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CORPORATE GOVERNANCE AND COMPETITIVENESS WORKSHOP 
Armema, February 1999 

Course ObjectIves 

Over the past Jew years, hundreds of Armeman firms have been przvatlzed and turned mto 
Jomt-stock companzes whzle at the same time dealmg with an mcreasmgly competitive 
environment This PrzcewaterhouseCoopers workshop, funded by the Umted States Agency for 
InternatlOnal Development under the USAID Capztal Markets Development Project IS mtended 
for directors oJJomt-stock companzes, broker/dealers and government officials mvolved m the 
development ofJomt-stock compames The goal of the workshop IS to provide practical 
mformatlOn on settmg up approprzate corporate government structures and procedures that 
Will allow a company to adapt to ItS changmg environment and access financmg TopIcs 
covered mclude how to 1) set up effective Corporate Boards and Management structures, 2) 
modify the company charter to meet company needs, 3) organzze annual general shareholder 
meetmgs and 4) provide mformatlOn to shareholders Smce the success of firms depends on 
strong corporate leadership, thiS workshop Will also provide company directors wlth tools to 
help m evaluatmg busmess strategy and restructurmg plans and discuss how good corporate 
governance practlces can enhance a companys abllzty to access much needed capltalfor 
mvestment 

This practical course Will use a mlX of lectures and case studies Simultaneous translatLOn Will 
be provided in Armenzan 

Length 2 days 

Target Aud,ence Executive Dzrector and Company Board members ofJomt-stock 
companzes, government officzals and Broker/Dealers 

COURSE OUTLINE 

MODULE 1 Corporate Governance m a changmg environment 

Objectives 

TOPICS 

Dzscuss the new envzronment surroundmg the newly przvatzzed firm and the 
differmg mterests of varLOUS stakeholders Provlde a brzef overview of the need for 
and benefit of good corporate governance 

A The finn and Its enVIronment In market economy 

(1) CompetItive enVIronment 
(2) Regulatory enVIronment 

1 
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B Stakeholders ConflIcts and cornmon mterests 

(1) Types of shareholders (IndIvIduals, management, employees, state) 
(2) Issues of control and protection of mmontY shareholders 
(3) Interest of other stakeholders (potential mvestors, publIc) 

C Role of Corporate Governance 

(I) BasIC pnnClples of good corporate governance 
(2) Advantages of good corporate governance 
(3) Lithuaman regulations 

Case study Motores 

MODULE 2 Corporate structure and decislOn-makmg mechamsms 

ObJectlves To dzscuss (z) the effectlveness of varzous corporate governance systems, (ll) the 
structure of Armeman corporate governance based on the JOlnt-stock company law 
and (m) enhancmg board operatlons and declsIOn-makIng 

TOPICS 

A Models of corporate governance 

(I) OvervIew of German, US and other models 
(2) Effectiveness of each model 

B Armeman corporate governance structure 

(1) Roles and responsibilItles of boards and shareholders 
(2) Jomt-stock company law and other regulatIOn 
(3) Company charter theory and practlce 
(4) Dutles of mdlVldual board members 

C EffectIve board operations and decision-makmg 

(1) Use of commIttees 
(2) Selectlon and compensatIOn of board members 

Case study Swarzedzkle Fabrykl Mebh, Part A 
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MODULE 3 Shareholder relatIOns and commUlllcatlOns 

ObjectIves To dISCUSS (I) fundamental shareholder rzghts, (ll) practical Issues relatmg to the 
preparatLOn and holdmg of a general meetmg, (m) fazrness and transparency of 
votmg procedures -

TOPICS 

A OwnershIp 

(1) RecogmtIOn of ownerslup and shareholder regIStry 
(2) LImitatIons on ownerslup 
(2) Managmg shareholder expectatIons 
(3) Protection ofmmonty shareholders 

B General Meetmg 

(1) Purpose of the General Meetmg 
(2) Shareholder notIficatIon 
(3) LOgistics 
(4) Agenda 

C Votmg mechanIsms 

(l) Votmg procedures ensUflng fairness and transparency 
(2) Proxy process 
(3) CumulatIve votmg 
(4) Shareholder proposals 

D Shareholder commumcation Issues m Armerna 

MODULE 4 Fmanclal reportmg and mformatIon systems 

ObjectIves 

TopIcs 

To dISCUSS the varlOUS dIsclosure reqUlrements on a publzc jomt-stock company and 
the development of efficIent and cost-effectIve mternal management mformatlOn 
systems to monztor performance 

A PublIc dIsclosure 

(l) FmancIaI reports 
(2) Annual reports 
(3) Prospectus 
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B Fmanclal Reportmg reqUIrements m Armerua 

C FmancIaI statements 

(1) BasIC accountmg prmclples 
(2) OvervIew of standard financIal statements 
(3) Armeruan vs InternatIOnal Accountmg standards 

D Management Information Systems 

(1) AddItional mformatIOn reqUIred by managementfboards for declSlon makmg 
(2) Development of an effectIve and effiCIent mformatIOn system 

MODULE 5 Busmess and Fmancmg PolIcy 

Objectzves Enhance partzczpants' abzlzty to (z) evaluate the strategzc posztzon and strengths and 
weaknesses of the firm, (ll) evaluate restructurzng optzons and (zu) understand the 
potentzal sources of capztal 

TopICS 

A Busmess strategy 

(1) CompetItIve analysIs 
(2) Busmess plan development 
(3) Restructunng and Investment deCISIons 

B Busmess financmg 

(1) Fmancmg options (domestIc/foreIgn, debt/eqUIty) 
(2) DIVIdend polIcy 
(3) Role of stock exchange 
(4) OvervIew of Armeruan capItal markets 

Case study SwarzedzkIe FabrykI MeblI, Part B 
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Corporate Governance and Competitiveness - Armema 
Course Schedule, February 1999 

IntroductIon 
Case study Motores 
Break 
Module 1 Corporate Governance m a Changmg EnVIronment 
Case study IndIvIdual readmg SFM (A) 
Lunch 
Module 2 Corporate Governance Structure and Decision-makmg Mechamsms 
Break 
Case study Plenary seSSlOn SFM (A) 

Module 3 Shareholder Commurucatlons and Relatlons 
Break 
Module 4 Fmancial Reportmg and Informatlon Systems 
Module 5 Busmess and Fmancmg Pohcy 
Lunch 
Module 5 Contmued 
Case study IndIvIdual readmg SFM (B) 
Break 
Case study Break-out groups SFM (B) 
Case study Role play SFM (B) 
Wrap-up 
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Corporate Governance and 
CompetItiveness 

Workshop for Anneman DIrectors 

Corporate Governance m a 
Changmg EnVIronment 

Module 1 

The Fmn as an Entity 

A fum IS an mdependent legal person with nghts and obligatIOns 

A fum IS composed of 
- Managemeot 
- Employees 
- IntangIble assets 
- PhysIcal assets 

A fum s value 10 shareholders denves from how well all assets are 
employed 10 generale cash and profits 

Shareholders own Ibe flml and are represented by Ibe Board of Dueclor. 

Dueclors are legally accounlable to !!! shareholders 

\ 

--

Agenda 

• Module 1 Corporate Governance m a Changmg EnVironment 

• Module 2 Corporate Structure and DecIsion Makmg 
Mechanisms 

• Module 3 Shareholder RelatiOns and CommunIcatIons 

• Module 4 FInancial ReportIng and InfonnatIon Systems 

• Module 5 Busmess Strategy and FInanCIng 

Module 1 Agenda 

• The finn and Its enVIronment In a market economy 
- Competitive enVIronment 
- Regulatory environment 

• Stakeholders ConfliCts and common Interests 

• Role of corporate governance 

The Fmn's EnVIronment 

\ 
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New CompetitIve EnVIronment 
-

I-I~ J Exfstlngand I Ptod~.,. of po/en&aI 
Subst.wre. a 1 

~~~----1/ ~ PoIfaes laws t ~ 
BUJ"!1S I Capffal I Provfders 

Types of Stakeholders 

Includes shareholders who own the firm and other stakeholders who 
are affected by acbons oflbe firm 

Shareholders 
- IndIvIduals 
- Employees 
- Management 
- State 
- StrategIc Investors 

[nvesboent Funds 

• Other stakeholders 
CommunIty 
PotentIal mvcstors 

- Banks 
- BuyerslSupphers 

• Pnontles 

Management 

- Job secunty and remuneratlon 

- mcrease reputallon and sIze of firm 

- new technology 

- responslblhty towards employees/commumty 

- financIal performance of firm 

- dIvIdends 

I 

, 
--

CapItal Prov!ders 
-

Owners 

I""''''''''" 
Lenders 

(vt.2 Ioducbp 
Mtllnt:tIyJ 

... " r----.I FIRM 1- flU blflON' 
-MOft6J'MuUt lloOtIRC'lIIF_th 
"""'-- F tIIIckJllUlltl4/lolu 

..J 'VeJr/JU'a' 

GOWTlIlfIOIt 

Employee Shareholders 

• Pnontles 
- Job secunty 

- salary mcreases 

- socIal benefits 

- dIvIdends 

- mcreased SIze and reputatlon of firm 

Investment Funds & Outside Investors 

• Investment Funds 
- Pnonlles 

.. Increase share value 

.. dIVIdends (cash flow for operatIOns) 

.. mfluence on the firm to make reqUIred changes 

• IndIVIdual mvestors 
- Pnontles 

.. dIVIdends 

.. mcrease share value 

2 
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Government 

• Employment 

• Stability 

• Social benefits 

• Taxes 

• Environmental ISSUes 

Shareholder ObjectIves A ContInuum of 
Interests 

Short Long 
Term ---------.-:---------- Tcnn 

SaJ.a SocW DtVJdeDdl ShIn= c.p.taI Lo~1enn 
a-ru. Value lavatmeDI Growth 

Common Goals 

• Viable long tenn enterpnse resultmg m profits and 
employment 

• Increase m share value and dividends 

• Access to outside capital and teclmology 

• All shareholders are sources of additIOnal capital for finn 

• ReductIOn of corporate taxes 

, 

StrategIc Investors 

• Pnonlles 
- strong mfluence or control of strategy 
- long tenn perspecllve 

• mcrease market access 
• to low-cost skilled labor 
• mtegrate mto worldWide operallons 

- diVidends 

Common FrustratIons 

• New environment 

• Uncertamty of future 

• Changmg laws and regulatIOns 

• Lack of mfonnallon to make deCISIOns 

• Lack of expenence 
- competitive market 
- procedures of corporate governance 

AchIevement of Common Goals through 

• CommUnicatIOn between shareholders and management 

• AccountabilIty of management 

• Transparency of process 

• Manage shareholder expectatIOns 

• ProVide mfonnallon 

3 
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Corporate Governance - Why ? 

A tool for achievement of common objectIVes 

• AdoptIOn of sound corporate governance pracllces helps ensure 
efficIent runntng of an ente'lmse and enhances value to 
shareholders while protecttng nghts of all stakeholders 

Pnnclples of Good Corporate Governance 

• Transparency 

• DISclosure 

• Loyalty 

• Accountablhty 

• LegaJtty 

Dlfferent Approaches to Corporate 
Governance 

• But all companIes m a market economy share basIc charac"'nsbcs 

-General Meeting a mechamsm for guaran"'elDg shareholder 
parllclpatlon m corpora", decIsIon makmg 

-Management strucrure responsIble 10 General Meeting 
-Shareholder nghllo sue or seck redress 

'\ --

Corporate Governance - What? 

• DeflDes 
-RIghts ofsharcholders on the fum 

-RelatIonshIp between shareholders and !helt representatIves (Board 
ofDlreetors) 

-Roles and responsIbilIties of Board members and management (as 
Boards and md,v,dually) 

-Structure of the organIZatIon 

-ResponsIbIlity of the fum towards other stakeholders 

-Procedures and guldelmes 

Advantage of Good Corporate Governance 

• Access to capital (debt and eqUIty) 

• Access to domestIc and foreIgn mvestment 

• Protects dIrectors/managers from legal actton 

• Increases effiCiency of deciSion malong 

• Increases pubhc faith and trust m reform 

Dlfferent Approaches to Corporate 
Governance 

• Globallzabon of trade and capItal arc leadmg 10 convergence of 
governance practices 

-Increased dISclosure 
-Increased pro"'cbon ofmmonty shareholder nghts (voting 
mechamsms) 

-Increased transparency 

4 
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Corporate Governance Summary 

• Corporate governance IS a process wluch enhances the 
competitiveness of the firm wlule balancmg the needs of 
the shareholders With those of other stakeholders 

The Armeman Corporate 
Governance Model 

• Shareholders 

• Company Board 
Executive Director and AdministratIOn 

\ 
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D:;eCISlOn-Makmg Mechamsms m 
the Company 

Module 2 

InternatIOnal Corporate Governance 
Models An OvervIew 

.Why? 
- Anneman laws and regulations are adapted from 

these models 

- Adapt lessons learned from other systems to 
Anneman reality 

- Foreign mvestors expect Anneman firms to follow 
mternatlonally accepted corporate governance 
pnnclples 

Generally Accepted Shareholder RIghts 

RIght to vote at shareholder meetmgs 

RIght to sell or transfer shares wIthout approval or unreasonable 
costs/procedures 

RIght to dIvIdends 

RIght to mfonnatlon concemlll~ enterpnsc 

Rlbht to fair and equal treaunent of shares of same class 

Rlbht to enforce loyalty and adherence to dIe company charter by 
[llear representatives (directors and managers) 

LIabIlity limIted to nl1tlalmvestment 

\ 

Module 2 Agenda 

• Corporate Governance structure 
- Roles and responSibIlities of shareholders and board 
- US and Gennan models 
- The Armeman model 
- Duties of mdlvldual Board members 

• Effective board operations and declslon-makmg 

Shareholders 
Common International Standards 

• Ultimate authonty m the finn 

• Economic mterest IS realized through divIdends and/or 
Increase m share value 

• ExerCise authonty through votmg at General Meetmg 
electIng representatives to the Boards and votmg on major 
Issues 

Shareholders What they Should Not Do 

• Due to lack of mfonnaUon and knowledge It IS 
preferable that they do not get Involved m 

• day to-day operatIOns 
• speCIfics oflong tenn busmess plans 
• selectIon of management 
• buymg and selling of assets m nonnal course 

ofbusmess 
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Structure of Corporate Governance III 
Market EconomIes 

• A modem corporation requires that two very dlstmct 
functions be fulfilled 

Managmg and Dlrectmg 

Role ofDlrectorslManagers 

• The role of DIrectors should be dynamIc 
- As the envlronmenl cbanges and as the finn acts to cbange Its 

envIronment, corporale survIval and growlh will depend on d,e 
.. Ienllo winch Ihe finn can use dIe speCIal talents and skills 
from management and Its directors 

• But the one unchangmg and baSIC goal and function of 
DIrectors/Managers IS to Enhance Shareholder Value 

.us 

General ComparIson 
US and European Models 

• Europe 
- One ber syscem - MIX oftlcrs 

Wide disperSIOn of shareholder 
power encourabed by anti trust 
Iq,ulallon 
Manabcment Use of Proxy Vote 
for Control 
Greater use of CDUns to test and 
senle shareholder disputes 

- Interlockmg directorates and 
concenttatlOn of shareholder 
power 

- ProxIes used by large 
shareholders to control VOllnb 

blocks 
Less htlbatiOn and more 
rehance on backroom 
consensus 
Employees have role In 

bovemancc 

; 
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Roles of Management and DIrectors 

. 
I Directors I Management 

---------1----------------~-------------I 
I 

Responsible for I ApproYUlK Iona-tenn stral KY Dl:vclop SLog term sllategy I ApproVUlK nnanc:mi Plannmgfnancaalrcq ImtlCI1lS I ApproYUlK MIjOC' mvcsllTll:nts I Ensun g!hat ~ganent I 
I II operating WlUun. ManagJ sfnnopctallOlUona 
I .. ""d .. 1'-,-.'- daY-lO-dayba$ts 
I Go.t .,_Il",G_NI 

I M ... t<rr"'~_ 

I u,.I/,.""""" 
Ensunni acctu'aCy rtlle I 
f nanccal statements Ensun g acauacy r the I 

I I 
r rwJCcal lal mcnlS 

I I 

Determmants of Corporate Governance 

Attitudes & Politics 

1 
Financial Organizations & Markets 

1 
Corporate Ownership Structure 

German Model - Lessons learned 

• Pros 
- Longer tenn outlook and Investment planning 
- StabilIty 
- Strong Infonnatlon handlIng and deCISIon making 

systems 

• Cons 
- D,scourages new Ideas and hmlts entrepreneurial 

leadership 
- Slower adaptatIon 10 changmg competitIve envIronment 

RISks of conflict of Interest (banks as lenders and 
representatIve of shareholders) 

2 
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U S Model - Lessons Learned 

• Pros • 
- Ease of eXit, If shareholder unsatIsfied WIth 

perfonnance 
- Able to adapt qUIckly 
- Threat of takeover has accelerated needed 

reslructunng 

• Cons 
- DlrectorslManagement tend to be short tenn 

onented (mfluenced by stock market and short tenn 
contracts WIth finn) 

- Removal of management m under perfomung firms 
has been slow due to management dOmInated boards 

Checks and Balances on Management 
Performance Role of Fmancial Markets 

• Markets discount share value of poorly managed and poorly 
performing compames 
- Markets Judge company performance together With mdustry 

performance and overall economy 

• Opportunity cost and risk 
- Global competition and ease of capital flows dlsclphne 

ineffiCient management 
- InstitutIOnal and strategic Investors have many more 

options today 

Charter 

• Includes 
- Defimtlon of general scope of bus mess activItIeS 
- Authonty of and procedures for holdmg General 

Meetmgs 
- Board of directors and management board Number 

of members defimtlOn of powers and decIsion 
makmg mechamsms 

- PrinCiples of distribution of profits 
- Procedure for modlfymg capital stock 
- Procedure for amendmg charter 

US Board Structure - OutSIde vs 
InSIde DIrectors 

, 
--

• Good corporate governance suggests that a majonty of Board 
members should be mdependent outsIde directors so that 
Board may objectively oversee perfonnance of management 

• AddItIonal advantage of outsIde dIrectors IS to acqUIre 
expertise and mcrease contacts 

• Recent trend IS movmg towards a majonty of outsIde 
directors on the Board 

• Recent debate on the mdependence of outside directors 
For example the nommatlon of the finn s consultants and 
lawyers to the Boards 

Armeman Corporate LeadershIp 

• Three levels of oversight In Jomt stock company 

• Shareholders General Meetmg 

• The Company Board I Chairman of the Company Board 

• The Executive Body I Company Executive Director 

Statutory Role of the Company Board 

• Ultimate authonty between shareholder meetmgs (wlthm 
powers speCified m charter) 

• Appomts and dismisses Executive Director 

• Oversee activIties of management 

• Detennmes compensation ofSemor Management 

3 
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Role of the Company Board 

• ProVIde adVIce to company management 

• Ensure that company procedures comply WIth laws and 
regulattons 

• Attempt to balance employee/social factors With mterest 
of shareholders 

• Conduct General Meeting 

• Not be Involved In the day to day management 

OutSIde vs InsIde DIrectors 

• Good corporate governance suggests that a majority of 
Board members should be outside directors so that board 
may objectIvely oversee performance of management 

• AdditIOnal advantage of outsIde dIrectors IS to get 
expertIse and contacts 

Management Role 

• Semor managers have cntlcal role m success of firm 
- Manage day-to-day operatIOns 
- Execute deciSIOns made by Company Board/General 

Meetmg 
- Develop short and long term strategIes 
- Plan financIal reqUIrements and finanCial momtonng 

systems 
- Understand changing market enVironment 
- Commumcate and motivate employees 

, 
--

Company Board - CompOSItIon 

• Determmed by charter but rmrumum speCified by 
regulatIOns and should be an odd number 

• IndlVJduals elected for a fixed term but can be replaced 
at anytIme by shareholders, at a General Meetmg 

Executive DIrector and Management -
Role 

• Pnmary executive body of the firm 

• Conducts day to-day operatIOns of the firm (wlthm 
gUldelmes set by the charter and the Company Board) 

Legal ResponSIbIlIty of DIrectors 

• Fiduciary role People In whom others place a speCIal trust and 
confidence and are therefore subject to dulles of care and loyalty 
Directors represent l!!! shareholders 

• Care Involves concem attentIOn and dlhgence that directors are 
expected to exercIse m dlschargmg theIr dutIes In good faIth 
m a manner one beheves IS m the best mterest of the finn 

• Loyalty DIrector's obhgatlOn to subordmate self mterest to the 
mterest of the finn when the two conflict 

4 
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Board OperatIOns 

- Ensure transparency 
.. Minutes of the Board meetings available to 

shareholders 
.. Clear voting procedures and disclosure 
.. Recruitment of truly mdependent Board members 

- Increase efficiency of Board operations 
.. Use of committees 

- Momtor performance 
.. Set up appropnate information system 

- Manage shareholder expectations 

Types of CommIttees 

• Committees should speclahze In speCific cntlcal areas 
- Audit committee 

- Executive (strategy) committee 

- Compensation committee 

- Nominating committee (nominating new board 
members) 

ExecutIve (Strategy) CommIttee 

• Can help management by outllmng key strategic Issues 
which need to address 

• Can help management by selhng strategy to general 
meeting and key actors such as supphers creditors 

\ 

Board OperatIons Use of CommIttees 

• Advantages of Committees 
- Focus attention on areas cntlcal to firm success 

- Harness expertise ofmdlVIdual directors to benefit of 
company and management 

- Help management mom tor a rapIdly changing 
enVIronment (early warrung system) 

- Help manage relations With external enVIronment 

The AudIt CommIttee ContnbutIons to 
Corporate Performance 

• Should do more than perfunctory consent to accounting 
polICies and procedures 

• Should penodlcally review high exposure areas 
- procedures under stress because of changes In the 

external bUSiness environment e g adequacy of 
reserves for future losses as result of speCial 
promotions and credit practices 

Nommatmg CommIttee 

• The Corporate Board must Identify and recruit top talent, 
but the committee can make Job easier by 
- formulating selectIOn cntena that Include 

profesSIOnal expertise availability age etc 

- Identifying and compiling information on candidates 

• Important to find members who Will constructively 
examine Important/strategic Issues 

5 



I \ 

--

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

CompensatlOn CommIttee 

Ensure mcenllves for management congruent with company needs and 
external cballenges 

• Should evaluate 
- how much to salary to pay 
- the propDrtlon oftolal remuneration represented by salary 
- The balance between short and long term performance lOcentlves 

Evaluate management succession plans 

OrgaOlze annual management performance review 

• Committee should be made up of non management members 

Control CommISSIon 

DeliOltion 
Represents Interest oCshareholders and OV~ audltmg activity oflhe finn 

CompoSition 
Elecled by shareholders ror J yean 
Cannoc be member or Company Board or Execullve Body 

Role 
Errectuates financial rCYII:w at Its own Inltlatlve or upon dcm.md or 
shareholders possessIng more than 10'/ or shares 
Ensures comphance of manage men 1 bodies dCCISIOns accordmg to laws and 
charter 
Rlgl" 10 demand rrom company offiCIals all necessary docwnenlS and 
explanations 
Can convene cxtraordmary meetmg If detects smaLlS threat to firm 

Armeman Company Board Members 

Members elecled to I yea, term 

Shareholders With 10/ or more can nominate member 

If more than SOO votmg shares cumulative votm1. 

Member or the Board shareholder or shareholder or non 
shareholder .r charter permIts 

MaJonty of Board must be non executive members 

ChaIrman elected by Board 

\ 

--

RIghts of Armeman Shareholders 

• A Shareholder OwnIng Common Shares Is entitled to 
votlOg nghts a general meetings (aocordlDg to shares) 
partICipate ID management of Company 
receIve dIVIdends from Company profits 
acquU"C allocated sbares on pnonty basIS 
receIve IDformallon on Company acllvlt.es 
authonze thud person to represent nghts at meetmgs 
make proposals at the sharebolders meetlOgs 

• appeal to court regardmg deCISIons 
receIve pre determmed part m case ofhquldatlon/capltal 
accumulation 
sell or transfer owned shares to other persons 

Armeman Corporate LeadershIp 

• Three levels of overSight m Jomt stock company 

• Shareholders Genernl Meetmg 

• The Company Board / Cha.rman of the Company Board 

• The ExecutIve Body / Company ExecutIVe Director 

Module 2 Summary 

• All systems of corporate governance contmuously 
evolve and adapt to changmg environment 

• Constant evolution reqUIres transparency and 
mfonnatlOn to all stakeholders 

• No system of governance tS perfect 

, 
--
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Shareholder CommUnICatIOns 
and RelatIOns 

Module 3 

RecogmtIon of OwnershIp 

• RecogmtlOn of ownership IS essential In order for 
shareholders to exercIse their nghts to dividends to 
voting at General Meetings and to selhng their shares 

• Methods 
- Stock certificates (Named or bearer) 
- De matenahzed shares 
- Shareholder registry 
- BeneficIal vs nominal owner 

Shareholders' RegIstry 

• Why mamtam It? 
- Legal reqUIrement for all pubhcly held compames 

• Increases transparency Improves shareholder & mveslor 
relations 

- Only officIal record of share ownershIp without bemb 
regIstered, shareholders cannot vote or receIVe dIVIdends 

- Management IS requIred to mamtam accurate records and 
reblsler transacllOns on a timely manner 

- RegIStry should be accessIble to all shareholders for proper 
corporate use 

\ 

Module 3 Agenda 

• Ownership 
RecogmtlOn 

- Protccbon of mInonty shareholders 

VotIng mechaDlsms 
- VObng procedures 
- Pro~y process 
- Cumulabve voting 
- Shareholder proposals 

General MeetlDg 
-Agenda 
- LOgistics 

Shareholdersl RegIstry 

• What IS It? 

- A reference of all transactions and the Identities of 
shareholders 

- Should Include 
• shareholder s name and place of reSidence 
• number and class of shares 
• date of acquIsitIOn 

Shareholder RegIstry - In-house 

• Advantages 
- Increase control of 

sensItive mformatlon 
- Ease of morutonng 

changes 
- Potentially closer contact 

with shareholders 

• Disadvantages 
- Potential confltcts of 

Interests 
- Lack of expertise 
- Lack of computer 

capablhtles 
- TIme and cost 
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Shareholder RegIstry - OutsIde 
Agent 

• Advantages • Disadvantages 
- Increased transparency 
- Speclahzed agency has 

more expertise and 
computer capablhues to 
provide efficient service 

- Management remains 
responsible If agent IS 
not competent 

- Loss of control 
- Cost 

Shares - Legal Status 

AudlOnzed shares 
Number of shares that can be Issued by fil11l according to charter 

Issued shares 
Number of shares that have been sold to the pubhc 

Outstandmg shares 
Number of shares Issued minus shares repurcbased by the finn 
Only outstandmg shares have voting ngblS and receive dIVidends 

Treasury shares 
Repurchased by the finn from the pubhc 
Do not have nghts to vote or dividend 

Proxy Process - U S Expenence 

Goal Firm must [ael/,rate the votmg process In order to gIve 
shareholders (helr vOIce In corporate governance and altarn a quorum 

The finn mcludes with the NotificatIOn of the General Meetmb 
- Proxy Statement. mcludJnb 

Board Proposals 
Shareholder Proposals 

- Proxy Card 
• allowmb the shareholder who cannot attend General 

Meetm,b to vote or transfer YOtmb power on one or all Issues 
to a deslbnee 

\ 

Estabhshmg Votmg Procedures 

• To make the votmg process proceed smoothly and to 
ensure transparency, firms must adopt pohcles wIth 
regard to 
- Board nommatlons 
- Shareholder proposals 
- RecogmtlOn of ownershIp and settmg a record date 
- Recogmtlon of power of attomeyslproxys 
- Confidenttahty of votmg 
- Neutrahty ofvotmg mspectors 

ProtectIon of Mmonty Shareholders 

• Directors have a fidUCiary responslbdlly to all 
shareholders 

• Super maJonty voung on key ISSUes (66% 75%) 

• Cumulauve vottng (I e Proportional representatIOn on 
Board of Directors) 

• Quorum ReqUirements 

• Preempttve nghts on new share Issues (Offer new 
Issues proportionally to eXlstmg owners) 

• Increase effiCiency of secondary market (ease of eXIt) 

Elements of a Proxy Statement -
US Example 

• ExplanatIOn ofvotmg procedures both for proxy 
and tn-person 

- InformatIOn on board nominees including 
- Background profeSSional affihatlons 
- Compensation and share holdIngs 

• Information on other Board Imltatlves 

• Shareholders Proposals 
- Shareholders' statement of support 
- Board s response 

2 
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Prox>: Card - U S Example 

• Based on mfonnatlon m the proxy statement 
shareholders can vote on specIfic ISsues or empower a 
desIgnee to vote on theIr behalf 

• The desIgnee IS empowered to vote on the shareholder's 
behalf only on that particular occasIon 

• Shareholders can hnut theIr proxy s votmg power to 
partIcular Issues 

• 
• Shareholders can cancel a proxy at any time 

QualIfymg Proposals 

• Smce RUSSian shareholders are unfamlhar With the 
proposal process finus should 

- deVise a method for appnsmg stockholders of 
cntena proposals must meet to be accepted at the 
general meetmg and 

- detennme what rules WIll apply to proposals 
brought up dunng the general meetmg 

Purpose of the General Meetmg From 
Shareholders' Perspective 

- Vote for dIrectors and other major ISSUes 
- Make first hand Judgments about quahty of 

dIrectors/management 
- VOIce concerns about major ISSUes and ask for addItIonal 

mformatlon dunng Q&A 
• Corporate governance Issues 
• Major strategIc dectStons 
• FIrm pohcles 
• FIRanclal performance 

- Formally suggest a course of actIon to management vIa a 
shareholder proposal 

, 
-. 

QualIfymg Shareholder Proposals -
U S Expenence 

• Not all shareholder proposals should be mcluded tn a proxy 
statement and be voted on at a General Meettng Examples of 
common cntena mclude the followtng 

- The proposal can be mlllated by a shareholder controllmg a 
SIgnIficant number of shares (I e RUSSIa 100/) 

- The proposal must be concerned WIth matters of corporate 
pohcy not operatIonal matters 

- The proposal must not mterfere WIth the board s 
dlscre\1onary authonty prevIously granted by the 
shareholders 

- Proposal must be sent to Board m advance (45 90 days) of 
the matlmg ofnotlticanon of the General Meeong 

General Meetmg 

• ReqUIred by Jomt stock Company Act and musl be 
held once a year 

• Shareholder's pnmary vehIcle for exerclsmg their 
nghts 

• Board must ensure transparency clear procedures and 
equal treatment of shareholders 

• General Meetmg reqUIres substantial planmng 

Purpose of the General Meetmg From 
Management's Perspective 

- Get required shareholder approval for board 
recommended actions 

.amendmg the Charter 

.electmg members to the boards 

.approvmg Issuance of diVIdends 

.approvmg Issuance of new shares 
-Strengthen current and potential Inveslors Image of 

the finn 
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LogistIcal PreparatIons for a General 
Meetmg 

; In prepanng for a General Meetmg provISIons must be made for the 
followmg 

- Prepare notlficalloD and agenda 
- Prepare votmg procedures 
- Meellng room facil,t,es regIstratIOn procedures aDd secunty 
- Food Or other amemtles to be proVIded to alleDdees 
- Any organlZallon of company tours or product dIsplays whIch will 

complement the meellDg 
- Press coverage or public relations 

Notification of Shareholders 

• All shareholders hsted on the shareholder registry on the 
record date must be notified of the General Meeting 

• Record date IS the date set by the firm which determines 
which shareholders are entitled to vote at the General 
Meeting 

• Record date should between 60 and 90 days prior to 
meeting 

Matters to be Voted on by 
Shareholders 

• Issues Proposed by Directors 1 e 
- Amendments to Charter 
- Nommatlons for Board members 
- Approval of Dtvldends 
- Other Issues 

• Quahfymg Shareholder Proposals 

, 
--

NotificatIOn of General Meetmg 

Goal To provide notlficabon of the General MeelIng 
In a Ilmely and effecllve manner to all shareholders 

• Includes 
- Date time and place of meeting 
- Meeting Agenda (Items to be voted upon) 

• Method 
- Issued a mlrumum of 30 days prior to meeting 
- Sent by mati or VIa newspaper advertisements 

accordmg to charter 

Meetmg Program 

• Prepared by Board of Directors and mcludes 
- Election of Meetmg chairman, mmutes clerks 

and votmg Inspectors 
- Opemng remarks by Chairman 
- Chairman's Report 
- Audit CommIssIon report 
- Votmg by shareholders 
- Questtons and comments from shareholders 

QuestIOns and Comments from the 
Floor 

• Shareholders may want to question directors about 
- finanCial soundness of the firm 
- plans to restructure 
- potenttal Investors 
- SOCial benefits 
- shareholder dIVidends 

4 
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Anneman Shareholders General Meetmgs 

• Held once a year 2 6 months after fiscal year 
• Time between meetmgs not to exceed 18 months 
• Pubhshmg of notice/agenda 30 days 
• Detenmne eligible shareholders max 60 days 
• Shareholder can delegate representative to vote 
• Quorum 50% 

Module 3 Summary 

• Growth of the finn depends on access to capital 

• Access to eqUity capital depends on eXIsting 
shareholders and potential new Investors confidence In 
the structure and procedures within the finn whIch 
would enable them to make changes when reqUIred to 
protect their Investment 

, 
-. 

Anneman Shareholders Authonty 
(ArtIcle 70) 

• Approve charter make amendments 
• Reorganize Company 
• Tasks related to liqUidation 
• Make Up and election of Corporate Board I Control 

CommiSSion 
• Define maximum shares face value annual diVidend payment 

payment tenns 
• AcqUIsitIOn and buy back of allocated shares 
• Approval on financial statements 
• Creation and approval for deciSion deahng With branches 

, 
-. 
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Module 4 Fmanclal Reportmg and InformatIon Systems 
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EmanClal Reportmg and 
InformatIOn Systems 

Module 4 

PublIc Disclosure Goal 

• To proVide all shareholders the public and the 
regulatory bodIes equal access to faIr and accurate 
general and financIal mformatlon on the achvlhes of the 
firm on a regular basIs 

PublIc Disclosure - Why ? 

• For shareholders and lenders 
- Pnmary source of mformahon 
- Evaluate management performance 

• For potenlJal Investors 
- Compare performance relatIve to other Investments 

• For state regulators 
- Ensure comphance WIth regulations 

• For the pubhc 
- Full dIsclosure mcreases trust m the markets and 

market reform 

, 
-. 

• Module 4 Agenda 

• PublIc diSclosure 
- Annual report 
- Prospectus 

• FinancIal statements 
- Accounting pnnclples 
- OvelVlew of pnmaty statements 

• Management InformatIon Systems 
-lnformatlDn needs 
- System development 

Types of Disclosure 

• Penowc disclosure 
- Annual report 

• audited flDanclal statements 

SpeCial disclosure 
- ProspeclUs 
- EXlraordlDary events 

Elements of an Annual Report 

• Chalrmans and/or CEOs (Executtve Dtrector) message 
to shareholders 

• AudIted finanCIal statements 

• BUSiness urnt reVIew 

• Information on Board members and management 

• General mformatlon 

1 
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Chamnan and ExecutIve DIrector's Letters 
to Shareholders 

• Questions to address 

.. How well dId the finn meet Its financIal and 
Slrateglc perfonnance goals? 

.. What drove finn perfonnance and what delracted 
most from It? 

.. What IS the overall strategy for the unmedlate 
future? 

Busmess Umt RevIew 

• ProVIde a SynOPSIS of financIal and strategIc 
perfonnance for each busmess urnt Include 
compansons over past few years and forecasts for 

.. sales 

.. profits 

.. capItal mvestments 
• Note reasons for any slgmficant restructunng and 

management changes 

General InformatIon 

• Include 
- Headquarters address and phone 
- Shareholder contact for additIOnal mfonnatlOn 
- Name and address of mdependent auditors 

, 
--

FmanCIal InformatIon 

• Includes 
- Salance Sheet 
- Profil and Loss Statement 
- Cash Flow Statement 
- Notes 10 statements 
- Auditor's report 
- Summary of accouollDg policy 

• Managemenl should comment on 
- Significant changes m fmanclal results from past years 
- ProVide mfonnal1on ofnew public offenngs 
- FUUlre events which may matenally affect fmanclal slUlal10n of 

the finn 

InformatIon on Board Members and Semor 
Management 

• Include 
- Names titles and pnnclpal affihatlOn of board 

members 
- Members of Board comrruttees 
- Names and responslblhtles of sernor management 

Methods of DIsclosure 

Goal Adequale and equal access 10 relevant mformallon by 
shareholders and the publIC 

Duect mailmgs to shareholders 
- Costly 

Fmanclal statements not understood 
PublIcauoD 

Infonn shareholders of access to mfonnauon 
Mail upon request 

, 
--
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SpecIal DIsclosure - Pro.spectus 

• Pnor to ISSUing new shares or bonds, a firm must prOVIde 
adequate information for mdlVlduals to make bUYIng declslo 

• Prospectus must be approved by MlnlStIy of FmancelSecunt 
Commission 

SpecIal DIsclosure - Extraordmary Events 

• Goal Inform shareholders the pubhc and the regulator 
of major events which could substanttally affect the 
value of the shares or the future of the busmess such as 
- Bankruptcy proceedmgs 
- Major laWSUit 
- Sigruficant changes m semor management 
- Takeover attempt 

PnncIpal FmanCIal Statements 

Balance sheet 
Income statement 
Cash now statement 

• Statements should be accompamed by addlllonal 
explanauons 

• Statements must be audIted by mdependent and 
quahfied auditors to ensure use of good accountmg 
pnnclples and procedures 
Prmclple statements represent past results They do not reflect 
future results 

Elements of a Prospectus 

Basic Information 
Infonnauon on pnmary shareholders 
Board orolrccto<s members and senIor lIWI38emenl 

Financial Information 
Present and past audited statemenlS 
lnformauon on loans and bonds 

Bu.lness activities 
Compebuve Sltuabon (I .. M>rlcet slIMe) 
Past capital Investments 
Ovmll buSIness .troIegy 
Planned InVCSImenIS 

Inrormatlon on security Issue 
Type of.ccunty (shMe bond) 
Date oflSS1lC 
DlSlnDuUon 

BaSIC Accountmg PnncIples 

• Statements prOVIde a faiT and accurate representatton of 
the firm s actiVIties 

• Based on recogruzed Internattonal Accountmg Standards 
• Consistent use over time of accounting pnnclples 
• Gomg concern 
• Prudence 
• Lmnt subjective Judgment 

Balance Sheet - Present SItuatIOn 

Helps answer 

• How much IS the company theorettcally worth at one 
pomtm time? 

• Where did money come from? 
• How was the money spent? 
• How much IS Immediately available m cash? 

\ 
-. 
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Balance Sheet - Example 

ASSETS 

Cash 
Accouuu Rec:clVablc 
InvCllIOnCi 

Total Cunmt AssCIS 

Gross fIXed NsCU 
Less AuIUll Depro:WlOD 

(December 31 (998) 

25 
30 
35 
90 

lIS 
47 

UAlIlUTlES .t EQUITY 
UAlIILlTlES 

AccoIl Ui Payable 
Sbort-cam Dd>t 

ToW Qurent l.Iablhucs 

20 
30 

so 

47 

NClFil<d""'" 68 TOTAL UABILITIES 97 
SIIAREIIOLl3ER'S EQUITY 61 

TOTAL ASSETS 
lSI 

1S8 TOTAL LlABILlTlES .t EQUITY 

Value of shares 

ParvaJuc 
Nommal value nat slgrnficant 

Book value 
Accounbng value. Assets mmus hablhhcs 
Nol ncccssanly good ,"Wealor of fut'"" value 

MarkelvaIuc 
Presenl pncc ofstuu.s on secondaI)' market 
Market pnccs are based Ql1 mvestor expectauons of futw"c profits 
Pnc. affCCled by past perfonnancc wVldend pohcy macroeconomIC 
fael"", potenbal mergm'takeovers 
Owlgc m market value docs not affect finanela! statements of the finn 
However can:affect cost ofasswng new shares In the funae 

Profit & Loss - Example 
(01101198 311(2198) 

Revcn c 100 
DltC(;tCosu .. 0 
Gross Prort 60 
Opc:ral1.Dg Expenses (me1 dcprcc:labOlI) E 

Opc::ratUlg Pron '5 

1n1erest Expenses 10 

lacome Before Taxes 3S 

NCllncomc 21 

, 

Balance Sheet 
Where dld thC! money come from? 

• Share capital Owner s money 

• Retamed earrungs Past profit undlstnbuted 

• Loan capital Someone else s money 

Profit & Loss Statement 

• A Profit & Loss statement measures profits (or losses) over a 
certam perrod of tIme It helps answer 

• Where dui revenue come from In past year' 
• What expenses were Incurred' 
• DId the firm make a profit or a loss durmg the year' 

It (s defined as 

Net Income - Revenues Expenses 

Profit & Loss Statement 

• Does NOT indIcate winch products are generating profit 

• Does NOT indIcate how much cash was generated 

• Does NOT look at how much cash was Invested to 
generate profit 

4 
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Cash Flow Statement 

Cash Flow -

Net Income + Depreciation Capilallnvestment + Workln& Capital 

Working Capilal- Current Assets Current Liabilities 

Why Concentrate on Cash Flow? 

• Cash Flow proVIdes resources for 
- paYIng suppliers 
- paYIng employees 
- makmg capital expenditures 
- repaymg debts 

• A company wIll cease to eXist Without sufficient cash 
flow 

DeclSlon·Makmg Process 

• Gathenng selecbng and summanzmg mformatlon 
• Analyzmg mformatlon 
~ Planrung and goal settmg 
• Budgetmg 
• Morutonng performance 

Adequate and efficIent management mformatlOn 
systems are cruCial to good declSlon-makmg 
by dIrectors and managers and therefore to 
the success of the firm 

, 
-. 

CASH FLOW EXAMPLE (011VJ8-'"I.i9t1l 

FROM DPEitATIONS 
-: + Ndlntomc 

+1Jepo=t1Oll 
_ .. NelWodwI,CapLII 

Cash Flow &om ()perouonJ 

FROM INVE5Th!ENr 
+ SiJeorADcts 

Pwchase orNcw Assets 

Cub Flow Iiorn Invutmenl 

FROM FINANCING 
+ Shon-tc:rmcScbe 

Looa-tcnndcbl 

Cash Flow from FUWlI:Lni 

NIrrCHANGE INCASH FLOW 

_ 21 
12 

.ll 
18 

o 
.ll 

IS 

I. 

.ll 

Management InformatlOn Systems 

• PrOVIde mformatIon for 

- Decision makmg 

- Public disclosure 

- FIlmg corporate mcome tax 

- Regulators and government stabsbcs 

InformatIon RequITed 

• Internal 
- OperatIOnal mformatIon such as 

• Plant efficiency 
• DelIvery turnaround 

- Management accountmg such as 
• Sales by product 
• ProfitabilIty by dl VISion 

• External 
- Competitive mformatlon such as 

• Market share 

5 
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Management Accountmg_ 

• Differences With Fmanclal AccOlmtmg mclude 
- No standard format and not regulated 
- Intended to plan future rather than descnbe the past 
- Less emphasis on precision 
- Focuses on parts as well of the whole of an 

orgaruzatlOn 
- Includes more non monetary mformal1on 

It IS meallS to an end rather than an end In Itself 

IdentIfy Problems wIth Present System 

• DeSign 
- Past system deSigned for state plannmg and control 

not deciSion makIng mformal1on 
- Considerable amounts of data No selectIOn 

• Orgaruzallonal 
- Informal1on flow top to bottom only 

• Personnel 
- Lack ofunderstandmg of new InformatIOn 

requirements and techruques 
• Technology/ComputenzatlOn 

ImplementatlOn 

• Define project pnontles nsks and availabilIty of resources 

• Address tranSItIon Issues 
- detenmne mtenm orgamzatton 
- financial cost length of transItion organIzatIonal dIsruption 
- short/long term staffing and eqwpment needs 
- schedule must be reahstlc & practical 

Management mvolvement 
- momtor progress regularly 
- contmuously update system to changmg needs 

, 

System development IdentIfy Cntena & 
CharactenstIcs 

• What mformal1on do you want tIus new system to 
prOVide? 

• Charactensl1cs 
- what personnel needs? 
- what technology needs? 
- what InformatIon needs? 
- what orgaruzatIonal needs? 

Determme OptlOns 

• Examme poSSible systems that Will meet your cntena and 
needs 
- costlbenefit analYSIS 

• Prepare for ImplementatIOn 

Module 4 Summary 

• Success of the firm depends on 
- access to capital 
- ful filhng regulatory requirements 
- development of compellllve strategy 
- Implementallon of compellllve strategy 

The key to success IS mformatlan 

, 
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Module 5 Busmess and Fmancmg PolIcy 
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Busmess and Fmancmg PolIcy 

ModuleS 

Corporate LeadershIp 
Managers and DIrectors Must 

• Understand changmg environments potential threats and 
opporturutles 

• Analyze strengths and weakness of the finn 
• Develop short and long-tenn busmess plans 
• Commurucate and Implement plan effectively 
• Morutor perfonnance and contmuously adapt to changmg 

environment 

Key StrategIc Issues facmg 
Management and DIrectors (cont'd) 

• key financial Issues 
• lack of cash 
• lack of cost controls and mfonnatlon 
• worJang capital quahty of accounts receivable 
• current levels of debt current creditors 
• access to new capital 

\ 
-. 

Module 5 Agenda 

• Busmess strategy 
- Competitive analYSIS 
- Busmess plan development 
- Restructunng and Investment deciSIOns 

• Busmess financmg 
- Capital markets (domestic and foreign) 
- Debt vs eqUity capital 
- Share ISSUes and dlVldend policy 

Key StrategIC Issues Facmg 
Management and DIrectors 

• Management & orgaruzatlOn 
• management incentives and oversight 
• personnel tralrung and motivatIOn 
• marketing awareness & strategy 

• Operations 
• busmess focus 
• productive efficiency per mternatlOnal standards 
• pnce quahty and availablhty of mputs 

Addressmg these StrategIC Issues 
RequIres 

• Creatmg new management mformatlOn systems 
• Definmg strategic objectives 
• Focusing on core business umts 

- Based on analYSIS of external competitive 
forces and mternal strengths and weakness' 
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AnalYSIS of External CompetItIve 
Forces 

• IntensIty of RIvalry 
• Power of Buyers 
• Power ofSupphers 
• Threat of New Entrants 
• Threat of Substitutes 
• Government Poltcles 

Strategy AnalYSIS 

Beware of how the followtng can lead 10 faulty logIc and poor str2tegy 
choIces 

1 The tendency to undcresdmatc uncertainly 
do not become overconfidenllR proJccbons and estimates 
Z Overemphaslztne selected data do not become seduced 
by colorful reports mterestmg anecdotal mfonnatton 
3 Becomln:; too attached to onc .cenarw do SensitiVIty analYSIS 
4 Seeln: opportunltfu only (m:rementaUy dunk lmagmatlvely and 
dare 10 break out of the old mtndset. 
5 Seeldne only confirmine evidence look for what will ca~c your 
strategy to fad not Just suppon your Inlbal pretizsposltlOn 
6 V.In: Inopproprlate analo:l.. do not assume that because a 
strategy worked In one mdustry or segment at wilt work 10 another 

Busmess Plan (cont'd ) 

• What the bUSiness plan should be 
• a tool for strategy and Implementatton 
• focused on a specIfic tIme penod 
• fleXIble and forward looking 
• clear concIse and readable 
• easy to communicate 

AnalYSIS of Internal Strengths and 

Weaknesses 

• Management 
• Human Resources 
• ProductIOn and Operattons 
• Marketmg 
• DlstnbutlOn 
• Information System 
• CapItal Structure 

Busmess Plan Your Tool 

• a key tool of general busmess management to 
• reVIew past performance 
• develop strategy for the future 
• raIse capItal 
• plan restructunng 

Busmess Plan (cont'd ) 

• What the busmess plan IS not 
• a five year plan for each company 
• a ngld outhne ofproductton targets and Input 

requIrements 
• a treattse on the bus mess and Its hIstory 
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Contents of the Busmess Plan . . 

I Table of Contents 
II Executtve Summary 
III General Company Descnptton 
IV Products and Sel"Vlces 
V Markettng Plan 
VI Operauonal Plan 
VII Management and Orgaruzatton 
VIII Capltalizatton and Structure 
IX Fmanclal Plan 

Portfoho Restructunng 

Key goals of portfolio restructunng are to focus on 
core strengths and maxImIze competttiveness of core 
busmess uruts 

Steps 

IdentIfy busmess umts 
Evaluate bUSlDCSS attractiveness/competitiveness 
Evaluate mterdependence among busmess unIts 
Identify core competence orthe company 
SeU off or liqUIdate weak andlor non core busmess umts 

OrganIzational Restructurmg 

• Involves changmg methods of domg busmess 

Internal commuDlcanon 
• Create reportIDg hnes 

Management mfonnauon systems 

Creallon of responSIbIlitIes and accountabIlity 

• Slreamhne labor costs/optimIze effiCIency 

Evaluate compensatIOn and mccntlves 

RecrUItment of qualified personnel 

\ 

Busmess Restructunng 
-

There are four basic approaches to enterprise restructuring and .ach 
bas a specIfic obJectIVe. 

IResW_1 
I PortfolIO I 

RcslrUcturml 
I o,gau ...... tW I 

RCS1nIcturmg I op«motW: I R.cstructunng I F",,""al/ ReslrUetunng 

MlCUtJ.fybUSlDCSS lDCcubes&: prodllctmlx rteapltahulIOll 

u.". .....- cltstnbUUOD eash mmagemenl 
fioctcorestrcngths reporll.Dg Ii: control prodUt1lVlty dc:btreducuo ...... '" corporate quallY QwucrslupstnllllfC 
compctru cuess 10 cm.nec 

PortfolIo Restructunng (Cont'd) 

Should bUSiness unIts be merged? expanded? decentrahzed? sold? 
closed down? 

What unIts are general!Dg the hlgbest profits? greatest cash flow? 

What umts are general!Dg the greatest losses? dramlng cash flow? 

What unIts contrtbute the most to revenuos? expenses? 

• What are the most hIghly valued assets of the company? 

OperatIonal Restructurmg 

• Change product mix 
• Fmd new dlstnbutton channels 
• Improve markettng and seIlIng actIVItIes 
• Improve productIon process 
• Increase quality control 
• Create useful management mformatIon systems 

3 
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FmanCIal Restructurmg 

• Ensure efficIency In managing cash flows 
• DIspose of non-core and inefficIent assets 
• Restructure repay. and refinance debt 
• IdentifY SUItable partners Find the nght fit 

CapItal Investment 

• Expand productIon faCIlities? 
- What kind of eqUIpment? plant? technology? 

• Is addItIonal land requIred for expansIOn? 
• What financIal resources are currently avatlable for 

these options? 
• What financIal resources WIll be reqUlredlavatiable 

for these options? 
• How much cash will the firm requIre :> 

Sources of CapItal 

• Internal Sources of Cash 
- Retained earnmgs Undlstnbuted past profits 

• External Sources of Cash 
- Loan capItal 
- EqUIty 

\ 

Roles of Management and Directors m RestructurIng 

• Directors 
• EvaluatIOn and recruItment of 

new management (If reqUIred) 
• CommumcatlOn WIth external 

stakeholders 
• RevIew of overall busmess 

strategy 
• Approval of changes In capital 

structure 

• Management 
• Internal communlcauons 
• DesIgn and unplementabon of 

mronnabon systems 
• Worktng capItal management 
• Develop strategy and restructunn 

Implementabon plan 
• Esbmate future capItal 

requIrements 

Cash Flow Forecast - Future Planmng 

• Where IS cash gomg to come from? 
• What IS cash gomg to be spent on? 
• Will there be enough cash for on-gomg operatIOns a 

for new mvestments? 
• When IS the cash gomg to come m? 
• When IS cash gomg to be paid out? 

DIVIdend polIcy 

Pohcy must balance needs orlbe flffil and expectations of 
shareholders and the market 

Needs of the flffil 
- Cash flow sltuallon 
- CapItal mvesbuenls 
- Cost of other types of funds 

Expectations of shareholders 
Lookmg for growlh lD share value or steady mcome 
Can flI1l1 use retamcd eammgs to make future profits 
LooklDg for conSIstent dIVIdend policy 
Tax Ireabuent of diVidends vs capItal galDs 
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Buymg of Shares by Fum 

• Purpose 
- Reduce sIZe of firm and nwnber of shareholders 
-Increase leverage (mix of equity and debt) 
-Increase earnings per share In order to Increase value of shares 

• Method 
- Buy on secondary market 
- Tender offer 

• Affect 
- Potential Increase In value of shares 

Cost of Capital and Risk PremIUm 

• RIsk How hkely IS It that Investor WIll receIve 
hIS princIpal Investment and addItIonal earnings? 

• Sources of risk 
- Business operatIons How volattle IS the 

profitablhty of the firm? 
- FinancIal leverage The more debt a firm has 

the riskIer It IS 
- Country nsk How do macroeconomIc and 

pohtlcal factors affect the firm 

CapItal PrOVIders 

Owners 
Equity 

Lenden Inti vu/ualJ 

Debt 
(via stock. f!.Xchang 

-I FIRM 1- o drecrly) 
Sankl 

bum .ons 
M eyMarlceu I lI'eS.me IF th 

Fmiln oil srt r lIS 

G w:nrme", V tunCrzplaJ 

J tY I t!$ 

Govenrll1C I 

\ 

What IS the cost of capItal? 

• EqUlty~ 
- Pros 

.. No compulsory payments 
- Cons 

.. More expensIVe due to higher nsk for Investor 

.. DIlutes ownership 
DIVidends not tax deductible 

• Lenders 
- Pros 

• Less expensive due to lower nsk for mvestor 
• Some mterest IS tax deductible 

- Cons 
• Compulsory penodlc payments 

Debt vs Equlty CapItal 

• Depends on 
- AttractIveness of the firm 

.. EXIsting level of debt 

.. Company rISk 
- Avatlablltty of capItal 

.. LIqUIdIty of the market 
- TransactIon 

.. Speed 

.. Costs 

.. DIsclosure requIrements 

Expectations of Lenders 

• Expect hIgher return than nsk-free rate (I e 
government bonds) 

• RIsk of default on payments (Leverage) 
• Secured or unsecured 

5 
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• Loans 

Domestic LoanIBond Market 
Charactenstlcs 

- AvaIlablhty of capital 
• Solvency of banks 

- Strmgent collateral reqUirements 
- Pnmarlly short-tenn loans 
- High mterest rates 

• Bonds 
- No hqUldlty 10 the market 
- High transactIOn costs 

Role of the Stock Market 

• Orgaruzed exchange where secunnes (shares) are IIaded 
• Facdllates ralsmg of capital 

- by facllItaung tradmg of shares and ensunng lIquidity 
• However IS not a proVIder of capital In Itself 
• In order to funcuon effectively 

- access to accurate mformalton 
- even playmg field (no mSlder tradlOg) 
- transparent and rapid transactions 
- low transacllon costs 

Globahzatlon of CapItal Markets - Why? 

• LlberahzatlOn of financial markets 
- PrivatIzatIOn 
- Reduced government regulatIOns 

• Instant Communications and ComputenzatlOn 
• InstltutlOnahzatlon 

- ProfeSSIOnal management of capital 
- Large mutual funds, pension funds and msurance 

companies WIth global networks 
- CreatIOn ofvanety of new financial mstruments 

, 
--

Expectattons of EqUlty ProvIders 

• Expect higher return than lenders 
• DIvidends and growth In share value 
• Increased control 

DomestIc EqUIty Market Charactenstlcs 

• Limited hqUldlty 
• Pncmg mefficlency due to lack of mtegratlon of stoe 

markets and off market transactIOns 
• Transactlon costs and delays 
• Lack of enforcement of regulatIOn 

- Disclosure requirements 
- InSider tradmg 

• Ownership restrictIOns (Investment Funds) 

Emergmg Markets 

• Dramatic growth 
- 1983 $ 500 nulhon (estimate) 
- 1994 $ 50 btlhon (estimate) 

• Why are mternatIonal Investors Interested ? 

- DIVersification ofnsk 
- Attractive returns 
- increasing hquldlty of emerging markets 
- Strong economic growth prospects 

, 
--
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Emergmg Markets - Country RIsk 

Country Risk Ratings Marcl?1994 

~ol ~ . n ~--'-"'-'---'-' LlL I . I . I I. I. 

Source Euromoney Marth 199-4 

Framework for the Strategic Investor 

• Objectives of the firm 
- management know how 
- technology 
- marketing and access to markets 
-capital 

• Objectives of the Investor 
-adequate return 
- access to market 
-local knowledge 
- Integrate mto worldwide strategy 

Issuance of New Shares - Process 

• Detenrune capital requirements 
• Approval of eXlstmg shareholders 
• Public vs pnvate offenng 
• Prepare prospectus 
• Select underwnter and dlstnbutors 
• Fulfill regulatory requirements 
• Estimate share Issue pnce 
• Issue new shares 

PortfolIo Investor 

• Objective of the firm 
- Capital 

• ObjectIVes of the mvestor 
- Good and qUick return 
- Ease of eXit 

, 

Issuance of Shares by Firm 

• Issuance of shares 
- Purpose Raise capital for capital Investments 
- Method 

.. Pnvate placement 

.. Rights offenng (offers shares to eXlstmg 
owners) 

.. Non nghts offenng 

- Effect Dilutes ownership and can reduce market 
pnce of shares 

Module 5 Summary 

• Objectives 
- Short term sUTVlval 
- Long term growth 

• Tools 
- Short term Cash management 
- Long term Busmess strategy restructunng and re 

financmg 
• Key to success 

- Corporate leadership from directors and 
management 
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Motores, Inc • 

Carlos Perla, Managmg DIrector for Motor~s, Inc was extremely worned apout what was 
happerung to lus company "I reaUyneed to decIde what I'm gomg to do m the commg hours, or else 
It's gomg to be a disaster" These were hIS thoughts as he revIewed the situatIOn that had Just 
developed WIth hiS company 

The Enterpnse 

In 1978, Eugemo Perla and Pedro BenavIdes estabhshed an automobIle repaIr shop In 1979 
two new partners, Carlos Ramrrez and Joaqum Brenes, Jomed the busmess Accordmg to Eugemo, 
"Tlungs were gomg so well that we had no tlffie to worry about the detaIls of legally formahzmg the 
relatIOnshIp between the partners " 

On January 23, 1981, Eugemo Perla dIed whIle bemg operated for a heart condItIon HIS only 
son, Carlos, had to leave hIS own farm and retaIl store to "take over the old man's actIVItIes" But 
he was not convmced that thIS had been a WIse move 

At the begmmng thmgs were gomg very well Carlos, as the maJonty shareholder, took over 
the helm of the company and dIscharged hIS dutIes very competently 

Shareholders 

The pnncipal shareholders were the Perla famIly, Pedro BenaVIdes, Carlos RamIrez, Joaqum 
Brenes and Jacmto Baca The Perla famIly held 42% of the shares, Pedro BenaVIdes 18%, Carlos 
RamIrez 16%, Joaqum Brenes 14% and Mr Baca 10% 

For Carlos Perla's WIfe, Meme, the repaIr shop represented Ita strange busmess I would prefer 
If we contmue WIth our farm and retaIl shop I know these busmesses better, and I can go there to 
see what IS gomg on I don't feel that I can Just drop by the automobIle repaIr shop" 

Mr BenaVides owned a store specialIzmg m automobIle spare parts HIS store was located 

This case was wntten by Leonel Rodnguez for the Central Amencan Management Institute (INCAE) It has been 
translated mto EnglIsh and edited by Dr TeSSie San Martm for the Pnce Waterhouse InternatIOnal Pnvatlzatlon Group The case 
IS meant to be used as matenal for class diSCUSSion rather than to Illustrate either effective or meffectlve handlIng of an 
admmlstratlVe situation Although the case was based on an actual company, Important facts mcludmg the company s name 
have been changed December 1993 
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close to Motores, Inc He noted, "I cannot ask for a better relatIOn than thIS one I thInk that for me, 
beIng part owner of an automobIle repaIr shop IS a very smart move " 

C~los Rarrurez owned a store that carned many of the saI!le products sold In Mr Perla's own 
retaIl shop' The store was also located In the same commercial center where Perla's shop was located 
He noted, "RetaIl trade tends to fluctuate, but the car repaIr busmess IS a solId one After all, cars 

WIll always need to get repaIred " 

For Mr Brenes, the only benefit he could see to havmg a share of the busmess was m the 
dIscounts he obtamed "If It were not for the fact that I get a very good pnce on car repaIrs, I would 
have trIed to get out of thIS bus mess a long tlffie ago " 

JaCInto Baca had no Idea of why he was stIll a shareholder The car repaIr bUSIness had 
nothIng to do WIth hIS own phIlosophIcal and lIterary mterests He noted that "as far as I am 
concerned, Perla has my full confidence I have no Idea of what he does, but he has my full support " 

The SItuatIon 

It was the morrung of September 1985, and the audItors contracted by Carlos Perla had Just 
departed They had left behInd a report that IndIcated qmte clearly that the company was on the bnnk 
of bankruptcy 

Perla qmckly convened a meetIng of the shareholders at Mr Brenes' house Mr BenavIdes 
arnved VISIbly IrrItated Mr Brenes could tell by the tone In hIS VOIce that BenaVIdes had Just been 
Involved In a very heated dIScussIon 

Mr RamIrez arrIved behInd BenaVIdes He noted to hIs fellow shareholders In the room that 
It was tIme to formalIze thIngs "I do not know If It IS worth legalIZIng our contractual relatIOnshIp 
In these CIrcumstances, but It'S ObVIOUS to me that somethmg needs to be done" 

The meetIng would begIn shortly Carlos Perla wondered "What had happened? If the 
bUSIness always operated profitably, why do we find ourselves In thIS SItuatIOn? What should be my 
next moves?" 
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SwarzedzkIe FabrykI Mebb S A I 

Restructunng & Corporate Governance (Case A) 

On November 12, 1991, Mr Grzedorz Medza was prepanng for a Supervisory Board 
meetmg for SwarzedzkIe Fabryla Mebh (SFM), a leadmg Polish furnIture manufacturer pnvatlzed 
m June of that year SFM's pnvatlzatlOn had been consIdered very successful Not only had the 
company's eXIstmg shares been sold, SFM raised an additlonal PZL 25 bIllion of eqUIty capItal 
through the Issue of new shares Yet the company's performance had not shown Improvement and 
It remamed dangerously close to bankruptcy 

Mr Medza represented the PolIsh mvestment group, NARTA Although NARTA was the 
second largest shareholder m the company With 9 5 percent of the outstandmg shares, It controlled 
only two of the rune seats on the SupervISOry Board Medza's challenge was to evaluate and 
promote proposals for restructunng SFM, and to determme how to advance rus goals from the 
pOSItIOn of a mmonty shareholder on the company's SupervISOry Board Mr Medza began to 
reVIew the facts 

The Pohsh economy 

Smce January 1, 1990, the Pohsh economy had undergone radIcal change m the effort to 
establIsh a market-based economy The government's "big bang" reforms linked pnce 
hberahzatlOn, stabIlIzatIOn and pnvatlzation techrnques m an ambItIOUS, economIC reform program 
Among other steps advocated by then-Fmance Miruster Lescek BalceroWlcz, the government 

abohshed pnce controls, sharply devalued the zloty, and Imposed hIgh taxes agamst exceSSIve wage 
mcreases In additlon, the government cut consumer, enterpnse and energy SubSIdIes that had 
accounted for over 30 percent of the state budget 

IThls case was wntten by Sandy Chen of CORUM BUSiness Services and TeSSie San Martin and Charles A 
Webster of J E Austin ASSOCiates Inc for the Pnce Waterhouse Intematlonal Pnvatlzatlon Group as the baSIS for class 
diSCUSSion rather than to Illustrate either effective or Ineffective handling of an administrative situation The case also 
drew on Important matenals completed by Mana KozloskI and Itzhak Goldberg 

Not for publication citation or use by any other means Without the wntten consent of the Pnce Waterhouse 
Intematlonal Pnvatlzatlon Group Copynght 1992 OECD-Bulgana, reVIsed 1996 
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Imttally, the shock treatment achIeved sIgmficant results Poland's fiscal deficIt was 
elImInated In the first four months of 1990, InflatIOn was cut from over 50% per month to roughly 
5%, and the trade balance swung~o a US $ 2 2 bllhon surplus by the end of the year In~ddltIon, 
shortages of goods had been all but ellIllInated - -

But the economiC and SOCial costs of the reform program had been substanttal Unable to 
access free credIt and government SubSIdIes, plants had cut back productIOn Gross domestIc 
product had fallen 12% In 1990, willIe Industnal output had dechned 27% Unemployment had 
nsen from VIrtually zero In 1989 to 1 1 mIlhon by December 1990, representIng 6 1 % of the labor 
force, willie average real Income had fallen by 30% By the end of 1990, the Pohsh government 
had accumulated over US $ 40 bIlhon In external debt In early 1991, Poland's economy remaIned 
mIred In receSSIon 

European FurnIture Industry 

In the 1980s, the European furnIture Industry was composed pnmanly of small and 
medIum-sIzed companIes For techmcal and market-related reasons, a illgh degree of speCialIzatIOn 
was reqUired In furmture productIOn In 1990, there were approxImately 65,000 medIum-sIzed 
furnIture compames that employed, on average, between 50 and 300 workers These compames 
produced a dIverse array of furnIture products from matenals Includmg wood, steel, alummum, 
plastIc and compOSIte matenals 

The furntture Industry as a whole was extremely susceptible to short-term cyclIcal 
fluctuatIOns m demand After very modest growth m the early 1980s, the furnIture Industry 
recorded a growth rate of 7 percent In 1989 Boosted by hIgher productivIty and groWIng consumer 
demand for "systems furmture," ergonomIC deSIgn and Improved workmg condItions, the office 
furnIture segment had been partIcularly dynamIC In recent years Tills segment grew by 16 percent 
m 1989, and by over 10 percent In 1990 Growth In the rest of the mdustry was expected to be 
moderate 

The most sIgmficant change In recent years had been the growth of mternatIOnal 
competItIOn Based on the expanSIon of large retaIl networks, InternatIOnal furnIture compames 
hke IKEA and MFI had adopted mass-market strategIes deSIgned to maxImIze sales and dnve 
down productIOn costs These compames succeeded by sellIng furntture deSIgned and produced 
eIther by In-house staff or by the lowest cost, outslde specIahsts Large contract networks With 
outsIde furnIture specIahsts enabled the companIes to maxImIze flexIbIhty In response to consumer 
demand, and mimmize costs Products were then sold through WIde retaIlmg networks 

2 
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In European markets, financIal strength had emerged as another factor of competItive 
success Mass-productIOn of fimuture Items reqUIred hIgh start-up and operatmg capItal costs In 
addItIOn, retrulers found that theIr abIhty to prOVIde chent financmg had a Sigrufifant Impact on 
sales EIghty percent of fuilutur€ was sold to pnvate dwelhngs The remaInIng 20% was sold to 
bulk purchasers With a stronger bargrurung positlon 

Swarzedzl(le FabrykI Mebh. S A 

Swarzedzla.e FabrykI Mebh was one of Poland's leadmg producers oflugh-quahty furnIture 
EstablIshed m 1952, SFM manufactured more than 300 types ofmedmm- to lugh-qUality fimuture 
The company's product hne ranged from mexpensIve, ready-to-assemble fimuture parts and 

mattresses, to lugher-qualIty solId wood fimuture and upholstered sofas Its products were made 
from pme and oak veneer, and covered or lammated chIpboard, as well as from solId wood WIth 
SFM's eIght plants m the Swarzedz regIon of Poland, the company was a fully-mtegrated fimuture 
manufacturer 

SFM was conSIdered a large company by mternatIOnal standards In 1991 the enterpnse 
employed 3,262 workers and operated 8 plants WIthm 100 kIlometers of Swarzedz, near Poznan m 
western Poland The company's SIze and reputatIOn had helped It not only acqUIre a well-known 
brand name domestically, but also secure export expenence ApprOXImately 80% of SFM's 
productlon was exported to Western countnes, predommantly Sweden and Germany 

Management and Personnel 

Mr AndrzeJ Pawlak had held the post of managmg dIrector of SFM smce 1976 Pawlak 
managed the enterpnse WIth an assertIve, hIerarchIcal style of management, and mvolved hImself m 
almost all deCISIons, and delegated httle authonty The managmg dIrector had recently claImed to 
"know every employee m thIs company personally" Although SFM's mdlVldual plant managers 
were techrucally competent, all eIght plants were centrally managed from headquarters Plant 
managers dId not have the responsIbIlIty to operate theIr mdIVIdual plants profitably ExhIbIt 1 
shows SFM's orgaruzatIOnal chart m mId-1991 

Of SFM's 3,262 employees, 65% were productIOn workers The productIOn workers were 
organIzed mto small workshops, where tradItional carpentry SkIlls were used to produce furruture 
Wages were relatIvely low - approXImately 10% of those m Germany - and represented less than 
20% of net sales The prodUCtiVIty of dIrect labor was SImIlar to YugoslaVIan standards, but 
sIgmficantly lower than German levels Labor turnover, however, was hIgh SkIlled workers often 
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left SFM for the higher wages offered by small workshops In the area These small workshops had 
greater flexlbIhty m grantIng wage Increases At SFM, wages were based on seruonty 

~ There were two-labor uruons at SFM, With a total of 1,682 members who were active In 
three or the eIght plants Although management-uruon relatIOns were conSIdered cordIal, It had 
taken two months for SFM management to convmce Its Workers' CouncIl to agree to pnvatIzatIon 
The Worker's CounCIl had expressed concern about greater unemployment due to pnvatIzatlOn, but 
had also requested hIgher wages 

ProductIon and OperatIons 

The centunes-old traditIOn of cabInet making In Poznan was reflected In SFM's operatmg 
practIces At each plant, raw tImber was dned, cured and stored, and then pIeces were cut and 
veneers were splIced FInally, furnIture was assembled and lammated, mamly USIng old productIOn 
eqUipment and tradItIonal carpentry methods Product qUalIty at all plants was hIgh compared to 
Western standards, but thIS often reqUired an addItIOnal stage of manual refirushIng 

Many of SFM's plants produced dIfferent products SFM's mam plant (Plant No 1) was 
located In Swarzedz next to headquarters It produced upholstered furmture, ready-to-assemble 
wall unIts and case goods The most modem facIhty was Plant No 5, located m MosIna It 
produced mamly low-pnced, ready-to-assemble furnIture ExhIbIt 2 proVides a bnef descnptlOn of 
SFM's eIght plants 

One portIOn of the Mosma plant had begun productIon In May, 1989, on new machInery 
prOVIded through a leasmg agreement With IKEA, a SwedIsh furnIture dIstnbutor With worldWIde 
retaIl outlets IKEA receIved approxImately 70% ofMosma's total productIOn of ready-to-assemble 
wall uruts and upholstered furnIture The leasmg agreement gave IKEA the nght of first refusal on 
all output Currently, only half of the plant space at Mosma was bemg used MosIna's fixed costs 
were hIgh, due maInly to large lease payments on the new productIOn eqUIpment In addItion, the 
costs for the raw matenals speCIfied for IKEA products had mcreased sigruficantly 

Because the SFMlIKEA leasmg agreement had both guaranteed pnce dISCOuntS for IKEA 
and set a hmit on annual pnce Increases, nsmg costs of productIOn Inputs durmg 1990 had led to 
substantIal losses on several furnIture Items The hIgh fixed costs at Mosma had resulted In heavy 
losses at the plant In 1991, IKEA had agreed to pnce mcreases after SFM had threatened to halt 
productIOn, but It was not expected that higher pnces could be renegotiated m the near future In 
the meantIme, Mosma contmued to lose money 
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Marketmg and Exports 

Located m SFM's Trade DIvIsIon, the company's sales department matched customer orders 
~ With product mventones and coordmated smppmg =Recently, the sales department had begun to 

work With the productIOn department to make deCISIons regardmg product deSIgn and product mIX, 
but these actIvIties were stIll very luruted There were no market research actlVltIes to Identify 
customer preferences m products or deSIgn 

SFM exported approxlffiately 80% of Its productIOn Roughly one-tillrd of the company's 
exports went to lKEA The remamder of SFM's exports were to Germany German clIents 
purchased mgher qualIty products, mcludmg solId wood wall unIts, tables, charrs and bedroom sets 
German customers consIdered SFM to be a producer of dependable, tradItIonal, mId-range 

furmture The profit margms on these products were consIderably mgher than for lKEA products 
SFM had plans to develop export markets for these products m France, Great Bntam and Japan 

Nmety-eight percent of SFM's exports were handled by PAGED, a Pohsh foreIgn trade 
orgaruzatIOn responSIble for paper, pulp and other wood processmg mdustrIes Although PAGED 
had asSIsted m the development of SFM's export market, It served the entIre Pohsh funuture 
mdustry In foreIgn markets, SFM lacked both strong brand name recogmtion and a strong 
presence m a specific market mche SFM paId approXImately PZL 12 bIllIon m annual 
commISSIOns to PAGED Accordmg to an analysIs by the InternatIOnal Fmance Corporation "for 
these commISSIOns, a Western company would typIcally expect a consIderably greater level of 
servIce than IS bemg proVIded to SFM " 

SFM also relIed on MARKA, a German tradmg partner of PAGED, to provIde mformation 
on foreIgn export markets Accordmg to MARKA, however, consumers were movmg away from 
the heavy, substantIal oak funuture that was a speCIalty ofSFM Consumers preferred hghter, more 
modem veneer and plastIc lammate deSIgns SFM could produce these newer, lIghter furnIture 
styles, though mamly at the Mosma plant 

DomestIc Sales 

Twenty percent of SFM's productIon was sold m the domestic market UntIl recently, SFM 
had placed lIttle emphasIS on the domestic sales SFM only had an 8% share of the domestIC 
furnIture market Products were manufactured mamly for export, With excess Items or lower 
qualIty products allocated to domestIC customers Other domestIC competitors could match SFM's 
product qualIty Moreover, competitors tended to speCIalIze m narrow product segments, m 
contrast to SFM's broad range of products 
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Demand for SFM furnIture m Poland appeared to be much greater than the supply of SFM 
products avaIlable m the market In additlOn, new market segments such as office furruture had 
emerged and were growmg}"apidly In response tQ tills, SFM had opened a retaIl stQre m Poznan m 
December, 1990, and had plans to open a second one m Swarzedz SFM expected to face stlffer 
domestlc competltlOn from several Jomt ventures (mcludmg IKEA-Poland m retaIl stores) and 
several thousand small pnvate workshops 

FmancIaI Performance 

UntIl recently, SFM had performed strongly Between 1986 and 1989, SFM's net mcome 
had nsen from 5% of sales m 1986 to more than 50% of sales m 1989 These mcreases had been 
due largely to SFM's focus on exports, and to the company's relatIvely low domestIc labor and 
matenals costs Profits for 1989 had been especIally mflated due to exchange rate gams, mterest 
mcome and SubSIdIes receIved m sales to the SOVIet Umon Although SFM recorded solId earnmgs 
for the first mne months of 1990, earnmgs fell sharply m the thIrd quarter, and the company 
suffered a net loss for the year Exlublt 3 proVIdes SFM's mcome statements and balance sheets for 
1987~1991 

A key problem was that the profitabIlIty of SFM's products vaned Widely, both m export 
markets and domestIC sales Exlublt 4 shows that contnbutlOn margms for products (sales pnces 
less total dIrect costs) ranged from approxImately -40% to +60% 2 A cost-based formula was 
seldom used m calculatmg sellmg pnces Instead, selhng pnces depended on chent negotIatmg 
skllls, SFM's eXlstmg pnce level With the chent, and foreIgn market reqmrements In general, SFM 
acmeved hIgher margms on domestIc sales because of Its strong brand name and because profits on 
foreIgn sales had been depressed due to appreCIatlOn m the real exchange rate 3 ExhIbIts 5 and 6 
show sales, profit and productIVIty figures by plant for SFM 

In order to mamtaIn adequate workmg capItal durmg tills penod of fmanclal cnsls, SFM 
had turned to short~term bank debt, paymg a 56% mterest rate or more In 1990, Bank Gdanski 

2/ A contnbutlon margin relates the revenue per urut of product sold With the dIrect varIable cost of prodUCIng the 
product Only the expenses that are directly attributable to the production of the urut of product (and that would not eXIst If 
the urut had not been produced) go Into tins calculatIOn In the short run as long as revenue exceeds dIrect variable costs 
the sales Will contribute (hence the name contribution margin) to the recovery of fixed costs 

3/ Due pnmanly to the IKEA contract, SFM s export revenues had remaIned Virtually constant whIle production and 
working capital costs had nsen as a result of domestic inflation This was because the SFM s contract With IKEA was 
agreed on the basIS of prtces that were fixed In foreIgn currency and the Polish government dId not devalue the zloty 
qUIckly enough to keep pace WIth surgmg Inflation 
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Increased lendIng to SFM tenfold, and SFM's monthly Interest payments rose to PZL 2 5 bilhon 
monthly. or 10% of net sales Instead ofusmg cash to pay for operatIOns, SFM was forced to dIvert 
much of It to payIng off Its heavy debt burden ThIS led to further debt Increases to pay for 
operatlons, and even ~Igher Interest payments 

An additlOnal finanCIal dram was a salary Increase SFM granted Its employees m 
November, 1990 TIus Increase substantlally exceeded the maxImum allowed by the government, 
and as a result the company mcurred an excess wages tax of more than PZL 5 bIlhon In both 
November and December As of May 1, 1991, SFM owed approxImately PZL 40 bIllion to Bank 
GdanskI, PZL 20 bIllIon to the MiruStry of FInance (pnmanly due to the excess wages tax), and 
PZL 6 bIllIon each to PAGED and Jacobson, PAGED's Gennan partner 

PnvatlZIng SFM 

Because of SFM's falling profitabIlIty and rugh Indebtedness, the deCISIon to pnvatize the 
enterpnse was controversIal There had been sigruficant pressure WithIn the government to 
pnvatlze SFM Because the enterpnse was well-known as a producer of dependable, hIgh-quality 
funnture, key government offiCIals regarded SFM as an attractIve candIdate for rruSIng the publIc's 
Involvement In Poland's slowly-mOVIng pnvatlzatIOn program 

But the government's lead adVIsor on SFM, the InternatIOnal FInance Corporatlon (IFC), 
thought that Without government InterventIOn to support SFM, the enterpnse would soon be 
bankrupt The IFC completed a report that stated "SFM could not be sold to the pubhc and 
probably was not a VIable gOIng concern unless both a finanCIal and an operatIonal restructurIng 
were undertaken" Temporary measures such as another devaluatlon of the zloty, the report 
contInued, would Improve SFM's performance m the short run, but only a concerted effort to 
Improve long-tenn operatIng effiCIency and profitabIlIty would save the company Above all, the 
IFC concluded, resolVIng the debt Issue was CruCIal to a successful pnvatizatIOn 

On the basIS of tills report, the IFC coordInated a long senes of negotIatIOns between SFM 
and the Polish government With the goal of forglVlng completely both SFM's long-tenn and 
short-tenn debt Though tills unprecedented move was lrutlally opposed, the Pohsh MiruStry of 
FInance finally agreed to assume all of the company's debt obhgatIOns With the conditlOn that an 
InItIal publIc offenng of SFM shares would be conducted, and the proceeds from the offenng 
would first be used to repay the government 

SFM was pnvatIzed on June 25, 1991 through an lrutlal pubhc offenng The pnvatizatIOn 
was conSIdered very successful The sale of shares went SWIftly and smoothly In addItIOn, the 
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portIOn of SFM shares reserved for small mvestors (36 percent) sold out on the first day of the 
two-week offer penod Shares earmarked for large mvestors (40 percent) were oversubscnbed by 
12 percent ForeIgn mvestors took a 24 percent stake In SFM 4 

The publIc offenng was the first to comb me a primary capItal Increase of 500,000 shares 
WIth a sale of the government's 1 4 mIllIon shares The sale of these shares raIsed PZL 25 bilhon of 
new eqUlty capItal Thus the rapId sellout of shares not only Improved the Image of Pohsh pubbc 
offenngs, but also generated fresh fimds After the pnvatIzatIOn, the IFC expected that SFM would 
have enough tIme and money to Implement a more thorough restructunng plan 

The Post-PnvatrzatIOn SItuatIOn 

Background 

SFM's pnvatizatIon resulted In Important changes 10 Its structure of ownershIp and 
management When SFM was formed mto a Jomt-stock company on October 30, 1990, the Act of 
TransformatIOn and Company Statutes reqUired the company to create three new govern1Og bodIes 
to oversee Its operations These were 1) a general assembly of shareholders, or the owners of the 
company, 2) a rune-member supervISOry board responsIble for representmg the owners' mterests 
and supervISIng management, and 3) a three-person management board responsIble for day-to-day 
management of the company 

SFM's IrutIal supervISOry board governed the company from October 30, 1990 untIl the 
company's pnvatlzation on June 25, 1991 Of the rune members of the mitlal supervISOry councIl, 
SIX were appo1Oted by the PolIsh MiruStry of PnvatizatIOn, and three were elected by employees 
Members of the board were gIven one-year terms The supervISOry board then appomted members 
of the management board to serve two-year terms ExhIbIt 7 prOVIdes background mformatIOn on 
mdIvlduals elected or appomted to management POSItIOns after SFM became a Jomt-stock 
company 

New Shareholders 

SFM's pnvatIzatIOn created a new group of owners The WISLA Insurance and 

4/ The Pohsh government earmarked tranches for small and large shareholders In order to aVOId a Widely dispersed 
shareholder profile (a major drawback of pubhc offenngs In post-commurust economies) 
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Remsurance Company, Ltd a large state-owned Company, held the largest bloc of shares m the 
pnvatIzed company -- 345,000 shares or 13 8% of the eqUity MARKA Westphalen GmbH was 
the second largest owner Wlth 129,000 shares and 5 2% Two CanadIan Funds each held over 3% 
as dId Bank Handlowy NARTA, a domestIC mvestor group, qUlckly purchased 9 5% of the shares 
of SFM stock, making It the second largest shareholder m the company Exlubit 8 hsts SFM's 
pnncipal new shareholders ~ 

After pnvatizatIon, the new shareholders replaced the members of the supervIsory board 
The Irutlal supervISOry board (that had been appomted by the Pohsh MiruStry of OwnershIp 
Changes after SFM was transformed mto a Jomt-stock company) was not effective m makIng tough 
restructunng deCISIons The chamnan, Waldemar FrackoWlak, had appeared on paper to be 
partIcularly well-sUlted for the task at hand In practice, however, he proved largely meffectIve 
DIfficult deCISIons about reconfigunng the plants, laymg off redundant workers and other painful 
restructunng actIons were not taken 

SFM's new, post-pnvatIzatIon supervISOry board was dommated by members representmg 
NARTA, Medza's mvestors' group In spIte of ItS ffilnonty "two seat holdmg," NARTA had a 
vested mterest m makmg changes to Improve operatmg performance Moreover, ItS actIVIsm on 
SFM's supervISOry board had mcreased ItS mfluence over the company's management sigruficantly 

FmancIaI Performance 

SFM's finanCIal performance had not Improved sigruficantly smce ItS pnvatIzatIOn at the 
end of June 1991 Accounts payable contmued to mcrease faster than accounts receIvable, and 
short-term debts began to nse again In fact, the dIfference between accounts payable and accounts 
receIvable m the month of June alone exceeded the 25 5 bIlhon zloty cash InfuSIOn from the pubhc 
offenng There was a net POSItIve balance of accounts receIvable versus accounts payable m July, 
but the steadIly mcreasmg pattern of negative payables balances resumed m August Exlublt 9 
shows monthly mcome statements for 1991 

From the perspective of accountmg earrungs, the SItuatIOn was no better There was a 
POSItIve net profit only m a few months dunng 1991 SFM's share pnce had shpped even lower 
through September Although SFM's share pnce rose shghtly m October, 1991, It remained well 
below the company's lrutIal offenng pnce In June 

Key factors m thIS dechrung performance were product pncmg, product mIX, and labor 
polICIes After the mitIal pubbc offenng, SFM had asked the IFC to conduct a more detaIled 
analYSIS of the management mformatIOn systems m SFM WIth the goal of Improvmg the 
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productivity and competltiveness of the finn The IFC focused on detennlmng whether specIfic 
product hnes produced more cash than they consumed (contnbutlOn margms) They dIscovered 
negative or close to zero margms m many export product hnes, and some negative margms In 

domestIc sales Average contnbutIOn margms on the total range of products were too low to cover 
the average fixed costs, p~Icularly labor costs ~ 

A second factor was labor pohcles In general, SFM's labor force was exceSSIve except for 
when the company was operatIng at full capacIty Though the ftrm was not at anythmg near full 
capacIty, all workers receIved theIr full salanes In July, 1991, wages had been mcreased agam by 
30 percent because, accordmg to Mr Pawlak, "they deserved It" Pawlak mdIcated that he had no 
chOIce but to grant workers a wage mcrease because If he had not done so, some workers would 
have qwt and moved to smaller competltors Workers were kept on the payroll even when theIr 
functIons were discontmued When the deCISIon was made to discontmue productlOn of mattresses 
for lKEA, for example, the women who sewed mattress covers by hand suddenly had no work to 
do But they were kept on the payroll and were kept busy 

Pawlak's OPPosItIOn to wage restramt and layoffs was Widely shared among the members of 
the mitIal supervIsory board and the management board Though more detennmed to Improve 
SFM's perfonnance, the new supervIsory board also seemed reluctant to cut workers 

The Board Meetmg 

Lookmg over SFM's record m early November, 1991, Medza could see that the company's 
need for deep operatIOnal and orgamzatlOnal restructunng had not dimlillshed Although SFM's 
debt had been elImmated Just before pnvattzatlOn by the State Treasury, Medza remamed deeply 
concerned about SFM's ongomg perfonnance WIth all these Issues to consIder, Medza had to 
prepare rumself for the upcommg meetmg of SFM's supervIsory board on November 15 Clearly, 
SFM was m very bad shape, and unless the company underwent senous restructunng, It mIght not 
survIve SFM credItors, mcludmg the banks holdmg the bulk of SFM's mcreasmg short-tenn debt, 
were groWing vlSlbly nervous With the company's persIstmg cash flow problems A key aspect of 
tills meetmg would be an evaluatIon of management's plan for addressmg tills persIstmg cash flow 
crunch 

WIth only three days before the meetmg, Medza had to detennme wruch Issues were of 
hIghest pnonty for NARTA, and what actlOns he would recommend the supervIsory board to 
undertake 
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ExhIbIt 2 Swarz _ dzla.e Fabrykl Meblt 

I Plant Sales IFC comments 
Products Employees 

ProdUCllon space 

I 
- Storage space -;; -

Plant # I 1128 bII PZL nils plant IS considered the maIO plant located near company 
Swarz _liz (maIO) (12 mil USD) headquarters Furntture produced IS trendy and on the cheaper Side Part of the 
Upholstered furniture 80 I employees production program IS not appropnate for the factory 5 particular production 

I 
MaIO veneer preparation 13680m2 system Production faclhtles are cramped and narrow warehouses are far away 

10900m2 the machmery used IS mamly old the flow of production IS mefficlent and the 
workmg methods are labor mtenslve 

Plant # 2 25 5 btl PZL This plant also located 10 Swarz _d _ IS housed m cramped old bUlldmgs A 

I 
Swarz_dz (2 7mtl USD) relatively new big bUlldmg has not yet been utlhzed The wood cuttmg section IS 

284 employees antiquated the wood kiln dryers are obsolete The production flow IS Widely 
ChaIrs 5362 m2 mefficlent 
Comer benches 1215m2 

I 
Plant # 3 23 9bll PZL The plant about 12km east ofSwarz_d_ COnsiSts ofa nwnber of separated narrow 
Kostrzy_ (25 min USD) bUlldmgs and spaces wulun those bUlldmgs The machmery section IS cramped 

137 employees Assembly hnes have been Installed but were not deSigned for effiCient operation 
DIning Tables 4720m2 
Casual Tables 2700m2 

I Plant # 4 422 bll PZL This factory IS located north of Pozna_about ISIan from headquaners his 
Pozna_ (45 mlnUSD) housed 10 a bIg bUilding whIch IS subdIVIded mto small Units makmg producllon 
Oak export furniture 209 employees flow ImpoSSible to organize 10 an effiCient manner Production COnsISts of a 
Wall Units 7470m2 combInation of high quahty oak furmture and low quahty furniture 

I Credenzas 4940m2 
TV cabmets 

Plant # 5 104 I bll PZL This factory IS located 30 km from headquarters and contains two maIO secllons 

I 
Moslna ( New Factory ) (II I min USD) The old factory which produces school furmture bed frames and tables 
IKEA case furniture 887 employees ProductIOn IS hmdered by cramped spacmg wuhm narrows butldmgs Most 
IKEA beds and mattresses 24830 m2 machmery IS old the kiln dryers the drymg method and the productIon method 

10190 m2 are outdated Sohd wood transport and storage are very labor mtenslve 
( Old factory ) The new factory was bUilt on Wide open land under an IKEA leasmg agreement 

I 
Domestic beds and contains all new machmery Space IS only half used lacquenng IS a 
Domestic mattresses bottleneck and the panel cuttmg seCllon IS underutlhzed Part of the new 
Oak wood preparation Irtstallatlon IS a coal and wood waste fired heat energy plant which appears far too 
Tables big for the factory The excess bOiler capacity IS planned to be used to supply heat 
School furniture to the town of Moslna 

I Plant # 6 438 btl PZL This factory located 601an from headquarters IS subdiVided IntO narrow spaces 
Ko_clan (47 mlnUSD) Producllon hnes are cramped and do not follow a logical producllon sequence 
Credenzas 232 employees Vanety of production IS too diversified 
Vltnnas 3280 m2 

I 
Cupboards 2595 m2 
Cabmets With panel and glass door 

Plant # 7 255 bll PZL These two factones he aproxtmately IOOkm from headquarters Rawlcz produces 
Rawlcz I BOJanowo (2 7 mil USD) a vanety of furntture 10 spread out and narrow bUlldmgs makmg a logical and 

I 
Cupboards 200 employees effiCient production flow difficult to set up BOJanowo produces only upholstered 
Credenzas 4686m2 furmture 
Corner benches 3280m2 
Tables 

I 
Plant # 8 289 bll PZL The factory IS about 70km south of Pozna_ and COnsiSts of a former multi story 
Gosty_ (3 I mil USD) gram mill The facilities are not suited for furmture production due to the need for 
Wall untts 218 employees verttcaltrartsport and the narrow but spread out conditions 
Credenzas 2915 m2 
Tables 955m2 

I 
Juntor desks 
Bed frames 
N,ght tables 

Source IFC 
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(hlblt 3 A SFM Income Statements 1987 1991 

come Statements 19871991 . 
= 

Ir the year ending December 31 (mllhon ZLP) 1987 1988 1989 1990· 

venues 8281 13637 41449 461725 

lst of goods sold 7218 11566 30158 329358 
llrect matenals 4130 6388 15876 
hrect labor 1706 2555 10972 
llrect depreclalion 107 195 307 
lther expenses 1275 2428 3003 
oss Profit 1063 2071 11291 132367 

ales and dlstnbutlon expenses 13730 
dmlmstratlve expenses 68617 
ther operating Income 769 316 10534 19168 
eratlng Income (Loss) 1832 2387 21825 69188 

,terest receivable 2232 
terest payable 52132 
lfit (Loss) on Ordinary Activities before tax 1832 2387 21825 19288 

3X 927 1483 4954 12757 
lfit (Loss) after Tax 905 904 16871 6531 

<traordlnary Items 33 539 4538 0 
t Profit (Loss) 938 1443 21409 6531 

ote to Income Statements 1990 and 1991 Income Statements reflect changes In accounling procedures auditors 
j economic condllions 1990 results are for the 10 months 1/1/90·31/10/90 1990 figures have been adjusted for 
)ennflatlon so figures are In 31/12191 zloty 1991 results are forthe 14 months 1/11/90 31/12191 

, 
-. 

1991· 

456582 

329300 

127282 

12894 
138107 
1025 
22694 

2033 
39181 
59842 

1704 
61546 

31848 
29698 
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I alance sheets 1987 -1991 

) of December 31 (In million PZL) 1987 1988 1989 1990** 1991** 

I SSETS 
urrent Assets 

I 
:;ash 88 185 4037 10,282 8,072 
\ccounts receivable 657 1466 8244 51,749 38,243 
)ther receivables 232 163 921 406 196 
nventones 2331 3,116 18,213 104096 65972 

I )tal Current Assets 3308 4930 31415 166533 112493 

3t Fixed Assets 

I 
lUlldlngslTanglble assets 1185 2512 6182 273995 275052 
>Iant and equipment 926 1388 5091 
onstructlon In progress 1188 3651 3,131 

ltanglble assets 63 320 996 

I ong-term anvestments 1 13 150 155 105 
tal Fixed Assets 3363 7884 15550 274150 275157 

I 
)TALASSETS 6671 12814 46,965 440683 387650 

\BILITIES AND SHAREHOLDERS EQUITY 

I lITent liabilities 
\ccounts payable 668 1704 6459 40393 79241 
)ther payables 357 921 5777 

I 
>hort-term credits 945 1365 7554 122291 37639 
Ital Current Liabilities 1970 3990 19,790 162684 116880 

I 
lng-term Liabilities 
ong-term loans 1,077 2395 364 0 6480 

tal Llabilitaes 3047 6,385 20154 162684 123360 

I lareholders Equity 
'aid an capital 963 1941 1941 50,000 62500 , 

I 
etaaned eamlngs 2661 4488 24870 227999 201790 
tal Shareholders Equity 3624 6429 26811 277 999 264290 

>TAL LIABILITIES AND EQUITY 6671 12814 46965 440683 387650 

I 
I 

Note to Balance Sheets 1990 and 1991 Balance Sheets reflect changes an accountang procedures auditors and 
onomlc conditions The bUlldangs line Item changes to show net tangible assets an 1990 and 1991 1990 figures 
ve been adjusted for hyperinflation so 1990 figures are antended to be comparable to 1991 figures 

I 
I s1 
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ExhIbit 4 ContributIon Margins of Selected Products 

Product Sales Price Labor Cost Material Seiling Total Direct Contribution 
Costs Costs Cost Margin 

" 
Export Items 

I ," 

Matress Sultan 120 441 43 544 44 631 -43% 
Sofa Kunglav 2-seater 1053 154 831 104 1089 -3% 
Wall Unit "Kavaher 80HGD ' 268 24 170 27 221 18% 
Table 3345 1779 231 637 183 1051 41% 
Glass Door CabInet 747/2 4682 613 1315 487 2415 48% 
Chair 790 583 65 161 61 287 51% 
Wall Unit' Munster 3 0 10336 1201 2370 1075 4646 55% 
Chair "Magda 6181" 656 75 149 55 279 57% 

EXPORTVS 
DOMESTIC 
Armchair (export) 714 106 284 74 464 35% 
Armchair (domestic) 950 106 284 12 402 58% 
TV Cabmet Albatros' (export) 468 76 230 49 355 24% 
TV Cabinet 'Albatros (domestic) 900 76 230 12 318 65% 
Table 2213 (export) 1148 179 384 119 682 41% 
Table 2213 (domestIc) 1500 179 384 20 583 61% 

" 

1,1" I 

\{"" 
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Exhibit 5 SFM Sales and Profit by Plant (based on September 1990 prices) 

Export Domestic % Total 
Plant (% of sales) (% od sales) Sales 

% of plant's total sales 

1 Swarzedz 605 395 188 
2 Swarzedz 96 16 75 
3 Kostrzyn 968 32 7 
4 Poznan 794 206 11 4 
5 Mosma 872 128 286 
6 Kosclan 905 95 127 
7 Rawlcz 91 3 87 68 
8 Gostyn 806 194 73 

TOTAL 828 172 100 

Cost as % of Plant Sales Gross Margin 

Materials I Labor I Depreclatlonl (% sales) 
EquIp Lease 

535 76 169 222 
286 153 29 271 
356 167 184 293 
294 136 157 414 
841 73 409 -323 
29 167 151 392 

522 153 216 106 
429 187 194 19 1,1'" I 

527 11 4 241 11 9 

" 
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-------------------
Exhibit 6 Productivity by Plant 

Direct Factory Revenues Space Revenues Revenues 
Labor Space (In min USD) (sq m per (In USD/person) (In USD/sq m) 

(sq m) person) 

1 Swarzedz 566 24,580 120 63 21,200 488 
2 Swarzedz 188 6,577 27 42 14,360 411 
3 Kostrzyn 95 7,420 25 82 26,320 337 
4 Poznan 144 12,410 45 86 31,250 363 
5 Moslna 619 35,020 11 1 84 17,930 317 
6 Kosclan 179 58,754 47 

Ii 

42 26,260 800 
7 Rawlcz 126 7,966 27 62 21,430 339 
8 Gostyn 158 3,910 31 36 19,620 793 

,,' .. , I 

TOTAL 2,075 103,758 433 59 20,870 417 

International YugoslaVia 65 - 80 23,000 450 
Comparisons Germany 70 - 85 130,000 1,400 

". 

"," I I 
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Swarz_dzkle Fabrykl Mebh Board Members, June 1991 

. 
SupelVlsory Board 

Waldemar FrackoWiak - Chairman of the Supervisory CounCil, appointed by the Pohsh MInistry of Ownership Changes 
PhD Economics senior lecturer at Pozna_ Economic Academy SpeCialist In the developmental strategy of 
enterpnses and has attended course on organization and development strategies of companies In the US He IS a 
consultant with the Pohsh consul~ng firm Petex In Pozna_ Age 41 

Bogdan Karaslnskl - MSc EconomiCS manager of Pozna_ branch office of the Bank Gda_skl He has been employed 
In banking Since 1947 and has served as branch office manager since 1945 He IS a speCialist In enterpnse finanCing 
and organization Age 68 

Hleromm Pastaremczak - Supervisory Council director appOinted by the Polish MInistry of Ownership Changes 
PhD EconomiCS manager of Petex In Pozna_ For seven years he was the general manager of ZETO Pozna_ a state
owned electroniC data processing firm He IS a speCialist In enterpnse economics and organizational structure as well as 
finanCial and economic analYSIS Age 64 

AndrzeJ Pradzynskl - Supervisory Council director appomted by the Polish MInistry of Ownership Changes MSc 
Englneenng speCialty In construction He IS a co-worker of the JOint venture company Protim Age 53 

Dorota Szewczak - Supervisory CounCil director appOinted by the Polish MInistry of Ownership Changes 
MSc EconomiCS manager of Poznan office of the Treasury Since 1969 employed In the MInistry of the Treasury since 
1949 She IS a certified public accountant consultant to the ASSOCiation of Accountants and a member of committee 
examining candidates for certification In accountancy She IS the author of several articles about finanCial and tax 
poliCies Age 60 

Grzegorz Medza - Supervisory Board director PhD EconomiCS from Warsaw University He was a program manager In 
the Polish Department of Large Enterpnse Pnvatlzation In charge of the pnvatlzatlon of SFM Age 29 

Marek Hoppe - Supervisory Council director elected by SFM employees MSc Englneenng speCialty In timber 
technology Employed In Plant No 1 (Swarz_dz) Since 1978 first as a foreman then promoted to production 
department manager Since 1984 he has the manager of Plant No 1 Age 38 

Barbara Kubzdyl - Supervisory CounCil director Employed by SFM since 1973 onglnally as a cashier She later 
transferred as a clerk to the finanCial department 

W_odzlmlerz Tylmann - Supervisory Council director elected by SFM employees Employed by SFM since 1977 In 
Plant No 2 (Swarz_dz) as a machine setter and calibrator Age 53 

Management Board 

AndrzeJ Pawlak - PreSident of the Management Board PhD Englneenng speCialist In timber technology He started 
working for SFM In 1960 first as the chief engineer and Since 1976 as the general manager of SFM Age 59 

Ryszard Karolczak - Management Board Director PhD EconomiCS He has worked at SFM smce 1963 He was senior 
economist In the Economics Department then a manager of the Organizational Planning and AnalYSIS Department and 
since 1988 has been a Deputy Manager of SFM He IS also a Chairman of the Poznan office of the Polish Economic 
Society and an adVisor to the consulting firm Petex Age 53 

Janusz Shwockl Management Board Director MSc Englneenng speCialty In timber technology He has worked for 
SFM In the Technology Department Then as a plant manager of Plants No 1 and No 5 then as General Mamtenance 
manager and since 1967 the first deputy production manager Age 46 
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ublt 8 Major Shareholders - June 1991 

ueholder Group Shares Held Percentage 

-
ge Investors 1,000000-; 40% 

all Investors 900,000 36% 

ployees 400000 16% 

Ish Government (for claims) 100,000 4% 

rnatlonal Fmance Corporation (fee) 75,000 3% 

:mclal Institutions 25000 1% 

ge Investors Group Shares Held Percentage of Total Shares 

al Large Investors 1,000,000 40% 

nestlc 483,000 193% 
ISLA - Insurance and Reinsurance Co 345000 138% 
mk Handlowo-Kredytowy In Wroclaw 86000 34% 
rszard Krauze 22000 09% 
,irian Lenczewskl 10000 04% 
mk Morskl 10000 04% 
GSA 10000 04% 

elgn 517,000 207% 
ARKA Westphalen Gmbh 129000 52% 
3st Europe Development Fund Ltd 125000 05% 
artmore Investments Ltd 106000 42% 
enesls Emerging Market Fund 77000 31% 
~ta Funds Ltd 33,000 13% 
:xgan Grenfell Fund 25000 10% 
eenwood Nommees, Ltd 22,000 09% 

e Soon after SFM began trading Its shares a group of small Investors NARTA qUickly purchased 
% of the total shares, making It the second largest shareholder group after WISLA 



- - - - - - - - - - - - - - - - - - -
i-Inanclal statements from ena Of uec ~u Jdll !:Il rl;;l) IVlal "I-' Q1 "u oIU' hUIj "'''I-' V", 
(m millions zip) 

WORKING CAPITAL DETAIL 
Current Assets 101850 119401 113876 106904 112160 138440 124546 120768 125760 120951 112606 
Inventones 75299 84422 84471 83552 90656 85888 79050 81 931 82406 74750 74629 

Matenals 60480 49646 45909 45992 42391 39297 38193 34982 33163 30 966 26950 
Work In progress 14130 14210 14283 14213 14305 14374 13996 14082 14213 14728 14781 
FInished products 13545 17546 20561 19367 27534 25533 20388 27211 28848 22832 26567 
Goods 1685 3 017 3716 3960 6426 6684 6473 5676 6182 6204 6341 

NR 21852 26815 24468 20 141 16900 45574 38124 31580 36390 40 205 34737 
Cash 4699 8164 4937 3211 4604 4978 5372 5218 4925 5996 3240 
Marketable securllles 2000 2000 2039 2039 0 0 

Current Liabilities 116391 137194 139270 141468 158377 87820 72568 73581 88269 84297 89491 
Interest payments 4753 4877 3419 2009 1938 1861 1874 1722 5594 4603 3514 
Pnnclpal payments 59000 66000 62641 59800 19659 20235 18906 21070 21495 15218 
Other current lIabllllles 52638 66317 73210 78979 96636 66300 50459 52953 61605 58199 70759 

Suppliers 22806 22287 25004 25970 39664 41884 28276 28954 32699 33399 47141 
Budget 14388 23527 22239 23923 31618 3259 2705 2576 2639 ,I 3581 4691 

NOTE Due to an accounting error proceeds from the Imbal sale of SFM stock were accounted as revenues In May 1991 This error was corrected In September 
1991 

t " " 
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SwarzedzkIe FabrykI Mebh, S A 

Restructunng and Corporate Governance Case $) I 

, 
--

On November, 15, 1991, the SupervIsory Board of Swarzedzla.e Fabrykt Mebh (SFM), a 
leadmg PolIsh furmture manufacturer that had been pnvatized In June, 1991, had Just completed a 
heated meetIng Although the company's pnvatlzatlon was consIdered a success, the company was 
on the verge of bankruptcy The Supervlsory Board and Management Board of the company were 
at odds over several Issues IncludIng the company's financial posItIon and the need for 
restructunng AdditlOnally, the boards had to prepare for the company's first General MeetIng of 
Shareholders Both the SupervIsory Board and SFM's management were concerned about thIS 
meetmg 

Facmg dIverse mterests and concerns among SFM's new shareholders, company dIrectors 
feared losmg control of the dlscusslon and mdeed the company dunng thIs first meetmg The 
current leadershIp felt that thIs situatlOn mIght exacerbate dec IS lOn-making dlfficuities at a tIme 
when the company could III afford to be rudderless In an attempt to mamtaIn control over both the 
agenda and the ensumg discusslOns, the SupervIsory Board asked Mr Grzedorz Medza to head the 
team organIzmg the General MeetIng 

Mr Medza, a Supervlsory Board member, represented SFM's second largest shareholder, 
NARTA A former program manager at the PolIsh Mimstry ofPnvatIzatlOn, Mr Medza had been 
responslble for prepanng SFM for pnvatIzatlOn smce early 1990 In October of 1990, Medza had 
been one of SlX dlrectors apPoInted to SFM's SupervISOry Board by the Mimstry of PnvatIzatlOn 
Medza was Widely respected as one of the most knowledgeable members of the company's 
SupervISOry Board Mr Medza and hIS team faced a dauntmg challenge deVIse a strategy to 
combat the company's finanCIal cnSIS whIle addreSSIng the vanous and often dIvergent needs of ItS 
shareholders 

I 
ThiS case was wntten by TeSSie San Martm for the Price Waterhouse International Privatization Group as the basiS for 

class diSCUSSIOn rather than to Illustrate either effective or meffectlve handlmg of an admmlstratlve Situation The case also 
drew on Important matenals completed by Mana Kozloski, Itzhak Goldberg and Charles A Webster Not for publIcatIOn 
citation or use by any other means Without the wntten consent of the Pnce Waterhouse InternatIOnal PnvatlzatlOn Group 
Copynght 1993 OECD Bulgaria, reVISed 1996 

1 
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The Shareholders 

! Followmg the pubbc sale ofSFM shares, the company's ownerslup was dIspersed among a 
nUmber of mstitutIOnal Investors, mdIvlduals, employees and the Pohsh GoverriInent Among the 
largest mvestors were WISLA, a PolIsh msurance company, and NARTA, a Pohsh Investment 
group These mvestors held 13 8 and 95 percent ofSFM's shares, respectIvely ForeIgn Investors 
mcludIng the Internatlonal Finance CorporatIOn, the foreIgn mvestment arm of the World Bank, 
held 24 percent of the outstandIng shares Small mvestors mcludIng mruvlduals amassed 36 
percent of the shares willIe SFM employees and the Pohsh Government held 16 percent and 4 
percent of the shares, respectIvely 

ForeIgn Investors and the IFC 

It was known Widely among the shareholders that each group held strong opmIOns about the 
company's future and therefore each group Wished to mfluence the agenda of the first General 
Meetmg of Shareholders Among the most vocal of shareholders was the IFC WIth the backmg of 
the other foreIgn mvestors, the IFC Wished to mtroduce a sweepmg plan to restructure the 
company In 1991, SFM, With IFC gUIdance, had lured Bruner AssocIates Inc, a German 
consultmg firm With expertIse m the furmture and wood products mdustry, to reVIew the 
operatIOnal and orgamzatIOnal structure of SFM Bruner conducted a detaIled survey of SFM's 
operatIons, and concluded that With sound restructurmg, SFM's performance could be Improved 
consIderably In November, 1991, Bruner AssocIates presented ItS findmgs to SFM's SupervIsory 
and Management Boards HIghlIghts of Bruner's report mcluded 

1) ProductIon InefficIency 

AccordIng to the Bruner report, almost all of SFM's plants suffered from mefficient 
productIOn flows and cramped spacmg, and relIed on labor-mtensive workmg methods Bruner 
recommended changes m the productIOn flows and plant layouts m most of the SFM plants The 
consultmg firm estImated that the resultmg gams m plant efficIency would effectIvely mcrease 
plant capacItIes by 40% to 115%, dependmg on the plant 

Bruner also estImated that on the basIS of these changes It would be possIble to mcrease 
production by 30% over the current level to meet future demand Adjustments were also suggested 
m the product mIX to focus on these Items With greatest profit margm The mcreased profit margms 
combmed With the mcreased productIOn volume was expected to result m roughly a 44% mcrease 
mrevenues 

2 
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2) DecentrahzatIon and Incentives 

Bruner also emphasIzed that the managem~nt structure of SFM was far more centralIzed 
than the company's competItors m Western Europe In addItIOn, SFM was stIll much larger than an 
average Gennan funuture manufacturer Accordmg to the Bruner report, thIS combmatIon of large 
SIze and centralIzed management made It very dIfficult to be senSItIve to market needs and to 
respond qUlckly to changes 

In order to overcome these challenges, Bruner proposed that the company be dIVIded mto 
four profit centers The deCISIon to create four profit centers was made on the basIS of the type and 
quahty of products from each plant, the type of machmery and eqmpment used m productIon, the 
complementanty of the raw matenals and production processes used m each plant, and the 
customers served by each plant Exlubit 1 shows how the profit centers would be structured 

Bruner argued that by creatmg profit centers, each group's finanCIal performance could be 
measured, and mcentives could be developed to encourage Improvements The mcreased 
mdlvldual responsIbIlIty of each group for ItS declSlons would be balanced by the mcreased 
freedom of decision-makmg m almost all areas The eIght plants would be dIVIded mto four 
groups, each of these groups would operate mostly separately, and each would be managed more 
mdependently of the seruor SFM management 

Although most functIOns (mcludmg prodUction, dIstnbutIOn, and supply) would be 
managed by each profit center, some functions would remam centralIzed for the near future These 
functions mcluded marketmg, finance, legal and some admirustratlve departments Bruner argued, 
however, that the long-tenn goal should be to break up SFM mto separate Subsidianes based on the 
profit centers 

3) Managmg Infonnatlon 

The thIrd area Bruner exammed was how SFM generated and organIzed mfonnatlon 
Currently, Bruner found, data from SFM's operatIOns was not summanzed and analyzed m a 
manner that would be useful for management purposes There was no shortage of data, the system 
developed when SFM was a state-owned enterpnse stIll churned out vast amounts of figures, 
mcludmg large spreadsheets produced by an army of bookkeepers 

But thIS data was mamly expenses and revenues as defined m a conventional accountmg 
system It was ImpOSSIble to dIVIde costs m terms of fixed or vanable, long-term or short-tenn, 
cash or accrual, and average or margmal Under the current system, It was also practIcally 

3 
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ImpOSSIble to allocate costs to specIfic products, machmes or plants The analysIs of contrIbutIon 
margms by chent, product or plant, for example, though spothghted by the IFC m May, 1991, as a 
VItal component of product rrux planmng, had not been Implemented 

4) Marketmg and Sales 

A final problem area that Bruner focussed on was SFM's failure to explOIt both domestIc 
and mternatIonal market potentIal In Poland, Bruner found that SFM had a strong reputatIOn as a 
producer of qUalIty furruture, and that demand for SFM's products was strong enough to allow the 
company consIderable sales expansIon Very httle had been done, however, to meet thIs demand 

In export markets, Bruner also found that SFM was consIdered to be a producer of 
dependable -- though not always styhsh -- mId-range funllture Changmg consumer tastes were 
potentially a large threat to SFM's export sales Although the company had the capabIhty to 
produce more modem furnIture (espeCially m Plant 5 at Mosma), SFM had not taken actIOn 

To enhance SFM's focus on market development, Bruner recommended that the sales 
department be reorganIzed to fonn both a marketmg and sales department ThIS new department 
would not only coordmate order processmg and slippmg, but would also conduct market research, 
develop new product deSIgns, and partICIpate m product mIX deCISIons These changes would also 
be supported by the development of a management mfonnatIOn system that could track the 
finanCIal and operatIOnal perfonnance of SFM 

Management Response 

To Mr Pawlek and hIs management team, such a comprehensIve restructurmg plan seemed 
premature, especially smce the company had been pnvate for a mere SIX months In addItIon, many 
of the changes suggested by Bruner appeared to SFM's management to be expenSIve, tIme 
consummg and not worth the effort As a result, VIrtually no progress had been made on these 
Items Although there was general agreement that products With negatIve contnbutIon margms 
needed to be dropped, httle concrete actIOn had been taken to evaluate the margms or to change the 
product mIX 

WISLA and NARTA 

DomestIc mvestors WISLA and NART A concurred WIth the IFC They too beheved an 
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aggressIve restructunng plan such as Bruner presented was the only hope for overcommg the 
growmg cnSIS m SFM In addItIOn, these mvestors openly expressed theIr Impatience With 
management's lack of mterest and action Along With the IFC and other foreIgn mvestors, WISLA 
and NARTA controlled 43 percent of S;M's shares Together, tills groqp of mvestors would:
mount a camprugn to take control of SFM's SupervISOry Board Moreover, they sought 
shareholder support for changes m the management board and m the management structure of the 
company, as well as slgruficant reductlOns m employment 

IndIVIdual Investors 

TIns new group of shareholders were known to be mterested partlcularly m a generous 
dIVIdend polley SFM shares had sold very well among the general publIc because of expectatIons 
for a qmck dIVIdend payout But tills expectatIOn had to be balanced With the company's need for 
fmanclal restructunng and capItal mvestment 

SFM Employees 

Company employees, of course, were opposed to reductIOns m employment and wage 
restrrunts They also sought protection of traditIonal SOCIal benefits so far mamtamed by the 
company Wlule many employees openly expressed theIr loyalty to Mr Pawlek, a grOWing number 
of workers grew skeptIcal of the current management's abIlIty to gmde the company under new and 
ever-changmg market condItIOns To be sure, however, tills group would fight for Its mterests as 
employees first and shareholders second 

The MIll1Strv ofPnvatizatIon 

The MIll1Stry retruned a four percent stake m SFM followmg Its pnvatizatIOn The MIll1Stry 
as well as the entrre Government of Poland had taken substantIal nsk With regard to SFM's 

pnvatizatIOn It could not afford pohtically or economIcally for the company to frul The Mmlstry 
trusted Mr Medza, however, It dId not want to nsk further fear or dIStrust of the pnvatizatIOn 
process related to mass layoffs at SFM or forced reorgaruzatlon MIll1Stry OffiCIalS looked to Mr 
Medza to find a solutIOn wInch would Improve SFM's fmanCIal perfonnance WithOut causmg 
severe casualtIes among the workers and theIr strong trade uruons 

The Agenda for the FIrst Meetmg 

Lookmg over SFM's records, Mr Medza could see that the company's need for deep 
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operational and orgaruzatIonal restructunng had not dimlillshed Although SFM's debt had been 
ehmmatedJust before pnvatlzatlOn by the State Treasury, Medza remamed deeply concerned about 
SFM's ongomg performance He was sure that once the shareholders exammed the firm's finanCIal 
results closely, they would be searchmg desperatelY: for ways to reduce operatmg costs 

The present company dIrectors were well aware of the company's fmanctal SItuatIon But 
Pawlak, along With most SupervISOry CouncIl and Management Board members, were opposed to 
aggreSSIve actIOns Could a way be found to balance the SOCIal concerns of employees and 
management With the harsh realItIes of the company's economICS? How would the shareholders 
react to this SItuatIOn? Mezda asked eXIstmg board members and representatives of the new owners 
to attend a meetmg to dISCUSS the upcommg general meetmg of shareholders HIS objective was to 
create an atmosphere of frank. exchanges between the new owners and the eXistIng management and 
employees that would help create consensus rather than accentuate dIssent He set out to structure a 
prehmmary agenda for the general meetIng and make hIs recommendatIons Medza beheved that 
because of long work In the Pohsh government on SFM, hIs oplmon would carry a good deal of 
weIght With both eXIstIng dIrectors and the new owners 
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Group Role Play 

InstructIOns for the PartIcIpants In Mr Medza's Team 

Mr Medza and hIS team are about to present theIr recommendatIOns to the representatIves 
of the maIn shareholders on a strategy for managIng the first General MeetIng of Shareholders Mr 
Medza and hIs team represent the two largest Investors In SFM, WISLA and NARTA Both groups 
Wish to protect therr Investments and enhance the value of SFM GIven the company's current poor 
perfonnance, these Investors endorse a SWift and aggressIve restructunng plan ThIs team's 
recommendatIOns should address the follOWing Issues a) dIscussIOn of the company's fInanCIal 
SItuatIOn, b) the role of workers and management, c) the makeup of the management and 
supervISOry boards, d) commumcatIOns between the boards and shareholders There may be other 
Issues, so thIs team should feel free to Identlfy these as well 

RecommendatIOns on each Issue must be well substantiated Mr Medza knows that the 
dIrectors are by no means a homogenous group, and many of the recommendatIOns he has may be 
qUIte acceptable to some and totally unacceptable to others He and hIS staff must be able to 
antICIpate how each group of dIrectors, from those representIng the IFC, to those representIng 
management and those representIng the workers, IS hkely to react to the proposed strategy 

Though the laws m Poland are dIfferent from those m your country, the pnnciples and 
Issues ansIng In these first meetmgs are very SImIlar Thmk carefully about how to apply what has 
been dIscussed In the course thIS far 

The role play dISCUSSIOn Will Involve teams representIng company management (Pawlak), 
the employees, domestIc Investors WISLA and NARTA CMezda) and the InternatIOnal 
Fmance CorporatIon (lFC) who represents vanous foreIgn mvestors Mr Mezda Will host 
the meetIng The goal of the meetIng IS to bnng together the mam shareholders to dISCUSS 
the upcomIng General MeetIng 
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InstructlOns for the PartIcIpants In Mr Pawlak's Team 

Mr Pawlak, managmg dIrector of -SFM IS detennmed to keep tIght control over the 
Shareholders' Assembly He IS convmced that he alone IS best sUlted to take the company out of the 
present cnsls sItuatIon OutsIders do not understand the needs of the company or ItS employees lIke 
he does He IS skeptical of Medza's recommendatlOns Medza IS a bureaucrat, and has relatively 
lIttle expenence managmg company operatIOns He does not understand the furnIture mdustry hke 
he does He does not know the company supplIers lIke Pawlak does 

Mr Pawlak has assembled a team of loyal supporters to help rum develop rus own strategy 
for controllIng shareholders and conductmg the meetIng m a manner that WIll ensure that hIS 
OpInIOnS are given the weIght they deserve In partIcular, hIS team WIll develop recommendatIOns 
on how to address the followmg Issues a) dISCUSSIon of the company's finanCIal SItuatIOn, b) the 
role of workers and management, c) the makeup of the supervISOry and management boards, d) 
commUnIcatIons between the Boards and Shareholders There may be other Issues, so thIS team 
should feel free to Identify these as well 

RecommendatIOns on each Issue must be well substantIated Mr Pawlak knows that the 
dIrectors are by no means a homogenous group, and many of the recommendatIons he has may be 
qUlte acceptable to some and totally unacceptable to others He and hIs staff must be able to 
antICIpate how each group of dIrectors, from those representIng the IFC, to those representIng 
WISLA and NARTA, and those representmg the workers, IS likely to react to the proposed strategy 

Though the laws In Poland are dIfferent from those In your country, the pnncipies and 
Issues ansmg m these first meetings are very SImIlar ThInk carefully about how to apply what has 
been dIscussed m the course thIS far 

The role play dIScussIon wIll mvolve teams representmg company management (Pawlak), 
the employees, domestIC mvestors WISLA and NARTA (Mezda) and the InternatlOnal 
Fmance CorporatlOn QFC) who represents vanous foreIgn mvestors Mr Mezda WIll host 
the meetmg The goal of the meetmg IS to bnng together the mam shareholders to dISCUSS 
the upcomIng General Meetmg 

2 



I 
I 
I 
I 
I 
t 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

, 
~ , 

-. 

InstructIOns for the PartIcIpants on the Employees Team 

Employees had retaIned a 16 -percent share m the company The workers are conc~rned 
about theIr Job secunty under present management Though Mr Pawlak and hIS team seem to be 
genumely mterested m preservmg Jobs, several of the Employees belIeve that thiS management 
lacks the expertise to enable the company to survIve ill a new market dnven economy Many of the 
younger workers are leavmg for better paymg Jobs m newly establIshed companIes ill the regIOn" 
some are talkmg about relocatmg abroad Many belIeve that Mr ShwockI, a long-tIme sernor 
manager at SFM IS far more quahfied than Me Pawlak He IS much younger, and more famihar 
With new econOmIC terms Also, he enJoys the trust of many leaders m the umon 

Workers are also concerned about what the new foreIgn owners may do, as they now 
control 24 percent of the shares They have heard that they the new foreIgn shareholders Wish to 
close several of SFM's plant, the company's recreatIOn and housmg facIlIties and are planmng to 
fire several hundred workers But to do thIS, the new foreIgn shareholders need to get control of the 
Board 

In sum many employees beheve they are caught m a dIfficult CIrcumstance They are 
unable to trust eXIsting management to save the company--and unable to trust new owners With the 
mterest of the workers 

Employees have assembled a team to develop theIr own strategy for controllmg 
shareholders and conductmg the meetmg m a manner that Will ensure that theIr mterests are served 
In partIcular, the team Will develop recommendatIOns on how to address the followmg Issues a) 

dISCUSSIOn of the company's finanCIal SItuatIon, b) the role of workers and management, c) the 
makeup of the supervISOry and management boards, d) commumcatIOns between the Boards and 
Shareholders There may be other Issues, so thIS team should feel free to IdentIfy these as well 

RecommendatIOns on each Issue must be well substantIated Employees know that the 
dIrectors are by no means a homogenous group, and many of the recommendatIOns they have may 
be qUIte acceptable to some and totally unacceptable to others They must be able to antICIpate how 
each group of dIrectors, from those representmg the IFC, to those representmg management and 
those representmg WISLA and NARTA, IS lIkely to react to the proposed strategy 

Though the laws m Poland are dIfferent from those m your country, the pnncipies and 
Issues arlsmg In these first meetmgs are very SimIlar Thmk carefully about how to apply what has 
been discussed m the course thIS far 
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The role play dIScussIon Will Involve teams representIng company management (Pawlak), 
the employees, domestIC mvestors WISLA and NARTA CMezda) and the InternatlOnal 
Fmance Corporation (IFC) who represents vanous foreIgn mvestors Mr Mezda Will host 
the meetmg The goal of the meetmg3s to bnng together the mam shareholders to dISCUSS 
the upcomIng General Meetmg 
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Instructions for the PartIcIpants In the IFC's Team 

The IFC IS a very prestIglOus mternatlOnal orgaruzatton Its hIghly traIned team of experts 
make mvestments around the world The IFe IS well acquamted WIth SFM The IFe team IS 
detennmed to enhance the value of theIr mvestment by Implementmg an aggressIve restructunng 
plan and mfusmg the company WIth new management Ideas and new managenal resources and 
expertIse They approach the meetmg WIth the mtentIOn of replacmg as qUickly as possIble Mr 
Pawlak and hIs staff They VIew the current dIrector as meffecttve and unaware of the new 
economIC envIronment m whIch SFM must now operate 

The IFC Team has been able to gam the support of many of the new shareholders and plan 
to approach the meetmg WIth theIr own set of recommendatIOns on the follOWIng Issues a) 
dISCUSSIOn of the company's finanCIal SItuation, b) the role of workers and management, c) the 
makeup of the supervISOry and management boards, d) communIcatIOns between the Boards and 
Shareholders There may be other Issues, so thIs team should feel free to Identify these as well 

RecommendatIons on each Issue must be well substantIated The IFC knows that the 
dIrectors are by no means a homogenous group, and many of the recommendatIons he has may be 
qUite acceptable to some and totally unacceptable to others The IFC representatIves must be able 
to antICIpate how each group of dIrectors, from those representmg WISLA and NARTA, to those 
representmg management and those representmg the workers, IS lIkely to react to the proposed 
strategy 

Though the laws m Poland are dIfferent from those m your country, the pnnclples and 
Issues ansmg In these first meetmgs are very SImIlar ThInk carefully about how to apply what has 
been dIscussed m the course thIs far 

The role play dISCUSSIon WIll mvolve teams representmg company management (Pawlak), 
the employees, domestIC mvestors WISLA and NARTA CMezda) and the InternatIOnal 
Fmance Corporatton (IFC) who represents vanous foreIgn mvestors Mr Mezda WIll host 
the meetmg The goal of the meetmg IS to bnng together the mam shareholders to dISCUSS 
the upcommg General Meetmg 
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Notice of Record Date 

for 
BeE, Inc 

Publtshed m 
New YorJ... nmes 

February 23, 1995 

Notice of Record Date 
Th Annual Me...U!l1: or the sr.uebolck~ 0' 
BCE Iae. ... 111 be bc:.ld .t the Jcpenll Thc:ztre, 
U Kin, Squirt South, SIIDI JObD New 
BllIn.~c1:, 00 Wcdne.<eI.oy }hy 3 1995 .1 
10".30 & CI (loal tune). 

S!:.ucboldc. .. C"glS'.ertd It the close ofbl:Sll!el:S 
aD March 15 1995 will be C:luJ~ 10 recelV. 

IlOUer: or lh<:: mc:::::U;ig. 

TrlE NOTICE OF MEETING A"'D 
V.ANAGW£.\TPROXYCIRCUL\lt WIU. 
BE MAILED TO TIm SHAREHOLDERS 
ONORABOur~CH1~1995 

By order DC the Bolrd of Ds=too.. 

1=f J FndD1l1l. 
Sailor VICe Pres:ldenl, l..Iw aDd 
CoI]'OI'1IIc Setnllty 

Moatr61, 1MOtUI)' 2..~ 1995 

BCEIcc. 

BEST AVAILABLE copy 
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2x. 'jl"'L ~ ~'" I\J.... ''-<-- \. r: .. !ir<'>~ L-r--/'U:' .. - _ 1-....... 1" ..L....L-..z:. 'I.. 'l.l.J 

-\ \tEllfC-\" E\PRESS CO\iP-\"-. r 
-\ \tERIC~~ E\PRESS TO\\ER 
\\ ORLO FI".4.. '<CIJ.L CE~TER 

~. 'E'\-) ORh, 'EW YORK 10235 

!) , - ~ ~ ~.c -.ttl ~ _t , 

'O~E. OF -\Nl\U-\'L MEETING OF SH-\.R.EHOLDERS 
To Be Held Apnl 26, 1993 

l\IOT1CE IS HEREa Y Gf'v E.\( that the Annual Meeting of Sh:u-:noloe"S of Amcnean Exoress Comoanv 
~ ~ew York coroO'":luon will be held at the Op-..noons Centc:r of -\m:ncan Express Travel Relaled Se"'Vlces 
Comoany Inc 6500 AIrport Par1.v.a\ Gre::nsooro NOl1h Czrohna 27Q5 (sec dlrectlons on bad. co\e·1 
on Mond:!v -\001 26 1993 at 1000 A M local lime for Ihe 101l0Wlng purposes 

To ::':::. c!t-:::to-s 

2 To raUlv (h: s::lectlon bv the Como3nv s Board 01 D,·::.o~ of Ellst 8... Yo_,~ I'':::=:.C::, 
:!.I. .. CIlOrs 10 JLait the accounts of [he Corrp:m\ and I'S subsld :!.n::s lor 1993 

3 To cO,Slder and vote upon an amendnent to t'le COrPoarv s 1989 Long Tcra Incc- :?:n 
autnonz.ll"g a;1 addillonal 23 5 mlliton common shares for ISSU':!"-:::: tl'::r::under 

~ To consIder :md vote upon Inc 3doptlon of a S[o:::l.. option plan to pc&nlt gr-ms 01 a t..,ltd 
numocr of sLock op 10'S to non employe: dlfCCtOrs and 

5 6 and 7 To consloer and vote uoon three sh:!ceholder proPOS3\S rcl3ung [0 C_~UI:!I"'C 

VOItng pohuczl co.tnbuttons and the CERES POI"CIP\::S -:spccuvcly each of v.hlch the Board of 
Dlrecto~ oppos::s 

To transact such othcr bus mess as may propccl)· come befor:: th::: me:tlng or any adjournment thereoi 

Man:h 18 1993 

By Order of th: Board of Dlrccto"'S 

STEPHE..!'-l P NOR\iA,.t.l 
S~crr:lan 

Whether or not you mlend to be prescot at the meettng, please mark, sign and date the enclos.ed 
prox) and return It m the endosed prep::ud envelope ~ 

, 
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-\ \(ERIC-\. ~ E\PRESS CO\fP-\" \ 
-\ \1ERIC-\.N E\PRESS TOWER 
WORLD FI'-: -\. \CI -\L CE\ TER 

,\EW yORK !\E\y 'lORK 10235 

PRO\ Y ST.\TEME"'T 

Ma'::n 13 1993 

Vote b\ Pro'tv 

This proxy S[:l[ementIS fuml~hed In conneC\lon wllh [he sohcllauon of proxu:s 0" the Soard 01 Dlr::[C~ 
of the CompJny for the A.nnu:l1 "1cellng of ShJfeholdcrs to be held on Monday ~pnl ~6 1993 :!'1C ~r 
;!dJoummcnt thereof A. copy of the nOllc: ot the meCtlng IS a[Uched Tms proxy S :ne"llent :lOd tnc :!ccom 
panvln,g fonn of p.oxY:lre lirs! being m:lsl::d [0 :.n.1rcnolders on or about .... 1arch 13 190 3 

'\ ou .!rc cordlJllv 1'\ lied to .J (erd the nC:lIng OU[ wrc[hcr or ra[ vou expec[ [0 J tc,d In !:'Cooso, \0. 

J'e urged to ffiJr!.. SIgn 2nd C:!te the e'1::\osd prow :lnd rC'Lm It In [he e~closed pr::o~ld en .. e ope S-~r::,o't 
e~ C"J\C t~: nght 10 revo"e In::lr proxlc) .J[ _'IV un: o'lor to tne tlr: !ncar sh:u-cs :!':: :!:: JJl!\ \CICC If:! 
SlJre'lolc::' :!t1cncs the meeting :l.nd destr:s 10 .. ate 1'1 pc~on OIS or ncr proxy v.1I1 not be u)cd 

The ::~closcd pron Irel::lIC!> on l~ bee the nLnocr of com nor srJrcs reglster:d In t'l:: nJrle of :::1::~ 

sC"J"'t:nolccr 01 rccora on l\!Jr::h ~ 190 3 11dudtng shres th:l! ITJ\ '":!ve :l.::cunuIJ.::o tl'rougn _ .... or:! :: 

re lveSI,::nt of dlvld::nes In the CompJn; :. Sbreholc::- ) S[od. PI. ::-:lse Pbn 

Pre, ::5 fUfl'lsned to enplo\ ees mCICJI: the rumba of snares C~ cd to theIr InCertl\ e 5J"lrgs ~ :!, :!- j 

cmplo\::: SIOC\" ov.nershlO plln .Jccounb ",ccordmgl} proxies relu-:::d by em?lo\e::s \1,no pn'cID:!t: n 

such pl~ns v. III be consld:r:d to be \ o!ln~ Il~truCtlOns to lr: rc:.,~c,.\:: plan truSteeS v.tth r::s~ct to S-1::5 

cr.:dlld 0 sucn :lccounts 

Confidenllal voting 

-\.s :I rr:mer of Comp:lny pr .I.etice the proxies o:dlolS and VOting tabulations rel:ltIng (0 Ii CI\ IC_~ 

shJrenoloer:s arc ke:pt pn\ate by (he: Comp:m\ Such documents are a\ Jllablc for eXlffilr:1lI0n onl\ b t-: 

lnsoecll:lr:s of Election :lnd ccnllO empIOve::~ of the Company s sndep::ndent tabulating age'1! cnpg:d n 
proce:sslOg proxy cards and tabulating vote!. The: vote of any sndl' tdual shan:holder IS not OI!a::iOS:::l 

to ffiznagcmenLCxcepl:lS may be neces~Jry 10 mccllcg:lI requirements However all comments OIreCICO 0 

m:l.n:lgement from shmholder:s whether wnnen on (he proxy cud or elsewhere .... III be fo(V..!rcd 
(0 management 

-. 
Genc""al 

LOIess contrary instructions <Ire Indlc:ltcd on the proxy all shar::s re::>rcsented bv \ ahd proxlcs r:::: \:::! 
pUr:sUlnt to tOlS sollcllauon (and not revoked before tnc:y uc voted) will be voted as follows 

FOR the eleclton of all nommees for director named hereto 

FOR ratlficztlon of the selection of Ernst &. Young 2.S tndqendent auditors for 10 93 

FOR the am::ndm::nt to the Complny s 1989 Long Term Incentive Plan au[honzlng addhlOrJI 

shares for Issuanc:: 

FOR the .Jdopuon of the 1993 Dlreclo~ Stock Option P13n 

A.CAINST the shareholder oroDOsal -datln!! to cumulative \otln~ 

- -



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

_0,*55* eN "MM"ME'lVSBf1'FrN eFiNwPWiW'ifli rn='" @ '*t 
\ 

) 

-. 

lIST AVAILABLE COpy 

rc:: \: _ JnnuJI tc '::In:r 01 5:: )00 lor )C'"' IO~ 01 Inc -\udu CIJr nil::: Vr B Ie :5 £-:d .:!- -. 

SLSH BO.lrd 01 --:'ors Jnd lIS commrlle:s on Fl.!: I._r :::: Ie:;:. Tn: 300\e r:: ~I~:~ =-~--:: __ 
_r: cr:s:t'lh e",pc:l::o 10 .. 11U: {or loc3 (l.C::)( :lJI ~Ir FI.. - aud \/'0 has (o'1l1rr..J:: '0 SC-': _~ :l': _ - _ 

---:!nd.lS l memo::r 01 I'JC FlrJnc: nh :: o. SLBY "'111 nOI rcc: ~e :!:;V"t)1 Ihe des:-I;)::: -c :: -cos ~ ::::\ 
for suc, se"Vlc: ~ 

In :rddllion Mcssrs Cu"e- FJrlJud Jnd Pem~_ ~:"'I()I: 10 o:nIClpJI" II' Ihe SU~r?.: -c--::- :l--

forl-.on E-nOlo\ceDlrcclorsandth::SLBY - _--:dCo-,::>:~:>1:!110r'01 C--PIO\::: D -::::' s --
:lr: Similar 10 .n:: Co-'pJn) s plan 

;-'l:ssrs Dun::Jr J" :lOon: scne as directors 0' -\r:-ICJn E:::tJ-ess BanI.. ua .:I EB ) (:- v.nl-- :~:

receives :m:ln • r: :!In::- of 520000 :10'::: fees 01 5 I 0:;0 fo- :11,'1':::.:IO:C J, each oOJrd m?:r.,;:.. \ Ir D_ - _-- ---cs :In :rnrl..zl re :lIn::- of 55 0)) zs Cr:lIrrJ1 01 the A.udlt Commlll::: :l'ld 5i50 10 :: :no,,::_:_ 

ELECTIO~ Of DIRECTORS 

... n entire B04-'::: 01 Dlreclors conslslI'"g 01 I) r::--~::", ~ a DC ::1::: C'::::!I 1': • .:: - _ C -L _ ... 
un'l' il: nexI rornl.._( ;"keun:! of ShJr:hO'C;:-s In ,n: c:!se 01 .! \~::;:ncv the So:!~d cl 0 -~:::-- ~_ 

re:onmC'103tIC'1 01 I"':: CO.,pcrs:llron E:-::'II~ Jnd ;"\o'mrJlIrg CcmOlr tee r:l\ C ::t ~-,) -:: ':1::::: _ 
~ rcnl::c::mcnt 0- mJ\ l:.l\e In: ":lC:lnCY L1lill::d Dcc ~ ors rep-drOlg lil: c1~c rO'l 01 n~ ~ .: ::: ~-~ .:_- -_ 

Ire \::Jr norm.lllv :Ire o.!\ed upor )ucn CO~'ICC-:: 10"1$ :l\ ,hc s :: 01 thc Boa-d :!nd In: 0::::: "\:
p:~?=C<lVCl> or 10 rcpl_C:: the pamcuiJr sl·l/s or ::~o:rlc,::e 01 ',I-r-:r Olrecto-S 

DUring 1902 Ihe BOJr:i of Dlr:::tors re' I:! .I-n::~ :!nd CJCt.. ,)f tr: cur.t:m Crrec[Q-s J _ -:::::""', - - -
;5 p:rce1C of Ihe I'l":C'IOP O/Ihe BOJrd :Jr~ of tt--:: Bo:! ;! co-nn tc:s 01 \~nIC~ l"Ie car::rc- -c- ~- ~
f\.oveMoer :lnd Deceno:r 1992 \ir Jorc:!'1 IOO~ .1 le:!\ c of ab,C1::e frOM hiS dUlles ::s ::': • - ) v 

Con:;::nv 10 '\::(\:: .1 .. Cr Jli .. :!n oi .he Ch~,on :lCMIOts.r.!1I0n s (-:lnSltl01 tCJm 

Lnl::s~ 2u[Oon'V 10 ~Olc IS "'Hhheld .l'<c p!rsons o;~Clficd In 11:: ::1dcsc:d orox\ 1".::-.: " 
rollov.lOg nomln:::s .tll of \~ro'll h:l\e co"'s::nled 10 being n:!rred 10 1"1'5 pro~v s.:!I::rc'l J"'':: ~ 
cI:ct:d -\hhou~h r..2lt-~CM:'( lnow<;. 01 ro reason wnY!l." nomine: \\ould b: un:lbh: 10 ~e- c -~~ .. r-
deslgl'aled .1..\ pro;;lC\ r::<;cnc lull dlscrellor 10 vOle for :lnotner p="on In Ihe even. :ln~ nor .... c:: - ~ .. '\ .. __ IW 

Sen e 

Tnc fol!owl,g InlorMJIIOn 1\ provld::d Il.un re\OeL( 10 Ihe: nOlnlr:::s lor d,rcclor,hlo<; I JlrC :. _ \.Ir... -: 

mdlca[es pnnclp:lI OCCLp:1l10n 

ANNE L ARMSTRONG Director Since (98J -. 
Cllomnan of lit( Board uf TrurruI C~tU(r jor Srrat((r aI/CI :lItallll /011a/Swdu:s (9~ i .0 :;r!_:: - C-_ 
m:m PreSident 5 Foreign Intellrg::1c:: AdVlso(\ BO:lrd 198 I 10 100:> United St.1'e:. Amb::_s::'::-- 0 G ~
Bnlam aod Nonh::M Irerznd 197610 (977 DIrector GC1cra( ~totors Co-po-:ruon PJ'lto ... -c- C. --::;:!
BOIse C~c;Jde CorporJllon .1nd Glaxo Holdrop Pic M::mbcr BOJrd of R~g~nlS Srr Ilhsor.r - ~ .I 1"'-

j. 

, AM G BOWE.t-.: Dlr:;ctor Sln:= 1988 .: -:: ...-

Pr~Ild(1If Till: I" W Mdlon Foullda 1011 a no[-fo profil corpor.lUon cnga~ __ n',,?~:-\ h! 

10 prCSe~C Pre:'ldcnt Pr.ncel rVersuv IIf;:! 10 19~5 Dlredor hl::rc:L.-Jn~'ld RC:HLr !> [) ;-':~I ~, -
Clatlon Inc. Memoer Board of T ruSle: 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

- , 

• 

, 

~t~rAVA~ABLEcopr 

e e,sa q::z 

'11-: C\L1! .I '-J enoll./.:: 'PLCliic~ :lulll::-:1! ~nol=:: u- Ihc proX\ 'i,s O)r hc _r .. :, \Ill be \c ::::1 In 
- .:~n~c. \\ uh Ihe 'r:~liic.l\loo ~o IT"ldc 

Tr:: (onp~n\ ~ -.nnuJI R ... por. 10 ShJf::holo~ ~ \\ nlei eClnt:IlO~ .- -JO: .. I )IJIo .. 7l_n ,III Ih_ ~Jr C1C:::I 
i)_:::-o:: 31 10 92 Jc.:umpanles Ihls proxy ~tJle71enl ." coPy of (he Camp:!n\ S -\nnu:l1 Report 10 Ihc 
S~cunlles :md E)..change CommtSslon on form 10 h. nc!usll.e of certain el.h,blls m.l\ be oblarncd 

"Ilhout ch:Jrge b\ ~ n~lng to Stcphen P 'corm:ln Secre(:Jn -\mencan E"'press (omp:Jn\ -\menc:!n 
E"prcss To\\cr \\ orld fin:!ncl:J1 Center "C\\ Yor~ 'C\\ \ orl... 10~g5 5170 

COS! of Pro).. v SOIlCIl3(IOn 

The- COSI of sollcillng proxle~ wllllx: born:: bv Inc: Coroanv Pro'(l!:s mJV be ~oItCllc:d on b::"l~1I 01 Ire 
(omoJnv bv dlrC:C!Ors offic:~ or employees of Ihe ComOJn\ 10 pe~on or bv tdcoron.: i:lC"lmllC I~-Sn S 
~tOr or IclcgrJm Tne Company h:ls cog~gcd the firm 01 Morrow 8.. Co 10 asSISt the Com!):!n n the 
ol~,ilbulton lnd 'OhCll2ltOn of proxies The ConoJ'lv ,,:!S :Jgre:d (0 OlV Morrow l.. Co l ic:: 01 S I ~ :l00 plus 

L \rnses (or lIS serllees 

";'"'1:: COl lpC!O\ \qJl .lISO r::lrlbur~e :>-o!..er~~:: 1-0 l..:S 2nd 0 ,er c .. slOdlJrs nornrnc:~ .IrJ Ildue .I ::~ lor 
". r c: 'l;D::r~c!> In Jeeo-d.JOce ..... Ih Inc rcg,-blto-) 01 It-c: Sc:::un le5 .I-C E \e-Jn~t: Com71 .. ~lOn ( SEC I ",: 

,_ \\ \ orl... SIO'::!.. El.eb"1~e Jnd vlncr C'l.c"~n~::s lor 5enolO; pro;;; ::s Jnd FO~V r':!tcml to Ihc bv'! ie .II 
0\ res 01 ::ommcn \t-.l C~ 

The Shares \ otlng 

Tnc on'\ \vllO; SCCl.nl1':~ of Ihe C01-pJn\ J ... eon'TIO'l ,-.l·C:. tl unre1 In~ -c \l ... re ..!~ I ~..!2 (l.!' ,,_ ~ .. 

\(lV)tJ1(.hn~ _5 of \tJrer:l 1993 c.lcn sh:ue bcl1g enutlce! Ie one VOIL To th:: I..nO\~ It.c.!;t: oi Ir:lI':!f:-.r 
ro::.";: sen bc:nciie JII o\\n~ mo-c (hJ1 (j\C p:,e::nl of Ihe ou , lndlO~ \Ot n~ ,hJre) (ll Ihe CC-l!)Jn T-L 

C10~I'~ pncc of I:'C Cono:ln\ .. cC'mmon ~nJ,::~ or. r..larch 8 1993 _) rcponLd on tnc 1'- ... \\ ') on .. SIO .. \" 

I:\C-:l1ge Ct.>-n?O~IIC TrJ'l'Jc.lo'l~ T.lpc \l.J'\ S~6 75 per ~b :: 

\ ole ReqUired 

''Ie 15 nonllnee!> rcccl\ln; the :re.lIC\, nu..,o...r of VOl ... , l.l'1 b) lI'c htlld ... r' 0\ tit\. Ctmlp_n\ ,con'Tllln 

"n_·::s cnUlled to "OIC .II ("Ie mecung \\111 be Lt...cled dlrccwr, III (h:: Comp.lm 

Tne aliirm:lllve \\lle of the holders 01 " malonlv 01 :III oU("I.lndmg sh.lre!> Lnlllkd 10 \01:: I' n:::::".Ir. 
lor the adopl!on 01 Ihe :lmendmen( (0 (he ComDdnv s 1989 Long-Tenn Incentive PIJn .IntI lur (he JCeollOn 
(II Ihe 1993 Dlreclor' Srock Opuon Plan Tne "fllrmJllve VOle of :I m:lJofll\ 01 the V(\IC'\ C.lt;( :ll Ihe ..,c:: In:
I, n:::::~SJrv for (he· Jufiallon of 'he .. decllon of dudllOI'l> .Ind lor 'he :JduptlUn ul cJeh 01 Ihe shJ-::hold_' 
propos.tls -. 

i\1e(hod of Counting Votes 

8ch common shJfe IS entllled (0 one \OIe Votes will be counled Jnd .ccrulled bv the Insoc:: ors 01 

EleCllon who Jre el\lplt.>"C:L~ of Chemlc:!1 BJnl In ... Comp.lny " Independent TrJn!>l::r -\gent .InJ R:: )!r.l
Lnder SEC rulc~ bol.es and a deSignated bbnk SCJ~e arc prOVided on Ihe proxy c:Jrd for shJreholde~ \0 f1.lr 
II Ihev Wish Cllher \0 Jb~IJln on one or more of In: oroposals or to withhold aulhonry 10 \OIC for one or nor: 
nomlOceS for dIrector 1- 1--.0-" ;'l-e II .. h f>!c' '; ::r', ~ ... Hc-l.d""'-!.uc-h-.!b~lenHOn~rC'-flOI-€OOnled 10 (klcrmtn 

..:-; ,L.,e 1 G,.; ::.1" I" ,\rF\:~,IO; , 1\\\:1 t\:le .el!" :;,r c' c:.::tle·~ _rod the ::ppfe~c!l \Ir !h~ ,ftc:rCfiult:e c p,:~h 
I:!,o" c .- '';~1·-1I0~\ .~ c,-ndcrcd In de..enou·urg-.hc-llumbcrs.of-votes requlred-Io JIIJln.i rrJlon[\ 01 inC-

• ," r --" -g ·1-_r~r t- - )-n~-l1p~ ""ell rl:!c rropn,ah-.<'-am.:nd-{he-l9g9-too2-Tcrm~ncenltve-Plan.ar.,J aO"\j) -

,L._ 10 0:1) Dlreel"· S,,' OF[IO;:l PI r: B~dli~~ ?Lc~i ef .l=I.::re flrepa • .:b ;el:jtllr~ I'" dlliflllc!II'i! ' ' .-----
._ ,.,_.e -I' ... 11 "'1'( 'r I. n " ,I.. 'cor "n"rt.~--1.n...-. __ I. .. 

, 
-. 
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IJr~r AVAILABLE cafi, 

Th! ' ~ 

... :o.e*p'"!s;"',';;:;~f:~-f::..:J~~J--=-;:-.:.-...::~~-~·=-,----==~.-;?"?o,.,:l-.L.;.,:l..:.;;-:....;;; ... ;:;-:.>;>.l!~~~.:.:--§;?_."'r;;;:;;;..cc~c;;c;;.aa""· _.,...{:c....;:-;......;-~-;..;·~.....:·;.;-~- I::' - - :: .. ;,,",r ......... "';:- • 

.:.u:-. r .L. - ~- r -. - -0 r - .--'" - :1§ I;; '0"" vn~,'1ln 1c:rr...2 .. c..v.,""!-:>,.~,~'l) .1:'<_=::_-; 
..;::!.ou...c ,... - .. - ....... s--- ..... -? d-" o"'ojXls--L J". -';'- ;)~ Ie-d' u:l~ U, ~'>-,-rrc:-;~~!:~ ¥~_"'--:!-~:!) __ = 

Shareholders Entitled to \ ate 

Onh S'Jrc'lolders of record 31 Ihe c1os: 0/ busln:ss on \12 ~, S 1°9: Will b: endud 10 no :: of :-.1 
10 VOle :H the .... nnu:l1 \1cellng of ShJrciold:rs 

Security 0" ncrshlp of DIrectors 2nd E'\.ccutl\ c omcc:rs 

Tne folIo\~ 109 tabr: sets forth as of MUCH S 190 } 0::1': -.: ~I 0\\ n::rsnrp of common sh:n:s of 1-: 

COmp30'1. b~ c3ch curren! dlreclo r 2nd nomrne: lor CI ::: 0" ~d C\ 311cureN OI"CCIOrS :md c ,"ec..!lIve oifi.:::·s 
of .he CC""::3~\ ::IS::l group E :.::' ?os ~.:s::·,~I('\\----::_Chi)1 I": p!'SO'lS 2lid :grou~ilsl'!d C"!IOW r~s "0:: 

c,.--- - - .. ;:-- :; .. - ~----- _I :on -~:- :'':'J::- i;:- -t._ar"""E--'r.c1<"-~.u S-2r~:, or -C\.:-!~r ~!I 

r.c·- - --- -~ '":l _" - t-~ 0" ,-- cc ... mGI'"~~,,8~~~":X)r2'10!''-=X -I -- ~ 0 1 !::'::r !:. 
199-, --C- --- ';:'1- JJ_j:'O, - •• !.' ;::C!;~z- - ~s_~.:ano-('_'s'2rrJIng-<YnCTOon:.n~:soifDC 

~nd i\omanC"'"s 

'ulT'bcr o( 
."me I :an E\;)-= 

cunnon 
S"J'""$ c .. nr-d rll(~1 

I 5C{) "\ 'lne L - T.lStrong 
\\ tIlI~-n G 60...-.:::n I SOO 
~~~~~~------------------------------------------.:O~-----

Be\env Sills Grcenougn 
F Ross Johnson 
\'ernon E Jordan Jr 
nenry A KIssm,ger 
D-ew LcI.l,IS 
-\Ido Paoone 
Reg:- 5 P:nskc 
Frank P Popoff 
Joseph H Wllhams 
All cum:'lt Dlreclors and ExeculIvc Officers JS a ~roup 

(25 IOdlvlouJls) (6) (7) 

I ~ .. S 
520bO 

1000 
:5000 

Ie:! 560 
1500 
Q 000 
17:6 
2 ~oo-

15000 
36053 
(0000 
1000 

0-17 

'urbcr 0' 

\mcrae, Exprr..s 
connon sh:al"~ 
.. hlch n~' !Y 

~cQI.'r-d .. ([hi' 
oOc!~'SI_1 

) OC~ 

.:; 0",<) 

• - - - ~ ;:0(. j 

5 00Q 

I .:> .... .:l 

:- 9.:l.J 

'.:-~ ~S; 
I CC.:l 

• 9u -J 

.:; 00.., 

r"- -'-
: 9<.1\1 
1 0 ,:)0.) 

; (}.)u 

(I) The number of sh:ues. owned bv Mr Golub and 311 dl,eclori :lnu U:CUII office':, JS J f'oUC' - :. \ 
mduces 354 :!nd 26 045 shares held In theIr rcSp:CIIVC Inc:nll\ C SlVIO~S pbn and C'TIP \ e: "lad. 0"" r::-: - -
plan :lCCOUnlS :IS of d:1tcs r.:mgmg from Dcecmcx:r 31 1992 10 februirv 28 1993 

The numocr of common shares shown docs no! Include sh:lres _S 10 WOlcn Ihe nomtne:::. nJ"'C C :.= _ -.-
beneficI31 au. nershlo :IS lollowo; 4M <h~r .. ~ n "_"'" 1._ _ r Ur r 1. ., n I \. .t.. , , h~ ,t ~ -
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BbIneOIKKH H3 vaenoMnemur H IIOSepeIDiOCTIf KQMUaHHH Arnencan Express 

AMERICAN EXPRESS COMPANY 
AMERICAN EXPRESS TOWER 

• BCEMHPHbIH cl>HHAHCOBbIi'I UEIITP 
HhIO-HOPK, 10285 

YB~OMJIEHHE 0 IDKEfO)UIOM COEPAHHH AK.U;HOHEPOB 
26 anperur 1993 r. 

HaCTo.srWHM YBe.IIOMJUleM Bac, 'ITO eJKerOIDIoe co6paHHe aKIlHOHepOB KOMI"aHHH 
Amencan Express, HLIO-HOPKCXOH KopIIopamrn, COCTOHTC.sr B UeHTpe onepawrn Cn}')K6bl 
nyrelllecTBHH KOMIIaHHH no anpecy 27425, CeSepHa.sl Kapo1IHHa, rpHHc60po, AlI'port 
Parl,.\J,a} 6500 (CM HHCTp}'KIlHH Ha 06paTHOH CTopoHe) B nOHe,::te'ThHHK 26 anpe'lJl B 10 
traCOB YTpa no MeCTHOMY speMeHH nrur paCCMOTPeHRJI cnenYlOIllHX sonpOCOB 

1 Bbl6pan. JtHpeXTOpOB, 

2 On06pHTb pellleHHe CoseTa .!tHpeKTOpOB KOMIIaHHH 0 
npOBeneHHH ay.rtHTa ctreTOB KOMIIa.HHH H ee CPHJIHaJIOB 3a 1993 r He3aBHCHM:OH 
aynHTopcKOH KOMnaHHeH "EpHCT 3H.rt HHl"-, 

3 PaCCMOTPe7D H npOBeCTH rOnOCOBaHHe no nonpasxe K 

J!onroCpOtrHOMY nnaHY CTRMynHpOBaHHX .IIesrreJThHocrn KOMnamm 1989 r KOTOpag 
npe.nyc'<{aTpHBaeT nOnOnHHTenhHhrH B!.InyCK 23 5 MnH OOhlKHoBeHHbIX aKllHJi, 

4 PaccMorpen. H npoBeCTH rOnOCOBaHHe no npHWITHlO TInaHa 
onUHOHa aKIlHH, KOTOPhlh npenOCTaBJLl[eT HeKoTopoe OrpaHtitreHHoe 'IRe1IO onUHOHOB 
aKllHH nupeKTOpaM, He pa60TalOLUHM B KO>wUlaHHH, H 

5, 6 H 7 PaeeMorpen. H nposeCTH r01IoeOBaHHe no TPeM 
npen'lOIKeHHJlM aKllHOHepOB 0 KYMYrurrHSHOM r01IOCOBaHHH, n01IHTH1leCKHM B3HOeaM 
H npHHUHnaM CERES, npOTHB KOTOpDIX Co BeT JtHpeKTOpOB B03paIKaeT 

PaeeMOTpen. .IIpyrne BonpOCbI, KOTop!.Ie MOlYI' B03HJ1KHYTb .110 Haqana Co6pa.HH.sr IL1H 
B C1Iyqae ero nepeHoca 

18 MapTa 1993 r 

no nopyqeHHIO COBeTa JtHpexropoB 

CTHBEH n HOPMAH 
CexpeTapb 

He3aBRCHMO OT TOro, C06RpaeTeCL Bioi IIPRcyTCTBOBaTlo B8. coflpamm RJIB BeT, 
nOJKanyHCT~ 38nOnmrre, noJU~ H IIOCTaBbTe Jlary B npHlIaraeMOH JlosepeHHoCTH 
B OTnpaBbTe ee B IIPHJIaraeMOM :l:OBBePTC 

1 

BEST AVAILABLE copy 

... 
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PROXY-THE CHASE MANHATTAN CORPORATrON 
Common Slack 

Proxy Sollcrted by Board of Directors 
tor the Annuar Meeting of Siockholders-April 20, 1993 

Wilham J Armstrong and David C Cnkelalr and each of them with lull powerol subslltuhon are 
hereby aopomted proxIes to vote all shares (unless a lesser number IS specilled on the other sidel 
of Common Stock of The Chase Manhattan Corporation that the underSigned would be entitled to 
vote at the Annual Meellng of Stockholders olthe Corporation to be held at 1 Chase Manhattan 
Plaza New York New York on Apnl20 1993 at 230 PM and any adjournments thereof With all 
powers the underSigned would possess Ir personally present for the Elecllon of Directors on 
each of the other matters descnbed In the Proxy Statement and otherwise In thelf dlscrellon 

The Shares represented by Ihls proxy will be voted as dtrected by the stoel-holder Authority 
to vote such shares "FOR"lhe Election of Dlrecto~ (Ho 1) will be deemed granted by ttP.! :sIgned 
proxy unl~ withheld If no contrary direction 15 given. such ,hares will ~ voted FOR" the 
Approval of Audlto('lJ (No 2) and "AGAINST" the Sfcx:kholder Propo:sai:s (Ho!!.. 3-6) 

(Contmued and To 8e Signed and Dated on the Olher Side) 

Managem<:nl recommends I Tole FOR ~os 1 and 2 Common Sloe\; 

1 Eln on 01 0 .. CClO'$ Ry~n Fin.cI$leln Full... l<"'$ Ll:A.-r.ur ~nd WhoImo« 

(To wtlhhOld aUlhot11y 10 vel 10< 3It1 ~"ubr rom no 
"".le /tic NMC b-Io-r I 

,. 
R 

o 
X 
T 

J 

W,lhhOld 
t.UlhOt'l'Y 

Rc.nsal.. AIIn~1 EIC'alon 
of IJI D,teCtors 

RlIt '-CJJIGI' J.eSTIJH 

L 

A~~ ,,,,,I cl 
AuQIQ$ 

FC~ _..II/$T A8Sl..l~ 

Management recommends Z Tole AGAINST Nos :I-S 
, S 

T/lltd Worl4 Cumulallve Vonng 
lewis fOt O"CClo<S 

FOR ~HST #-!lSTAlH 

BEST AV4fLABLE copy 

6 
South J,Jnta 

fQhc:y 

fOIl ACAIIGT IJ!STAu! 

SIGNATURECS1 SHOULD W.E.E WrTH '1AMErsl SIi:lWlI AT ltFT 
SIGNIHG FOR ESTATES TRUSTS OR CORPORATIONS _TITLE C 
CAPACITY SHOULD 8£STATrO IF SHARES A<lE HELD .01'1, LY Evt~ 
t<llOER SHOULD SIGH 

,oc 
OATE.E _________ ----
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MAJORITY 
AND CUMULATIVE VOTING SYSTEMS 

Thc \\:1\ Hilt.' "Ill\ "C t.:!.,t h\ 'hK.lJ1rll~cr~ In "It. I. t.UIlIn "f l'"lt. !:l; .. -.::: (JI 

dl(cClUrS d("j'lcnl1~ tlO 1"1(' "~IC"l Sp<.C lIeJ 0\ 11l \. '(j'llIrJI<. d":lrlt. r 

MaJority Votmg 

Loder:l mn,.mrlll (·fJtrn~ nS/~111 ~_ A_' ,*1' It Ft:;r 

~c:lch .. tOc..l.JK/ldt. r m:l\ CJ..~t ooe HlIe lor C.J .. n ,n:lrc helt! In the t.ICt. IJO 

of each dlrcctor Thus If ntnt. d rcctoc:s 2ft' to be I.k<. (.J [he "'mc> O[ l SI"'1plc 
mllonn of [he: sh:tre:. \ oted O"'l\ elCCt :til mne dlrcc[()rs '0 dlrcCtOr~.,l be 
e1ec[ed b\ the hotde:r( <) 01 l mmOnl\ 01 ('"Ie slIJ (." 

Cumulative Voting 

Wi &1 • I? Z t::k 

.6* • A'~ ThIs s\stcm pro"des thl' elch sn:trc~olcler IS CI"' Ilted [0 
... ote:s e:qt.:tl to rhc nU"Ilbe:r of shlrcs held umcs [hc numbcr of dlrcctOrS [0 be 
electcd TOolS If nl'lC dl cc[ors :l1"C to be eleC[ed Ihe holdcr of 100 shue:s IS 
cn Irled co 900 \OICS T110se 900 \utcS Ml\ be dlstrlbute:d 2.non~ :lr' of tne: 
cmdld:l[cs m :111\ ~:I.\ tha[ slod.holder choosc) For e,\:1mp

'
c :zJI 900 \Ot(.~ 

could be C2Sl (or 1 single clndlC:He (.If the\ could be d <.nbutcd 300 CJch to 
t!lrcc cmdldltcS 

A. cumul:l[I\ C \ oung s\ ~[cm :L!lot\s [he holders of :I sufficIent" l:trge 
mmonn of the sh:lres to elect one Of more dlreCtOr~ "lUrmub ma\ be used a 
determme ho~ m:lm shues 01 Stoc\'" mU)1 be ~Oled [0 elect :111\ gl.cn nolmbcr 

of directors under cumubu ... e 'Ollng LeI 

Iv .. ::: The: number o( shues required to elect :l deSIred numoa of 

dIrectors 
N, ::: The rot:1I number of shues "'"Otcd 
D~ ::: The number of dlrecrors deSired 
D, ::: The tor:ll number o( directors to be clc:cted 

Then ccJcul:ltc: ' .. b\ usmg the (ollowmg formul:l 

, x D 
V =' ...... 1 liS -\r 1 ) 
, D, .... I 

For eX2mplc :tSSume th:lt \.1 Z Corpo'":luon ~ III clecr nt'le du-ec[ors :It Its 
:r.nnu:d stocJ...holders meeong. "!men thous:tnd sh2res 2fC expccted to be 

votcd A. group of scod.holdcrs opposed 10 mlrlgcmenr hopes to clcct three 

BEST AVAILABLE COpy 
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! 
ittwH! ql &%! es"en EQ;;aetCA05"flMjP Mt"i.), 

c..1 e(. ors b\ concC'1tntlng Its \OIC'S on ("·C'c one -.l c~ I..j I~ /l'lO\ srl'(.< \111 
(1(. Ol\C (0 eunlrollo elee thc.'c .'1(U I..ICc.C.)(~ ~II\C CJr '.::.s (oll!'\\~ 

Ill) I II II) " , . = - I 
I) - • 

~ -II 'lll. I 
= - I III 
:: ;!- O( I ~-J((.S 

Thl~ :1Ssumes ch:u m:zn:zgemenl cuntmls :zl' he re~J.Jnrng 6:! 999 shln .. :. lnu 
t'.o .... ld sprc:ld VOleS In :In OptlmJII:!...~h"lr I '1en: ..... c:'c lddlllonJ./ C:l"ll.hc.!.!lt" 

:lOd other mlOonllCS SCCkIO£: to dec GI·t.C (Irs [hi) g·ouo oosslbh clluhJ (..Ictl 

(hrec directors b\ \oung let'. er );l((.. .. [;In mdlc:aed Thc·c IS l c..crtlJn 
lrnount of guncsmmstllp m\ol\ed 10 pro\, fiShts 

'1ole Chll less thm one third or Inc sh:zrcs \oled (~IIg.h[h 0\ er '"10 
perccnt) werc required co cICCI one [hl'e! (35; pe'ccnt) 01 thc directors 
.... Ithough cumullhvc 'o(m~ rc:sul[s In rol.chh proportlon:u rcprcscntltlOn of 
opposJOg stoc\J1oldcr groups II IS no[ cucll\ proponlom.l .... Iso note thlC 
900 I shucs :lIC rcqUired [0 obt:un 0'1C: <'(.:l[ on the \1 Z boud .t,.n\ mlOorif\ 
posItion smaller thm t!!.J[ tS InCOeC(I\ e " 

Tne rcl:ZlJ\ C [Dents of cumul:lcl\ e \ c·sus mJlon" \olln!; :l!C dcb:lclblc 
The cumul:zuve sys[cm :r.ppe:Us (0 our dc,:>c-JlIC IOS.IOCts .lnd Implies gretcc 
equI" In the rcprcscnr:zuon of thc swdJ-oldcrs on tnc baud In some C:!..."C" 

mmon" rcprcscn l.lon m:r.\ be bene/icllJ b\ pro\ Idlng consldc:r:r.uon or dl\ er 

gcne ViewS Thcre IS howe\.er :zno..hc· side to thIS com In SO'llC C:tSCS 

mmo~m rcprcscnt:r.C1on ml res.Jh rn COn~(lnt blC~cru,g Jmong the dlrec.ors 
ImplLnng m:Ul:l.gc~lz1 efficlcnc\ 

On ncr b:ll:znce the question of n hrcn '\ otmg 5' stcm IS s .... pcflor :mpc:lIs 
(0 rel:lte to the n:zrurc of thc [rm S O?C":!tIO'lS 1f OOC":IdO"lS ue rcl:tu\ ch 
routme :r.nd 5tC':ZtegJC policies m2\ be dc:Jlbcr:hcd :r.t le'1gt!1 WlthOU. cnd:lJlger 
109 thc fu-m s \12bdl" cumul:llIvc \oung JPpc:r.rs :td\wugeous -, ; .m:q, .... h 
t'rJes:tJt;t'!Ijf$gk&SSM Z; fAA;"" 'PAA?1iR)SYPa&? B"5S*SE ,'M:& a< , QiiiW 

Iit:e;s On the other hmd m2!l\ fiIT"'s opc-lte 10 d\ n:tmlc high!' competl[t\ e 
mulets In which tedmologlc:ll 2nd m:zr!"e ch:znges occur frcquenth 2nd 
r:tpldh In such firms [Imlng of s!r:r.rcglc pohcles 2!ld 2CUOns such 2S de\ dop 
mem of n~ productS or effortS to ClDH:UZe on emergmg m:r.rJ..eung oppor 
[UnltlCS IS oCche essencc In such:l firm dl\ergene bcuons on the boud m:n 
eng:zge an blckcnng :thoU! s![':I[eglc :ZClIons whllc their m:ZJont) -controlled 
competitors ue :zctmg to sClze opportunIties At the C'(treme mlOorlty repre 
senutlon m:zy result an loss of opcr:trlonzI '\ l:zbdm or the firm.. 

.. (( tlus formul2 u used 10 detennlne Ihc nun tx.-r u( Jlrcetors tIut cm be electC'd b\ 'OIInS ~ P' en 
number o( stutes 2:nv /rat:rlcmDl numt>cr o( d.(cc"''' mu<! be dtOp~ Clc:uh one CV1nOI elect 2: 

pu- of 2: pc~n. 

BEST AVAILABLE COpy , 
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Anllual Sharcholders' T\flctJng PI cparahon and Fotlo\\ -Up 
. 

The fo~'loWtng lhccJ...hslIS d~slgned to serve for the public cornpany In 1tS preparation for an 
annual meetlllg 

• 

• 

• 

• 

• 

• 

• 

ActIons reQUiring shareholder approval (usually specIfied In the Charter of the Jomt
stOCY company) For example 

• Adopllon of changes 10 the Charter 

• ElectIon of dIrectors 

• ISSUing of stock 

• Mergers, dISsolutIOn, major acqUlsItlOns 

• Sale of a substantial part of corporate property, outside the ordmary course 
of the company's bUSIness 

• Increase 10 capltz.I stock 

Date for meetrng The date for the meetIng can be estabhshed by (rMItLOn or 
sp"'--cified 10 tne bylav..s AccordIng to RegulatIOn 601 an annual meetmg must be held 
WIthIn three months of the end of the year 

locatIon There IS no ImutatlOn on where to hold the annual meetIng Frequently, 
large foreIgn corporauons prefer to move theIr meetIng around the country In an 
attempt to encourage sharehoIder 1Ovolvement 

RegIOnal meetmg Some foreIgn comparues provIde for reglOnal meetmgs or bnefing 
seSSIons to meet shareholders who are unable to attend the regular MeetIng 

PhYSIcal faCIlitIes Many comparues rely on a company meetmg room or use parts of 
rbell" manufaclunng faclhues for the annual meeung You may also conslder renung 
a mOVIe theater or some avallable facllrty If you expect a lot of people 

ReservatIOns for corporate personnel If the meetmg 15 to be held not m the 
headquarters locatlon, room reservations must be made for corporate officers and for 
employees who wIll be mvolved When the meetmg IS be.mg held m the home CI~, 
reservatIOns should be made for ffi3.Jor out-of-town shareholders who are expected to 
attend and for corporate officers who wlll be. commg from other cllles 

TransportafJon If the meetmg LS not beIng held In the central locatIOn, transportatIOn should be arranged for shareholders 

Refreshments Many comparues provIde coffee and other refreshments for thell" shareholders 

BEST AVAILABLE COpy 

( 
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BEST AVAILABLE CO?r 

GirlS (or shareholders Some compames plOvlde a gift In Ihe (orm of a SOU\ c!nJr or 
a sample of one of Lhe.. compan) 's produclS.lO be given 10 Ihe shareholders atle..ndlllg 
Ihe meetmg ;; -

Plant tours Where the meeting IS held at a plant or In the same City as a major 
Corporate facIlity, a post-meetmg tour of the facility can be an excellent way to 
Improve shareholder relations 

Proxy The corporate secretary IS usually responsible for the preparatIOn of proxy 
matellal and planmng for Its distrIbutIOn 

Annual report Toe corporate secretary IS normally responsIble for planmng and 
dlslnbutJng the annual report 

Notice of meetmg The company should forward the notice of the meeung. Indicating 
the ttme, place and subject of a meeting to all registered shareholders WIth the nght 
to vote 

CheckJrst and tIme schedule A hst of vanous steps In the preparatIOn for the meeting 
IS sent to officers and dIrectors \l. ho Will be Involved In the meetIng prepa.ratlOns, as 
\Veil as to tne registrar 

Record date It IS essentJal to establIsh a date on which shareholders of record Will 
be fixed for pLrposes of recelvmg notIce and votJng at the shareholder meeting 
Us..rally the record date 15 set by the board of directors 

A2enda The agenda for the meetmg must be set In advance It must be reflected In 

the proxy statement and should be dIstnouted to the sharenolders at the meetIng The 
agenda IS usually prepared by the general dlrector and tlte board of directors, a'1d It 
IS based on a proposed agenda submitted by the corporate secretary or the legal 
department 

Inspectors of electIOn The mspectors of electlOn may be corporate employees, or 
arrangements may be made WIth a bank or other outsIde orgamzatIon for inspectors 
of electIon The UlSpectOrs take an oath to perform then dutIes ImpartIally 

RecordIng It 15 desIrable for a company to take IDlOuteS of the meetmg. a tape 
recordtng or a VIdeotape of the meetIng may be a helpful backup 

RegIstratIOn In some counlnes, comparues prOVIde shareholders WIth advance
admiSSIon passes to the meetlOg Many corporatIOns mstead only proVIde for 
shareholder reglstratJon at the meetIng. a reglstratJon lIst IS then made avru.lable for 
checkIng the status of any mdmduaI about whom there IS doubt Even in the case 
\It hen advance admISSIOn passes to the meetIng are sent out, a regIstratIon list should 
SllIi be made avaIlable at the meetmg for shareholde~ who amve Without passes 

Ballots Ballots should be prepared for use at the meetmg Most foreIgn comparues 
make a practIce of provldmg one ballot for all of the Issues bemg presented at the 
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meetmg AddItIonal ballots should be prepared In case a shan.holder plOposal arises 
at the 1ll1..t.llOg • ;;; 

Security It IS a good Idea to hIre some local securIty personnel However, there 
should not be an ImpreSSIon given that the meetIng IS an armed camp 

Shareholder QuestIons Possible shareholder questIon should be antIcipated bj 
ched.mg correspondence with shareholders and by findlOg out what questIons are 
heIng raIsed at other shareholders' meetings The legal department should be alerted 
to any shareholder proposals submItted prIor to the meeting, v. hether or not the 
proposals were conlamed m the proxy matenal sent to shareholders 

OUlitne or scnpt Either an outline or a detaIled SCrIpt should be prepared for the 
meeting, dependtng on the preference of the chairman of the meeung, who IS usuall) 
the chaIrman of the board of dIrectors or hIS deputy However, It IS Important that 
the agenda or SCrIpt mcIudes aU Items that must take place at the meeting It should 
be cleared well In advance With the legal department 

ResolutIons The language of Important resolutions snoJld be defi'1ed In advance of 
t]'e meetlOg and should be approved by those who are reqUired to approve them 

MIcrophone If the meetmg IS to be held In a room requmng a public address sysle'-" 
n.lcrophones must be provIded - for speakers on the podIUm as ..... ell as tor 
<;h?reholders addressmg questlOns or makmg comments from the floor 

Product dlsplavs Many foreIgn compames 10 consumer Industnes have found that the 
srareholders represent an excellent mar1.el for theIr products Even If the products are 
not consumer-orIented, It can be good shareholder relauons to set up a dIsplay 
shOWing the products or explammg detaIls of a new product It may be pOSSIble to use 
dIsplays that the sales or marletlng departments prepared for a trade show 

Emoloyees Many foreIgn comparues mVlte employees to theIr annual meetmg, whIle 
others restnct the mVltations to employees who are also shareholders ConSider 
paylOg shareholder-employees for the tIme spend at the annual meetmg 

Usher.. rn additIon to the secunty persormel referred to prevIously, ushers and other 
aSSlstanle for the shareholders should be prOVIded Often, local company personnel 
can bt.. used When the meetIng IS also mtended to acquaint shareholders With 
company products m the consumer area, It may be advantageous to have salesmen act 
as ushers In bnefing the ushers, It IS Important to emphaSIze the Importance of 
courtesy, both to shareholders and to any press representatIves present 

Press relatIons Press relatIOns IS usually the responSibIlIty of the pubhc relatIOns 
department, whIch will make the arrangements for press attendance 

Post-meeting report Many foreign comparues now send theIr shareholders a post
meet 109 annual report TIus report usually summanzes the general dIrector's report 
and gIves a samphng of questions raIsed at the meeung 

, 
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Agenda for ~nnual Shareholders' Mcehng ; 

Call 10 order by tlle chamnan 

Statement by corporate secretary as (0 

• Nol1ce of the meetmg or 

• Waiver of notice of the meetIng 

Presentation of the appropriate record as to notice or waiver 

Announcement by the chairman of the names and IdentitIes of the Inspectors of 
electlon, who thereupon take and sign an oath to faithfully execute the dutIes of theIr 
office at such meetmg 

Announcement by the chairman as to the avaIlabIlIty of the list of shareholders fo" 
InSpectIOn 

Request by the chairman that In order to dele'lmne the number of shares present 

• Shareholders present In person adVIse the InspectOrs of that fact and of the 
number of shares they own 

• AU proxies be submitted to the P1SpectOrs 

Report of the Inspectors of ilie number of shares enutled to vote present In person and 
by proxy and that such number collSt.!tutes a quorum 

Statement by the chaIrman iliat the meetmg IS lawfully and properly convened and 
competent to transact t{le busmess for wluch It was called. as stated In the notIce of 
the meetmg 

Chamnan'~ report 

• 

• 

• 

The nature of the report of the chauman wIll be detenmned by such factors 
as the sIze and attJtude of the persons present at the meetIng, whether a 
pnnted annual report was prevIously matled to the shareholders, etc 

At the conclUSIon of the report, the chamnan should 1J1Vlte quesUons from the 
floor concerrung corporate pollcles and operatIOns Such qUestIOns should be 
addressed to the perttnent officer. and a strong effort should be made to 
respond to faIr and proper questIons 

When the quesUorung IS concluded. It IS appropnated to move a ratIficatIOn 
resolutIon. eIther In general terms or In tenns- of 5p"'-clfic transactIOns, WIth 

respect to corporate POlICIes and operatIons 
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• 'lonunallOn of candldatts for dlrec(orshlp 

- • Election of directors 

o 

o 

o 

o 

• 

• 

Uncontested electIon The counting of ballots proceeds and the validity of 
proxies IS assumed except where they are obviously madequate 

Contested electIons A definitIve proxy count IS cntlcal In tIllS connectIOn, 
proxIes wIll be exammed as to adequacy of signature, tIme of executIon, 
subsequent revocatIOn, and executIon by other than the registered owner The 
Inspectors must make the poltcy detenmnatlOns and establish the parameters 
for the contest 

Announcement by the chalfman of the results of the election set forth In the 
InspectIon certIficate 

RemaInIng matters specified In the notIce, to be resolved by sImIlar ballotmg 
procedures 

DISCUSSIOn of new busmess matters, not speCIfies In the meellng police 

Adjournment 

.. 

( 


