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CORPORATE GOVERNANCE AND COMPETITIVENESS WORKSHOP
Armema, February 1999

Course Objectives

Over the past few years, hundreds of Armenian firms have been privatized and turned into
Jjoint-stock companies while at the same time dealing with an increasingly competitive
environment This PricewaterhouseCoopers workshop, funded by the United States Agency for
International Development under the USAID Capital Markets Development Project is intended
for directors of jont-stock compames, broker/dealers and government officials involved in the
development of joint-stock companies The goal of the workshop 1s to provide practical
imformation on setting up appropriate corporate government structures and procedures that
will allow a company to adapt to its changing environment and access financing Topics
covered include how to 1) set up effective Corporate Boards and Management structures, 2)
modfy the company charter to meet company needs, 3) orgamze annual general shareholder
meetings and 4) provide imformation to shareholders Since the success of firms depends on
strong corporate leadership, this workshop will also provide company directors with tools to
help in evaluating business strategy and restructuring plans and discuss how good corporate
governance practices can enhance a company's ability to access much needed caputal for
tnvestment

This practical course will use a muix of lectures and case studies Simultaneous translation will
be provided in Armenman

Length 2 days

Target Audience Executive Director and Company Board members of joint-stock
companies, government officials and Broker/Dealers

COURSE OUTLINE

MODULE 1 Corporate Governance in a changing environment

Objectives ~ Discuss the new environment surrounding the newly privatized firm and the
differing interests of various stakeholders Provide a brief overview of the need for
and benefit of good corporate governance

Topics
A The firm and its environment 1n market economy

(1) Competitive environment
(2) Regulatory environment
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B Stakeholders Conflicts and common interests

(1) Types of shareholders (Individuals, management, employees, state)
(2) Issues of control and protection of minonty shareholders
(3) Interest of other stakeholders (Potential mvestors, public)

W

C Role of Corporate Governance
(1) Basic principles of good corporate governance
(2) Advantages of good corporate governance
(3) Lithuaman regulations
Case study Motores
MODULE 2 Corporate structure and decision-making mechamisms
Objectives To discuss (1) the effectiveness of various corporate governance systems, (u) the
structure of Armenian corporate governance based on the joint-stock company law
and (i) enhancing board operations and decision-making
Topics

A Models of corporate governance

(1) Overview of German, US and other models
(2) Effectiveness of each model

B Armenian corporate governance structure
(1) Roles and responsibilities of boards and shareholders
(2) Joint-stock company law and other regulation
(3) Company charter theory and practice
(4) Duties of individual board members

C Effective board operations and deciston-making

(1) Use of commuttees
(2) Selection and compensation of board members

Case study Swarzedzkie Fabryki Mebly, Part A
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MODULE 3 Shareholder relations and communications

Objectives  To discuss (1) fundamental shareholder rights, (1) practical issues relating to the
preparation and holding of a general meeting,(w1) fairness and transparency of
voting procedures : -

Topics
A Ownership

(1) Recognition of ownership and shareholder registry
(2) Limatations on ownership

(2) Managing shareholder expectations

(3) Protection of mmonty shareholders

B General Meeting
(1) Purpose of the General Meeting
(2) Shareholder notification
(3) Logistics
(4) Agenda

C Voting mechanisms

(1) Voting procedures ensuring faimess and transparency
(2) Proxy process

(3) Cumulative voting

(4) Shareholder proposals

D Shareholder communication issues in Armenia

MODULE 4 Financial reporting and information systems
Objectives To discuss the various disclosure requirements on a public joint-stock company and
the development of efficient and cost-effective internal management information

systems to monitor performance

Topics

A Public disclosure

(1) Financial reports
(2) Annual reports
(3) Prospectus
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B Financial Reporting requirements in Armenia

C Financial statements
(1) Basic accounting principles
(2) Overview of standard financial statements
(3) Armenian vs International Accounting standards

D Management Information Systems

(1) Additional information required by management/boards for deciston making
(2) Development of an effective and efficient information system

MODULE 5 Business and Financing Policy

Objectives  Enhance participants' ability to (1) evaluate the strategic position and strengths and
weaknesses of the firm, (1) evaluate restructuring options and (w1) understand the
potential sources of capital

Topics

A Business strategy
(1) Competitive analysis
(2) Business plan development
(3) Restructuring and mvestment decisions
B Busness financing
(1) Financing options (domestic/foreign, debt/equity)
(2) Dividend policy
(3) Role of stock exchange

(4) Overview of Armenian capital markets

Case study Swarzedzkie Fabryki Mebli, Part B
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DAY 1

09 00-09 30
09 30-10 30
10 30-10 45
10 45-12 00
12 00-12 30
12 30-13 30
13 30-15 00
15 00-15 15
15 15-17 00

DAY 2

09 00-10 30
10 30-10 45
10 45-11 45
11 45-12 30
12 30-13 30
13 30-14 15
14 15-15 00
15 00-15 15
15 15-16 00
16 00-17 15
17 15-17 30
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Corporate Governance and Competitiveness - Armenia
Course Schedule, February 1999

w4

Introduction

Case study Motores

Break

Module 1 Corporate Governance in a Changing Environment

Case study Indrvidual reading SFM (A)

Lunch

Module 2 Corporate Governance Structure and Decision-making Mechanisms
Break

Case study Plenary session SFM (A)

Module 3 Shareholder Communications and Relations
Break

Module 4 Financial Reporting and Information Systems
Module 5 Busmess and Financing Policy

Lunch

Module 5 Continued

Case study Individual reading SFM (B)

Break

Case study Break-out groups SFM (B)

Case study Role play SFM (B)

Wrap-up
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Module 1 Corporate Governance in a Changing Environment
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- Corporate Governance and
Competitiveness

Agenda

Workshop for Armenian Directors

el

s Module 1 Corporate Governance 1n a Changing Environment

« Module 2 Corporate Structure and Decision Making
Mechamsms

» Module 3 Shareholder Relations and Communications
=« Module 4 Financial Reporting and Information Systems

= Module 5§ Business Strategy and Financing

Corporate Governance 1n a
Changing Environment

Module I Agenda

» The firm and 1ts environment 1n a market economy

- Competitive environment
- Regulatory environment
Module 1 » Stakeholders Conflicts and common interests
 Role of corporate govemnance
The Firm as an Entity The Firm's Environment

A firm 1s an independent legal person with rights and obligations

A firm 1s composed of
~ Managemeat
~ Employees
~ Intangible assets
~ Physical assets

A firm s value to shareholders denives from how well all assets are
employed to generate cash and profits

Sharcholders own the firm and are represented by the Board of Directors

Durectors are legally ble to all sharehold

Domestic

International
Environment Environmaent
Government Polices Captal Markets
Laws Regulations, Multinatonals

Donors

Industry Environment. Buyers
Supplers Competiors

B8 s *
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New Competitive Environment Capital Providers
- pd
'E!Z:tllig and Owners
Prod. f
potental Substtes na b cehonpe
Supplers l Leaders or directly}
/ -Ma:yM;m —| FIRM |+— 11 v:“m:“n:‘;:’md,
“Governmen F ancial Instiutions
The Firm
\ e 4 tVenmres
PGg[vemmenl / w Government
lices laws
$ \ Buyers
Capital
Providers
Types of Stakeholders Employee Shareholders
Includes shareholders who own the firm and other stakeholders who
are affected by actions of the firm = Prionties
- job security
Shareholders
- g’:,mfﬂ: - salary mcreases
- g[anagcmcnt
- Stat
- Su'a:chc Investors - socaal benefits
[nvestment Funds
« Other stakeholders - dwvidends
Communmity
P&mml mvestors - increased size and reputation of firm
z Buyers/Supphiers
Management Investment Funds & Outside Investors
 Priorities « Investment Funds

- Job security and remuneration

- increase reputation and size of firm

- new technology

- responsibility towards employees/community
~ financial performance of firm

- dividends

- Prorities
« Increase share value
«dividends (cash flow for operations)
« influence on the firm to make required changes

= Individual mvestors
- Priorities
«dividends
« Increase share value
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Government Strategic Investors
« Employment = Prionties
- strong influence or control of strategy
= Stability - long term perspective
» Increase market access
» Social benefits «+ to low-cost skilled labor
«ntegrate into worldwide operations
» Taxes - dividends
« Environmental 1ssues
Shareholder Objectives A Contmnuum of
Common Frustrations
Interests
= New environment
» Uncertainty of future
Short Long » Changing laws and regulations
Tem Social Share Long-lerm Term
Stlnes B e i Sl o » Lack of information to make decisions

» Lack of experience
- competitive market
- procedures of corporate governance

Common Goals

Achievement of Common Goals through

u Viable long term enterprise resulting in profits and
employment

« Increase in share value and dividends
» Access to outside capital and technology
» All shareholders are sources of additional capital for firm

» Reduction of corporate taxes

» Communication between shareholders and management
= Accountabihity of management

« Transparency of process

« Manage shareholder expectations

« Provide information

5%
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Corporate Governance - Why ?

Corporate Governance - What ?

A tool for achievement of common objectives

= Adoption of sound corporate governance practices helps ensure
efficient runming of an enterpnise and enhances value to
shareholders while protecting rights of all stakeholders

» Defines
-Reghts of sharcholders on the firm

-Relationship between shareholders and thewr represcntatives (Board
of Directors)

-Roles and responsibilities of Board members and management (as
Boards and mdividually)

S of the org

-R bility of the firm ds other stakehold

P

-Procedures and guidelmes

Principles of Good Corporate Governance

Advantage of Good Corporate Governance

» Transparency
w Disclosure

s Loyalty

s Accountabihity

« Legality

= Access to capital (debt and equity)

= Access to domestic and foreign investment

» Protects directors/managers from legal action
= Increases efficiency of decision making

s Increases pubhc faith and trust in reform

Different Approaches to Corporate

Dafferent Approaches to Corporate

participation  corporate decision making
Manag t ponsible to General Meeting
~Sharcholder nght to sue or scck redress

Governance Governance
= But all companies n a market y share basic cl 1she: s Globahzation of trade and capital are leading to convergence of
goverance practices
~General Mecting a2 mech for guar g sharehold -Increased disclosure

-Increased protection of mnority shareholder rights (voting
mechamisms)
-Increased transparency
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Corporate Governance Summary

The Armenian Corporate
Governance Model

(N3

« Corporate govemance 1s a process which enhances the
competitrveness of the firm while balancing the needs of
the shareholders with those of other stakeholders

» Shareholders
» Company Board
Executive Director and Administration
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Module 2 Corporate Governance Structures and Decision-Making
Mechanisms
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Decision-Making Mechanisms 1n
the Company

Module 2 Agenda

Module 2

= Corporate Governance structure
- Roles and responsibilities of shareholders and boardg
- US and German models
- The Armenian model
- Duties of individual Board members

« Effective board operations and decision-making

International Corporate Governance

Shareholders

Models An Overview Common International Standards
« Why? « Ultimate authonty 1 the firm
- Armenian laws and regulations are adapted from
these models = Economic 1nterest 1s realized through dividends and/or

- Adapt lessons learned from other systems to
Armeman reality

- Foreign investors expect Armeman firms to follow
internationally accepted corporate governance
principles

ncrease 1n share value

= Exercise authonty through voting at General Meeting
electing representatives to the Boards and voting on major
1ssues

Generally Accepted Shareholder Rights

Shareholders What they Should Not Do

Right to vote at shareholder mectings

Right to sell or transfer shares without approval or unreasonable
costs/procedures

Raght to dividends
Right to mformation concernmg, enterpnise
Rught to fair and equal treatment of shares of same class

Right to enforce loyalty and adherence to the company charter by
their representatives (directors and managers)

Liability hmted to mmtial investment

» Due to lack of information and knowledge 1t 1s
preferable that they do not get tnvolved in
« day to-day operations
+ specifics of long term business plans
» selection of management
« buying and selling of assets in normal course
of business

)Y
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Structure of Corporate Governance n
Market Economies
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Roles of Management and Directors

» A modem corporation requires that two very distinct
functions be fulfilled

Managing and Directing

Management

Directors

Approving fong-lerm strat gy
Approving linancing
Approving Major investments
Ensun g that management
15 operating wathin,

e drr clas [ (ncorporarion

Develop glo g term sirategy

Respoasible for Planming (nancial rey rements

Managr g {'rm operations ona
day-lo-day basis
Goal ot out by Genaral
Mocting of Shareholders
Legal framewort
Ensunng accuracy [the
fnanctal salements Ensun gaccuracy [the
laancual fat ments

- - e ——— - b - o
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Role of Directors/Managers

Determinants of Corporate Governance

« The role of Directors should be dynamic
~ As the environment changes and as the firm acts to change us
environment, corporate survival and growth will depend on the
extent to which the firm can use the special talents and skills
from management and s directars

= But the one unchanging and basic goal and function of
Directors/Managers 1s to Enhance Shareholder Value

Attitudes & Politics

Financial Organizations & Markets

|

Corporate Ownership Structure

General Comparison
US and European Models

«US » Europe
- One tier system - Mixoftiers
Wide dispersion of shareholder - [nterlocking directorates and
power encouraged by ant trust concentration of sharcholder

{egislation power

Management Use of Proxy Vote - Proxies used by large

for Control shareholders ta control voting,
Greater use of courts to test and blocks

Less litration and more
rehance on backroom
consensus

Employees have role in
governance

settle shareholder disputes

German Model - Lessons learned

a Pros
- Longer term outlook and investment planning
- Stability
- Strong information handling and decision making
systems

» Cons
- Discourages new 1deas and lunits entrepreneurial
leadership
- Slower adaptation to changing competitive environment
- Risks of conflict of nterest (banks as lenders and
representative of shareholders)

W
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U S Model - Lessons Learned

« Pros -
- Ease of exut, 1f shareholder unsatisfied with
performance
- Able to adapt quickly
- Threat of takeover has accelerated needed
restructuring

= Cons
- Durectors/Management tend to be short term
onented (influenced by stock market and short term
contracts with firm)
- Removal of management in under performuing firms
has been slow due to management dominated boards

US Board Structure - Qutside vs
Inside Directors

= Good corporate governance suggests that a majonity of Board
members should be independent outside directors so that
Board may objectively oversee performance of management

« Additional advantage of outside directors 1s to acquire
expertise and increase contacts

« Recent trend 1s moving towards a majority of outside
directors on the Board

« Recent debate on the independence of outside directors
For example the nomination of the firms consultants and
lawyers to the Boards

Checks and Balances on Management
Performance Role of Financial Markets

= Markets discount share value of poorly managed and poorly
performing compames
- Markets judge company performance together with industry
performance and overall economy

« Opportunity cost and risk
- Global competition and ease of capital flows discipline
efficient management
- Institutional and strategic investors have many more
options today

Armenian Corporate Leadership

» Three levels of oversight in joint stock company
= Shareholders General Meeting
» The Company Board / Chairman of the Company Board

= The Executive Body / Company Executive Director

Charter

Statutory Role of the Company Board

= Includes

- Defimtion of general scope of business activities

- Authority of and procedures for holding General
Meetings

- Board of directors and management board Number
of members definition of powers and decision
making mechanisms

- Pninciples of distribution of profits

- Procedure for modifymng captal stock

- Procedure for amending charter

« Ultimate authonty between shareholder meetings (within
powers specified in charter)

= Appoints and dismisses Executive Director
= Oversee activities of management

» Determines compensation of Senior Management
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Role of the Company Board

Company Board - Composition

« Provide advice to company management

» Ensure that company procedures comply with laws and
regulations

= Attempt to balance employee/social factors with interest
of shareholders

s Conduct General Meeting

= Not be mvolved in the day to day management

= Determuned by charter but mummum specified by
regulations and should be an odd number

= Individuals elected for a fixed term but can be replaced
at anytime by shareholders, at a General Meeting

Outside vs Inside Directors

Executive Director and Management -
Role

« 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

« Pimary executive body of the firm

» Conducts day to-day operations of the firm (within
guidelines set by the charter and the Company Board)

Management Role

Legal Responsibility of Directors

= Semor managers have cntical role 1n success of firm

- Manage day-to-day operations

- Execute decisions made by Company Board/General
Meeting

- Develop short and long term strategies

- Plan financial requirements and financial monitonng
systems

- Understand changing market environment

- Communicate and motivate employees

« Fiduciary role People in whom others place a special trust and
confidence and are therefore subject to duties of care and loyalty
Directors represent all shareholders

« Care Involves concern attention and dihigence that directors are
expected to exercise 1n discharging their duties  [n good faith
1n a manner one believes 1s in the best interest of the firm

» Loyalty Director's obligation to subordinate self interest to the
nterest of the firm when the two conflict

¥
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Board Operations

Board Operations Use of Commuttees

~ Ensure transparency
+ Minutes of the Board meetings available to
shareholders
« Clear voting procedures and disclosure
» Recruitment of truly independent Board members
- Increase efficiency of Board operations
+ Use of commuttees
- Momitor performance
« Set up appropriate information system
- Manage shareholder expectations

= Advantages of Commuttees
- Focus attention on areas critical to firm success

~ Harness expertise of individual directors to benefit of
company and management

- Help management monitor a rapidly changing
environment (early wamntng system)

- Help manage relations with external environment

Types of Commuttees

The Audit Commttee Contributions to
Corporate Performance

= Commuttees should specialize in specific cnitical areas
- Audit commuttee

- Executive (strategy) commuttee
~ Compensation committee

- Nomunating commuttee (nominating new board
members)

» Should do more than perfunctory consent to accounting
policies and procedures

= Should peniodically 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

Executive (Strategy) Committee

Nominating Committee

a Can help management by outhimng key strategic i1ssues
which need to address

= Can help management by selling strategy to general
meeting and key actors such as suppliers creditors

» The Corporate Board must identify and recruit top talent,
but the commuttee can make job easier by
- formulating selection critenia that include
professional expertise avalability age etc

- identifying and compiling information on candidates

= Important to find members who will constructively
examine important/strategic 1ssues

.



s

l
|
Ki

Compensation Commuttee

Rights of Armenian Shareholders

Ensure ncentives for gruent with company needs and
extemnal challenges

« Should evaluate
- how much to salary to pay
- the proportion of total remuncration represented by salary
- The balance between short and long term performance mcentives
Evaluate management succession plans
Organize annual management performance review

» Commuttee should be made up of non management members

« A Shareholder Owning Common Shares is entitled to
votng nights 2 general meetings (according to shares)
participate in manag of Company

receive dividends from Company profits

acquire allocated shares on prionty basis

receive mformation on Company activities

authorize third person to represent rights at meetings
make proposals at the sharehold: gs

appeal to court regarding decisions

recewve pre determuned part i case of hiquidation/capital
accumulation

sell or transfer owned shares to other persons

Contro] Commission

Armeman Corporate Leadership

Definition

Rep nterest of sharcholders and auditing activity of the firm
Composition

Elected by sharcholders for 3 years

Cannot be member of Company Board or Executive Body
Role

Effectuates financial review at its own intiative of upon demand of
shareholders possessing more than [0 of shares

Ensures compt of bodies ding to laws and
charter

Rught to demand from company officials all necessary documents and
explanations

Can convene extraordinary meeting if detects serious threat to firm

« Three levels of oversight 1n joint stock company
« Shareholders General Meeting
» The Company Board / Chairman of the Company Board

» The Executive Body / Company Executive Director

Armenian Company Board Members

Module 2 Summary

Members elected to 1 year term
Sharcholders with 10/ or more can nominate member
If more than 500 voting shares cumulative voting,

Member or the Board shareholder or shareholder or non
shareholder 1f charter permuts

Majority of Board must be non executive members

Chairman elected by Board

s All systems of corporate governance coatinuously
evolve and adapt to changing environment

« Constant evolution requires transparency and
information to all stakeholders

= No system of governance 1s perfect

!
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Shareholder Communications
and Relations

Module 3 Agenda

Module 3

= Ownership
Recogmtion
- Protection of minorty sharcholders

Voting mechanisms
- Voting procedures
- Proxy process
- Cumulative voting
- Shareholder proposals

General Meeting
-Agenda
~ Logistics

Recognition of Ownership

Shareholders' Registry

= Recognition of ownership 1s essential in order for
shareholders to exercise their nghts to dividends to
voting at General Meetings and to selling their shares

« Methods
- Stock certificates (Named or bearer)
- De matenialized shares
- Shareholder registry
- Beneficial vs nominal owner

=« What 15 1t?
- 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

Shareholders' Registry

Shareholder Registry - In-house

« Why mamntan 1t?
~Legal requirement for all publicly held companies
«Increases transparency improves sharcholder & nvestor
relations

- Only official record of share ownership without being,
registered, shareholders cannot vote or receive dividends

- Management 1s required to maintain accurate records and
regIster transactions on a timely manner

- Registry should be accessible to all shareholders for proper
corporate use

« Advantages » Disadvantages
- Increase control of - Potential conflicts of
sensitive tnformation mterests
- Ease of momtonng - Lack of expertise
changes - Lack of computer
- Potentially closer contact capabilities
with shareholders - Time and cost
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Shareholder Registry - Outside

Establishing Voting Procedures

Agent
» Advantages « Disadvantages = To make the voting process proceed smoothly and to
- Increased transparency - Management remains ensure transparency, firms must adopt policies with
- Specialized agency has responsible if agent 1s regard to
more expertise and not competent - Board nommations
computer capabilities to - Loss of control - Shareholder proposals
provide efficient service - Cost - Recognition of ownership and setting a record date

- Recognition of power of attorneys/proxys
- Confidentiality of voting
- Neutrality of voting inspectors

Shares - Legal Status

Protection of Minority Shareholders

Authonzed shares
Number of shares that can be 1ssued by firm according to charter

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

Outstanding shares
Number of shares 1ssued munus shares repurchased by the firm
Only outstanding shares have voting nghts and receive dividends

Treasury shares
Repurchased by the firm from the public
Do not have nghts to vote or dividend

= Directors have a fiduciary responstbility to alf
sharcholders

= Super majonity voting on key issues (66% 75%)

« Cumulative voting (1 ¢ Proportional representation on
Board of Directors)

« Quorum Requirements

» Preemptive nghts on new share 1ssues (Offer new
1ssues proportionally to existing owners)

= Increase efficiency of secondary market (ease of exit)

Proxy Process - U S Experience

Elements of a Proxy Statement -
U S Example

Gou! Firm must facilutate the voting process in order to give
shareholders their voice 1n corporate governunce and attain a quorum

The firm includes with the Notification of the General Meeting,

- Proxy Statement, including,
Board Proposals
Shareholder Proposals

~ Proxy Card

«allowiny, the sharehalder who cannot attend General

Meeting, to vote or transfer voting, pawer on one or all issues
to a desipnee

= Explanation of voting procedures both for proxy

and mn-person
- Information on board norminees including
- Background professional affihations
- Compensation and share holdings

= Information on other Board initiatives

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

(¥



Proxy Card - US Example

Qualifying Shareholder Proposals -
U S Experience

» Based on information in the proxy statement
shareholders can vote on specific 1ssues or empower a
designee to vote on their behalf

« The designee 1s empowered to vote on the sharcholder’s
behalf only on that particular occasion

« Shareholders can timut their proxy s voting power to
particular issues

-
= Shareholders can cancel a proxy at any time

= Not all sharcholder proposals should be included in a proxy
statement and be voted on ata General Meeting  Examples of
common cntena include the followmg
~ The proposal can be imtiated by a sharcholder controlling a
significant number of shares (1 ¢ Russta 10¥)
~ The proposal must be concerned with matters of corporate
policy not operational matters
- The proposal must not interfere with the board s
discretionary authonity previously granted by the
sharcholders
~ Proposal must be sent to Board 1n advance (45 90 days) of
the mailing of notification of the General Meeting

Qualifying Proposals

General Meeting

« Since Russtan shareholders are unfamiliar with the
proposal process firms should

- devise a method for apprising stockholders of
critena proposals must meet to be accepted at the
general meeting and

- determine what rules will apply to proposals
brought up duning the general meeting

« Required by Joint stock Company Act and must be
held once a year

« Shareholder's primary vehicle for exercising their
nghts

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

« General Meeting requires substantial planning

Purpose of the General Meeting From
Shareholders' Perspective

Purpose of the General Meeting From
Management's Perspective

- Vote for directors and other major 1ssues
- Make first hand judgments about quality of
directors/management
- Voice concerns about major 15sues and ask for additional
mformation dunng Q&A
+Corporate governance 1ssues
«Major strategic decisions
«Firm policies
«Financial performance
- Formally suggest a course of action to management via a
shareholder proposal

~Get required shareholder approval for board
recommended actions
+amending the Charter
»electing members to the boards
»approving tssuance of dividends
«approving issuance of new shares
~Strengthen current and potential mnvestors 1mage of
the firm




",dll

|ﬂl

Logstical Preparations for a General

Notification of General Meeting

Meeting

+ In prepaning for a General Mecting provisions must be made for the
following
- Prepare notification and agenda
- Prepare voting procedures
- Meeting room faciliies registration procedures and secunty
~ Food or other amenitics to be provided to attendees
- Any organization of company tours or product displays which will
complement the meeting
- Press coverage or public relations

Goal To provide notification of the General Meeting
in a timely and effective manner to all shareholders

a Includes
- Date time and place of meeting
- Meeting Agenda (Items to be voted upon)
« Method
- Issued a mimumum of 30 days prior to meeting
- Sent by mail or via newspaper advertisements
according to charter

Notification of Shareholders

Meeting Program

= All shareholders histed on the shareholder registry on the
record date must be notified of the Genera! Meeting

= Record date 1s 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

= Prepared by Board of Directors and includes
- Election of Meeting chairman, minutes clerks
and voting inspectors
- Opening remarks by Chairman
- Chairman's Report
~ Audit Commussion report
- Voting by shareholders
- Questions and comments from shareholders

Matters to be Voted on by
Shareholders

Questions and Comments from the
Floor

= Issues Proposed by Directors 1€
- Amendments to Charter
- Nomunations for Board members
- Approval of Dividends
- Other Issues

« Quahfying Shareholder Proposals

« Shareholders may want to question directors about
- financial soundness of the firm
- plans to restructure
- potential investors
- social benefits
- shareholder dividends

&
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Armenian Shareholders General Meetings

Armenian Shareholders Authonty
{Article 70)

» Held once a year 2 6 months after fiscal year

« Time between meetings not to exceed 18 months
= Pubhishing of notice/agenda 30 days

» Determine eligible shareholders max 60 days

» Shareholder can delegate representative to vote
s Quorum 50%

» Approve charter make amendments

= Reorgamize Company

= Tasks related to hiquidation

= Make up and election of Corporate Board / Control
Commission

« Define maximum shares face value annual dividend payment
payment terms

s Acquisition and buy back of allocated shares

= Approval on financial statements

= Creation and approval for decision dealing with branches

Module 3 Summary

= Growth of the firm depends on access to capital

= Access to equuty capital depends on existing
shareholders and potential new mvestors confidence m
the structure and procedures within the firm which
would enable them to make changes when required to
protect their investment

g #




Module 4 Financial Reporting and Information Systems
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Emnancial Reporting and
Information Systems

Module 4 Agenda

Module 4

-

= Public disclosure
- Annual report
- Prospectus

« Financial statements
- Accounting principles
~Overview of primary statements

» Management Information Systems
- Information needs
- System development

Public Disclosure Goal

Types of Disclosure

= To provide all shareholders the public and the
regulatory bodies equal access to fair and accurate
general and financial information on the activities of the
firm on a regular basis

« Penodic disclosure
- Annual report
P

dited 1
f

Special disclosure
- Prospectus
- Extraordinary events

Public Disclosure - Why ?

Elements of an Annual Report

« For shareholders and lenders
- Pnmary source of iformation
- Evaluate management performance
s For potential investors
- Compare performance relative to other investments
s For state regulators
- Ensure comphance with regulations
a For the public
- Full disclosure 1ncreases trust in the markets and
market reform

» Chairman s and/or CEO s (Executive Director) message
to shareholders

= Audited financial statements
« Business unit review
= Information on Board members and management

» General information

21
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Chairman and Executive Director's Letters
to Shareholders

Financial Information

= Questions to address

« How well did the firm meet 1ts financral and
strategic performance goals?

» What drove firm performance and what detracted
most from 1t?

» What 1s the overall strategy for the immediate

« Includes
- Balance Sheet
- Profit and Loss Statement
- Cash Flow Statement
- Notes to statements
- Auditor’s report
- Summary of accounting policy
« Management should comment on
- Significant changes m financial results from past years
- Provide mformation of new public offenings
- Future events which may matenally affect financial situation of

future? the fim
Information on Board Members and Senior
Business Unit Review
Management
= Provide a synopsis of financial and strategic = Include
performance for each business unit Include - Names utles and principal affihation of board
compansons over past few years and forecasts for members

«+ sales
«» profits
« capital investments
= Note reasons for any significant restructuning and
management changes

- Members of Board commuttees
- Names and responstbilities of sentor management

General Information

Methods of Disclosure

a Include
- Headquarters address and phone
- Shareholder contact for additional mformation
- Name and address of independent auditors

Goal Adequate and equal access to relevant information by
shareholders and the public

Direct mailings to shareholders
- Costly
- Fuancial statements not understood
Publication
~  Inform shareholders of access to information
- Mail upon request

ln,al‘
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Special Disclosure - Prospectus

Elements of a Prospectus

w Prior to 1ssuing new shares or bonds, a firm must provide
adequate information for individuals to make buying decisio

» Prospectus must be approved by Ministry of Finance/Securit
Commusston

Basic information

30 cabold

on prv

Board of Directors members and semior management
Financial information

Present and past audited statements

Information on loans and bonds
Business activities

Competttive situation {1 e. Market share)

Past capttal investments

Overall business strategy

Planned investments
Information on security Issue

Type of secunty (share bond)

Date of 155ue

Distribution

Special Disclosure - Extraordinary Events

Basic Accounting Principles

« Goal Inform shareholders the public and the regulator
of major events which could substantially affect the
value of the shares or the future of the business such as

- Bankruptcy proceedings

- Major lawsuit

- Significant changes tn semor management
- Takeover attempt

a Statements provide a fair and accurate representation of
the firm s activities

« Based on recognized International Accounting Standards

« Consistent use over time of accounting principles

» Going concern

» Prudence

» Limit subjective judgment

Principal Financial Statements

Balance Sheet - Present Situation

Balance sheet
Income statement
Cash flow statement

a§ should be panied by additional
explanations
« Statements must be audited by independent and
qualified auditors to ensure use of good accounting
principles and procedures
Principle statements represent past results They do not reflect
future results

Helps answer

= How much 1s the company theoretically worth at one
pont 1 time?

= Where did money come from?

« How was the money spent ?

= How much 1s immediately available 1n cash?
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Balance Sheet - Example

Balance Sheet
Where did the money come from?

2 {December 31 1998)
ASSETS S o EQUITY « Share capital Owners money
Cash 25 Accon 15 Payable 20
Accounts Recetvable 30 Short-term Debt 30
Inventanes 3 s Retamed earmungs Past profit undistributed
Total Current Assets 90 Total Cumrent Liabiliucs 50
Total Long-ierm Debt a7 » Loan capital Someone elses money
Gross Fixed Asscls s
Less Accum Depreciation 47
Net Fixed Assels 63 TOTAL LIABILITIES 97
SHAREHOLDER'S EQUITY 61
TOTAL ASSETS 158 TOTAL LIABILITIES & EQUITY
158

Value of shares

Profit & Loss Statement

Par value
Nomunaf value not significant

Book value
Accounting value. Assets minus habilities
Not necessarily good mndicator of future value

Market value
Present price of shares on secondary market.
Market prices are based on investor expectations of future profits
Pnice affected by past per dividend policy
factors potential mergers/takeovers
Change m market value does not affect financial statements of the firm
However can affect cost of 1ssutng new shares in the future

« A Profit & Loss statement measures profits (or losses) over a
certan pertod of ime It helps answer
« Where did revenue come from in past year?
« What expenses were incurred?
» Dud the firm make a profit or a loss during the year?

It is defined as

Net Income = Revenues Expenses

Profit & Loss - Example

. Profit & Loss Statement
Reven e 100 = Does NOT indicate which products are generating profit
Durect Costs 40
Gross Prof't ]
omugm e Gprecon) TS « Does NOT indicate how much cash was generated
Interest Expenses 10 =« Does NOT look at how much cash was invested to
Income Before Taxes p33 genera[e proﬁt
Inc m Tax (40%) 14
Net Income 21

2‘0
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Cash Flow Statement

Wha

Cash Flow =

Net Income + Depreclation  Capital Investment + Working Capital

Working Capital = Current Assets Current Liabilities

CASH FLOW EXAMPLE (i12ss-311.09%

FROM OPERATIONS

= +Netlncome -2

+ Depreciation 12

Increase i Net Working Capeiat 15
Cash Flow from Operations 13

FROM INVESTMENT

+Saleof Assets o

Purchase of New Assels il

Cash Flow from lnvestment 15

FROM FINANCING

+ Shoet-term debl
Long-term debt
Cash Flow from Financing 3

NET CHANGE IN CASH FLOW Q

Why Concentrate on Cash Flow?

Management Information Systems

= Cash Flow provides resources for
- paying supphers
- paymng employees
- making capital expenditures
~ repaying debts

= A company wll cease to exist without sufficient cash
flow

= Provide information for
- Decision making
- Public disclosure
- Filing corporate income tax

- Regulators and government statistics

Decision-Making Process

Information Required

= Gathening selecting and summarnizing information
= Analyzing mformation

« Planming and goal setting

« Budgeting

« Monttoring performance

Adequate and efficient management information
systems are crucial to good decision-making

by directors and managers and therefore to

the success of the firm

« Internal
- Operational information such as
« Plant efficiency
« Delivery turnaround
- Management accounting such as
«+ Sales by product
» Profitablity by division
= External
- Competitive information such as
« Market share

2



Management Accounting_

System development Identify Critena &
Characteristics

« Differences with Financial Accounting include
- 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
orgamzation
- Includes more non monetary information

It is means to an end rather than an end in uself

« What mformation do you want this new system to
provide?

« Charactenistics
- what personnel needs?
- what technology needs?
- what information needs?
- what organizational needs?

Identify Problems with Present System

Determine Options

» Design
- Past system designed for state planning and control
not decision making information
- Considerable amounts of data No selection
« Organtzational
- Information flow top to bottom only
« Personnel
- Lack of understanding of new information
requirements and techmques
» Technology/Computenization

« Examine possible systems that will meet your critena and
needs
- cost/benefit analysis

« Prepare for implementation

Implementation

Module 4 Summary

« Define project pniorities nisks and availability of resources

= Address transition 1ssues
- determine intenm organization
- financial cost length of transition organizational disruption
- short/long term staffing and equipment needs
- schedule must be realistic & practical

Management involvement
~ monitor progress regularly
- continuously update system to changing needs

» Success of the firm depends on
- access to capital
- fulfilling regulatory requirements
- development of competitive strategy
- implementation of competitive strategy

The key to success 1s information
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Business and Financing Policy

Module 5 Agenda

« Business strategy
- Competitive analysts
- Business plan development
- Restructuning and investment decisions

Module 5
« Business financing
- Capital markets (domestic and foreign)
- Debt vs equity capital
- Share 1ssues and dividend policy
Corporate Leadership Key Strategic Issues Facing

Managers and Directors Must

Management and Directors

= Understand changing environments potential threats and
opportunities

» Analyze strengths and weakness of the firm

= Develop short and long-term business plans

» Communicate and implement plan effectively

» Monttor performance and continuously adapt to changing
environment

= Management & organization
« management mcentives and oversight
« personnel trammng and motivation
» marketing awareness & strategy

« Operations
« business focus
« productive efficiency per mternational standards
« price quality and availabihity of inputs

Key Strategic Issues facing
Management and Directors (cont'd )

Addressing these Strategic Issues
Requires

« key financial issues
« lack of cash
« lack of cost controls and information
« working capital quality of accounts receivable
« current levels of debt current creditors
+ access to new capital

= Creating new management information systems
= Defining strategic objectives
= Focusing on core business units
- Based on analysis of external competitive
forces and internal strengths and weakness'

é“’%” ‘(f,
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Analysis of External Competitive

Analysis of Internal Strengths and

Forces Weaknesses
= Intensity of Rivalry = Management
=« Power of Buyers « Human Resources
« Power of Suppliers = Production and Operations
« Threat of New Entrants » Marketing
» Threat of Substitutes a Distribution
« Government Policies » Information System

» Capital Structure
Strategy Analysis Business Plan Your Tool

Beware of how the following can lead to faulty logic and poor strategy
choices

1 The tendency to underestimate uncertainty

do not become fident 1n proy and

2 Overemphaskzing selected data  do not become seduced

by colorful reports g dotal 1nfe

3 Becoming too attached to one scenario  do sensitivity analysis

4 Secing opportunities only incr lly think imaginatively and
dare to break out of the old mindset.

S Seeking only confirming evidence look for what wall cause your
strategy to fail not just support your iiitial predisposition

6 Uslng inappropriate analogles  do not assume that because a
strategy worked in one industry or segment it will work in another

= a key tool of general business management to
» review past performance
» develop strategy for the future
« raise capital
« plan restructuring

Busmess Plan (cont'd )

Business Plan (cont'd )

a What the business plan should be
« atool for strategy and implementation
« focused on a specific ime penod
« flexible and forward looking
« clear concise and readable
+ €asy to communicate

= What the business plan 1s not
« a five year plan for each company
+ a rigid outhne of production targets and input
requirements
» a treatise on the business and its hustory
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Contents of the Busgness Plan

Business Restructuring

I Table of Contents

II  Executtve Summary

Il General Company Description
IV Products and Services

V  Marketing Plan

VI Operational Plan

VII Management and Organization
VIII Capitalization and Structure
IX Fmancial Plan

—
There are four basic approaches to enterprise restructuring and each

has a specific objective,
IRmctunng l
[ Portfolio IOr;mluuoml' me] I Financiat ]

weaufy busincss cents ¢s & product mix recaputalizauon
umits compensatio cash

€ind core strengths reporting & control productivity debl reductio
maxim z¢ corporate qual 1y awnership stru ture
competts eaess go amance

Portfolio Restructuring

Portfolio Restructurmg (Cont'd)

Key goals of portfolio restructuring are to focus on
core strengths and maximize competitiveness of core
business units

Steps

[dentify business units

Eval I P

p
Fyal A d

j among units
Identify core competence of the company
Sell off or hquidate weak and/or non core business units

Should business umts be merged? expanded? decentralized? sold?
closed down?

What units are generating the highest profits? greatest cash flow?
What units are generatng the greatest losses? dramng cash flow?
What units contribute the most to revenues? expenses?

« What are the most lughly valued assets of the company?

Organizational Restructuring

Operational Restructuring

« Involves changing methods of doing business
[ntemal communication
o Create reporting lines
Management mformation systems
Creation of responsibihines and accountability
« Streamline labor costs/optimize efficiency

Evaluate compensation and mcentives

Recruitment of qualified personnel

= Change product mix

« Find new distnibution channels

» Improve marketing and selling activities

« Improve production process

= Increase quality control

= Create useful management mformation systems
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Financial Restructuring

Roles of Management and Directors in Restructuring

-

= Ensure efficiency in managing cash flows
« Dispose of non-core and nefficient assets
= Restructure repay, and refinance debt

« [dentify suitable partners  Find the night fit

a Directors » Management
« Evaluation and recrutment of ® lnternal communications
new management (if required) * Design and implementation of

c ication with external wmformation systems
= Lommunication exiemal | working capital management
stakeholders =« Develop strategy and restructuning]
s Review of overall business implementation plan
strategy » Estimate future capital
= Approval of changes in capital  requirements

structure

Capital Investment

Cash Flow Forecast - Future Planning

= Expand production facilities?
- What kind of equipment? plant? technology?

u Is additional land required for expansion?

« What financial resources are currently available for
these options?

= What financial resources will be required/available
for these options?

» How much cash will the firm require ?

= Where 1s cash going to come from?

= What 1s cash going to be spent on”

» Will there be enough cash for on-going operations a
for new investments?

« When 1s the cash going to come 1n?

« When 1s cash gomng to be paid out?

Sources of Capital

Dividend policy

= Internal Sources of Cash

- Retained earnings Undsstributed past profits
a External Sources of Cash

- Loan caputal

- Equity

Policy must balance needs of the firm and expectations of
sharcholders and the market

Needs of the firm
- Cash flow situation
- Capital mvestments
- Cost of other types of funds

Expectations of sharcholders
Looking for growth 1 share value or steady ncome
Can firm use retained eamuings to make future profits
Looking for consistent dividend policy
Tax treatment of dividends vs capital gains
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Buying of Shares by Firm What 15 the cost of capital ?
E——— =
« Purpose . Equ}l}y”
-Reduce size of firm and number of shareholders - F'ras
- Increase leverage (mx of equity and debt) _ (?or}fso compulsory payments

~Increase eammings per share tn order to increase value of shares

» Method
- Buy on secondary market
- Tender offer
s Affect
-Potential increase in value of shares

« More expensive due to higher nsk for investor
« Dilutes ownershy
Dividends not tax deductible

» Lenders
- Pros
» Less expensive due to lower nisk for investor
+ Some interest 1s tax deductible

ns
« Compulsory peniodic payments

Cost of Capital and Risk Premium

Debt vs Equity Capatal

= Risk How likely 1s 1t that investor will receive
his principal investment and additional earnings?

= Sources of risk
- Business operations How volatile 1s the
profitability of the firm?
- Fiancial leverage The more debt a firm has
the riskier it 18
- Country nsk How do macroeconomic and
political factors affect the firm

= Depends on
- Attractiveness of the firm
» Existing level of debt
» Company nsk
- Availability of capital
« Liquidity of the market
- Transaction
« Speed
« Costs
+ Disclosure requirements

Capital Providers Expectations of Lenders
Owners a Expect higher return than nisk-free rate (1 €
Equity government bonds)
Le;;f;,n e stockesching = Risk of default on payments (Leverage)
o drecth) » Secured or unsecured
fonks F[RM Instit 1ons
M ey Markeis Jvestme tF ds
Finan all sttt ns
G vernment ¥ twre Cap tal
J otV roes
Governme t

g
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Domestic Loan/Bond Market

Expectations of Equity Providers

Characternistics )
"R
» Loans = Expect higher retum than lenders
- Availability of capital « Dividends and growth in share value

« Solvency of banks
- Stringent collateral requirements
- Primanily short-term loans
- High interest rates
= Bonds
- No liquudity in the market
- High transaction costs

= Increased control

Role of the Stock Market

Domestic Equity Market Characteristics

» Organized exchange where secunties (shares) are traded
» Facilitates raising of capital

- by facilitating trading of shares and ensunng hquidity
= However 1s not a provider of caputal in itself
« In order to function effectively

- access to accurate information

~even playing field (no insider trading)

- transparent and rapid transactions

- low transaction costs

» Limited hquidity
» Pricing inefficiency due to lack of integration of stoc|
markets and off market transactions
» Transaction costs and delays
» Lack of enforcement of regulation
- Disclosure requirements
- Insider trading
= Ownership restrictions (Investment Funds)

Globalization of Capital Markets - Why?

Emerging Markets

= Liberahization of financial markets
- Privatization
- Reduced government regulations
u Instant Communications and Computerization
= Institutionahization
- Professional management of capital
- Large mutual funds, pension funds and surance
companies with global networks
- Creation of variety of new financial instruments

= Dramatic growth
- 1983 $ 500 mullion (estimate)
- 1994 $ 50 bilhon (estimate)

= Why are international investors nterested ?
- Dversification of risk
- Attractive returns
- Increasing liquidity of emerging markets
- Strong economuc growth prospects

y -
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Emerging Markets - Country Risk

Portfolio Investor

-

Country Risk Ratings Marctv1994

100

%3331
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Source Euromoney March 1894

= Objective of the firm
- Capital

= Objectives of the investor
- Good and quick return
- Ease of exit

Framework for the Strategic Investor

Issuance of Shares by Firm

= Objectives of the firm
-management know how
-technology
-marketing and access to markets
~capstal

» Objectives of the nvestor
-adequate retum
-access to market
-local knowledge
- mtegrate into worldwide strategy

= [ssuance of shares
- Purpose Raise capital for capital investments
- Method
+ Pnvate placement
« Rughts offening (offers shares to existing
owners)
» Non nights offering

-~ Effect Dilutes ownership and can reduce market
price of shares

Issuance of New Shares - Process

Module 5 Summary

« Determune capital requirements

« Approval of existing shareholders
« Public vs private offening

« Prepare prospectus

a Select underwniter and distnbutors
» Fulfill regulatory requirements

= Estimate share 1ssue price

« Issue new shares

= Objectives
- Short term survival
- Long term growth
= Tools
- Short term Cash management
- Long term Business strategy restructuring and re
financing
« Key to success
~ Corporate leadership from directors and
management

g-



S

Case studies

O AN PA ol IR uE DS o o 2D un BN W BB GR BN R G an



) SR SN 2 W I @R W o ul O en B Tl S S me g

AY A

PRICEAVATERHOUSE( COPERS

Motores, Inc *

Carlos Perla, Managing Director for Motores, Inc was extremely worried about what was
happening to his company "I really need to decide what I'm going to do n the coming hours, or else
it's going to be a disaster " These were his thoughts as he reviewed the situation that had just

developed with his company

The Enterprise

In 1978, Eugenio Perla and Pedro Benavides established an automobile repair shop In 1979
two new partners, Carlos Ramurez and Joaquin Brenes, joined the business According to Eugenio,
"Things were going so well that we had no time to worry about the details of legally formalizing the
relationship between the partners "

On January 23, 1981, Eugenio Perla died while beimng 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 convinced that thus had been a wise move

At the beginning things were going very well Carlos, as the majority shareholder, took over
the helm of the company and discharged his duties very competently

Shareholders

The principal shareholders were the Perla family, Pedro Benavides, Carlos Ramirez, Joaquin
Brenes and Jacinto Baca The Perla famuly held 42% of the shares, Pedro Benavides 18%, Carlos
Ramirez 16%, Joaquin Brenes 14% and Mr Baca 10%

For Carlos Perla's wife, Meme, the repair shop represented "a strange business I would prefer
if we continue with our farm and retail shop I know these businesses better, and I can go there to

see what 1s going on I don't feel that I can just drop by the automobule repair shop "

Mr Benavides owned a store specializing 1n automobile spare parts His store was located

This case was written by Leonel Rodriguez for the Central American Management Institute (INCAE) It has been
translated into English and edited by Dr Tesste San Martin for the Price Waterhouse International Privauzation Group The case
15 meant to be used as material for class discusston rather than to illustrate erther effective or meffectve handling of an
admumstrative situation  Although the case was based on an actual company, important facts including the company s name
have been changed December 1993

Y2
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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 1s a very smart move "

Carlos Ramurez owned a store that carried many of the same products sold m Mr Perla's own
retail shop  The store was also located 1n the same commercial center where Perla's shop was located
He noted, "Retail trade tends to fluctuate, but the car repair business 1s a solid one  After all, cars
will always need to get repaired "

For Mr Brenes, the only benefit he could see to having a share of the business was 1n the
discounts he obtamed "If 1t were not for the fact that I get a very good price on car repairs, I would
have tried to get out of this business a long time ago "

Jacinto Baca had no 1dea of why he was still a shareholder The car repair business had
nothing to do with his own philosophical and literary iterests 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 morning of September 1985, and the auditors contracted by Carlos Perla had just
departed They had left behind a report that indicated quite clearly that the company was on the brink
of bankruptcy

Perla quickly convened a meeting of the shareholders at Mr Brenes' house Mr Benavides
arrived visibly uritated Mr Brenes could tell by the tone 1n his voice that Benavides had just been
mvolved 1n 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 1f 1t 1s worth legalizing our contractual relationship
1n these circumstances, but 1t's obvious to me that something 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 Mebh SA'
Restructuring & Corporate Governance (Case A)

B

On November 12, 1991, Mr Grzedorz Medza was preparing for a Supervisory Board
meeting for Swarzedzkie Fabryki Mebli (SFM), a leading Polish furniture manufacturer privatized
in June of that year SFM's privatization had been considered very successful Not only had the
company’s existing shares been sold, SFM raised an additional PZL 25 billion of equity capital
through the 1ssue of new shares Yet the company’s performance had not shown improvement and
1t remained dangerously close to bankruptcy

Mr Medza represented the Polish mvestment group, NARTA Although NARTA was the
second largest shareholder 1n the company with 9 5 percent of the outstanding shares, 1t controlled
only two of the mine seats on the Supervisory Board Medza's challenge was to evaluate and
promote proposals for restructuring SFM, and to determine how to advance his goals from the
position of a minonty shareholder on the company's Supervisory Board Mr Medza began to
review the facts

The Polish economy

Since January 1, 1990, the Polish economy had undergone radical change 1n the effort to
establish a market-based economy  The government's "big bang" reforms linked price
liberalization, stabilization and privatization techniques in an ambitious, economic reform program
Among other steps advocated by then-Finance Mimster Lescek Balcerowicz, the government
abolished price controls, sharply devalued the zloty, and imposed high taxes against excessive wage
increases In addition, the government cut consumer, enterprise and energy subsidies that had
accounted for over 30 percent of the state budget

"This 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 Price Waterhouse International Privatization 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 Price Waterhouse
International Privatization Group Copynght 1992 OECD-Bulgania, revised 1996

vy
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Initially, the shock treatment achieved significant results Poland's fiscal deficit was
eliminated 1n 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 bilhion surplus by the end of the year Inaddmon
shortages of goods had been all but eliminated

But the economic and social costs of the reform program had been substantial Unable to
access free credit and government subsidies, plants had cut back production Gross domestic
product had fallen 12% m 1990, while industnal output had declined 27% Unemployment had
nisen from virtually zero in 1989 to 1 1 million by December 1990, representing 6 1% of the labor
force, while average real income had fallen by 30% By the end of 1990, the Polish government
had accumulated over US $ 40 billion in external debt In early 1991, Poland's economy remained
miured 1n recession

European Furniture Industry

In the 1980s, the European furniture industry was composed primarily of small and
medium-sized compamies For technical and market-related reasons, a hugh degree of specialization
was required in furniture production In 1990, there were approximately 65,000 medium-sized
furmiture companies that employed, on average, between 50 and 300 workers These companies
produced a diverse array of furniture products from matenals including wood, steel, aluminum,
plastic and composite materials

The furmiture ndustry as a whole was extremely susceptible to short-term cyclical
fluctuations 1n demand After very modest growth in the early 1980s, the furmiture industry
recorded a growth rate of 7 percent 1n 1989 Boosted by higher productivity and growing consumer
demand for "systems furniture,” ergonomic design and improved working conditions, the office
furniture segment had been particularly dynamic 1n recent years This segment grew by 16 percent
in 1989, and by over 10 percent in 1990 Growth 1n the rest of the industry was expected to be
moderate

The most sigmficant change in recent years had been the growth of international
competition Based on the expansion of large retail networks, international furmture companies
like IKEA and MFI had adopted mass-market strategies designed to maximize sales and drive
down production costs These companies succeeded by selling furniture designed and produced
erther by in-house staff or by the lowest cost, outside specialists Large contract networks with
outside furniture specialists enabled the companies to maximize flexibility 1n response to consumer
demand, and mimimize costs Products were then sold through wide retailing networks
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In European markets, financial strength had emerged as another factor of competitive
success Mass-production of furmture 1tems required high start-up and operating capital costs In
addition, retailers found that therr ability to provide chent financing had a significant impact on
sales Eighty percent of furniture was sold to private dwellings The remaining 20% was sold to
bulk purchasers with a stronger bargaining position

Swarzedzkie Fabryki Mebli. S A

Swarzedzkie Fabryki Mebli was one of Poland's leading producers of high-quality furniture

Established in 1952, SFM manufactured more than 300 types of medium- to high-quality furniture
The company's product line ranged from mnexpensive, ready-to-assemble furniture parts and
mattresses, to higher-quality sohd wood furniture and upholstered sofas Its products were made
from pine and oak veneer, and covered or laminated chipboard, as well as from solid wood With
SFM's eight plants in the Swarzedz region of Poland, the company was a fully-integrated furniture
manufacturer

SFM was considered a large company by international standards In 1991 the enterprise
employed 3,262 workers and operated 8 plants within 100 kilometers of Swarzedz, near Poznan 1n
western Poland The company's size and reputation had helped 1t not only acquire a well-known
brand name domestically, but also secure export expernience Approximately 80% of SFM's
production was exported to Western countries, predominantly Sweden and Germany

Management and Personnel

Mr Andrze) Pawlak had held the post of managing director of SFM since 1976 Pawlak
managed the enterprise with an assertive, hierarchical style of management, and involved himself in
almost all decisions, and delegated little authority The managing director had recently claimed to
"know every employee 1n this company personally " Although SFM's individual plant managers
were technically competent, all eight plants were centrally managed from headquarters Plant
managers did not have the responsibility to operate their individual plants profitably Exhibit 1
shows SFM's orgamizational chart in mid-1991

Of SFM's 3,262 employees, 65% were production workers The production workers were
orgamzed mnto small workshops, where traditional carpentry skills were used to produce furniture
Wages were relatively low - approximately 10% of those in Germany - and represented less than
20% of net sales The productivity of direct labor was similar to Yugoslavian standards, but
signtficantly lower than German levels Labor turnover, however, was high Skilled workers often
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left SFM for the hugher wages offered by small workshops in the area These small workshops had
greater flexibility in granting wage increases At SFM, wages were based on seniorty

z There were two-labor unions at SFM, with a total of 1,682 members who were active 1n
three of the eight plants Although management-union relations were considered cordal, 1t had
taken two months for SFM management to convince 1ts Workers’ Council to agree to privatization
The Worker's Council had expressed concern about greater unemployment due to privatization, but
had also requested higher wages

Production and Operations

The centuries-old tradition of cabinet making i Poznan was reflected in SFM's operating
practices At each plant, raw timber was dnied, cured and stored, and then pieces were cut and
veneers were spliced Fnally, furniture was assembled and laminated, mainly 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 refinishing

Many of SFM's plants produced different products SFM's main plant (Plant No 1) was
located 1n Swarzedz next to headquarters It produced upholstered furniture, ready-to-assemble
wall units and case goods The most modern facility was Plant No 5, located in Mosma It
produced mainly low-priced, ready-to-assemble furniture Extubit 2 provides a brief description of
SFM's eight plants

One portion of the Mosina plant had begun production in May, 1989, on new machinery
provided through a leasing agreement with IKEA, a Swedish furniture distributor with worldwide
retail outlets IKEA recerved approximately 70% of Mosina's total production of ready-to-assemble
wall umts and upholstered furniture The leasing agreement gave IKEA the night of first refusal on
all output Currently, only half of the plant space at Mosina was being 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 increased significantly

Because the SFM/IKEA leasing agreement had both guaranteed price discounts for IKEA
and set a limit on annual price increases, rising costs of production nputs during 1990 had led to
substantial losses on several furniture items The high fixed costs at Mosina had resulted 1n heavy
losses at the plant In 1991, IKEA had agreed to price increases after SFM had threatened to halt
production, but it was not expected that higher prices could be renegotiated in the near future In
the meantime, Mosina continued to lose money

i,
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Marketing and Exports

Located in SFM's Trade Division, the company's sales department matched customer orders
with product mnventories and coordinated shipping =Recently, the sales department had begun to
work with the production department to make decistons regarding product design and product mix,
but these activities were still very hmited There were no market research activities to 1dentify
customer preferences 1n products or design

SFM exported approximately 80% of its production Roughly one-third of the company's
exports went to IKEA The remamnder of SFM's exports were to Germany German clients
purchased lugher quality products, including solid wood wall units, tables, chairs and bedroom sets
German customers considered SFM to be a producer of dependable, traditional, mid-range
furmiture  The profit margins on these products were considerably higher than for IKEA products
SFM had plans to develop export markets for these products in France, Great Bnitain and Japan

Ninety-eight percent of SFM's exports were handled by PAGED, a Polish foreign trade
organization responsible for paper, pulp and other wood processing industries  Although PAGED
had assisted 1n the development of SFM's export market, 1t served the entire Polish furmiture
industry 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 n annual
commussions to PAGED According to an analysis by the International Finance Corporation "for
these commussions, a Western company would typically expect a considerably greater level of
service than 1s being provided to SFM "

SFM also relied on MARKA, a German trading partner of PAGED, to provide information
on foreign export markets According to MARKA, however, consumers were moving away from
the heavy, substantial oak furmiture that was a specialty of SFM  Consumers preferred lighter, more
modern veneer and plastic laminate designs SFM could produce these newer, lighter furniture
styles, though mainly at the Mosina plant

Domestic Sales

Twenty percent of SFM's production was sold in the domestic market Until recently, SFM
had placed Iittle emphasis on the domestic sales SFM only had an 8% share of the domestic
furniture market Products were manufactured manly 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 in narrow product segments, n
contrast to SFM's broad range of products

Wha
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Demand for SFM furniture in Poland appeared to be much greater than the supply of SFM
products available in the market In addition, new market segments such as office furniture had
emerged and were growing rapidly In response to this, SFM had opened a retail store 1n Poznan i
December, 1990, and had plans to open a second one in Swarzedz SFM expected to face stiffer
domestic competition from several joint ventures (including IKEA-Poland mn retail stores) and
several thousand small private workshops

Financial Performance

Until recently, SFM had performed strongly Between 1986 and 1989, SFM's net income
had nisen from 5% of sales 1n 1986 to more than 50% of sales 1n 1989 These increases had been
due largely to SFM's focus on exports, and to the company's relatively low domestic labor and
materials costs Profits for 1989 had been especially inflated due to exchange rate gains, interest
mcome and subsidies received 1n sales to the Soviet Union Although SFM recorded solid earnings
for the first nine months of 1990, earmings fell sharply in the third quarter, and the company
suffered a net loss for the year Exhibit 3 provides SFM's income statements and balance sheets for
1987-1991

A key problem was that the profitability of SFM's products varied widely, both 1n export
markets and domestic sales Extubit 4 shows that contribution margins for products (sales prices
less total direct costs) ranged from approximately -40% to +60%? A cost-based formula was
seldom used 1n calculating selling prices Instead, selling prices depended on client negotiating
skills, SFM's existing price level with the chient, and foreign market requirements In general, SFM
achieved higher margins on domestic sales because of its strong brand name and because profits on
foreign sales had been depressed due to appreciation in the real exchange rate > Exhibits 5 and 6
show sales, profit and productivity figures by plant for SFM

In order to mamntain adequate working capital during this period of financial crisis, SFM
had turned to short-term bank debt, paying a 56% interest rate or more In 1990, Bank Gdansk:

%/ A contribution margin relates the revenue per umt of product sold with the direct vanable cost of producing the
product Only the expenses that are directly attributable to the production of the unit of product (and that would not exist 1f
the umt had not been produced) go 1nto this 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

*/ Due primarily to the IKEA contract, SFM s export revenues had remained virtually constant while production and
working capital costs had risen as a result of domestic inflaton This was because the SFM s contract with IKEA was
agreed on the basis of prices that were fixed in foreign currency and the Polish government did not devalue the zloty
quickly enough to keep pace with surging inflation
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increased lending to SFM tenfold, and SFM's monthly interest payments rose to PZL 2 5 billion
monthly, or 10% of net sales Instead of using 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

operations, and even higher interest payments

An additional financial drain was a salary increase SFM granted its employees m
November, 1990 Thus increase substantially exceeded the maximum allowed by the government,
and as a result the company 1ncurred an excess wages tax of more than PZL 5 billion 1n both
November and December As of May 1, 1991, SFM owed approximately PZL 40 billion to Bank
Gdanski, PZL 20 billion to the Ministry of Finance (primanly due to the excess wages tax), and
PZL 6 billion each to PAGED and Jacobson, PAGED's German partner

Privatizing SFM

Because of SFM's falling profitability and high indebtedness, the decision to privatize the
enterprise was controversial There had been sigmficant pressure within the government to
privatize SFM  Because the enterprise was well-known as a producer of dependable, high-quality
furniture, key government officials regarded SFM as an attractive candidate for raising the public's
mvolvement 1n Poland's slowly-moving privatization program

But the government's lead advisor on SFM, the International Finance Corporation (IFC),
thought that without government intervention to support SFM, the enterprise would soon be
bankrupt The IFC completed a report that stated "SFM could not be sold to the public and
probably was not a viable going concern unless both a financial and an operational restructuring
were undertaken " Temporary measures such as another devaluation of the zloty, the report
continued, would improve SFM's performance mn the short run, but only a concerted effort to
improve long-term operating efficiency and profitability would save the company Above all, the
IFC concluded, resolving the debt 1ssue was crucial to a successful privatization

On the basis of this report, the IFC coordinated a long series of negotiations between SFM
and the Polish government with the goal of forgiving completely both SFM's long-term and
short-term debt Though this unprecedented move was 1utially opposed, the Polish Mimstry of
Finance finally agreed to assume all of the company's debt obligations with the condition that an
mitial public offering of SFM shares would be conducted, and the proceeds from the offering
would first be used to repay the government

SFM was privatized on June 25, 1991 through an imtial public offering The privatization
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 investors (36 percent) sold out on the first day of the
two-week offer period Shares earmarked for large investors (40 percent) were oversubscribed by
12 percent Foreign investors took a 24 percent stake in SFM *

The public offering was the first to combine 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 billion of
new equity capital Thus the rapid sellout of shares not only improved the image of Polish public
offerings, but also generated fresh funds After the privatization, the IFC expected that SFM would
have enough time and money to implement a more thorough restructuning plan

The Post-Privatization Situation

Background

SFM's privatization resulted in important changes in its structure of ownership and
management When SFM was formed 1nto a joint-stock company on October 30, 1990, the Act of
Transformation and Company Statutes required the company to create three new governing bodies
to oversee 1ts operations These were 1) a general assembly of shareholders, or the owners of the
company, 2) a nine-member supervisory board responsible for representing the owners' interests
and supervising management, and 3) a three-person management board responsible for day-to-day
management of the company

SFM's mnitial supervisory board govemed the company from October 30, 1990 until the
company's privatization on June 25, 1991 Of the nine members of the mitial supervisory council,
six were appointed by the Polish Minstry of Privatization, and three were elected by employees
Members of the board were given one-year terms The supervisory board then appointed members
of the management board to serve two-year terms Exhibit 7 provides background information on
individuals elected or appointed to management positions after SFM became a joint-stock
company

New Shareholders

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

4/ The Polish government earmarked tranches for small and large shareholders in order to avord a widely dispersed
shareholder profile (a major drawback of public offerings 1n post-communist economies)
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Remsurance Company, Ltd a large state-owned Company, held the largest bloc of shares in the
privatized company -- 345,000 shares or 13 8% of the equity MARKA Westphalen GmbH was
the second largest owner with 129,000 shares and 5 2% Two Canadian Funds each held over 3%
as did Bank Handlowy NARTA, a domestic investor group, quickly purchased 9 5% of the shares
of SFM stock, making 1t the second largest %harelgolder in the company Exhibit 8 lists SFM's

principal new shareholders

After privatization, the new shareholders replaced the members of the supervisory board
The mtial supervisory board (that had been appomted by the Polish Ministry of Ownership
Changes after SFM was transformed 1nto a joint-stock company) was not effective in making tough
restructuring decisions The chairman, Waldemar Frackowiak, had appeared on paper to be
particularly well-suited for the task at hand In practice, however, he proved largely neffective
Dufficult decisions about reconfiguring the plants, laying off redundant workers and other painful
restructuning actions were not taken

SFM's new, post-privatization supervisory board was dominated by members representing
NARTA, Medza’s mvestors' group In spite of its minority "two seat holding," NARTA had a
vested imterest in making changes to improve operating performance Moreover, 1ts activism on
SFM's supervisory board had increased 1ts influence over the company's management significantly

Financial Performance

SFM's financial performance had not improved significantly since 1ts privatization at the
end of June 1991 Accounts payable continued to increase faster than accounts receivable, and
short-term debts began to rise again In fact, the difference between accounts payable and accounts
receivable in the month of June alone exceeded the 25 5 billion zloty cash infusion from the public
offering There was a net positive balance of accounts receivable versus accounts payable 1n July,
but the steadily increasing pattern of negative payables balances resumed in August Extubit 9
shows monthly mcome statements for 1991

From the perspective of accounting earmings, the situation was no better There was a
positive net profit only in a few months during 1991 SFM's share price had shipped even lower
through September Although SFM's share price rose slightly in October, 1991, 1t remained well
below the company's imtial offering price in June

Key factors m this declining performance were product pricing, product mix, and labor
policies  After the mmutial public offering, SFM had asked the IFC to conduct a more detailed
analysis of the management information systems m SFM with the goal of mmproving the
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productivity and competitiveness of the firm The IFC focused on determming whether specific
product hnes produced more cash than they consumed (contribution margins) They discovered
negative or close to zero margins 1 many export product lines, and some negative margins m
domestic sales Average contribution margins on the total range of products were too low to cover
the average fixed costs, particularly labor costs =

-

A second factor was labor policies In general, SFM's labor force was excessive except for
when the company was operating at full capacity Though the firm was not at anything near full
capacity, all workers recetved their full salanies In July, 1991, wages had been increased again by
30 percent because, according to Mr Pawlak, "they deserved 1t " Pawlak indicated that he had no
choice but to grant workers a wage increase because 1if he had not done so, some workers would
have quit and moved to smaller competitors Workers were kept on the payroll even when their
functions were discontinued When the decision was made to discontinue production of mattresses
for IKEA, 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 restraint and layoffs was widely shared among the members of
the imtial supervisory board and the management board Though more determimned to improve
SFM's performance, the new supervisory board also seemed reluctant to cut workers

The Board Meeting

Looking over SFM's record 1n early November, 1991, Medza could see that the company's
need for deep operational and organizational restructuring had not diminished Although SFM's
debt had been eliminated just before privatization by the State Treasury, Medza remaimned deeply
concerned about SFM's ongoing performance With all these 1ssues to consider, Medza had to
prepare himself for the upcoming meeting of SFM's supervisory board on November 15 Clearly,
SFM was 1n very bad shape, and unless the company underwent serious restructuring, 1t might not
survive  SFM creditors, including the banks holdig the bulk of SFM's increasing short-term debt,
were growing visibly nervous with the company's persisting cash flow problems A key aspect of
this meeting would be an evaluation of management's plan for addressing this persisting cash flow
crunch

With only three days before the meeting, Medza had to determune which 1ssues were of
highest prionty for NARTA, and what actions he would recommend the supervisory board to
undertake

10
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Exhibit 2 Swarz_dzkie Fabryki Meblt

) -

Plant Sales IFC comments

Products Employees
Producuon space

- Storage space = -

Plant # 1 112 8 bt PZL Ths plant 15 considered the main plant located near company

Swarz_dz (mamn) (12 mil USD) headquarters Furniture produced s trendy and on the cheaper side Part of the

Upholstered furmture 801 employces production program s not appropniate for the factory s particular production

Main veneer preparation 13 680 m2 system Production facilities are cramped and narrow warehouses are far away
10 900 m2 the machinery used 1s mainly old the flow of production s nefficient and the

working methods are labor intensive

Plant # 2 255ml PZL This plant also located in Swarz_d_ 15 housed in cramped old buildings A

Swarz_dz (2 7 mil USD) relatively new big building has not yet been utihized The wood cutting section 15
284 employees antiquated the wood kiln dryers are obsolete The production flow 1s widely

Chairs 5362 m2 wmeffictent

Corner benches 1215 m2

Plant # 3 23 9bil PZL The plant about 12km east of Swarz_d_ consists of a number of separated narrow

Kostrzy _ (2 5 mln USD) bulldings and spaces within those buildings  The machinery section 15 cramped
137 employees Assembly hines have been installed but were not designed for efficient operation

Dining Tables 4720 m2

Casual Tables 2700 m2

Plant #4 422t PZL Thus factory s located north of Pozna_ about 15km from headquarters [t 1s

Pozna_ (4 5 min USD) housed 1n a big building which 1s subdivided into small units making production

Oak export furmiture 209 employees flow impossible to organize in an efficient manner Production consists of a

Wall units 7470 m2 combination of high quality oak furmiture and low quality furmiture

Credenzas 4940 m2

TV cabmets

Plant # § 104 1 bil PZL This factory 15 located 30 km from headgquarters and contains two main sections

Mosina ( New Factory ) (11 1 min USD) The old factory which produces school furniture bed frames and tables

IKEA case furniture 887 employees Production 1s hindered by cramped spacing within narrows buildings  Most

IKEA beds and mattresses 24830 m2 machinery 15 old the kiln dryers the drying method and the production method
10190 m2 are outdated Solid wood transport and storage are very labor intensive

( Old factory ) The new factory was butlt on wide open land under an IKEA leasing agreement

Domestic beds and contains all new machinery Space 1s only half used lacquering 1sa

Domestic mattresses bottleneck and the panel cutting section ts underunilized  Part of the new

Oak wood preparauon installation 1s a coal and wood waste fired heat energy plant which appears far too

Tables big for the factory The excess boiler capacity s planned to be used to supply heat

School furmture to the town of Mosina

Plant # 6 43 8l PZL Thus factory located 60km from headquarters is subdivided into narrow spaces

Ko_cian (4 7 min USD) Production lines are cramped and do not follow a logical production sequence

Credenzas 232 employees Variety of production 1s too diversified

Vitrinas 3280 m2

Cupboards 2595 m2

Cabinets with panel and glass door

Plant # 7 25 5hl PZL These two factories hie aproximately 100km from headquarters Rawicz produces

Rawicz 1 Boganowo (2 7 mit USD) a vanety of furniture in spread out and narrow buildings making a logical and

Cupboards 200 employees efficient production flow difficult to set up Bojanowo produces only upholstered

Credenzas 4686 m2 furmmre

Corner benches 3280 m2

Tables

Plant # 8 28 9 bil PZL The factory 1s about 70km south of Pozna_ and consists of a former muln story

Gosty_ {3 1 mil USD) gramn mill The faciliies are not swited for furniture production due to the need for

Wall umts 218 employees vertical transport and the narrow but spread out conditions

Credenzas 2915 m2

Tables 955 m2

Junior desks

Bedframes

Night tables

Source IFC
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<ubit 3 A  SFM Income Statements 1987 1991

y #

¥

come Statemgnts 1987 1991

Wi

ir the year _ending December 31 (mullion ZLP) 1987 1988 1989 1990* 1991+
venues 8 281 13 637 41 449 461725 456 582
»st of goods sold 7218 11 566 30 158 329 358 329 300
wrect materials 4130 6 388 15 876

hrect labor 1706 2 555 10 972

nrect depreciation 107 195 307

rther expenses 1275 2428 3 003

oss Profit 1063 2071 11 291 132 367 127 282
ales and distnibution expenses 13 730 12 894
dministrative expenses 68 617 138 107
ther operating income 769 316 10 534 19 168 1025
erating Income (Loss) 1832 2 387 21825 69 188 22 694
iterest recevable 2232 2033
terest payable 52 132 39181
fit (Loss) on Ordinary Activities before tax 1832 2387 21825 19 288 59 842
ax 927 1483 4 954 12 757 1704
ofit (Loss) after Tax 905 904 16 871 6 531 61 546
traordinary items 33 539 4538 0 31848
! Profit (Loss) 938 1443 21409 6 531 29 698

ote to Income Statements 1990 and 1991 Income Statements reflect changes in accounting procedures auditors
1 economic conditions 1990 results are for the 10 months 1/1/90 - 31/10/90 1990 figures have been adjusted for
serinflation so figures are in 31/12/91 zloty 1991 results are for the 14 months 1/11/90 31/12/81
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xhiit 3B SFM Balance Sheets 1987 - 1991
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alance sheets 1987 - 1991

> of December 31 (in million PZL) 1987 1988 1989 1990** 1991**
SSETS
urrent Assets
>ash 88 185 4 037 10,282 8,072
\ccounts recelvable 657 1466 8 244 51,749 38,243
Jther receivables 232 163 921 406 196
nventones 2 331 3,116 18,213 104 096 65972
tal Current Assets 3308 4930 31415 166 533 112 493
ot Fixed Assets

luldings/Tangible assets 1185 2512 6 182 273 995 275 052
’lant and equipment 926 1388 5091

onstruction In progress 1188 3651 3,131

wtangible assets 63 320 996

ong-term investments 1 13 150 155 105
tal Fixed Assets 3 363 7 884 15 550 274 150 275157
JTAL ASSETS 6671 12 814 46,965 440683 387650

ABILITIES AND SHAREHOLDERS EQUITY

irrent Liabilities

ccounts payable 668 1704 6 459 40 393 79 241
Jther payables 357 921 5777

>hort-term credits 945 1365 7 554 122 291 37 639
ital Current Liabilities 1970 3990 19,790 162 684 116 880

ng-term Liabilities

ong-term loans 1,077 2395 364 0 6 480
tal Liabilities 3047 6,385 20 154 162684 123 360
areholders Equity

‘aid in capital 963 1941 1941 50,000 62 500
etained eamnings 2 661 4 488 24 870 227999 201790
tal Shareholders Equity 3624 6 429 26 811 277989 264 290
JTAL LIABILITIES AND EQUITY 6 671 12 814 46 965 440683 387650

Note to Balance Sheets 1990 and 1991 Balance Sheets reflect changes in accounting procedures auditors and
onomic conditions The buildings line item changes to show net tangible assets in 1990 and 1991 1990 figures
ve been adjusted for hyperinflation so 1990 figures are intended to be comparable to 1991 figures
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Exiibit 4 Contribution Margins of Selected Products

Product Sales Price Labor Cost Material Selling Total Direct Contnibution
Costs Costs Cost Margin
Export items
Matress Sultan 120 441 43 544 44 631 -43%
Sofa Kunglav 2-seater 1053 154 831 104 1089 -3%
Wall Unit "Kavalier 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%
EXPORT VS
DOMESTIC
Armcharr (export) 714 106 284 74 464 35%
Armchatr (domestic) 950 108 284 12 402 58%
TV Cabinet 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%
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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 Cost as % of Plant Sales Gross Margin
% of plant's total sales Matenals Labor Depreciation/ (% sales)
Equip Lease

1 Swarzedz 605 395 18 8 535 76 16 9 222
2 Swarzedz 96 16 75 286 153 29 27 1
3 Kostrzyn 96 8 32 7 356 167 18 4 293
4 Poznan 79 4 206 114 294 136 157 41 4
5 Mosina 872 128 286 841 73 409 -32 3
6 Koscian 90 5 95 127 29 167 151 ' 392
7 Rawicz 913 87 68 522 153 216 106
8 Gostyn 806 194 73 42 9 187 194 19

TOTAL 828 17 2 100 527 114 24 1 119
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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)
(sqg 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 Mosina 619 35,020 111 84 17,930 317
6 Koscian 179 58,754 47 42 26,260 800
7 Rawicz 126 7,966 27 62 21,430 339 .,
8 Gostyn 158 3,910 31 36 19,620 793| '
TOTAL 2,075 103,758 43 3 59 20,870 417
International Yugoslavia 65 - 80 23,000 450
Comparisons Germany 70-85 130,000 1,400
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Exhibit 7

Swarz_dzkie Fabryki Mebli Board Members, June 1991

Sugervnsc::g( Board

Waldemar Frackowiak - Chairman of the Supervisory Council, appointed by the Polish 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 1s a
consultant with the Polish consulting firm Petex in Pozna_ Age 41

Bogdan Karasinski - MSc Economics manager of Pozna_ branch office of the Bank Gda_ski He has been employed
in banking since 1947 and has served as branch office manager since 1845 He is a specialist in enterpnse financing
and organization Age 68

Hieronim 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 1s a specialist in enterpnse economics and organizational structure as well as
financial and economic analysis Age 64

Andrzej Pradzynski - Supervisory Council director appointed by the Polish Ministry of Ownership Changes MSc
Engineenng 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 Minustry of Ownership Changes
MSc Economics manager of Poznan office of the Treasury since 1969 employed in the Ministry of the Treasury since
1949 She 1s a certified public accountant consultant to the Association of Accountants and a member of committee
examining candidates for certification in accountancy She 1s 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 Enterprise Pnvatization in charge of the pnivatization of SFM Age 29

Marek Hoppe - Supervisory Council director elected by SFM employees MSc Engineering 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 onginally as a cashier She later
transferred as a clerk to the financial department

W_odzimierz Tylmann - Supervisory Council director efected by SFM employees Employed by SFM since 1977 in
Plant No 2 (Swarz_dz) as a machine setter and calbrator Age 53

Management Board

Andrze) Pawlak - President of the Management Board PhD Engineering 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 since 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 1s also a Chairman of the Poznan office of the Polish Economic
Society and an adwvisor to the consulting firm Petex Age 53

Janusz Shwocki  Management Board Director MSc Engineenng 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 Maintenance
manager and since 1967 the first deputy production manager Age 46

A
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ubit 8 Major Shareholders - June 1991

areholder Group Shares Held Percentage
ge Inves:tors 1,000 000 = 40% -
all Investors 900,000 36%
ployees 400 000 16%

1ish Government (for claims) 100,000 4%
rnational Finance Corporation (fee) 75,000 3%
ancial Institutions 25 000 1%

ge Investors Group Shares Held Percentage of Total Shares
al Large Investors 1,000,000 40%
nestic 483,000 19 3%
ISLA - Insurance and Reinsurance Co 345 000 13 8%
ink Handlowo-Kredytowy in Wroclaw 86 000 3 4%
rszard Krauze 22 000 0 9%
anan Lenczewski 10 000 0 4%
ink Morski 10 000 0 4%
GSA 10 000 04%
eign 517,000 207%
ARKA Westphalen Gmbh 129 000 52%

ast Europe Development Fund Ltd 125 000 05%
artmore Investments Ltd 106 000 42%
enesis Emerging Market Fund 77 000 31%

sta Funds Ltd 33,000 13%
argan Grenfell Fund 25 000 10%
eenwood Nominees, Ltd 22,000 0 9%

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
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Financiai statements trom ena ot
(in milhions zip)

WORKING CAPITAL DETAIL

Current Assets

Inventones
Matenals
Work In progress
Firished products
Goods

AR

Cash

Marketable securities

Current Liabilities
Interest payments
Principal payments
Other current habilities
Suppliers
Budget

vec v

Jait Y1

rep

wvid)

np ay u vui Auy ocp vl
'

101 850 119 401 113 876 106 904 112 160 138 440 124 546 120 768 125760 120 951 112 606
75 299 84 422 84 471 83 552 90 656 85888 79 050 81931 82 406 74 750 74 629
60 480 49 646 45909 45 992 42391 39 297 38193 34 962 33 163 30986 26 950
14 130 14 210 14 283 14 213 14 305 14 374 13 996 14 082 14 213 14728 14781
13 545 17 548 20 561 19 387 27 534 25 533 20388 27 211 28 848 22832 26 567
1685 3017 3716 3 9860 6426 6 684 6473 5676 6182 6204 6 3414
21852 26 815 24 468 20 141 16 900 45 574 38124 31580 36 390 40 205 34737
4899 8164 4937 32n 4604 4978 5372 §218 4929 5996 3240
2000 2000 2039 2039 [} 0

116 391 137 194 139 270 141 468 158 377 87 820 72568 73 581 88 269 84 297 89 491

4753 4877 3419 2009 1938 1 861 1874 1722 5 594 4603 3514
§9 000 66 000 62 641 59 800 19 659 20 235 18 906 21070 21495 15218
52 638 66 317 73210 78 979 96 636 66 300 50459 52 953 61605 58 199 70759
22 808 22287 25004 25 970 39 664 41884 28 276 28 954 32699 33399 47 141
14 388 23 527 22239 23923 31618 3259 2705 2576 2639 o 3581 4691

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

1991
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Swarzedzkie Fabryki Mebli, S A
Restructuring and Corporate Governance Case (B) !

On November, 15, 1991, the Supervisory Board of Swarzedzkie Fabryki Mebli (SFM), a
leading Polish furniture manufacturer that had been privatized in June, 1991, had just completed a
heated meeting Although the company’s privatization was considered a success, the company was
on the verge of bankruptcy The Supervisory Board and Management Board of the company were
at odds over several issues including the company’s financial position and the need for
restructuring  Additionally, 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

meeting

Facing diverse interests and concerns among SFM’s new shareholders, company directors
feared losing control of the discussion and indeed the company during this first meeting The
current leadership felt that this situation might exacerbate decision-making difficulties at a time
when the company could 1l afford to be rudderless In an attempt to maintain control over both the
agenda and the ensuing discussions, the Supervisory Board asked Mr Grzedorz Medza to head the

team organizing the General Meeting

Mr Medza, a Supervisory Board member, represented SFM’s second largest shareholder,
NARTA A former program manager at the Polish Mimistry of Privatization, Mr Medza had been
responsible for preparing SFM for privatization since early 1990 In October of 1990, Medza had
been one of six directors appointed to SFM's Supervisory Board by the Minustry of Privatization
Medza was widely respected as one of the most knowledgeable members of the company's
Supervisory Board Mr Medza and his team faced a daunting challenge devise a strategy to
combat the company’s financial crisis while addressing the various and often divergent needs of its

shareholders

"This case was wnten by Tessie San Martin for the Price Waterhouse International Privatization Group as the basts for
class discussion rather than to 1llustrate either effective or ineffective handling of an administrative situation  The case also
drew on important materials completed by Mana Kozloski, Itzhak Goldberg and Charles A Webster Not for pubhication
citation or use by any other means without the written consent of the Price Waterhouse Interational Privatization Group

Copynight 1993 OECD Bulgana, revised 1996
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The Shareholders

= Following the public sale of SFM shares, the company’s ownership was dispersed among a
number of mstitutional mnvestors, individuals, employees and the Polish Government Among the
largest mvestors were WISLA, a Polish msurance company, and NARTA, a Polish mvestment
group These mvestors held 13 8 and 9 5 percent of SFM’s shares, respectively  Foreign mvestors
including the International Finance Corporation, the foreign mvestment arm of the World Bank,
held 24 percent of the outstanding shares Small investors including individuals amassed 36
percent of the shares while SFM employees and the Polish 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 opinions about the
company’s future and therefore each group wished to influence the agenda of the first General
Meeting of Shareholders Among the most vocal of shareholders was the IFC  Wath the backing of
the other foreign investors, the IFC wished to introduce a sweeping plan to restructure the
company In 1991, SFM, with IFC gudance, had hired Bruner Associates Inc, a German
consulting firm with expertise in the furmture and wood products industry, to review the
operational and orgamzational structure of SFM  Bruner conducted a detailed survey of SFM's
operations, and concluded that with sound restructuring, SFM's performance could be mproved
considerably In November, 1991, Bruner Associates presented its findings to SFM's Supervisory
and Management Boards Highlights of Bruner's report included

1) Production Inefficiency

According to the Bruner report, almost all of SFM's plants suffered from mefficient
production flows and cramped spacing, and relied on labor-mtensive working methods Bruner
recommended changes 1n the production flows and plant layouts 1n most of the SFM plants The
consulting firm estimated that the resulting gamns in plant efficiency would effectively increase
plant capacities by 40% to 115%, depending on the plant

Bruner also estimated that on the basis of these changes 1t would be possible to increase
production by 30% over the current level to meet future demand Adjustments were also suggested
m the product mux to focus on these iterns with greatest profit margin  The increased profit margins
combined with the mcreased production volume was expected to result n roughly a 44% increase

1N révenues

g”%
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2) Decentralization and Incentives

Bruner also emphasized that the management structure of SFM was far more centralized
than the company's competitors 1n Western Europe In addition, SFM was still much larger than an
average German furniture manufacturer According to the Bruner report, this combination of large
size and centralized management made 1t very difficult to be sensitive to market needs and to
respond quickly to changes

In order to overcome these challenges, Bruner proposed that the company be divided nto
four profit centers The decision to create four profit centers was made on the basis of the type and
quality of products from each plant, the type of machinery and equipment used 1n production, the
complementanty of the raw materials and production processes used in each plant, and the
customers served by each plant Exhibit 1 shows how the profit centers would be structured

Bruner argued that by creating profit centers, each group's financial performance could be
measured, and incentives could be developed to encourage improvements The increased
individual responsibility of each group for its decisions would be balanced by the increased
freedom of decision-making 1n almost all areas The eight plants would be divided nto four
groups, each of these groups would operate mostly separately, and each would be managed more
independently of the senior SFM management

Although most functions (including production, distribution, and supply) would be
managed by each profit center, some functions would remain centralized for the near future These
functions included marketing, finance, legal and some admimistrative departments Bruner argued,
however, that the long-term goal should be to break up SFM nto separate subsicharies based on the
profit centers

3) Managing Information

The third area Bruner exammed was how SFM generated and orgamzed mformation
Currently, Bruner found, data from SFM's operations was not summarized and analyzed 1n a
manner that would be useful for management purposes There was no shortage of data, the system
developed when SFM was a state-owned enterprise still churned out vast amounts of figures,
including large spreadsheets produced by an army of bookkeepers

But this data was mainly expenses and revenues as defined 1n a conventional accounting
system It was impossible to divide costs in terms of fixed or vanable, long-term or short-term,
cash or accrual, and average or margmnal Under the current system, it was also practically

bl
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impossible to allocate costs to specific products, machines or plants The analysis of contribution
margns by client, product or plant, for example, though spotlighted by the IFC 1n May, 1991, as a
vital component of product mix planning, had not been implemented

=

4) Marketing and Sales

A final problem area that Bruner focussed on was SFM's failure to exploit both domestic
and international market potential In Poland, Bruner found that SFM had a strong reputation as a
producer of quality furniture, and that demand for SFM's products was strong enough to allow the
company considerable sales expansion Very little 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 stylish -- mid-range furniture Changing consumer tastes were
potentially a large threat to SFM's export sales Although the company had the capability to
produce more modern furmture (especially in Plant 5 at Mosina), SFM had not taken action

To enhance SFM's focus on market development, Bruner recommended that the sales
department be reorganized to form both a marketing and sales department This new department
would not only coordinate order processing and shipping, but would also conduct market research,
develop new product designs, and participate i product mix decisions These changes would also
be supported by the development of a management information system that could track the
financial and operational performance of SFM

Management Response

To Mr Pawlek and his management team, such a comprehensive restructuring plan seemed
premature, especially since the company had been private for a mere six months In addition, many
of the changes suggested by Bruner appeared to SFM's management to be expensive, time
consuming 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 contribution margins
needed to be dropped, little concrete action had been taken to evaluate the margins or to change the
product mix

WISLA and NARTA

Domestic mvestors WISLA and NARTA concurred with the IFC ~ They too believed an
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aggressive restructuring plan such as Bruner presented was the only hope for overcoming the
growing crisis in SFM  In addition, these nvestors openly expressed their impatience with
management’s lack of interest and action Along with the IFC and other foreign investors, WISLA
and NARTA controlled 43 percent of SEM’s shares Together, this group of mvestors would.
mount a campaign to take control of SFM’s Supervisory Board Moreover, they sought
shareholder support for changes in the management board and 1n the management structure of the
company, as well as sigmificant reductions 1n employment

Individual Investors

This new group of shareholders were known to be interested particularly in a generous
dividend policy SFM shares had sold very well among the general public because of expectations
for a quick dividend payout But this expectation had to be balanced with the company’s need for
financial restructuring and capital investment

SFM Employees

Company employees, of course, were opposed to reductions in employment and wage
restramnts They also sought protection of traditional social benefits so far mantained by the
company While many employees openly expressed their loyalty to Mr Pawlek, a growing number
of workers grew skeptical of the current management’s ability to guide the company under new and
ever-changing market conditions To be sure, however, this group would fight for its interests as
employees first and shareholders second

The Ministry of Privatization

The Ministry retamed a four percent stake in SFM following its privatization The Ministry
as well as the entire Government of Poland had taken substantial nsk with regard to SFM’s
privatization It could not afford politically or economucally for the company to fall The Mimistry
trusted Mr Medza, however, 1t did not want to nisk further fear or distrust of the privatization
process related to mass layoffs at SFM or forced reorganization Minustry officials looked to Mr
Medza to find a solution which would improve SFM’s financial performance without causing
severe casualties among the workers and their strong trade unions

The Agenda for the First Meeting

Looking over SFM's records, Mr Medza could see that the company's need for deep
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operational and orgamizational restructuring had not dimimshed Although SFM's debt had been
eliminated just before privatization by the State Treasury, Medza remained deeply concerned about
SFM's ongoing performance He was sure that once the shareholders examined the firm's financial
results closely, they would be searching desperately. for ways to reduce operating costs

The present company directors were well aware of the company's financial 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 existing board members and representatives of the new owners
to attend a meeting to discuss the upcoming general meeting 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
preliminary agenda for the general meeting and make his recommendations Medza believed that
because of long work 1n the Polish government on SFM, his opmion 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 mvestors in SFM, WISLA and NARTA Both groups
wish to protect their investments and enhance the value of SFM  Given the company’s current poor
performance, these investors endorse a swift and aggressive restructuring plan This team's
recommendations should address the following 1ssues a) discussion of the company's financial
sttuation, b) the role of workers and management, c) the makeup of the management and
supervisory boards, d) commumications between the boards and shareholders There may be other
1ssues, so this team should feel free to 1dentify these as well

Recommendations on each 1ssue 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 hus 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, 1s likely to react to the proposed strategy

Though the laws 1n Poland are different from those m your country, the principles and
1ssues arising 1n these first meetings are very similar Think carefully about how to apply what has
been discussed 1n the course this far

The role play discussion will involve teams representing company management (Pawlak),
the emplovees, domestic investors WISLA and NARTA (Mezda) and the International
Finance Corporation (IFC) who represents various foreign investors Mr Mezda will host
the meeting The goal of the meeting 15 to bring together the main shareholders to discuss
the upcoming General Meeting

I
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Instructions for the Participants in Mr Pawlak’s Team

Mr Pawlak, I:nanagmg director of -SFM 1s determuned to keep tight control over the
Shareholders' Assembly He 1s convinced that he alone 1s best suited to take the company out of the
present crisis situation  Outsiders do not understand the needs of the company or 1ts employees like
he does He 1s skeptical of Medza's recommendations Medza 1s a bureaucrat, and has relatively
Iittle experience managing company operations He does not understand the furmiture industry hke

he does He does not know the company suppliers like Pawlak does

Mr Pawlak has assembled a team of loyal supporters to help him develop his own strategy
for controlling shareholders and conducting the meeting 1n a manner that will ensure that his
opiions are given the weight they deserve In particular, his team will develop recommendations
on how to address the following 1ssues 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)
commumnications between the Boards and Shareholders There may be other 1ssues, so this team

should feel free to 1dentify these as well

Recommendations on each 1ssue must be well substantiated Mr Pawlak knows that the
drectors 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
WISLA and NARTA, and those representing the workers, 1s likely to react to the proposed strategy

Though the laws in Poland are different from those in your country, the principles and
1ssues arising 1n these first meetings are very similar  Think carefully about how to apply what has

been discussed 1n the course this far

The role play discussion will involve teams representing company management (Pawlak),
the employees. domestic investors WISLA and NARTA (Mezda) and the International

Finance Corporation (IFC) who represents various foreign investors  Mr Mezda wall host

the meeting  The goal of the meeting 1s to bring together the main shareholders to discuss

the upcoming General Meeting
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Instructions for the Participants on the Employees Team

Employées had retained a 16 -percent share 1n the company The workers are concerned
about their job security under present management Though Mr Pawlak and his team seem to be
genunely interested i preserving jobs, several of the Employees believe that this management
lacks the expertise to enable the company to survive in a new market driven economy Many of the
younger workers are leaving for better paying jobs 1 newly established companies 1n the region,,
some are talking about relocating abroad Many believe that Mr Shiwocki, a long-time senior
manager at SFM 1s far more qualified than Mr Pawlak He 1s much younger, and more famihar
with new economic terms  Also, he enjoys the trust of many leaders in the union

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 housing facilities and are planning to
fire several hundred workers But to do this, the new foreign shareholders need to get control of the

Board

In sum many employees believe they are caught in a difficult circumstance They are
unable to trust existing management to save the company--and unable to trust new owners with the

interest of the workers

Employees have assembled a team to develop thewr own strategy for controlling
shareholders and conducting the meeting 1n a manner that will ensure that their interests are served
In particular, the team will develop recommendations on how to address the following issues a)
discussion of the company's financial sttuation, 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 1ssues, so this team should feel free to 1dentify these as well

Recommendations on each 1ssue 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 representing the IFC, to those representing management and
those representing WISLA and NARTA, 1s likely to react to the proposed strategy

Though the laws 1n Poland are different from those in your country, the principles and
1ssues ansing 1n these first meetings are very similar  Think carefully about how to apply what has

been discussed 1n the course this far



oo

The role play discussion will involve teams representing company management (Pawlak),

the emplovees, domestic mvestors WISLA and NARTA (Mezda) and the International
Finance Corporation (IFC) who represents various foreign mvestors Mr Mezda will host
the meeting The goal of the meeting:s to bring together the main shareholders to discuss

the upcoming General Meeting =
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Instructions for the Participants 1n the IFC's Team

The IFC 1s a very prestigious mnternational orgamzation Its highly trained team of experts
make 1nvestments around the world The IFC 1s well acquainted with SFM  The IFC team 1s
determined to enhance the value of their investment by implementing an aggressive restructuring
plan and infusing the company with new management 1deas and new managenal resources and
expertise They approach the meeting with the intention of replacing as quickly as possible Mr
Pawlak and his staff They view the current director as ineffective and unaware of the new

economic environment 1n which SFM must now operate

The IFC Team has been able to gain the support of many of the new shareholders and plan
to approach the meeting with their own set of recommendations on the following 1ssues 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 1ssues, so this team should feel free to identify these as well

Recommendations on each 1ssue 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 representing WISLA and NARTA, to those
representing management and those representing the workers, 1s likely to react to the proposed

strategy

Though the laws 1 Poland are different from those i your country, the principles and
1ssues ansing in these first meetings are very similar Think 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 (Mezda) and the International
Finance Corporation (IFC) who represents various foreign investors  Mr Mezda will host

the meeting The goal of the meeting is to bring together the main shareholders to discuss
the upcoming General Meeting
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BCE, Inc

Published 1n
New York Times
February 23, 1995

Notice of Record Date

Th Annuzl Me.uag of the Shercholders of
BCE Iac. will be held at the Impeni! Thezer,
24 King Squerc South, Saint John New
Brunswack, on Wednesdsy May 3 1995 ot
10302 m (locaf ume).

Starcholders rgistered at the close of bexiness
on Merch 15 1995 wall be eatided to recerve
nouce of the mestiag.

THE NOTICE OF MEETING AND
MANAGEMENTPROXY CIRCULAR WILL
BE MAILED TO THE SHAREHOLDERS
ON OR ABOUT MARCH 16,1995

By order of the Board of Dyrecton,

Josef J Frndmen,
Seator Vice President, Law ao0d
Corporute Sccretery

Moateéal, Junuscy 25, 1995
BCE Inc,

BESTAVAILABLE COPY
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ANERECAN EVPRESS COVPANY
AMERIC AN E\PRESS TOWER
WORLD FINANCIAL CENTER
\E\* YORR, \NEVW YORK 10285

RARY 1 ity
pe e

\OTITE. OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held Apnl 26, 1993

NOTICE IS HEREBY GIVEN that the Annual Mezting of Sharsnolaes of Amencan Exoress Companv
a New York corpoation will be held 2t the Operanons Center of Amencan Express Travel Related Sevicss
Company Inc 6500 Asrport Parkway Greensporo North Czrolinz 27425 (see dircctions on back cover)
on Mondzy Aonl26 1993 at I000 AM local ime for the following purpascs

1 To g'zz dizztos

2 To rattv the sclection by the Company s Board ot Dirzzwors of Enst & Yo.ag 1nczzzacan

audiors 1o 2edit the accounts of the Company and irs subsid 2nzs for 1993

2 To consider and voiz upon 2n amendrent to tne Commpary s 1989 Loag Ter lace- 2 P an
2utnonzirg 2n addimonal 23 5 million common shares for 1ssuarcs trarzunder

4 To consider and vote upon tne adoption of a stock option p'an to pe-mut grants of 2 Lmed
numozr of s.ock op 101s to non employes directors and

5 6 and 7 To consiozr and vote upon threz sharcholder proposals reiating to coutat v
voung political contnbutions and the CERES Parciples —sspecuvely cach of which the Board of
Directors opposcs

To transact such other business as may properly come befors the mesung or any adjournment ther=ol

By Order of the Board of Directo~s

STEPHEN P NORMAN
Secretan

March 18 1993

Whether or not you intend to be present at the meeting, please mark, sign and date the enclosed
proxy and return 1t tn the enclosed prepaid cavelope”

1
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AMERICAN EXPRESS COMPANY
AMERICAN EXPRESS TOWER
WORLD FINANCIAL CENTER
NEW YORK NEW YORK 10235

Maron 1S 1993

PRO\Y STATEMENT

Vote by Proxy

Thus proxy statement 1s fumished 1n connection with the solicitation of proxies ov the Board ot Dir=zies
of the Company for the Annuzl Meeung of Sharcholders to be held on Mondavy Apnl 26 1993 anc ar
adjournmznt thereof A copy of the noticz of the meeting 1s anached Tnis proxy s atenent and tne accom
paaving {orm of p.oxy are {irst being masled 1o snarcnolders on or about March 18 1993

You are cordiallv imnated (0 & terd the mezting tut whether or rat vou expect 10 2 t2nd i 2e-s67 ro-
are urged to mark sign and caie the enclosed proxy and rerum it in the 2~closed prapaid enve ope S-arzqo'd
en rave (2 aght 10 revoae (RZIF proxies A -7v ume o110r 10 the Uz tnzir shares ac= a2 valiy vewzg {2
snarchoicz~ auencs the mzzuing and desirss 10 vote 11 penson nts or ~er proxv wiil not be used

The z-closed proxy ircizates on s {2¢e the numoer of commor srares registerzd n the namez of c2¢-
sraTnoider of recora on March & 1993 aacluding sharzs that may “2ve accurulaced througn w02 ¢
re 1vestmizat of dividends in the Compan; s Shareholde- s Stock Pu z~ase Plan

Prox os furrisned to emplos ces indicats the rumber of snares erez 2d to their incertive savirgs ¢ a1 2-d
emplovzs stock owaershio plan accounts Accordingly proxies iu—ed by emplosess wno garicioaizs 10
such plans will be considzred to be votng mstrucuons to the ressecare plan trusicss with respect 1o s™27zs
credited 0 sucn zccounts

Confidenual Young

As a rrater of Company practice the proxics oallots and voung tabulauons relating 10 wamic.:
sharenolacrs are Lept pavate by the Company  Such documents are available for examirauon on's by 102
Insoecrors of Election and czrtain emprovess of the Company s independent tabulating ageat engagsd 11
processing proxy cards and tabulaung votes The vote of anv individual sharcholder ts not ansclosea
10 managementcxcept as may be necessary 1o mest legal requirements However all comments airzsted o
management from sharcholders  whether wntten on the proxy card or elsewhers will be forwerced
to manpagement

Genenal
Uniess contrary instructions are indicated on the proxy all sharcs reoresented by valid proxies racz ved
pursuant to tais sohicitzuon (and nox revoked before they are voted) will be voted 2s follows
FOR the election of all nominces for director named herein
FOR raufication of the selecuion of Emst & Young 2s mndependent 2uditors for 1993

FOR the amendmznt to the Company s 1989 Long Term Incentive Plan authonzing addidorai
sharcs {or tssuance

FOR the adopuon of the 1993 Direciony Stock Option Plan

AGAINST the sharcholder prooosal =clatine 1o cumulauve vouns
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Jdaud €acn rzgznze an grwal T ane ot $2 230 for sz~ 110 op Az Finanzz Corim
rece e annual re 2mer ot 32500 10r scving 04 tne Audit Cor Mt = Vr B —c 25 e--2
SLBH Board o Bwzcrars ond 1s commuticzs on Fub uvor 22 1850 Tnz a008g r2 21m225 a2 —aa

22 2=z ‘§-

-

otz oresertly zapeciza t0ve e for 1983 exczot hat Mr Fu-aud ho hascontimuz. 0 s2mve _5a
'/

and a5 2 memoer of the Firancs rucee o0 SLBH  aali not recz ve aovol the d2semipzs =2 = ~eeg o 22%

for suca sevice

In addiion Mezsses Culver Furtaud and Penshex L‘ll\w:; paucipattar the SLEA P -z—z- 2 -
for Non Emnpiovez Directors 2nd the SLBY ~zd Comosndrian ®lantor Non c—proves D =2z 0 s - -
arz simular 1o iz Company s plans @str ocd aoove

Mzssrs Duncar apd-Ploone senc as directors of Arznican Express Bank LId R EB ) fz- wnim- 222+
reczives an anpezi Tz 2inz- of 520 000 and fz25 o1 S1 G20 fo- atendanze a. ¢ach ooard m\:\:rvm:_\\ir Do~ .-
also rezervés an anceal re ame- of S5 030 2s Crairr21 of the Audit Commuticz 21d S750 10 = Zznoez.s .
£r commities meaziing

ELECTION OF DIRECTORS

-0 enttre Boerd ot Duectors consisirg of 13 me—ba~ 3y opzcleczdat po m2e ~_ @ -

ptagete} - v 7L oo -
unrt! ne next arn.d Meetne of Sharsho'ce-s In iz case of « vecaney the Board of D =22 2= o= -
ccommenaatien ot thz Conpzesation Bo-zat- gnd Nomiraure Commuitee mav ¢ 22t 279 -2 21222
2 reolzczment 0- ma lzove (nz vacancy tafilled Decs urs rega-ding thz elecion of ne v & 22 o7y Sor -l
tre vzar normallv arz oused upor sucn co~sde-2 1015 av e 5 22 of the Boa-d 2nd the pa2c vz~ o~ -
paspecuves or o rep'acz the partcular skells or 2xpznience ot “az- directoss

During 1992 the Board of Dirzctars met [2 umnes and eac® of trz curTal QuireClo=s 2 o=~222 ™ o =7

75 perczat of the mezings of the Board ars of the Boa 2 comm tess 01 whie™ the drzster 2~ 20 Do

Novermoer and Decermozr 1992 Mr Jorcan oo} o lzavs of abswence from his dulies 2s 22 203 v -
Comzanv 10 sene &5 Crarran of «he Clinon acrinisa2u0n s 1ansiion tcam

Unless zutneri'v to vote 1s withheld bz persons specified n the 2aclosed proxy tne~s @ =2 27 °
following nonunzes alf of whom have consented 10 baing namred in thrs proxv satzre 27~ 7 °
clected  Although man.gemznt knows of ro reason way am nominee would be unable 1o <e~ ¢~z 227 &°
desigrated o proxies resene tull discretior 10 vote for 2notner person i the evan, any Ao ~22 .70
scne

The folluwrng nlo rmation 1 provided witn respect 10 the nomirzes tor ducctorshios | afic oo vore =,
indicates principal occupauon

ANNE L ARMSTRONG Duczctor since (983 =27

-

Chairman of the Bouard of Trusices Ceuter for Strate 1 vna {mterna ional Studies 1957 0 z72.27 C-e

man Fresident s Foreign latelligence Advison Board 1981 to 1990 United Stares Amba.szcs” © G-

Bntam and Norher Irefand 1976 10 1977 Director Gzacal Motors Coporation Ha'lio.—e- C.—zo2-
Bouse Cascade Cormporution and Glaxo Holdings Ple  Member Board of Regeats Srrithsor -r => 4177

- —_——

Di-zctor sincz [988 --c "

W Mecllon Foundu ion 2 not-fo profit carporation cagaged sphifian =7 =% 12 =

to prese~t Presidznt Princel wersuy 1972 to 1988 Dircctor MerclSn€ and Reador s B 223t =~ s
ciation Inc . Memosr Board of Trustes

DAVID M CULVER
Chairman CAl Capu
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2102 2 g vma cnoide apeCHiies 3 uitlzTsal Snoesz o the proxy Sus or he a2y it be vg 2 g0
~ cance with the spzaiication so made

-

Trz Compuns & ~nnual Repon 1o Sharcholas s wnich contams §~anc af statenen s da the  _ar engad
_cz—pz 3! 1992 aczompanies this proxv statemeat - copv of the Compans s Annual Report to the
Securities and Exchange Commussion on Form 10 h exclusive of certain exhibits muas be obtained
without charge by wriung to Stephen P “orman Secretars  American Express Company American
Evpress Tower World Financial Center Aew York “New York 10283 5170

1 Q)

Cost of Prosy Solicitation

The cost of soliciting proxics will be bornz by the Corpaav Proxies mav be solicited on benant of the
Comoanv by directors offlicers or employees of the Company 1n person or by teleotone facsimtie 1=a=sm s
«ior or telegram The Companv has engaged the firm of Morrow & Co 10 assist the Comoan  n the
oiswribution and solicitauion of proxies The Companv bas agrezd to pav Morrow & Co afez of S12 530 plus
wypznses for s senvices

Tz Conpeny wall also rermburse 9-oheraez HoLazs and o her custodiars nominesy ard iduc & 2 tor
. rexozrses i sccodance w th the regulano=s ot the Securi1zs u~¢ Exc~ange Commssion ( SEC ) e
Sow Mork Stock Exchange and atner excaangzs tor scnoing prox ¢s and proxv ratenial 1o the bonz ic
avpe-s of commen sha e

Tlic Shares ‘oting

Tac on’s voung seeeatces of the Corrpany 3 L common v=a7es 4 wArca thewe ware 451 242 62~ <l o~
wourstanding s of Marer 8 1993 caen share being crutled te one vaie To the knowledae of raragz—.r
ro oz sen bencfic all own< mo-e than five pzicent of the ou s anding vot ng shares ol the Cempary T
croung pnce of the Compdany « common snaczs aa March & 1993 os reporied on tne New York Stol
£1c-a1ge Compostie Traasacaons Tape was S26 75 per sha =

Vote Required

The 15 nonunces recervng the greates aumioer of votes cast by the halders of the Campany s common
sn.rzs cnttled to vote at the meeting wall be Weeted dircctors of the Cumpany

The atiirmative vote of the holders of 2 matontv of all outstanding shares cantlud 10 votz v agessan
tor the adoption of the amendment to the Comoany s 1989 Long-Term Incznuve Plun and tor the sceotivn
ot the 1993 Durectors Stoch Option Plan Tae 2flirmative vote of a magority of the vares cast at the miezin
i nezzssarv for the ~atificanon of the selecuon of auditory und tor the adoption ol each ol the sha-choid.-

proposals

Method of Counting Votes

£ach common shurc 1s eatitled to onc vote Votes will be counted and <erutied by the [nspes ors of
Election who are emplovecs of Chemical Bank tne Company < independent Trunsler Agent and R stru-
Under SEC rules boxzs and a destgnated blank scace are provided on the proxy card for shareholders to mar
tf thev wish ether 1o abstain on one ar more of the proposals or to withhold authority to vote for one or mors
nominzss for director l=wzsordonzeuihMer V2l S e lawesuch~bstenuons~renotcounted in derermin
[ r * = |5

he-numbers-of-votes required-to dttain 4 maionts of (NS~

-~ oo - mas -
= =<

Houe =2 abhgtentions o canaderedan de.o e

wod ap eharag 1o o smama "
L3R AL SR ARASTUAR LB PIraPAS ko mend the 989-Loag-Term-Incentive-Planana 3d 0 -

- ] .
= - L Sk epcy

wmanm e nf ol apete gn o b seac antitlad tn .- . e e - e ~

pood

t
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Shareholders Entitled to ‘ote

QOnl snarenolders of record at the closz of businzss on Ma ¢ S 1992 wul bz enauizd to no 22 of -4
lo vote at the ~nnual Meeung of Sharcholdzrs

Security Owanership of Directors 2nd Executnne Officers

The following tabre scts forth as of Maren § 1993 perz "¢ 21 ownzrsnip of common shawes of -2
Compans br 2ach current director 2nd nomunez tor di 22 o-ard ov all curzrt ar-ectors 2nd execdtive officz-s
of \he Comzary as a group Evs2e 2to0w—_ch 01t~z persons 2ad crous disted cziow ras <0 ¢

e A P A TR A D5 A RO BB P52 25210 N—-NO-CuTCA $ITEC 07 =~ (1€ Of £xeCU 2
closs—= = cagan—tons sl Sunton ot ke T moan o PLSORCaCTOd ST2M2s OF £AT2D! 35
restondons s nund T he on an. commenSasria Dot o or—= K -1 -~y 0 *lzror b
1992 =e Lomoan. cun 2 aznron e —ooreas—=—haaeg a2 ano € -fs2ndingc 2>mmen saz 25 of FDC
N\urber of
\merican Expre.s
Sumber of cormon shares
~mec 1 an Exo~ess which may b
Names of Directors cummaon acquir~! withit
and Nomine-s shar-s cwned (1)(2) ol davs 1.}
aqnc L ~-mstrong . 1500 > 0%
wilian G Bowen 1 SO0 RIS
fanat S oemas } 0060 —m7M - — =25
M Culver [ 3-8 3209
Chartes™V Duncan Jr 32 000 3o
George M 6 _Fisher 1 000 [ ol
Richard M Fur 23000 393
Huarver Golub 162 560 32 857
Beveniv Sills Greenougn |5 | eco
F Ross Johnson . Q 000 . ow
Vemon E Jordan Jr 172 3 ogv
denry A Kissinger 2300 - s oos
Deew Lew 1s 15000 < Jc
Aldo Panone 36 058 | D
Rege~ S Pznske 10 000 - 9w
Frank P Popoff 1000 | 029
Joseph H Williams 057 70X
All currzat Directors and Exccuuve Officers as a sroup
(25 indiviauals) (6) (7) 6 | °20 2°-

(n Th‘: number of shares owned bv Mr Golub and all directors and ex=cuf}
includes 354 2nd 26 845 shares held  their respacrive inczaur e savines plan and emp
plan accounts as of dates ranging from Decemocer 31 1992 10 Februarv 28 1993

The numoer of common shares shown do=s not includ= shares s to waich the nominess REve € 3T « ==
benclicial ownership as lollows 40X charmca ned n b w FRer 1 = 10U o o e s A e -

office™s as 4 group - 3}
yve= stoch owpzT™ ™



AMERICAN EXPRESS COMPANY
AMERICAN EXPRESS TOWER
BCEMUPHbBI ®HHAHCOBLIA LIEHTP
HbBIO-HOPK, 10285

e
(1X3

YBENOMITEHHE O EXXEI'OTHOM COEPAHMH AKIIMOHEPOB
26 ampens 1993 r.

Hacrosmmym ysegomnseM Bac, YTO €XeromHoe colpaHMe aKITHOHEPOB KOMI"aHHH
Amenican Express, Hb0-0pKCKOR KOpIOpaiiy, coctoutcs B LlenTpe onepatmit Cnyx6b!
nyrewectsui KoMnanuy no anpecy 27425, Cesepras Kapomina, Fpunc6opo, Airport
Parkway 6500 (cM HHCTPYKIMH Ha OOpaTHOR CTODOHE) B IIOHeae ThHUK 26 anpe1s B 10
YaCOB YTpa 110 MECTHOMY BPEMEHM I PACCMOTPEHHS CIERYIONIHX BONPOCOB

1 Bs16paTth IMpPEKTOPOB,

2 Ono6pHuTs pemenne Cosera aupexTopos KoMmnanuu o
TIpOBENCHUHN aymKTa cysToB KoMmmanmy M ee dwmnanos 3a 1993 r He3aBHCHMOR
ayaANTOPCKOR KoMnanued "EpHCT 3KE Aar®,

3 PaccMOTpeTh M NPOBECTH TONOCOBaHME MO IIompaske K
JonrocpoyHOMY NNaKy CrUMyAHpOBaHHA JesTensHOcTH Kommanuw 1989 r  koropas
NpenycMaTpHBaeT AOTIOAHKUTENBHEIR BhIMycK 23 5 MAH OGLIKHOBEHHBIX aKIHH,

4 PaccMOTpeTb H NIPOBECTH FONOCOBAHKE 1O MPHHSTHIO NNaHa
OMUHOHA aKUMM, KOTOPblh NIPENXOCTABNRET HEKOTOPOE OrPAHUYEHHOE YHCIO ONUHOHOB
axuuu OUpeKTOpaM, He paGoTatouuM B KoMnanuu, H

5,67 PaccMOTPETh H IIPOBECTH MOJIOCOBAHNKE IO TPEM
NPEnTOXEHHAM aKLUHKOHEPOB O KYMYASTHRHOM IrONIOCOBAHHH, NOJMTHYECKHM BIHOCAM
u npuHimnam CERES, npoTHs KoTopeix CoBeT OHPEKTOPOB BO3paXaeT

PaccMmoTpeTs mpyrHe BOMPOCH!, KOTOPHIE MOTYT BOSHHMKHYTE IO Hayana co6paHus wix
B ClIy4ae €ro nepeHoca

Ilo nopyuensio CoeeTa JHPEKTOPOB
CTHUBEH I1 HOPMAH
CexpeTaph

18 Mapra 1993 r

Hesaspcmmo oT TOro, cobmEpaerecs BW DPHCYTCTBOBaTh HA COGpaHEH HIH ECT,

OOXAaNyficTa, 3aIOJHETE, NOMIIAIINTE K IOCTABLTE JaTy B IPHNAraeMoi JOBEPEHAOCTH

H OTOpaBpTE €¢ B UpHNAracMOM KOHBEPTE
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PROXY—THE CHASE MANHATTAN CORPORATION
Common Slock

Proxy Solicited by Board of Directors
for the Annual Meellng of Stockholders—April 20, 1993

Wiliam J Armstrong and David C Crikelair and each of them with [ull power of substitution are
hereby appointed proxies to vote all shares {unless alesser number 1s specified on the other sicel
of Common Stock of The Chase Manhattan Corporation that the undersigned would be entitled o
vole at the Annual Meeting of Stockholders of the Corporation to be held at 1 Chase Manhattan
Plaza New York New York onApril20 1923 at2 30P M and any adjournments thereo! with all
powers the undersignéd would possess if personally present for the Election of Directors on
each of the other matters described in the Proxy Statement and otherwise in their discretion

The Shares represented by thts proxy will be voted as directed by the stockholder Authority
to vote such shares “FOR" the Electionof Dlrectors (Ho 1) will be deemad granted by the signed
proxy unless withheld If no contrary direction [s glven, such shares will be voled FOR" the
Approval of Audltors (No 2) and “AGAINST™ the Stockholder Proposals {Nos. 3-6)

(Continued and To Be Signed and Dated on the Other Side)

Mznagement recommends 2 vole FOR Yos 1 and 2 Common Stock
t Eleton of Duectors Ryan Finkelsten Fullr Lewis Mchtur and Whitmore
2
(Ta withbold authority 1o vet o pauCular rom e
wirl¢ the fare below ) i Ao~ avat et
Wilhhold Kudiers
For futhority FCR  munlk3T  ABSTWIN
Hanzgement recommends z vole AGAINST Hes J-€
3 4 5 §
Ranstat. Annual Elecnon Thrd Woeld Cumulatve Vonng South Alnica
of All Dicectors Loans for Dwrectors Foliey
FOR  AGMIMST  ABSTNH FOR  AGAIKST  ABSTAN FOR  ASAINST  ASSTAM FOR  AGAUGT  ABSTAW

«»"XO0ODPN

|

IGHATURE(S) SHOULD RGREE WTTH HAME(S] SHOWN AT LFFT
glgmHG ;OR ESTATES TALSTS OR CORPOR‘AUORS _TITL‘E,EC
CAPACITY SHOULD BE STATED IF SHARES AR HELD .OINTLY EVEr
HOLDER SHOULD SIGN

SIGNATURE

SIGNATUR:

BEST AVAILABLE COPY - ot
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e MAJORITY
AND CUMULATIVE VOTING SYSTEMS

The wav tates Mav he east by stochhadertan e ¢ cetion of the bou-g iy
directurs depends 0n e W Ste™ spec icd DY 0 L arpurate Crarte”

Majorily Voting

- -

w22 cach stochhode - mav cast one vote for caen snare heldin the cice on

of each director Thus o ninc d ~cctors arc 10 be elee «d the votes 02 simple
majona of the shares voted mrav clect all awne directors \o dircCtore M1 be
clected by the holder(<) ot 13 minonn ot the sht e+

Ladcr 2 maiuriny vonng susiein

Cumulative Voling

A R A A R T R e T S e T R T g
SRR This syvstem provides thar cach snareholder 15 er stied (o0
votes equal to the number of sharcs held umes the numbe- of dirccto”s to be
clected Thas of ninc di ectors arc 1o be clected the holde- of 100 shares ts
en itled to 900 votes Those 900 rutes mav be distibuted among ars of tne
candidates 1 any wav that stockhorder chooses For example all 900 votes
could be cast for 2 single candidate or thes could be d saibuted 300 cach 1o
threc candidates

A cumulaute voung svstem alions the holders of a sufficienthy large
munonn of the shares to elect onc or more di-ectors A tormula mas be used @
dctermine how mans shares of stoch must be voted o clectany given nJamber
of directors under cumulative voune Let

N, = The number of sharcs required to clect 2 desired numoer of
dicecrors

N, = The total number of shares voted

D, = The number of directors desired

D, = The total number of dircctors to be clected

Then calculate N, by using the following formula

-\, XD'.;

v (|S'\'1)
d D, ~ |

For example assume that XY Z Corpoation = ull clect mine directors at s
annual stockholders mecting Nineny thousand shares are expected (o be
voted A group of stockholders opposcd to maragement hopes 10 clect three

BEST AVAILABLE COPY
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Gl ¢ Ors bt CconceatruUNg 1L vOIcs O t-"ce canc 2 ¢ Hom many shasge vyl
tae nave 1o control o clec these irce ware€adrs e or N, as foliosws
O ey N
v
Y-
270 gun)

10
2701 <~ares

i}

This assumes that management controls al' he re—unmg 62999 shares and
would spread votes in an opumal tashior [ here ~evc addivonal candidares
and other minoritics sechung to clec ¢imec urs thes g-oup posstblv could ciect
three directors by voung fener shares than indicated These 15 2 certun
amount of gamesmanship ivoned in prow fights
Notc that less than onc third of the sharcs voted (<highth over -0
percent) were required to clect onc thied (33 3 percent) of the directors
slthough cumulauve voung resules 1n rouehh proporuonal representation of
opposing stockholder groups it s not enactly proporuional Also note that
9 001 shzres are required 10 obtain 01¢ <cat on the XYZ boxrd Any minonn
postion smaller than that 15 tnefectre ®
The rclatine ments of cumulatine se-sus maornin voung ar¢ debatable
The cumulative svstem appeals to our dem15¢a0C 1nsancis and implies greater
equins 1n the representzuon of the stockkolders on thc bowrd In some case
munonn represen adon mav be beneficia by providing considerauon ot diver
gent views There 1s however ano.hes side to this coin In somec cases
mnonIn representation ma  resdale in constant bicherng among the direC.ors
imparing managen2l cficicncy
Oa nct batance the quesuon of « hicn young s3stem 15 SIPCrIOT ADPLIALS
to reatc 1o the nature of the frm's ope-auons Lf oocraaons are relatneh
rouunc and strategic policies m2y be deliberaced at length wichou. cndanger
ing the firm s viabihiy cumulative voung appears adyantageous axroxemsroplt

&emy On the other hand many fices opc-iic in dyvnamc hughlv competitnc
marhets 1n which technological 2nd marke changes occur frequentdy and
rapidh In such firms uming of stratcgic policics and acuons such zs dev clop
meat of ncw products or cfforts to capualze on cmerging marhcung oppor
tunstics 1s of the essence In such 2 firm divergent facuons on the board may
engage 1n bickering about strategic 2ctions while their majonty -controlled
compeutors arc acting to scize opportunitics At the eXUreme mMinority repre
sentztion may result 1a loss of operational vizbiiny of the firm.

# {f thus formula s used to determine the nua ber of directurs that can be elccted by voting 2 gven

aumber of shares any fractional aumber of dircctar must be dropped Cleardt vac cannoe clect 2
par of 2 person.
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Annual Sharcholders’ Mceting Pieparation and Follow -Up

The fo;llowmg checklist 1s designed to serve for the public cofapany 1n 1ts preparation for an
annual meeting

Actions reauirning shareholder approval (usually specified 1n the Charter of the jount-

stock company) For cxample

. Adoption of changes 1n the Charter

. Election of directors

. Issuing of stock

. Mergers, dissolution, major acquisitions

. Sale of a substantial part of corporate property, outside the ordinary course

of the company's bustness
. Increase 1n capita] stock

Date for _meeting The date for the meeting can be established by traaition or
specified in tne bylaws According to Regulation 601 an annual meeting must be held
within three months of the end of the year

Location There 1s no hmitation on where to hold the annual meeting Frequently,
large foreign corporations prefer to move their meeting around the country mn an
attempt to encourage shareholder involvement

Regional meeting Some foreign companies provide for regional meetings or bnefing
sessions to meet shareholders who are unable to attend the regular meeting

Physical factlities Many companies rely on a company meeting room or use parts of
thewr manufactunng facilittes for the annual meeting You may also consider renting
a movie theater or some available facility 1f you expect a lot of people

Reservations for corporate persongel If the meeting 1s to be held not 1 the
headquarters location, room reservations must be made for corporate officers and for
employees who will be wmvolved When the meeting 1s being held in the home city,
Teservations should be made for major out-of-town shareholders who are expected to
attend and for corporate officers who will be comuing from other cities

Transportation If the meeting 15 not being held 1n the central location, transportation
should be arranged for shareholders

Refreshments Many companies provide coffee and other refreshments for their
shareholders

BEST AVAILABLE COPY
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Gifis for shareholders Some companies provide a gift in the form of a souventr or
a sample of one of the company 's products_to be given to the sharcholders attending

the meeting

Plant tours Where the mecting 1s held at a plant or 1 the same city as a major
corporate facility, a post-meeting tour of the facility can be an excellent way to

improve shareholder relations

Proxy_The corporate secretary 1s usually responsible for the preparation of proxy
matenial and planning for 1ts distbution

Annual report Tne corporate secretary 1s normally responsible for planning and
distributing the annual report

Notice of meeting The company should forward the notice of the meeung, 1ndicating
the time, place and subject of 2 meeting o all registered shareholders with the right

to vote

Checklist and time schedule A list of vanous steps 1n the preparation for the meeting
1s sent to officers and directors who will be involved i1n the meeting preparations, as

well as to tne registrar

Record date It 1s essential to estzblish a date on which shareholders of record will
be fixed for purposes of receiving notice and voting at the shareholder meeting
Usually the record date 1s set by the board of directors

Agenda_ The agenda for the mesting must be set 1n advance It must be reflected 1n
the proxy statement and should be distniouted to the sharenolders at the mesting The
agenda 1s usually prepared by e general director and the board of directors, and 1t
1s based on a proposed agenda submutted by the corporate secretary or the legal
department

Inspectors of election The 1nspectors of election may be corporate employees, or
arrangements may be made with a bank or other outside organization for inspectors

of election The inspectors take an oath to perform then duties impartially

Recording_ It 1s destrable for a company to take minutes of the meeung, a tape
recording or a videotape of the meeting may be a helpful backup

Registration In some countries, compames provide sharcholders with advance-
admisston passes to the meeting Many corporations instead only provide for
shareholder registration at the meeting, a registration list 1s then made available for
checking the status of any 1ndividual about whom there 1s doubt Even in the case
when advance admission passes to the meeting are sent out, a registration list should
sull be made available at the meeting for shareholders who armive without passes

Ballots Ballots should be prepared for use at the meeting Most foreign companies
make a practice of providing one ballot for all of the 1ssues being presented at the
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meeting  Additional ballots should be prepared in case a sharcholder pioposal arises
at the mueting . -

=

-

Security It 1s a good 1dea to hire some local security personnel However, there
should not be an impression given that the meeting 1s an armed camp

Shareholder _questions Possible shareholder question should be anticipated by
cheching correspondence with shareholders and by finding out what questions are
being raised at other shareholders’ meetings The legal department should be alerted
to any shareholder proposals submitted prior to the meeting, whether or not the
proposals were contained 1n the proxy material sent to shareholders

Quthine or script Either an outline or a detailed script should be prepared for the
meeting, depending on the preference of the chairman of the meeung, who 1s usually
the chairman of the board of directors or his deputy However, 1t 1s important that
the agenda or script includes all items that must take place at the meeting It should
be cleared well 1n advance with the legal department

Resolutions The language of important resolutions snouald be defined in advance of
the meeting and should be approved by those who are required to approve them

Microphone If the meeting 1s to be held 1n a room requiring a public address sysie™
nacrophones must be provided - for speahers on the podium as well as tor
shereholders addressing questions or making comments from the floor

Product displavs Many foreign companies 1n consumer industries have found that the
shareholders represent an excellent marke: for their products Even 1f the products are
not consumer-oriented, 1t can be good sharecholder relations to set up a display
showing the products or explainung details of a new product It may be possible to use
displays that the sales or marheung departments prepared for a trade show

Employees Many foreign compames invite employees to their annual meeting, while
others restrict the invitations to employees who are also shareholders Consider
paying shareholder-employees for the time spend at the annual meeting

Ushers [n addition to the secunty personnel referred to previously, ushers and other
assistance for the shareholders should be provided Often, local company personnel
can be used When the meeting 1s also intended to acquamt shareholders with
company products in the consumer area, 1t may be advantageous to have salesmen act
as ushers In bnefing the ushers, 1t 1s important to emphasize the importance of
courtesy, both to shareholders and to any press representatives present

Press relations Press relations 1s usually the responsibility of the public relations
department, which will make the arrangements for press attendance

Post-meeting report Many foreign companies now send their shareholders a post-
meeting annual report This report usually summanzes the general director's report
and gives a samphing of questions raised at the meeting
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Agenda for Annual Sharcholders’ Meefing :

Call to order by the chairman

Statement by corporate secretary as (o

. Notice of the mecting or

. Waiver of notice of the meeting

Presentation of the appropriate record as to notice or warver
Announcement by the chairman of the names and identiies of the inspectors of

election, who thereupon take and sign an oath to faithfully execute the duties of their
office at such meeting

Announcement by the chairman as to the availability of the list of shareholders for
inspection

Request by the chairman that 1n order to determine the number of shares present

. Shareholders present 1n person advise the wnspectors of that fact and of the
number of shares they own

. All proxies be submitted to the mspectors

Report of the inspectors of the number of shares entitled to vote present in person and
by proxy and that such number constitutes a quorum

Statement by the chairman that the meeting 1s lawfully and properly convened and

competent to transact the business for which 1t was called, as stated 1n the notice of
the meeting

Chairman’s report

. The nature of the report of the chaiman will be determined by such factors
as the size and attitude of the persons present at the meeting, whether 2
pnnted annual report was previously mailed to the shareholders, etc

. At the conclusion of the report, the chairman should wnvite questions from the
floor concermng corporate policies and operations Such questions should be
addressed to the pertmnent officer, and a strong effort should be made to
respond to fair and proper questions

When the questionung 1s concluded, 1t 1s appropriated to move a ratification

resolution, either 1n general terms or 1n terms of specific transactions, with
respect to corporate policies and operations
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Nominayion of candidates for directorship

Election of directors ) .
* Uncontested clection The counting of ballots proceeds and the validity of

proxies 1s assumed except where they are obviously 1nadequate

. Contested elections A definitive proxy count 1s critical In this connection,
proxies will be examined as to adequacy of signature, time of execution,
subsequent revocation, and execution by other than the registered owner The
inspectors must make the policy determinations and establish the parameters
for the contest

Announcement by the chawrman of the results of the election set forth in the
inspection certificate

Remaining matters specified in the notice, to be resolved by similar balloting
procedures

Discussion of new business matters, not specifies in the meeting notice

Adjournment
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