
(244) 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Szikra Ladnyomda Rt. - Culture 

BALANCE SHEET (HUF in millions) Year 
Ending Projected Year Ending 

ASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets II 176 176 176 176 176 176 176 176 176 

Net Tangible Long-term Assets 3,342 3,225 3,130 3,060 3,020 3,015 3,0C1 3,135 3.276 

Cash & Marketable Securities F 9 129 380 709 1,116 1,616 2,222 2,949 3,809 
Accounts Receivable 769 887 1,050 1,222 1,437 1,689 1,987 2,336 2,747 
Inventories 303 355 415 490 578 683 807 954 
Prepaid expenses A 23 27 31 37 43 51 61 72 
Total Current Assets 1,090 1,341 1,812 2,377 3,080 3,928 4,944 6,153 7,581 

TOTAL ASSETS 4,608 47742 5118 5,64 6276 7.119 8171 9,463 1 

EQUITY. RESERVES & LIABILITIES 
Common Stock 3,072 3,072 3,072 3,072 3,072 3,072 3,072 3,072 3,072 
Retained Earnings: 

Beginning 
Dhiidends N0 

152 
0 

290 
0 

503 
0 

813 
0 

1,241 
0 

1,806 
0 

2,530 
0 

3,435 
0 

Currentyear eamhgs 84 137 214 310 428 565 724 905 1,112 
Ending 152 290 503 813 1,241 1,806 2,530 3,435 4,547 

Shareholders' Equity 3,224 3,362 3,575 3,885 4,313 4,878 5,602 6,507 7,619 

Target Reserves [i111 111 ill 111 111 111 111 111 

Long-term Credits and Liabilities 251 243 234 225 217 208 199 191 191 

Trade credits 360 410 480 561 662 782 923 1,090 1,287 
Other Accrued Liabilities 652 607 708 822 964 1,131 1,326 1,556 1,825 
Current Portcn: Long-term debt 9 9 9 9 9 9 9 9 0 

Total Current Labilities 1,021 1,026 1,197 1,392 1,635 1,921 2,258 2,654 3,112 

Total Liabilities 1,272 1,269 1,431 1,617 1,852 2.129 2,457 2,845 3,303 

Other 1]1 1 1 1 1 1 1 1 
TOTAL EQUITY, RESERVES, UABIUTIES & OTHER 4.608 4,742 58 5614 6,277 1 8.171 9464 1 

0 0 0 0 0 0 0 0 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Szikra Ladnyomda Rt. - Culture 
CASH FLOW STATEMENT (HUF in millions) Projected Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 
Cash Flows from Operating AcWities: 

Net Income 137 214 310 428 555 724 905 1,112 
Depreciation & Amortzation 237 237 237 237 237 237 237 237 
Changes in Working Capial (126) (48) (42) (52) (62) (73) (86) (102) 

Cash provided by operating activities 248 403 505 613 740 888 1,056 1,248 

Cash Flows f,-om Investing and Financing Ac ,Wles: 
Purchase of Property and Equipment (120) (142) (167) (197) (232) (273) (321) (378) 
Repayment of principal of Long-term Debt (9) (9) (9) (9) (9) (9) (9) () 
Issuance of Common Stock 0 0 0 0 0 0 0 0 

Cash used In hivostlngflnvesting activities (128) (151) (176) (206) (240) (281) (330) (388) 

Increase (decrease) In cash 120 252 329 407 500 606 726 860 

Cash, boginnhng of the period 9 129 380 709 1,116 1,616 2,222 2,94g 
Increase (decrease) In cash 120 252 329 407 500 606 726 8e 
Dividends 0 0 0 0 0 0 0 0 

Cash, end of poriod 129 380 709 1,116 1,616 2,222 2,949 3,809 

Increase (decrease) In cash 120 252 329 407 500 606 726 860 
Dividends 0 0 0 0 0 0 0 0 
DIvidend withholding mx 0 0 0 0 0 0 0 0 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millons) 120 252 329 407 500 606 726 860 

Average exchange rate (HUFSUS) 116 133 151 172 196 222 253 287 
CASH AVAILABLE TO SHAREHOLDERS ($US In millons) 1 2 2 2 3 3 3 3 

End of period exchange rate (HUFI$US) P/E 125 142 161 183 208 237 269 306 
Net Income (HUF - millions) Ratio 137 214 310 428 565 724 905 1,112 
Terminalvalue ($US - milions) 12 13 18 23 28 33 37 40 44 

IPO 
Total cash flow to shareholders ($US - mlllons) Year 
Cash flow available to shareholders priorto IPO 5 1 2 2 2 3 0 0 0 
Cash flow to shareholders from public offering 0 0 0 0 33 0 0 0 
Total cashflow to shareholders 1 2 2 2 35 0 0 0 

Discount cash flow PUS in millions) 43.0% 
Net preventvlu3 ($US In millons) 10 1 1 1 1 7 0 0 0 
Net presentvalue (HUF In millions) 1.041 
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IMPACT i PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Kalocsakomyeki Agraripari Rt. - Trademark 
Year 

Operating Assurnption:s Ending Projected Year Ending 
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-200-2 

Domestic sales: 
Real domestic sales growth rate 0.0%I 0.0% 1 1.0%A I 2.0%1 2.0% 2.0%1 2.0%1 2.0% 
Real domestic sales (HUF - millons) 1,605 1605 1,505 1,321 1,653 1,687 1,720 1,755 1,790 
Hungarian i'nflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - mlllons) 1,605 1,910 2,225 2,584 3,031 3,556 4,171 4,892 5,739
 
Foreign sales:
 
Real growth of SUS sales 0.0%1 0.0%1 1.0% 1 2.0%1 2.0% 1 2.0%1 2.0% 2.0%
 
Real $US sales PUS - millions) 4 4 4 4 4 4 4 4 4
 
US inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136
 
Nominal $US sales ($US - milllons) 4 4 4 4 4 4 5 5 5
 
Average exchange rate (HUFAUS) 97 116 133 151 172 196 222 253 287
 
Nominal SUS sales (HUF - millions) 350 430 511 608 729 875 1,050 1,260 1,512 

Real growth of DM sales 0.0%1 0.0%I 1.0%I 2.0%1 2.0% 1 2.0%1 2.0%1 2.0% 
Real DM sales (DM - millions) 5 5 5 5 6 6 6 6 6 
German Inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1687 1.2184 
Nominal DM sales (DM - mllllons) 5 5 6 6 6 6 7 7 7 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 16"2 187 217 
Nominal DM sales (HUF - millions) 350 420 504 605 733 888 1,076 1,303 1,578 
Total nominal sales (HUF - millions) 2,305 2,759 3,241 3,797 4,493 5,319 6,296 7,455 8,829 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods &services (HUF - millions) 1,4401 1,440 1,440 1,454 1,483 1,513 1,543 1,574 1,606
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 1,440 1,714 1,996 2,318 2,720 3,190 3,742 4,389 5,149 
Foreign purchases
Real cost of SUS goods &services ($US - millions) 0 0 0 0 0 0 0 0 0 
US inflalon factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of $US goods & services PUS - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUFiSUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of $US goods & services (HUF - millions) 0 0 0 0 0 0 0 0 0 
Real cost of DM goods &services (DM - millions) 0 0 0 0 0 0 0 0 0 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods &services (DM - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 0 0 0 0 0 0 0 0 0 
Total nominal cost of goods & servces (HUF - milions) 1,440 1,714 1,996 2,318 2,720 3,190 3,742 4,389 5,149 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth
Real growth of SG&A expanses 

Year 
Ending 
Dec-94 Dec-95 

0.0%0.0% 

Dec-96 

0.0%0.0% 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

1.0% 2.0% 2.0% 2.0% 2.0% 2.0%
10% 120%20% 20% 20% 2.0% 

Real SG&A expense (HUF - millions) 
Hungarin iflaticn factor 
Nominal SG&A oxpense (HUF  millions) 

-661 
1.0000 

661 

661 
1.1900 

787 

661 
1.3862 

916 

668 
1.5941 
1,064 

681 
1.8332 

1,248 

695 
2.1082 

1,464 

708 
2.4244 

1,718 

723 
2.7881 

2,015 

737 
3.2063 

2,363 

Real capital exponditires (SUS - milions) 
US inflation tactor 
Nominal capital expendituros kUS - millions) 
Average exchange rate (HUFSLS) 
Nominal capital expenditures (HUF - millions) 

0 
1.0325 

0 
116 

12 

0 
1.0686 

0 
133 

14 

01 
1.1060 

0 
151 

17 

01 
1.1447 

0 
172 
20 

01 
1.1848 

0 
196 
23 

01 
1.2263 

0 
222 

27 

01 
1.2692 

0 
253 
32 

01 
1.3136 

0 
287 
38 

Tangibla long-term assets, bog. of period (HUF -
Nominal deprocbtion (HUF  millions) 
Nominal captal expenditures (HUF - millions) 
Tangible long-term assets, end of perod 

millions) 
I (33)1 

480 
(33)1 
12 

459 

459 
(33)1 
14 

440 

440 
(33)1 
17 

424 

424 
(33)1 
20 

411 

411 
(3)1 
23 

401 

401 
(33)1 
27 

395 

395 

32 
394 

394 
(PA33 
38 

3S9 

Net income before taxes paid out as dividends 
Net Income taxes 
Dividend withholding taxes 
Receivable Days 
Inventory Turns
Prepald expenses as a % of cost of goods sold 

0.0%! 
18.0% 
23.0% 

40 
1.7

3.0% 

0.0% 1 
18.0% 
23.0% 

40 
1.7

3.0% 

0.0%1 
18.0% 
23.0% 

40 
1.7

3.0% 

0.0%1 
18.0% 
23.0% 

40 
1.7

3.0% 

0.0% 
18.0% 
23.0% 

40 
1.7

3.0% 

0.0%I 
18.0% 
23.0% 

40 _ 

1.7_
3.0% 

0.0%1 
18.0% 
23.0% 

40 
1.7

3.0% 

0.0%1 
18.0% 
23.0% 

40 
1.7

3.0% 

Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local Investing rate 

24 
60.0% 
2.5% 

23.5% 

24 
60.0% 
2.5% 1 

20.5% 

24 
60.0% 

2.5% 
20.5% 

24 
60.0% 
2.5% 

20.5% 

24 
60.0%1 

2.5% 1 
20.5% 

24 
60.0% 

2.5% 
20.5% 

24 
60.0% 
2.5% 

20.5% 

24 
0.0% 
2.5% 

20.5% 

Long-term credits and lbbililes (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

r 961 
30 

96 
(3) 
93 

93 
(3) 
90 

90 
3) 

86 

86 
(3) 
83 

83 
(3) 

80 

80 
(3) 

77 

77 
(3) 
74 

74 
(3) 
70 

Local borrowing rate 
Interest expense 

28.5% 
27 

25.5% 
23 

25.5% 
22 

25.5% 
22 

25.5% 
21 

25.5% 
20 

25.5% 
19 

25.5% 
18 

Issuance of common equity (nominal - HUF millions) 0 0 0 0! 01 01 01 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Kalocsakomyeki Acqraripari Rt. - Trademark 

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF in millions) Dec-94 Dec-95 Dec-9-3 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 2,305 2,759 3,241 3,797 4,493 5,319 6,296 7,455 8,829 

(Cost of Goods Sold) (1,440) (1,714) (1,996) (2,318) (2,720) (3,190) (3,742) (4,389) (5,149) 
GROSS PROFIT 865 1,046 1,244 1,478 1,774 2,128 2,554 3,066 3,681 

Gross ProfitMargin 37.5% 37.9% 38.4% 38.9% 39.5% 40.0% 40.6% 41.1% 41.7% 

(Selling, Genoral, & Admin. Expense) (661) (787) (916) (1,064) (1248) (1,464) (1,718) (2,015) (2,363) 
OPERATING INCOME (EBTDA) 204 259 328 414 525 664 837 1,051 1,317 

(Depreciation & Amortization) (33) (33) (33) (33) (33) (33) (33) (33) (33) 
EBIT 171 226 295 381 492 631 804 1,018 1.284 

Interest and other financil Income 7 2 10 33 70 124 202 314 471 
(Interest Expense) (27) (23) (22) (22) (21) (20) (19) (18) 

EARNINGS BEFORE TAXES 103 202 282 391 540 734 986 1,314 1,737 

Extraordinary galn/(loss) J 0 0 0 0 0 0 0 0 
(Taxes) 

NET INCOME 
(18) 
82 

(36) 
165 

(51) 
231 

(70) 
321 

(97) 
443 

(132) 
602 

(178) 
809 

(236) 
1.077 

(313) 
1,424 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

KalocsakomVeki Agraripari Rt. - Trademark 

BALANCE SHEET (HUF in millions) Year 
Ending Projected Year Ending 

ASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Inbngiblo and Invested Financial Assets [I 18 18 18 18 18 18 18 18 18 

Not Tangible Long-term Assets 480 459 440 424 411 401 395 394 399 

Cash & Markebble Securities 49 159 340 603 987 1,534 2,297 3,347 
Accounts Recei/able 302 360 422 499 591 700 828 981Inventories 1.008 1,174 1,364 1,600 1,877 2,201 2,582 3,029 

Prepaid expenses 51 60 70 82 96 112 132 154 
Total Current Assets 1.099 1,411 1,753 2.195 2,783 3.550 4,547 5,839 7,511 

TOTAL ASSETS 1.597 1888 2211 2637 3,212 3,969 6 6,251 7,928 

EQUITY. RESERVES & LIABILITIES 
Common Stock [ 4 844 844 844 844 844 844 844 844 
Retained Earnings: 

Beginning 92 174 339 571 891 1,334 1,936 2,745 3,822 
Didends [ 0 0 0 0 0 0 0 0 0 
Current year eambigs 82 165 231 321 443 602 809 1,077 1,424 
Ending 174 339 571 891 1,334 1,936 2,745 3,022 5,246 

Shareholders' Equity 1,018 1,183 1,415 1,735 2,178 2,780 3,589 4,666 6,090 

Target Reserves 6 6 6 6 6 6 6 6 

Long-term Credits and Uablites 93 90 86 83 80 77 74 70 70 

Trde credits 104 121 141 165 194 227 267 313 
Other Accrued Uabilities 3951 472 550 639 749 879 1,031 1,209 1,418 
Current Portion: Long-term debt 3 3 3 3 3 3 3 3 0 

Total Current Limbillfles 450 579 674 783 918 1,076 1,261 1,479 1,731 

Total Liabilities 543 669 761 866 998 1,153 1,335 1,549 1,801 

Other 30 30 30 30 30 30 30 30 30 
TOTAL EQUITjY, RESERVES. UABIUTIES & OTHER 1.597 1888 2211 2637 3.212 3,969 4960 6.251 7A98 

0 0 0 0 (0) 0 0 (0) 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

CASH FLOW STATEMENT (HUF 

Cash Flows from Operating Activities: 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

- millions) 
Kalocsako

Dec-94 

m

Dec-95 

165 
33 

(143) 
56 

yeki Agra

Dec-96 

231 
33 

(137) 
127 

ripari Rt. - Trad

Dec-97 

321 
33 

(153) 
201 

emark 
Projected Year Ending 

Dec-98 

443 
33 

(191) 
286 

Dec-99 D

602 
33 

(224) 
410 

ec-2000 De

809 
33 

(264) 
577 

c-2001 

1.077 
33 

(311) 
799 

Dec-2002 

1.424 
33 

(367) 
1,090 

Cash Flows from Investing and Fiancing Activiies: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used in Investing/investing activites 

(12) 
(3) 
0 

(15) 

(14) 
(3) 
0 

(17) 

(17), 
(3) 
0 

(20) 

(20) 
(3) 
0 

(23) 

(23) 
(3) 
0 

(26) 

(27) 
(3) 
0 

(30) 

(32) 
(3) 
0 

(35) 

(38) 
(3) 
0 

(41) 

Increaso (decrease) in cash 40 109 181 263 384 547 763 1.050 

Cash, beglnnkg of the period 
Increase (decrease) In cash 
Dividends 

Cash, ond of period 

9 
40 
0 

49 

49 
109 

0 
159 

159 
181 

0 
340 

340 603 
263 384 

0 0 
603 987 

987 
547 

0 
1.534 

1.54 
763 

0 
2,297 

2,297 
1,050 

0 
3,347 

Increase (decrease) In cash 
Dividends 
Dividend withholding -tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF in mllions) 

40 
0 
0 

40 

109 
0 
0 

109 

181 
0 
0 

181 

263 
0 
0 

263 

384 547 763 1,050 
0 0 0 0 
0 0 0 0 

384 547 763 1,050 

Average exchange rate (HUF,$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
0 

133 
1 

151 
1 

172 
2 

196 
2 

222 
2 

253 
3 

287 
4 

End of period exchange rate (HUF,$US) P/E 125 142 161 183 208 237 269 306 
Net Income (HUF - millions) Ratio 165 231 321 443 602 809 1,077 1,424 
Terminalvalue (SUS - milgons) 12 16 20 24 29 35 41 48 56 

IPO 
Total cash flow to shareholders ($US - mllions) Year 
Cash flow available to shareholders prior to IPO 5 0 1 1 2 2 0 0 0 
Cash flow to shareholders from public offering 0 0 6 0 35 0 0 0 
Total cashflow to shareholders 0 1 1 2 37 0 0 0 

Discount rate 40.0% 
Netproantvalue ($US In miliffons) 8 0 0 0 0 7 0 0 0 
Netpresentvalue (HUF In mifflions) 899 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMEVT FUND MODEL 

Erdert Rt. - Forest Products 
Year 

Operating Assumptions: Ending Projected Year Ending 
Estimatod net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sale3: 
Real domestic sales growth rate I 0.% 

T 
I 2.0% I 2.0% I 2.0%I 

Real domestic sales (HUF - millons) 7 3,982 3,982 3,982 4.022 4,102 4,184 4,268 4,353 4,440 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.6332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 3,982 4,738 5,520 6,411 7.520 8,821 10,348 12,138 14,237 
Foreign sales: 
Real growth of $US sales 0.0% 1 0.0%I 1.0% 2.0%1 2.0% 2.0% 1 2.0%1 2.0%1 
Real $US sales ;US -millions) 2 2 2 2 2 2 2 3 3 
US Inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal SUS ales ($US - millions) 2 2 2 3 3 3 3 3 3 
Average exchange rate (HUFASUS) 97 116 133 151 172 196 222 253 281 
Nominal SUS sales (HUF  millions) 224 275 327 389 467 560 672 807 968 

Real growth of DM ales 1 0.0%I 0.0%1 1.0% -2.0%! 2.0%1 2.0%1 2.0% 1 2.0%1 
Real DM sales (OM - millions) 3 3 3 4 4 4 4 4 
German inflation factor 1.0000 1.0250 1.0508 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM mles (DM  mlllons) 3 4 4 4 4 4 4 4 5 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM ,aes (HUF - millions) 224 269 323 387 469 563 688 834 1,010 

Total nominal sales (HUF  millions) 4,430 5,282 6,170 7,187 8,456 9,950 11,708 13,778 16.218 

Estimated cost of goods sold 
Weighted averago real cales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods & services (HUF - millions) 7 -23111 2,311 2,311 2,334 2,381 2,428 2,477 2,527 2.57" 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 2,311 2,750 3,203 3,721 4,365 5,120 6,005 7,044 8,263 
Foreign purchases 
Real cost of SUS goods & services ($US - millions) [ 16 16 16 16 17 17 17 18 18 
US Inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3138 
Nominal cost of $US goods & services tSUS - millions) 16 17 17 18 19 20 21 23 24 
Average exchange rate (HUF/SUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods & services (HUF - millions) 1,581 1,940 2,309 2,744 3,293 3,952 4,743 5,692 6,532 

Real cost of DM goods &servicos (DM  millions) oj 0 0 0 0 0 0 0 0 
German Inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 0 0 0 0 0 0 0 0 0 

Total nominal cost of goods & services (HUF  millions) 3,892 4,690 5,513 6,465 7,658 9,072 10,749 12,737 15.094 

12-Dec-94 FOR INTERNAL USE ONLY: Not compiled or examined by an Independent CPA. Projected results cannot be assured. Page 88 



IMPACT 11PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & adminlstative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SGSA expense (HUF - millions) 
Hungarin inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 
Dec-94 

1.0000 
582 

1 

Dec-95 

0.0% 
0.0%I 

582 
1.1900 

693 

Dec-96 

0.0% 
0.0%! 

582 
1.3862 

807 

Prolected Year Ending 
Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
1.0% i 2.0% 2.0%I 2.0%1 2.0-% 20 
588 600 612 624 636 649 

1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
937 1,099 1,289 1,512 1,774 2,081 

Real capital expendiiures (SUS - millions) 
US lnflaton factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/SUS) 
Nominal capital expenditures (HUF - millions) 

1 l 
1.0325 

1 
116 
120 

1 1 
1.0686 

1 
133 
142 

11 
1.1060 

1 
151 
167 

1 
1.1447 

1 
172 
197 

1 
1.1848 

1 
196 
232 

1 
1.2263 

1 
222 
273 

l 
1.2692 

1 
253 
321 

11 
1.3138 

1 
287 
378 

Tangib's Iong-term assets, beg. of period (HUF - mlllions) 
Nominal depreciation (HUF - millions) 
Nominal captl expenditures (HUF  millions) 
Tangible long-term assots, end of period 

I (192)1 
4,561 

(1921 
120 

4,489 

4,439 
(192)1 
142 

4,439 

4,439 
(1 
167 

4,414 

4,414 
192)1 
197 

4,419 

4,419 
(1921 
232 

4,459 

4,459 
199Z1 (192)1 
273 

4,540 

4,540 

321 
4,669 

4,669 
(191 
378 

4,855 

Netincome before tixes paid outasdiidends 
Net Income tax 
Dividend withho!ding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % d cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rata 

0.0% I 
18.0% 
23.0% 

30 
6.01 

0.2% 
241 

120.0% 
2.5% 

23.5% 

0.0% 
18.0% 
23.0% 

30 
6.0 

0.2% 
24 

120.0% 
2.5% 

20.5% 

0.0%1 
18.0% 
23.0% 

30 
6.0 

0.2% 
24 

120.0% 
2.5% 1 

20.5% 

00% 
18.0% 
23.0% 

30 
6.0 

0.2% 
24 

120.0% 
2.5% 

20.5% 

0.0% 1 
18.0% 
23.0% 

30 
6.0 

0.2% 
24 

120.0% 
2.5% 

20.5% 

0.0%I 
18.0% 
23.0% 

30 
6.0 

0.2% 
24 

120.0% j 
2.5% 

20.5% 

0.0% 1 
18.0% 
23.0% 

30 
6.0 

0.2% 
24 

120.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

30 
6.0 

0.2% 
24 

120.0% 
2.5% 

20.5% 

Leng-term credits and Inbhlifes (HUF - millons) 
Amortization of principal  (years) 
Ending principa! balance 

30 
48 
(2) 
46 

46 
(2) 

45 

45 
(2) 

43 

43 
(2) 

42 

42 
(2) 
40 

40 
(2) 
38 

38 
(2) 

37 

37 
(2) 
35 

Local borrowing rate 
Interest expense 

28.5% 
13 

25.5% 
12 

25.5% 
11 

25.5% 
11 

25.5% 
10 

25.5% 
10 

25.5% 
10 

25.5% 
9 

Issuance of common equity (nominal - HUF millions) 1 0i 01 01 01 0I 01 01 01 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Erdert Rt. - Forest Products 

BALANCE SHEET (HUF in millions) Year 
Ending Projected Year Ending 

ASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets 929 929 929 929 929 929 929 929 929 

Not Tangible Long-term Assets 4,581 4.489 4,439 4,414 4,419 4,459 4,540 4,669 4,855 

Cash & Marketable Securities 31 (91) (458) (990) (1,760) (2,844) (4,347) (8,403) (9,185)
 
Accounts Receivable 448 434 514 5.99 705 829 976 1,148 1,351
 
Inventories 710 782 919 1,078 1,276 1.512 1,791 2,123 2,515
 
Prepaid expenses 3 9 11 13 15 18 21 25 30
 
Total Current Assets 1,192 1,134 986 699 237 (485) (1,558) (3,106) (5288)
 

TOA SST ,626552 6,354 6,042 5,585 4,904 3911 2,492 496TOTAL ASSETS 6682 6 9 

EQUITY. RESERVES & LIABILMIES 
Common Slack 6,278 6,276 6,276 6,276 6,276 6,276 6278 6,276 
Retained Earnings: 

Beginning (342(699) (996) (1,370) (1,882) (2,588) (3,563) (4,901) (6,726)
 
DJ'idends 0 0 0 0 0 0 0 0
 
Current year eambigs (35D7 (299) (372) (512) (707) (975) (1,338) (1425) (2,474)
 
Ending (699) (998) (1,370) (1,882) (2,588) (3,563) (4,901) (6,726) (9200"
 

Shareholders' Equity 5,577 5,278 4,906 4,394 3,688 2,713 1,375 (450) (2,924) 

Target Reserves 156 156 156 156 156 156 156 156 156 

Long-term Credits and Uabitles 46 45 43 42 40 38 37 35 35 

Trade credits 112] 224 263 308 365 432 511 605 716
 
Other Accrued Uabilities 773I 831 968 1,124 1,319 1,547 1,815 2,129 2,497
 
Current Portion: Long-term debt 2 2 2 2 2 2 2 2 0
 

Total Current Liabilities 887 1,057 1,233 1,434 1,685 1,981 2,327 2,735 3,213
 

Total Uabilltles 933 1,102 1,276 1,476 1,725 2,019 2,364 2,770 3,248 

Other 161 16 16 16 16 16 16 16 16 
TOTAL EQUIIY, RESERVES, UABIUTIE: & OTHER 6.682 6552 6.354 6.042 5585 4.904 3911 2.492 496 

0 0 (0) 0 0 0 0 (0) (0) 
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IMPACT I! PROJECT 
USAID TECHNCAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Erdert Rt. - Forest Products 

Year Ending Projected Yeer Ending 

INCOME STATEMENT (HUF in milions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 4.430 5,282 6,170 7,187 8,456 9,950 11,708 13,778 16,216 

(Cost of Goode Sold) (3,892) (4.690) (5,513) (6,465) (7,658) (9,072) (10,749) (12,737) (15,094) 
GROSS PROFIT 538 592 657 722 798 878 959 1,041 1,121 

Gross ProfitMargin 12.1% 11.2% 10.7% 10.0% 9.4% 8.8% 8.2% 7.6% 6.9% 

(Selling, Genera!, &Admln. Expense) (582) (693) (80;n (937) (1,099) (1289) (1,512) (1,774) (2,081) 
OPERATING INCOME (EBTDA) (44) (101) (150) (215) (301) (412) (553) (733) (960) 

(Deproclaton &Amortization) (192) (192) (192) (192) (192) (192) (192) (192) 
EBIT (236) (293) (342) (407) (493) (604) (745) (925) (1,152) 

:nresi and other financial Income I 122 7 (19) (94) (203) (361) (583) (891) (1.313) 
(Interest Expense) (M) (13) (12) (11) (11) (10) (10) (10) (9) 

EARNINGS BEFORE TAXES (404) (299) (372) (512) (707) (975) (1,338) (1,825) (2,474) 

Extraordinary gan/(oss) 47 0 0 0 0 0 0 0 0 
(Taxes) 0 0 0 0 0 0 0 0 0 

NET INCOME (299) (372) (512) (70 (975) 1 (2474 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN IN VESTMENT FUND MODEL 

Erdert Rt. - Forest Products 
CASH FLOW STATEMENT (HUF in millions) 

Cash Flows from Operating Activities: 
Net Incomo 
Depreciation & Amortization 
Changes in Workig Capital 

Cash providod by operating activities 

Dec-94 Dec-95 

(299) 
192 
106 

(1) 

Dec-96 

(372) 
192 
(43) 

(223) 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

(512) (707) (975) (1,338) (1,825) (2,474) 
192 192 192 192 192 192 
(44) (56) (68) (82) (100) (121) 

(364) (571) (851) (1228) (1,733) (2,403) 

Ca3h Rows from Investing and Financing Activities: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used in lIvostinglinvestlng activities 

(120) 
(2) 
0 

(121) 

(142) 
(2) 
0 

(144) 

(167) 
(2) 
0 

(169) 

(197) 
(2) 
0 

(199) 

(232) 
(2) 
0 

(233) 

(273) 
(2) 
0 

(274) 

(321) 
(2) 
0 

(323) 

(378) 
(2) 
0 

(379) 

Increase (decreese) In cash (122) (367) (533) (769) (1,084) (1,503) (2,056) (2.782) 

Cash, beginning of the period 
Increase (decrease) ;n cash 
Dividends 

Cash, end of perod 

31 
(122) 

0 
(91) 

(91) 
(367) 

0 
(458) 

(458) 
(533) 

0 
(990) 

(990) 
(769) 

0 
(1,760) 

(1,760) 
(1,084) 

0 
(2,844) 

(2,844) 
(1,503) 

0 
(4,347) 

(4,347) 
(2,056) 

0 
(6.403) 

(6,403) 
(2,782) 

0 
(9,185) 

Increase (decrease) In cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millons) 

(122) 
0 
0 

(122) 

(367) 
0 
0 

(367) 

(533) 
0 
0 

(533) 

(769) 
0 
0 

(769) 

(1,084) 
0 
0 

(1,384) 

(1,503) 
0 
0 

(1,503) 

(2,056) 
0 
0 

(2,056) 

(2,782) 
0 
0 

(2,782) 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In milons) 

116 
(1) 

133 
(3) 

151 
(4) 

172 
(4) 

198 
(6) 

222 
(7) 

253 
(8) 

287 
( 0) 

End of period exchange rate (HUFASUS) 
Net Income (HUF - millions) 
Terminalvalue ($US - millions) 

P/E 
Ratio 

12 

125 
(299) 

(29) 

142 
(372) 

(31) 

161 
(512) 
(38) 

183 
(707) 

(46) 

208 
(975) 

(56) 

237 
(1,338) 

(68) 

269 
(1,825) 

(81) 

306 
(2,474) 

(97) 

Total cash flowto shareholders ($US mllions) 
Cash flow ave.ilablo to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

IPO 
Yeer 

5 (1) 
0 
(1) 

(3) 
0 

(3) 

(4) 
0 

(4) 

(4) 
0 
(4) 

(6) 
0 

(6) 

0 
0 
0 

0 
0 
0 

0 
0 
0 

D13count cash flow PUS In millions) 
Net present valuo ($USn millions) 
Net prosentvalue (HUF in millions) 

40.0% 
(5) 

(572) 
(1) (1) (1) (1) (1) 0 0 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Zsolnay Porcelangyar Rt. - Trademark 
Year 

Operating Assumptions: Ending Projected Year Ending
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-200 

Domestic sales: 
Real domestic sales growth rate 1 0.0%1 0 0%1 1.0% T 2.0%1 2.0% 1 2.0%1 2.0%1 2.0% 
Real domestic sales (HUF - milions) [ 831J 832 83.' 840 857 874 892 910 928 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 832 990 1,153 1,340 1,571 1,843 2,162 2,536 2,975 
Foreign sales:
Real growth of $US sales I 0.0% I 0.0% I 1.0%1 2.0% 2.O% 2.0% 2.0%1 2.0%I 
Real $US sales kSUS - millions) 1 ] 1 1 1 1 1 1 1 1 
US Inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal SUS sales ($US - millions) 1 1 1 1 1 1 2 2 2 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal SUS sales (HUF - millions) 115 141 167 199 239 286 344 412 495 
Real growth of D cales I 0.0%I 0.0%1 1.0%I 2.0%1 2.0%1 2.0% 1 2.0%1 2.0% I 
Real DM sales (DM- millions) 2 2 2 2 2 2 2 2 2 
German Inflation factor 1.0000 1.0250 1.0508 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 2 2 2 2 2 2 2 2 2 
Average exchange rate (HUFIDM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 115 137 165 198 240 290 352 426 516 
Total nominal sales (HUF - millions) 1,061 1,268 1,486 1,736 2,050 2,420 2,857 3,375 3,986 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases
Real cost of HUF goods &services (HUF - millions) 871 671 880 897 915 934 952 971 
Hungarian iflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 871 1,036 1,207 1,402 1,645 1,930 2,263 2,655 3,114 
Foreign purchases 
Real cost of $US goods & services ($US - millions) 1 1 1 1 1 1 1 1 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136,
Nominal cost of SUS goods & services ($US - millions) 1 1 1 1 1 1 1 1 1 
Average exchange rate (HUF/SUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of $US goods & services (HUF - millions) 97 119 142 168 202 242 291 349 419 

Real cost ofDM goods &services (DM - millions) 0 0 0 0 0 0 G 0 0 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goodo & services (HUF - millions) 0 0 C 0 0 0 0 0 0 
Total nominal cost of goods & services (HUF - mllions) 968 1,156 1,349 1,571 1,847 2,172 2.554 3,004 3,533 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Seling, general & administrative expense (SG&A) 
Weighted average real sales growth
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian kilflation factor 
Nomlil SG&A expenso (HUF  millions) 

Year 
Ending 
Dec-93 

1.0000 
85 

Dec-95 

0.0% 
0.0%I 

85 
1.1900 

101 

Dec-96 

0.0% 
0.0%1 

85 
1.3862 

118 

Projected Year Ending 
Dac-9 7 Dec-98 Dec-99 

1.0% 2.0% 2.0% 
1.0%1 2.0% 2.0% 

86 88 89 
1.5941 1.8332 2.1032 

137 161 188 

Dec-2000 Dec-2001 

2.0% 2.0% 
2.0%1 2.0% 

91 93 
2.4244 2.7881 

221 259 

Dec-2002 

2.0% 
2.0%1 

95 
3.2063 

304 

Real capital expenditires (SUS - milions) 
US inflallon factor 
Nominal capital expenditures kSUS - millions) 
Average exchange rate (HUFi$US) 
Nominal capital expenditures (HUF - millions) 

01 
1.0325 

0 
116 

12 

0 1 
1.0686 

0 
133 

14 

0 1 
1.1060 

0 
151 

17 

0I 
1.1447 

0 
172 
20 

0 
1.1848 

0 
196 
23 

0 
1.2263 

0 
222 
27 

0 
1.2692 

0 
253 
32 

0 
1.3136 

0 
287 
38 

Tangible long-term assets, beg. of period (HUF  millions) 
Nominal depreciation (HUF  milions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

(33)1 1 
614 
(33 
12 

593 

593 
)1 

14 
574 

574 
(33)1 

17 
558 

( 
558 
33)1733) 
20 

545 

545 

23 
535 

535 
(33)1 
27 

529 

529 
(33)T 
32 

528 

528 
(33, 
38 

533 

Netincome before taxes paid outas dvidends 
Net Income tax 
Dividend withholding 
Receivable Days 
Iriventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a %of sales 
Local Iresting rate 

0.0% 
18.0% 
23.0% 

451 
6.0 

0.5% 
18 

300.0% 
2.5% 

23.5% 

0.0%I 
18.0% 
23.0% 

45 
6.0 

0.5% 
18 

300.0% 
2.5% 

20.5% 

0.0%I 
18.0% 
23.0% 

45 
6.0 

0.5% 
18 

300.0% 
2.5% 

20.5% 

0.0%I 
18.0% 
23.0% 

45 
6.0 

0.5% 
18 

300.0% ! 
2.5% 

20.5% 

0.0%I 
18.0% 
23.0% 

45 
6.0 

0.5% 
18 

300.0% 
2.5% 

20.5% 

0.0%I 
18.0% 
23.0% 

45 
6.0 

0.5% 
18 

300.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
6.0 

0.5% 
18 

300.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
6.0 

0.5% 
18 

300.0% 
2.5% 

20.5% 

Long-term credits and liabiliies (HUF - millions) 
Amortization of principel - (years) 
Ending principal balance 

f 0 
30 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

Local borrowing rate 
Interest expense 

28.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

Issuance of common equity (nominal - HUF millis) 0o 0 01 0 0 0 I 0 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Zsolnay Porcelangyar Rt. - Trademark 

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF in millions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 1,061 1,268 1,486 1,736 2,050 2,420 2,857 3,375 3,98 

(Cost of Goods Sold) (968) (1,156) (1,349) (1,571) (1,847) (2,172) (2,554) (3,004) (3,533)
GROSS PROFIT 93 112 137 166 203 248 303 370 453 

Gross ProfitMargin 8.8% 8.9% 9.2% 9.5% 9.9% 10.2% 10.6% 11.0% 11.4% 

(Selling, General, &Admin. Expense) (85) (101) (118) (137) (161) (188) (221) (259) (304) 
OPERATING INCOME (EBITDA) 8 11 19 29 42 60 82 111 149 

(Depreciaton & Amortization) (33) (33) (33) (33) (33) (33) (33) (33) (33) 
EBIT (25) (22) (14) (4) 9 27 49 78 116 

Interest and otrer financial Income 1 6 19 24 30 40 53 72 97 
(Interest Expense) (48)J 0 0 0 0 0 0 0 0 

EARNINGS BEFORE TAXES (72) (15) 5 19 39 67 103 150 213 

Extraordinary gain/(loss) [ (3fJ 0 0 0 0 0 0 0 0 
(Taxes) 0 0 (1) (3) (7) (12) (18) (,8)0)) 

NET INCOME 5 4 16 .2 55 84 123 175 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Zsolnay Porcelangyar Rt. - Trademark 

BALANCE SHEET (HUF in millions) Year 
Ending Projected Year Ending 

ASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and Invested Financial Assets I 41 41 41 41 41 41 41 41 41 

Net Tangible Lonr-term Assets 614 593 574 558 545 535 529 528 533 

Cash & Marketble Securities 27 93 115 148 195 260 350 474 643 
Accounts Receivable 1491 156 186 217 256 302 357 422 498 
Inventoriea [ 211 193 225 262 308 362 426 501 589 
Prepaid expenses 0 6 7 8 9 11 13 15 18 
Totnl Current Assets 387 448 532 635 768 936 1,146 1,412 1,748 

TOTAL ASSETS 1,042 1,082 1,148 1 1,354 1 511 1 1981 2 

EQUITY. RESERVES & LIABILITIES 
Common Stock 786 786 786 786 786 786 786 786 
Retained Earnings: 

Bsginning (78) (93) (89) (74) (41) 13 97 221 
DWiidendsO 0 0 0 0 0 0 0 0 
Currentyear earmhgs (75) (15) 4 16 32 55 84 123 175 
Ending (78) (93) (89) (74) (41) 13 97 221 395 

Shareholders' Equlty 708 693 697 712 745 799 883 1,007 1,181 

Target Reserves 16 16 16 16 16 le 16 16 

Long-term Credits and Uabilties 0 0 0 0 0 0 0 0 0 

Trade credits 35 70 81 95 112 131 154 181 213 
Other Accrued Labidtea 282 303 353 411 482 565 663 777 912 
Current Portion: Long-term debt 0 0 0 0 0 0 0 0 0 

Total Current Liabilities 318 373 435 505 593 696 817 959 1,125 

Total Uabilltles 318 373 435 505 593 696 817 959 1,125 

Other 0 0 0 0 0 0 0 0 0 
TOTAL EQUITY, RESERVES. UABIUTIES & OTHER J082 . 1 1 1,511 1 . 

0 0 0 C 0 0 0 0 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Zsolnay Porcelangyar Rt. - Tradernark 
CASH FLOW STATEMENT (HUF in millions) Projected Yoar Ending 

Dec-94 Dec-95 Dec-95 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 
Cash Flows from Operating Actiitles: 

Net Income (15) 4 16 32 55 84 123 175 
Depreciatijn & Amortization 33 n 33 33 33 33 33 33 
Changes in Working Capital 61 (1) 1 1 1 0 (0) (1) 

Cash provided by oporating activities 78 36 50 66 88 118 156 207 

Cash F~aws from Irresting and Financing Actvtlies: 
Purchase of Property and Equipment (12) (14) (17) (20) (23) (27) (32) (38) 
Repayment of principal of Long-term Debt 0 0 0 0 0 0 0 0 
Issuance of Common Stock 0 0 0 0 0 0 0 0 

Cash used in Investlng/irvesting actvitres (12) (14) (17) (20) (23) (27) (32) (38) 

Increaso (decrease) In cash 66 22 33 47 65 90 124 169 

Cash, beginnkg of the period 27 93 115 148 195 260 350 474 
Increase (decrease) In cash 66 22 33 47 65 90 124 169 
Didends 0 0 0 0 0 0 0 0 

Cash, end of porod 93 115 143 195 260 350 474 643 

!ncrease (decrease) In cash 66 22 33 47 65 90 124 169 
Diidends 0 0 0 0 0 0 0 0 
Divdend withholding tax 0 0 0 0 0 0 0 0 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millons) 66 22 33 47 65 90 124 169 

Average exchango rate (1-UFSUS) 116 133 151 172 196 222 253 287 
CASH AVAILABLE TO SHAREHOLDERS ($US In mllions) 1 0 0 0 0 0 0 1 

End of period exchange rate (HUF/SUS) PIE 125 142 161 183 208 237 269 306 
Net Incomo (HUF - millions) Ratio (15) 4 16 32 55 84 123 175 
Terminalvalue ($US - millions) 12 (1) 0 1 2 3 4 5 7 

IPO 
Total cash flow to shareholders ($US - rnlions) Year 
Cash flow er.ailable to shareholders pdortoIPO 5 1 0 0 0 0 0 0 0 
Cash flow to shareholders from public offering 0 0 0 0 3 0 0 0 
Total cashflow to shareholdors 1 0 0 0 3 0 0 0 

Discount cash flow §$US in millions) 40.0% 
Net presentvalue ($US In mfilion.) 2 0 0 0 0 1 0 0 0 
Net present value (HUF In millions) 165 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Vadex Rt. - Forest Products 
Year 

Operating Assumptions: Ending Projected Year Ending 
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate 0.0% 0.0% 1.0%1 2.0%1 2.0% 1 2.0% 2. 
Real domestic sales (HUF - milions) [E 527] 527 527 532 543 554 565 576 588 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7831 3.2063 
Nominal domestic sales (HUF - mlllons) 527 627 731 848 995 1,167 1,369 1,606 1,884 
Foreign sales: 
Real growth of SUS sales 1 0.0% I 00% I 1.0% 2.0%1 2.0% 2.0%1 2.0% I 2.0% I 
Real SUS sales $US - millions) [ 2 2 2 2 2 2 2 2 2 
US Inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1e47 1.1848 1.2263 1.2692 1.3136 
Nominal SUS sales ($US - millions) 2 2 2 2 2 2 2 3 3 
Average exchange rate (HUF$US) 97 116 133 151 172 196 222 253 287 
Nominal $US sales (HUF - millions) 185 227 270 321 385 462 554 665 799 

Real growth of Di salos 0.0% 0.0% 1.0%1 2.0%1 2.0% T 2.0%1 2.0%1 2.0%I 
Real DM sales (DM- millions) 7 7 7 7 7 7 7 7 7 
German Inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1,1887 1.2184 
Nominal DM sales (DM - millions) 7 7 7 7 8 8 8 9 9 
Averago exchange rato ,HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 432 518 623 747 905 1,096 1,327 1,608 1,948 

Total nominal sales (HUF - millions) 1,144 1,372 1,623 1,916 2,285 2,725 3,251 3,880 4,631 

Estimated cost of goods sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods &services (HUF - millions) ,.002 1,002 1,012 1.032 1,053 1,074 1,095 1,117 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7681 3.2083 
Nominal cost of HUF goods & services (HUF - millions) 1,002 1,192 1,389 1.613 1,892 2,220 2,604 3,054 3,583 
Foreign purchases 
Real cost of $US goods & services ($US - millions) L 0 0 0 0 0 0 0 0 
US inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of SUS goods & sorvicec ($US - millions) 0 0 0 0 0 0 0 0 0 
Average exchange nite (HUF/SUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of $US goods & services (HUF - millions) 0 0 0 0 0 0 0 0 0 

Real cost of DM goods & services (DM - milons) 0 0 0 0 0 0 0 0
 
German Inflation ictor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184
 
Nominal cost of DM goods & services (DM- millns) 0 0 0 0 0 0 0 0 0
 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217
 
Nominal cost of DM goods & services (HUF - millions) 0 0 0 0 0 0 0 0 0
 

Total nominal cost of goods & services (HUF - mllions) 1,002 1,192 1,389 1,613 1,892 2,220 2,604 3,054 3,583 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptiono (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian iflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 
Dec-94 

89 
1.0000 

89 

Dec-95 

0.0% 
0.0% 

89 
1.190 

106 

Dec-96 

0.0% 
0.0% 

89 
1.3862 

123 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 

1.0% 2.0% 2.0% 
1.0% 1 2.0% 1 2.0% 

90 92 94 
1.5941 1.8332 2.1082 

143 168 197 

Dec-2000 Dec-2001 Dec-2002 

2.0% 2.0% 2.0% 
2.0% I 2.0%I 2.0% I 

95 97 99 
2.4244 2.7881 3.2063 

231 271 318 

Real capital expendiburos ($US - milions) 
US inflation factor 
Nominal capital expsnditure3 tUS - millions) 
Average exchange rate (HUFiSUS) 
Nominal capital expendituros (HUF  millions) 

01 
1.0325 

0 
116 

12 

01 
1.0686 

0 
133 

14 

01 
1.1060 

0 
151 

17 

0 
1.1447 

0 
172 
20 

01 
1.1848 

0 
196 
23 

0 
1.2263 

0 
222 

27 

01 
1.2692 

0 
253 

32 

0J 
1.3133 

0 
287 
38 

Tangiblk long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible lo;;g-term assets, end of period 

F -(46)1 

Z 898 

1 
898 
(46)1 
12 

864 

864 
(45)1 
14 

832 

832 
(45)1 
17 

803 

803 
(46)1 
20 

777 

777 
(46)1 
23 

754 

754 
(46)1 
27 

735 

735 
(46) 
32 

721 

721 
(4611 
38 

713 

Net income before bxes paid outas dividends 
Net income taxes 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepald expenses as e % of cost of goods sold 
Payable Turns 
Accruals as% of SG&A 
Minimum cash balance as a % of sales 
Local Investing rate 

0.0%I 
18.0% 
23.0% 

45 1 
4.5 

0.5% 
15 

60.0% 
2.5% 

23.5% 

0.0% 1 
18.0% 
23.0% 

45 
4.5 

0.5% 
i5 

60.0% 
2.5% 

20.5% 

0.0%I 
18.0% 
23.0% 

45 
4.5 

0.5% 
15 

60.0% 
2.5% 

20.5% 

0.0%0 
18.0% 
23.0% 

45 
4.5 

0.5% 
15 

60.0% 
2.5% 

20.5% 

0.0% 1 
18.0% 
23.0% 

45 
4.5 

0.5% 
15 

60.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 1 
4.5 

0.5% 
15 

60.0% 
2.5% 

20.5% 

0.0% 
18.0% 
23.0% 

45 
4.5 

0.5% 
15 

60.0% 
2.5% 

20.5% 

0.j 
18.0% 
23.0% 

45 
4.5 

0.5% 
15 

60.0% 
2.5% 

20.5% 

Long-term credits and liacllies (HUF - millions) 
Amortization of principal  (years) 
Ending principal balance 

1 0 
30 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

Local borrowing rate 
Interest expense 

28.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

25.5% 
0 

Issuance of common equity (nominal - HUF milllais) 0 0 0I 01 01 0 0 0 
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IMPACT Ii PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Vadex Rt. - Forest Products 

INCOME STATEMENT (HUF in millions) 
Year Encing 

Dec-94 Dec-95 Dec-96 Dec-97 

Projected Year Ending 

Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-200" 

SALES 1,144 1,372 1.623 1,916 2,285 2,725 3,251 3.880 4,631 

(Cost of Goods Sold) 
GROSS PROFIT 

Gross Profit, argin 

(1,002) 
142 

12.4% 

(1.192) 
180 

13.1% 

(1,389) 
234 

14.4% 

(1,613) 
303 

15.8% 

(1,892) 
392 

17.2% 

(2220) 
505 

18.5% 

(2,604) 
647 

19.9% 

(3,054) 
825 

21.3% 

(3,583) 
1,048 

22.6% 

(Selling. General, & Admln. Expense) 
OPERATING INCOME (EBITDA) 

(89) 
53 

(10F) 
74 

(123) 
111 

(143) 
159 

(168) 
224 

(197) 
308 

(231) 
416 

(271) 
554 

(318) 
730 

(Depreciaton & Amortization) 
EBIT 

(46) 
7 

(46) 
28 

(46) 
65 

(46) 
113 

(46) 
178 

(46) 
262 

(46) 
370 

(46) 
508 

(48) 
684 

Interest and ober financil Income 
(Interest Expense) 

EARNINGS BEFORE TAXES 
7(1)J 

10 

14 
0 

42 

(5) 
0 

60 

1 
0 

114 

14 
0 

192 

37 
0 

299 

73 
0 

444 

130 
0 

639 

215 
0 

899 

Extraordinary galn/(oss) 
(Taxes) 

NET INCOME 

31 
(2) 
10 

0 
(8) 

35 

0 
(11) 
49 

0 
(21) 
94 

0 
(35) 

158 

0 
(54) 

245 

0 
(80) 
364 

0 
(115) 
524 

0 
(162) 
737 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Vadex Rt. - Forest Products 

BALANCE SHEET (HUF in millions) Year 
Ending Projected Year Ending 

ASSETS Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Intangible and invested Financial Assets 1 1 1 1 1 1 1 1 1 

Not Tangible Long-term Assets 898 864 832 803 777 754 735 721 713 

Cash & Marketble Securities (22) 5 69 179 358 636 1,049 1,647 
Accounts Recekfable 169 203 239 286 341 406 485 579 
Irwentorles 265 309 359 421 493 579 679 796 
Prepaid expenses 6 7 8 9 11 13 15 18 
Total Current Assets 421 418 524 675 894 1,203 1,634 2,228 3,040 

TOTAL ASSETS 1.320 1283 137 1,479 1672 195 2370 2951 3754 

EQUITY. RESERVES & UABIUTIES 
Common Stock 1,065 1,065 1,065 1.065 1,065 1,065 1,065 1,065 
Retained Earnings: 

Baginning 22 32 67 116 210 368 613 977 1,501 
Divdends 0] 0 0 0 0 0 0 0 0 
Current year ee mings 10 35 49 94 158 245 364 524 731 
Ending 32 67 116 210 368 613 977 1,501 2,238 

Shareholders' Equity 1,097 1,132 1,181 1,275 1,433 1,678 2,042 2,566 3,303 

Target Reserves 0 0 0 0 0 0 0 0 0 

Long-term Credits and liablites 0 0 0 0 0 0 0 0 0 

Trade credits 1591 87 101 117 137 161 189 222 260 
Other Accrued Liab;ftes 631 64 74 86 101 118 139 163 191 
Current Portion: Long-term debt 0 0 0 0 0 0 0 0 0 

Total Current Liabilities 222 150 175 203 238 279 328 384 451 

Total Liabilities 222 150 175 203 238 279 328 384 451 

Other ] I1 1 1 1 1 1 1 1 
TOTAL EQUITY, RESERVES, UABIUTIES & OTHER 1,320 1283 1,357 1479 1,672 1.959 7 2951 , 

0 0 0 0 0 0 0 0 0 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Vadex Rt. - Forest Products 
CASH FLOW STATEMENT (HUF in millions) 

Cash Flows from Operating Activies: 
Net Income 
Depreciation & Amorttzation 
Changes in Working Capital 

Cash provided by operating activilies 

Dec-94 Dec-95 

35 
46 

(152) 
(71) 

Dec-93 

49 
46 
(54) 
42 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

94 158 245 364 524 737 
46 46 46 46 46 46 
(59) (74) (88) (105) (124) (147) 
80 129 203 305 445 636 

Cash Flows from Investing and Friancing Activites: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used In Irrostingrinvesling activities 

(12) 
0 
0 

(12) 

(14) 
0 
0 

(14) 

(17) 
0 
0 

(17) 

(20) 
0 
0 

(20) 

(23) 
0 
0 

(23) 

(27) 
0 
0 

(27) 

(32) 
0 
0 

(32) 

(38) 
0 
0 

(38) 

Increaso (decrease) In cash (83) 27 64 110 180 278 413 598 

Cash, beginning of the period 
Increase (decrease) In cash 
Dividends 

Cash, end of porod 

61 
(83) 

0 
(22) 

(22) 
27 
0 
5 

5 
64 

0 
69 

69 
110 

0 
179 

179 
180 

0 
358 

35S 
278 

0 
636 

636 
413 

0 
1,049 

1,049 
598 

0 
1.647 

Increase (decrease) In cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millons) 

(83) 
0 
0 

(83) 

27 
0 
0 

27 

64 
0 
0 

64 

110 
0 
0 

110 

180 
0 
0 

180 

278 
0 
0 

278 

413 
0 
0 

413 

598 
0 
a 

598 

Average exchange rate (HUF,$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millons) 

116 
(1) 

133 
0 

151 
0 

172 
1 

196 
1 

222 
1 

253 
2 

287 
2 

End d period exchange rate (HUFAUS) 
Net Income (HUF  millions) 
Terminalvalue ($US - millons) 

PIE 
Ratio 

12 

125 
35 

3 

142 
49 
4 

161 
94 

7 

183 
158 

10 

208 
245 

14 

237 
364 

18 

269 
524 
23 

306 
737 
29 

Total cash flow to shareholders ($US - mlllons) 
Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public offerng 
Total cashflow to shareholders 

IPO 
Year 

5 (1) 
0 
(1) 

0 
0 
0 

0 
0 
0 

1 
0 
1 

1 
14 
15 

0 
0 
0 

0 
0 
0 

0 
0 
0 

Discount cash flow ($US inmillions) 
Net present value ($US In millona) 
Net present value (HUF In millions) 

40.0% 
3 

351 
(1) 0 0 0 3 0 0 0 
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IMPACT 11PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Balatonfelvideki Erdo es F. Rt. - Forest Prod. 
Year 

Operating Assumptions: Ending Projected Year End!ng 
Estimated net sales Dec-94 Dec-95 Dcc-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

Domestic sales: 
Real domestic sales growth rate I 0.0% 1 0.0%I 1.0% I 2.0%1 2.0% 1 2.% 1 2.0%1 2.0% 
Real domestic sales (HUF - millons) 1,126 1,126 1,126 1,137 1,160 1,183 1,207 1,231 1,256 
Hungarian Inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1C82 2.4244 2.7861 3.2063 
Nominal domestic sales (HUF  mllions) 1,126 1,340 1,561 1,813 2,127 2,494 2926 3,432 4,026 
Foreign sales: 
Real growth of $US sales 1 0.0%1 0.0%1 1.0%1 2.0%1 2.0%1 2.0%1 2.0%1 2.0%1 
Real $US sales PUS - millions) 3 3 3 3 3 3 3 3 
US Inflaton factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1648 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 3 3 3 3 3 4 4 4 4 
Average exchange rate (HUFAUS) 97 116 133 151 172 196 222 253 287 
Nominal SUS sales (HUF - millions) 288 353 420 499 599 719 863 1.035 1,242 

Real growth of DM sales 0.0% 0.0%1 1.0%I 2.0% 2.0 , 1 2.0% 1 2.0%1 2.0% 
Real DM sales (DM - millions) 13 13 13 14 14 14 14 15 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 13 14 14 14 15 16 16 17 18 
Average exchange rate (l-iUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 863 1,035 1,243 1,491 1,806 2,188 2,651 3,211 3,890 

Total nominal sales (HUF - millions) 2,276 2,728 3,224 3,803 4,532 5,401 6,439 7,678 9,158 

Estimated cost of gocds sold 
Weighted average real sales growth 0.0% 0.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domestic purchases 
Real cost of HUF goods & services (HUF  millions) 1,397 1,397 1,397 1,411 1,439 1,468 1,497 1,527 1,558 
Hungarian hnflaton factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1032 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF  millions) 1,397 1,662 1,937 2,249 2,636 3,095 3,630 4,258 4,995 
Foreign purchases 
Peal cost of SUS goods & services ($US - millions) 2 2 2 2 2 2 2 2 2 
US lnflaton factor 1.0000 1.0325 1.066 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of SUS goods & services (SUS - millions) 2 2 2 2 2 2 2 2 2 
Average exchange rte (HUF)$US) 97 116 133 151 172 196 222 2 287 
Norr!-l cost of $US goods & services (HUF  millions) 151 185 221 262 315 377 453 544 662 

Real cost ofDM goods & services (DM - millions) 0 0 0 0 0 0 0 0 
Ge,',n inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nomlial cost of OM gocds & services (DM - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUFIDM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 0 0 0 0 0 0 0 0 0 

Total nominal cost of goods & services (HUF - millons) 1,548 1.84P 2,157 2,511 2,953 3,472 4,063 4,802 5,647 
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IMPACT il PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & adminlstratve expense (SG&A) 
Weighted averge real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian rnfiation factor 
Nominal SG&9k expense (HUF - millions) 

I 

Year 
Ending 
Dec-94 

423 
1.0000 

423 

Dec-95 

0.0% 
0.0% 

423 
1.1900 

503 

Dec-96 

0.0% 
0.0% 

423 
1.3862 

586 

Doc-97 

1.0% 
1.0% 
427 

1.5941 
681 

Projected Year Ending 
Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-:02 

2.0-% 2.0% 2.0% 2.0% 2.0% 
2.0% 2.0% 2.0% 2.0% IT 2.0% 

436 444 453 462 472 
1.8332 2.1082 2.4244 2.7381 3.2063 

799 937 1,0099 1,289 1,512 

Real capil expenditures ($US - millions) 
US Inflation factor 
Nominal capital expenditues ($US - millions) 
Average exchange rate (HUFjSUS) 
Nominal capital expenditures (HUF - millions) 

1 
1.0325 

1 
118 
120 

1 
1.0685 

1 
133 
142 

1 
1.1060 

1 
151 
167 

1 
1.1447 

1 
172 
197 

1 
1.1LL-48 

1 
IS6 
232 

1 
1.226-3 

1 
222 
273 

1 
1.2692 

1 
253 
321 

1 
1.3136 

1 
287 
378 

Tangible long-term assets, bog. of period (HUF - millions) 
Nominal depreciation (HUF - milions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

I 
2,840 

29(209)(M)1 
120 

2,751 

2,751 
(209) 
142 

2,684 

2,684 
(209)1 
167 

2,642 

2,642 
(209 
197 

2,630 

2,630 
209 
232 

2,653 

2,653 
(209I 
273 

2.717 

2,717 
c209)1 
321 

2,829 

2,829 

378 
2,998 

Net Income before taxes paid outas divldends 
Nt Income taxes 
Diidend withholding taxes 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payalo Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

0.0%1 
18.0% 
23.0% 

60 
2.0 1 

3.0% 
24 

100.0% 
2.5% 

23.5% 

0.0% I 
18.0% 
23.0% 

60 

3.0% 
24 

100.0% 
2.5% 

20.5% 

0.0% I 
16.0% 
23.0% 

601 

3.0% 
24 

100.0% 
2.5% 

20.5% 

0.0% I 
18.0% 
23.0% 

60 
20 

3.0% 
24 

100.0% 
2.5% 

20.5% 

0.0% I 
18.0% 
23.0% 

60 
2.0 

3.0% 
24 

100.0% 
2.5% 

20.5% 

0.0% i 
18.0% 
23.0% 

60 
2.0 

3.0% 
241 

100.0% 
2.5% 

20.5% 

0.0% I 
16.0% 
23.0% 

60 
2.0 

3.0% 
24 

100.0% 
2.5% 

20.5% 

0.0 
18.0% 
23.0% 

60 
2.0 

3.0% 
24 

100.0% 
2.5% 

20.5% 

Long-term credits and libiffies (HUF - milllons) 
Amortization of principal - (years) 
Ending principal balance 

30 
818414 
(6) 

178 

178 
(6) 

172 

172 
(6) 

166 

166 
(6) 

159 

159 
(6) 

153 

153 
(6) 

147 

147 
(6) 

141 

141 
(6) 

135 

Local borrowing rate 
Interest expense 

28.5% 
52 

25.5% 
45 

25.5% 
43 

25.5% 
41 

25.5% 
40 

25.5% 
38 

25.5% 
37 

25.5% 
35 

Issuance of common equity (nominal - HUF milllns) 0o 01 0 01 01 01 0 0 
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IMPACT Ii PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Balatonfelvideki Erdo es F. Rt. - Forest Prod. 

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF in millions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 

SALES 2,276 2,728 3,224 3,803 4,532 5,401 6,439 7,678 9,158 

(Cost of Goods Sold) (1,548) (1,848) (2,157) (2,511) (2,953) (3,472) (4,083) (4,802) (5,647) 
GROSS PROFIT 728 880 1,067 1,292 1,579 1,929 2,356 2,876 3,511 

Gross ProfitMargin 32.0% 32.3% 33.1% 34.0% 3-1.8% 35.7% 36.6% 37.5% 38.3% 

(Selling, General, & Admln. Expense) (423) (503) (586) (681) (799) (937) (1,099) (1289) (1,512) 
OPERATING INCOME (EBITDA) 305 377 481 611 780 992 1,257 1,587 1,998 

(Depreclaton & Amortization) RM) (209) (209) (209) (209) (209) (209) (209) (209) 
EBIT 96 168 272 402 571 783 1,048 1,378 1,789 

lntrest and other financial income 139 20 43 83 143 234 366 358 

(Interest Expense)7 J (52) (45) (43) (41) (40) (38) (37) (35) 
EARNINGS BEFORE TAXES 102 126 247 402 612 886 1.243 1,708 2,310 

Extraordinary gln/(gos) 0 0 0 0 0 0 0 0 
(Taxes) _ (23) (45) (72) (110) (159) (224) (307) (416) 

NET INCOME 37 103 203 329 502 727 1019 40 I. 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Balatonfelvideki Erdo es F. Rt. - Forest Prod. 

BALANCE SHEET (HUF in millions) 

ASSETS 

Year 
Ending 
Dec-94 Dec-95 Dec-96 Dec-97 

Projected Year Ending 
Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2009 

Intangible and Invested Financial Assets 64 64 64 64 64 64 64 64 

Net Tangible Long-term Assets 2,840 2,751 2,684 2,642 2,630 2,653 2,717 2,829 2,998 

Cash & Marketable Securities 
Accounts Receivable 
Inventories 
Prepaid expenses 
Total Current Assets 

[ 0 

1,040 

100 
448 
924 
55 

1,528 

210 
537 

1,079 
65 

1,890 

404 
634 

1,256 
75 

2,369 

697 
755 

1,476 
89 

3,018 

1,140 
900 

1,736 
104 

3,881 

1,787 
1,073 
2,042 

122 
5,025 

2,710 
1,280 
2,401 

144 
6,535 

4,002 
1,526 
2,824 

169 
8,522 

TOTAL ASSETS 3 4.342 4 5075 5 61 78 9428 M 

EQUITY. RESERVES & LIABILITIES 
Common Stock 
Retained Earnings: 

Beginning 
Dividends 
Current year ea migs 
Ending 

3, 

21 
01 

37 
58 

3,365 

58 
0 

103 
161 

3,365 

161 
0 

203 
364 

3,365 

364 
0 

329 
693 

3,365 

693 
0 

502 
1,195 

3,365 

1,195 
0 

727 
1,922 

3,385 

1,922 
0 

1,019 
2,941 

3,385 

2,941 
0 

1,400 
4,342 

3,368 

4,342 
0 

1,894 
6,236 

Shi_-oholders' Equity 3,423 3,526 3,729 4,058 4,560 5,287 6,306 7,707 9,601 

Target Reserves 17 17 17 17 17 17 17 17 

Long-term Credts and Liabilties 178 172 166 159 153 147 141 135 135 

Trade credits 
Other Accrued Uabltes 
Current Portion: Long-term debt 

Total Current Liabiliies 

1 
1 

481 
252 

6 
306 

98 
503 

6 
607 

114 
586 

6 
707 

133 
681 

6 
820 

156 
799 

6 
961 

184 
937 

6 
1,127 

216 
1,099 

6 
1,321 

254 
1,289 

6 
1,549 

298 
1,512 

0 
1,811 

Total Labilltos 484 779 872 980 1,115 1,274 1,462 1,684 1,946 

Other 
TOTAL EQUITY, RESERVES, UABIUTIES & OTHER 

L 
3.944 

(0) 

20 
4,342 

(0) 

20 
4,638 

(0) 

20 
5,075 

(0) 
5 

20 

(0) 

20 
6598 

(0) 
1 

20 

(0) 

20 
9-428 

(0) 
1 

20 

(0) 
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IMPACT II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

CASH FLOW STATEMENT (HUF - millions) 

Cash Flows from Operating AcWtties: 
Net Income 
Depreciation & Amortization 
Changes In Workig Capital 

Cach provided by operating activities 

Cash Rows from Investing and Frnncing Activlltes: 
Purchase of Property nnd Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used in invcatinginvestling activities 

Increase (docrease) In cash 

Cash, beginning of th6 period 

Increase (decrease) In cash 

Dividends 

Cash, end of period 

Increase (docrease) In cash 

Dividends 

Dividend withholding tax 


CASH AVAILABLE TO SHAREHOLDERS (HUF In entillions) 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In mllons) 

End of period exchange rate (HUFj$US) 
Net Income (HUF - millions) 
TermInalvalue ($US - millions) 

Total cash flowto shareholders ($US - mllions) 
Cash flow available to shareholders priorto IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

Discount rate 
Net presentvalue ($US In millions) 
Net presentvalue (HUF In millions) 

Balatonfetvideki Erdo es F. Rt. 

Dec-94 Dec-95 Dec-96 

103 £-03 
209 209 
(126) (154) 
185 258 

(120) (142) 
(6) (6) 
0 0 

(126) (148) 

60 110 

40 100 
60 110 
0 0 

100 210 

60 110 
0 0 
0 0 


60 110 

116 133 
1 1 

P/E 125 142 
Ratio 103 203 

12 10 17 

IPO 
Year 

5 1 1 
0 0 
1 

40.0% 
10 0 0 

1,100 

- Forest Prod. 
Projected Year Ending 

Dec-97 Dec-98 Dec-99 

329 502 727 
209 209 209 

(171) (214) (255) 
368 497 681 

(167) (197) (232) 
(6) (6) (6) 
0 0 0 

(174) (203) (238) 

194 2"94 443 

210 404 697 
194 294 443 

0 0 0 
404 697 1,140 

194 294 443 
0 0 0 
0 0 0 

194 294 443 

151 172 1906 
1 2 2 

161 183 208 
329 502 727 
25 33 42 

1 2 2 
0 0 42 
1 2 44 

0 0 8 

Dec-2000 

1,019 
209 
(302) 
926 

(273) 
(6) 
0 

(279) 

647 

1,140 
647 

0 
1,737 

647 
0 
0 

647 

222 

3 

237 
1,019 

52 

0 
0 
0 

0 

Dec-2001 

1,400 
209 
(359) 

1,250 

(321) 
(6) 
0 

(327) 

923 

1,787 
923 

0 
2,710 

923 
0 
0 

923 

253 
4 

269 
1,400 

62 

0 
0 
0 

0 

Dec-2002 

1,894 
209 
(427) 

1,676 

(378) 
(6) 
0 

(384) 

1,292 

2,710 
1,292 

0 
4,002 

1,292 
0 
0 

1,292 

287 
4 

306 
1,804 

74 

0 
0 
0 

0 

12-Dec-94 FOR INTERNAL USE ONLY: Not compiled or examined by an Independent CPA. Projected results cannot be assured. Page 10 



MEMORANDUM
 

To: Dr. Kazar Peter, Director, Portfolio Management Directorate, SPA 

From: James E. Shields, Stuart A. Smith III 

Project: Impact II Technical Assistance Program 
Sponsored by the U.S. Agency for International Development 

Date: January 10, 1995 

Subject: PROPOSED HUNGARIAN INVESTMENT FUND 

We have reviewed the proposal presented by John Govett & Co., Ltd. for the formation and 
management of an investment privatization fund. When the proposal is considered in 
conjunction with the revised financial model and our knowledge of the portfolio companies, 
a number of significant issues emerge regarding the viabitity of this privatization method. 
Our views on specific points raised in the Govett proposal are presented in Section I. For 
your convenience, this section has been structured to correspond to the specific sections of 
the Govett proposal. In Section II, we provide a discussion of potential drawbacks for the 
Government of Hungary (GOH). 

SECTION I 

IPF Conc=p 

In this section, Govett indicates that the IPF fund would be an exclusive portfolio of "large, 
high quality companies" that would attract investors. Govett goes on to state that "these 
companies would not be expected to require time consuming restructuring prior to their 
public flotation." Additionally, Govett suggests that all legislation is in place for this 
privatization concept. 

Based on our experience in: (1) developing the financial model (2) reviewing the companies 
and (3) working with the GOH, we have the following observations regarding the proposed 
fund and its attractiveness to western investors: 

Poor Financial Condition: Many of the companies in the contemplated 1F 
portfolio are very deep in debt and/or exhibit consistent operating losses. 
Given the poor financial condition of the companies, it is highly unlikely that 
an investment fund comprised of these companies would be attractive to 
western investors. 

Poor Financial Information: The companies in the fund have not presented 
financial records in the format required by western accounting standards. 
Furthermore, western auditing standards have not been used in the 



preparation of the financial records. Consequently, investors will question the 
usefulness, validity, and reliability of any company provided information. 

Poor Management: The managers of the companies do not possess the 
necessary management skills sought by western investors. Given the present 
condition of the companies, western investors would expect to see definite 
changes in company management in exchange for their investments. If 
management cannot be changed, western investors will be discouraged from 
investing. 

Structural Issues within Hungar: Before investing in these companies, 
western investors must be assured that the GOH is committed to market 
reforms. Such reforms would include the elimination of government subsidies, 
adequate debt restructuring and the introduction of competitive pricing. Until 
acceptable market reform takes place, western investors will not find the 
companies attractive. 

Countr/ Risk: When investing internationally, investors carefully review a 
country's political climate, business atmosphere and general economic 
conditions relative to their home country before committing their funds. If 
investors identify additional risk associated with these factors, they will require 
a higher rate of return. Given Hungary's relative economic condition and its 
uncertain commitment to privatization and market reforms, western investors 
will be extremely careful about investing in Hungary and will expect 
outstanding returns for that level of risk. 

We believe that Govett may be underestimating the financial condition of the portfolio 
companies, the state of their financial records and the strength of their management. 
Additionally, as reflected in our comments on structural issues and country risk, we believe 
that Govett may be overly optimistic about the view that western investors will take of the 
GOH's commitment to privatization and market reform. 

IPF Structure 

Govett provides a basic schedule for the initial sale of IPF shares, the eventual listing of the 
shares, and a possible exit from the fund. Additionally, Govett states that the fund would 
be exempt from capital gains tax and have the ability to borrow - two characteristics which 
should magnify investor returns. 

In our review of the proposed fund structure, the following issues emerged: 

No Interim Cash Flows: Western investors expect investment returns in two 
forms: dividends and capital gains. Based on the analysis associated with the 
financial model, it seems unlikely that the subject companies will generate 
enough profit to pay dividends. Consequently, western investors will be forced 
to depend on capital gains for their investment return. The total dependence 



on capital gains will probably be unpalatable for most investors. 

Luck of Liquidity: Initially, IPF shares will be sold through private placement 
and may therefore have limited marketability. As such, investors could have 
to wait for a public offering on a recognized exchange to enjoy ay liquidity. 

.NoExit Strategy: Western investors will not commit their capital unless the 
fund has a clear exit strategy. Once the fund has purchased the minority 
interests in the companies, it will be dependent on the GOH to take the 
companies public. Consequently, western investors will want to be virtually 
guaranteed that the companies in the fund will be privatized. Without that 
guarantee, investors will be reluctant to invest in the fund since it could be 
saddled with minority interests in illiquid investments. 

While the Govett proposal gives cursory attention to the exit strategy and liquidity issues, 
western investors will want more definitive information on the GOH's privatization schedule. 
Additionally, in exchange for the linited liquidity under the proposed structure, investors 
will probably seek interim cash flows. Since this structure does not allow for interim cash 
flows, investors may find it unattractive. 

IPF Portfolio 

Govett states that the fund will hold 10% equity stakes in the portfolio companies and will 
allow investors to exit the fund if IPF shares are not listed on a recognized stock exchange 
within three years. Additionally, Govett discusses the transfer value of the company shares 
when they are brought into the fund. 

Given our experience with the companies, we believe that the Govett proposal does not 
adequately address the following issues: 

Minority Stake: The proposal states that IPF holdings will be limited to 10% 
of the equity capital of the individual companies. Given the high level of risk 
and financial commitment involved with this project, western investors would 
expect a much greater degree of control over the operations of the companies. 

Transfer Value of Shares: Under the proposal, the IPF will be created by 
accepting portfolio company shares at their net book value or at an adjusted 
book value derived from a multiple of a company's net profit. Since virtually 
none of the companies are profitable, there would be nc adjustment to book 
value for profitability. Indeed, our model suggests that the book values should 
be discounted approximately 80% before transfer to the fund. This discount 
means that western investors will offer the GOH much less than the current 
book value for these companies. 



Failure to Receive a Public Listing: In additional to limiting liquidity and exit 
possibilities, IPF's failure to receive a public listing presents significant 
additional risk. Should IPF fail to obtain a listing, it is doubtful that IPF 
could call all company shares and sell them as the proposal suggests. 
Similarly, investors could not put their shares back to the GOH because it 
would not have sufficient funds to repay the principal and accrued interest as 
suggested in the proposal. Clearly, either of these scenarios will not provide 
investors with an appropriate rate of return. 

While Govett has acknowledged that the fund has inherent risks, it seems clear that those 
risks may have been underestimated. In particular, the proposed transfer value of the shares 
suggests that Govett is not fully aware of the poor state of the SPA companies and has 
therefore failed to recognize the high level of risk associated with this investment. 

SECTION II 

In addition to specific issues related to the Govett proposal, there are a number of general 
issues which the GOH should consider before proceeding with the proposed investment 
fund. Those issues include: 

Private Company vs. Publi Con.any Multiples: When a public company is 
for sale, the management often exanines the characteristics of similar public 
companies. One tool that managers use is multiple analysis. In multiple 
analysis, managers determine the relationship between a similar company's 
stock price and, for example, its net profit or operating earnings. Typically, 
the manager will review several comparable companies to estimate the 
average multiples that the market is granting in the particular industry. Once 
the applicable multiples are determined, the manager can multiply his net 
profit or operating earnings by the multiples to arrive at a range of values for 
his company. A private company would focus on the same multiples, but 
would have to discount them by 30%-75% due to the private company's 
relative size and lack of marketability. 

Under the proposed fund structure, the GOH would sell its ownership 
interests at substantially reduced multiples. By taking the companies public 
and then selling them, the GOH could probably zaiize much higher 
multiples. 

Cost to the Government: Since the cost of equity exceeds the cost of debt, 
the GOH will incur higher costs by raising money through the fund rather 
than raising debt. Additionally, if a private company sells only a minority 
interest, its cost of equity will be higher than if a controlling interest were 
offered. The cost of equity varies because investors receiving a minority 
interest demand higher rates of return to compensate them for their minority 
status. Consequently, the proposed structure of the fund means that the GOH 
will incur much higher costs than if they were to sell the companies outright. 

v. 



Ownership Limitations: Our model assumed that an investment fund would 
purchase 15% of the equity in each portfolio company. Under those 
circumstances, the GOH could have expected to raise approximately US $262 
million. If MOL Rt. and Matav Rt. were removed from that portfolio, the 
expected return would fall to US $107 million. Since the proposed fund will 
only acquire 10% equity interests in the companies, the GOH should expect 
much less than US $262 million for all the companies. Furthermore, if MOL 
Rt. and Matav Rt. are excluded, the GOH will realize less than US $100 
million. Consequently, the proposed fund will not raise an adequate amount 
of capital for the GOH. 

Proposed Fund Structure: Given the poor health of many of the companies 
contemplated for the portfolio, it is unlikely that sufficient funds could be 
raised by selling minority interests in each of the companies. Western 
investors will not invest in these companies unless they are given controlling 
interests which allow them to change management and to implement other 
necessary changes that can lead the companies to profitability. Clearly, 
minority interests will not give western investors sufficient control to manage 
their investments actively. Until the GOH sells controlling interests in these 
companies, western investors will not consider investing. 

cc: Nicholas A. Morriss 



FOR VINCE MORABITO'S EYES ONLY 

About John Govtt & Co.. Ltd. 

We have read the firm's 1993 annual report and believe the company to be in good shape. 
That view is also heid by Dun & Bradstreet. As of January 6, the firm was listed in "good" 
financial condition. D&B goes on to state that, when compared to similar companies with 
comparable tangible net worth, the firm is rated as a "low risk" company. In fact, the only 
negative on the company is that it tends to pay its bills late. Nevertheless, there have been 
no collection claims filed within the last 36 months. 

We found 24 different Govett funds listed in the Financial Times. Overall, the firm appears 
to have a good reputation. The Firm's Chairman is Arthur Irwin Trueger, a US citizen who 
resides in San Francisco, California. The remaining members of senior management are 
British citizens. 
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EXECUTIVE SUMMARY 
Hungarian Investment Fund Financial Model 

The attached Hungarian Investment Fund Financial Model analyzes the feasibility of using an 
investment fund as a vehicle for privatizing state-owned enterprises and raising foreign currency. 
The primary objectives of the model is to estimate 1)the amount of foreign currency which the 
Government of Hungary ("GOH")could raise by selling shares in a fund with minority interest 
in a diversified group of state-owned enterprises and 2) the discount, relative to book value, 
which would result from the sale of these <.iares. 

The following assumptions were used in the model: 

* 	 Companies identified by members of the AV Rt. and SPA as the most viable 
candidates were chosen to be included in the Fund. Of the 21 companies chosen 
to be included, a 15 % equity interest of each was contributed to the Fund. 

* 	 Company projections were estimated using 1994 financial data (estimated) as the 
base year. (all financial data was provided by the AV Rt.). 

" 	 Each state-owned company included in the fund was considered a "going 
concern" and was assumed to continue to operate as a "going concern" in future. 
As such, each company was considered to have a higher "going concern value (or 
discounted cash flow value)" than "liquidation value". 

" 	 Because each company was considered a "going concern", the Discounted Cash 
Flow ("DCF") valuation method was used to estimate each company's value. 
Cash flow projections for each company for years 1995-2002 were estimated by 
making adjustments to expected 1994 financial information (provided by the AV 
Rt.) based on assumptions about sales growth, gross profit margin, capital 
expenditures, depreciation and other operating and financial assumptions. 

" 	 At the end of year five, it was assumed that each company included in the fund 
would offer shares to the public through an initial public offering ("IPO"). At 
the time of the IPO, the investment fund would divest of its interest in the 
companies with the proceeds from the divesture going to the fund's investors. 
The proceeds from the divestiture was included in the DCF valuation. 

" 	 To determine the company's discount, the DCF valuation for each company was 
compared to the company's equity book value. A weighted average discount was 
then calculated for the fund using each company's book value as the weight. 
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* 	 Interest rate parity was used to estimate the devaluation of the forint for each 
period. Because there is a risk premium associated with investing in Hungary 
versus the US or Germany, this method results in a devaluation rate of the forint 
which is greater than the relative difference between Hungary's inflation rate and 
the inflation rate in either the U.S. or Germany. This tends to increase the 
relative value of export companies as compared to domestic companies and 
companies which import raw material. 

Observations and conclusions: 

" 	 According to the analysis, the range of estimates of the amount of foreign 
currency which could be raised by a country fund with minority interest in state
owned companies would be between US$ 173 million and US$ 498 million, with 
the base case estimate of US$ 276 million. (See sensitivity analysis). 

• 	 The cost to the Hungarian Government of raising foreign currency through a 
country fund would be considerable. Under the base case scenario highlighted 
in the sensitivity analysis, the Government of Hungary would realize a net loss 
of over US$ 1 billion. Under all scenarios, the country fund resulted in a net loss 
for the Government of Hungary, with. the losses ranging from US$ I. 1 billion to 
US$ 793 million. 

* 	 The weighted average discount to book value under the base case was 78.6%. 
The weighted average discount to book value under each of the scenarios ranged 
from 61.4% to 36.6%. 

" 	 Under the base case scenario, only two companies could be sold for a profit 
(premium to book value). Proceeds attributed to these two companies, Richter 
Gedeon Rt. and Malev Rt., would result in only an estimated US$ 43.5 million 
and US$ 25./ million. 

* 	 Three companies comprise 76.6% of the fund's total value or approximately US$ 
212 of the US$ 279 million (base case scenario). Two of these three companies, 
Matav Rt. and MOL Rt., would be sold at a considerable discount to book value 
resulting in a net loss to the Government of Hungary of US$ 121 million and US$ 
331, respectively. 

* 12 of the 21 companies included in the analysis had a value of under $2 million 
in the base case scenario. Three of the companies had a negative value. 
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Other matters which should be taken into consideration when reviewing the attached analysis 
include the following: 

* 	 The companies included in this investment fund analysis may not be the optimum 
company's which should be included in a fund to be marketed to western 
investors. To identify the optimum companies, research and analysis of the Av 
Rt. and SPA portfolio's will be required. In addition, the model assumes that the 
fund holds a 15 % interest in each company. In reality, the percent interest which 
the fund could hold in each company may be varied to optimize the portfolio for 
western investors. 

* 	 Since significant legal, accounting, financial, and structural issues need to be 
resolved before an investment fund could be established, it is advisable that the 
GOH retain a reputable investment banker to assist the Government if it decides 
to proceed with the investment fund. The entire success and creditability of the 
fund may depend on retaining the appropriate investment bank to assist it in 
marketing the fund. 

* 	 Because the fund will be marketed to financial investors, the shares of the 
companies to be included in the fund will be sold at a greater discount to book 
value than if the GOH sold each of the company's shares individually to a 
strategic investor. 

* 	 The information used to conduct the analysis was based on simplified 
assumptions. Additional analysis is required with regard to each specific 
company to accurately value each enterprise and evaluate the merits of including 
the companies in an investment fund. 
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IMPA il PROJECT 
USAID TECHNICAL ASSISTANCE PROGRAM 
HUNGARIAN INVESTMENT FUND MODEL 

Macroeco-oomic Assumptions 

............ .. . Projected Year Ending 

1 2 3 4 5 6 7 8 
Dec-94 Dec-95 Dec-96 Dec-97 Dec-93 Dec-99 Dec2000 Dec-2001 Dec-2002 

Hungarian inflation rate [ 260 Y.18O0"/; 150%L150% 15.0% - 15.0 15.0 i_150% 

US inflation rate 3%3.5 3.5/ V 3_5% 350/ 3.5% 3.5% 3. 5% 3.5% 
End of period exchange rate (HUF/$US) 107 125 142 161 183 208 237 269 306 
Average exchange rate (HUF/$US) 
$US interest rate [ 

97 
60 

116 
6.0% 

133 
b6.0%-

151 
6.Gi 

172 
6.0% 

196 
6% 

222 
6.0%t 

253 
6.0% 

287 
6.0% 

German inflation rate 2.5% 2.5% 2.5% 2.5% 2.5%2 2.5% 25% 
End of period exchange rate (HUF/DM) 83 96 112 129 150 174 201 233 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
DM interest rate 4.0% 4.0% 4.0%1 4.0,%o! 4.0% I 4.0% 4.0% 4.09] 

Country risk premium ($US interest rate) 3.0% 3.0% I 3.0% .3.0%3.0%1 3.0% 7630% 30% 
Local investing rate 26.0% 23.5% 20.5% 20.5% 20.5% 20.5% 20.5% 20.5% 20.5% 
Local borrowing rate 31.0% 28.5% 25.5% 25.5% 25.5% 25.5% 25.5,6 25.5% 25.5% 

Hungarian inflation factor 1.000 1.190 1.386 1.594 1.833 2.108 2.424 2.788 3.206 
US inflation factor 1.000 1.032 1.069 1.106 1.145 1.185 1.226 1.269 1.314 
German inflation factor 1.000 1.025 1.051 1.077 1.104 1.131 1.160 1.189 1.218 

Net income taxes 18.0% 18.0% 18.0% 18.0% 18.0%1 18.0%1 18.0%1 18.0%t 
Dividend withholding taxes 23.0% 23.0%123.0% 23.0% 23.0% 23.0% 23.0% 23.0% 

FOR INTERNAL USE ONLY: Not compiled or examined by an independent CPA. Page 1 04/11/95 



IMPAe-Yil PROJECT 
USAID TECHNICAL ASSISTANCE PROGRAM 
HUNGARIAN INVESTMENT FUND MODEL 

Analysis of Hungarian Investment Fund 

Assumptions: 

Discount rate used to determine the expected 
proceeds to be received from issuance of 
shares in the Hungary investment fund: 

Estimated return of S&P 500 over 40 years
Private company sub-debt/preferred stock 
Equity venture capital expected returns 

18% 
25% 

30%-4"J% 

Estimate of return required for Hungary Inv. Fund L 40.0% ] 

Other assumptions: 
Estimated year of IPO 
P/E Ratio 
% Ownership inState Companies 
Discount for Private Company/minority 
Cost of Fund Admin. ($miiiions) 

5 
12 

15.0% 
20.0% 

1.51 

Results: 
ALH-companies 

Net funds raised 
Weight average premiuml(discount) to book value 

275 
-78.6% 

Net funds raised 
Weight avarage premiumf(discount) to book value 

135 
-86.7% 

FOR INTERNAL USE ONLY: Not compiled or examined by an independent CPA. Page 2 04/11/95 



IMPW II PROJECT 
USAID TECHNICAL ASSISTANCE PROGRAM 
HUNGARIAN INVESTMENT FUND MODEL 

Equity Fund - Base Case Scenario 
Ranked By Net Market Vaue
 

Total Net Net 
 Market 
Net Present Present Book Value Cumin. Cumin. 

Present Value of Value of Value of Value (Dis.) Net Net Net 
Value of Equity Equity Equity as % Premium Gain/ Proceeds Gain/
Company Interest Interest Interest of Total to Book Loss) From Fund Loss)CompanyA'Portfoio IL (HUF mm) (HUF mm) ($-mm) (HUF mm) Portfolio Value ($mm) ($ ($mm)(mm)Matav Rt. - Infrastructure (2) 116.060 13,927 1302 26,944 47.1% -48.3% -121.7 130.2 -121.7

Richter Gedeon Rt. - Industry 38.749 4,650 43.5 4,048 15.7% 14.9% 5.6 173.6 -116.0MOL Rt. - Energy 34,018 4,082 38.2 39,559 13 8% -89.7% -331.6 211.8 -447.6Malev Rt. - Infrastructure (2) 22.935 2,752 25.7 2,393 9 3% 15.0% 3.4 237.5 -444.2
Antenna Hungaria Rt.. - Infrastructure 8,926 1,071 10.0 1.678 3.6% -36.2% -5.7 247.5 -449.9
Raba Rt. - Industry 7,922 951 8.9 2,748 3 2% -65.4% -16.8 256.4 -466.7
Biogal Rt. - Industry 6,819 818 7.6 930 28% -12,0% -1.0 264.0 -467.7
Borsodchem ig. - Industry 3,949 474 4.4 1,513 1.6% -68.7% -9.7 268.5 -477.5MVM RI. - Energy 2.086 250 2.3 45,738 0.8% -99.5% -425.1 270.8 -902.6
Penzjegynyomda Rt. - Trademark 1.571 189 1.8 691 06% -72.7% -4.7 272.6 -907.3Babolna Rt. - Agriculture (3) 1,255 151 1.4 1,894 0 5% -92.0% -16.3 274.0 -923.6
Balatonfelvideki Erdo es F. Rt. - Forest Prod. 1.100 132 1.2 516 0 4% -74.4% -3.6 275.2 -927.2 
Szikra Ladnyomda Rt. - Culture 1.041 125 1.2 500 0.4% -75.0% -3.5 276.4 -930.7
Kalocsakornyeki Agraripari RI. - Trademark 899 108 1.0 154 0.4% -29.8% -0.4 277.4 -931.1Hungarpharma Rt. - Pharmaceutical 472 57 0.5 1.503 0.2% -96.2% -13.5 277.9 -944.6Vadex Rt. - Forest Products 351 42 0.4 165 0.1% -74.4% -1.1 278.3 -945.8Tiszantuli Gazszolgaltato Rt. - Energy 345 41 0.4 3,771 0.1% -98.9% -34.9 278.7 -980.6
Zsolnay Porcelangyar Rt. - Trademark 165 20 0.2 109 0.1% -81.8% -0.8 278.9 -981.4Eszakdunantuli Gazszolgaltato Rt. - Energy (246) (30) (0.3) 1,232 -0.1% -102.4% -11.8 278.6 -993.2Erdert Rt. - Forest Products (572) (69) (0.6 860 -0.2% -108.0% -8.7 278.0 -1001.9Ikarus Rt. - Industry (1,414) (170) C1.6) 1,230 -0.6% -113.8% -13.1 276.4 -1015.0I=246,433E 29.57 276 138,176 100.0%jf--86 

121.446 14.574 136 109,553 -86.7% 

(1) Estimated 1994 financial statements were used as the basis for developing projections, except where noted. 
(2) Budgeted 1994 financial statements were used to develop projections 
(3) Actual 1993 financial statements were used to develop projections
 
Note: The discount ed cash flow valuation method was used to estimate each company's value.
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IMPW' II PROJECT 
USAID TECHNICAL ASSISTANCE PROGRAM 
HUNGARIAN INVESTMENT FUND MODEL 

Sensitivity Analysis 	 PIE Ratio
10 	 12 14 _____ 

Market Gain Market Gain Market Gain 
Value Discount /(Loss) Value Discount /(Loss) Value Discount (L0ss 

Base Case 253 -80.4% (1,038) 276 -78.6% (1,015) 300 -76.8% (991)
Sales Growth (% over base case) 0.0% 263 -79.7% (1.028) 287 -77.7% (1.004) 312 -75.8% (979) 
DiscountRate 30-0p 

Country Risk Premium 0.0% 410 -68.3% (881) 454 -64.8% (837) 498 -61.4% (793)
3.0% 320 -75.2% (971) 354 -72.6% (937) 387 -70.0% (904) 
6.0% 259 -79.9% (1,032) 288 -77.7% (1,003) 318 -75.4% (973) 

Dis ountRate 40-0% 
Country Risk Premium 0.0% 319 -75.3% (972) 349 -72.9% (942) 380 -70.6% (911) 

3.0% 253 -80.4% (1,038) 276 -78.6% (1,015) 300 -76.8% (991) 
6.0% 207 -83.9% (1,084) 227 -82.4% (1.064) 248 -80.8% (1,043) 

Di ou-nRale 5 0% 
Country Risk Premium 	 0.0% 258 -80.0% (1.033) 279 -78.4% (1.012) 301 -76.7% (990) 

3.0% 208 -83.9% (1,083) 225 -82.6% (1,066) 241 -81.3% (1,050) 
6.0% 173 -86.6% (1.118) 187 -85.5% (1,104) 201 -84.4% (1,090) 

Note:
 
Calculation to determine discount is -(Book Value - Market Value)/(Book Value).
 
Book value for 15 % cwnership interest in all the companies included in the portfolio totals HUF 138,176,000,000 (US$ 1,291.364,490).
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IMP II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MatavRt. - Infrastructure (2)_ 

Operating Assumptions: 
Estimated net sales 

D~ornstksa e s:________ 

Year 
Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-95 Dec-99 c-2000 De_.200DL _2 

Real domestic sales growth rate 
Real domestic sales (HUF - millions) 
Hungarian inflation factor 
Nominal domestic sales (HUF - millions) 

F o rei a sal s2 
Real growth of $US sales 
Real $US sales ($US - millions) 
US inflation factor 
Nominal $US sales ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal $US sales (HUF - millions) 

214.290] 
1.0000 

214,290 

444 
1.0000 

444 
97 

43.264 

-

214,290 
1.1900 

254,996 

-

444 
1.0325 

458 
116 

53,098 

- I 
214,290 
1.3862 

297,046 

-

444 
1.0686 

474 
133 

63,193 

1.0% 2.0% 
216,433 220,762 

1.5941 1.8332 
345,019 404,707 

/.0% 2.0%1 
448 457 

1.1060 1.1447 
496 524 
151 172 

75,095 90,122 

I2. 
225,177 

2.1082 
474,721 

2.0% i 
467 

1.1848 
553 
195 

108,157 

2 
229,680 
2.4244 

556,848 

2.0%1 
476 

1.2263 
584 
222 

129,800 

.2.0% I 
234,274 
2.7881 

653,183 

.2.0% 
485 

1.2692 
616 
253 

155,775 

2.o% 
238,959 

3.2063 
766,183 

2.0% 
495 

1.3136 
650 
287 

186,947 

Real growth of DM sales 
Real DM sales (DM - millions) 
German inflation factor 
Nominal DM sales (DM - millions) 
Average exchange rate (HUFIDM) 
Nominal DM sales (HUF - millions) 

.-
1.0000 

65 

-

1.0250 
-

77 
-

-

1.0506 
-

90 
-

1.0% 1 

1.0769 
-

104 
-

2.0% 

1.1038 
-

120 
-

2.0% 
-

1.1314 
-

140 
-

2. 2.0% 
-

1.1597 
-

162 
-

2.0% 

1.1881 
-

187 
-

2-0% 
-

1.2184 
-

217 
-

Total nominal sales (HUF - millions) 257,554 308,094 360,239 420,114 494,829 582,878 686,648 808,957 953,130 

Estimated cost of goods sold 
Weighted average real sales growth
Domestic purr,,hase 

- - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 

Real cost of HUF goods & services (HUF - millions) 
Hungarian inflation factor 
Nominal cost of HUF goods & services (HUF - millions) 
Eoreign urha se-s 
Real cost of $US goods & services ($US - millions) 
US inflation factor 
Nominal cost of $US goods & services ($US - millicens) 
Average exchange rate (HUF/$US) 
Nominal cost of $US goods & services (HUF - millions) 

60,304 
1.0000 
60,304 

1.0000 
1,209 

97 
117,797 

60,304 
1.1900 
71,759 

,1,2091209 
1.0325 
1,248 

116 
144,57b 

60.304 
1.3862 
83,593 

1.209 
1.0686 
1,292 

133 
172,058 

60,907 
1.5941 
97,093 

1,221 
1.1060 
1,350 

151 
204,464 

62,125 
1.8332 

113,890 

1,245 
1.1447 

1,426 
172 

245,380 

63,368 
2.1082 

133,593 

1,270 
1.1848 
1,505 

196 
294,484 

64,635 
2.4244 

156,704 

1,296 
1.2263 
1,589 

222 
353,413 

65,928 
2.7881 

183,814 

1,322 
1.2692 

1,677 
253 

424,135 

67,246 
3.2063 

215,614 

1,348 
1.3136 

1,771 
287 

509,010 
Real cost of DM goods & services (DM - millions) 
German inflation factor 
Nominal cost of DM goods & services (DM - millions) 
Average exchange rate (HUF/DM) 
Nominal cost of DM goods & services (HUF - millions) 

-... 
1.0000 

-

65 
-

........ 
1.0250 

-

77 
-

1.0506 
-

90 
-

1.0769 
-

104 

1.1038 
-

120 
-

1.1314 
-

140 
-

1.1597 
-

162 
-

1.1887 
-

187 
-

1.2184 
-

217 
-

Total nominal cost of goods & services (HUF - millions) 178,101 216.332 255,650 301,557 359,270 428,076 510,117 607,949 724,624 
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IMP '- II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 
Year 

Ending Projected Year Ending 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

2ec-24 

1.0000 
46,280 

Dec:95 

-

-

46,280 
1.1900 
55.071 

Dec-96 

-

-

46,280 
1.3862 
64,153 

Dec29_ 

1.0% 
1.0%1 

46,743 
1.5941 
74,513 

Dec-98 

2.0% 
2._0, 

47,678 
1.8332 
87,404 

De_99o 

2.0% 
2.01 

48,631 
2.1082 

102,525 

ec2.OO 

2.0% 
2.0%1 

49,604 
2.4244 

120,262 

e 0ec0_ 

2.0% 
2.00 1 

50,596 
2.7881 

141,067 

002 

2.0% 
2.0%' 

51,608 
3.2063 

165,472 

Real capital expenditures ( $US - millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

100 
1.0325 

103 
1i6 

11,960 

100 
1.0686 

107 
133 

14,233 

100 
1.1060 

I11 
151 

16,747 

1001 
1.1447 

114 
172 

19,704 

1001 
1.1848 

118 
196 

23,183 

1001 
1.2263 

123 
222 

27,277 

1001 
1.2692 

127 
253 

32,093 

100 
1.3136 

131 
287 

37,760 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciat;an (HUF - millions) 
Nomina; capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

29,989 

222,800 

222,800 
29,989 
11,960 

204,771 

20A.771 
29989 
14,233 

189,015 

189,015 
29,989 
16,747 

175,773 

175,773 
(29989 
19,704 

165,487 

165,487 
29,989 
23,183 

158,681 

158,681 
(29,989, 
27,277 

155,969 

155,969 
(29,989 
32.093 

158,074 

158,074 
(29,989, 
37,760 

165,845 

Net income before taxes paid out as dividends 
Net Income taxes 
Dividend withholding taxes 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

-

18.0% 
23.0% 

75 
6.0 

3.5% 
15 

50.0% 
2.5% 

23.5% 

-
18.0% 
23.0% 

751 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

-
10.0% 
23.0% 

751 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

- I 
18.0% 
23.0% 

751 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

-
18.0% 
23.0% 

75 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

-

18.0% 
23.0% 

751 
6.0 

3.5% 
151 

50.0% 
2.5% 

20.5% 

-
18.0% 
23.0% 

75 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

- I 
18.0% 
23.0% 

75 
6.0 

3.5% 
15 

50.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

27.900 
(30) 

27,900 
(930) 

26,970 

26,970 
(930) 

26,040 

26,040 
(930) 

25,110 

25,110 
(930) 

24,180 

24,180 
(930) 

23,250 

23,250 
(930) 

22,320 

22,320 
(9301 

21.390 

21,390 
(930) 

20.460 

Local borrowing rate 
Interest expense 

28.5% 
7,819 

25.5% 
6,759 

25.5% 
6,522 

25.5% 
6,284 

25.5% 
6,047 

25.5% 
5,810 

25.5% 
5,573 

25.5% 
5,336 

Issuance of common equity (nominal - HUF millions) - - - - - -
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IMIVI* 11PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL_ 

INCOME STATEMENT (HUF In millions) 

SALES 

(Cost of Goods Sold) 
GROSS PROFIT 

Gross Profit Margin 

(Selling, General, & Admln. Expense) 

OPERATING INCOME (EBITOA) 

(Depreciaiion & Amortization) 
EBIT 

Interest and other financial income 
(Interest Expense) 

EARNINGS BEFORE TAXES 

Extraordinary gain'(ioss) 

(Taxes) 


NET INCOME 

Matav-Rt. 

Year Ending 
Dec-94 

257.554 

(178,101) 
79,. 33 
30.8% 

(46,2801 

33,173 

___9,989) 
3,184 


3,631 
(8,314 
(1,499) 

[ (76 

-


11 575) 

,Infrastructure (2) 

Dec-95 Dec-96 Dec-97 

308,094 360,23C 420,114 

- (216,332 _ (255.650) (301.557)__ 
91,762 104,588 118,556 
29.8% 29.0% 28.210 

(55,071) .(64153) (74.513). 

36,691 40,435 44.043 

. (29,9899 ___(2.989)(29,989) 
6,702 10,446 14,054 

494 1,654 3,151 
__(.(79.(.759) ._(6,522) 

(624) 5,342 10,684 

.............
 

- (962__(1_,23) 
(6241 4.351 8261 

Projected Year Ending 
Dec-95 Dec-99 Dec-2000 

494,829 582,878 686,648 

(359.270) (428,076) _A 5 1 0,117) 
135.559 154,802 176,531 

27.4% 266% 25.7% 

87_404) (102,525) (120,262) 

48,155 52,277 56,269 

(29,989) (29.989) .(29,989. 
18,166 22.288 26,280 

4,317 6,287 7,370 
__ £6,284) ___j6,°47)__(5,810) 

16,729 22,527 27,839 

(3,011)_J 4 ,055) (5011) 
J3.X.18 18-472 22.825 

Dec-2001 Dec-2002 

808,957 953,130 

(607.9 4 9 _ (724.624) 
201,008 228,507
 

24.8% 4.0%
 

(141,067) 2)(165,47 

59,941 63,035 

(29.989k j29_98) 
29,952 33,046 

7,773 7,041 
(5.573)___(5,3361 
32,152 34,751 

(5,787) (6,255) 
2664 28.A9Q 
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IMF4z- II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN !NVESTMENT FUND MODEL 

Matav Rt. --Infrastructure (2)_ 

BALANCE SHEET (HUF In millions) 

&SS-EIS 

Year 
Ending 

Dec-94 Deck95 Dec-96 Dec-97 
Projected Year Endino_ 

Dec-98 Dec- , Dec-2000 Deck2001 Dec-2-402 

Intangible and Invested Financial Assets 8,20-01 18,200 18.200 18,200 18,200 18,200 18,200 18,200 18,200 

Net Tangible Long-term Asset3 222,800 204,771 189,015 175,773 165,487 158,681 155,969 158,074 165,845 

Cash & Marketable Securities 
Accounts Receivable 
Inventories 
Prepaid expenses 
Total Current Assets 

2,100 
51,200 
35,300 

5,200 
93,800 

8,071 
63,307 
36,055 

7,572 
115,005 

15,372 
75,050 
42,605 
8,948 

141,978 

23,645 
87,524 
50.260 
10,554 

171,985 

30,666 
103,089 
59,878 
12,574 

206.208 

35,950 
121,433 
71,346 
14,983 

243.712 

37,917 
143,052 
85,020 
17,854 

283,842 

34,349 
168,533 
101,325 
21,278 

325,484 

22,186 
198,569 
120,771 
25,362 

366,887 

TOTAL ASSETS 33.4800 337.9Z5 349.193 365.955 389.895 420.593 458.012 501,Z58 550.932 

EQIUJJ_,_RE$ EERYES_&JABILTIES 
Common Stock 
Retained Earnings: 

Beginning 
Dividends 
Current year earnings 
Ending 

[ 

260,360] 

2.600 
I 

(1,575) 
1,025 

260,300 

1,025 
..... 

__(624) 
401 

260,300 

401 

4,381 
4,782 

260,300 

4,782 

8,761 
13,542 

260,300 

13542 

13,718 
21.260 

260,300 

27,260 

18.472 
45,732 

260,300 

45,732 

22,828 
68,560 

260.300 

68,560 

26.364 
94,925 

260,300 

94,925 

28,496 
123,421 

Shareholders' Equity 261,325 26G,701 265,082 273,842 287,560 305,032 328,860 355,225 383,721 

Target Reserves 2,400 2,400 2,400 2,400 2,400 2,400 2,400 2,400 2.400 

Long-term Credits and UablilUes 26,970 26,040 25,110 24,180 23,2E0 22,320 21,390 20,460 20,460 

Trade credits 
Other Accrued Uabilitlies 
Current Portion: Long-term debt 

Total Current Liabilities 

13.663 
27,237 

930 
41,830 

18,094 
27,536 

930 
46,559 

21.320 
32,076 

930 
54,327 

25.071 
37,257 

.30 
63.258 

29,778 
43,702 

930 
74,410 

35,373 
51,263 

930 
87,566 

42,025 
60,131 

930 
103,086 

49,934 
70,534 

930 
121,305 

59,340 
82.736 

-
142,076 

Total Liabilities 68,800 72,599 79,437 87,438 97,660 109,886 124,476 141,858 162,536 

Other 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER 

2.275 
33 800 

U 

2,275 
337 915 

. 

2,275 
349-19 

.R 

2,275 
365,955 

I 

2,275 
389.895 

2,275 
420 593 

2,275 
45801 

0 

2,275 
M58 

-

2,275 
55Q932 
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IMP ' II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

CASH FLOW STATEMENT (HUF - millions) 

CashFlows from OperatingArtivities_ 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

MatavRt._-

Dec-94 

Infrastructure (2) 
_-Projected Year Ending 

Dec-95 Dec-9 - Dec-97 DeC-98 Dec-99 Des-2000 Dec-2001 

(624) 4,381 8,761 13,718 1E,472 22.828 26,361 
29,989 29,989 29,989 29,989 29,989 29,989 29,989 

_(10,505)_ (11,904) __(12,800) ___(16,052)_ _ 19,064)__ (22,643) ... (26,899) 
18,860 22,465 25,949 27,655 29,397 30,174 29,455 

Dec-2002 

28,496 
29,989 
(31,953) 
26,527 

CGashFlowsJrom Inyesting-anclEinfaong Activities: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used In Investing/Investing activities 

(11.960) 
(930) 

(12,890) 

(14,233) 
(930) 

(15,163) 

(16,747) 
(930) 

(17,677) 

(19,704) 
(930) 

(20,634) 

(23,183) 
(930) 

(24,113) 

(27,277) 
(930) 

(28,207) 

(32,093) 
(930) 

(33,023) 

(37,760) 
(930) 

(38,690) 

Increase (decrease) In cash 5,971 7,302 8.273 7,021 5,284 1,967 (3,569) (12,163) 

Cash, beginning of the period 
Increase (decrease) In cash 
Dividends 

Cash, end of period 

2,100 8,071 
5,971 7,302 

............. 
8,071 15,372 

15,372 
8,273 

23,645 

23,645 
7,021 

30,666 

30,666 
5,284 

35,950 

35,950 
1,967 

37,917 

37,917 
(3,569) 

34,349 

34,349 
(12,163) 

22,186 

Increase (decrease) In cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

5,971 
. 

.......... 
5,971 

7,302 

7,302 

8,273 

8,273 

7,021 

7,021 

5,284 

5,284 

1,967 

1,967 

(3,569) 

(3,569) 

(12,163) 

(12,163) 

Average exchange rate (HUF!SUS) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
52 

133 
55 

151 
55 

172 
41 

196 
27 

222 
9 

253 
(14) 

287 
(42) 

End of period exchange rate (HUF/$US) 
Net Income (HUF - millions) 
Terminal value ($US - millions) 

PIE 
sati 

12 

125 
(624) 
(60) 

142 
4,381 

371 

161 
8,761 

653 

183 
13,718 

899 

208 
18,472 
1,065 

237 
22,828 

1,157 

269 
26,3G4 

1,176 

306 
28,496 

1,118 

Th.taLrsshfIQwo sh _relJQeTJUS - millions 
Cash tlw available to sharehotJers prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

IPO 
DEr 

5 52 
-

52 

55 
-

55 

55 
-

55 

41 
-

41 

27 
1,065 
1,092 

-
-
-

-
-
-

-
-
-

Discount rate 
Net present value ($US In millions) 
Net present value (HUF In millions) 

40.0% 
318 

34,018 
37 28 20 11 203 - - -
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IMF II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

RIchter Gedeon Rt.- Industry-
Year 

Operating Assumptions: Ending Prjected Year Ending-
Estimated net sales Dec-94 Dec:95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec,2001 Dec-.2002 

DomestiQ-sales: 
Real domesiic sales growth rate [ -- - 1.0% 1 2.0 1 2.0% 2.0 2.0% 2.0% I 
Real domectic sales (HUF - millions) 97,536] 97,536 97,536 98,511 100,482 13,-,491 104,541 106,632 108,765 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 97,536 116,064 135,203 157,038 184,206 216,074 253,454 297,302 348,735 

Eoreignsates: 
Real growth of $US sales - - 1.0%1 2.0% 2.0% 2.0% 2.0% 2.0% 
Real SUS sales ($US  millions) - - - - -- -- - -- -
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) .......... 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal $US sales (HUF - million,) ............ 

Real growth of DM sales - I - I 1.0%j 2.0% I 2.0%i 2.0% I 2.0% I 2.0% 
Real DM sales (DM - millions) 29 29 29 30 30 31 32 32 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 29 30 30 31 33 34 36 38 39 
Average exchange rate (HUFiDM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 1,890 2,268 2,724 3,268 3,958 4,795 5,809 7.036 8,524 

Total nominal sales (HUF - millions) 99,426 118,332 137,927 160.306 188,164 220,869 259,263 304,338 357,259 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Dg-mestc~purchasa 
Real cost of HUF goods & serv'ces (HUF - millions) 48,096 48,096 48,096 48,577 49,548 50,539 51,550 52,581 53,633 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 48,096 57,232 66,670 77,437 90,834 106,548 124,981 146,603 171,965 

EoregrLpurcbases 
Real cost of $US goods & services ($US - millions) 484 484 489 499 509 519 530 540 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of $US goods & services ($US - millions) 484 500 518 541 571 603 637 672 710 
Average exchan !ate (HUF/SUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of $US gocAs & services (HUF - millions) 47,207 57,938 68,952 81,939 98.336 118,014 141,630 169,972 203,985 

Real cost of DM goods & services (DM - millions) -- - - -- - - - -

German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (WM - millions) - - - - -- - - - -

Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) - - - -- -- - -- - -

Total nominal cost of goods & services (HUF - millions) 95.303 115.170 135.622 159,376 189,170 224.562 266,611 316,574 375,950 
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IMPiv ' II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF -millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 

Dec 94 

_ 

F 1,2801 
1.0000 
1,280 

Dec-95 

1,280 
1.1900 
1,523 

Dec-96 

- _ I._ 
-

1,280 
1.3862 
1,774 

Dec ft 

1.0% 
1 0% 
1,293 

1,5941 
2,061 

Projected Year Ending 
Dec-98 Dec-99 

2.0% 2.0%2.0, M.% 
.0% 2.0.2. 
1.319 1,345 

1.8332 2.1082 
2,417 2,836 

Deca2000Q 

2.0%2.001 i 

1,372 
2.4244 
3,326 

Dec-2001 

2.0%2.0'_XT 

1,399 
2.7881 
3,902 

Dec-2002 

2.0%2.% 
20 
1,427 

3.2063 
4,577 

Real capital expenditures ($US- millions) 
US inflation factor 
Nominal capital expenditures ($US- millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

10 
1.0325 

10 
116 

1.196 

10; 
1.0686 

11 
133 

1,423 

101 
1.1060 

11 
151 

1,675 

10! 
1.1447 

11 
172 

1,970 

101 
1.1848 

12 
196 

2,318 

10 
1.2263 

12 
222 

2,728 

10 
1.2692 

13 
253 

3,209 

10 
1.3136 

13 
287 

3.776 

Tangible long-term assets. beg. of period (HUF -millions)
Nominal depreciation (HUF - millions) 24002 

34,282
( __ 

33,078
2,400) 

32,101 
..... 

31,376
( 0 

30,946
(2T. 

30.865 31,192 32,002 

Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period [ 34,282 

1,196 
33,078 

1,423 
32,101 

1,675 
31,376 

1,970 
30,946 

2,318 
30,865 

2,728 
31,192 

3,209 
32,002 

3,776 
33,378 

Net income before taxes paid out as dividends 
Net income tax 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as %of SG&A 
Minimum cash balance as a%of sales 
Local investing rate 

1Z,.0% 
23.0% 

60' 
1000.0 

0.3%, 
8! 

25.0% i 
25% 

23.5% 

--
18.0% 180% 
23.0%0, 23.0%,o 

60!1 60 
I1000.0 1000.01, 

0.3%i__3%! 
8 8 

25.0% 25.0% 
2.5% 2 .5%-o 

20.5% 20 1% 

-. 

18.0% 
23.0% 

60! 
1000.0 i 

0.3% i 
8 

25.0,' 
2.5, 

20.5% 

i 
18.010 
23.0% 

601 
1000.01 

0.3%1 
_ 

25.0% 
2.50%01 

20.5, 

-! 

18.0% 
23.0% 

60 
1000.0 

0.3% 
8 

25.0% 
2.5%1 

20.5% 

-" 

18.0% 
23.0% 

60 
1000.0 

0.3% 
8 

25.0% 
2.5% 

20.5% 

-

18.0% 
23.0% 

60 
1000.0 

0.3% 
8 

25.0% 
2.5% 

20.5% 

Long-term credits and liabilities(HUF-millor.3) 
Amortization of principal - (years) 
Ending principal balance 

8,769 
30 

8,769 
(292 

8,477 

8,477 
C292 

8,184 

8,184 
292) 

7,892 

7,892 
_292) 

7,600 

7,600 
(292) 

7,308 

7,308 
(292) 

7,015 

7,015 
(2?92 

6,723 

6.723 
(292) 

6,431 

Local borrowing rate 
Interest expense 

28.5% 
2,458 

25.5% 
2,124 

25.5% 
2,050 

25.5% 
1,975 

25.5% 
1,901 

25.5% 
1,826 

25.5% 
1,752 

25.5% 
1,677 

Issuance of common equity (nominal - HUF millions) 
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IMPV Ii PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Richter Gedeon Rt. - Industry-

Year Ending ... ..... .. . . . . Proiected Year Ending 

INCOME STATEMENT (HUF In millions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-9C Dec-99 Dec2000 Dc--20_ D-ec-21 2 

SALES 99,426 118,332 137,927 160,306 188,164 220,869 259,253 304,338 357.259 

(Cost of Goods Sold) (95,3031 ___(115,170) (135,622) (159.376) J189,170) (224,56211266,61 (316,5_7 _ 75,9 
GROSS PROFIT 4,123 3,162 2,305 930 (1,005) (3,69,- (7,348) (12,236) (18,691) 

Gross Profit Margin 4.1% 2. 7% 1.7% 0 6% -0.5% -1.7% -2.8% -4.0% -5.2% 

(Selling, General, & Admin. Expense) __ 1,29 _ 1,523) 1,74_ (2.061) . 2,41 7 (2,836]3,326 902) (4,577) 
OPERATING INCOME (EBITDA) 2,843 1,639 531 (1,131) (3,423) (6.529) (10,674) (16,138) (23,268) 

(Depreciation & Amortization) (2.400) (2,400 2.400) (2.400)_(2.400)_ (2,4 00  2,4 00 )__ 2Ao1) (2,400) 
EBIT 443 (761) (1,869) (3,531) (5.823) (8,929) (13,074) (18,538) (25,668) 

Interest and other financial income 
(Interest Expense) " 

5'200 
4600 

940 
2,458L 

1.756 1,242 
J2,1241__ (2.050) 

290 
1,975) 

(1,403) 
(1,901) 

(4.158) 
1_,8 26) 

(8,419) 
,_752) 

(14,781) 
(1,67-,, 

EARNINGS BEFORE TAXES 1,043 (2,279) (2,237) (4,339) (7.508) (12,233) (19,058) (28,708) (42,126) 

Extraordinary gain/(loss) 
(Taxes)___NET INCOME _________________________________________IQU L-.ZLZ LQ9A9)a2.308 4_a3 2 42.2 

04/1 1195 FOR INTERNAL USE ONLY: Not compiled or examined by an independent CPA. Page 8 



IMIW II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Richter Gedeon Rt.- Industry-

BALANCE SHEET (HUF In millions) Year 
Ending Projected Year Ending 

ASSEIS Dec-94 Dec-95 Dec-96 Dec-9 Dec-98 Dec-_99 Dec!2000 Def.2M D2q0 

Intangible and Invested Financial Assets [1265,288 265.288 265,288 265,288 265,288 265,288 265,288 265,288 265,288 

Net Tangible Long-term Assets 34,282 33,0t8 32,101 31,376 30,946 30,865 31,192 32,002 33.378 

Cash &Marketable Securities F 4,000] 8,567 6,057 1,415 (6,845) (20,283) (41,067) (72,103) (117,250) 
Accounts Receivable 
Inventories 

29,7171
iooj 

19,452 
115 

22,988 
136 

26,718 
159 

31 361 
189 

36,811 
225 

43,210 
267 

50,723 
317 

59,543 
376 

Prepaid expenses 2501 288 339 398 473 561 667 791 940 
Total Current Assets 34,067 28,421 29,519 28,690 25,177 17,315 3,077 (20,272) (56,391) 

TOTAL ASSETS 333,.637 326-87 326.909 325.354 321412 313_461 299.55Z 271 2422?7 

EQ1UIY.-REjE RVES &LIABILITIES 
Common Stock 302,218 302,218 302.218 302,218 302,218 302,218 302,218 302,218 302,218 
Retained Earnings: 

Beginning 1,6211 2,704 425 (1,812) (6,151) (13,659) (25,892) (44,950) (73,658) 
Dividends _ . 
Current year earnings 1,083 ___(2,279) (2,237) (4,339) (7.508)_ (12,233) (19,056) 2Q,708) (42,126) 
Ending 2,704 425 (1,812) (6,151) (13,659) (25,892) (44,95G) (73,658) (115,784) 

Shareholders' Equity 304,922 302,643 300,406 296,067 288,559 276,326 257,268 228,560 186,434 

Target Reserves [- - - -

Long-term Credits and Uabllities 8,477 8,134 7,892 7,600 7.308 7,015 e,723 6,431 6,431 

Trade credits 12.681 14,587 17,175 20,180 23,948 28,425 33,742 40,059 47,566 
Other Accrued Liabilities 6,565 381 444 515 604 709 832 975 1,144 
Current Portion: Long-term debt 292 292 292 292 292 292 292 292 -

Total Current Labilities 19.538 15,260 17,910 20,987 24,845 29,426 34,866 41.327 48,710 

Total Uabillties 28,015 23,444 25,803 28,587 32,153 36,441 41,589 47,758 55,141 

Other 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER a3_6j. 

700 
32638 

700 
326.909 

700 
325-354 

700 
321A12 

700 
3!..461 

700 
299.552 _2_ 

700 
1 

700 
_ 
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IMP-" II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

CASH FLOW STATEMENT (HUF In millions) 

Cash Flows from Operating Aotilvites; 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

Cash, Elos-fromrnnvetingandinancingUlivitie 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used In Investinglinvesting act'vltls 

Increase (decrease) In cash 

Cash. beginning of the period 

Increase (decrease) in cash 

Dividends 


Cash, end of period 

Increase (decrease) in cash 

Dividends 

Div ide n d w i t h ho ld in g tax 


CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US Inmillions) 

End of period exchange rate (HUF/$US) 

Net Income (HUF - millions) 

Terminal value ($US- millions) 


T~ta[_aqh~flowAQ shaiefto~dqrt$LL inlins-) 
Cash flow available to shareholders prior to IPO 

Cash flow to shareholders from public offering 

Total cashflow to shareholders 

Discount cash flow ($LS inmillions) 
Net present value ($US in millions) 
Net present value (HUF In millions) 

Richter Gedeon Rt_- Industry_ 
Projected Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec:99 

(2,279) (2.237) (4,339) (7,508) (12,233) 
2,400 2,400 2.400 2,400 2,400 
5,934 ( 957j___(7 3 6 1_ (889)___(_94_) 
6,055 (794) (2,675) (5,997) (10,827) 

(1.ig(6) (1,423) (1.,75) (1,970) (2,318) 
(292) (292) (292) (292) (292) 

............
 

(1.488) (1,716) (1,967) (2,263) (2,bl1) 

4,567 (2.510) (4,342) (8.260) (13,437) 

4.000 8,567 6,057 1,415 (6,845) 
4,567 (2,510) (4,642) (8,260) (13,437) 

...........
 
8,567 6,057 1,415 (6.845) (20,283) 

4,567 (2,510) (4,642) (8,260) (13,437) 
.
 

........
 

4,567 (2,510) (4,642) (8,260) (13,437) 

116 133 151 172 196 

39 (19) (31) (48) (69) 


PIE 125 142 161 183 208 

BatLQ (2,279) (2,237, (4,339) (7,508) (12,233) 
12 (219) (189) (323) (492) (705) 

IPO 
(Year) 

5 39 (19) (31) (48) (69) 


........
 
39 (16) (31) (48) (69) 


40.0% 
19 28 (10) (11) (12) (13) 

Z086
 

Dec2 200Q 

(19,058) 
2,400 
(1,106 ) 


(17,764) 

(2,728) 
(292) 

(3,020) 

(20.784) 

(20,283) 
(20,784) 

(41,067) 

(20,784) 

(20,784) 

222 

(93) 


237 

(19,058) 

(966' 


-

-

Dec-200t 

(28,708) 

2,400 

(, 226) 


(27,534) 


(3,209) 

(292) 

(3,502) 

(31,036) 

(41,067) 
(31.036) 

(72,103) 

(31.036) 

(31,036) 

253 

(123) 


269 

(28,708) 
(1,280) 


-

-

Oe-2 02
 

(42,126) 
2,400 

(1,353) 
(41,079) 

(3,776) 
(292) 

(4,068) 

(45,147) 

(72,103) 
(45,147) 

(117,250) 

(45,147) 

(45,147) 

287
 
(157)
 

306
 
(42,126) 
(1,653)
 

-

-
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IMI II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MOL Rt.-- Energy -

Year 
Operating Assumptions: Ending ...Projected Year Ending .... 
Estimated net sales Dec-93 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-00l Dec-2002 

Domestic sales:Real domestic sales growth rate -- - . 10% 20% 2.0, 20% - 20% 1- 20%-I2. 

Real domestic sales (HUF - millions) 23,74"] 23.741 23.741 23,978 24.458 24,547 25,446 25,955 26,474 
Hungarian inflation factor 1.0000 1.1900 1 3862 1.5941 1,8332 21082 24244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 23,741 28,251 32,909 38,224 44,837 52,594 61,693 72,366 84.885 
Eoreign sales: 
Real growth of $US sales I _-- _ -p 1. 0% 20%% 2.0% 2 2.0% 
Real $US sales ($US - millions) - ..............
 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136
 
Nominal SUS sales ($US - millions) ............
 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287
 
Nominal $US sales (HUF - millions) ...........
 

Real growth of DM sales -- - V 1.0%1 2.0% 2.0% 2.0%1 2.0% 2-0%
 
Real DM sales (DM-millions) -- - - -.....
 

German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 11314 1.1597 1.1887 1.2184
 
Nominal DM sales (DM - millions) - - -- -- - -- - -. -

Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217
 
Nominal DM sales (HUF - millions) - -- - - - - - - -


Total nominal sales (HUF - millions) 23,741 28.251 32,909 38,224 44,837 52.594 61,693 72,366 84,885
 

Eb,,aiec cost of goods sold 
Weighted average real sales growth -- - 1.0% 2.1 Ao 2.0% 2.0% 2.0% 2.0% 

Domestiu.purcha.es 
Real cost of HUF goods & services (HUF -millions) [ 17,674 17,674 17,674 17,851 18,208 18,572 18,943 19,322 19,709 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 17,674 21,031 24,499 28,456 33,379 39,154 45,927 53,873 63,193 
Eoreign..purchases 
Real cost of SUS goods & services ($US - millions) 39 39 40 40 41 42 43 44 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of $US goods & services ($US - millions) 39 41 42 44 46 49 52 55 58 
Average exchange rate (HUF/SUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods & services (HUF -millions) 3,828 4,698 5,591 6,644 7,974 9,570 11,485 13,783 16,541 

Real cost of DM goods & services (DM- millions) - - - - - - - - -

German inflatinn factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) .......... 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) - - - - -- - - - -

Total nominal cost of goods & services (HUF - millions) 21,502 25,729 30,091 35.101 41,353 48,723 57,412 67.656 79,734 
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IM -/ Ii PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 
Year 

Ending be- Projected Year Ending .. . 

Selling. general & administrative expense (SG&A) 
Weighted average real sales growth
Real growth of SG&A expenses 

Dec.93 Dec-95 

- ; 

Dec-96 

--

Dec-97 

1.1.0%
10% 

Dec-98 

20%
20% 

Dec-99 

2.0%
20% 

Dec-2000 

20%
20% 

Dec-2001 

20%
20% 

Dec-202 

2.0% 
2.0% 

Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Real capital expenditures ( $US- millions) 

E 927 
1.0000 

927 

927 
1.1900 
1,103 

10- .0 

927 
1.3862 
1,285 

1010 

936 
1.5941 

1,493 
7 

955 
1.8332 

1,751 

10_ 

974 
2.1082 

2,054 

10 

994 
2.4244 
2,409 

10 

1,013 
2.7881 
2,826 

10 

1,034 
3.2063 
3,314 

10 

US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/SUS) 
Nominal capital expend.ures (HUF - millions) 

1.0325 
10 

116 
1,196 

1.0686 
11 

133 
1.423 

1.1060 
11 

151 

1,675 

1.1447 
11 

172 
1,970 

1.1848 
12 

196 
2,318 

1.2263 
12 

222 
2,728 

1.2692 
13 

253 
3,209 

1.3136 
13 

287 
3,776 

Tangible long-term assets. beg. of period (HUF - millions) 
Nominal depreciation (HUF - mill'ns) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

(1 ,7037 

24,300 

24,300 

1,196 
23,793 

23,793 

1,423 
23,513 

23.513 23.485 
317_-.7.3__ . _,703 

1,675 1,970 
23,485 23,752 

23,752 
(1,703. 
2,318 

24,368 

__1 

24,368 
703' 

2,728 
25,392 

25,392 
1 
3,209 

26,899 

26,899 
(1,703 
3,776 

28,972 

Net income before taxes paid out as dividends 
Net income tax 
Dividend withholding 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Lccal investing rate 

.. 
18.0% 
23.0% 

45 i 
500 

3.5% 
12i 

200.0% I 
2.5% 

23 .5% 

, 
;8.0% 
23.0% 

45 
500 

3.5% I 
12; 

200.0% 
2.5-

20.5% 

-

180% 
23.0% 

45: 
50SOL 

3.50,. 
12i 

200 0 
2.5% 

20. 5% 

- I 

1 .0% 
23.0% 

3.5%i 

12' 
200.02 

2.5% 1 
20.50 

--

18.0% 
23.0% 

451 
0. 

3.5%j 
12' 

200.0% 
2.% 

20.5% 

180% 
23.0% 

451 
5.001 

35% 
12 F 

200.0% I 
2.550 

20.5% 

-

18.0% 
23.0% 

451 
50.01 
3.5% 

12 
200.0% 

2.5%0, 
20.5% 

-

18.0% 
23.0% 

45 
50.0 
3.5% 
12 

200.0% 
2 5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

30 
213 

(7) 
206 

206 
(7) 

199 

199 
._7 

192 

192 
7 

185 

185 
(7) 

177 

177 
(7) 

170 

170 
(7) 

163 

163 
(7) 

156 

Local borrowing rate 
Interest expense 

28.5% 
60 

25.5% 
52 

25.5% 
50 

25.5% 
48 

25.5% 
46 

25.5% 
44 

25.5% 
43 

25.5% 
41 

Issuance of common equity (nominal - HUF millions) - - -- - - - - -
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IMIk' I! PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MOL Rt. --Energy. 
Year 

Ending Projected Year.Ending_ 

INCOME STATEMENT (HUF In millions) Dec-93 Dec-95 Dec-96 Dec-97 Dec2 98 Dec-99 De- 2Q0Q _Dntc2001 De,-QQ2 

SALES 23,741 28,251 32,909 38,224 44,837 52,594 61,693 72,366 84,885 

(Cosi of Goods Sold) (21,5021 (25,729 (30,0 9 ____.(35,1 01) 4 , 3 5 3J 48,723 (57,412) (67,656) (79,734) 
GROSS PROFIT 2,239 2,521 2,819 3,124 3,484 3.871 4,281 4,710 5,151 

Gross Profit Margin 9.4% 8.9% 86% 8.2% 7.8% 7.4% 6.9% 6.5% 6.1% 

(Selling, General & Admin. F:pense) (927) _(1,103) _(1.285) 193 _1,5 2,054) 2,826L__ .2,409314) 
OPERATING INCOME (EBITDA) 1,312 1,418 1,534 1,631 1,733 1,817 1,872 1,884 1.837 

(Depreciation & Amortization) (1,703) (1,70 (1,703) (1,7 j (1,703) (1.703) (1,703) (1,703) (1,703) 
EBIT (391) (285) (169) (i2) 30 114 169 181 134 

Interest and other financial income 691 16 109 116 100 35 (102) (340) (728) 
(Interest Expense) (99 (60) (52) (50) (48)_ (46) (44) (43) (41) 

EARNINGS BEFORE TAXES (421) (328) (112) (6) 83 103 23 (202) (635) 

Extraordinary gain/(ioss) 6 ....... 
(Taxes)--J - - (15) (19) (4) - -

NET INCOME LM 3-a L6 W 8202 

FOR INTERNAL USE ONLY: Not compiled or examin-d by an independent CPA. Page 1: 04/11195 



IMP II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEl. 

MOLRt.-Erergy_ 

BALANCE SHEET (,-IUF In millions) Year 
Ending Projected Year Ending 

AS$- S Dec93 Dec2 95 L m-c96 Dec-9Z Dec_98 Dec99 Dec-O00Q Dec- Dec-2002 

Intangible and Invested Financial Assets 285] 285 285 285 285 285 285 285 285 

Net Tangible Long-term Assets 24,300 23.793 23,513 23,485 23,752 24,368 25,392 26,899 28.972 

Cash & Marketable Securities 68 532 564 489 171 (497) (1.661) (3,551) (6,471) 
Accounts Receivable 3,180 3,483 4,114 4,778 5,605 6,574 7712 9,046 10,611 
Inventories

epaid expenses 
307

1,185 
515
931 

602
1,053 

702
1,229 

827 
1,447 

974
1,705 

1,1,,8
2,009 

1,353
2,368 

1,595
2,791 

Total Current Assets 4,740 5,430 6,333 7,198 8,050 8,757 9,209 9,215 8,525 

TOTAL ASSETS ?q 325 29.508 301 30_968 208 33 41Q 3a4886 35.399 

EQU1!_TY__RESERVE&AB LIIE[ 
Common Stock 25,321 25,321 25,321 25,321 25,321 25,321 25,321 25,321 25,321 
Retained Earnings: 

Beginning (328) (656) (768) (774) (706) (622) (603) (805) 
Dividends[ ........ 
Current year earnings (482) (328) (112) (6) 68 84 19 (202) (635) 
Ending (328) (656) (768) (774) (706) (622) (603) (805) (1,440) 

Shareholders' Equity 24,993 24,665 24,553 24,547 24,615 24,699 24,718 24,516 23.881 

Target Reserves 150 150 150 150 150 150 150 150 150 

Long-term Credits and Uablllt!es 206 199 192 185 177 170 163 156 156 

Trade credits I 1,625 2,236 2,615 3,049 3,592 4,231 4,985 5,873 6,921 
Other Accrued Liabilities 2,2991 2,206 2.570 2,985 3,501 4,107 4,818 5,651 6,629 
Current Portion: Long-term debt 7 7 7 7 7 7 7 7 -

Total Current Uabilities 3,931 4,449 5,192 6,042 7,101 8,346 9,810 11,532 13,550 

Total Uabillties 4,137 4.648 5,383 6,226 7,278 8,516 9,973 11,688 13,706 

Other [i 45 45 45 45 45 .5 45 45 45 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER ?Q 395 29_50 3031 30968 _08a 3_10 34-88_ 36-39 

0 -- - 0 .... 
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IMPk' II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MOLR_._- Energy_ 
CASH FLOW STATEMENT (HUF In millions) Projected Year Ending 

arshhiows rom-Operaang tivt~ies 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Dec_-93 Dec-95 

(328) 
1,703

292 

Dec-96 

(112) 
1,703 
12 

Dec-97 

(6) 
1,703

£90 

Dec-98 

68 
1,703 
(112)_ 

Dec-99 

84 
1,703

130) 

Dec-2000 

19 
1,703 
(151) 

Dec?_2001 

(202) 
1,703 

(176) 

Dec2002 

(635) 
1,703 
(204) 

Cash provided by operating activities 1,667 1,463 1,607 1,659 1,658 1,571 1,326 864 

amh FloEwsJr1_~omeLnvtiog_ad Financing Activibes: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Is sua nc e o f C om m o n Stock 

Cash used In InvesUng/lInvesting activities 

(1.196) (1,423) 
(7) (7) 
......... 

(1,203) (1.430) 

(1,675) 
(7) 

(1,682) 

(1.970) 
(7) 

(1,977) 

(2,318) 
(7) 

(2,325) 

(2,728) 
(7) 

(2,735) 

(3,209) 
(7) 

(3,216) 

(3,776) 
(7) 

(3,783) 

Increase (decrease) In cash 464 32 (75) (318) (668) (1,164) (1,891) (2,919) 

Cash, beginning of the period 
Increase (decrease) in cash 
Dividends 

Cash, end of period 

68 532 
464 32 
......... 

532 564 

564 
(75) 

489 

489 
(318) 

171 

171 
(668) 

(497) 

(497) 
(1,164) 

(1,661) 

(1,661) 
(1,891) 

(3,551) 

(3,551) 
(2,919) 

(6,471) 

Increase (decrease) in cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

464 32 
....... 
......... 

464 32 

(75) 

(75) 

(318) 

(318) 

(668) 

(668) 

(1,164) 

(1,164) 

(1,891) 

(1,891) 

(2,919) 

(2,919) 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
4 

133 
0 

151 
(0) 

172 
(2) 

196 
(3) 

222 
(5) 

253 
(7) 

287 
(10) 

End of period exchange rate (HUF/$US) 
Net Income (HUF - millions) 
Terminal value ($US - millions) 

PIE 
Rati 

12 

125 
(328) 

(32) 

142 
(112) 

(9) 

161 
(6) 
(0) 

183 
68 

4 

208 
84 

5 

237 
19 
1 

269 
(202) 

(9) 

306 
(635) 
(25) 

_T1~ax;s1_flQwA~ohaEelik LS - illions ) 

Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

IPO 
(Year) 

-5 4 

4 

0 
.-
0 

(0) 

(0) 

(2) 
-

(2) 

(3) 
5 
1 

-
-
-

-
-
-

-
-
-

Discount cash flow ($US in million6) 
Net present value ($US In millions) 
Net present value (HUF In millions) 

40.0% 
3 

345 
3 0 (0) (0) 0 - - -
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IMP' II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Malev Rt. - Infrastructure (2)_ 

Year 
Operating Assumptions: Ending _ _ _ _Projected Year Ending____ 
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-9Z Dec-98 Dec-99 Dec-2000 Dec:?_00 Dec-2002 

Domestic sales, 
Real domestic sales growth rate F -I -- .0% 2 20 % t 20% i_ 20% 2.0% 
Real domestic sales (HUF - millions) [ ,574j 6,574 6,574 6,640 6,773 6,908 7,046 7,1 F37 7,331 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2-1082 2.4244 2.7881 3.2063 
Nominci domestic sales (HUF -millions) 6,574 7,823 9,113 10,585 12,416 14,564 17,083 20,038 23,505 
Eoreigr] sales: 
Real growth of $US sales 1.0%.02.12.- %-- 2 2.0% 10 2.0% 
Real $US sales ($US - m,":;ns) F - - -- - -- -- - - -

US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) -. - -- - - - - - -

Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
N o mina l $US sale s ( H U F - m illio ns) .......... 

Real growth of DM sales - -- 1.0% 2.0%1 2.0%1 2.0%1 2.0%1 2.0%1 
Real DM sales (DM-millions) Z- - - - - -
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
No min a l DM sales (DM - m i l l i o n s ) ... .. ... .... 

Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
No min al D M sales ( H U F - millio ns) ... ....... 

Total nominal sales (HUF - millions) 6,574 7,823 9,113 10,585 12,416 14,564 17,083 20,038 23,505 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Doest i purclas-es 
Real cost of HUF goods & services (HUF - millions) 354 354 358 365 3(2 379 387 395 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millons) 354 421 491 570 669 784 920 1,079 1,266 
EoE[ejgrpu[cba se* 
Real cost of $US goods & services ($US - millions) L i 58 58 58 58 60 61 62 63 65 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of .US goods & services ($US - millions) 58 60 62 65 68 72 76 80 85 
Average exchange rate (HUF/SUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of $US goods & services (HUF - millions) 5,640 6.922 8,238 9,790 11,749 14,100 16,921 20,307 24,371 

Real cost of DM goods & services (DM- millions) F - -- - - - - - -
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) - - - - - - - - -

Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) - - - - - - - - -

Total nominal c'ist of goods & services (wUF- millions) 5,994 7,343 8,729 10,360 12,417 14,884 17,841 21,386 25,637 
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IMPA"-II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Year 
Operating Assumptions (continued): Ending .. . ... Projected Year Ending__------ 

Dec-94 Dec-95 Dec-96 Dec-91 Dec-98 Dec-99 Dec-2000 Dec-2001 Dec-2002 
Selling, general & admiiiis .'e expense SG&A) 

Weighted average real sales growth .... 1.0% 2.0% 2 0% 2 0% 2.0% 2.0% 
Real growth cf SG&A expenses -- . 2.00,o 2.0% i7.....-1.200 2.0% 20%1 
Real SG&A expense (HUF - millions) [ 31J 131 131 132 135 138 140 143 146 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal SG&A expense (HUF - millions) 131 156 182 211 247 290 340 399 468 

Real capital expenditures ( $US - millions) 2____ 2 2 __ 2V1 21 21 2 2 
US inflation factor 1.0325 1.0686 1.1060 1.1447 1.1848 1 2263 1.2692 1.3136 
Nominal capital expenditures ($US - millions) 2 2 2 2 2 2 3 3 
Average exchange rate (HUF/$US) 116 133 151 172 196 222 253 287 
Nominal capital expenditures (HUF - millions) 239 255 335 394 464 546 642 755 

Tangible long-term assots, beg. of period (HUF - millions) 7,810 7,474 7,184 6,944 6,763 6,652 6,622 6,689 
Nominal depreciation (HUF - millions) E 575j L___(575 -(575 575). (57) _(575 _(575j 5.t_) 57 
Nominal capital expenditures (HUF - millions) 239 285 335 394 464 546 642 755 
Tangible long-term assets, end of period 7,810 7,474 7,184 6,944 6,763 6,652 6,622 6,689 6,869 

Net income before taxes paid out as dividends -- I -- -.I -. i -
Net income taxes 18.0% 18.0% 180% 18.0% 18.0% 18.0% 18.0% 18.0% 
Dividend withholdinc tax 23.0% 23.0% 23.0% 23.0% 23.0% 23.0% 23.0% 23.0%. 
Receivable Days 25_ 251 25 25 252 251 25j 251 
Inventory Tums 120.0 1 1200 1 1200 120.0 120._j 120.0: 120.0 120.01 
Prepaid expenses as a % of cost of goods sold 2. 012.0% 2.0%1 2.0% 2.0 0% 2.0%I 2 0% 2.0% 
Payable Tums 181 181 18 18 161 181 18 18 
Accruals as % of SG&A 80.0% 1 80.0% I 80.n 1 d0.0% 80.0%" o 10% 80.0% 80.0% 
Minimum cash balance as a % of sales 2.5%1 25% i 25 0 2.5% 1 2.5. 2.5 I 2.3% 2.5% 
Local investing rate 23.5% 20.5% 20.5, 20.5-6 20.5% 20.5% 20.5% 20.5% 

Long-term credits and liabilities (HUF- millions) 106 106 !02 99 95 92 88 85 81 
Amortization of principal - (years) 30 (4) (4) (4) (4 (4) (4) (4) (4) 
Ending principal balance 102 99 95 92 88 85 81 78 

Local borrowing rate 28.5% 25.5% 25.5, 25.50% 25.5% 25.5% 25.5% 25.5% 
Interest expense 30 26 25 24 23 22 21 20 

Issuance of common equity (nominal - HUF millions) - - -- - -- - -- -
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IMF-' II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MalevyRt._- Infrastructure_ (2)_ 

Year Ending _Projected Year Ending 

INCOME STATEMENT (HUF In millions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 DecZ .0l Dec:-2002 

SALES 6.574 7.823 9,113 10,585 12,416 14,564 17,083 20,038 23,505 

(Cost of Goods Sold) (5,994) (7,343) (8,72 9a___10360L (12,417 (14,884) 17,841 21,386) 25,6371 
GROSS PROFIT 580 480 384 225 (1) (320) (758) (1,348) (2,132) 

Gross Profit Margin 8.8% 6.1% 4.2% 2.1% -0.0% -2.2% -4.4% -6.7% -9.1% 

(Selling, General, & Admin. Expense) _ M__3 (156) (1__2 211) (247) (290) (340) (399) (468) 
OPERATING INCOME (EBITDA) 449 324 203 14 (249) (610) (1,098) (1,747) (2,600) 

(Depreciation & Amortization) (575) (575 (575)_ (575) (575) (575) (575) 575) (575) 
EBIT (126) (251) (372) (561) (824) (1.185) (1,673) (2,322) (3,175) 

Interest and other financial income 15 15 41 19 (55) (212) (491) (944) (1,644) 
(Interest Expense) (27) (30) (26) (25) (24) (23) (22) (21) (20) 

EARNINGS BEFORE TAXES (138) (266) (357) (567) (903) (1,421) (2,186) (3,287) (4,840) 

Extraordinary gain/(Ioss) _ --.... 
(Taxes)-. 

NET INCOME M6 05z) 5_ L0 
-

LI-11 
-

(328 w 
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II II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Malev Rt. - Infrastructure (2)__ 

BALANCE SHEET (HUF In millions) Year 
Ending Projected Year Ending 

ASSTS Dec2 94 Dec-95 Dec-96 Dec-9Z Dec-98 Dec-99 Dec-290D Dec24Ol Dc-2002 

Intangible and Invested Financial Assets 227 227 227 227 227 227 227 227 227 

Net Tangible Long-term Assets 7,810 7.474 7,184 6.944 6,763 6,652 6,622 6,689 6,869 

Cash & Marketable Securities 63 200 93 (270) (1,036) (2,394) (4,b06) -,,022) (13,111) 
Accounts Receivable 513 536 633 735 862 1,011 1,186 1,392 1,632 
Inventories 65 61 73 86 103 124 149 178 214 
Prepaid expenses 128 147 175 207 248 298 357 428 513 
Total Current Assets 769 944 973 759 178 (961) (2,914) (6,024) (10.753) 

TOTAL ASSETS U-06 8_646 6384 7,929 L168 5U98 3 a5 892 f-5 

EquIT-RESERYE_"1LA BILITI ES 
Common Stock 8,369 8,369 8,369 8,369 8,369 8,369 8,369 8,369 8.369 
Retained Earnings: 

Beginning (157) (423) (780) (1,347) (2,250) (3,671) (5,857) (9.144) 
Dividends - - -. 

Current year earnings (169) (266) (357) (567) (903) (1,421) (2,186)_(3_,27) (4,840) 
Ending (157) (423) (780) (1,347) (2,250) (3,671) (5,857) (9.144) (13,984) 

Shareholders' Equity 8.212 7.946 7,589 7,022 6.119 4.698 2,512 (775) (5,615) 

Target Reserves - - - - - - - -

Long-term Credits and Uabiltlies 102 99 95 92 88 85 81 78 78 

Trade credits 3391 417 495 587 704 843 1,010 1,210 1,450 
Other Accrued Liabilities 93 125 145 169 198 232 272 319 375 
Current Portion: Long-term debt 4 4 4 4 4 4 4 4 -

Total Current Uablilties 436 545 644 760 905 1,079 1,286 1,533 1,825 

Total Uabiliiles 538 644 739 851 ,93 1,163 1,367 1,611 1,903 

Other
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER M_4_ 8 

56 56
3M 

56
929 

56 56
5.51 

56
3,6q 

56P$2 L 
56
5J 

- 0 - 0 (0) - 0 (0) (0) 
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IMPAX" II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MalevRt. - Infrastructure (2) _ 
CASH FLOW STATEMENT (HUF In millions) 

Castt Flows fromOperatingAtivitle5 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

.ashFows from-Inyestirlg atnFinaning Acrties: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issu ance of Com m on Stock 

Cash used In Investing/investing activities 

Increase (decrease) In cash 

Cash, beginning of the period 

Increase (decrease) in cash 

Dividends 


Cash, end of period 

Increase (decrease) in cash 

Dividends 

Divide n d wi t h h old in g t a x 


CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

Average exchange rate (HUFI$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In mlillons) 

End of period exchange rate (HUF/$US) 

Net Income (HUF - millions) 

Terminal value ($US - millions) 


IolaTga J3kfo-LLo-sbareb1glders ($US - millions 

Cash flow available to shareholders prior to IPO 

Cash flow to shareholders from public offering 

Total cashflow to shareholders 


Discount cash flow ($US in millions) 

Net present value ($US In millions) 
Net present value (HUF In millions) 

Dec-94 

PIE 
RaiJ 

12 

IPO 
MW 

-5 

40.0% 
(2) 

(246) 

Dec-YS 

(266) 
575 

71 
380 

(239) 
(4) 
.........
 

(243) 

137 

63 
137 

........
 
200 

137 
.......
 
..... 

137 

116 
1 

125 
(266) 
(26) 

1 
.........
 
1 

1 

Projected Year Ending---
Dec-96 Doc97 Dec=98 Dec:99 

(357) (567) (903) (1,421) 
575 575 575 575 
(37)____(33_ (40)___45) 
181 (24) (368) (891) 

(285) (335) (394) (464) 
(4) (4) (4) (4) 

(288) (338) (398) (467) 

(108) (363) (766) (1,358) 

200 93 (270) (1,036) 
(108) (363) (766) (1,358) 

93 (270) (1,036) (2,394) 

(108) (363) (766) (1,358) 

.... 

(108) (363) (766) (1,358) 

133 151 172 196 
(1) (2) (4) (7) 

142 161 183 208 
(357) (567) (903) (1,421) 

(30) (42) (59) (82) 

(1) (2) (4) (7) 

(1) (2) (4) (7) 

(0) (1) (1) (1) 

Dec:200Q 

(2,186) 
575 

_52 
(1.663) 

(546) 
(4) 

(549) 

(2,212) 

(2,394) 
(2,212) 

(4,606) 

(2,212) 

(2,212) 

222 
(10) 

237 
(2,186) 

(111) 

-

-

-

Dec22001 

(3,287) 
575 

j__ (58) 
(2,771) 

(642) 
(4) 
_ 

(645) 

(3,416) 

(4.06) 
(3,416) 

(8,022) 

(3,416) 

(3,416) 

253 
(14) 

269 
(3,287) 

(147) 

-

-

-

Dec=2002 

(4,840) 
575 
(6j 

(4,331) 

(755) 
(4) 

_ 
(759) 

(5,089) 

(8,022) 
(5,089) 

(13,111) 

(5,089) 

(5,089) 

287 
(18) 

306 
(4,840) 

(190) 

-

-

-
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IMPA-' II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Ante-nnaHungarla Rt.. - Infrastructure. 
Year 

Operating Assumptions: Ending ___PrpjectedYear Ending_ _ 
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97. Dec-98 Deck99 Dec-12000 Dec-2001. Dec2002 

Dunestic sales: 
Real domestic s2les growth rate - I -- .I 2 20.M0. 

Real domestic sales (HUF - millions) [ 76,696 76,696 76,696 77.463 79,012 80,592 82.204 83,848 85,525 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 24244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 76,696 91,265 106,315 123,485 144,848 169,906 199,300 233,779 274,223 

Eoreignsales: 
Real growth of $US sales 
Real $US sales ($US - millions) E -

- --
-

1.0%1 
-

2.0%1 
--

2.0% 
-

2.0% 2.0% 2.0% 

US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
No min a l $ U S sales ($US - millio ns) ......... 

Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 

No m inal $ U S sa le s (H U F - m illions) ......... 

Real growth of DM sales - I - I 1.0% I 2.0% 2.0% I 2.0% I 2.0% 2.0% I 
Real DM sales (DM-millions) 117 117 117 118 120 123 125 128 130 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM- millions) 117 120 123 127 133 139 145 152 159 
Average exchange rate (HUFIDM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 7,637 9,165 11,008 13,204 15,995 19,376 23,472 28,433 34,443 

Total numinal sales (HUF - millions) 84,333 100,430 117,323 136,689 160,843 189,283 222,772 262,212 308,666 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 

DonigUrprha.5 
Real cost of HUF goods & services (HUF - millions) 23,559 23,559 23,794 24,270 24,756 25.251 25,756 26,271 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 23,559 28,034 32,657 37.931 44,493 52,190 61,219 71,810 84,233 

Eoeignpurcchas5s 
Real cost of $US goods & services ($US - millions) - - - - - - - -

US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2S92 1.313I 
Nominal cost of $US goods & services ($US - millions) - - - - - - - - -

Average exchange rate (HUF/SUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods & services (HUF - millions) - - - - - - - - -

Real cost of PM goods & services (DM- millions) [ 59 59 60 61 62 63 65 66 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM gcods & services (DM- millions) 59 60 62 64 67 70 73 77 80 

Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 3,860 4,632 5,564 6,674 8,084 9.793 11,863 14,370 17,408 

Total nominal cost of goods & services (HUF - millions) 27.419 32,666 38,220 44,604 52,577 61,983 73,082 86,180 101,641 
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Operating Assumptions (continued): 
Year 

Ending . . . . .Projected Year Ending____ ____ 

Selling. general & administrative expense (SG&A) 
Weighted average real sates growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Ncminal SG&A expense (HUF - millions) 

Dec-94 

32,4611 
1.0000 
32,461 

.... 
.--

32.461 
1.1900 
38,628 

--

32,461 
1.3862 
44,997 

Dec;97 

1.0% 
1 

32.786 
1.5941 
52,265 

_ 

Dec-98 

20% 
2. 0 ,%, 

33,442 
1.8332 
61,306 

Dec-99 

2.0% 
2.0%,'i 

34,110 
2.1082 
71,912 

Dec-200') 

2.0% 
2.0 ,DI 

34,793 
2.4244 
84,353 

Dec-2001 

2.011 
2.2.% 

35,489 
2.7881 
98,946 

Dec-2002 

20% 

36,198 
3.2063 

116,064 

Real capital expenditures ( $US - millior 
US inflation factor 
Nominal capital e'.pendlires ($US - millions) 
Average exchange rmte (HUF!$US) 
Nominal capital expenditures (HUF - millions) 

60 
1.0325 

62 
116 

7,176 

60 
1.0686 

64 
133 

8,540 

60 
1.1060 

66 
151 

10,048 

60 
1.1447 

69 
172 

11,822 

60! 
1.1848 

71 
196 

13,910 

601 
1.2263 

74 
222 

16,366 

60' 
1.2692 

76 
253 

19,256 

60 
1.3136 

79 
287 

22,656 

Tangible long-term assets, beg. of period (HUF - millions)
Nominal depreciation (HUF - millions) LI 55,54 

201,336 192,968
54).5 44 { 

185,964
-5,54 4 _ 

180,468
-(i5544 

176,746
_5,544-

175,112 
, 

175,934 179,646
(447715,544_ 

Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 201,336 

7,176 
192,968 

8,540 
185,964 

10,048 
180,468 

11.822 
176,746 

13,910 
175,112 

16,366 
175,934 

19,256 
179,646 

22,656 
186,758 

Net income before taxes paid out as dividends 
Net Income taxes 
Dividend withholding taxes 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payab!e Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

.... 
18.0% 
23.0% 

60 
7.01 

150% 
61 

50.0% I 
25%J 

23.5% 

- --

180% 18.0% 
23. 0% 23.0% 

60! 601 
7,01-- 7.01 

5.0% 15.%1 
61 6t 

50.0% i 50.0% I 
2.5% 2.5%] 

20.5% 20.5%0o 

-, 

16.0% 
23.0% 

60! 
7 0 

10%1 
6_ 

.50.0% 
2.50,% 

20.5% 

-
18.0% 
23.0% 

601 
7.0 

66-
50.0% 

2.5%, 
20.5% 

I 
18.0% 
23.0% 

601 
7.0 

15.0% 

50.0% 
2.5%I 

20.5% 

-

18.0% 
23.0% 

60: 
7.0 

15.0%! 
66 

50.% ! 
2.5%j 

20.5% 

- -

18.0% 
23.0% 

60 
7.0 

15.0% 

50.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Er-fing principal balance 

L 59,138 
30 

59,138 
(1,971)L 
57,167 

57,167 
1,971 

55,195 

55,195 
£1971 
53,224 

53,224 

51,253 

51,253 
(1,971)(1,971) 
49,282 

49,282 
(1,971) 
47,310 

47,310 
(1,971) 
45,339 

45,339 
J1,971) 
43,368 

Local borrowing rate 
Interest expense 

28.5% 
16,573 

25.5% 
14,326 

25.5% 
13,824 

25.5% 
13,321 

25.5% 
12,818 

25.5% 
12,315 

25.5% 
11,813 

25.5% 
11,310 

Issuance of common equity (nominal - HUF millions) - - - - - - --
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Antenna-HungariaRt.. -Infrastructure_ 

INCOME STATEMENT (HUF In millions) 
Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec-99 Dec-2000 Dec-2001 Dec2002 

SALES 84.333 100,430 117,323 136,689 160,843 189,283 222,772 262,212 308,666 
(Cost of Goods Sold) _27.41 __ (32666) (38,220) _44.604) (52,577) (61,983) 73.082__ 8 6 ,.,S0U (1641) 

GROSS PROFIT 
Gross Profit Margin 

56.915 
67.5% 

67,764 
67.5% 

79,103 
67.4% 

92.085 
67.4% 

108,266 
67.3% 

127,300 
67.3% 

149,690 
67.2% 

176,032 
67.1% 

207,025 
67.1% 

(Selling, General, & Admin. Expense) 
OPERATING INCOME (EBITDA) 

(32,461) 
24,453 

__ 38 , 6 28) 
29,136 

(44.,997)-_ 
34,105 

(52,265) 
39,820 

(61,306) 
46,960 

(71,912) 
55,387 

(84,353_ (98,946 
65,337 77.C86 

(116.064) 
90.961 

(Depreciation & Amortization) 
E2IT 

___154) 
8,909 

___ 15 5 4 
13,592 

(1 5 ,544 
18,561 

15, 54 4 L 
24,276 

115,5441 
31,416 

(1555 44 
39,843 

15544 
49,793 

15,544) 
61.542 

(15,544) 
75,417 

Interest and other financial income 
(Interest Expense) 

EARNINGS BEFORE TAXES 

2,916) 
10 

879 

8,266 
6573) 
5,285 

9,980 
14,326 

14,215 

13.504 
(13,824) 

23,956 

18,420 
(13,321_) 

36,515 

25.121 
281 

52,146 

34,052 
(12,315) 

71,529 

45,772 
(11,813_ 

95,501 

60,969 
(11,310) 

125,076 

Extraordinary gain(loss) - - -- - -- -- -- -(Taxes) 
NET INCOME 

(174) 
Z9 

(951) 
4_333 

(2,559) 
1156 

4,312) 
19.644 

{ 573) 
29942 

9,386) 
4Z 60 

(12,875) 
58.654 

(17.190) 
7&1 

2.514 
J--Z.5, 
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IMPA'i d PROJECT 
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HUNGARIAN INVESTMENT FUND MODEL 

AntennaHungarlaRt.. - Infrastructure 

BALANCE SHEET (HUF In millions) Year 
Ending -rPro'ected Year Ending 

ASE_ Dec-_94 Dec-95 Dec-98 Dec-99 Dec_20= Dec-20Q 002 

Intangible and Invested Financial Assets I 17,081j 17.081 17.081 17,081 17,081 17,081 17,081 17,081 17.081 

Net Tangible Long-term Assets 201,336 192.968 185,964 180,468 176.746 175,112 175,934 179,646 186,758 

Cash & Marketable Securities 35.173 48,682 65,872 89,852 122,541 166,107 223,279 297,410 392.607 
Accounts Receivable 14,830 16,509 19,554 22,782 26.807 31,547 37,129 43,702 51,444 
Inventories 4,229 4,667 5.460 6,372 7,511 8.855 10.440 12.311 14.520 
Prepaid expenses 5,635 4,900 5,733 6.691 7,887 9,297 10.962 12,927 15,246 
Total Current Assets 59,867 74,757 96,619 1 .,696 164,745 215.806 281,811 366,350 473.818 

TOTAL ASSETS 278 2a4 2K84 806 299,663 323,245 358,572 407_999 47482 563.QZ 67765_Z 

E-QUI-Y-RESERYES & LIABILnIES 
Common Stock 143592 143,592 143,592 143.592 143,592 143,592 143,592 143,592 143,E92 
Retained Earnings: 

Beginning 34,897] 35.690 40,023 51,679 71,323 101,265 144,025 202,679 280.990 
Dividends [....... 
Current year earnings 793 4,333 11,656 19.644 29.942 42,760 58,654 78,311 102,562 
Ending 35,690 40,023 51,679 71,323 101,265 144,025 202,679 280,990 383,552 

Shareholders' Equity 179,282 183,615 195,271 214,915 244,857 287,617 346,271 424,582 527,144 

Target Reserves 347 347 347 347 347 347 347 347 347 

Long-term Credits and Uabllltles 57,167 55,195 53,224 51,253 49,282 47,310 45,339 43,3689 43,368 

Trade credits F 11,882 13,870 16,145 18,981 22.316 26,239 30,854 36,284 
Other Accrued Uabilites 17,696 19.314 22,499 26.132 30,65- 35,956 42,177 49.473 58,032 
Current Portion: Long 'erm debt 1,971 1,971 1,971 1,971 1,971 1,971 1,971 1,971 -

Total Current Uabllities 29.007 33,167 38.340 44,248 51,605 60,243 70,387 82,299 94.316 

Total Liabilities 86,174 88,363 91.564 95,501 100,887 107,554 115,726 125,667 137.684 

Other I 12,431 12,481 12,481 12,481 12,481 12,481 12,481 12,481 12,481 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER 2Z8B284 284.806 299.663 323245 358.572 4.7P 4L4 82 5F3ZZ 

(0) (0) (0) (0) (0) (0) (0) (0) (0) 
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CASH FLOW STATEMENT (HUF - millions) 
Antenna Hungarla Rt..- Infrastructure 

Projected Year Ending 
Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-20al Dec-2002 

CaabElows from QperaIng Acjyjie5 
Net Income 4.333 11,656 19,644 29,942 42,760 58,654 78,311 102,562 
Depreciation & Amortization 15,544 15,544 15.544 15,544 15,544 15,544 15.544 15,544 
Changes in Working Capital 2,779 501 811 996 1,144 1,312 1,502 1.719 

Cash provided by operating activities 22,656 27,701 36.000 46,482 59,447 75,510 95.357 119,825 

Ca~sWfo_w.sfrorinvet.ng Lina ing Actfvles: 
Purchase of Property and Equipment (7.176) (8,540) (10.048) (11,822) (13,910) (16,366) (19,256) (22,656) 
Repayment of principal of Long-term Debt (1,971) (1,971) (1,971) (1,971) (1,971) (1,971) (1,971) (1.971) 
Issuance of Common Stock 

Cash used In Investlng/lnvestlng activitles (9,147) (10,511) (12,019) (13,794) (15,881) (18.337) (21,227) (24,627) 

Increase (decrease) In cash 13,509 17,190 23,980 32,688 43,566 57,173 74,130 95,197 

Cash, beginning of the period 35,173 48,682 65,872 89.852 122,541 166,107 223,279 297,410 
Increase (decrease) in cash 13.509 17,190 23,980 32,688 43,566 57,173 74,130 95,197 
Dividends ........... 

Cash, end of period 48,682 65,872 89,352 122,541 166,107 223,279 297,410 392,607 

Increase (decrease) in cash 13,509 17,190 23,980 -'.,688 43,566 57,173 74,130 95,197 
Dividends ......... 
Dividend withholding tax ........ __ _ _ _ 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 13,509 17,190 23,980 32,688 43,566 57,173 74,130 95,197 

Average exchange rate (HUF/$US) 116 133 151 172 196 222 253 287 
CASH AVAILABLE TO SHAREHOLDERS ($USInmillions) 117 129 158 190 223 257 293 331 

End of period exchange rate (HUF/$US) PIE 125 142 161 183 208 237 269 306 
Net Income (HUF - millions) Baw 4,333 11,656 19,644 29,942 42,760 58,654 78,311 102,562 
Terminal value ($US - millions) 12 417 987 1,463 1,962 2,465 2,974 3,493 4,024 

IPO 
TQLaLraflQwtosharehot: -a-CUSn-illdons) 
Cash flow available to shareholders prior to IPO 

Yer 
5 117 129 158 190 223 - - -

Cash flow to shareholders from public offering - - - - 2,465 - - -
Total cashflow to shareholders 117 129 158 190 2.687 - - -

Discount rate 40.0% 
Net present value ($US In millions) 1,085 83 66 58 49 500 - - -

Net present value (HUF In millions) 116.060 
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RabaRt. - Industry_ 
Year 

Operating Assumptions: Ending Projected Year Ending__ 
Estimated net alos Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec200._. Decr2002 

Domestic sales. 
Real domestic sales growth rate 
Real domestic sales (HUF - millions) .2,893 

I 
,893 

-
2,893 

10% 
2,922 

2 0 %r 
2,981 

o,
3,040 

2 % 
3,101 3,163 

2.0%]
3,226 

Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF -millions) 2,893 3,443 4,011 4,653 5,464 6,410 7,519 8,819 10,345 
Eoreignsales_ 
Real growth of SUS sales - 1.01 2.0%__ 2.0% 2.0% 2.0% 2.0% 
Real $US sales ',$US- millions) E 200 200 200 202 206 210 215 219 223 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 200 207 214 224 236 249 263 278 293 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal SUS sa!es (HUF - millions) 19,504 23,937 28,488 33,8E4 40,628 48,759 58,516 70,225 84,278 

Real growth of DM sales 
Real DM sales (DM - millions) F 199 

-- T 
199 199 

1.0%-
201 

2.0% 
205 

2Z0% 
209 

2% 
213 217 

2.0% 
222 

German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) .99 204 209 216 226 236 247 258 270 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 13,003 15,603 18,742 22,480 27,232 32,988 39,961 48,408 58,640 

Total nominal sales (HUF - millions) 35,400 42.984 51,240 60,993 73,325 88,157 105,995 127,452 153,263 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Dj esi-puhaes 
Real cost of HUF goods & services (HUF - millions) 16,407 16,407 16,407 16,571 16,902 17,240 17,585 17.937 18,295 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 16,407 19,523 22,743 26.416 30,986 36,346 42,G34 50,010 58,661 
EQLe u rhase5 
Real cost of $US goods & services ($US - millions) 2 29 29 29 30 31 31 32 32 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of $US goods & services ($US - millions) 29 30 31 32 34 36 38 40 43 
Average exchange rate (HUF/$US) 97 1;_ 133 151 172 196 222 253 287 
Nominal cost of $US goods & services (HUF - millions) 2,831 3,474 4,135 4,913 5,896 7,076 8,493 10,192 12,232 

Real cost of DM goods & services (DM - millions) - - - - - - - -
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) -......... 

Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) - - - - - - - - -

Total nominal cost of goods & services (HUF - millions) 19,237 22,997 26,877 31,329 36,882 43,422 51,126 60,202 70,893 
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Year 
Operating Assumptions (continued): Ending 

Dec-94 Dec-95 
. . 

Dec-96 
. D.. .-Projected Year Endini 

Dec-97 Dec-98 Dec-99 
__ 

Dec-2000 Dec-2001 Dec2M2 
Selling, general & administrative expense (SG&A) 

Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

{ 15,716! 
1.0000 
15,716 

.... 
-__ 

15,716 
1.1900 
18,701 

_ -

15,716 
1.3862 
21,785 

1.0% 
1.0% 

15,873 
1.5941 
25,304 

2.0% 
2.20%' 

16,191 
1.8332 
29,681 

2.0% 
20%] 

16,514 
2.1082 
34,816 

2.0% 
2.0% 

16,845 
2.4244 
40,839 

2.0% 
2.0% 

17,182 
2.7881 
47,904 

2.0% 
2.0% 

17,525 
3.2063 
56,192 

Real capital expenditures ( $US- millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

5-71 
1.0325 

5 
116 
598 

1.0686 
5 

133 
712 

5-5 
1.1060 

6 
151 
837 

5 
1.1447 

6 
172 
985 

51 
1.1848 

6 
196 

1,159 

55 
1.2263 

6 
222 

1,364 

1.2692 
6 

253 
1,605 

1.3136 
7 

287 
1.888 

Tangible Iong-tenn assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - rniions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 5.983 

5,983 
(8843(843)1 
598 

5,738 

5,738 
843) 

712 
5,607 

5,607 
(843) 
837 

5,602 

5,602 
(843J 
985 

5,745 

5,745 
'843 

1,159 
6,061 

6,061 
(843 

1,364 
6,582 

6,582 
843 

1,605 
7,344 

7,344 
843 

1,888 
8,390 

Net Income before taxes paid out as dividend!. 
Net income tax 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

1 

-- I 
18.0% 
23.0% 

601 
6.0__ 

1.5% 
61 

15.0% 
2.5% 

23.5% 

-- I 
18.0% 
23.0% 

60 
6.01 

1 1.5% 
6 

15.0% 
2.5% r 

20.5% 

--
18.0% 
23.0% 

601 
6.01 
1 
61 

15.0% 
2.5% 

20.5% 

-I 
18.0% 
23.0% 

60 
6.01 

1.5% 
6! 

15.0%1 
2.5% J 

20.5% 

-i 
18.0% 
23.0% 

601 
6.01 

1.5% 
61 

15.0% 
2.5%', 1 

20.5% 

-I 
18.0% 
23.0% 

60[ 
60 

1.5% 
6 

15.0% 
2.5%1 

20.51, 

-I 
18.0% 
23.0% 

601 
6.0 

1.5%1 
61 

15.0%1 
2.5% 

20.5% 

-
18.0% 
23.0% 

60 
6.0 

1.5% 
6 

15.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

772 
30 

772 
(26) 
746 

746 
(26) 

721 

721 
(26) 
695 

695 
(26) 
669 

669 
(26) 
643 

643 
(26) 
618 

618 
(26) 
592 

592 
(26) 
566 

Local borrowing rate 
Interest expense 

28.5% 
216 

25.5% 
187 

25.5% 
180 

25.5% 
174 

25.5% 
167 

25.5% 
161 

25.5% 
154 

25.5% 
148 

Issuance of common equity (nominal - HUFmillions) - - - - - - - -
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RabaRt. - Industry-

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF Inmillions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2o0Q Dec-200 Dec-2ff_2 

SALES 35,400 42,984 51,240 60,993 73,325 88,157 105,995 127,452 153,263 
(Cost of Goods Sold) (19,237 (22,997 2(6,877 31,329 3,882) .43,422) (51,12G) (60,202) (70,893) 

GROSS PROFIT 16,163 19,986 24,363 29,664 36,443 44,734 54,869 67,251 82,370 
Gross Profit Margin 45.7% 46.5% 47.50/ 48.6% 49.7% 50.7% 51.8% 52.8% 53.7% 

(Selling, General, & Admin. Expense) (15,716) (18,701) (21,785) (25,304) (29,681 (34,816) (40,839) (47,904) (56,192) 
OPERATING INCOME (EBITDA) 447 1,285 2,578 4,360 6,762 9,918 14,030 19,347 26,179 

(Depreciation & Amortization) (843) (8 3) (843) (8431. .4)__ {843) (843) (843) (843) 

EBIT (396) 442 1,735 3,517 5,919 9,075 13,187 18.504 25,336 

Interest and other financial income 1,441 1,333 1,575 2,008 2,784 4,029 5,940 8,774 12,870 
(Interest Expense) (760 (216) (18) (180) (174) (167) (161) (154) (148) 

EARNINGS BEFORE TAXES 289 1,558 3,124 5,345 8,529 12,937 18,966 27,124 38,058 

Extraordinary gain/(loss) - - -- - - - - -
(Taxes) 

NET INCOME 
-

4721 
(281) 

1.2Z8 
(562) 
551 

(962) 
43843 

(1,535) 
-994 

(2,329) (3,414) (4,882) 
22,W 

(6,850) 
31 O 
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Raba Rt.- Industry_ 

BALANCE SHEET (HUF In millions) Year 

ASSET 
Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec-99 Dec-2000 Dec-_2001 Dec200 

Intangible and Invested Financial Assets F 5.449 5,449 5,449 5,449 5,449 5,449 5,449 5,449 5,449 

Net Tangible Long-term Assets 5,983 5,738 5,607 5,602 5,745 6.061 6,582 7,344 8,390 

Cash &Marketable Securities 
Accounts Receivable 
Inventories 
Prepaid expenses 
Total Current Assets 

5,671 
6,722 
3,343 

381 
16,117 

7,685 
7,066 
3,833 

345 
18,929 

9,796 
8,540 
4,480 

403 
23,219 

13,581 
10.165 

5,221 
A70 

29.438 

19,654 
12.221 
6,147 

553 
38,575 

28,976 
14,693 
7,237 

651 
51,557 

42,800 
17,666 

8.521 
767 

69,754 

62,779 
21,242 
10,034 

903 
94,958 

91,078 
25,544 
11,815 

1.063 
129,500 

TOTAL ASSETS 2549 30.146 34.275 40.489 49.768 63.06Z b1 Z85 _1 ± 143-33 

EQUTRESERVEa&JBILIIES
Common Stock 14,784 14,784 14,784 14,784 14,784 14,784 14,784 14,784 
Retained Earnings:

Beginning 
Dividends 
Current year earnings 
Ending 

1,449] 

(479) 
970 

970 
...-

1,278 
2,248 

2,248 

2,561 
4,810 

4,810 

4,383 
9,193 

9,193 
-

6,994 
16,187 

16,187 

10,608 
26,795 

26,795 
.-

15.552 
42,347 

42,347 

22,241 
64,589 

64,589 
-

31,208 
95,797 

Shareholde.' Equity 15,754 17,032 19.594 23.977 30,971 41,579 57,131 79,373 110,581 

Target Reserve3 199 199 199 199 199 199 199 199 199 

Long-term Credits and UabilItles 746 721 695 669 643 618 592 566 566 

Trade credits 
Other Accrued Liabilities 
Current Portion: Long-term debt 26 

6,950 
2,805 

26 

8,110 
3,268 

26 

9,439 
3,796 

26 

11,094 
4,452 

26 

13,040 
5,222 

26 

15,328 
6,126 

26 

18,018 
7,186 

26 

21,181 
8,429 

-
Total Current Liablittles 8,466 9,781 11,404 13,260 15,572 18,288 21,479 25,229 29,610 

Total Liabilities 9,212 10,501 12,099 13,929 16,215 18,905 22,071 25,795 30,176 

Other 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER 

2,384 
2Z.S49 

2,384 
30-It 

2,38 
3.2 

2,2384 
4.489 _,79 

2,384 
63_p67 

2,384 
j 

2,384 
1. 1 

2,384 
14737!9 

0 0 0 0 0 0 0 0 0 

FOR !NTERNAL USE ONLY: Not compiled or examined by an Independent CPA. Page 29 04/11/95 



IMPA-,-" II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

RabaRt. - Industry 
CASH FLOW STATEMENT (HUF In millions) Projected Year Ending 

basFJIowsfrom Pperating-Aclivjtiej 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

Dec--4 Dec-95 

1,278 
843 
517 

2,638 

Dec-96 

2,561 
843 

C556 
2,848 

Dec-97 Dec-23 

4,383 6,' z4 
843 843 
(578_ (752) 

4,648 7,084 

Dec-99 

10,608 
843 

_(94 4) 
10,507 

Dec-2000 

15,552 
843 

(1,181) 
15,214 

Dec-2001 

22,241 
843 

(1,475) 
21,609 

Dec_002 

31,208 
843 

(1,838) 
30,212 

Ca&shEIQws_fromJneIlg-and-d ianc.ing Activities: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Is su a nce o f Com mo n S to c k 

Cash used In Investing/investing activities 

(598) 
(26) 

......... 
(624) 

(712) 
(26) 

(737) 

(837) 
(26) 

(863) 

(985) 
(26) 

(1,011) 

(1,159) 
(26) 

(1.185) 

(1,364) 
(26) 

(1,390) 

(1,605) 
(26) 

(1,630) 

(1,888) 
(26) 

(1.914) 

Increase (decrease) Incash 2,014 2,111 3,785 6,073 9,322 13,824 19,979 28.299 

Cash, beginning of the period 
Increase (decrease) in cash 
Dividends 

Cash, end of p3rlod 

5,671 
2,014 

......... 
7,685 

7,685 
2,111 

9,796 

9,796 
3,785 

13.581 

13,581 
6,073 

19,654 

19,654 
9,322 

28,976 

28,976 
13,824 

42,800 

42,800 
19.979 

62,779 

62,779 
28,299 

91,078 

Increase (decrease) in cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS TIUF In millions) 

2,014 
......... 
........ 

2,014 

2,111 

2,111 

3,785 

3.785 

6,073 

6,073 

9,322 

__ 
9,322 

13,824 

13,824 

19,979 

_ _ 

19,979 

28,299 

_ 

28,299 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
17 

133 
16 

151 
25 

172 
35 

196 
48 

222 
62 

253 
79 

287 
98 

End of period exchang . rate (HUF/$US) 
Net Income (HUF - millions) 
Terminal value (SUS - millions) 

PIE 
Rati 

12 

125 
1,278 

123 

142 
2,561 

217 

161 
4,383 

326 

183 
6,994 

458 

208 
10,608 

611 

237 
15.552 

789 

269 
22,241 

992 

306 
31,208 
1,224 

TT#aLc~aaft~o shar-hQ1I er_($_US - millions 
Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

IPO 
yef 

.5 17 
-

17 

16 
-

16 

25 
-

25 

35 
-

35 

48 
611 
659 

-
-
-

-
-
-. 

-
-

Discount cash flow ($US in millions) 
Net present value ($US In millions) 
Net present value (HUF In millions) 

40.0% 
214 

22,935 
12 8 9 9 123 - -
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BlogalRt. - Industry_ 

Year 
Operating Assumptions: Ending Projected Year Ending _ 

Estimated net sales Dec-93 Dec-95 Dec-96 Dec-91 Dec-98 Dec-99 Dec-2000 Dec:2001 Dac 2Q02 
Domesic sales , 
Real domestic sales growth rate -- I 10% ___ 0% _ 20% 2 0% Z2% 2.%j 
Real domestic sales (HUF - millions) [ 5,925 5,925 5,925 5,984 6,104 6,226 6,351 6,478 6,607 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 5,925 7,051 8,213 9,540 11,190 13,126 15,397 18,060 21,185 
Eojeigwna e s:_Real growth of $US sales - -- I 1.0% 2.0% 20% 2.0% 2.0% 2.0% 

Real $US sales ($US - millions) E 1 1 1 1 1 1 1 1 1 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 1 1 1 1 1 1 1 1 2 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal $US sales (HUF - millions) 100 123 146 174 208 250 300 360 432 

Real growth of DIM sales - 1.0% 2.0%0 2.0% 2.0%1 2.0% t 2.0%] 
Real DM sales kDM - millions) - - - -- -- -- -- -
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DIM sales (DIM - millions) ......... 
Average exchange rate (HUFIDM) 65 77 90 104 120 140 162 187 217 
Nominal DIM sales (HUF - millions) ........ 

Total nominal sales (HUF - millions) 6,025 7,173 8,359 9,713 11,398 13,376 15,697 18,420 21,617 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
DomeaticJJurchasu 
Real cost of HUF goods & services (HUF - millions) 2,819 2,819 2,819 2,847 2,904 2,962 3,021 3,082 3,144 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 2,819 3,354 3,908 4.539 5,324 6,245 7,325 8,593 10,079 
Eo~rign-pmrchas-es 
Real cost of $US goods & services ($US - millions) 2 2 2 2 2 2 2 2 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of $US goods & services ($US - millions) 2 2 2 2 2 2 2 3 3 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal cost of $US goods & services (HUF - millions) 176 216 257 305 367 440 528 634 761 

Real cost of DM goods & services (IDM - millions) 1 3 3 3 3 3 3 3 3 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DIM - millions) 3 3 3 3 3 3 3 3 4 
Average exchange rate (HUF/D) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 176 211 254 304 369 447 541 655 794 

Total nominal cost of goods & services (HUF - millions) 3,171 3,782 4,418 5,149 6,059 7,1Z1 8,394 9,882 11,633 
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Operating Assumption.3 (continued): 
Year 

Ending Projected Year Ending______ 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth--
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Dece-9-3 

763 
1.0000 

763 

I 

-

- I 
763 

1.1900 
908 

ecZ96 

-

-

763 
1.3862 
1,058 

Dece97 

1.0% 
1.0% 

771 
1.5941 
1,228 

Dec-98 

2.0% 
20%T-

786 
1.6332 

1,441 

2.0% 

2 .O% 
802 

2.1082 
1,690 

Dec-2000 

20% 

2 .0% 

818 
2.4244 

1,983 

Dac-20 1 

20% 
2.0% i 

834 
2.7881 
2,326 

Dec-2002 

2.0% 
2-.0 

851 
3.2063 
2,728 

Real capital expenditures ($US- millions) 
US inflation factor 
Nominal capital expenditures ($US  millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

I 
1.0325 

4 
116 
478 

1.0686 
4 

133 
569 

47 
1.1060 

4 
151 
670 

41 
1.1447 

5 
172 
788 

41 
1.1848 

5 
196 
927 

4 
1.2263 

5 
222 

1,091 

4 1 
1.2692 

5 
253 

1,284 

4] 
1.3136 

5 
287 

1,510 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

7 934j 

12,460 

12,460 
(934) 
478 

12,004 

12,004 
(934) 
569 

11,640 

11,640 
(934) 
670 

11,376 

11,376 
(934) 
788 

11,230 

11,230 
(934)1 
927 

11,223 

11,223 
(934) 

1,091 
11,380 

11,380 
(934) 

1,284 
11,730 

11,730 
(934 

1,510 
12,306 

Net income before taxes paid out as dividends 
Net income tax 
Dividend withholding 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

F -T 

18.0% 
23.0% 

451 
8.01 

1.5% 
8 

200.0%1 
2.5% i 

23 5% 

-- I 
18.0% 
23.0% 

451 
8.00 

1.5%1 
8]8] 

200.0%] 
2.506 

20.5% 

18.0% 
23.0% 

45 i 
8.0] 

1.5% 

200.0% 
2.5% 1 

20.5% 

18.0% 
23.0%,; 

451 
8.0 i 

1.5%1 
81 

200.0% 
2.5%,o I 

20.5% 

-

18.0% 
23.0% 

45j 
8.01 

1.5%j 
8 

2 
2.5% 

20.50o 

--

18.0% 
23.0% 

45 
8.0 

1.5% 
8 

200.0% 
2.5%] 

20.5% 

---

18.0% 
23.0% 

451 
8.0 

1.5% 
81 

200.0%j 
2.5% 

20.5% 

-I 

18.0% 
23.0% 

45 
8.0 

1.5% 
8 

200.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

1,605 
30 

1,605 
(54) 

1,552 

1,552 
(54) 

1,498 

1,498 
(54) 

1,445 

1,445 
k54) 

1,391 

1,391 
(54) 

1,338 

1,338 
(54) 

1,284 

1,284 
(54) 

1,231 

1,231 
(54) 

1,177 

Local borrowing rate 
interest expense 

28.5% 
450 

25.5% 
389 

25.5% 
375 

25.5% 
362 

25.5% 
348 

25.5% 
334 

25.5% 
321 

25.5% 
307 

Issuance of common equity (nominal - HUF millions) - -I - - - - - -
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BIogal Rt.- Industry 

Year Ending Projected Year Ending 

INCOME STATEMENT (HUF In millions) Dec-93 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec-2000 Dec-200l Dec2--

SALES 6,025 7,173 8,359 9,713 11,398 13,376 15,697 18,420 21,617 

(Cost of Goods Sold) (3,171) 3(3,782) (4.418 (5,149) (6,059) (7,131) (8.394) (9882) (11.633) 
GROSS PROFIT 2,854 3,392 3,941 4,565 5.339 6,244 7.302 8,539 9,983 

Gross Profit Margin 47.4% 47.3% 47.1% 47.0% 46.8% 46.7% 46.5% 46.4% 46.2% 

(Selling, General, & Admin. Expense) (763) (908) (1,058) (1,228) (1,441) (1,690) (1,983) (2,326) (2,728) 
OPERATING INCOME (EBITDA) 2,091 2,484 2,883 3,336 3,898 4,554 5,320 6,213 7,255 

(Depreciation & Amortization) (934) (934) (934) (934) (934) (934) (934) (934) (934) 
:,3IT 1,157 1,550 1,949 2,402 2,964 3,620 4,386 5,279 6,321 

Interest and other financial income 20 119 363 781 1,333 2,061 3,002 4,209 5,742 
(Interest Expense) (600) (450) (389) (375) (362) (348) (334) (321) (307) 

EARNINGS BEFORE TAXES 577 1,219 1,924 2,808 3,936 5,333 7,053 9,167 11,756 

Extraordinary gpin/(Ioss) 53 - - - - - - - -

(Taxes) (113) (219) (346) (505) (708) (960) (1.270) (1,650) (2,116) 
NET INCOME 5uODQ L5L Z=0 a221 4_33 51784 7517 9.640 
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Blogal Rt. - Industry 

BALANCE SHEET (HUF In millions) Year 
Ending Projected Year Ending 

A$S I Decm93 Dec-95 Dec--96 Dec-_27 Dec_-98 Dlec299 DeL200 -M04 Eec200 

Intangible and Invested Financial Assets E:1.052 1,052 1,052 1,052 1,052 1,052 1,052 1,052 1,052 

Net Tangible Long-term Assets 12,460 12.004 11,640 11,376 11,230 11,223 11,380 11.730 12.306 

Cash & Marketable Securities 508 1,772 3,809 6,505 10,052 14,644 20,530 28,009 37,449 
Accounts Receivable -775 884 1,045 1.214 1,425 1.672 1,962 2.303 2,702 
Inventories 396 473 552 644 757 891 1,049 1,235 1,454 
Prepaid expenses 41 57 66 77 91 107 126 148 175 
Total Current Assets 1,720 3,186 5.472 8,439 12,325 17,314 23,667 31,695 41,779 

TOTAL ASSETS 1522 16.242 18-64 20.86Z 24.606 29-5n 36.099 4447 7 

EQAWJYRE5ERVES & LIABILITIES 
Common Stock 10,289 10,289 10,289 10,289 10,289 10,289 10,289 10,289 10,289 
Retained Earnings: 

Beginning r_99 1,898 3,476 5,778 9,006 13,378 19,162 26,679 
Dividends[ - - - - -

Current year earnings 517 1,000 1,577 2,302 3,227 4,373 5,784 7,517 9,640 
Ending 899 1,898 3,476 5,778 9,006 13.378 19.162 26,679 36,319 

Shareholders' Equity 11,188 12,187 13.765 16,067 19.295 23,667 29,451 36,968 46,608 

Target Reserves 1 1 1 1 1 1 1 1 

Long-term Credits and Uabilltles 1,552 1,498 1,445 1,391 1,338 1,284 1,231 1,177 1,177 

Trade credits 454 586 685 797 938 1,103 1,297 1,526 1.795 
Other Accrued Liabilities 1,884 1,816 2,115 2,457 2,882 3,381 3,965 4,651 5,456 
Current Portion: Long-term debt 54 54 54 54 54 54 54 54 -

Total Current Uabilities 2,392 2,456 2.853 3,308 3,873 4,537 5,316 6,231 7,251 

Total Uabliltles 3,943 3,954 4,298 4,699 5,211 5,821 6,547 7,408 8,428 

Other 100 100 100 100 100 100 100 100 100 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER 5232 16242 =B4 MA&Z 24,6_06 25 3 ON_47 

(0) (0) <0) (0) (0) (0) (0) (0) (0) 
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CASH FLOW SrATEMENT (HUF In millions) 

Cash Ejows from Operati rigA,1iyifi s,: 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

BlogalRt. 

Deck93 

- Industry

Dec-95 

1,000 
934 

(138) 
1,796 

Dec-96 

1,577 
934 
148 

2,659 

Dec-97 

2.302 
934 
183 

3,419 

Projected Year Ending 
Dec-98 Dec-99 

3,227 4,373 
934 934 
227 266 

4,389 5,573 

Dec-2000 

5,784 
934 
312 

7.030 

Dec20D_ 

7,517 
934 
366 

8,817 

Dec--2002 

9,640 
934 
429 

11,003 

hnd Financing Activities: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of C om mon S tock 

Cash used In Investlngllnvestlng activities 

(478) 
(54) 

........ 
(532) 

(569) 
(54) 

(623) 

(670) 
(54) 

(723) 

(788) 
(54) 

(842) 

(927) 
(54) 

(981) 

(1,091) 
(54) 
___ 

(1,145) 

(1,284) 
(54) 

(1,337) 

(1,510) 
(54) 

(1,564) 

Increase (decrease) In cash 1,264 2,037 2,696 3,547 4,592 5,886 7,480 9,439 

Cash, beginning of the period 
Increase (decrease) in cash 
D i vide n d s 

Caah, end of period 

508 
1,264 

........ 
1,772 

1,772 
2,037 

3,809 

3,809 
2,696 

6,505 

6,505 
3,547 

10,052 

10,052 
4,592 

__ 
14,644 

14,644 
5,886 

_ _ 

20,530 

20,530 
7,480 

__ 

28,009 

2C,009 
9,439 

_ 

37,449 

Increaso (decrease) in cash 
Dividends 
Divid e n d withh old in g tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

1,264 
....... 
........ 

1.264 

2,037 

2,037 

2.696 

2,696 

3.547 

__ 

3,547 

4,592 

_ 

4,592 

5.886 

__ 

5,886 

7,480 

_ _ 

7,480 

9,439 
-

_ 

9,439 

Average exchange rate (HUFI$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
11 

133 
15 

151 
18 

172 
21 

196 
23 

222 
26 

253 
30 

287 
33 

End of period exchange r.te (HUF/$US) 
Net Income (HUF - millions) 
Terminal value ($US - millions) 

PIE 
Rato 

12 

125 
1,000 

96 

142 
1,577 

134 

161 
2,302 

171 

183 
3,227 

211 

208 
4,373 

252 

237 
5,784 

293 

269 
7,517 

335 

306 
9,640 

378 

IPO 
Qtaj-cashflgo--a.-retwiers ($US - millions-) 

Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

Year 
5 11 

-

11 

15 
-

15 

18 
-

18 

21 
-

21 

23 
252 
276 

-
-
-

-
-
-

-
-
-

Discount cash flow ($US in millions) 
Net present value ($US In millions) 
Net present value (HUF In millions) 

40.0% 
83 

8,926 
8 8 6 5 51 - - -
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IMPA-" II PRUJEUl 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

BorsodchemIg._-_ ndustry 

Year 
Operating Assumptions: Ending Projected Year Ending 
Estimated net sales 

D~om.estic.sales:_______________
Real domestic sales growth rate 

Dec-9_4 Dec-95 
--

Dec-96 
-

Dec-97 
10% 

Dec-98 
2.0% i 

Dec-99 Dec-2000 
2.0% I 2.0% 

Dec-2001 
20% 

Dec-002. 
2. 

Real domestic sales (HUF - millions) 8,321 8,321 8.321 8.404 8,572 8,744 8,919 9,097 9.279 

Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 8.321 9,902 11,53.1 13,397 15,715 18,434 21,623 25,363 29,751 
EoJlejrs a[es 

Real growth of $US sales 
Real $US sales ($US - millions) 

_ 

I 148 
-

148 
--

148 
1.0%! 

149 
2 0% 

152 
2.0% 

155 
2.0% 

158 
2.0% 

162 
2.0% 

165 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 148 153 158 165 174 184 194 205 216 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal $US sales (HUF - millions) 14,396 17.668 21,027 24,988 29,988 35,989 43.191 51,834 62,206 

Real growth of DM sales 
Real DM sales (DM - millions) I-

- 1 2.0%j 2.0% F 
-

-2.0%1 
--

2.0%1 
-

2o 
-

German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DiM sales (DM - millions) ......... 
Average exchange rate (HUFIDM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) ......... 

Total nominal sales (HUF - millions) 22,717 27,570 32,562 38,385 45,703 54,423 64,813 77,197 91.958 

Estimated cost of goods sold 
WeighteC average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 

Real cost of HUF goods & services (HUF - millions) 8.810 8,810 8,810 8,898 9,076 9,258 9,443 9,632 9,824 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 8,810 10,484 12,212 14,185 16,639 19,517 22.893 26,854 31,500 
Ernrig bavchas ea 
Real cost of $US goods & services ($US - millions) 14 14 14 i4 14 14 15 15 15 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of $US goods & services ($US - millions) 14 14 15 15 16 17 18 19 20 
Average exchange rate (HUF/SUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods & seriices (HUF - millions) 1,330 1,632 1,943 2,309 2,770 3,325 3,990 4,739 5,747 

Real cost of DM goods & services (DM - millions) 41 41 41 41 42 43 44 44 45 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 41 42 43 44 46 48 51 53 55 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 2.660 3.192 3,834 4,599 5.571 6,749 8,175 9.903 11.996 

Total nominal cost of goods & services (HUF - millions) 12,800 15,308 17,989 21,092 24,980 29,590 35,059 41,546 49,243 
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IMPA" I PROJECT 
USAD TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 
Year 

Ending Projected Year Ending 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Dec-9-4 

4,171 
1.0000 

4,171 

Dec-95 

4.171 
1.1900 
4,963 

Dec-96 

I 

4,171 
1.3862 
5,782 

Dec-97 

0--10% 
1.0% 
4,213 

1.5941 
6.716 

Dec-98 

2.0% 

4,297 
1.8332 
7,877 

Dec-99 

2.0% 
220%2.0% 

4,383 
2.1082 
9,240 

Dec-2000 Dec-2Q01 Dec-2002 

2.0% 2.0% 2 0% 
/2.0%T 2.0% 1 2.0%1 

4,471 4,5"0 4,651 
2.4244 2.7881 3.2063 
10,839 12,714 14,913 

Real capital expenditures ( $US- millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures HUF - millions) 

71 
1.0325 

7 
116 
837 

71 
1.0686 

7 
133 
996 

7,i 
1.1060 

8 
151 

1,172 

71 
1.1447 

8 
172 

1,379 

7 
1.1848 

8 
196 

1,623 

71 
1.2263 

9 
222 

1,909 

71 
1.2692 

9 
253 

2,247 

1.3136 
9 

287 
2,643 

Tangible long-term assets, beg. of period (HUF- millions)
Nominal depr-.iatiorn (HUF - millions) I (1.225( 16,523

1,25 
16,135

225 
5,907
.22 

15,854
L1,2)' 

16,008
12225 

16,406 17,090(1.225) 18,112 

Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 16.523 

837 
16.135 

996 
15,907 

1,172 
15,854 

1.379 
16,008 

1.623 
16,406 

1,909 
17,090 

2,247 
18,112 

2,643 
19,530 

Net income before taxes paid out as dividends 
Net income taxes 
Dividend withholding tax 
Receivable Days
Inventory Turns 

Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 

---

18.0% 
230% 

75;
3.01 

0. 4 %j 
241 

90.0% ! 
2.5 

i 
18.0% 
23.0% 

75,
3.030 

0.4% 1 
24j 

90.0% 
2.5% 1 

- I 
18.0% 
23.0% 

751
3.01 

0.40%. 
241 

90.0% '1 
2 5% 

-
18.0% 
23.0% 

75. 

0.4%! 
24, 

90.0% I 
2.5% 

-
18.0% 
23.0% 

753 .0L 

0.4%j 
241 

90.0% 
2.52 

- I - I -I 
18.0% 18.0% 18.0% 
23.0% 23.0% 23.0% 

75[ 75j 751 
3.0 3.01 3.0 

0.4% 0.4% 0.4% 
24 241 24 

90.0% 90.0% 90.0% 
2.5% 21% .5% 

Local investing rate 23.5% 20.5% 20.5% 20.5% 20.5% 20.5% 20.5% 20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

261 
30 

261 
(9)_ 

252 

252 
(9) 

244 

244 
(9) 

235 

235 
(9) 

226 

226 
(9) 

218 

218 
(9) 

209 

209 
(9) 

200 

200 
(9) 

191 

Local borrowing rate 
Interest expense 

28.5% 
73 

25.5% 
63 

25.5% 
61 

25.5% 
59 

25.5% 
57 

25.5% 
54 

25.5% 
52 

25.5% 
50 

Issuance of common equity (nominal - HUF millions) -I -I -I -I -I -I -I -i 
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IMPA- II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Borsodchern _g.-iindustry-

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF In millions) Dec-94 Dec-95 Dec-96 Dec.97 Dec-98 Dec-99 Dec-209Q 092U D9Q-. 

SALES 22.717 27,570 32,562 38,385 45,703 54,423 64,813 77,197 91,958 

(Cost of Goods Sold) (12,800) _(15.308 17.989) 21,092) (24,980) 29,590 (35,059) (41,546) (49.243) 
GROSS PROFIT 9,917 12,262 14,573 17,293 20,723 24,832 29,755 35,651 42,715 

Gross Profit Margin 43.7% 44.5% 44.8% 45.1% 45.3% 45.6% 45.9% 46.2% 46.5% 

(Selling, General, & Admin. Expense) (4.171) (4,963) (5,782) (6,716) (7,877) (9,240) (10 ,839) (12, 714 ) (14.913) 
OPERATING INCOME (EBITDA) 5,746 7,299 8,791 10,577 12,846 15,592 18,916 22,938 27,801 

(Depreciation & Amortization) __ (1.1225) (1,225) (1,225) (1,225) (1,225) (1,225) (1,225) (1,225) 
EBIT 4,521 6.074 7,566 9,352 11,621 14,367 17,691 21,713 26,576 

interest and other financial income 117 1.257 2,174 3,612 5,533 8,050 11,337 15,600 21,093 
(Interest Expense) (970 (73) 63) __ (61) (59) (57) (54) (52) (50) 

EARNINGS BEFORE TAXES 3,668 7,258 9,676 12,903 17,095 22,361 28,974 37,260 47,619 

Extraordinary gain/(Ioss) 1 - - - - - - -

(Taxes) (626) (1.306) (1,742) (2,323) (3,077) (4,025) (5,215) (6,707) (8,571) 
NET INCOME 2.50 552 Z.5 0580 14-018 2N z554 4 
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IMPA>- (I PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Borsodchem Ig.- Industry 

BALANCE SHEET (HUF In millions) Year 
Ending Projected Year Ending 

ASSEI.S Dec:94 Dec-95 Dec_2'9 Dec 97 Dec-98 Dec-99 Dec200Q cc2t0, Dec-=. 

Intangible and Invested Financial Assets -_1.93 1,393 1,393 1.393 1.393 1,393 1.393 1,393 1,393 

Net Tangible Long-term Assets 16.523 15,135 15,907 15,854 16,008 16,406 17,090 18,112 19.530 

Cash &Marketable Securities 5.351] 10,603 17,618 26.992 39,269 55,305 76.097 102,891 137,236 
Accounts Receivable 4,028] 5,665 6,784 7,997 9,521 11,338 13,503 16,083 19,158 
Inventories 4,846 5,103 5,996 7,031 8,327 9.863 11,686 13,849 16,414 
Prepaid expenses 56 54 63 74 87 104 123 145 172 
Total Current Assets 14,281 21,424 30.461 42,094 57,205 76,610 101,409 132,968 1'2,981 

TOTAL ASSETS 32-9_ 38.952 47_760 59.341 74.606 94.409 139.82 152_4Z3 I39Q4 

E_JL--_$ERVES & LIABILITIES 
Common Stock 22,365 22,365 22,365 22,365 22,365 22,365 22,365 22.365 22.365 
Retained Earnings: 

Beginning 4,452 10,403 18,338 28,918 42,936 61,272 85,031 115,584 
Dividends ] ........ 
Current year earnings 2.850 5,952 7.935 10,580 14.018 18,336 23,759 30,554 39.048 
Ending 4,452 10,403 18,338 28,918 42,936 61,272 85,031 115,584 154,632 

Shareholders' Equity 26,817 32,768 40,703 51,283 65,301 83,637 107.396 137,949 176,997 

Target Reserves 170 170 170 170 170 170 170 170 170 

Long-term Credits and Uabilltles 252 244 235 226 218 209 200 191 191 

Trade credits 700 845 990 1,159 1,369 1,618 1,912 2,261 2,673 
Other Accrued Liabilities 3,799 4,467 5.204 6.044 7,090 8.316 9,755 11,442 13,422 
Current Portion: Long-term debt 9 9 9 9 9 9 9 9 -

Total Current Uabllltles 4,508 5,320 6,203 7,211 8,467 9,943 11,676 13,712 16,095 

Total Uabllltles 4.760 5,564 6.438 7,438 8.685 10,152 11,876 13,903 16,286 

Other [ 450 450 450 450 450 450 450 450 450 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER 32197 

-
38 952 

-
47-Z6Q 

-
59-3-41 

(0) 
Z606 

(0) 
94AQ 

(0) 
1MB92 

-
J52-43 

(0) 
V3 

-

FOR INTERNAL USE ONLY: Not compiled or examined by an independent CPA. Page 39
 04/11195 



__ _ _ ___ 

__ _ _ _ _ 

- -

-_ProjectedYear Ending 

IMP. II PROJECT 
USAID TECHNICAL ASS!STANCE 
HUNGARIAN INVESTMENT FUND MODEL 

CASH FLOW STATEMENT (HUF In millions) 

Ca~shFEows from OperatigArtLvyitLe!L 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

CaaIaF ng-n
sLro Inyves ti 
Purchase of Property and Equipment 

Repayment of principal of Long-term Debt 

Issuance of Common Stock 


Cash used In Investing/lnvesting activities 

Increase (decrease) In cash 

Cash, beginning of the period 

Increase (decrease) in cash 

Dividends 


Cash, end of period 

Increase (decrease) in cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

End of period exchange rate (HUF/$US) 

Net Income (HUF- millions) 

Terminal value ($US- millions) 


Total cash flow to sharehoders ($US - millions) 

Cash flow available to shareholders prior to IPO 

Cash flow to shareholders from public offering 

Total cashflow to shareholders 

Discount cash flow ($US in millions) 
Net present value ($US in millions) 
Net present value (HUF In millions) 

Borsodchemig. -Industry 

Dec:94 Dec-95 Dec-96 

5.952 7.935 
1.225 

(,0 79)_ 
1,225
(1.139) 

6,098 8,020 

(837) (996) 
(9) (9) 
.........
 

(846) (1,005) 

5,252 7,015 

5,351 10,603 
5,252 7:015 

........
 

10,603 17,618 

5,252 7,015 
........
 
........
 

5,252 7,015 

116 133 
45 53 

PIE 125 142 

Bako 5,952 7,935 

12 573 672 


IPO 
Year 

5 45 53 


45 53 

40.0% 
362 32 27 

38,749 

Dec-97 


10.580 
1.225 
1,250) 

10,556 

(1,172) 
(9) 

(1.181) 

9,375 

17,618 
9,375 

26,992 

9,375 

9.375 

151 
62 

161 

10,580 

788 


62 

-

62 

23 

Dec-98 Dec-99 


14,018 18.336 
1,225 1,225

_.1581_(1.894_ 

13.665 

(1,379) 
(9) 

(1,388) 

12,277 

26,992 
12.277 

39,269 

12,277 

12,277 

172 
71 

183 

14,018 

919 


71 

-

71 

19 

17,667 

(1,623) 
(9) 

(1,632) 

16,035 

39,269 
16,035 

55,305 

16.035 

16,035 

196 
82 

208 

18,336 
1,057 


82 

1,057 

1,139 

212 

Dec-200O 


23.759 
1,225
2.274 

22.710 

(1,909) 
(9) 

(1,918) 

20,792 

55,305 
20,792 

76,097 

20.792 

20,792 

222 
93 

237 

23,759 
1,205 


-
-
-

-

Dec-200' 


30.554 
1.225 

(2,729)-


29,050 

(2,247) 
(9) 

(2,255) 

26,794 

76,097 
26,794 

102,891 

26,794 

26,794 

253 
106 

269 

30,554 
1,363 


-
-
-

-

Dec-2002
 

39,048 
1,225

(3,276) 

36,997 

(2,643) 
(9) 

(2,652) 

34,345 

102,891 
34,345 

137,236 

34,345 

_ 
34,345 

287 
119 

306
 
39,048 
1,532
 

-
-
-

-
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IMP),J I PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MVMRt. - Energy-
Year 

Operating Assumptions: Ending Projected Year Ending 
Estimated net sales 

Domestic sa!es: 
Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-9 Decr_200O Dec2001 Dec-2 2 

Real domestic sales growth rate 
Real domestic sales (HUF millions) [ 7.913 

-- I 
7,913 

- I 
7,913 

1.0%T 
7,992 

2.0%1 
8,152 

2.0% 
8,315 

2.0%1 
8,481 

2.0%1 
8,651 

2.0%I 
8,824 

Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 7,913 9,416 10,969 12,740 14,944 17,530 20,563 24,120 28,293 
Epreign sales: 
Real growth of $US sales -- I -- 1.0% 2.0% 2.0%1 2.0%j 2.0%1 2.0%1 
Real $US sales ($US  millions) 25 25 25 25 26 26 27 27 28 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 25 26 27 28 30 31 33 35 37 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal $US sales (HUF - millions) 2,441 2,996 3,565 4,237 5,085 6,102 7,323 8,789 10,548 

Real growth of DM sales - - 1.0%1 2.0%1 2.0%1 2.0%1 2.0% 2.0% 
Real DM sales (DM - millions) - - - - - -
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1 1887 1.2184 
Nominal DM sales (DM - millions) ......... 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) - - - -....... 

Total nominal sales (HUF - millions) 10,354 12,412 14,534 16,977 20,029 23,632 27,886 32,909 38,840 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 

o-me-sti£Q_-srqhas. 
Real cost of HUF goods & services (HUF - millions) [ 4,029 4,029 4,029 4,069 4,151 4,234 4,318 4,405 4,493 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 4,029 4.794 5,585 6.487 7.609 8.926 10,470 12,281 14,405 
EoJreigfnpuas esa. 
Real cost of $US goods & services ($US - millions) F -191 19 19 19 19 20 20 20 21 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of SUS goods & services ($US - millions) 19 19 20 21 22 23 24 26 27 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods &services (HUF - millions) 1.811 2,223 2,645 3,143 3,772 4,527 5,433 6,521 7,825 

Real cost of DM goods & services (DM - millions) 28 28 28 28 29 29 30 30 31 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 28 28 29 30 31 33 34 36 38 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 1,811 2,173 2,610 3,131 3,793 4,595 5,566 6,742 8,167 

Total nominal cost of goods & services (HUF - millions) 7,651 9,190 10,840 12.761 15,174 18,047 21,469 25,544 30,398 
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IMPk--'II PROJECT 
USAID TECHNICAL ASSISTANCE 
HNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 
Year 

Ending Projected Year Ending 
Dec ec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec 2000 Dec=-20 Dec2002 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF -millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF -millions) 

964 
1.0000 

964 

-- -

- I---
964 964 

1.1900 1.3862 
1,147 1,336 

1.0% 
1.0% 
974 

1.5941 
1,552 

2.0% 
2.0% 

993 
1.8332 
1,821 

2.0% 
2.0%1 
1,013 

2.1082 
2,136 

2.0% 
2.0/0 
1,033 

2.4244 
2,505 

2.0% 
2.0% 
1,054 

2.7881 
2,938 

2.0% 
2.0% 
i,075 

3.2063 
3,447 

Real capital expenditures (SUS- millions) 
US inflation factor 
Nominal capital expenditures (SUS - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF- millions) 

31 
1.0325 

3 
116 
359 

31 
1.0686 

3 
133 
427 

31 
1.1060 

3 
151 
502 

31 
1.1447 

3 
172 
591 

31 
1.1848 

4 
196 
695 

31 
1.2263 

4 
222 
818 

3! 
1.2692 

4 
253 
963 

31 
1.3136 

4 
287 

1,133 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

E (508 

5,834 

1 
5,834 

(5081 
359 

5,685 

5,685 
(508) 
427 

5,604 

5,604 
(508 
502 

5,598 

5,598 
(508, 
591 

5,681 

5,681 
(508) 
695 

5,869 

5,869 
(508 
818 

6,179 

6,179 
508 
963 

6,634 

6,634 
(508 

1,133 
7,259 

Net income before taxes paid out as dividends 
Net Income taxes 
Dividend withholding taxes 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

18.0% 
23.0% 

451 
3.5 i 

3.5% 1 
51 

150.0% 
2.5% I 

23.5% 

18.0% 
23.0% 

451 
3.5 I 

3.5% 
5 

150.0% i 
2.5%1 

20.5% 

18.0% 
23.0% 

451 
3.51 

3.5%; 
51 

150.0% 
2.5% 

20.5% 

-

18.0% 
23.0% 

45i 
3.51 

3.5% I 
51 

150.0% 
2.5% 

20.5% 

-

18.0% 
23.0% 

451 
3.5 

3.5% 
5 

150.0% 
2.5% 

20.5% 

-

18.0% 
23.0% 

45 
3.5 

3.5% 
5 

150.0% 
2.5% 

20.5% 

-

18.0% 
23.0% 

451 
3.5 

3.5% 
5 

150.0% 
2.5% 

20.5% 

-

18.0% 
23.0% 

45 
3.5 

3.5% 
5 

150.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

566 
30 

566 
(19) 
547 

547 
(19) 
528 

528 
(19) 
509 

509 
(19) 

491 

491 
(19) 
472 

472 
(19) 
453 

453 
(19) 
434 

434 
(19) 

415 

Local borrowing rate 
Interest expense 

28.5% 
., 

25.5% 
i37 

25.5% 
132 

25.5% 
127 

25 5% 
123 

25.5% 
118 

25.5% 
113 

25.E% 
108 

issuance of common equity (nominal - HUF millions) - - - - -i - - -

FOR INTERNAL USE ONLY: Not compiled or examined by an Independent CPA. Page 42 04111/95 



IMPS'" II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MVM Rt. --Energy-

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF In millions) Dec-94 Dec-95 PfZc-96 Dec-9_ fec-98 De-99 Dec-.2000 Deq,201 De-2-2 

SALES 10,3K54 12,412 14,534 16,977 20,029 23,C32 27,P36 32,909 38,840 

(Cost of Goods Sold) 
GROSS PROFIT 

Gross Profit Margin 

(7.6n, 
2,703 

26.1% 

(9190) 
3.222 

26.0% 

( 10 , 84 0) 
3,694 
25.4% 

(12,761) 
4.216 
24.8% 

(15,174) 
4,855 
24.2% 

(18,047) 
5,585 

23.6% 

21,469) 
6,417 
23.0% 

(25,544) 
7,365 

22.4% 

(30,398) 
8.442 

21.7% 

(Selling, General, & Admin. Expense) 
OPERATING INCOME (EBITDA) 

(964) 
1,739 

(1,147) 
2,075 

(1,336) 
2,358 

(1,552) 
2,634 

(1,821) 
3,034 

(2,136) 
3,449 

(2,505) 
3,912 

(2,938) 
4,427 

(3,447) 
4,995 

(Depreciation & Amortization) 
EBIT 

(508) 
1,231 

_ (M)_ 
1,567 

(508) 
1,850 

50B 
2,156 

(508) 
2,526 

(503) 
2,941 

(508) 
3,404 

(508) 
3,919 

(508) 
4,487 

Interest and otner financial income 
(lnterest Expense) 

EA tNINGS BEFORE TAXES 684 

80 
(159) 

1,488 

261 
(137) 

1,974 

572 
132) 

2,596 

971 
127) 

3,369 

1.472 
(123) 

4,290 

2,097 
(118) 

5,383 

2,870 
(113) 

6,675 

3,816 
(108) 

8,195 

E-xtraordinary gainf(loss) 
(Taxes) 

NET INCOME 
(113) 

-
(268) 
221 

-
(355) 

-
(467) 

2 28 

-
(606) 

23 

-
(772) 

3.518 

-
(969) 
41 

-
(1,202) 
5.A74 

-
(i,475) 
6-M 
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IMPA" 'Il PROJECT 
USA!D TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

MVM Rt. - Energy-

BALANCE SHEET (HUF In millions) Year 
Ending Projected Ye- Ending 

ASSETS Dec_-94 Dec-95 Dec-96 Dec-9Z Dec-98 Dec:99 Dec-2000 Dec--2ff Dec202 

Intangible and Invested Financial Assets 528 528 528 528 528 528 528 528 

Net Tangible Long-term Assets 5,834 5.685 5,604 5,598 5,681 5,869 6,179 6,634 7,259 

Cash & Marketable Securities 342 1,274 2.791 4,735 7,180 10,230 13,999 18,616 24,229 
Accounts Receivable 1,399 1,530 1.817 2, 122 2,504 2,954 3.486 4,114 4,855 
Inventories 2,080 2,626 3,097 3,646 4,336 5,156 6,134 7,298 8,685 
Prepaid expwisesTotal Current Assets 293.850 3225,752 3798,084 44710,950 53114,550 63218,972 75124,370 89430,922 1,06438,833 

TOTAL ASS':TS 0.2 11 965 1-4216 17.071 20760 25_69 _0orz3804 46 

EQUfFLRESERVES & LIABILITIES 
Common Stock 4,399 4,399 4,399 4,399 4,399 4,399 4,399 4,399 4.399 
Retained Earnings: 

Beginning F 1,233 1,749 2,969 4.588 6,716 9,479 12.997 17,412 22,885 
Dividends ......... 
Current year earnings 516 1,221 1,618 2,128 2,763 3,518 4,414 5,474 6,720 
Ending 1,749 2,969 4,588 6,716 9,479 12,997 17,412 22,885 29,605 

Shareholders' Equity 6.148 7,368 8,987 11,115 13.78 17,305 21,811 27,284 34,004 

Target Reserves 55 55 55 55 55 55 5;- 55 55 

Long-term Credits and Uabillties 547 528 509 491 472 453 434 415 415 

Trade credits 1,777 2,067 2,435 2,863 3,399 4,037 4,795 5,696 6,769 
Other Accrued Liabilities 1,460 1,721 2,004 2,328 2,731 3,203 3,758 4,408 5,170 
Current Portion: Long-term debt 19 19 19 19 19 19 19 19 -

Total Current Uablltles 3,256 3,807 4,459 5,210 6,149 7,259 8,571 10,123 11,939 

Total Liabilities 3,803 4,335 4,968 5,700 6,620 7,712 9,005 10,53b 12,354 

Other 
TOTAL E(.UITY,RESERVES, LIABILITIES & OTHER 

[ 206 
12-12 

206 
11965 

206 
14216 

206 
1T0Zi 

206 
5 2 

206 206 
65q36931QZZ 

206 206 
4§XZQ0 

(0) (0) (0) (0) (0) (0) (0) (0) (0) 

FOR INTERNAL USE ONLY: Not compiled or examined by an independent CPA. Page 44 04111/95 



IMPA-'Ii PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

CASH FLOW STATEMENT (HUF - millions) 

ash Flows fromOperat[ AQtiA 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

MVM R .-- Energy

Dec-_94 Dec:95 

1,221 
508 

(419) 
1,310 

Dec-96 

1,618 
508 

(164) 
1,962 

Dec-97 

2,128 
508 

(170 
2,456 

Projected Year Ending 
Dec-98 Dec-99 

2,763 3,518 
508 508 

. (216) 62L 
3,055 3,764 

Dec-2000 

4,414 
50P 

_ 17) 
4,606 

Dec-0_1_ 

5,474 
508 

(383) 
5,599 

Dec_-20Q2 

6,720 
508 

(463) 
6,765 

Cash  ows-froP[DvesinganJiancing Activites: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used in Investing/investing activities 

(359) 
(19) 

. 
(378) 

(427) 
(19) 

(446) 

(502) 
(19) 

(521) 

(591) 
(19) 

(610) 

(695) 
(19) 

(714) 

"818) 
(19) 

(837) 

(963) 
(19) 

(982) 

(1,133) 
(19) 

(1,152) 

Increase (decrease) In cash 932 1,516 1,945 2,445 3,050 3,769 4,617 5,613 

Cash, beginning of the period 
Increase (decrease) in cash 
Dividends 

Cash, end of period 

342 
932 
........... 

1,274 

1,274 
1,516 

2,791 

2,791 
1,945 

4,735 

4,735 
2,445 

7,180 

7,180 
3,050 

10,230 

10,230 
3,769 

13,999 

13,999 
4,617 

18,616 

18,616 
5,613 

24,229 

Increase (decrease) in cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

932 
.......... 
........ 

932 

1,516 

1,516 

1,945 

1,945 

2,445 

2,445 

3,050 

__ 
3,050 

_ 

3.769 

_ 
3,769 

4,617 

_ _ 
4,617 

5,613 

_ 
5,613 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
8 

133 
11 

151 
13 

172 
14 

196 
16 

222 
17 

253 
18 

287 
20 

End of period exchange rate (HUF/$US) 
Net Inconme (HUF - millions) 
Termnial value ($US - millions) 

P/E 
Raw 

12 

125 
1,221 

117 

142 
1,618 

137 

161 
2,128 

159 

183 
2,763 

181 

208 
3,518 

203 

237 
4,414 

224 

269 
5,474 

244 

306 
6,720 

264 

T _ _m 
Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

IPO 
Y 

5 8 

8 

11 
-

11 

13 
-

13 

14 
-

14 

16 
203 
218 

-
-
-

-
-
-

-
-
-

Discount rate 
Net present value ($US In millions) 
Net presentvalue (HUF In millions) 

40.0% 
64 

6,819 
6 6 5 4 41 - - -
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IMPX- II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions: 
Estimated net sales 

Qomestic sales: 
Real domestic sales growth rate 
Real domestic sales (HUF - millions) 

Hungarian inflation factor 

Nominal domestic sales (HUF - millions) 


Real growth of $US sale 

Real $US sales ($US - millions) 

US inflation factor 

Nominal $US sales ($US - millions) 

Average exchange rate (HUF/$US) 

Nominal $US sales (HUF - millions) 


Real growth of DM sales 

Real 1DM sales (DM-millions) 

German inflation factor 

Nominal DM sales (DM - millions) 

Average exchange rate (HUF/DM) 

Nominal 1DM sales (HUF - millions) 


Total nominal sales (HUF - millions) 

Estimated cost cf goods sold 
Weighted average real sales growth 

D.omestliurc 3aue
 
Real cost of HUF goods & services (HUF - millions) 

Hungarian inflation factor 

Nominal cost of HUF goods & services (HUF -millions)

Eorejgiprchase
 

Real cost of $US goods & services ($US - millions) 

US infltion factor 

Nominal cost of $US goods & services ($US - millions) 

Average exchange rate (HUF/SUS) 

Nominal cost of $US goods & services (HUF - millions) 


Real cost of DM goods & services (1DM - millions) 

German inflation factor 

Nominal cost of DM goods & services (1DM - millions) 

Average exchange rate (HUF/DM) 

Nominal cost of 1DM goods & services (HUF - millions) 


Total nominal cost of goods & services (HUF -millions) 


Penzjegynyomda Rt. -_Trademark 
Year 

Ending 
Dec94 Dec-95 DecA_6 

656 656 656 
1.0000 1.1900 1.3862 

656 781 909 

11 11 11 
1.0000 1.0325 1.0686 

11 12 12 
97 116 133 

1,111 1,364 1,623 

- 7 - I 

1.0000 1.0250 1.0506 
.........
 
65 77 90 
.........
 

1,767 2,144 2,532 

- -

1.0000 
1,023 

1,023 
1.1900 

1,217 

1,023 
1.3862 
1,418 

--

1.0000 
-

97 
-

1.0325 
-

116 
-

-

1.0686 
-

133 
-

--

1.0000 

65 
-

-

..
1.0250 

77 
-

-

-

1.0506 

90 
-

1,023 1,217 1,418 

Dec-97 

1.0%! 
663 

1.5941 
1,056 

1.0% 
12 

1.1060 
13 

151 
1,928 

1.0%1 
-

1.0769 

104 

2,985 

1.0% 

1,033 
1.5941 
1,647 

-

1.1060 
-

151 
-

-

1.0769 
-

104 
-

1,647 

Projected Year Ending_ 
Dec-98 Dec-99 

2.0% 2.0%1 

676 089 
1.8332 2.1082 
1,239 1,453 

2.0% 2.0%/ 
12 12 

1.1447 1.1848 
13 14 

172 196 
2,314 2,777 

2.0%j 2.0% 


1.1038 1.1314 

120 140 

3,553 4,231 

2.0% 2.0% 

1,054 1,075 
1.8332 2.1082 
1,932 2,266 

1.1447 1.1848 

172 196 

1.1038 1.1314 

120 140 

1,932 2,266 

Dec-_2000 

2.0% I 
703 

2.4244 
1,705 

22.0% 
12 

1.2263 
15 

222 
3,333 

2. 

-

1.1597 

162 

5,038 

2.0% 

1,096 
2.4244 

2,658 

-

1.2263 
-

222 
-

1.1597 
-

162 
-

2,658 

Dec-2g0i 

2.0%_ 
717 

2.7881 
2,000 

12 
1.2692 

16 
253 

4.000 

-
1.1887 

187 

6,000 

2.0% 

1,118 
2.7881 
3,118 

-

1.2692 
-

253 
-

1.1Cl" 
-

187 
-

3,118 

Dec-2002 

2.0% 
732 

3.2063 
2,345 

2.0% 
13 

1.3136 
17 

287 
4,801 

2.0% ] 
-

1.2184 

217 

7,146 

2.0% 

1,141 
3.2063 
3,658 

-

1.3136 
-

287 
-

1.2184 
-

217 
-

3.658 
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IMPA'S-II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 

Dec-94 

816] 
1.0000 

816 

F 

Dec _5 

-

- T 
816 

1.1900 
971 

Dec:96 

-

-
816 

1.3862 
1,131 

Dc 97 

1.0% 
1.0%1 
824 

1.5941 
1,314 

Projected Year Ending 
Dec-58 Dec-99 Dec-2 000 

2.0% 2_0% 2.0% 
20% 2.0% I 2.0% 

841 857 875 
1.8332 2.1082 2.4244 
1,541 1,808 2,120 

Dec-2001 

2.0% 
2.0%0 
892 

2.7881 
2,487 

Dec__20D2 

2.0% 
2.0% I 

910 
3.2063 

2,918 

Real capital cxpenditures ($US - millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (I'UF/$US) 
Nominal capital expenditures (HUF - millions) 

-I 
1.0325 

........ 
116 

........ 

-I 
1.0686 

133 

-I 
1.1060 

151 

-
1.1447 

172 

-I 
1.1848 

196 

-I 
1.2263 

222 

-i 
1.2692 

253 

-I 
1.3136 

287 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

-

5,973 

5,973 

5,973 

5,973 
-

5.973 

5,973 
-

5,973 

5,973 
-

5,973 

5,973 
-

5,973 

5,973 
-

5,973 

5,973 
-

5,973 

5,973 
-

5.973 

Net income before taxes paid out as dividends 
Net income tax 
Dividend withholding tax 
Receivable Days 
Inventory Tums 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

18.0% 
23.0% 

60 
4.0_ 

1.5% 
81 

25.0-
2.5%1 

23.5% 

- I 
18.0% 
23.0% 

6 
4.01 

1.5 , 

25.0% 
2.5%, 

20.5,16 

-
18.0% 
23.0% 

60 
4.01 

1.5% 
8 

2.5%1 
20.5% 

- I 
18.0% 
23.0% 

601 
4.0 

1.5%1 
8 

25.0% 
2.50%161 

20.5% 

-
18.0% 
23.0% 

601 

1.5%1 
8 

25.0-
2.5% 

20.5% 

- I 
18.0% 
23.0% 

60 
4.0 

1.5% 
8 

25.00 
2.5%0 

20.5% 

- I 
18.0% 
23.0% 

60 
_4.0 4.0 

1.5% 
8 

25.0% 
2.5% 

20.5% 

- I 
13.0% 
23.0% 

60 
4.0 

1.5% 
8 

25.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

5.427 
30 

5,427 
(181) 

5,246 

5,246 
(181) 

5,065 

5,065 
(181) 

4,884 

4,884 
(181) 

4,703 

4,703 
(181) 

4,523 

4,523 
(181) 

4,342 

4,342 
(181) 

4,161 

4,161 
(181) 

3,980 

Local borrowing rate 
Interest expense 

28.5% 
1,521 

25.5% 
1,315 

25.5% 
1,269 

25.5% 
1,222 

95.5% 
1,176 

25.5% 
1,130 

25.5% 
1,084 

25.5% 
1,038 

Issuance of common equity (nominal - HUF millions) - I - I - I - I - I - I - -
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IMPi--- IIPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

PenzJegynyomda Rt. - Trademark-

Year Endino Projected Year Ending_ 
INCOME STATEMENT (HUF In millions) Dec-9-4 Dec-95 Dec-96 Dec-9Z Dec-98 Dec-99 Dec2M00 Dec-20Dl Dec=2002 

SALES 1,767 2,144 2,532 2,985 3,553 4,231 5,038 6,000 7.146 

(Cost of Goods Sold) 
GROSS PROFIT 

Gross Profit Margin 

(1,023) 

744 
42.1% 

_ (1,217) 
927 

43.2% 

(1,418) 
1,114 

44.0% 

(1,647) 
1,338 

44.8% 

(1,932) 
1,621 

45.6% 

(2,206) 
1,964 

46.4% 

_ (2,658) 
2,380 
47.2% 

(3.118) 
2,882 
48.0% 

(3,658) 
3,489 

48.8% 

(Selling, General, & Admin. Expense) 
OPERATING INCOME (EBITDA) 

(816) 
(72) 

(971) 
(44) 

(1,131) 
(17) 

(1,314) 
24 

(1,541) 
80 

(1,808) 
157 

(2,120) 
259 

(2,487) 
394 

(2,918) 
571 

(Depreciation & Amortization) 
EBIT 

-
(72) 

........ 
(44) (17) 24 80 

__ 

157 259 
_ _ 

394 
_ 

571 

Interest and other financial Income 
(Interest Expense) 

EARNINGS BEFORE TAXES 

F 201 
(112 
(164) 

94 
(1.521) 
(1.471) 

27 
(1.315) 
(1,305) 

(286) 
(1,269) 
(1.530) 

(644) 
(1,222) 
(1,787) 

(1.058) 
(1,176) 
(2,077) 

(1,533) 
(1,130) 
(2,404) 

(2,078) 
(1,084) 
(2,767) 

(2,700) 
(1.038) 
(3,167) 

Extraordinary gainl(loss) 
(Taxes) 

NET INCOME 

51 ] 
......... 

Lim LL 

........ 

LM_135 LL5-3a L L t2 427 L3167l 
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IFMPPR - II PRUJEUT 

USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

PenzJegynyordaRt. - Trademark 

BALANCE SHEET (HUF In millions) Year 
Ending Projected Year Ending 

ASSEIS Dec-9-4 Decr95 Dec-96 Dec-9 Dec-9B Deck99 Dec-20 Dpc001 Dec--= 

Intangible and Invested Financial Assets 6,499 6,499 6,499 6,499 6,499 6,499 6,499 6,499 

Nat Tangible Long-term Assets 5,973 5,973 5,973 5,973 5,973 5,973 5,973 5,973 5,973 

Cash & Marketable Securities 402 131 (1,393) (3,143) (5,160) (7,478) (10,135) (13,171) (16,624) 
Accounts Receivable 4,174 352 422 497 592 705 840 1,000 1,191 
Inventories 4,369 304 355 412 483 567 665 780 914 
Prepaid expenses [ 185 18 21 25 29 34 40 47 55 
Total Current As3aets 9,130 806 (595) (2,209) (4,056) (6,172) (8,591) (11,344) (14,464) 

TOTAL ASSETS 2102 13.278 1_.BZ 1_0-263 846 63Qf 3Bi JJ-28 

EJTY"RESE ES A LIBILES __& 

Common Stock L115781 11,578 11,578 11,578 11,578 11,578 11,578 11.578 11,578 
Retained Earnings: 

Beginning (4,166) (5,637) (6,942) (8,472) (10,259) (12,336) (14,740) (17,508) 
Dividends . 
Current year earnings (113) (1,471) (1,305) (1,530) (1,787) (2,077) (2,404) (2,767) (3.167) 
Endina (4,166) (5,637) (6,942) (8,472) (10,259) (12,336) (14,740) (17,508) (20,675) 

Shareholders' Equity 7,412 5,941 4,636 3,106 1,319 (758) (3,162) (5,930) (9,097) 

Target Reserves 787 787 787 787 787 787 787 787 787 

Long-term Credits and Uabilitles 5,246 5,065 4,884 4,703 4,523 4,342 4,161 3,980 3,980 

Trade credits 3.452] 274 319 370 434 509 597 701 822 
Other Accrued Liabilities 1 3,7371 243 283 328 385 452 530 622 729 
Current Portion: Long-term debt 181 181 181 181 181 181 181 181 -

Total Current Uabiltles 7,370 697 782 879 1,000 1,142 1,308 1,503 1,551 

Total Liabilities 12.616 5,762 5,667 5,583 5,523 5,484 5,469 5,483 5,531 

Other 787 787 787 787 787 787 787 787 787 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER ?-6_2 10.263 aM 11M 1 3(81- 192821 

0 - - - (0) (0) (0) 0 
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IMPA'-qI PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

CASH FLOW STATEMENT (HUF In millions) 

ashFlows from OperatingAc ti_vities 
Net Income 

Depreciation & Amortization 

Changes in Working Capital 


Cash provided by operating activities 

Qa 	h__Flows fQm rivestogan.idfinancing Activities: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Ccmmon Stock 

Cash used In investing/investing actMties 

Increase (decrease) In cash 

Cash, beginning of the period 

Increase (decrease) in cash 

Dividends 


Cash, end of period 

Increase (decrease) In cash 

Dividends 

Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

End of period exchange rate (HUF/$US) 

Net income (HUF - millions) 

Terminal value ($US - millions) 


Cash flow available to shareholders prior to IPO 

Cash flow to shareholders from public offering 

Total cashflow to shareholders 


Discount cash flow ($US in millions) 

Net present value ($US In millions) 
Net present value (HUF In millions) 

Penzjegynyomda Rt. - Trademark 

Dec&94 Dec-95 Dec-96 

(1,471) (1,305) 
.........
 

1.380 (38) 
(90) (1,343) 

........
 
(181) (181) 

........
 
(181) (181) 

(271) (1,524) 

402 131 
(271) (1,524) 

........
 
131 (1,393) 

(271) (1,524) 
. 
........ 

(271) (1,524) 

116 133 
(2) (11) 

PIE 125 142 
RaiQ (1,471) (1,305) 

12 (142) (111) 

IPO 

5 (2) (11) 
........
 
(2) (11) 

40.0% 
(13) (2) (6) 

(1,414) 

Dec_97 

(1.530) 

(39) 
(1,569) 

(181) 

(181) 

(1,750) 

(1,393) 
(1,750) 

(3,143) 

(1,750) 

(1,750) 

151 
(12) 

161 
(1,530) 

(114) 

(12) 

(12) 

(4) 

Projected Year Ending 
Dec-98 Deck99 

(1,787) (2,077) 

(49) (60) 
(1,836) (2,137) 

(181) (181) 

(181) (181) 

(2,017) (2,318) 

(3,143) (5,160) 
(2.017) (2,318) 

(5,160) (7,478) 

(2,017) (2,316) 

(2,017) (2,318) 

172 196 
(12) (12) 

183 208 
(1,787) (2,077) 

(117) (120) 

(12) (12) 

(12) (12) 

(3) (2) 

Dec-2000 

(2,404) 

(72) 
(2,476) 

(181) 

(181) 

(2,657) 

(7,478) 
(2,657) 

(10.135) 

(2,657) 

(2,657) 

222 
(12) 

237 
(2,404) 

(122) 

-

-

-

Dec-2001 

(2,767) 

(87) 
(2,855) 

(181) 

(181) 

(3,036) 

(10,135) 
(3,036) 

(13,171) 

(3,036) 

(3,036) 

253 
(12) 

269 
(2,767) 

(123) 

-

-

-

Dec-= 2.2 

(3,167) 

(105) 
(3,272) 

(181) 
_ 

(181) 

(3,453) 

(13,171) 
(3,453) 

(16,624) 

(3,453) 

(3,453) 

287 
(12) 

306 
(3.167) 

(124) 

-
_ 

-

-
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IMPW' II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions: 
Estimated net sales 

Comestic-sales; 
Real domestic sales growth rate 
Real domestic sales (HUF - millions) 

Hungarian inflation factor 

Nominal domestic sales (HUF - millions) 

Eoreigo..-les_ 
Real growth of $US sales 

Real $US sales ($US - millions) 

US inflation factor 

Nominal $US sales ($US - millions) 

Average exchange rate (HUF/$US) 

Nominal $US sales (HUF - millions) 


Real growth of DM sales 

Real DM sales (DM - millions) 

German inflation factor 

Nominal DM sales (DM - millions) 

Average exchange rate (HUF/DM) 

Nominal DM sales (HUF - millions) 


Total nominal sales (HUF - millions) 

Estimated cost of goods sold 
Weighted average real sales growth 

Real cost of HUF goods & services (HUF - millions) 

Hungarian inflation factor 

Nominal cost of HUF goods & services (HUF - millions) 


Eiga-urhaspe
 
Real cost of SUS goods & services ($US - millions) 

US inflation factor 

Nominal cost of SUS goods & services ($US - millions) 

Average exchange rate (HUF/SUS) 

Nominal cost of $US goods & services (HUF - millions) 


Real cost of DM goods & services (DM - millions) 

German inflation factor 

Nominal cost of DM goods & services (DM - millions) 

Average exchange rate (HUF/DM) 

Nominal cost of DM goods & services (HUF - millions) 


Total nominal cost of goods & services (HUF - millions) 


Babolna Rt. 

Year
 
Ending 


Dec-94 

1.0000 
8,884 

74 

1.0000 


74 

97 


7,256 

74 

1.0000 


74 

65 


4,838 

20,978 

2,477 
1.0000 
2,477 

145 

1.0000 


145 

97 


14,117 


1.0000 
-

65 

-

16,594 

- Agriculture_(3)_ 

Dec-95 Dec-96 

- I 

8,884 8,884 
1.1900 1.3862 
10,572 12,315 

74 74 

1.0325 1.0686 


77 80 

116 133 


8,905 10.598 


- - 1 
74 74 


1.0250 1.0506 

76 78 

77 90 


5,806 6,973 

25,283 29.887 

2,477 2,477 
1.1900 1.3862 
2,948 3.434 

145 145 

1.0325 1.0686 


150 155 

116 133 


17,326 20,620 

1.0250 1.0506 

77 90 


20,273 24,053 

Dec97 

10/ 
8,973 

1.5941 
14,304 

1.0%1 
75 


1.1060 

83 


151 

12,594 


1.0%! 

75 


1.0769 

80 


104 

8,364 


35,263 

1.0% 

2,502 
1.5941 
3,988 

146 

1.1060 


162 

151 


24,503 

-

1.0769 
-

104 

-

28,491 

Projected Year Ending 
Dec-98 

2.0%j 
9,152 

1.8332 
16,778 

2.0% ! 
77 


1.1447 

88 


172 

15,115 


2.0%1 
76 


1.1038 

84 


120 

10,132 

42,026 

2.0% 

2,552 
1.8332 
4,678 

149 

1.1447 


171 

172 


29,407 

-

1.1038 
-

120 

-

34,085 

Dec99 

2.0%1 
9,335 

2.1082 
19,681 

2.0%1 
78 


1.1848 
93 


196 

18.139 

2.0%1 
78 


1.1314 
88 


140 

12,274 

50.095 

2.0% 

2,603 
2.1082 

5,487 

152 

1.1848 

180 

196 


35,291 


-

1.1314 
-

140 

-

40,779 

Dec:2000 

2.0%1 
9,522 

2.4244 
23,086 

2.0%1 
80 


1.2263 

98 


222 

21,769 


2.0%1 
79 


1.1597 

92 


162 

14,8-C9 


59,724 

2.0% 

2,655 
2.4244 

6,437 

155 

1.2263 


190 

222 


42,354 

-

1.1597 
-

162 

-

48,790 

De_2001 

2.0% 
9,712 

2.7881 
27,080 

2.0%1 

81 


1.2692 

103 

253 


26,126 

2.0% 

81 


1.1837 

96 


187 

18,011 


7 ,.z17 

_.0% 

',,708 
e., 881 

7,550 

158 

1.2692 


201 

253 


50,829 

-

1.1887 
-

187 

-


58,379 

_Dec-202 

2.0% 
9,907 

3.2063 
31,764 

2.0%1
 
83
 

1.3136
 
109
 
287
 

31,354 

2.0%1 
82
 

1.2184
 
101
 
217
 

21,819
 

84,937 

2.0% 

2,762 
3.2063 
8,856 

162
 
1.3136
 

212
 
287
 

61.001 

-

1.2184 
-

217
 
-

69,857 
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IMPk-'II PROJECT 
USAID TECHNICAL ASSIST.kNCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 
Year 

Ending Projected Year Ending 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Dec- 3 

1,875 
1.0000 

1,875 

Deck95 

--

1,875 
1.1900 
2,231 

Dec-96 

-

1----
1,875 

1.3862 
2,599 

Dec:9 

1.0% 
1.0%! 
1,894 

1.5941 
3,019 

Dec-98 

2.0% 
2.0% i 
1,932 

1.8332 
3,541 

D-c99 

2.0% 
2.0%1 
1,970 

2.1082 
4,154 

Dec-200Q 

2.0% 
2.0%1 
2,010 

2.4244 
4.872 

DLc-LI Dec-_2002 

2 0% 2.0% 
2.0% L 2.0% 
2,050 2,091 

2.7881 3.2063 
5,715 6,704 

Real capital expenditures ($US- millions) 
US inflation factor 
Nominai capital expenditures ($US  millions) 
Average exchange rate (HUF/SUS) 
Nominal capital expenditures (HUF - millions) 

51 
1 0325 

5 
116 
5.q3 

51 
1.0686 

5 
133 
712 

51 
1.1060 

6 
151 
837 

51 
1.1447 

6 
172 
985 

51 
1.1848 

6 
196 

1,159 

51 
1.2263 

6 
222 

1,364 

51 
1.2692 

6 
253 

1,605 

51 
1.3136 

7 
287 

1,888 

Tangible long-term assets. beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) , 

Nominal capital expenditures (HUF - millions) 
Tangible iong-term assets, end of period 9.3351 

9,335 
(978978y 
598 

8,955 

8,955 
(978(978y 
712 

8.689 

8,689 

837 
8,548 

8,548 
(978) 
985 

8,555 

8,555 
(978)1 

1,159 
8,736 

8,736 
(978 

1,364 
9,122 

9,122 
(978)1 

1,605 
9,749 

9,749 
(978J 

1,888 
10,659 

Net income before taxes paid out as dividends 

Net income tax 
-i 

18.0% 
-

18.0% 
- I 

18.0% 
-I 

18.0% 
- I 

18.0% 
-I 

18.0% 
-

18.0% 
-I 

18.0% 
Dividend withholding 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

23.0% 
90 
6.0 

3.5% 1 
121 

175.0% I 
2.5% [ 

23.5% 

23.0% 
90[ 
6.01 

3.5%1 
121 

175.0%1 
2.5%1 

20.5% 

23.0% 
901 

6.01 
3.5% 

12 
175.0% 

2.5% 
20.5% 

23.0% 
90 
6.0 

3.5% I 
121 

175.0% 
2.5% 

20.5% 

23.0% 
90 
6.0 

3.5%1 
121 

175.0% 
2.5% 

20.5% 

23.0% 
90 
6.0 

3.5% 
121 

175.0% 
2.5% 

20.5% 

23.0% 
90 
6.0 

3.5% 
12 

175.0% 
2.5%1 

20.5% 

23.0% 
90 
6.0 

3.5% 
12 

175.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal  (years) 
Ending principal b3lanca 

4,429 
30 

4,429 
(148) 

4,281 

4,281 
(148) 

4,134 

4,134 
(148) 

3,986 

3,986 
(148) 

3,838 

3,838 
(148) 

3,691 

3,691 
(148) 

3,543 

3,543 
(148) 

3.396 

3,396 
(148) 

3,248 

Local borrowing rate 
Interest expense 

28.5% 
1,241 

25.5% 
1,073 

25.5% 
1,035 

25.5% 
998 

25.5% 
960 

25.5% 
922 

25.5% 
885 

25.5% 
847 

Issuance of common equity (nominal - HUF millions) -I - -I -I -I -I -I -1 
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IM' ,F, II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Baboina RL_-Agircu ue_(3)_ 

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF In millions) Dec-94 Deck95 Dec-95 Dec-97 Deck98 Deck99 Dec20fl0 _Dec-2Qt De,_2QQ2 

SALES 20,978 25,283 29,887 35,263 42,026 50,095 59,724 71.217 84,937 

(Cost of Goods Sold) (16,594) (20,273) (24,053) (28,491) (34,085) (40,779) (48.790) (58.379) (69,857) 
GROSS PROFIT 4,384 5,009 5,833 6,771 7,941 9,316 10,933 12,837 15,080 

Gross Profit Margin 20.9% 19.8% 19.5% 19.2% 18.9% 18.6% 18.3% 18.0% 17.8% 

(Selling, General, & Admin. Expense) (1,875) (2,231) (2,599) (3,019) (3,541) (4,154) (4,872) (5,715) (6,704) 
OPERATING INCOME (EBITDA) 2,509 2,778 3,234 3.752 4.400 5,162 6,061 7,122 8,376 

(Depreciation & Amortization) (978) (978) (978) (978) (978) (978) (978) (978) (978) 
EBIT 1,531 1,800 2,256 2,774 3,422 4,184 5,083 6,144 7.398 

Interest and other financial Income 213 143 45 69 146 260 433 678 1,013 
(Interest Expense) (863 (1,241) (1.073) (1,035) (998) (960) (922) (885) (847) 

EARNINGS BEFORE TAXES 881 701 1,228 1,808 2,570 3,484 4.594 5,938 7,563 

Extraordinary galn/(Ioss) - - - - - - -

(Taxes) 
NET INCOME 

(135) 
61 

(126) 
5M 

(221) 
. 7 

(325) 
483 

(463) 
2= 

(627) 
2.85Z 

(827) 
32 

(1,069) 
4 

(1,361) 
6.22 
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IMPA-'II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Babolna Rt. -Agriculture (3)_ 

BALANCE SHEET (HUF In millions) Year 
Ending Projected Year Ending 

ASETS Dec-94 Dec-95 Dec-96 Dec-9Z Dec-98 Dec-99 Dec:2W DOe 2010 D-ec2002 

Intangible and Invested Financial Assets 1,519 1,519 1.519 1,519 1.519 1,519 1,519 1,519 1,519 

Net Tangible Long-term Assets 9,335 8,955 8,689 8,548 8,555 8,736 9,122 9,749 10,659 

Cash &Marketable Securities 607 221 33- 713 1,270 2,112 3,308 4,940 7,109 
Accounts Receivable 4.571 6,234 7,472 8,816 10,506 12,524 14,931 17,804 21,234 
Inventories2,000 3,379 4,009 4,749 5,681 6,796 8,132 9,730 11,643 
Prepaid expenses 21 710 842 997 1,193 1,427 1,708 2,043 2,445 
Total Current Assets 7.199 10,543 12,659 15,274 18,650 22,860 28,078 34,517 42,431 

TOTAL ASSETS 18,0.53 2QIZ 2U672_Z _25.341 28-724 33-15 1, 4 -5 5460 

F._QUATYRSERVES & LIABILITIES 

Common Stock ,7,3697369 7,369 7.369 7,369 7,369 7,369 7,369 7,369 
Retained Earnings: 

Beginning 2,266 2,841 3.848 5,331 7,438 10,296 14,063 18,931 
Dividends - ........ 
Current year earnings 616 575 1,007 1,483 2,107 2.857 3,767 4.869 6,202 
Ending 2,266 2,841 3,848 5,331 7,438 10,296 14,063 18,931 25,133 

Shareholders' Equity 9,635 10,210 11,217 12,700 14,807 17,665 21,432 26,300 32,502 

Target Reserves 450 450 450 450 450 450 450 450 450 

Long-term Credits and UabItles 4,281 4,134 3,986 3,838 3,691 3.543 3,396 3,248 3,248 

Trade credits 1,296 1,875 2,221 2,626 3,135 3,744 4,472 5,341 6,380 
Other Accrued Liabilities1 1,947 3,905 4,548 5,283 6,197 7,269 8,527 10.002 11,732 
Current Portion: Long-term debt 148 148 148 148 148 148 148 148 -

Tota! Current Uabilities 3,391 5,928 6,917 8,056 9,480 11,161 13,146 15,491 18,112 

Total Uablllties 7,672 10.061 10,903 11,895 13,171 14,704 16,542 18.738 21,360 

Other 296 296 296 296 296 296 296 296 296 
TOTAL EQUITY, RESERVES, LIABIUTIES & OTHER 1-U.9- 210Z 22866 25-34 28724 1 n 45-785 4 

(0) (0) (0) (0) (0) (0) (0) (0) (0) 
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IIMPX- II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

BabolnaRt. - Agriculture (3)-
CASH FLOW STATEMENT (HUF In millions) Projected Year Ending 

Dec 94 Dec-95 DecA96 Dec2 9Z Dec-98 Dec-_99 D-e-200O Dec-2001 Dc 20 
Cash Flows fro OprartingA. iea 

Net Income 575 1,007 1,483 2,107 2,857 3,767 4,869 6,202 
Depreciation & Amortization 978 978 978 978 978 978 978 978 
Changes in Working Capital (__ 4)9_ (1,010) (1,100) (1,395) (1,686) (2.038) (2,463) (2,975) 

Cash provided by operating activities 360 975 1,361 1,690 2,149 2,707 3,384 4,204 

C;aih-E~pw_-f ormJ Lve sing-a E [anc i Actvities: 
Purchase of Property and Equipment (598) (712) (837) (985) (1,159) (1,364) (1,605) (1,888) 
Repayment of prircipal of Long-term Debt (148) (148) (148) (148) (148) (148) (148) (148) 
Issuance of Common Stock ........ __ _ _ _ _ _ 

Cash used In Investlngflnvesting activiies (746) (859) (985) (1,133) (1,307) (1,511) (1,752) (2,036) 

Increase (decrease) In cash (386) 116 376 558 842 1,196 1,632 2,169 

Cash, beginning of the period 607 221 337 713 1,270 2,112 3,308 4.940 
Increase (decrease) in cash (386) 116 376 558 842 1,196 1,632 2.169 
Dividends ........ 

Cash, end of period 221 337 713 1,270 2,112 3,308 4,940 7,109 

Increase (decrease) in cash (386) 116 376 558 842 1,196 1,632 2,169 
Dividends ........ 
Dividend withholding tax ........ __ _ _ _ _ _ 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) (386) 116 376 558 842 1,196 1,632 2,169 

Average exchange rate (HU F/$US) 116 133 151 172 196 222 253 287 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) (3) 1 2 3 4 5 6 8 

End of period exchange rate (HUF/$US) PIE 125 142 161 183 20G 237 269 306 
Net Income (HUF - m;flions) RafiQ 575 1,007 1,483 2,107 2,857 3,767 4,869 6,202 
Terminal va'ue ($US - millions) 12 55 85 110 138 165 191 217 243 

IPO 
Total cash flowito shareholders ($US - millions) Yer 
Cash flow available to shareholders prior to IPO 5 (3) 1 2 3 4 - - -
Cash flow to shareholders from public offering - 165 - - -
Total cashflow to shareholders (3) 1 2 3 169 - - -

Discount cash flow ($US in millions) 40.0% 
Net prasentvalue ($US In millions) 37 (2) 0 1 1 31 - - -

Net present value (HUF In millions) 3,949 
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IMPki,'-II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Balatonfelvideki Erdo es F. Rt. - Forest Prod. 
Year 

Operating Assumptions: Ending Projected Year Ending 
Estimated net sales 

U~omLSNtisales: 
Dec-94 Ge -95 Dec-96 Dec-97 Dec-98 Dec-99 D-ec00 Dec-.001 Dc-20-02 

Real domestic sales growth rate -_[ - I 1.0% I 2.0%1 2.0%1 2.0% 1 2.0%1 
Real domestic sales (HUF - millions) 8,068 8,068 8.063 8,149 8,312 8,478 8,647 8,820 8,997 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
N,.,minal domestic sales (HUF - millions) 
Eoreign_ LesL 

8,068 9,601 11,184 
______________ 

12,990 15.237 17,873 20,965 24,592 28,847 

Real growth of SUS sales - - 1.0% 2.0%1 2.0%1 2.0% 2.0%1 2.0%1 
Real SUS sales ($US - millions) 61 61 61 61 62 64 65 66 68 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 61 63 65 68 71 75 8C 84 89 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal $US sales (HUF - millions) 5,904 7,246 8,624 10,248 12,298 14,760 17,713 21,258 25,512 

Real growth of DM sales - -- I 10%i 2.0% 2.0%1 2.0%I 2.0%1 2.0%1 
Real DM sales (DM - millions) 90 90 90 91 93 95 97 99 101 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 90 93 95 98 103 107 112 117 123 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 5,904 7,085 8,510 10,207 12,365 14,979 18,145 21,980 26,626 

Total nominal sales (HUF - millions) 19,876 23,931 28,317 33,445 39,901 47,611 56,823 67,830 80,984 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
Domes tic.pAvrchas.ea
Real cost of HUF goods & services (HUF - millions) 6,630 6,630 6,630 6,696 6,830 6,967 7,106 7,248 7,393 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
,'ominal cost of HUF goods & services (HUF - millions) 6,630 7,889 9,190 10,675 12,521 14,688 17,229 20,209 23,705 
EogLeignuhase 
Raal cost of $US goods & services (SUS - millions) 57 57 57 58 59 60 62 63 64 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Ncminal cost of $US goods & services ($US - millions) 57 59 61 64 68 71 75 80 84 
Average exchange rate (HUF/SUS) 97 116 133 151 172 196 -222 253 287 
Nominal cost of SUS goods & services (HUF - millions) 5,593 6,864 8,169 9,708 11,651 3,982 16,780 20,138 24,168 

Real cost of DM goods & services (DM - mil!ions) 57 57 57 58 59 60 61 62 64 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 57 58 60 62 65 68 71 74 77 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 3,728 4,474 5.373 6,445 7,808 9,458 11,457 13.879 16,813 

Total nominal cost of goods & services (HUF - millions) 15,951 19,227 22.733 26,828 31,980 38.128 45.466 54.226 64,686 
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IMPA'-, IiPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF -millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF -millions) 

_ 

[ 

Year 
Ending 

Gec9A 

1,745] 
1.0000 
1,745 

Dec-95 

-
-

1,745 
1.19CC 
2.076 

Dec-96 

-

-

1,745 
1.3862 
2,419 

Projected Year Ending 
Dec-97 Dec-98 Dec 99 

1.0% 2.0% 2.0% 
1.0%,o.[ 2.0% T 2.0%,j 
1,762 1,798 1,834 

1.5941 1.8332 2.1082 
2,810 3,296 3,866 

Dec-2000 Dec-2O. Dec-2002 

2.0% 2.0% 2.0% 
2.0% I 2.0% I 2.0%] 
1,870 1,908 1,946 

2.42,14 2.7881 3.2063 
4,535 5,319 6,239 

Real capital expenditures (SUS  millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

1 51 
1.0325 

5 
116 
598 

51 
1.0686 

5 
133 
712 

51 
1.1060 

6 
1E 
637 

551 
1.1447 1.1848 

6 6 
172 196 
985 1,159 

5i 
1.2263 

6 
222 

1,364 

51 
1.2692 

6 
,?_53 

1,605 

51 
1.3136 

7 
287 

1,888 

Tangible long-term assets, beg. of period (HUF. millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-temi assets, end of period 

891 

17,175 

17.175 
(891)1 
598 

16,882 

16,882 
(8i 
712 

16,703 

16,703 
(891 
837 

16,649 

16,649 
(891 
985 

i6,743 

16,743 
(891) 

1,159 
17,011 

17,011 
(851, 

1,364 
17,484 

17,484 
(891: 

1,605 
18,198 

18,198 
(891) 

1,888 
19,195 

Net income before taxes paid out as dividends 
Net income taxes 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

--- I 
18.0% 
23.0% 

751 
6.01 

0.5%1 
121 

240.0% 
2.5% 

23.5% 

-I 
18.0% 
23.0% 

751 
6.0j 

0.5% 
121 

240.0% 
2.5% 1 

20.5% 

- I 
18.0% 18.0% 
23.0% 23.0% 

751 
6.0 6.0 

10.5% 0.5% 
121 12 1 

240.0% ] 240.0%, 
2.5% 2.5%1 

20.5% 20.5% 

-_ 
18.0% 
23.0% 

751 
6.0 

0.5% 
121 

240.0%] 
2.5% 

20.5% 

18.0% 
23.0% 

75 _ 

6.0 
0.5% 

121 
240.0% I 

2.5% 
20.5% 

-
18.0% 
23.0% 

5 
6.0 

0.5% 
121 

240.0% 
2.5%1 

20.5% 

-

18.0% 
23.0% 

75 
6.0 

0.5% 
12 

240.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF -millions) 
Amortization of principal - (years) 
Ending principal balance 

2,272 
30 

2,272 
(76) 

2,196 

2,196 
(76) 

2,121 

2,121 
(76) 

2,045 

2,045 
(76) 

1,969 

1,969 
(76) 

1,893 

1,693 
(76) 

1,818 

1,818 
(76) 

1,742 

1,742 
(76) 

1,666 

Local borrowing rate 
Interest expense 

28.5% 
637 

25.5% 
550 

25.5% 
531 

25.5% 
512 

25.5% 
492 

25.5% 
473 

25.5% 
454 

25.5% 
435 

Issuance of common equity (nominal - HUF millions) L - I - I. - I - - - I - 1 
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IMP,4 II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Balatonfelvideki ErdoesF. Rt. -ForesPro-d._ 

Year Ending ____ P__Projected Year Ending_ 
INCOME STATEMENT (HUF In millions) Dec-94 Dec-95 Dec-96 Dec-9Z Dec-98 Dec-99 C -2000 Dec2001 Dec-= 

SALES 19,876 23,931 28,317 33,445 39,901 47,611 56,823 67,830 80,984 

(Cost of Goods Sold) (15,951 _(19,227L_ 22,733) 26,828) (3_,980) 8,128) (45,466 (54,226) (64.686) 
GROSS PROFIT 3,925 4,704 5,584 6,617 7,921 9,484 11,357 13,604 16,299 

Gross Profit Margin 19.7% 19.7% 19.7 19.8% 19.9% 19.9% 20.0% 20.1% 20.1% 

(Selling, General. & Admin. Expense) (1,745) (2.076) (2,419) (2,810 (3,296 386), 45) (5,319 (6.239) 
OPERATING INCOME (EBITDA) 2,180 2,628 3,165 3,808 4,625 5,618 6,823 8,285 10,060 

(Depreciation & Amortization) (891) (891) (891) (891) (891) (89') (891) (891) (891) 
EBIT 1,289 1,737 2,274 2,917 3,734 4,727 5,932 7,394 9,169 

Interest and other financial income 1541 154 207 463 843 1,370 2.091 3,062 4,352 
(Interest Expense) (785 (637) (550) (531) (512) (492) (473) (454) (435) 

EARNINGS BEFORE TAXES 658 1,254 1,931 2,848 4,065 5,604 7,549 10,002 13,086 

Extraordinary gainl(loss) - - - . - - -

(Taxes) (106) (226) (348) 1513) (732) (1,009) (1,359) (1,800) (2,355) 
NET INCOME 484 1M 1583 2_33 a334 4 LJ.9 822 Ifl 
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IMFY 1IIPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Balatonfelvideki Erdo es F. Rt. - Forest Prod. 

BALANCE SHEET (HUF Inmillions) Year 

ASF.IS 
Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec99 Dec-200-0 Dec-2rG1 Dec;2)2 

Intangible and Invested Financial Assets [ 2,461 2,461 2,461 2,461 2,461 2,461 2,461 2,461 2,461 

Net Tangible Long-term Assets 17.175 16,882 16,703 16,649 16,743 17,011 17,484 18,198 19,195 

Cash & Marketable Securities 
Accounts Receivable 
Inventories 
Prepaid expenses 

656 
4,055 
2,439 

85 

1,011 
4,917 
3,205 

96 

2,257 
5,899 
3,789 

114 

4,111 
6.968 
4,471 

134 

6,681 
8,313 
5,330 

160 

10,199 
9,919 
6,355 

191 

14,935 
11,838 

7,578 
227 

21,228 
14,131 
9,038 

271 

29,506 
16,872 
10,781 

323 
Total Current Assets 7,235 9,229 12,059 15.684 20,484 26,663 34,578 44,668 57,482 

TOTAL ASSETS 2&871 28,572 31 34-79 39.688 46J36 54523 65.a2Z 

EQU!Th_ ESV _&_1JABILflmES 
Common Stock 17,434 17,434 17,434 17,434 17,434 17,434 17,434 17,434 
Retained Earnings: 

Beginning 794 1,822 3"406 5,741 9,075 13,670 19,861 28,062 
DividendsJ - - - - - - -
Current year earnings 
Ending 

484 
794 

1,028 
1,822 

1,583 
3,406 

2,236 
5,741 

3,334 
9,075 

4,595 
13,670 

6,191 
19,861 

8,202 
28,062 

10,730 
38,793 

Shareholders' Equity 18,228 19,256 20,840 23,175 26,509 31,104 37,295 45,496 56,227 

Target Reserves 91 91 91 91 91 91 91 91 

Long-term Credits and Uabilltles 2,196 2,121 2,045 1,969 1,893 1,818 1,742 1,665 1,666 

Trade credits 
Other Accrued Liabilities 
Current Portion: Long-term debt 

1,69C 
4.3111 

76 

1,775 
4,984 

76 

2,096 
5,805 

76 

2,470 
6,743 

76 

2,940 
7,909 

76 

3,499 
9,278 

76 

4,167 
10,883 

76 

4,962 
12,766 

76 

5.910 
14,974 

-
Total Current Liablilles 6,086 6,835 7,977 9,288 10,925 12,853 15,125 17,803 20,884 

Total Liabilities 8,282 8,955 10,022 11,258 12,818 14,671 16,867 19,470 22,551 

Other 270 270 270 270 270 270 270 270 270 
TOTAL EQUITY, RESERVES, LIABILITIES . OTHER 2 28.572 31222 34294 39-68B 46-136 .65-2Z 

(0) (0) (0) (0) (0) (0) (0) i0) (0) 
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IMPA',-'l PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

CASH FLOW STATEMENT (HUF In millions) 

GashTJows frorm _Prigrivn ityeE 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

_CahL_F ows_frQomJ_vyesfng and Lr]_anaing Activites: 

Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used In Investing/investing activities 

Increase (decreare) In cash 

Cash, beginning of the period 

Increase (decrease) in cash 

Dividends 


Cash, end of period 

Increase (decrease) in cash 

Dividends 

Dividend withholding tax 


CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

End of period exchange rate (HUF/$US) 

Net Income (HUF - millions) 

Terminal value ($US - millions) 


TQtaLca~shJ1oyLtoshar~ehold_e US -millions 

Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashfIlow to sharenolders 

Discount cash flow ($US in millions) 
Net present value ($USIn millions) 
Net present value (HUF In millions) 

Balatonfe#videki Erdo es :._Rt. - Forest Prod. 
Projected Year Ending 

Dec=94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 

1,028 1,583 2,336 3,334 4,595 
891 8914 891 891 891 

__ _90___(41_ (460)_ _593) 734) 

1,029 2,033 2,767 3,632 4,753 

(598) (712) (837) (985) (1,159) 
(76) (76) (76) (76) (76) 
.......
 

(674) (787) (913) (1,061) (1,235) 

355 1,246 1,854 2,571 3,518 

656 1,011 2,257 4,111 6,681 
355 1,246 1,854 2,571 3,518 
..........
 

1,011 2,257 4,111 6,681 10,199 

355 1,246 1,854 2,571 3,518 
.........
 
........ __ 


355 1,246 1,854 2,571 3,518 

116 133 151 172 196 
3 9 12 15 18 

PIE 125 142 161 183 208 
RaUQ 1,028 1,583 2,336 3,334 4,595 

12 99 134 174 218 265 

IPO 
yr
 

5 3 9 12 15 i8 
.- - 265 

3 9 12 15 283 

40.0% 
74 2 5 4 4 53 

7,922 

Dec20O9 

6,191 
891 

(907) 

6,175 

(1,364) 
(76) 

(1,440) 

4,735 

10,199 
4,735 

14,935 

4,735 

4,735 

222 
21 

237 
6,191 

314 

-
-
-

-

fDec,2001 

8,202 
891 

(1,119) 

7,974 

(1,605) 
(76) 

(1,680) 

6,293 

14,935 
6,293 

21,228 

6,293 

6,293 

253 
25 

269 
8,202 

365 

-
-
-

-

Dec-2002 

10.730 
891 

(1,379) 

10,242 

(1,888) 
(76) 

(1,964) 

8,278 

21,228 
8,278 

_
 

29,506 

8,278 

_ 
8,278 

287 
29 

306 
10,730 

421 

-
-
-

-
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IMPP"-'--II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions: 
Estimated net sales 

DomestiQ sales; 
Real domestic sales growth rate 
Real domestic sales (HUF - millions) 
Hungarian inflation factor 
Nominal domestic sales (HUF -millions) 

Eoreign sales,
 
Real growth of SUS sales 

Real SUS sales ($US - millions) 

US inflation factor 

Nominal $US sales ($US - millions) 

Average exchange rate (HUF/$US) 

Nominal $US sa!es (HUF - millions) 


Real growth of DM sales 

Real DM sales (DM -millions) 

German inflation factor 

Nominal DM sales (DM - millions) 

Average exchange rate (HUF/DM) 

Nominal DM sales (HUF - millions) 


Total nominal sales (HUF - millions) 

Estimated cost of goods sold 
Weighted average real sales growth 
Doneicpurchaser 
Real cost of HUF goods & services [HUF -millions) 

Hungarian inflation factor 

Nominal cost of HUF goods & services (HUF - millions) 

EQrignpurchases
 
Real cost of SUS goods & services ($US -millions) 

US inflation factor 

Nominal cost cf SUS goods & services ($US - millions) 

Average exchange rate (HUF/SUS) 

Nomina! cost of SUS goods & services (HUF - millions) 


Real cost of DM goods & services (DM - millions) 

German inflation factor 

Nominal cost of DM goods & services (DM- millions) 

Average exchange rate (HUF/DM) 

Nominal cost of DM goods & services (HUF -millions) 


Total nominal cost of goods & services (HUF - millions) 


SzlkraLadnyomda Rt. -

Year 
Ending 

Dec-94 Dec-95 

[ 

35,720 1 35,720 
1.0000 1.1900 
35,720 42,505 

-- I 
- ..-

1.0000 1.0325 
...........
 
97 116 
...........
 

-

-

1.0000 1.0250 
.........
 
65 77 
......
 

35,720 42,505 

-

23,611 23,611 
1.0000 1.1900 
23,611 28,096 

100 100 
1.0000 1.0325 

100 104 
97 116 

9,777 11,999 

-
1.0000 1.0250 

65 77 

33,388 40,095 

Culture _ 

Dec-96 

35,720 

1-3862 

49,515 


- I 

1.0636 

133 

- I 

1.0506 

90 

49,515 

-

23.611 

1.3862 

32,729 


100 
1.0686 


107 

133 


14,281 

-
1.0506 

-

90 
-

47,010 

Dec-97 

1.0% 
36.077 
1.5941 
57,511 

1.0% 

1.1060 

151 

1.0% I 

1.0769 

104 

57,511 

1.0% 

23,847 
1.5941 
38,015 

101 
1.1060 

112 
151 

16,970 

-
1.0769 

-

104 
-

54,985 

Projected Year Ending 
Dec-98 

2.0% 

36,799 
1.8332 
67,461 

2.0,. 
-

1.1447 

172 

2.0%1 
-

1.1038 

120 

67,461 

2.0% 

24,324 
1.8332 
44,592 

103 
1.1447 

118 
172 

20,366 

-
1.1038 

-

120 
-

64,958 

Dec-99 

2 0%] 
37,535 
2.1082 
79,131 

2.0% 
-

1.1848 

196 

2.0%1 
-

1.1314 

140 

79,131 

2.0% 

24,811 
2.1082 
52,306 

105 
1.1848 

125 
196 

24,442 

-
1.1314 

-

140 
-

76,748 

Dec-2000 

20% 
38,285 
2.4244 
92,821 

2.0% 
--..
 

1.2263 

222 

2.0% 
-

1.1597 

162 

92,821 

2.0% 

25,307 
2.4244 
61,355 

108 
1.2263 

132 
222 

29,333 

-
1.1597 

-

162 
-

90.688 

Dec-2.OMl 

2.0% 
39,051 
2.7881 

108,87 ' 

2.0% 

1.2692 

253 

2.0%1 
-

1.1887 

187 

108,879 

2.0% 

25,813 
2.7881 
71,969 

110 
1.2692 

139 
253 

35,203 

-
1.1887 

-

187 
-

107,172 

Dec-2002 

2.0% 
39,832 
3.2063 

127,715 

2.0% 

1.3136 

287 

2.0%1 
-

1.2184 

217 

127,715 

2.0% 

26,329 
3.2063 
84,420 

112 
1.3136 

147 
287 

42,247 

-
1.2184 

-

217 
-

126.667 
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iMPi'-'Ii PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling. general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses
Real SG&A expense (HUF - millions) 

Year 
Ending 

Dec-94 

: 1,17j 

Deu-95 

-

-
1,172 

Dec-ec-

--

--
1,172 

Projected Year Ending___ 
Dec-97 Dec-98 Dec-99 Dec:2000 

1.0,1 2.0% 2.01 2.0,o 
-i.0,___ 2 0% 2.0%. 1 
1,184 1,207 1232 1,256 

Dec-200, 

2,00,% 
2.0,
1,281 

Dec_2002 

2.0% 
2.0% 
1,307 

Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

1.0000 
1,172 

1.1900 
1,395 

1.3862 
1,625 

1.5941 
1,887 

1.8332 
2,213 

2.1082 
2,596 

2.4244 
3,046 

2.7881 
3,572 

3.2063 
4,190 

Real capital expenditures (SUS- millions) 
LIS inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF- millions) 

1 
1.0325 

1 
116 
60 

1i 
1.0686 

1 
133 
71 

1 
1.1060 

1 
151 
84 

1 
1.1447 

1 
172 
99 

1 
1.1848 

1 
196 
116 

1I 
1.2263 

1 
222 
136 

I 
1.2692 

1 
253 
160 

1 
1.3136 

1 
287 
189 

Tangible long-term assets, beg. of period (HUF millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible tong-term assets, end o' period 

1---50 L 
3,500 
(150 

60 
,3,5003410 

3,410 
(15 

71 
3,331 

3,331 

84 
3,265 

3,265 

99 
3,213 

3,213 

116 
3,179 

3,179 
(150.(150 " 
136 

3,166 

3,166 
(150Y 
160 

3,176 

3,176 
150 
189 

3,215 

Net income before taxes paid out as dividends 
Net Income taxes 
Dividend withholding taxes 
Receivable Days
Inventory Turns 

Prepaid expenses as a % of cost of goods sold 
Payable Tums 
Accruals as % of SG&A 
Minimum cash balance as a % o sales 

-

18.0% 
23.0% 

451 
7.0, 

01% 
12 

100.0% 
02.5% 

--

18.0% 
23.01o 

451 
7.0 

0.1% 

12 
0100.0%1 

2.5% 

--

18.0% 
23 0, 

451 
701 

0.1 

121 
100.0% 

25% 

--

18.0% 
23.0% 

451 
7.0j 

0.1% 

121 
100.0%1, 

2.5% 

-

18.0% 
23.0% 

4 517 . 0 

0.1% 

12 

2.5% 

-

18.0% 
23.0% 

451 
7.01 

01% 

121 
100.0.% 

2.5% 

-

18.0% 
23.0% 

45 
7.0 

0.1% 

12 
100.0% 

2.5% 

-

18.0% 
23.0% 

45 
7.0 

0.1% 

12 
100.0% 

2.5% 
Local investing rate 23.5% 20.5% 20.5% 20.5, 20.5% 20.51 20.5% 20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

30 
-

........ 
......... 

- - - - - -

Local borrowing rate 
Interest expense 

28.5% 25.5% 
........ 

25.5% 25.5% 25.5% 25.5% 25.5% 25.5% 

Issuance of common equity (nominal - HUF millions) - - - - - - - -
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IMP -' II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Sz!kra Ladnyomda Rt. -Culture_ 

Year Ending _ Projected Year Ending_
INCOME STATEMENT (HUF In millions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-_99 Derc-200Q Dec-200l Dec-= 

SALES 35,720 42,505 49,515 57,511 67,461 79,131 92,821 108,879 127,715 

(12 6 6 6 7)(Cost of Goods Sold) ___33,388) ___A40,095) __(47,010) (54.985) 164,958) (76,748 (90,688)1 07.172) , 
GROSS PROFIT 2,332 2,410 2,505 2,526 2,503 2,384 2,133 1,707 1.048 

Gross Profit Margin 6.5% 5. 7% 5.1% 4.4% 3.7% 3.0% 2.3% 1.6% 0.8% 
(Selling, General, &Admin. Expense) (1,172) __(1,395L (1,625)__(28_87) 2,213) (2,596) (3,046) (3.572) 4,190) 

OPERATING INCOME (EBITDA) 1,160 1.015 880 639 289 (213) (912) (1.865) (3,142) 

(Depreciation &Amortization) 150) (150)_.____i15Oj _____59L ( 50) (150) (150) (15.) (150) 
EBIT 1.010 865 730 489 139 (363) (1,062) (2,015) (3.292) 

Interest and other financial income 205 261 214 101 (155) (614) (1.379) (2,576) 
(Interest Expense)_ - - - - - -

EARNINGS BEFORE TAXES 960 1,071 991 703 240 (517) (1,676) (3,394) (5.868) 

Extraordinary gain/(Ioss) 15--- - - - -......
 

(Taxes) (146) (193) (178) (127) (43) ....
 
NET INCOME E21 8B3 L5uJZ / LAL L5&8 
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IMP'. II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Szlkra Ladnyomda Rt.- Culture_ 

BALANCE SHEET (HUF In millions) Year 
Ending Projected Year Ending 

ASEIS Dec-94 Dec-95 Dec-96 Dec-97 Dec-96 Dec:99 Dec-2000 DMfl- _ 

Intangible and Invested Financial Assets _7 70 70 70 70 70 70 70 70 

Net Tangible Long-te'rm Assets 3,500 3,410 3,331 3,265 3,213 3.179 3,166 3,176 3.215 

Cash & Marketable Securities 874] 1.273 1,046 491 (754) (2.995) (6,726) (12.565) (21,337) 
Accounts Receivable 3,900] 5,240 6.189 7,189 8,433 9,891 11,603 13,610 15,964 
Inventories 5,300 1 5,728 6,716 7,855 9,280 10,964 12,955 15,310 18,095 
Prepaid expenses 14 40 47 55 65 77 91 107 127 
Total Current Assets 10,088 12,281 13,998 15,590 17.023 17,937 17,922 16.462 12,849 

TOTAL ASSETS 13.658 15,761 1LZ399 18.925 20.306 21-186 21-158 .19P_ .3 

EQVITYR ESERVES"IILII[U
Common Stock 9,016 9,016 9,016 9,016 9,016 9,016 9,016 9.016 9,016 
Retained Earnings: 

Beginning 
Dividends J 

1.001 
....... 

1,879 2.692 3,268 3,465 2,948 1,272 (2,123) 

Current year earnings 664 878 813 577 197 (517) (1,676) (3,394) (5,868) 
Ending 1,001 1.879 2,692 3,268 3,465 2,948 1,272 (2,123) (7,991) 

Shareholders' Equity 10,017 10.895 11,708 12,284 12,481 11,964 10,288 6,893 1,025 

Target Reserves [44 4 4 4 4 4 4 

Long-term Credits and Uabilities - -

Trade credits 
Other Accrued Liabilities 

2,447] 
1,180 

3,458 
1,395 

4,053 
1,625 

4.739 
1.887 

5,598 
2,213 

6,612 
2,596 

7,811 
3,046 

9,229 
3,572 

10,905 
4,190 

Current Portion: Long-term debt .. ....... __ _ _ _ _ _ 

Total Current Liabilities 3,627 4.852 5.677 6,626 7.811 9,203 10,857 12,801 15,095 

Total Liabilities 3,627 4,852 5,677 6,626 7,811 9,208 10,857 12,801 15,095 

Other 1 10 10 10 10 10 10 10 10 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER j1365 Lr -Z.399 1B.25 20.06 2-18 2-1-158 !9.Za .U4 

0 0 0 0 0 0 0 0 0 
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IMP -' II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Szlkra Ladnyomda Rt. - Culture 
CASH FLOW STATEMENT (HUF - millions) .. Projected Year Ending 

Cash Flows from Operating AcUvitiesa 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating actites 

Qec-94 Dec-95 Dec-96 

878 813 
150 150 

___(( 
569L_(1.118) 
459 (156) 

Dec-97 

577 
150 

j1,198) 
(471) 

Dec-98 

197 
150 

1,494)__ 
(1,147) 

Dec-99 

(517) 
150 

1,75 
(2.125) 

Dec-2000 

(1,676) 
150 

___2,068) 
(3,595) 

Dec-2001 

(3,394) 
150 

(2,434) 
(5,678) 

Dc-O-02 

(5,868) 
150 

(2.865) 
(8,583) 

Cash-FJows from Investing-and-FinrngA-Ar 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used in Investinglinvesting activities 

(60) (71) 
........ 
........ 

(60) (71) 

(84) 

(84) 

(99) 

(99) 

(116) 

(116) 

(136) 

(136) 

(160) 

(160) 

(189) 

(189) 

Increase (decrease) In cash 399 (227) (555) (1,245) (2,241) (3,731) (5,839) (8,772) 

Cash, beginning of the period 
Increase (decrease) in cash 
Dividends 

Cash, end of period 

874 1,273 
399 (227) 
........ 

1,273 1,046 

1,046 
(555) 

491 

491 
(1.245) 

(754) 

(754) 
(2,241) 

(2,995) 

(2,995) 
(3,731) 

(6,726) 

(6.726) 
(5.839) 

(12,565) 

(12,565) 
(8.772) 

(21.337) 

Increase (decrease) in cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

399 (227) 
... 
........ 

399 (227) 

(555) 

(555) 

(1,245) 

(1,245) 

(2,241) 

(2,241) 

(3,731) 

13,731) 

(5,839) 

(5,839) 

(8,772) 

(8,772) 

Average exchange rate (HUF/SUS) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
3 

133 
(2) 

151 
(4) 

172 
(7) 

196 
(11) 

222 
(17) 

253 
(23) 

287 
(31) 

End of period exchange rate (HUF/$US) 
Net Income (HUF - millions) 
Terminal value ($US  millions) 

P/E 
Rado 

12 

125 
878 
85 

142 
813 

69 

161 
577 
43 

183 
197 

13 

208 
(517) 

(30) 

237 
(1,676) 

(85) 

269 
(3.394) 

(151) 

306 
(5.868) 

(230) 

IPO 
]otaLash-flow-to-shareh-oldel ($US-millions )Yef 
Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

5 3 
........ 

3 

(2) 

(2) 

(4) 

(4) 

(7) 

(7) 

(11) 
__ 

(11) 

-

-
_ 

-
_ 
-

_ 
-

-

Discount rate 
Net present value ($US In millions) 
Net present value (HUF In millions) 

40.0% 
4 

472 
2 (1) (1) (2) (2) - - -
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IMPA "-'iI PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Kalocsakornyeki AgrarlparlRt. - Trademark_ 
Year 

Operating Assumptions: Ending .... -.Projected Year _Endn 
Estimated net sales Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-9 Dec-2000 Dec201 D20.2 

aomesticsales: 
Real domestic sales growth rate -- 1-1 0% 2.0/ 20 2.0%1 2.0%1 2.0% ] 
Real domestic sales (HUF - millions) 3,586 3,586 3.586 3.622 3.694 3,768 3.844 3,920 3,999 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 3,586 4,267 4,971 5,774 6,773 7,944 9,318 10,931 12,822 
Foreign-sales_ 
Real growth of $US sales _1_ -- 1 0% 2.0% 2.0% 2.0%I 2.0% 2.0% 
Real $US sales ($US - millions) 11 11 11 11 12 12 12 12 13 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 11 12 12 13 13 14 15 16 17 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal SUS sales (HUF - millions) 1,108 1,360 1,618 1.923 2,308 2,770 3,324 3,989 4,788 

Real growth of DM sales - - 1.0% I 2.0% 2.0%1 2.0%1 2.0%1 2.0% 
Real DM sales (DM - millions) -- - - - - -
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) ......... 
Average exchange rate (HUFIDM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) ......... 

Total nominal sales (HUF - millions) 4,694 5,627 6.589 7,697 9,081 10,714 12,643 14,920 17,609 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
DQgm t umrhase 
Real cost of HUF goods &services (HUF - millions) 1,1485 1,485 1,500 1,530 1,560 1,592 1,623 1,656 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 1,485 1,767 2,058 2,391 2,805 3,290 3,859 4,526 5,310 
Emreignp-prohases 
Real cost of SUS goods & services ($US - millions) 9 9 9 9 9 9 10 10 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of $US goods &services ($US - millions) 9 9 9 10 10 11 11 12 13 
Average exchange rate (HUF/SUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of $US goods & services (HUF - millions) 853 1,046 1.245 1,480 1,776 2,131 2,558 3,069 3,684 

Real cost of DM goods & services (DM - millions) 11 11 11 12 12 12 12 13 13 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services DM - milions) 11 12 12 12 13 14 14 15 16 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 748 898 1,078 1,293 1,567 1,898 2,299 2,785 3,373 

Total nominal cost of goods & services (HUF - millions) 3,086 3,711 4,382 5,164 6,147 7,319 8,715 10,381 12,367 
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IMPA\&I PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth-
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 

DQec94 

1.244 
1.0000 
1,244 

0ec:95 

I 
1.244 

1.1900 
1,480 

Dec-96 

--

-

1,244 
1.3862 
1,724 

Dec-.97 

1.0% 

1,256 
1.5941 
2,003 

Projected Year Ending_ 
De-8 DeU-Q 

2.0% 2.0% 
2.- 01/0J2:0% 20% 
1,282 1,307 

1.8332 2.1032 
2,349 2,756 

DEc20Q 

2.0% 
2. 
1,333 

2.4244 
3,233 

a~D 

2.0% 
2.0%1 
1,360 

2.7881 
3,792 

e~p 

2.0% 
2.0%1 
1,387 

3.2063 
4,448 

Real capital expenditures ( $US- millions) 
US inflation factor 
Nominal capital expenditures ($US  millions) 
Average exchange rate (HUF/SUS) 
Nominal capital expenditures (HUF - millions) 

1 
1.0325 

1 
116 
120 

1 
1.0686 

1 
133 
142 

_ 1L 
1.1060 

1 
151 
167 

1 
1.1447 

1 
172 
197 

1 
1.1848 

1 
196 
232 

1 
1.2263 

1 
222 
273 

1 
1.2692 

1 
253 
321 

1 
1.3136 

1 
287 
378 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

F (217) 

8,077 

I 
8,077 
(217) 
120 

7,980 

7,980 
(2m 
142 

7.9,J5 

7,905 
(217), 
167 

7,855 

7,855 
(21717 
197 

7.835 

7,835 
22 
232 

7,850 

7,850 
1717, 
273 

7,906 

7,906 
(217 
321 

8,010 

8,010 
(21TI 
378 

8,171 

Net income before taxes paid out as dividends 
Net income tax 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

- [ 
18.0% 
23.0% 

2501 
2.01 

1.5%1 
18 

350.0% 
2.5%1 

23.5% 

-I 
18.0%0 
23.0% 

2501 
2.01 

1.5%[ 
18 

350.0%[ 
2.5%1 

20.5% 

-
18.0% 
23.0% 

2501 
2.01 

1.5%1 
18! 

350.0%! 
2.5% 1 

20.5% 

-I 
18.0% 
23.0% 

2501 
2.01 

1.5%1 
181 

350.0% 1 
2.5% I 

20.5% 

-I 
18.0% 
23.0% 

2501 
2.0 

1.5% 
18 

350.0% 
2.5% 

20.5% 

-I 
18.0% 
23.0% 

2501 
2.01 

1.5%1 
18 

350.0% 
2.5% 

20.5% 

-I 
18.0% 
23.0% 

250 
2.0 

1.5% 
18 

350.0% 
2.5% 

20.5% 

I 
18.0% 
23.0% 

250 
2.0 

1.5% 
18 

350.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

141 
30 

141 
(5) 

136 

136 
(5) 

132 

132 
(5) 

127 

127 
(5) 

122 

122 
(5) 

118 

118 
(5) 

113 

113 
(5) 

108 

108 
(5) 

103 

Local borrowing rate 
Interest expense 

28.5% 
40 

25.5% 
34 

25.5% 
33 

25.5% 
32 

25.5% 
31 

25.5% 
29 

25.5% 
28 

25.5% 
27 

Issuance of common equity (nominal - HUF millions) - - - - - - - -
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IMPA IIPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Kalocsakornyekl AgraripariRt. --Trademark-

INCOME STATEMENT (HUF in millions) 
Year Ending 

Dec-94 Deck95 Dec-96 Dec:97 
Projected Year Ending 

Dec-98 Dec99 Dec-.2000 Deq. 20 DEDC-2 

SALES 4.694 5.627 6,589 7,697 9,081 10, .4 12,643 14,920 17,609 

(Cost of Goods Sold) (3.086) 7(3711 4,382) (5,164) (6,147) (7 ,319) (8,715) (10.381) (12,367) 
GROSS PROFIT 1,609 1,916 2,207 2.533 2,934 3,395 3,927 4,539 5,243 

Gross Profit Margin 34.3% 34.1% 33.5% 32.9% 32.3% 31.7% 31.1% 30.4% 29.8% 

(Selling, General, & Admin. Expense) (1,244) (1.480) (1,724) (2.003) (2 , 34 9) (2,756) (3,233) (3,792) (4,448) 
OPERATING INCOME (EBITDA) 355 436 483 530 584 640 695 747 795 

(Depreciation & Amortization) (217) (217) (217) (217) (217) (217) (217) (217) (217) 
EBIT 148 219 266 313 367 423 478 530 578 

Interest and other financial income 1,195] 17 119 159 213 272 333 393 448 
(Interest Expense) (968) (40) (34) (33) (32) (31) (29) (28) (27) 

EARNINGS BEFORE TAXES 375 196 351 439 549 664 781 895 998 

Extraordinary gaint(Ioss) 
(Taxes) 

NET INCOME 
E 

699 
(35) (63) 

2 
(79) 
360 

(99) 
40 

(119) (141) (161) (180) 
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IMPA II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Kalocsakornyeki AgraripariRt. - Trademark-

BALANCE SHEET (HUF In millions) Year 

ASSI$ 
Ending 

Dec-94 Dec-0 5 Dec-96 
Projected Year Ending 

Dec-97. D-ec-98 Dec9 2 O0 Dec.-2M -Daer2002 

Intangible and Invested Financial Assets 4,483 4,483 4,483 4,483 4,483 4.483 4,483 4,483 4,483 

Net Tangible Long-term Assets 8,077 7,980 7,905 7,855 7.835 7,850 7,906 8,010 8,171 

Cash &Marketable Securities 72 579 774 1,041 1,325 1,622 1,916 2,183 2,389 
Accounts Receivable 
Inventories [ 

3,695 
,66 

3,854 
1,855 

4.576 
2,191 

5,345 
2,582 

6,306 
3,073 

7,440 
3,659 

8,780 
4,358 

10,361 
5,190 

12,229 
6,183 

Prepaid expenses 56 66 77 92 110 131 156 185 
Total Current Assets 5,466 6,344 7,607 9,045 10,797 12,832 15,184 17,891 20,987 

TOTAL ASSETS 1B802Z 9-995 213 ?2__5 25165 27-5n 30-38 

EQUfLT.3ESERVES & LIABILITIES 
Common Stock 10.,849 10,849 10,849 10849 10.849 10,849 10,849 10,849 
Retained Earnings: 

Beginning 11650 1.716 1,876 2,164 2,524 2.974 3,518 4,158 4,892 
Dividends (3 ..... 
Current year earnings 69 161 287 360 450 544 640 734 Sig 
Ending 1,716 1,876 2,164 2,524 2,974 3,518 4,158 4.892 5,711 

Shareho!ders' Equity 12,565 12,725 13,013 13,373 13,823 14,367 15,007 15,741 16,560 

Target Reserves 59 59 59 59 59 59 59 59 59 

Long-terrn Credlts and Uabllltles 136 132 127 122 118 113 108 103 103 

Trade credits 1 2451 288 339 398 472 560 664 787 934 
Other Accrued Liabil~ties 4,600 5,181 6,035 7,010 8,223 9,646 11,314 13,272 15,568 
Current Portion: Long-term debt 5 5 5 5 5 5 5 5 -

Total Current Uabllltles 4,850 5,474 6,379 7,413 8,700 10,210 11,983 14,064 16,502 

Total Uabllltles 4,986 5.606 6,506 7,535 8.817 10,323 12,091 14,167 16,605 

Other 96 96 96 96 96 96 96 96 96 
TOTAL EQUITY, RESERVES, LIABILITIES &OTHER 1UQ_48 §6 248 3 

(321) (321) (321) (321) (321) (321) (321) (321) (321) 
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IMPY:.> Ii PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Kalocsakornyekl AgrarlpariPRt. - Trad6mark_
CASH FLOW STATEMENT (HUF In millions) Projected Year Ending 

-CashFlowsfrorn p a _
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

Dec--9 DNc=-95 

161 
217 
253 
631 

Deci-96 

287 
217 
(162) 
342 

Dec-flZ 

360 
217 

(138) 
439 

Dec-98 

450 
217 

(181) 
486 

Dec-99 

544 
217 
(228) 
534 

Dec_200 

640 
217 

(286) 
571 

Dec200 . 

734 
217 

(358) 
593 

Dec-2002 

______ 
819 
217 

(448) 
588 

Cas Iqwrorn Lnvesting andFinancing Acivities
Purchase of Property and Equipment 
Repayment of prinzipal of Long-term Debt 
Issuance of Common Stock 

Cash used In Investing/Investing activtles 

(120) 
(5) 

-
(124) 

(142) 
(5) 

-
(147) 

(167) 
(5) 

-
(172) 

(197) 
(5) 

-
(202) 

(232) 
(5) 

-
(237) 

(273) 
(5) 

-
(277) 

(321) 
(5) 

-
(326) 

(378) 
(5) 

-
(382) 

Increase (decrease) In cash 507 195 266 285 297 294 267 206 

Cash, beginning of the period 
Increase (decrease) in cash 
Dividends 

Cash, end of period 

72 
507 

579 

579 
195 
-

774 

774 
266 
-

1,041 

1,041 
285 
-

1,325 

1,325 
297 
-

1,622 

1,622 
294 

1,916 

1,916 
267 
-

2,183 

2,183 
206 
-

2,389 

Increase (decrease) in cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In Millions) 

507 
-
-

507 

195 
-
-
195 

266 
-

-
266 

285 
-

-
285 

297 
-

-
297 

294 
-
-
294 

267 
-

-
267 

206 
-

-
206 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
4 

133 
1 

151 
2 

172 
2 

196 
2 

222 
1 

253 
1 

287 
1 

End of period exchange rate (HUF/$US) 
Net Income (HUF - millions) 
Terminal value ($US - millions) 

PIE 
R8k 

12 

125 
161 
15 

142 
287 
24 

161 
360 
27 

183 
450 

29 

208 
544 

31 

237 
640 
32 

269 
734 
33 

306 
819 

32 

TotaLcash flowto shaeholders ($US - millions 
Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

IPO 
y 

5 4 

4 
-

1 

1 
-

2 

2 
-

2 

2 

2 
31 
33 

-
-
-

-
-
-

-
-
-

Discount cash flow ($US in millions) 
Net present value ($US In millions) 
Net present value (HUF in millions) 

40.0% 
12 

1,255 
3 1 1 0 6 - - -
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-HungarpharmaRt. - Pharmaceutical 

Year 
Operating Assumptions: Ending Projected Year Ending 
Estimated net sales Dec_94 Dec-95 Dec_-96 Dec-97 Dec=98 Dec-99 Dpr-200 Dec-2.00l Dec 202 

Domlestic sales; 
Real domestic sales growth rate 
Real domestic saies (HUF - millions) F 1,742 

--

1,742 
- j 

1,742 
1.0%1 
1,759 

2.% 
1,795 

20% 
1,831 

2.0%1 
1,867 

2.oT 
1,904 

2.0% 
1,943 

Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 1,742 2,073 2,415 2,805 3,290 3,859 4,527 5,310 6,228 
Eoreionsa!es: 
Real growth of SUS sales 
Real $US sales ($US  millions) F 0 

-
0 0 0 

2 
0 0 

.- %10% 2.0%1 
0 0 

2.0%] 
0 

US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUFI$US) 97 116 133 151 172 196 222 253 287 
Nominal $US sales (HUF - millions) 25 30 36 43 52 62 74 89 107 

Real growth of 1DM sales 
Real DM sales (DM - millions) F 0 

-
0 

-
0 

1.0%1 
0 

2.0%1 
0 

2.0%1 
0 

2.0%1 
0 

2.0% 
0 

2.0% 
0 

German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 0 0 0 0 0 0 0 0 0 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 8 10 12 .14 17 21 25 31 37 

Total nominal sales (HUF - millions) 1,775 2,113 2,463 2,862 3,359 3,942 4,626 5,430 6,373 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
D-omesk" piuas
Real cost of HUF goods &services (HUF - millions) 1,114 1,114 1,114 1,125 1,148 1,171 1,194 1,218 1,242 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF - millions) 1,114 1.326 1,544 1,794 2,104 2,468 2,895 3,396 3,983 
.eiga-rcbases 
Real cost of $US goods & services ($US - millions) 2 2 2 2 2 2 2 2 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of $US goods & services ($US - millions) 2 2 2 2 2 2 3 3 3 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods & services (HUF - millions) 191 234 279 332 398 477 573 688 825 

Real cost of 1DM goods & services (DM - millions) 13 3 3 3 3 3 3 3 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 3 3 3 3 3 3 4 4 4 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) 191 229 275 330 400 485 587 711 861 

Total nominal cost of goods & services (HUF - millions) 1,496 1,789 2,098 2,455 2,902 3,430 4,055 4,794 5,670 
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Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SC&A exnense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

F 

Year 
Ending 

Dec92 

137 
1.0000 

137 

Dec-95 

-

-

137 
1.1900 

163 

Dec-96 

--

--

137 
1.3862 

190 

Dec-97 

1.0% 
1.0% 

138 
1.5941 

221 

Projected Year Ending 
Dec-98 Dec-99 

2.0% 2.0% 
2 i 0% 

141 144 
1.8332 2.1082 

259 303 

Dec-2000 

2.0% 

147 
2.4244 

356 

Dec,2001 

2.0% 
27.0% 

150 
2.7881 

418 

Dec 2002 

2.0% 
2.0/] 

153 
3.2063 

490 

Real capital expenditures ( $US - millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

1.0325 
0 

116 
24 

01 
1.0686 

0 
133 
28 

01 
1.1060 

0 
151 
33 

0 0: 
1.1447 

0 
172 
39 

ol 
1.1848 

0 
196 
46 

01 
1.2263 

0 
222 

55 

0o 
1.2692 

0 
253 
64 

i -
1.313E 

0 
287 

76 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

51 

1,974 

1,974 
51 
24 

1,947 

1,947 
(51) 
28 

1,924 

1,924 
(51 
33 

1,907 

1,907 
(51) 
39 

1,895 

1,895 
(511) 
46 

1,891 

1,891 

55 
1,894 

1,894 
Ty 

64 
1,907 

1,907 
(51 
76 

1,932 

Net income before taxes paid out as dividends 
Net income tax 
Dividend withholding 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

F - I 
18.0% 
23.0% 

45[ 
1.5f 

3.5% 1 
18i 

40.0% 1 
2.5% 1 

23.5% 

--

18.0% 
23.0% 

45T 
1.51 

3.5% I 
181 

40.0% 1 
2.5% . 

20.5% 

-
18.0% 
23.0% 

45 
1.5.5 

3.5% 1 
181 

40.0% 1 
2.5%1 

20.5% 

- I 
18.0% 
23.0% 

451 
j 

3.5% 
181 

40.0%1 
2.5% 1 

20.5% 

-
18.0% 
23.0% 

_ 45 
1.51 

-3.5% 
181 

40.0%j 
2.5%1 

20.5% 

- I 
18.0% 
23.0% 

45 
1.5 

3.5% 
18 

40.00' 
2.5,01 

20.5% 

- I 
18.0% 
23.0% 

451 
1.5 

3.5% 
18 

40.0% 
2.5% 

20.5% 

18.0% 
23.0% 

45 
1.5 

3.5% 
18 

40.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF millions) 
Amortization of principal - (years) 
Ending principal balance 

30 
-

......... 
........ 

- - - - - - -

Local borrowing rate 
Interest expense 

28.5% 
........ 

25.5% 25.5% 25.5% 25.5% 25.5% 25.5% 25.5% 

Issuance of common equity (nominal - HUF millions) - - - - - - - -
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H ungarpharma Rt. - Pharmaceutical-

INCOME STATEMENT (HUF In mlillons) 
Year Ending 

Dec-94 Dec--95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec99 De. 2 000 _Dec_-?n1 0e202 

SALES 1,775 2,113 2,463 2,862 3,359 3,942 4,626 5,430 6,373 

(Cost of Goods Sold) 
GROSS PROFIT 

(1,496) 
279 

(1,789) 
324 

(2,098) 
364 

(2,455) 
407 

(2,902) 
457 

(3,430) 
512 

(4,055) 
571 

(4,794) 
635 

(5,670) 
703 

Gross Profit Margin 15.7% 15.3% 14.8% 14.2% 13.6% 13.0% 12.4% 11.7% 11.0% 

(Selling, General, & Admin. Expense) 
OPERATING INCOME (EBITDA) 

(137) 
142 

(163) 
161 

(190) 
174 

(221) 
186 

(259) 
198 

(303) 
208 

(356) 
215 

(418) 
218 

(490) 
213 

(Depreciation & Amortization) 
EBIT 

(51) 
91 

(51) 
110 

(51) 
123 

(51) 
135 

(51) 
147 

(51) 
157 

(51) 
164 

(51) 
167 

(51) 
162 

Interest and other financial income 354 209 221 230 227 212 179 122 
(Interest Expense) ......... __ ___ _ _ 

EARNINGS BEFORE TAXES 520 464 332 356 377 384 376 346 284 

Extraordinary gainl(Ioss) 60 - - - - - - - -
(Taxes) 

NET INCOME 
(83) 
377 

(84) (60) 
272 

(64) 
292 

(68) 
309 

(69) (68) 
309 

(62) 
283 

(51) 
233 
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BALANCE SHEET (HUF In millions) 

ASSETS 

Year 
Ending 

Dec=94 .c-95 Dec-96 Dec-97 
Projected Year Endig__ 

Dec98d Dec99 Dec-MOO2Dec-200U Dec902 

Intangible and Invested Financial Assets F 683 683 683 683 683 683 683 683 683 

Net Tangible Long-term Assets 1,974 1,947 1,924 1.907 1.895 1,891 1,894 1.907 1,932 

Cash & Marketable Securities 
Accounts Receivable 
Inventories 
Prepai: expenses 
Total Current Assets 

1,507 
160 
360 

20 
2.047 

1.017 
261 

1.193 
63 

2,533 

1,077 
308 

1,399 
73 

2,857 

1,120 
358 

1,637 
86 

3.201 

1,107 
420 

1,935 
102 

3,563 

1,034 
493 

2,287 
120 

3,933 

873 
578 

2,703 
142 

4,297 

593 
679 

3,196 
168 

4,636 

151 
797 

3,780 
198 

4.926 

TOTAL ASSETS 4204 5I63 5,465 5-790 6__A2 6 507 6_874 L226 Z94 

EQUI T 3 ESERVE LIAB LIIIES 
Common Stock 
Retained Earnings: 

Beginning 
Dividends 
Current year earnings 
Ending 

4,131 

377 
459 

,131 

459 
. 

381 
840 

.4,131 

840 

272 
1,112 

4,13i 

1,112 

292 
1,404 

4,131 

1,404 

309 
1,713 

4,131 

1,713 

315 
2,028 

4,131 

2,028 

309 
2,337 

4,131 

2,337 

283 
2,620 

4,131 

2,620 
" 

233 
2,853 

Shareholders' Equity 4.590 4,971 5,243 5.535 5,844 6,159 6,468 6,751 6,984 

Target Reserves 19 19 19 19 19 19 19 19 19 

Long-term Credits and Uablilties ...... 

Trade credits 
Other Accrued Uabilities 
Current Portion: Long-term debt 

Total Current Liabilities 

50 
45 
.. 
95 

108 
65 

174 

127 
76 
....... 
203 

149 
88 

237 

176 
103 
__ 
279 

207 
121 

_ 
329 

_ 

245 
142 

_ 
387 

_ 

290 
167 

_ 
457 

342 
196 

538 

Total Liabilities 95 174 203 237 279 329 387 457 538 

Other 
TOTAL EQUITY, RESERVES, LIABILITIES &OTHER 

-
N4 

-...... 
5.6 2 J2 L227 

0 0 0 0 0 0 0 0 0 
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CASH FLOW STATEMENT (HUF In millions) . . ... . . .. Projected Year Ending 

Cash Flows from Qp rating Activitie5: 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

Dec-94 Dec-95 Dec-96 Dec-97 

381 272 292 
51 51 51 

_897)__ (235___(266)_ 
(466) 88 76 

Dec-98 

309 
51 

_333) 
27 

Dec-99 

315 
51 

(394_ 
(27) 

Dec-2000 Dec-2001 

309 283 
51 51 

4(465 (550 
(106) (216) 

Dec=2002 

233 
51 

(651) 
(367) 

C-ashBQo 'sfrorrn~ny-e-s iDg. nd-inanrngAc~titlez 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used In Investlng/lnvestlng activities 

(24) (28) 
........ 
........ 

(24) (28) 

(33) 

(33) 

(39) 

(39) 

(46) 

(46) 

(55) 

(55) 

(64) 

(64) 

(76) 

(76) 

Increase (decrease) In cash (490) 60 43 (13) (74) (160) (280) (442) 

Cash, beginning of the period 
Increase (decrease) in cash 
Dividends 

Cash, end of period 

1,507 1,017 
(490) 60 
........ 

1,017 1,077 

1,077 
43 

1,120 

1,120 
(13) 

1,107 

1,107 
(74) 

1,034 

1,034 
(160) 
___ 

873 

873 
(280) 

593 

593 
(442) 

151 

Increase (decrease) In cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

(490) 60 
........ 
......... 

(490) 60 

43 

43 

(13) 

(13) 

(74) 

__ 

(74) 

(160) 

__ 
(160) 

(260) 

_ _ 
(280) 

(442) 

_ 
(442) 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
(4) 

133 
0 

151 
0 

172 
(0) 

196 
(0) 

222 
(1) 

253 
(1) 

287 
(2) 

End of period exchange rate (HUF/SUS) 
Net Income (HUF - millions) 
Terminal value ($US - millions) 

P/E 
Rak 

12 

125 
381 
37 

142 
272 

23 

161 
292 
22 

183 
309 
20 

208 
315 

18 

237 
309 

16 

269 
283 
13 

306 
233 

9 

Iolallcash Ilwoshrhler $Sm1Jg
Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public cffering 
Total cashflow to shareholders 

IPO 

5 (4) 

(4) 

0 
-

0 

0 

0 

(0) 
-

(0) 

(0) 
18 
18 

-
-

-

-
-

-

-
-

-

Discount cash flow ($US in millions) 
Net present value ($US In millions) 
Net present value (HUF In millions) 

40.0% 
15 

1,571 
(3) 0 0 (0) 3 
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Vadex-Rit-7 Forest Products 
Year 

Operating Assumptions: 
Estimated net sales 

Ending 
Dec-94 Dec-95 Dec-96 Dec-97 

Projected Year Ending 
Dec-98 Dec-99 Dec-2000 Dec200I Dec-2002 

Domestic sales: 
Real domestic sales growth rate . 10% 2,0% 2.0%] 20%I 2.0% 20% 
Real domestic sales (HUE - millions) 
Hungarian inflation factor 

4158j 
1.0000 

4,158 
1.1900 

4.158 
1.3862 

4.200 
1.5941 

4,284 
1.8332 

4,369 
2.1082 

4,457 
2.4244 

4,546 
2.7881 

4,637 
3.2063 

Nominal domestic sales (HUF - millions) 
FQr-ig0_sWes. 

4,158 4,948 5,764 6,695 7,853 9,211 10,805 12,674 14,867 

Real growth of SUS sales 7-- - _ 1. 20% -2.0% 2.0% 2.0% 2.0% 
Real $US sales ($US - million- { 2 2 2 2 2 2 2 3 
US infiation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US  millions) 2 2 2 3 3 3 3 3 3 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal $US sales (HUF - millions) 221 271 323 383 460 552 662 795 954 

Real growth of DM sales -1 - 010% 2.0%T 2.0% 1 2.0% 2.0%1 2.0% 
Real DM sales (DM- millions) [ 2 2 2 2 2 2 2 2 3 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 2 2 2 2 3 3 3 3 3 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 147 177 212 254 308 373 452 548 664 

Total nominal sales (HUF - millions) 4,526 5,395 6,298 7,332 8,621 10,137 11,920 14,017 16,485 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
DQrmasli purchases
Real cost of HUF goods & services (HUF - millions) 
Hungarian inflation factor 1.0000 

229902.990 
1.1900 

2,990 
1.3862 

3,020 
1.5941 

3,080 
1.8332 

3,142 
2.1082 

3,205 
2.4244 

3,269 
2.7881 

3,334 
3.2063 

Nominal cost of HUF goods & services (HUF - millions) 2.990 3.558 4,145 4,814 5,647 6,624 7,770 9,114 10,691 
EQmeigrLpUrc ases 
Real cost of $US goods & services ($US - millions) 3 3 3 3 3 3 3 3 3 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 !.2263 1.2692 1.3136 
Nominal cost of $US goods & services ($US - millions) 3 3 3 3 3 3 4 4 4 
Average exchange rate (HUF/SUS) 97 116 133 151 172 196 222 253 287 
Nominal cost of SUS goods & services (HUF - millions) 271 333 396 470 565 677 813 976 1,171 

Real cost of DM goods & services (DM - millions) 8 8 8 9 9 9 9 9 
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 8 8 9 9 9 10 10 11 11 
Average exchange rate (HUFiDM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF millions) 542 650 781 937 1,135 1,375 1,666 2.018 2,444 

Total nominal cost of goods & services (HUF - millions) 3,803 4,541 5,322 6,222 7,347 8,676 10,249 12,107 14,306 
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Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth
Real growth of SG&A expenses 

Year 
Ending 

Dec-94 
. 

Dec-95 

-

Dec-96 

--

-.Projected Year Ending____ 
Dec-97 Dec-99 Dec-99 Dec:2000 

1....10% 20% 2.0% 20% 
".% 20%- -2.0 2 0% 

Dec-2001 

20% 
20% 

Dec-2002 

2.0% 
0/-] 

Real SG&A expense (HUF -millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

319 
1.0000 

319 

319 
1.1900 

380 

319 
1.3862 

442 

322 
1.5941 

514 

329 
1.8332 

602 

335 
2.1082 

707 

342 
2.4244 

829 

349 
2.7881 

972 

356 
3.2063 
1,141 

Real capital expenditures ( $US - millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$LIS) 
Nominal capital expenditures (HUF - millions) 

1 
1.0325 

1 
116 
120 

1-
1.0686 

1 
133 
142 

Ii 
1.1060 

1 
151 
167 

Ij 
1.1447 

1 
172 
197 

Ii 
1.1848 

1 
196 
232 

jII 
1.2263 

1 
222 
273 

1l 
1.2692 

1 
253 
321 

1 t 
1.3136 

287 
378 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

237 

3.342 

__I 
3,342 
237) 
120 

3,225 

3,225 
(237 
142 

3,130 

3,130 
237> 

167 
3,060 

3,060 
... (237) 

197 
3,020 

3,020 
_(237) 
232 

3,015 

3,015 
(237. 
273 

3,051 

3,051 
(237 
321 

3,135 

3,135 
(237 
378 

3,276 

Net income before taxes paid out as dividends 
Net income taxes 
Dividend withholding tax 
Receivable Days 
Inventory Tums 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accrual, as % of SG&A 
Miniaium cash balance as a % of sales 
Local investing rate 

[ 

18.0% 
23.0% 

60! 
15.01 

0.5% 
121 

160.0%1 
2.5% 

23.5% 

18.0% 18.0%l 
23.0% 230% 

60 601 
15.0 1501 

05 0 
12 12: 

160.0% I 1 160.0% 
.25%: 2 5% _ 

20.5% 20.5% 

i 

18.0%l 
23.0%0/' 

601 
15.0 

05 
12] 

0.16O 
2.5% 

20.5% 

-
18001, 
23.0% 

601 
15.01 

12 
160.0%] 

2.5% 
20.5% 

-
18.0% 
23.0% 

601 
15.01 

121 
160.0% 

2.5% I 
20.5% 

-

18.0% 
23.0% 

60 
15.0 

0.5% 
12 

160.0% 
2.5%j 

20.5% 

18.0% 
23.0% 

601 
15.01 

0.5% 
12 

160.0% 
2.5%, 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Ending princioal balance 

[ 260 
30 

260 
(9) 

251 

251 
(9) 

243 

243 
(9) 

234 

234 
(9 

225 

225 
(9) 

217 

217 
(9) 

208 

208 
(9) 

199 

199 
(9) 

191 

Local borrowing rate 
Interest expense 

28.5% 
73 

25.5% 
63 

25.5% 
61 

25.5% 
59 

25.5% 
56 

25.5% 
54 

25.5% 
52 

25.5% 
50 

Issuance of common equity (nominal - HUF millions) - i -I - I -I -I -I -I -1 
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IMPY 4 II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Vadex RL - ForestProducts_ 

Year Ending Projecled Year Ending_ 
INCOME STATEMENT (HUF Inmillions) Dec-94 Dec-95 Dec-96 Dec-9-7 Dec-98 Dec-99 Dec 2000D -c,2= D ec-2002 

SALES 

(Cost of Goods Sold) 

4,526 

L,83 _ 

5,395 6,298 

(4,541)__(5.322)_ 

7,332 

6,222' 

8.621 

_(7.347) 

10,137 

(8,676 

11.920 

10,24) 

14,017 

(12,107) 

16,485 

(14306) 

GROSS PROFIT 
Gross Profit Margin 

723 
16.0% 

855 
15.8% 

977 
15.5% 

1,111 
15.1% 

1,274 
14.8% 

1,460 
14.4% 

1,671 
14.0% 

1,910 
13.6% 

2,179 
13.2% 

(Selling, General, & Admin. Expense) 
OPERATING INCOME (EBITDA) 

(319) 
404 

380_) 
475 

_442___(5149) 
534 597 

602) 
672 

(707) 
754 

(829) 
842 

(972) 
937 

(1,141) 
1,038 

(Depreciation & Amortization) 
EBIT 

(237) 
167 

(237) 
238 

(237) 
297 

(237) 
360 

_237)__ 
435 

(237) 
517 

(237) 
605 

(237) 
700 

(237) 
801 

Interest and other financial income 
(Interest Expense) 

EARNINGS BEFORE TAXES 
[(7) 

104 

2 
j 7 3 ) 
167 

26 
3 

261 

78 
61) 
377 

145 
59) 

522 

229 
(56) 
689 

331 
(54) 
882 

456 
(52) 

1,104 

604 
(50) 

1.356 

Extraordinary gainl(Ioss) 
(Taxes) 

NET INCOME 
(19) 
84 

-

(30) 
lu214 

-

(47) 
-

(68) 
U 

-

(4) 
-

(124) 
-

(159) 
-

(199) (244) 
112 
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IMF ~ II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Vadex Rt. -Forest Products_ 

BALANCE SHEET (HUF In millions) Year 

ASSFTS 
Ending

Dec-94 Dec-95 Dec-96 Dec-97. 
Projected Year Ending

Dec-k98 De_-99 Dec-20 Dec20_ c _ 

Intangible and Invested Financial Assets 176] 176 176 176 176 176 176 176 176 

Net Tangible Long-term Assets 3.342 3,225 3,130 3,060 3,020 3,015 3,051 3,135 3,276 

Cash & Marketable Securities 
Accounts Receivable 
Inventories 
Prepaid expenses 
Total Current Assets 

9 
769 

1.090 

129 
887 
303 
23 

1,341 

380 
1,050 

355 
27 

1,812 

709 
1,222 

415 
31 

2,377 

1,116 
1,437 

490 
37 

3,080 

1,616 
1,689 

578 
43 

3,928 

2,222 
1,987 

683 
51 

4,944 

2,949 
2,336 

807 
61 

6,153 

3,809 
2,747 

954 
72 

7,581 

TOTAL ASSETS 4.Z4 2 5.i1m 5.6-1 6-26 Z. M-9 lj 9A63 I 

EQUJTYRESEJ1SA_5LIAB1ALT[ES
Common Stock 
Retained Earnings: 

3,072 3.072 3,072 3,072 3.072 3,072 3,072 3,072 

BegDividends 68 152 290 503 813 1,241 1,806 2,530 3,435 

Current year earnings 
Ending 

84 
152 

137 
290 

214 
503 

310 
813 

428 
1,241 

565 
1,806 

724 
2,530 

905 
3,435 

1.112 
4,547 

Shareholders' Equlty 3,224 3,362 3,575 3,885 4,313 4,878 5,602 6,507 7,619 

Target Reserves 111 111 111 111 111 111 111 111 111 

Long-term Credits and Uabilitles 251 243 234 225 217 208 199 191 191 

Trade credits 
Other Accrued Liabilities 
Current Portion: Long-term debt 

F 360 

9 

410 
607 

9 

480 
708 

9 

561 
822 

9 

662 
964 

9 

782 
1,131 

9 

923 
1,326 

9 

1,090 
1.556 

9 

1,287 
1,825 

-
Total Current Uabilitles 1,021 1,026 1,197 1.392 1,635 1,921 2,258 2,654 3,112 

Total Uabllltles 1,272 1,269 1,431 1,617 1.852 2,129 2,457 2,845 3,303 

Other 
TOTAL EQUITY, RESERVES, UABIUTIES & OTHER 

Il IiJ 
4.6-08 

1 
4 W 5 

1 
5 

1 
314 

1 
62Z 

1 
7119 

1 
0_Z a 

1 
1=± 

1 

0 0 0 0 0 0 0 0 0 
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2 IMPA\ II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Vadex R -_Fore stPro-d uots_ 
CASH FLOW STATEMENT (HUF In mll!lons) Projected Year Ending 

Cash Flows frornOeratingai'itiLes: 
Net Income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

Dec-94 Dec-95 

137 
237 

___(126 
248 

Dec-96 

214 
237 
48) 

403 

Dec-97 

310 
237 
(42) 
505 

Dec-98 

428 
237 
(52) 
613 

Dec-99 

565 
237 
(6 2) 
740 

Dec-2000 

724 
237 
(73) 
888 

Dec OlD 

905 
237 
(86) 

1,056 

Dec-2002 

1.112 
237 

(102) 
1,246 

CashkEIQwsjrom Jnvesting-andFin ng Activifies: 
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of C omm on S tock 

Cash used InInvestingflnvesting activities 

(120) (142) 
(9) (9) 
........ 

(128) (151) 

(167) 
(9) 

(176) 

(197) 
(9) 

__ 
(205) 

f232) 
(9) 

_ 
(240) 

(273) 
(9) 

(281) 

(321) 
(9) 

t33 0) 

(378) 
(9) 

(386) 

Increase (decrease) In cash 120 252 329 407 500 606 726 860 

Cash, beginning of the period 
Increase (decrease) in cash 
Dividends 

Cash, end of period 

9 129 
120 252 
........ 

129 380 

380 
329 

709 

709 
407 

1.116 

1,116 
500 
__ 

1,616 

1,616 
606 

_ 
2,222 

2,222 
726 
_ 

2,949 

2,949 
860 

_ 
3,809 

Increase (decrease) incash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millilons) 

120 252 
........ 
........ 

120 252 

329 

329 

407 

407 

500 

__ 

500 

606 

606 
_ 

726 

_ 
726 

860 
• 

_ 
860 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
1 

133 
2 

151 
2 

172 
2 

196 
3 

222 
3 

253 
3 

287 
3 

End of period exchange rate (HUF/SUS) 
Net Income (HUF - millions) 
Terminal value (SUS - millions) 

P/E 
Ra._ 

12 

125 
137 
13 

142 
214 

18 

161 
310 

23 

183 
428 
28 

208 
565 
33 

237 
724 

37 

269 
905 

40 

306 
1,112 

44 

IPO 
TotaLrashJLow-toshreh $eUrS -millions) 
Cash flow available toshareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

Yer 
5 1 

.... 
1 

2 

2 

2 

2 

2 

2 

3 
33 
35 

-
-
-

-
-
-

-
-
-

Discount cash flow ($US in millions) 
Net present value ($US In millions) 
Net present value (HUF In millions) 

40.0% 
10 

1.041 
1 1 1 1 7 - - -

FOR INTERNAL USE ONLY: Not compiled or examined by an independent CPA. Page 80
 04/11195 



IMP>h-' II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Tlszantull Gazszolgaltato Rt. -Energy-

Operating Assumptions: 
Estimated net sales 

Domestiq-sales:
Real domestic sales growth rate 
Real domestic sales (HUF - millions) 
Hungarian inflation factor 
Nominal domestic sales (HUF - millions) 

EoreignLsales: 
Real growth of $US sales 
Real $US sales ($US4 
US inflation factor 
Nominal $US sales ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal $US sales (HUF - millions) 

[ 

Year 
Ending 

Dec-94 

1.605 
1.0000 

1,605 

1.0000 
4 

97 
350 

Dec-95 

-

1,605 
1.1900 

1,910 

-

1.0325 
4 

116 
430 

Dec-96 

-

1,605 
1.3862 
2,225 

-
4 

1.0686 
4 

133 
511 

Dec-97 

1.0% 
1,621 

1.5941 
2,584 

1.0%j 
4 

1.1060 
4 

151 
608 

Projected Year Ending 
Dec-98 Dec-99 

2.0% 2.0% 
1,653 1,687 

1.8332 2.1082 
3,031 3,556 

2.0% j 2.0%1 
4 4 

1.1447 1.1848 
4 4 

172 196 
729 875 

Dec-2000 

2.0%1 
1,720 

2.4244 
4.171 

2.0% 
4 

1.2263 
5 

222 
1,050 

Dac-?Q1 

2.0% 
1.755 

2.7881 
4,892 

2.0%1 
4 

1.2692 
5 

253 
1,260 

fD P 

2.0% 
1,790 

3.2063 
5,739 

2.0%
4 

1.3136 
5 

287 
1,512 

Real growth of DM sales 
Real DM sales (DM - millions) 
German inflation factor 
Nominal DM sales (DM - millions) 
Average exchange rate (HUF/DM) 
Nominal DM sales (HUF - millions) 

5 
1.0000 

5 
65 

350 

- 1 
5 

1.0250 
5 

77 
420 

-

5 
1.0506 

6 
90 

504 

10% 
5 

1.0769 
6 

104 
605 

2.0% 
6 

1.1038 
6 

120 
733 

2.0% 
6 

1.1314 
6 

140 
888 

2.0%1 
6 

1.1597 
7 

162 
1,076 

2.0%1 
6 

1.1887 
7 

187 
1,303 

2.0%1 
6 

1.2184 
7 

217 
1,578 

Total nominal sales (HUF - millions) 2,305 2,759 3,241 3,797 4,493 5,319 6,296 7,455 8,829 

Estimated cost of goods sold 
Weighted average real sales growth 

D9nemsit,_ urvhas-e5 
Real cost of HUF goods & services (HUF - millions) 
Hungarian inflation factor 
Nominal cost of HUF goods & services (HUF - millions) 

1,440 

1.0000 
1,440 

-

1,440 

1.1900 
1,714 

-

1,440 

1.3862 
1,996 

1.0% 

1,454 

1.5941 
2,318 

2.0% 

1,483 

1.8332 
2.720 

2.0% 

1,513 

2.1082 
3,190 

2.0% 

1,543 

2.4244 
3,742 

2.0% 

1,574 

2.7881 
4,389 

2.0% 

1,606 

3.2063 
5,149 

Real cost of $US goods & services ($US - millions) 
US inflation factor 
Nominal cost of SUS goods & services ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal cost of $US goods & services (HUF - millions) 

1.0000 
-

97 
-

-

1.0325 
-

116 
-

-

1.0686 
-

133 
-

-

1.1060 
-

151 
-

-

1.1447 
-

172 
-

-

1.1848 
-

196 
-

-

1.2263 
-

222 
-

-

1.2692 
-

253 
-

-

1.3136 
-

287 
-

Real cost of DM goods & services (DM - millions) 
German inflation factor 
Nominal cost of DM goods & services (DM - millions) 
Average exchange rate (HUF/DM) 
Nominal cost of DM goods & services (HUF - millions) 

1.0000 
-

65 
-

-
1.0250 

-

77 
--

-
1.0506 

-

90 
-

-
1.0769 

-

104 
-

-
1.1038 

-

120 
-

-
1.1314 

-

140 
-

-
1.1597 

-

162 
-

-
1.1887 

-

187 
-

-
1.2184 

-

217 
-

Total nominal cost of goods & services (HUF - millions) 1,440 1,714 1.996 2,318 2,720 3,190 3,742 4,389 5,149 
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IMP)--" il PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 
Year 

Ending Projected Year Ending 

Selling, generai & administrative expense (SG&A)
Weighted average real sales growth 
Real growth of SG&A^, expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Dec-94 

661 
1.0000 

661 

I 

De5 

-

-

661 
1.1900 

787 

Dec-97 

-

--

661 
1.3862 

916 

1 0% 
1.0% 

668 
1.5941 
1,064 

Dec-98 

2.0% 
2.0% T 

681 
1.8332 
1,248 

Dec-99 

20% 
2.0% [ 

695 
2.1082 

1,464 

Dec-200Q 

20% 
2.0% 1 

708 
2.4244 

1,718 

Dec-2001 

2.0% 
2.0% I 

723 
2.7881 
2,015 

DeO02 

2.0% 
2.0% I 

737 
3.2063 
2,363 

Real capital expenditures ( $US - millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

j 
1.0325 

0 
116 

12 

0 
1.0686 

0 
133 

14 

0 
1.1060 

0 
151 

17 

0 
1.1447 

0 
172 

20 

0 
1.1848 

0 
196 
23 

0I0 
1.2263 

0 
222 
27 

0 
1.2692 

0 
253 
32 

0 
1.3136 

0 
287 
38 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

, (33 

480 

480 
(33 
12 

459 

459 
(33 
14 

440 

440 
(33 
17 

424 

424 
(33 
20 

411 

411 
(33Y 
23 

401 

401 
(33y, 
27 

395 

395 
(33 
32 

394 

394 
(33Y 
38 

399 

Net income bcfore taxes paid out as dividends 
Net Income taxes 
Dividend withholding taxes 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

-
18.0% 
23.0% 

401 
1.71 

3.0% f 
24 

60.0% 
2.5%[ 

23.5% 

-
18.0% 
23.0% 

4 
1.71 

3.0% 1 
241 

60.0%1 
2.5% 1 

20.5% 

-
18.0% 
23.0% 

40 
1.7 

3.0% 
241 

60.0% 
2.5% 
20.5% 

-I 
18.0% 
23.0% 

401 
1.71 

3.0% 
241 

60.0% 
- 2.5%% 
20.5% 

-I 
18.0% 
23.0% 

40 
1.7 

3.0% 
24 

60.0% 
2.5% 

20.5% 

-
18.0% 
23.0% 

401 
1.7 

3.0% 
24 

60.0% 
25% 

20.5% 

-
18.0% 
23.0% 

40 
1.7 

3.0% 
241 

60.0%1 
2.5% 

20.5% 

-
18.0% 
23.0% 

40 
1.7 

3.0% 
24 

60.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal  (years) 
Ending principal balance 

96 
30 

96 
(3) 
93 

93 
(3) 
90 

90 
(3) 
86 

86 
(3) 
83 

83 
(3) 
80 

80 
(3) 
77 

77 
(3) 
74 

74 
(3) 

70 

Local borrowing rate 
Interest expense 

28.5% 
27 

25.5% 
23 

25.5% 
22 

25.5% 
22 

25.5% 
21 

25.5% 
20 

25.5% 
19 

25.5% 
18 

Issuance of common equity (nominal - HUF millions) -I -I -I -I -I -I -I -I 
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IMPA--< II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Tlszantull Gazszolgaltato Rt. -Energy_ 

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF In millions) Dec-94 Dec-95 Dec-96 Dec-97 Dec-98 Deck9 Dec210 Dec-4 Qec_02 

SALES 2.305 2,759 3,241 3,797 4,493 5,319 6,296 7,455 8,829 

(Cost of Goods Sold) _ 1 44 0) __L ,714) 1,996) (2,318) 2,720) 13.190) (3,742) (4,389) (5,149) 
GROSS PROFIT 865 1,046 1,244 1,478 1,774 2,128 2,554 3,066 3,681 

Gross Profit Margin 37.5% 37.9% 38.4% 38.9% 39.5% 40.0% 40.6% 41.1% 41.7% 

(Selling, General, & Admin. Expense) (61 (787) (6)_1,6 4  1,248) (1,464) (1,718) (2.015) (2.363) 
OPERATING INCOME (EBITDA) 204 259 328 414 525 664 837 1,051 1,317 

(Depreciation & Amortization) (33) (33) (33) (33) (33) (33) (33) (33) (33) 
EBIT 171 226 295 381 492 631 804 1,018 1,284 

Interest and other financial income 7 2 10 33 70 124 202 314 471 
(Interest Expense) (27) (23) (22) (22) (21) (20) (19) (18) 

EARNINGS BEFORE TAXES 103 202 282 391 540 734 986 1,314 1,737 

Extraordinary gain/(Ioss) - - - - - - - -
(Taxes) (18) (36) (51) (70) (97) (132) (178) (236) (313) 

NET INCOME 12 2312n 321302 809 izz 1-424 
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' . IM-- II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Tlszantull Gazszolgaltato Rt.- Energy 

BALANCE SHEET (HUF In millions) 

ASSETS 

Year 
Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 Dec99 D-cr0QQ _Dfe_ 0 0ec2002 

Intangible and Invested Financial Asset sII18 18 18 18 18 18 18 18 18 

Net Tangible Long-term Assets 480 459 440 424 411 401 395 394 399 

Cash & Marketable Securities 
Accounts Receivable 
Inventories 
Prepaid expenses 
Total Current Assets 1,099 

49 
302 

1.008 
51 

1,411 

159 
360 

1,174 
60 

1,753 

340 
422 

1,364 
70 

2,195 

603 
499 

1.600 
82 

2,783 

987 
591 

1.877 
96 

3,550 

1,534 
700 

2,201 
112 

4,547 

2,297 
828 

2,582 
132 

5,839 

3,347 
98i 

3,029 
154 

7.511 

TOTAL ASSETS . p888 Z.21 2.63Z 3 2 329 Lg9Q 25 Z.2a 

EQU]LR ES$VE$E A MUIES 
Common Stock 
Retained Earnings: 

Beginning 
Dividends 
Current year earnings 
Ending 

I 84 

82 
174 

844 

174 
-

165 
339 

844 

339 
-

231 
571 

844 

571 
-

321 
891 

844 

891 
-

443 
1,334 

844 

1,334 
-

602 
1,936 

844 

1,936 
-

809 
2,745 

844 

2,745 
-

1.077 
3,822 

844 

3,822 
-

1,424 
5,246 

Shareholders' Equity 1.018 1,183 1,415 1,735 2,178 2,780 3.589 4,666 6,090 

Target Reserves 6 6 6 6 6 6 6 6 

Long-term Credits and Uablitles 93 90 86 83 80 77 74 70 70 

Trade credits 
Other Accrued Liabilities 
Current Portion: Long-term debt 

Total Current Liablities 
3 

450 

104 
472 

3 
579 

121 
550 

3 
674 

141 
639 

3 
783 

165 
749 

3 
918 

194 
879 

3 
1,076 

227 
1,031 

3 
1,261 

267 
1,209 

3 
1.479 

313 
1,418 

-
1,731 

Total Uablllties 543 669 761 866 998 1,153 1,335 1,549 1,801 

Other 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER 

[I 30 
t59 

30 
L888 

-

30 
2IZ 

0 

30 
2.6 

-

30 
U 
(0) 

30 
3_969 

-

30 
490 

-

30 
6-251 
(0) 

30 
9Z28 
-
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IMFIik- II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

CASH FLOW STATEMENT (HUF - millions) 

Cash F[ws from OperatingActivjtie_
Net Income 
Depreciation &Amortization 
Changes inWorking Capital 

Cash provided by operating activities 

CasEIows-rom Inve itng_aidFin _ctiv
Purchase of Propty and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used In Investing/lnvestlng actvIties 

Increase (decrease) In cash 

Cash, beginning of the period 
Increase (decrease) in cash 
Dividends 

Cash, end of period 

Increase (decrease) in cash 

Dividends 

Dividend withholding tax 


CASH AVAILABLE TO SHAREHOLDERS (HUF Inmillions) 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US Inmillions) 

End of period exchange rate (HUF/$US) 

Net Income (HUF - millions) 

Terminal value ($US - millions) 


I~otaI¢a. Jowto saietgJ(z$US- ions) 

Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

Discount rate 
Net present value ($US In millions) 
Net present value (HUF In millions) 

Tiszantu 1lGazszolgaltato Rt. 

0ec-4 Dec95 ec796 

165 231 
33 33 

(143) (137) 
56 127 

(12) (14) 
(3) (3) 

(15) (17) 

40 109 

9 49 
40 109 

-

49 159 

40 109 

40 109 

116 133 
0 1 

PIE 125 142 
RaLQ 165 231 

12 16 20 

IPO 
Year
 

5 0 1 
-.. 


0 1 

40.0% 
8 0 0 

899 

Energy

Dec-97 

321 
33 

(153) 
201 

(17) 
(3) 

-
(20) 

181 

159 
181 

-

340 

181 
-

-

181 

151 
1 

161 
321 

24 

1 

1 

0 

Projected Year Ending 
Dec-9 Dec2-99 

443 602 
33 33 

(191) 	 (224) 
286 410 

(20) (23) 
(3) (3) 

(23) (26) 

263 384 

340 603 
263 384 

603 987 

263 384 

-

263 384 

172 196 
2 2 

183 208 
443 602 

29 35 

2 2 
35 

2 37 

0 7 

Dec--2000 

809 
33 

(264) 
577 

(27) 
(3) 

-
(30) 

547 

987 
547 
-

1,534 

547 
-

-

547 

222 
2 

237 
809 

41 

-
-
-

-

Dec-_200_ 


1.077 
33 

(311) 
799 

(32) 
(3) 

-
(35) 

763 

1,534 
763 
-

2,297 

763 
-

-

763 

253 
3 

269 
1,077 

48 

-
-
-

-

Dec2O02 

1.424 
33 

(367) 
1,090 

(38) 
(3) 

-
(41) 

1,050 

2,297 
1,050 

-

3,347 

1,050 
-

-

1,050 

287 
4 

306 
1.424 

56 

-
-
-

-
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IMPXS"II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Zsolnay Porce-langyarRt. - Trademark-
Year 

Operatin" Assumptions: Ending ProjectedYear Ending 
Estimated npt Zaies Dec-94 Dec-95 Dec96 Dec7g9Z Dec-98 Dec-9_ Dec-2000 Dec:-20-1 Eec-2002 

ovineski-sales. 
Real domestic sales growth rate - -- I 1.0%1 2.0 2.0% 2.0% 2.0%1 2.0%o 
Real domestic sales (HUF - millions) 3,982 3,982 3,982 4,022 4,102 4,184 4,268 4,353 4,440 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF - millions) 3,982 4,738 5,520 6,411 7,520 8,821 10,348 12,138 14,237 
EQreiigns-ates: 
Real growth of $US sales - - 1.0%1 2.00/o. 2.0%1 2.0%1 2.0%1 2.0%1 
Real $US sales ($US - millions) [ 2 2 2 2 2 2 2 3 3 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 2 2 2 3 3 3 3 3 3 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal $US sales (HUF - millions) 224 275 327 389 467 560 672 807 968 

Real growth of DM sales 
Real DM sales (DM - millions) FI 3 

-
3 

-
3 

1.0%1 
3 

2.0/7 
4 

2.0%1 
4 

2.0%1 
4 

2.0%1 
4 

2.0% 
4 

German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 3 4 4 4 4 4 4 4 5 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 224 269 323 387 469 568 688 834 1,010 

Total nominal sales (HUF - millions) 4,430 5,282 6,170 7,187 8,456 9,950 11,708 13,778 16,216 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 
1DnesJiorp.umbas-U 
Real cost of HUF goods & services (HUF - millions) 2,311 2,311 2,311 2,334 2,381 2,428 2,477 2,527 2,577 
Hungarian inflation factor 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF  millions) 2,311 2,750 3,203 3,721 4,365 5,120 6,005 7,044 8,263 
Egoeignar chases 
Real cost of $US goods & services ($US - millions) 16 16 16 16 17 17 17 18 18 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of $US goods & services ($US - millions) 16 17 17 18 19 20 21 23 24 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal cost of $US goods & services (HUF - millions) 1.581 1,940 2,309 2,744 3,293 3,952 4,743 5,692 6,832 

Real cost of DM goods & services (1DM - millions) I J - - - - - - - -
German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) - - - - - - - - -
Average exchange rate (HUF/Dt 65 77 90 104 120 140 162 187 217 
Nominal cost of 1DM goods & sei 'ices (HUF - millions) - - - - - - - - -

Total nominal cost of goods & services (HUF - millions) 3,892 4,690 5,513 6,465 7,658 9,072 10,749 12,737 15,094 
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IMP.Al II PRUJL-U I 

USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 

Selling, general & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

[ 

Year 
Ending 

Dec:94 

582 
1.0000 

582 

E 

Dec-95 

.... 

-LII-
582 

1.1900 
693 

Dec796 

i 
582 

1.3862 
637 

Projected Year Ending 
Dec-97 Dec-98 Dec-99 

1.0% 2.0% 20% 
1.% I 2.0%0!2.0% 
588 600 612 

1.5941 1.5332 2.1082 
937 1,099 1,289 

Dec-2000 

2.0% 
2.0% 

624 
2.4244 

1,512 

Dec-2001 

2.0% 
2.0% 

636 
2.7881 

1,774 

Dec-2002 

2.0% 
2.0%] 
649 

3.2063 
2,081 

Real capital expenditures ($US- millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

1 
1.0325 

1 
116 
120 

i 
1.0686 

1 
133 
142 

1 
1.1060 

1 
151 
167 

1 
1.1447 

1 
172 
197 

1 
1.1848 

1 
196 
232 

1 
1.2263 

1 
222 
273 

1 
1.2692 

1 
253 
321 

11 
1.3136 

1 
287 
378 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 

4,561 
( 9192192J 
120 

44,5614489 

4,489 
1 
142 

4,439 

4,439 
(1 
167 

4,414 

4,414 

197 
4,419 

4,419 
(192 
232 

4,459 

4,459 
(192J 
273 

4,540 

4,540 
(192, 
321 

4,669 

4,669 
(192 

378 
4,855 

Net income before taxes paid out as dividends 
Net income tax 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balanco as a % of sales 
Local investing rate 

-
18.0% 
23.0% 

301 
6.0 

0.2% 
24 

120.0% 
2.5% 

23.5% 

- I 
18.0% 
23.0% 

301 
6.0 

0.2%1 
241 

120.0%1 
2.5%1 

20.5% 

- I 
18.0% 
23.0% 

301 
6.01 

0.2% 1 
241 

120.0%1 
2.5%] 

20.5% 

- I 
18.0% 
23.0% 

30 
6.01 

0.2% 
241, 

120.0% i 
2.5% 

20.5% 

- I 
18.0% 
23.0% 

301 
6.01 

0.2% i 
24 

12 120 
2.5%1 

20.5% 

- I 
18.0% 
23.0% 

30 
6.0 

0.2% 
24 

120.0% 
2.5% 

20.5% 

- I 
18.0% 
23.0% 

30 
6.0 

0.2% 
24 

120.0% 
2.5% 

20.5% 

- I 
18.0% 
23.0% 

30 
6.0 

0.2% 
24 

120.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal  (years) 
Ending principal balance 

L'4,] 
30 

48 
(2) 
46 

46 
(2) 

45 

45 
(2) 
43 

43 
(2) 
42 

42 
(2) 
40 

40 
(2) 
38 

38 
(2) 
37 

37 
(2) 

35 

Local borrowing rate 
Interest expense 

28.5% 
13 

25.5% 
12 

25.5% 
11 

25.5% 
11 

25.5% 
10 

25.5% 
10 

25.5% 
10 

25.5% 
9 

Issuance of common equity (nominal - HUF millions)- - - - - - - -" 
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IMP), !1PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Zsoilnay PorcelangyarRt. -Trademark 

Year Ending Projected Year Ending 
INCOME STATEMENT (HUF In millions) Dec.-94 Dec-95 Dec-96 Dec-9Z Dec-98 Dec-99 De-2000 Dpc2001 [De,-= 

SALES 4.430 5,282 6,170 7.187 8,456 9,950 11,708 13,778 16,216 

(Cost of Gocus Sold) (3,892) _ 4,6O 5,513 (6, 4 65) (7,658) (9,072) (10,749) (12,737) (15.094) 
GROSS PROFIT 538 592 657 722 798 878 959 1.041 1,121 

Gross Profit Margin 12.1% 11.2% 10.7% 10.0% 9.4% 8.8% 8.2% 7.6% 6.9% 

(Selling, General, & Admin. Expense) (582) (693) (807) (937) (1,099) (1,289) (1,512) (1,774) (2,081) 
OPERATING INCOME (EBITDA) (44) (101) (150) (215) (301) (412) (553) (733) (960) 

(Depreciation & Amortization) (192) (192) (192) (192) (1:2) (192) (192) (192) (192) 
EBIT (236) (293) (342) (407) (493) (604) (745) (925) (1,152) 

Interest and other financial Income 122 7 (19) (94) (203) (361) (583) (891) (1,313) 
(Interest Expense) (290 (13) (12) (11) (11) f10) (10) (10) (9) 

EARNINGS BEFORE TAXES (404) (299) (372) (512) (707) (915) (1,338) (1,825) (2.474) 

Extraordinary gaint(Ioss) 47 - - - - -... 

(Taxes) ......... 
NET INCOME VIM ( ( j07 (WZ75o (1.-25) 
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IMPI-' ii PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Zsolnay Porcelangyar-Rt. - Trademark 

BALANCE SHEET (HUF In millions) Year 
Ending - -- Projected Year Ending 

ASSETS Dec_94 Dec-95 Dec-96 Dec-97 Dec-98 Dec-99 Dec;20 DiqQ Dc20 

Intangible and Invested Financial Assets E 929 929 929 929 929 929 929 929 929 

Net Tangible Long-term Assets 4.561 4,489 4,439 4,414 4.419 4,459 4,540 4,669 4.855 

Cash & Marketable Securities 31 (91) (458) (990) (1,760) (2,844) (4,347) (6,403) (9,185) 
Accounts Receivable 
Inventories [ 10J 

434 
782 

514 
919 

599 
1,078 

705 
1,276 

829 
1,512 

976 
1,791 

1,148 
2,123 

1.351 
2,516 

Prepaid expenses 9 11 13 15 18 21 25 30 
Total Current Assets 1,192 1,134 986 699 237 (485) (1,558) (3,106) (5,288) 

TOTAL ASSETS 6.02 6.552 6.354 6.042 5,585 4.90-4 3.91 2,492 496 

EU1IT3YESERVEa&-LJAI3 ILIT1ES 
Common Stock [ 6,276 6,276 6,276 6,276 6,276 6,276 6,276 6,276 6.276 
Retained Earnings: 

Beginning E_.__:3_q (699) (998) (1,370) (1,882) (2,588) (3,563) (4,901) (6,726) 
Dividends - i ....... 
Current year earnings (357) (299) (372) (512) (707) (975) (1,338) (1,825) (2,474) 
Ending (699) (998) (1.370) (1,882) (2,588) (3,563) (4,901) (6,726) (9,200) 

Shareholders' Equity 5.577 5,278 4,906 4,394 3,688 2,713 1,375 (450) (2,924) 

Target Reserves 156 156 156 156 156 156 156 156 156 

Long-term Credits and Uabllities 46 45 43 42 40 38 37 35 35 

Trade credits 1 112 224 263 308 365 432 511 605 716 
Other Accrued Liabilities 773 831 968 1,124 1,319 1,547 1,815 2,129 2,497 
Current Portion: Long-term debt 2 2 2 2 2 2 2 2 -

Total Current Uabilitles 887 1,057 1,233 1,434 1,685 1,981 2,327 2,735 3,213 

Total Uabilltles 933 1,102 1,276 1,476 1,725 2,019 2,364 2,770 3,248 

Other
TOTAL EQUITY, RESERVES, LIABILITIES &OTHER 

16
6-2 

16
65552 

16 
6-5A 

16
P 

16 
5.58_ 

16
4 

16 
_9=. 

16 
2.92 

16 

- (0) -0 0 0 (0) (0) 
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IMPX, II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Zsolnay_ Porcelangyar Rt,- Trademark 
CASH FLOW STATEMENT (HUF In millions) Projected Year Ending 

Dec-94 Dec-95 Dec-96 Dec-97 Dec-99 Dec:99 Dec72000 Dec7200 Dec2002 
<ash-Fiows frmQpeatingArtvdivie,5 

Net Income (299) (372) (512) (707) (975) (1,338) (1,825) (2,474) 
Depreciation & Amortization 192 192 192 192 192 192 192 192 
Changes in Working Capital 106 C.4) (56) (68) (82) (100) _1 211 

Cash provided by operating activities (1) (223) (364) (571) (851) (1,228) (1,733) (2,403) 

_Activites* 
Purchase of Property and Equipment (120) (142) (167) (197) (232) (273) (321) (378) 
Repayment of principal of Long-term Debt (2) (2) (2) (2) (2) (2) (2) (2) 
Is s u a n ce o f Co m m o n S toc k ......... 

Cash used In Investlng/lnvestlng activlies (121) (144) (169) (199) (233) (274) (323) (379) 

Increase (decrease) In cash (122) (367) (533) (769) (1,084) (1,503) (2.056) (2,782) 

Cash, beginning of the period 31 (91) (458) (990) (1,760) (2,844) (4,347) (6,403) 
Increase (decrease) in cash (122) (367) (533) (769) (1,084) (1,503) (2,056) (2,782) 
Dividends ........ 

Cash, end of period (91) (458) (990) (1,760) (2,844) (4,347) (6,403) (9,185) 

Increase (decrease) in cash (122) (387) (533) (769) (1,084) (1.503) (2,056) (2,782) 
Dividends ....... 

Dividend withhoJing tax ......... 
CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) (122) (367) (533) (769) (1,084) (1,503) (2,056) (2,782) 

Average exchange rate (HUF/$US) 116 133 151 172 196 222 253 287 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) (1) (3) (4) (4) (6) (7) (8) (10) 

End of period exchange rate (HUF/$US) PIE 125 142 161 183 208 237 269 306 
Net Income (HUF - millions) Rago (299) (372) (512) (707) (975) (1,338) (1,8251 (2,474) 
Terminal value ($US - millions) 12 (29) (31) (38) (46) (56) (68) (81) (97) 

IPO 
ILO ca3Wfrowo~Shr3~eh _S -mllions))ear 
Cash flow available to shareholders prior to IPO 5 (1) (3) (4) (4) (6) - - -
Cash flow to shareholders from public offering ........ __ _ _ _ _ _ 
Total cashflow to shareholders (1) (3) (4) (4) (6) - - -

Discount cash flow ($US in millions) 40.0% 
Net present value ($US In millions) (5) (1) (1) (1) (1) (1) -

Net present value (HUF In millions) (572) 
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IMP), II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

EszakdunantullGazszolgaltatoRt._- Energy-
Year 

Operating Assumptions: Ending Projected Year Endin-
Estimated net sales Dec--9 Dec.,95 Dec-96 Dec-q7 Dec-98 Dec-99 Dec-2000 DecM2001 0ec-2002 

Oomnestisales, 
Real domestic sales growth rate 
Real domestic sales (HUF - millions) F 832 832 

_ 
832 

1l .0%I 
840 

20% 
857 

20%1 
874 

2.0% 
892 

2-2 
910 928 

Hungarian inflation factor 1.0000 1.1900 1.:862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal domestic sales (HUF -millions) 832 990 -.,153 1,340 1,571 1,843 2,162 2,536 2,975 
Eo leig L -Sale.s.: 
Real growth of $US sales [ - I.. '12.0 ,1I 2.0% 1 2.0%1 2.0% 2.0% 
Real $US sales ($1JS - millions) 1 1 1 1 1 1 1 1 
US inflation factor 1.0000 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal $US sales ($US - millions) 1 1 1 1 1 1 2 2 2 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal $US sales (HUF - millions) 115 141 167 199 239 286 344 412 495 

Real growth of aM sales 
Real DM sales (DM-millions) I I 2 

ll -l 
2 2 

2 1.0% 
2 2 

2.0% I 
2 

2.0% I 
2 

2.0% 
2 

2 
2 

German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal DM sales (DM - millions) 2 2 2 2 2 2 2 2 2 
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal DM sales (HUF - millions) 115 137 165 198 240 290 352 426 516 

Total nominal sales (HUF - millions) 1,061 1,268 i,486 1.736 2,050 2.420 2,857 3,375 3,986 

Estimated cost of goods sold 
Weighted average real sales growth 
DQme~tic-P-urr;ha &. 

- - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 

Real cost of HUF goods & services (HUF -millions) 871 871 871 880 897 915 934 952 971 
Hungarian inflation iactcr 1.0000 1.1900 1.3862 1.5941 1.8332 2.1082 2.4244 2.7881 3.2063 
Nominal cost of HUF goods & services (HUF -millions) 871 1,036 1,207 1,402 1,645 1,930 2,263 2,655 3.114 
Eoeigrntub ase 
Real cost of $US goods & services ($US - millions) 1 1 1 1 1 1 1 1 1 
US inflation factor 1.000L, 1.0325 1.0686 1.1060 1.1447 1.1848 1.2263 1.2692 1.3136 
Nominal cost of SUS goods & services ($US - millions) 1 1 1 1 1 1 1 1 1 
Average exchange rate (HUF/$US) 97 116 133 151 172 196 222 253 287 
Nominal cost of $US goods & services (HUF-millions) 97 119 142 168 202 242 291 349 419 

Real cost of DM goods & services (DM - millions) -- - - - - - - -

German inflation factor 1.0000 1.0250 1.0506 1.0769 1.1038 1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM- millions) - - - - - - - - -
Average exchange rate (HUF/DM) 65 77 90 104 120 140 162 187 217 
Nominal cost of DM goods & services (HUF - millions) - - - - - - - - -

Total nominal cost of goods & services (HUF - millions) 968 1,156 1,349 1,571 1.847 2,172 2,554 3.004 3,533 
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IMPA_'S I PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (continued): 
Year 

Ending Projected Year Ending 

Selling, genera! & administrative expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Dec.93 

85 
1.0000 

85 

Dcc-95 

-

85 
1.1900 

101 

Dec-96 Dec-97 

-- 1.0% 
IT---- I1.0%1 

85 86 
1.3862 1.5941 

118 137 

Dec-98 

2.0% 
2.0% 

88 
1.8332 

161 

Dec-9g 

2.0% 
2.0%1 

89 
2.1082 

188 

Dec 2000 Oec-2001 

20% 2.0% 
V 2.6% E 2.0% I 

91 93 
2.4244 2.7881 

221 259 

oec:2002 

2.0% 
2.0% 

95 
3.2063 

304 

Real capital expenditures ( $US - millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

01 
1.0325 

0 
116 

12 

01 
1.0686 

0 
133 

14 

01 
1.1060 

0 
151 

17 

1.1447 
0 

172 
20 

1.1848 
0 

196 
23 

01 
1.2263 

0 
222 

27 

01 
1.2692 

0 
253 

32 

01 
1.3136 

0 
287 
38 

Tangible long-term assets, beg. of period (HUF - millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, erid of period 

L 33 

614 

614 
(33) 
12 

593 

593 
33) 
14 

574 

574 
(33 
17 

553 

558 
(33y, 
20 

545 

545 
(333 
23 

535 

535 
_(33L.. 
27 

529 

529 
33 
32 

528 

528 
(33) 
38 

533 

Net income before taxes paid out as dividends 
Net income tax 
D~iidend withholding 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Tums 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

-I -I 
18.0% 18.0% 
23.0% 23.0% 

451_ 45 
6.0 6.C1 

0.5% 0.5% 
18 18 

300.0%1 300.0% 
2.5% 2.5% 

23.5% 20.5% 

-I 
18.0% 
23.0% 

451 
6.0 

0.5% 
18 

300.0%1 
2.5% 

20.5% 

- I 
18.0% 
23.0% 

45 
6.0 

0.5% 
18 

300.0% 
2.5%1 

20.5% 

18.0% 
23.0% 

45 
6.0 

0.5% 
18 

300.0% 
2.5% 

20.5% 

-I 
18.0% 
23.0% 

45 
6.0 

0.5% 
18 

300.0% 
2.5% 

20.5% 

-I 
18.0% 
23.0% 

45 
6.0 

0.5% 

300.0% 
2.5% 

20.5% 

-I 
18.0% 
23.0% 

45 
6.0 

0.5% 
18 

300.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal - (years) 
Ending principal balance 

30 
-

........ 
........ 

- - - - - -

Local borrowing rate 
Interest expense 

28.5% 
........ 

25.5% 25.5% 25.5% 25.5% 25.5% 25.5% 25.5% 

Issuance of common equity (nominal - HUF millions) - - - - - - - -
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IMPA-" 11PROJEUT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Eszakdunantul GazszolgaltatoRt. -Energy 

INCOME STATEMENT (HUF In millions) 
Year Ending 

Dec-94 Dec-95 Dec:96 Dec-9i 
Pojected Year Ending 

Dec-98 Deck9 Dec-200 Dec20 -202 

SALES 1,061 1,268 1,486 1,736 2,050 2.420 2,857 3.375 3,986 

(Cost of Goods Sold) 
GROSS PROFIT 

Gross Profit Margin 

j98) 
93 

8.8% 

__1,156) 
112 

8.9% 

(1,349 
137 

9.2% 

(,5-1) 
166 

9.5% 

(1,847) 
203 

9.9% 

(2,172) 
248 

10.2% 

(2,554) 
303 

10.6% 

(3,004) 
370 

11.0% 

(3,533) 
453 

11.4% 

(Selling, General, & Admin. Expense) 
OPERATING INCOME (EBITDA) 

(85) 
8 

(101) 
11 

(118) 
19 

(137) 
29 

(161) 
42 

(188) 
60 

(221) 
82 

(259) 
111 

(304) 
149 

(Depreciation & Amortization) 
EBIT 

__ (33) 
(25) 

(33) 
(22) 

(33) 
(14) 

(33) 
(4) 

(33) 
9 

(33) 
27 

(33) 
49 

(33) 
78 

(33) 
116 

Interest and other financial income 
(Interest Expense) 

EARNINGS BEFORE TAXES 

[|
(4-

(72) 

6 

(15) 

19 
-

5 

24 
-

19 

30 
-

39 

40 
-

67 

53 
-

103 

72 
-

150 

97 
-

213 

Extraordinary gain/(Ioss) 
(Taxes) 

NET INCOME 

I () 
-
5 

-

-

(1) 
41 

(3) 
- -

(7) 
32 

(12) 
55 

-

(18) 
47 

(27) 
-

(.38) 

FOR INTERNAL USE ONLY: Not compiled or examined by an Independent CPA- Page 93 04/11/95 



IMP> II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

EszakdunantuiLGazszolgaltatoRt. -Energy 

BALANCE SHEET (HUF In millions) 

AS$,ET 

Year 
Ending 

Dec-94 Dec-95 Dec-96 Dec-Z 
Projected Year Ending 

Dec-98 Dec-99 Dec£200Q Dec200 DBLc2Q 

Intangible and Invested Financial Assets 41 41 41 41 41 41 41 41 41 

Net Tangible Long-term Assets 614 593 574 558 545 535 529 528 533 

Cash & Marketable Securities 
Accounts Receivable 
Inventories 
Prepaid expenses[ 
Total Current Assets 

27 
149 
211 
-

387 

93 
156 
193 

6 
448 

115 
186 
225 

7 
532 

148 
217 
262 

8 
635 

195 
256 
308 

9 
768 

260 
302 
362 

11 
936 

350 
357 
426 

13 
1,146 

474 
422 
501 

15 
1,412 

643 
498 
589 
18 

1,748 

TOTAL ASSETS 1 1_Q82 1148 1234 1354 -411 1. 7.jJ 1.M 2 

EQUITY, E. RVES 6 LIABILITIES 
Common Stock 
Retained Earnings: 

Beginning 
Dividends 
Current year earnings 
Ending 

786 

(75) 
(78) 

786 

(78) 
-
(15) 
(93) 

786 

(93) 
-

4 
(89) 

786 

(89) 
-

16 
(74) 

786 

(74) 
-

32 
(41) 

786 

(41) 
-

55 
13 

785 

13 
-

84 
97 

786 

97 
-

123 
221 

786 

221 
-

175 
395 

Shareholders' Equity 708 693 697 712 745 799 883 1,007 1,181 

Target Reserves 16 16 16 16 16 16 1 16 16 

Long-term Credits and Uablllties 

Trade credits 
Other Accrued Liabilities 
Current Portion: Long-term debt 

Total Current Liabilities 

36 
282 

.. 
318 

70 
303 

373 

81 
353 

....... 
435 

95 
411 

505 

112 
482 
__ 
593 

13. 
565 

_ 
696 

_ 

154 
63 

_ 
817 

_ 

181 
777 

_ 
959 

213 
912 

1.125 

Total Uabilitles 318 373 435 505 593 696 817 959 1,125 

Other 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER 

-

jL82 
-

-

L348 
-

- -

1.354 
0 -

-

1_511 
0 

-

1.7J 
.... 

-

LM9 
-
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IMF !1 PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Eszakdunantull GazszolgaltatoRt. - Energy 
CASH FLOW STATEMENT (HUF In millions) 

Dec-0 4 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-r98 Dec2r99 Dec200Q Dec2001 Dec_2_2 

Net income 
Depreciation & Amortization 
Changes in Working Capital 

Cash provided by operating activities 

(15) 
33 
61 
78 

4 
33 
(1) 
36 

16 
33 

1 
50 

32 
33 

1 
66 

55 
33 
1 

88 

84 
33 
0 

118 

123 
33 
(0) 

156 

175 
33 
(1) 

207 

-ashJLows_ rpmjnvestifQgan jan ing Activities:Purchase of Property and Equipment (12) (14) (17) (20) (23) (27) (32) (38) 

Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used In Investinglinvesting activities 

-

-

(12) 

-

-

(14) 

-

-

(17) 

-

-

(20) 

-

-

(23) 

-

-

(27) 

-

-

(32) 

-

-

(38) 

Increase (decrease) In cash 66 22 33 47 65 90 124 169 

Cash, beginning of the period 
Increase (decrease) in cash 
Dividends 

Cash,end of period 

27 
66 
........ 
93 

93 
22 

115 

115 
33 

148 

148 
47 

195 
__ 

195 
65 

260 
_ 

260 
90 
_ 
350 

350 
124 

___ 
474 

474 
169 

643 

Increase (decrease) In cash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF InmillIons) 

66 
........ 
........ 
66 

22 

22 

33 

33 

47 

47 

65 

__ 
65 

90 

90 
_ 

124 

_ 
124 

_ 

169 

169 

Average exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
1 

133 
0 

151 
0 

172 
0 

196 
0 

222 
0 

253 
0 

287 
1 

End of period exchange rate (HUF/$US) 
Net Income (HUF - millions) 
Terminal value ($US - millions) 

PIE 
BaiQ 

12 

125 
(15) 

(1) 

142 
4 
0 

161 
16 
1 

183 
32 

2 

208 
55 

3 

237 
84 
4 

269 
123 

5 

306 
175 

7 

s os 
Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

IPO 
Year 

5 1 
.-

1 

0 

0 

0 

0 

0 

0 

0 
3 
3 

-
-
-

-
-
-

-
-
-

Discount cash flow ($US in millions) 
Net presentvalue ($US In millions) 
Net presentvalue (HUF In millions) 

40.0% 
2 

165 
0 0 0 0 1 - - -
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IMPW II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

ErdertRL- Forest Products 

Operating Assumptions: 
Estimated net sales 

DOmestic sales_ 
Real domestic sales growth rate 
Real domestic sales (HUF - millions) 
Hungarian inflation factor 
Nominal domestic sales (HUF - millions)
Eoreignx;es: 

Year 
Ending 

O}ec-94 

527 
1.0000 

527 

Dec-95 

I - I 
527 

1.1900 
627 

___________ 

Dec=96 

-

527 
1.3862 

731 

Dec-97 

1.0% 
532 

1.5941 
848 

Prtecled Year Endin g-
Dec-98 1Dec-,99 

2.0%' 2.0% 
543 554 

1.8332 2.1082 
995 1,167 

Dec-2000 Dec±200. Dec2002 

2.0% I 2.0% I 2.0% 
565 576 588 

2.4244 2.7881 3.2063 
1,369 1,606 1,884 

Real growth of $US sales 
Real $US sales ($US - millions) 
US inflation factor 

L 2 
1.0000 

-

2 
1.0325 

--

2 
1.0686 

1.0% 
2 

1.1060 

2.0% 
2 

1.1447 

2.0%1 
2 

1.1848 

2.0%1 
2 

1.2263 

2.0% [ 
2 

1.2692 

2.0%] 
2 

1.3136 
Nominal $US sales ($US - millions) 
Average exchange rate (HUF/SUS) 
Nominal $US sales (HUF - millions) 

2 
97 

185 

2 
116 
227 

2 
133 
270 

2 
151 
321 

2 
172 
385 

2 
196 
462 

2 
222 
554 

3 
253 
665 

3 
287 
799 

Real growth of 1DM sales 
Real DM sales (DM - millions) 
German inflation factor 

7 
1.0000 

7 
1.0250 

I -
7 

1.0506 

-
7 

1.0769 

20%/T 
7 

1.1038 

2.0% 
7 

1.1314 

.010 
7 

1.1597 

2.0%1 
7 

1.1887 

2.0%. 
7 

1.2184 
Nominal 1DMsales (DM - millions) 
Average exchange rate (HUFIDM) 
Nominal DM sales (HUF - millions) 

7 
65 

432 

7 
77 

518 

7 
90 

623 

7 
104 
747 

8 
120 
905 

8 
140 

1.096 

8 
162 

1,327 

9 
187 

1,608 

9 
217 

1,948 

Total nominal sales (HUF - millions) 1,144 1,372 1,623 1,916 2,285 2,725 3,251 3,880 4,631 

Estimated cost of goods sold 
Weighted average real sales growth - - 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 

Domesticu rhases 
Real cost of HUF goods & services (HUF - millions) 
Hungarian inflation factor 
Nominal cost of HIF goods & services (HUF - millions) 
Eoreign -nmcIase5 
Real cost of SUS goods & services ($US - millions) 
US inflation factor 

[ 

1,002 
1.0000 

1,002 

- ] 
1.0000 

1,002 
1.1900 

1,192 

........ 
1.0325 

1,002 
1.3862 
1.389 

1.0686 

1,012 
1.5941 
1,613 

1.1060 

1,032 
1.8332 

1,892 

1.1447 

1,053 
2.1082 

2,220 

1.1848 

1,074 
2.4244 
2.604 

1.2263 

1,095 
2.7881 
3,054 

1.2692 

1,117 
3.2063 

3,583 

1.3136 
Nominal cost of $US goods & services ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal cost of $US goods & services (HUF - millions) 

-

97 
-

-

116 
-

-

133 
-

-

151 
-

-

172 
-

-

196 
-

-

222 
-

-

253 
-

-

287 
-

Real cost of DM goods & services (DM - millions) 
German inflation factor 
Nominal cost of DM goods & services (1DM - millions) 
Average exchange rate (HUF/DM) 
Nominal cost of DM goods & services (HUF - millions) 

-
1.0000 

-

65 
-

-
1.0250 

-

77 
-

-
1.0506 

-

90 
-

-
1.0769 

-

104 
-

-
1.1038 

-

120 
-

-
1.1314 

-

140 
-

-
1.1597 

-

162 
-

-
1.1887 

-

187 
-

-
1.2184 

-

217 
-

Total nominal cost cf goods & services (HUF - millions) 1,002 1,192 1,389 1,613 1,892 2,220 2,604 3.054 3,583 
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IMP W il PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Operating Assumptions (cniinued): 

Selling, general & administrativ-e expense (SG&A) 
Weighted average real sales growth 
Real growth of SG&A expenses 
Real SG&A expense (HUF - millions) 
Hungarian inflation factor 
Nominal SG&A expense (HUF - millions) 

Year 
Ending 

D.ec-4 

89 
1.0000 

89 

Deck95 

.... 
-
e9 

1.1900 
106 

Dec-96 

-
89 

1.3862 
123 

Dec-97 

1.0% 
11.0% 

90 
1.5941 

143 

Projected Year Ending 
Dec-98 Deca--

2.0% 2.0% 
2.0% 

92 94 
1.8332 2.1082 

168 197 

Dec-0QQ 

2.0% 
2.0% 

95 
2.4244 

231 

De-ZQO_ 

2.0% 
2.0% 

97 
2.7881 

271 

aeq-2W2 

2.0% 
2.0%1 

99 
3.2063 

318 

Real capital expenditures ( $US- millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (HUF/$US) 
Nominal capital expenditures (HUF - millions) 

0 
1.0325 

0 
116 

12 

0 
1.0686 

0 
133 

14 

0 
1.1060 

0 
151 

17 

01 
1.1447 

0 
172 
20 

01 
1.1848 

0 
196 
23 

01 
1.2263 

0 
222 

27 

01 
1.2692 

0 
253 
32 

0 
1.3136 

0 
287 

38 

Ta;igible long-term assets, beg. of period (HUF millions) 
Nominal depreciation (HUF - millions) 
Nominal capital expenditures (HUF - millions) 
Tangible long-term assets, end of period 898 

I 
898 
(46, 
12 

864 

864 
(j6 
14 

832 

832 
(46j6 
17 

803 

803 

20 
777 

777 
(46, 
23 

754 

754 
(46j_ 
27 

735 

735 
6 
32 

721 

721 
(46A 
38 

713 

Net income before taxes paid out as dividends 
Net income taxes 
Dividend withholding tax 
Receivable Days 
Inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as % of SG&A 
Minimum cash balance as a % of sales 
Local investing rate 

-
18.0% 
23.0% 

45 
4.5 

0.5% 
151 

60.0% 
2.5%1 

23.5% 

I 
18.0% 
23.0% 

451 
4.5 1 

0.5% J 

60.0% 1 
2.5% 1 

20.5% 

- I 
18.0% 
23.0% 

451 
4.5 i 

0.5%1 
151 

60.0%1 
2.5%1 

20.5% 

- I 
18.0% 
23.0% 

45 
4.5 

0.5% 
15 

60.0% I 
2.5%1 

20.5% 

- I 
18.0% 
23.0% 

45 
4.5 

0.5% 
1 

60.0% 
2.5%1 

20.5% 

-

16.0% 
23.0% 

451 
4.5 

0.5% 
15 

60.0% 
2.5% 

20.5% 

-
18.0% 
23.0% 

45 
4.5 

0.5% 
15 

60.0% 
2.5% 

20.5% 

-
18.0% 
23.0% 

45 
4.5 

0.5% 
15 

60.0% 
2.5% 

20.5% 

Long-term credits and liabilities (HUF - millions) 
Amortization of principal  (years) 
Ending principal balance 

30 
-

........ 

........ 

- - - - - - -

Local borrowing rate 
Interest expense 

28.5% 
........ 

25.5% 25.5% 25.5% 25.5% 25.5% 25.5% 25.5% 

Issuance of common equity (nominal - HUF millions) I -I -I -I -I -I -I -I -I 
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IM II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Erdert-Rt. - Forest Products 

INCOME STATEMENT (HUF In millions) 
Year Ending 

Dec-9-4 Dec-95 Dec-96 Dec-97 
Projected Year Ending 

Dec-98 D c>99 Dec-200 Dec200 Dec 2OO2 

SALES 1,144 1.372 1,623 1,916 2.285 2,725 3,251 3,880 4.631 
(Cost of Goods Sold) f1,002) .1,192) 1,389) .1,613) 1,892) 2,220) (2.604) (3,054) (3,83) 

GROSS PROFIT 
Gross Profit Margin 

142 
12.4% 

180 
13.1% 

234 
14.4% 

303 
15.8% 

392 
17.2% 

505 
18.5% 

647 
19.9% 

825 
21.3% 

1.048 
22.6% 

(Selling, General, & Admln. Expense) 
OPERATING INCOME (EBITDA) 

(89) 
53 

(106) 
74 

(123) 
111 

(143) 
159 

(168) 
224 

(197) 
308 

(231) 
416 

(271) 
554 

(318) 
730 

(Depreciation & Amortization) 
EBIT 

(46) 
7 

(46) 
28 

(46) 
65 

(46) 
113 

(46) 
178 

(46) 
262 

(46) 
370 

(46) 
508 

(4§) 
684 

Interest and other financial income [ 18 14 (5) 1 14 37 73 130 215 
(Interest Expense) 5- - - - - - -

EARNINGS BEFORE TAXES 10 42 60 114 192 299 444 639 899 

Extraordinary gainl(loss) 3- - - - - -
(Taxes) 

NET INCOME 
(2) 
10 

(8) 
35 

(11) (21) 
94 

(35) (54) 
2451 

(80) 
36A 

(115) 
2A 

(162) 
73 
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IMP)' 1IPROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

Erdert-Rt. - Forest Products 

BALANCE SHEET (HUF In millions) Year 

AWSETS 
Ending 

Dec-9-4 Dec-95 Dec_-96 Dec:97 
Projected Year Ending 

D-er98 Dc9q Ejgqc2OflO Dec-2 I e20 

Intangible and Invested Financial Assets 11 1 1 1 1 1 

Net Tangible Long-term Assets 898 864 832 803 777 754 735 721 713 

Cash & Marketable Securities 
Accounts Receivable 
Inventories 

(22) 
169 
265 

5 
203 
309 

69 
239 
359 

179 
286 
421 

358 
341 
493 

636 
406 
579 

1,049 
485 
679 

1,647 
579 
796 

Prepaid expenses 6 7 8 9 11 13 15 18 
Total Current Assets 421 418 524 675 894 1,203 1.634 2,228 3,040 

TOTAL ASSETS 1,320 .283 1_351 LM- 1_ 1, zQ ZR i 39.54 

EQUITY. RESERVES & LIABILITIES 
Common Stock 1,065 1,065 1,065 1,065 1,065 1,065 1,065 1.065 
Retained Earnings: 

Beginning
DividendsI 22 

-
32 67 
........ 

116 210 368 613 977 
- 1,501 

Current year earnings 
Ending 

10 
32 

35 
67 

49 
116 

94 
210 

158 
368 

245 
613 

364 
977 

524 
1,501 

737 
2,238 

Shareholders' Equity 1,097 1,132 1,181 1,275 1,433 1,678 2,042 2,566 3,303 

Target Reserves I- - - - - - - -

Long-term Credits and Uabliltles - - - - - - - -

Trade credits 159 87 101 117 137 161 189 222 260 
Other Accrued Liabilities 63 64 74 86 101 118 139 163 191 
Current Portion: Long-term debt - - - - - - - .-

Total Current Uabillties 222 150 175 203 238 279 328 384 451 

Total Uabililties 222 150 175 203 238 279 328 384 451 

Other 
TOTAL EQUITY, RESERVES, LIABIULTIES &OTHER -32Q 

1 
i.m5 

1 1 
3AZJ 

1 
1.672L.m 

1 1 
2.1 

1 
2.251 

1 
S 

0 0 0 0 0 0 0 0 0 
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CASH FLOW STATEMENT (HUF In millions) 
ErdertRt.- ForestProducts 

Dec94 Dec=95 Dec-96 Dec7_97 
Projected Year Ending 

Dec-98 Drc_,99 -ec200 Der20o()I Der,2002 

Net Income 
Depreciation &Amortization 
Changes inWorking Capital 

Cash provided by operating activities 

35 
46 

(152) 
(71) 

49 
46 

(54) 
42 

94 
46 
(59) 
80 

158 
46 

(74) 
129 

245 
46 
(88) 
203 

364 
46 

(105) 
305 

524 
46 

(124) 
445 

737 
46 

(147) 
636 

Qa_ low-sJL! n vYe.. tirig-andEinanci
Purchase of Property and Equipment 
Repayment of principal of Long-term Debt 
Issuance of Common Stock 

Cash used InInvesting/Investing activities 

(12) 

-
(12) 

-

(14) 

-
(14) 

-

(17) 

-
(17) 

-

(20) 

-
(20) 

-

(23) 

-
(23) 

-

(27) 

-
(27) 

(32) 
-

-
(32) 

(38) 
-

-
(38) 

Increase (decrease) In cash (83) 27 64 110 180 278 413 598 

Cash, beginning of the pe,-d 
Increase (decrease) incash 
Dividends 

Cash, end of period 

61 
(83) 

-

(22) 

(22) 
27 

-

5 

5 
64 

-

69 

69 
110 
-

179 

179 
180 
-

358 

358 
278 
-

636 

636 
413 
-

1,049 

1,049 
598 
-

1,647 

Increase (decrease) incash 
Dividends 
Dividend withholding tax 

CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

(83) 
-

-
(83) 

27 
-

-
27 

64 
-

-
64 

110 
-

-
110 

180 
-

-
180 

278 
-

-
278 

413 
-

-
413 

598 
-

-
598 

Averape exchange rate (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

116 
(1) 

133 
0 

151 
0 

172 
1 

196 
1 

222 
1 

253 
2 

287 
2 

End of period exchange rate (HUF/$US) 
Net Income (HUF - millions) 
Terminal value ($US - millions) 

PIE 
REk 

12 

125 
35 
3 

142 
49 
4 

161 
94 
7 

183 
158 
10 

208 
245 
14 

237 
364 

18 

269 
524 

23 

306 
737 

29 

ToaLu-5_ ofto-sbh r$ -m 
Cash flow available to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

IPO 
Year 

5 (1) 
-

(1) 
-

0 

0 
-

0 

0 

1 

1 

1 
14 
15 

-
-
-

-
-
-

-
-
-

Discount cash flow ($US in millions) 
Net present value ($US In millions) 
Net present value (HUF Inmillions) 

40.0% 
3 

351 
(1) 0 0 0 3 - - -
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Ika,us Rt. - Industry 
Year 

Operating Assamptions: 
Estimatod niel s14 s 

-ndin. 
Dec-95 Oec:96 Dec97 

Projected Year I nding 
Dec-98 Lcc-29 Doc-200X0 DLc-2,XA De2002 

Domcstic sales. 
Real domesl, s;les growth rate 
Real domostic saics tHUF -millions)
aunlir.-,mnqhcion ictor 

1,126
1.0000 

--
1,126

1 190 

--
1,126

1 3862 

1 0% 
137

1 5941 

20% 
1,160

1.8332 

2 0% 
1.183

2 108 

2 0% 
1,207

24214 

.20% 
1,231

2 7881 

2 0% 1 
1,256

3 2063 

Nominimi domost;,- sailes (i4UF - millions) 
F-oreign sales, 
Real orowlh of $US sol;es 
Real $tIS .,,os ($USmillions) 
LIS inflahon .cor 
Nominal SLIS sakes ($US - millions) 
Average ehxcanqo rate (HUF/$US) 
Nominal $US sak's (HUF - millions) 

1,126 

1.0000 
3 

97 
288 

1,340 

" 

L0-f2 
3 

116 
353 

1,561 

-- -

i.0686 
3 

133 
420 

1,813 

1 
33 

1.1060 
3 

151 
49.' 

2,127 

2.0% 
3 

1.1447 
3 

172 
599 

2,494 

- 2,0% 
3 

1.1848 
4 

196 
719 

'A 

2% 
3 

1 .226; 
4 

222 
63 

3.432 

, -

1 2692P 
4 

253 
1,035 

4,026 

210%1 
3 

31 6 
4 

287 
1,242 

Real gro,,th oftM sales 
Real EM sales I(DM millions) 
German infiatron factor 
Nominal 1DMsails (DM - millions) 
Average eehmnge rate (HUF/DM) 
Nominal DM sales (HUF - millions, 

1.7-31 
1.0000 

13 
65 

863 

--

- 13. 
1 0250 

14 
77 

1,035 

.. --

13 
1.0506 

14 
90 

1,243 

1 0%, 
13 

1 0769 
14 

104 
1.491 

7 
14 

1.1038 
15 

120 
1,8103 

2.0% 
14 

1.1314 
16 

140 
2.168 

o2 0% 
14 

1 1597 
16 

162 
2,6!1 

20oi 
14 

1,1887 
17 

187 
3.211 

2.0% i 
15 

1.2184 
18 

217 
3,890 

Total nominal sales (HUF -millions) 2,276 2,728 3,224 3,803 4,532 5,401 6,43? 7,678 9,158 

Estimated cost of goods sold 
Weighted aIvera e real sales growth -- -- 1 0% 2.0% 2 0% 2 0% 2.0% 2.0% 
Dornesilc.. . " 
Real cost of 11,I1 oods & services (HUF - millions) 
Hungarian inflatin factor 
Nominal cost of HUF gods & serviocs (HUF -millions) 

j 397 
1.0000 

1,397 

1.397 
1.1900 

1,662 

1.197 
1 362 

1,937 

1,41 
1.5941 
2,249 

1,439 
1.8332 
2,638 

1,468 
2.1082 

3,095 

,497 
2.4244 

3.630 

1,'51 
2,7881 

4,258 

4,558 
3.2063 

4,995 
Foreign purclhases 
Real cost of SUS goods & services ($US - millions) 
US inflation factor 
Nominal .ost of $ULS good. & services ($US -millions) 
Average extaine rate (HUF,'$US) 
Nominal cost of SUS goods & services (HUF - millions) 

[-_ 
1.0000 

2 
97 

151 

2 
10325 

2 
116 
185 

2 
1.0686 

2 
133 
221 

2 
1.1060 

2 
151 
262 

2 
1.1447 

2 
172 
315 

2 
1.1848 

2 
I96 
377 

2 
1.2263 

2 
222 
453 

2 
1 2692 

2 
253 
544 

2 
1.3136 

2 
287 
652 

Real cost of 1DM goods & services (1DM - millions) 
German inflationfactor 1.0000 1.0250 

--

1.0506 
--

1.0769 
--

1.1038 
-.... 

1.1314 1.1597 1.1887 1.2184 
Nominal cost of DM goods & services (DM - millions) 
Average exchange rate (HUFiDM) 
Nominal cost of 1DM goods & serices (HUF - millions) 

-

65 
--

--

77 
-

--

90 
--

--

104 
--

--

120 
-

140 
-

--

162 
-

-

187 
-

-. 

217 
-

Total nominal cost of goods & services (HUF - millions) 1,548 1,848 2,157 2,511 2,953 3,472 4,083 4,802 5,647 
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Operating Assumptions (contlnued): 

Selling, general &administrative expense (SG&A) 
Weighted averute real sales growh
Real qrMl ot S,,&Aexpenses 

Real SG&A expense (HUF - millions) 
Hunganan inflation lacier 
Nominal SG&A expense (HUF - millions) 

[ 

Year 
Ending 

Dec-94 

4234 
1.0000 

423 

Dec-95 

.... 
--

-123 
1.1900 

503 

Dec-96 

--

423' 
1,3862 

586 

Dec-97 

1.0% 
1 0% 

427 
1 5941 

681 

Projected Year Ending 
Dec-93 Dec-99 

20% 2 0%
20 20% 

436 444 
18332 21082 

79 937 

Dec2000 

20%
20% 

453 
2,1244 
1,099 

Dcc200t 

2 0% 
20% 

462 
2.7 s1 

1.,29 

Dec-2002 

2 0%
2 0% 

472 
32163 

1,512 

Real capital expenditures ( $US - millions) 
US inflation factor 
Nominal capital expenditures ($US - millions) 
Average exchange rate (I ILiB,$SUS) 
Nominal capital expenditures (HUF - millions) 

-- 1 
1 0325 

1 
116 
120 

1 
1.0686 

1 
133 
142 

- " 
1.1060 

1 
151 
167 

"_ 1 
1.1447 

1 
172 
197 

- 1 
1 01848 

1 
196 
232 

1 
1 2263 

1 
222 
273 

- -
1 2692 

1 
53 

3,21 

- -
1 3136 

1 
287 
378 

Tangible long-term assets, beg of period (HUF - millions) 
Nominal depreciation (HJF - millions) 
Nominal capital expeiditures (HUF - miiiions) 
Tangib!e long-term assets, end of period 7 2,840] 

[ 
2,840 

2(209) -
120 

2,751 

2,751 
(20. 
142 

2,684 

2,684 
(209 

167 
2,642 

_ 
2,642 
(209) 

197 
2,630 

2.630 
(209) 
232 

2,653 

2,6.53 
(20)) 
213 

2,717 

. 
2.717 

120 
321 

2.829 

2,829 
(209Y 
378 

2,998 

Net income before taxes paid out as dividentas 
Net Income taxes 

7- --

18.0% 18.0% 8.0% 18.0% 
...-

18.0% 
-- , 

18 0% 
--

18 0% 
-

180% 
Divdend withholding taxes 
Receivable Days
inventory Turns 
Prepaid expenses as a % of cost of goods sold 
Payable Turns 
Accruals as %of SG&A 
Minimum cash balance as a % of sales 
Local investing rata 

23.0% 
-W F 

2.0 
.3.0% 

24 
100.0% 

2.5% I 
23.5% 

23.0% 
- . 661-. 

22 

241 
100.0% 

2.5% 
2.05% 

23.0% 23,0% 
6j . .0 f 

- - -----2.02 
3.% 3-06 -

24 2.... 41 
100.0% 100-O%.I 

2.5% 2 
20.5% 20.5% 

23.0% 23.0% 
60 - 60 

.0 20, 
- , 3.o,

241.. 241:.4 
100.0% - 006-. I 

5%,_ _2.5%1-
205% 20.5% 

23 0% 
0 

20i 
- 30% 

2 
100.0.. 

2.5% 
20,5% 

23 0% 
60 
20 

. % 
24 

100)0% 
2 5%1 

20.5% 

Lonq-term credits and liabilities (HUF - millions) 
Anortization of principal - (years) 
Ending pnncipal balance 

184 
30 .... 

184 
(6) 

178 

178 
(6) 

172 
.. 

172 
(6) 

166 
.6) 

166 

159 

159 
(6) 

153 

153 
)() 

147 

147 

141 
... . 

141 
(6) 

135 

Local borrowing rate 
Interest expense 

28.5% 
52 

25.5% 
45 

25.5% 
43 

25 5% 
41 

255% 
40 

25.5% 
38 

25.5% 
37 

25.5% 
35 

Issuance of common equity (nominal - HUF millions) - -T - -T - -- 1 - [ - [ -
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Ikarus Rt. - Industry 

Year Ending Projecto J var End:ng 

INCOME STATEMENT (HUF In millons) Dec-9,1 Dec-95 Dec-96 Dec-9g Dec-O Dec-O9 Dec-2000 Doc-200t Deck2002 

SALES 2.2T6 1 28 3,224 3.803 4,532 5401 6.139 7.678 9,158 

(Cost of Goods Sold) (1,548) (1.848) (2.157) (2,511) (2.953) (3,472) (.1.083) (4.802)__ (5.,647) 
GROSS PROFIT 728 880 1.067 1.292 1.579 1.929 2.356 2,876 3.511 

Gross Profit Margin 32 0% 323% 33 1% 34 0% 348%, 35 7% 30c6% 375% 383% 
(Selling. General, & Admin. Expense) (423) (503) -- (586) 681). (799) (937) 1.099) (1.2891 _ (1.51?) 

OPERATING INCOME (EBITDA) 305 377 481 611 780 99? 1,257 1,587 1,998 

(Depreciation & Amortization) (209) . (209) . ((209) . (209) _ (209) (209) .. 209) _ (209) (209% 
EBIT 96 168 272 402 571 783 1,0.1 1.378 1,789 

Interest and other financial income 131 9 20 43 8: 143 234 366 556 
(interest Expense) (7 . (52) (45) - (43) _'41) (40) __ (38) (37) __(35) 

EARNINGS BEFORE TAXES 102 126 247 402 612 886 1,243 1,708 2,310 

Extraordinary gain/(Ioss) 
(Taxes) (81 

--
I____?3L ____. 4 5 

. 

-

_.72) __( 
--

1 . 159). 

----
2 2 ) (301) 

- -
(416J 

NET INCOME 30 203 329 502 2_ 1.0_13a 1.-401 .894 
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Ikarus Rt. - Industry 

BALANCE SHEET (HUF In millIons) Year 

ASSETS 
Ending 

Dec-94 Dec-95 Dec-96 Dec-97 
-...Projected Year Ending______ 

Dec-98 Dec:99 Dec-2000 Dec20A1 Dec-2002 

Intangible and Invested Financial Assets 7 647 64 64 64 64 64 64 64 64 

Net Tangible Long-term Assets 2,840 2,751 2,6R4 2,642 2,630 2,.53 2,717 2,829 2,998 

Cash & Marketable Securities 
Accounts Receivable 
Inventories 
Prepaid expenses 
Total Current Assets 

40 
2904 
700 

i,040 
... 

400 
446 
924 

55 . 
1,528 

210 
537 

1,079 
65 

1,890 . 

404 
634 

1,256 
75 

.. 2.369 

697 
755 

1,476 
89 

3.018 

1,140 
900 

1,736 
104 

3,881 

1.787 
1,073 
2,042 

122 
5.025 

2,710 
1,280 
2,401 

144 
6535 

4,002 
1,526 
2,824 

169 
8,522 

TOTAL ASSETS 3.944 4.342 4.638 5.075 5.712 6.598 7.806 9.428 11.583 

EQUITY. RESERV 
Common Stock 

S&LIABIUIES 
E 3,3651 3,365 3,365 3,365 3.365 3.365 3,365 3.365 3,365 

Retained Earnings: 
Beginning
Dividends 21 58 161 --.-..-..-..--... 36A 693 1,195 1,922 2,941 4.342 

Current year earnings 
Ending 

37 
58 

103 
161 

203 
364 

329 
693 

502 
1,195 

727 
1,922 

1.010 
2,941 

1.400 
4,342 

1,894 
6,236 

Shareholders' Equity 3.423 3,526 3,729 4,058 4.560 5,287 6QC0' 7,707 9,601 

Target Reserves [ 17 17 17 17 17 17 17 17 17 

Long-term Credits and Uabl!tles 178 172 1X 159 153 147 141 135 135 

Trade credits 
Other Accrued Liabilities 
Current Portion. Long-term debt 

Total Current Liabilities 

48] 
252 

6 
306 

98 
503 

6 
607 

114 
586 

6 
707 

133 
681 

6 
820 .... 

156 
799 

6 
9661 

184 
937 

6 
1,127 

216 
1,099 

6 
1.321 

254 
1,289 

6 
1,549 

298 
1,512 

-
1,811 

Total Uabllitlos 484 779 872 980 1,115 1,274 1,462 1.684 1,946 

Other 
TOTAL EQUITY, RESERVES, LIABILITIES & OTHER 3.944 

20 
4.342 

20 
-4.638 

20 
5.075 

20 
5.712 

20 
6.598 

20 
7-806 

20 
9.428 

20 
11.583 

(0) (0) (0) (0) (0) (0) (0) (0) (0) 
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IMIP)W( II PROJECT 
USAID TECHNICAL ASSISTANCE 
HUNGARIAN INVESTMENT FUND MODEL 

CASH FLOW STATEMENT (HUF - mIllions) 

Cash Flows from Operating Activites: 
Net Income 
Depreciation & Amo-lization 
Changes in Working Capital 

Cash provided by operating activities 

Cash Eliws from tIvesting and FinancingAC1UiiM
Purchase of Property and Equipment 

Repayment of principal of Long-term Debt 

Issuance of Common Stock 


Cash used In investing/Investing activities 

Increase (decrease) In cash 

Cash, beginning of the period 
Increase (decrease) incash 
Dividends 

Cash, end of period 

Increase (decrease) in cash 

Dividends 

Dividend withholding tax 


CASH AVAILABLE TO SHAREHOLDERS (HUF In millions) 

Average exchange raie (HUF/$US) 
CASH AVAILABLE TO SHAREHOLDERS ($US In millions) 

End of period exchange rate (HUF/$US) 

Net Income (HUF - millions) 

Terminal value ($US - millions) 


Total cash flow. to shareholder {$USmlin1,. 
Cash flow avai!able to shareholders prior to IPO 
Cash flow to shareholders from public offering 
Total cashflow to shareholders 

Discount rate 
Net present value ($US In millions) 
Not present value (HUF In millions) 

Ikarus Rt. 


Dec-94 


PIE 
Rak 

12 

IPO 
real
 

5 

40.0% 
10 


1,100 

-	 industry 

Dbec-95 

103 

209 

(126) 
186 


(120) 
(6) 
..-


(126) 

60 

40 
60 
-

100 

60 
-

-
60 

116 
1 


125 
103 

10 

1 
.... 

1 


0 

Projnclcd Year Ending 
Dec.-96 Dec-91 Dec-98 DLc-99 

203 329 502 727 
209 209 209 209 

(154) (171) (214) (255) 
258 368 497 681 

(142) (167) (197) (232) 
(6) (6) (6) (6) 

-.......
 
(148) (174) (203) (238) 

110 194 294 443 

100 210 404 697 
110 19, 294 443 
.. 	 

210 404 697 1,140 

110 194 294 443 

-.......
 

110 194 294 443 

133 151 172 196 
1 1 2 2 

142 161 183 208 
203 329 502 727 
17 25 33 42 

1 1 2 2 
42 

1 1 2 44 

0 0 0 8 

Dec-2000 

1,019 
209 

926 

(273) 
(6) 

(279) 

647 

1.140 
647 

1,787 


647 
-

647 

222 
3 

237 
1,019 

52 

-
-
-

-

Dec-2001 Dec-2002 

1,400 1,P94 
209 209 

9(302) (427)359), 
1,250 1,676 

(321) (378) 
(6) (6) 

(327) (384) 

923 1,292 

1.787 	 2,710 
923 1,292 
.
 

2,710 4,002
 

923 1,292 

923 1,292 

253 287 
4 4 

269 306 
1,400 1.894 

62 74 
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