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N

(TAKE-PART) FOUNDATION, MEMBER OF THE BOARD OF DIRECTORS OF THE SPA

Experience with ESOP,
with Special Regard
fo the Articles of Association

The preconditions for leunching an ESOP ot company level are that a) propretors agree with the program, b) ot least 50 per cent of
the employees assume responsibihity for 1, and <) @ finanaal mstitution grants a loan for the purchase of shares -~

The credit would be a refinanang loan granted by the Nahional Bank of Hungary 1o a commeraal bank The loan will carry o rate of
interest equivalent to 75 percent of the current central bank base rate Finanaal mstitutions will not be allowed to raise this by more
thon five percent The loans will be granted with @ moximum maturdy of 10 years Employees have to pay 25 percent of the value of
the shares in cash Employees are granted a personal income tax ollowonce on such invesiments  ~ -

et

-

| J L. Then the orgamzing commuttee has
, to inform potential participants that 1s the
i employees Maybe people have already heard

ESOP (Emplovee Share Ownership |
Program) 1s a financing and ergam.anonal
technigue enabling emplovees to come for

ward as jowt buyers, w such a way that the
purchase 1s guaranteed not by their personal
property but by that of the enterprise con
cerned. This enables the collectn e to become
owners wuh the provision — ensured by the
law ~ that tis jowntly acquired property could
be dnided among mdniduals n the process
of repavment Therefore the property will be
dnisible among indnduals, according to the
extent and schedule of repavment An ind:
vidual will become an owner if he or she 15
able to repay both principal and wterest. If
he or she is not able to fulfill this obligation,
then the propern s transferred euther to the
bank or back to the seller

THE ORGANIZING COMMITTEE

PRIVINFQ Let’s look at @ typieal ESOP
buy out How does u start?

LURACS The Act on ESOP prescribes
the obligauon to form an orgamzing commut
tee It 1s a three-member commuttee repre
senung the emplovees collective desire to
mahe a jont buv—out agawnst the seller the
bank and all offictal or unofficial organiza
uons

P In your experence, who become
members of tins orgamang commuttee, and
what 15 the mcentme?

J L Thev hear about the ESOP from
somew here ~ from this article for example -
and 1t becomes attractve to them They fig
ure why not? The management often savs

Well we have brought this compan to its
present standard 1t 1s prormusing and market
able 1115 worth ownuing sowhy should we not
try 1o obtan it not only for oursehes - within
the frameworh of a management buv out, let

L F)Fql\/lbdF:c)

us say — but for all who have taken part in 1t,
or will tahe part 1n the futre”

P It 15 probably the management that
has to deal with all kands of legal regulations
dayn, day out, so the ESOP probably attracts
thewr attention first

J L Tt also occurs that the ESOP 1s
mitrated by umons or an opposition con
sisting of a lower-level management - for
example 1f the higher management has
made a commitment to an external investor
or uself

P Has that occurred?

J L Yes ithas However the best thing
1s when they row in the same boat, because 1t
1s easier to do together If they take steps
against each other it not only 1mphes confhicts
but the posstbility of failure too An ESOP 15
good if collaboration can be established among
as many emplosees of the company as posst
ble However if it imphes an increase 1n con
flict. 1f mterests can be validated aganst each
other that 1s the death of not onlv the ESOP
but the company 1tself

P Let us assume that employees hme
managed o come to an agreement on the
composttion of the orgamzng committee

of an ESOP but they may not know what 1t
stands for If they hear from 1t for the thurd
or fourth ime then they alreadv have a rough
1dea what these mstials stand for and what
mechanisms lie behind 1t so 1 repeat that
people need to be informed' On what an
ESOP means at-all whether the company
concerned has a future whether 1t 1s possi

ble to put together such a business plan and
such a business strategy which indicate that
1t will work and be a profitable venture so
that 1t will be worth owning After that they
will have to start establishing the ESOP or

gamzation That already requires a certamn
kand of acceptability - and a 25 percent sup

port 1s necessary for the estabhishment of an
organizing cornmutiee itself

P Therefore, if three people come to
gether wuth the 1dea of formmg e orgamzung
commutiee, they have to conduct a public
opinion survey on whether the collective will
authornze them”

J L. Thatisnght on whether people
are nterested 10 an ESOP at all and whether
they wall accept these three or want someone
else If thus 1s achueved, then comes the second
stage of acceptabihty Namely draft articles
of association are requured for the establish
ment of an orgamzing commuttee as well as
the support of a1 least 40 percent of the whole
staff for this project.

GENERAL ASSEMBLY AND ARTICLES
OF ASSOCIATION

P Generally, how 15 u done? Wuh
questionnatres, or 15 all the staff called to
gether to an auditorum?

J L That will have to be decided at the
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foundiuon meetung or at parual meetngs and
the rrain thing 15 that at least 40 percent of the
whole staff has to attend and vote for the ap
proval of the rtic’es of assoctation under such
condiuons

P Sall that contains the potentul for
conflict later on, because ut mav occur that
employees face for the first tme the result of
the work done by the orgamzing committee
I think they have to get acquainted with a
great deal of data and statutory rules, and
somehow accept it at first heaning The arty
cles of association regulate matters essential
for the future, and that will be approved by
people who may, just then, be heanng in de
tail about an ESOP uself for the first ame n
thetr Ines How will they know whether what
the orgamzng commuttee has put together
and emvisaged 15 acceptable for them? Isn’t
there a danger that the organiang commu
tee may favor one group of people within the
company, but do u so defily that the others
do not realize it upon heanng the articles of
assoctanion for the first time?

J L That danger s undoubtedly present.
An ESOP 1s a rather compheated legal and
econoruc scheme precisely because the pur
chase 1s not made mdividually If1buy some
thung on mv own if I have the money I buy
something and I enter a legal relationship
However here we are talking about an acqu
siwon of propertv in whuch the proporuon of
my ownershup will turn out only later on That
1s decided by the articles of association and
bv the rules of division That 1s — together with
a lot of other thungs about 1t, of course - what
makes the articles of association so rmportant.
They are actually the constitution of the whole
thung It 1s the duty of the orgamzing commut
tee to furmsh plenty of nformauon on these
articles of association while things are going
on Surely the great majonty of people will
see clearly only much later as the articles 1n
volve a lot of complicated legal terms

EXAMPLES FROM THE LS

P Let’s see then, what does a good ex
ample of ESOP articles look like?

J L In both the Uruted States and the
United Kingdom the basic pnnciple 1s that the
extent of acquisition of property should be
proportionate to contribution to the perform
ance and profit of the company

P That is a rather subjectnve category
How can that be accepted by someone, and
how can it be measured®

J L. Indeed a measure 1s applied - for
example thev say that the division of prop-
erty can involve predomunantlv or maybe
exclusively two basic pnnciples salary re
cened from the company and vears of serv
1ce “Namely thev start from the fact that a
salary reflects how valuable an emplovee ts for
tus compans according to the pninciple that

|

if 2 company pavs more to its statf than they
desenve 1t will go bankrupt anvway

P This apphes mainly to market econo
mues, and not to former state—ow ned enter
prises

J L Ttshould applv not to former ones
but to present—dav enterpnises Compames
cannot pav more than market condiuons and
performance allow

P Therefore the salary has to be in
cluded 1n the calculation or formula, on the
basis of which the future property shares of
indnadual emplovees are calculated. Does the
act prescnbe this®

J L. Unfortunately the act does not
even menton it According to the feasible
American practice it should be included
somewhere — and 1t 1s wn the United States
The US law savs that onone hand all the
employees must be embraced by the ESOP
so nobodv can be left out of it The other ba
sic principle 1s that an equal measure must
be applied for evervone and the only differ
ence possible n that equal measure can be
on the basis of salary and years of service If
another method 15 applied then there are no
tax — or other — allowances The other thing
1s that they say well gentlemen here wn the
acquisition of propertv by individuals in the
division of the property to be repaid a greater
difference in proporuons than that among
salaries cannot be made from one person to
the other Let us sav if the difference be
tween the highest and the lowest salary 1s
only 15-fold then - assumung an annual
work performance - the difference between
the biggest and the smallest property share
may not exceed 1>-fold either

P Isitincluded in the Hunganan law?

J L Ttisnot m Hungary it may occur
that, nght from the start or gradually the ESOP
15 lumuted to a small curcle of people It 1s also
possible that there are built-in restnctions for
those who join the ESOP late~ on the basis of
which the number of participants of the ESOP
1s always decreasing According to the law all
that 15 possible now In mv opiuon addiuonal
rules and farr restnctons should be provided,
just like n the Unuted States

P You mean amending the act’

J L. Either amending the act or it could
be added to the taxation rules concerning the
ESOP that atax allowance 1s due only if The
Foundauon ts deterruned to makhe the act work
better to be more usable to avoid contradic
tions — by small steps or bigger ones

ARTICLES OF ASSOCIATION -
WHAT TO ATTEND T0?

P How can different interests be built
n and validated, prior to the approval of the
artcles of association?

J L. Ongnally we had m mund making
asample of articles of association As it would

" have numerous ads atages and disads antages
too eventually the goverment rejected the
] proposal So 1t 1s not possible to sav Her=1s
, asample please follow it There will be a lot
of different articles of assoctation
P Are there sumple cntena which f
| checked, would tell a person whether the ar
ticles are any good for hum?

J L. Tcan bst four such areas bnefly The
| first 15 the rules for new parucipants 1o jo'n
Which are the condiuons for someone to join
this orgaruzaton as a new emplovee and a new
parucipant” The second one 15 the rules of the
division of the acquired and repaid property
Whar Lund of basic principles and which fac
tors are considered how much are they
wetghed and on the basis of which formula
and which algonthm? The thi d one 1s the
possibly of exercising voting nghts both at the
meetng of the organization and at the share
holders meeting or at the meeting of the
limuted lability company The fourth one 15
the marketability of shares later on that1s they
must not be Just a prece of paper which can
l not be sold but actually negouable securities
1 which can be cashed
%
|

The articles of association must ensure
these four things in addition to comphance
with three acts the Act on ESOP the Finan
c1al Code and the Act on Economuc Associa

| uons Arucles of association are rather large
| volume usuallv a hard—core legal document
of 15-20 pages and m mv opiruon consider
. Ing the future operation of the joint stock
company relauonships among individuals
parncipating should be regulated so as not to
be destructive but to improve and increase
performance and to contnbute to the more
successtul operation of a company tn a mar
ket economy

CHANGES ARE FEASIBLE!

P If some groups within the enterpnise
only realize later on that the approved artt
cles of association are disadvantageous to
them, then, n your option, 1s it worth ik
anng thewrr change?

J L By all means I propose to make
changes 1f they think that there are errors n
the articles which may lead to conflicts or if
some 1ssues are not regulated at all An ESOP
orgamzation has an executive management
which may propose changes to the meeting
for modifications of the articles for example
It 1s the duty of the executve management to
review the articles — either itself or with con
sultants — on the basis of expenence accumu
lated n the meantime - and to say that it 1s
the interest of both curselves and the cormpany
to change them Whenever ] attended a foun
dation meeung [alwavs used to sav that a few
hundred people at a foundauon meeting net
ther can nor should compose arucles of asso-

M
8 PRIVINFO

—————



_— ey e ————— = e

—he

e st e

ESOP

ciation That 1s a legal docum=nt and 1t must
be previoushy coordinated

P Furst there are consultations, then
they come together coordinate, and later on
vote for and sign the arncles of associanon

J L Thatis nght

P As I see u thus also means that of
someone has not vet seen the articles, or has
not recened a proper explanannon of what

they contam, then he should at least be
skeptical at the meeting, instead of rasing Ius

i but pror to the voung Three hundred people
hand eutomatically ‘

!

|

I

!

are 100 many 10 compose articles onlv chaos
would come of 1t However the execume
management can be made 10 review opuons
1n the year following the foundation and - if
nzcessary — to mahe proposals for other
meetings concerrung the modification of the
arucles

J L Ttis the duny of the orzamzing
commuttes to make the articles accessible be
forehand to the people who should mndicate
both orally and 1n wnting if they have a prob
lem If necessan an amend ng proposal should '

be made and the arucles should be modified Tibor Hollauer

The Resz-\ etel Foundanon was estab
hished at the end of 1989 by a handful of
lawvers econorusts and sociologists Therr
purpose was to iunate the preparanon of an
Act on ESOP and to tahe part 1n the elabo
ration of methods enabling the population -
pnmanly emplosees ~ to take part n pnva
uzaton At the beginming the foundation had
aproperts of HUF 10 milhon currently 1t has
an equiny capital of HUF 5 rullion and a HUF
10 muslion propens Bv the end of 1992 about
60 companies and private individuals had
Joined the foundation

During the past two and a half vears the
staff ot the toundation tooh part 1n the dis
cuss107s of tne draft law on ESOP 1n Octo
ber 1990 the Mimstn of Labor commus
sioned the foundauon to draw up the regula
uon concept n onnciple and the text of the
Act on ESOP The staff of the foundaton has
grnen more than 100 lectures to company
managers emplosees and trade unions By
the erd of 1991 they had provided consulting
for the ransrormauon of 15 compames 1
order te support such transformatons where
11 some orm (on the basts of Property Policy
Guidehires E-Credit or out of ESOP re
sources) a substantial emplovee ownership
can be ensured

Since the Act on ESOP was passed the
foundation ha sought to ensure that profes
stonally fair and honest ESOPs be established
by a7y means possible For the new Hun
ganan Act on ESOP - a5 opposed to s U §
and Bnush counterparts — does not exclude
the establishment of so—called false ESOPs

The real purpose 1s the estabhishment of
ESOPs which promote the interests of both
the employ ees and the company

The Resz-Vetel Foundation has also es
tablished an nternational set of contacts 1t
can relv upen the assisiance of the Briish
know-How Fund and the Amencan USAID
With thewr participation for example Hun
ganian civil sen ants and professionals have
been able to studv how ESOP compames
worh 1n Britamn and 1n the US A manage
nal course ha also been proposed to be held
in Hurgar probably this vear with the par
uc pauon ot one of the most successful Bnt
1sh ESOP fr1s Bai Partnershup

A Foundation
for Facilitating the Acquisition
of Property by Employees

The Resz-Vetel {“Take-Part”) Support Foundation for the Acquisi-
tion of Property and Parhapation by Employees has so far helped the
transformation of about 15 companmes, and it currently provides con-
sulting for more than 100 compames PRIVINFO asked Janos Lukacs,
executive director of the foundation, about the foundation and about
U S and Hungarian experience with the ESOP so far

The assistance of the foundation 1s also
necessary because the ESOP 1s not a common
pmatizauon technique m Hungary yet Pre
cise figures are not available but the number
of companies transferred to the ownership of
employees etther wholly or partially 15 estt
mated at less than 100 and well-founded
ESOP offers hay e been subrmtted 1n about 50
cases Beyond these there are also other
imtiatives but their number 1s less than 100
Efforts are made for the development of
ESOPs 1n a number of Eastern European
countries but application has come farthest
in Hungary Slovema Bulgana Romama
Ukraine and Russia regard the Hunganan act
as a model

preventing the abuse of the allowances by
other strata Namely ESOP organmizations
and those involved m the scheme are enu
tled to substanuial tax allowances among
others an ESOP company can use 1ts entire
pre-tax mcome for loan repavment em
ployees can deduct from their tax base the
sum paid and crediting banks do not have
to pay taxes on 50 percent of their income
comung from ESOP interest

At the moment 12-13 000 medium-size
and larger compames are owned by em
ployees wholly or partially — nine percent
of the compantes of that size Employees
have acquired an average of 22 percent
ownership share 1n companies at 1800
companies the share of emplovee property
eaceeds 50 percent and about 200 compa
mies are wholly owned by employees

The tax allowances were not a bad deal
for the US budget additional tax mcome
(from excess income for example) coun
teracted the shortfall of taxes and thus does
not even include the benefits which appear
later on Namely if modem parucipauve
management methods are applied 1n ESOP
organizations then the company perform
ance 1s 20 to 30 or in some cases 50 percent
better than 1n ESOP organizations of strmi
lar s1ze and profile not applving manage

The American Example

In other parts of the world the ESOP 1s
not mainly a privatization techmque but a
means of inproving company performance
Apart from Hungary onlv the Umited King
dom and the United States have regulated 1t |
bv a legal Act The Amencan ESOP Act was
passed 1in 1974 although emplovee share i
ownership had occurred 1n practice before l
that The purpose of the Act was to ensure |
the possibiliny of acquisition of ownership by
employ ees and to increase the marhetability |

A

of the company and eventually a couple of |~ ment methods
paragraphs were included with the aim of Al



Intentions of the SHARE PARTICIPATION FOUNDATION
Promoting Employee Share-Ownership
in the Creation of a Market Economy 1n Hungary

For nearly three decades the conception of reform of the state socialist economies
of East Central Europe was dominated by the search for the correct mix of plan and
market within the state sector By the mid 1980’s a new conception of reform
emerged 1n Hungary focussing on the private sector as economists debated the cor-
rect mix of public and private ownership across sectors of the economv Develop-
ments durning the past year indicate a fundamental break with the earlier concep-
tions of reform rather than simply stimulating the expansion of the traditional,
small-scale private sector, policy makers are designing a variety of measures for the
privatization of the public sector itself Whereas previous debates addressed ques-
tions of how to reform the economic mechanism of state socialism, current efforts

seek to transform the fundamental institutions and propertv relations of the Hunga-
rian economy

The current wave of privatization 1n Hungary takes numerous forms the crea-
tion of limuted liability corporations, joint stock companies, share-holding firms,
joint ventures, and the sale of state sector enterprises in parts or whole to domestic
and/or foreign owners Among these multiple routes of creating a market economy
policy makers are including provisions for the establishment ot Employee Stock
Ownership Plans 1n which employees - workers and managers alike - will be share-
holders in their own companies The State Commussioner of Privatization will soon
submit draft legislation to Parliament to establish and regulate these new arrange-
ments under a unified Program of Employee Share-Ownership

The purpose of our Foundation 1s to promote employee ownership as one as-
pect of property reform 1n the creation of a market economy in Hungary Working
with employees, employers, and their organizations, 1t disseminates information,
publishes documents, conducts research, and provides direct expert advice to enable
employees to become share owners 1n their companies within the framework of the

Share Ownership Program of Employees (1n Hungarian Munkavallal6h Résztulaj-
donosi Programja -- MRP)

During this period of political and economuc transformation in Hungary, the goals of
our Foundation are



a / to support democratization of property and widen opportunities to obtain
property

Programs widening the circle of private owners and democratizing access to credit
have already been operating 1n the United States, Western Europe, and some
developing countries Through various types of Employee Stock Ownership Plans
/ESOPs/ employees gain property rights by securing a part or the totahty of shares
1n their companies Typically, employees acquire these shares not on the basis of
their own savings but 1n a framework of advantageous credit repayment schedules
based on the dividends of their shares As shareholders, employees have an interest
not only in retaining their workplaces but also 1n the profitability and long term
market position of the compamnies as well as 1n fruitful cooperation with each other

The primary aim of the Foundation 1s to offer expertise to promote the
elaboration of the Share Ownership Program of Employees (MRP) and to further
its development and operation along lines similar in theory and practice to the
Employee Stock Ownership Plans It undertakes dissemination of the 1dea of
employee share ownership to the widest possible circle of employers, employees,
and their orgamzations It further supports such activities by providing technical as-
sistance 1n mnvestigating the feasibility of a Share Ownership Program of Employees
and 1n creating nstitutions at the company level to facilitate successful functiomng
of the employees’ share ownership

b / support creation and extension of the participation possibilities of emplovees

- by assisting employees, 1n accordance with their ownership rights as shareholders,
to prepare for strategic decisions of the company and for elections of the most
umportant management organs of the company,

- and by assisting firms to create possibilities for all employees within the framework
of an overall company participation system to contribute directly to increasing
profits 1n their own fields of activity

¢ / support desien and construction of an intensive communication svstem within the
company

to enable the employees, as shareholders, to understand the situation of their com-
pany, to 1dentify 1ts existing problems, and to resolve these problems by overcomng
obstacles to cooperation and developing the kinds of activities needed to increase
the profits and competitiveness of the firm



The Foundation was founded by scholars and experts in economics, law, socio-
logy, and psychology who regard economic democracy and political democracy as
equally important (and mutually supportive) features of the Hungarian society of
the tuture One of the founding members -- Janos Lukacs, an industrial sociologist
who is now executive director of the Foundation -- has conducted numerous field in-
vestigations over the past decade in a variety of organizational settings During a ten
month visit in 1988-89 at teh Industrial Relations Institute at the University of
Califormia-Berkeley, he studied ESOPs in the United States and conducted several
months of field research on management-employee relations at the 1005 employee
owned Weirton Steel Corporation 1n West-Virgima

In the past year our orgamization has
- participated intensively in drafting a new legislation for an Employee Share
Ownership program,
- presented over a hundred lectures 1n enterprises and a variety of public forums
to employees, managers, and public officials
- published articles in daily newspapers and weekly periodicals for the general
public,

- provided technical assistance to managers and employees of enterprises where
ESQOPs are being adopted,

- consulted with numerous representatives of employee ogamzations and ma-
nagement (including foreign and Hungarian compamnes considdering buyouts
of state owned firms) 1n cases where ESOPs are being examined as one
aspect of property transformation

-

In the coming months we plan to

- prepared handbooks on Employee Share Ownership that explain the legal and
financial formulations of the new law on Employee Share Ownership 1n lay
terms as well as outline the practical steps necessary to establish such pro-
grams 1n Hungarian enterprises,

- distributed the handbook and other brief explanatory materials to a wide circle
of managers and labor representatives using mailing lists from the Minustry of
Industry, the National Management Traimung Center, the Bureau of Workers’
Councils, and branch uruons,

- gave free consultations to provide technical assistance according to the draft
concept of the new legislation on Employee Share Ownership programs,

- having recewved grants form the Know-How Fund of the British Government
we were able to help representatives of companies interested in employee



ownership to attend a conference 1n Oxford on employee ownership and
participation and to visit partially employee owned companies in GB,

- sent Hungarian experts to the United States and Western Europe to visit en-
terprises with ESOPs and learn first-hand from their experiences,

- organized conferences and workshops on the legal, financial, and organiza-
tional aspects of Employee Share Ownership

To carry out these projects

we have received support 1n the form of small grants from twenty two com-
pamnues already intensively considering Employee Share Ownership programs Seve-
ral other firms have promised additional (although again, small) grants The British
Embassy in Budapest helped us financially to purchase equipment (for communica-
tion, spreadsheet analysis, word processing, printing, and copying), tc assemble a
specialized library of maternals on employee ownership, and to cover travel costs
and consultancy fees of British experts

But to go on with our efforts we need further funding from Hungarian and
foreign sources We need grants also in convertible currencies from foreign founda-
tions and other orgamzations interested 1n supporting employee ownership and par-
ticipation during this period of political and economuc transformation in Hungary

Budapest, February 22, 1991



FOUNDATION

founded by

Acs Eva, Diczhaz Bertalan, Dr Kotz Laszlo, Lukacs Janos,
Dr Szalai Erzsebet, Dr Szantai Janos
with the following conditions

1 Data of the Foundation

- Name Share Participation Foundation, Supporting Employee Stock Ownership
and Participation

- Office H-1089 Budapest, Villdm utca 15

2. The aim of the Foundation 1s to promote emplovee ownership as one aspect of
property reform 1n the creation of a market economy in Hungary Working with
employees, employers, and their organizations, 1t disseminates information, pub-
lishes documents, conducts research, and provides direct expert advice to enable
employees to become share owners in their companies within the framework of the

Share Ownership Program of Employees (1n Hungarian Munkavallalok Resztulaj-
donos: Programja -- MRP)

In detail The Foundation intends to

a ) support democratization of property and widen opportunities to obtain
property: Programs widening the circle of private owners and democratizing ac-
cess to credit have already been operating 1n medium and highly developed
countries representing different kinds of Employee Stock Ownership Plans
/JESOPs/ Their basic aim 1s to support employees in gaining property rights
through securing a part or the totality of shares in their companies Typically,
employees acquire these shares not on the basis of their own savings butin a
tramework of advantageous credit repayment schedules based on the dividends
of their shares As shareholders employees have an 1nterest not only in retaining
their workplaces but also 1n the profitability and long range market position of
the comparues as well as 1n fruitful cooperation with each other

The primary aim of the Foundation 1s to offer expertise to promote the elabo-
ration of the Share Ownership Program of Employees (MRP) and to further 1ts
development and operation along lines sirmular 1n theory and practice to the Em-
ployee Stock Ownership Plans It undertakes dissemination of the 1dea of
employee share ownership to the widest possible circle of employers, employees,
and their organizations It further supports such activities by applving expertise in
orgamizational analysis to conduct investigations of Hunganan experiences in this
field and to publish widely the results of this research




Persons and organizations requesting support receive assistance from the
Foundation 1n investigating the feasibility of a Share Ownership Program of Em-
ployees and 1n creating institutions at the company level to facilitate successful
funcuoning of the empoyees’ share ownership

b) support creation and extension of the participation possibilities of emplovees

In _two senses

- 10 enable employees, 11 accordance with their ownership rights as shareholders,
to prepare for strategic decisions of the company and for elections of the most
important management organs of the company,

- and to assist 1n creating the possibility for all employees within the framework
of an overall company participation system to contribute directly to increasing
profits in their own fields of activity

¢ ) support design and construction of an intensive communication svstem within

the company to enable the employees, as shareholders, to understand the situa-
tion of their company, to identify its existing problems, and to resolve these prob-
lems by overcoming obstacles to cooperation and developing the kinds of ac-
tivities needed to increase the profits and competitiveness of the firm

3 In order to start the execution of the foundation’s tasks the founders will hand
over to the Foundation - within 30 days following approval of the Foundation -
the amount of altogether 10 OOO - Ft

4 The Foundation 1s open, accepting also the participation and donation of others
The oniginal aims of the Foundation cannot be limited or impaired by the new
participation Extension and acceptance of further participations and donations
for the foundation will be decided by the advisorv board having a competence
described below

5 For the administration of the Foundation, the founders create the orgamization of
the Foundation described below

The orgamzation of the Foundation consists of the Advisory Board, the Executive
Commuttee, the Board of Supervision, and the Work-orgamzation

a ) The Advisory Board is the governing body of the Foundation responsible for
the proper management of the Foundation’s resources through safeguarding the
value of its property and overseeing the utilization of such property and the in-

come from 1t



In order to achieve the goals of the Foundation

- the Advisory Board admunisters the Foundation’s property and the 1indidvidual
property objects included 1n 1t The Advisory Board has the right -- 1n the ab-
sence of opposing stipulations of the donation contract -- to alienate, mort-
gage the individual property objects, or to execute any operation serving use,
utilization, safeguarding and extension ot the property It has also the right to
nvest the resources at its disposal within its own competence with the aim of
extending 1ts peoperty

- By means of an additional extension of the Foundation property or by dona-
tions made by newly joined individuals or organizations, the founders can st1-
pulate that also the capital of the donated property be utilizable for the fulfil-
ment of the Foundation targets and thev have the right to stipulate 1t in the
relative contract of donation In such cases, admimistration of the Foundation

property can deviate from the general rules stipulated in the Foundation do-
cument

- The Adwvisory Board decides about acceptance of extension of the foundation
property by the founder, especially in cases when the conditions of property
extension deviate from the general conditions

- The Adwvisory Board also has the right to decide about the acceptance of any
offer to join the Foundation If the conditions of the offer to join will result in
the extension of the Foundation aims or widemng the circle of beneficiarnes,
the board 1s entitled to make such a decision only on condition that 1t not 1n-
fringe on the original aims or on the circle of the original beneficiaries Ac-
ceptance of an offer to jomn that modities the original condiuions requires the
approval of the competent state authority

- Reinterpretation of the Foundation’s aims and the prescriptions relating to the
circle of the beneficiaries 1s within the competence of the Advisory Board
Such remnterpretation must be formulated in a resolution and arttached to the

Foundation document The competent state authority must be informed
about this decision

- The advisory board determines the annual plan of the Foundation, as well as

1ts budget, and decides about the acceptance of the annual financial accounts
prepared by the Board of Supervision

- The Advisory Board elects the chairman of 1ts own body It 1s further re-

sponsible for appointing the members of the Executive Commuttee as well as
the members of the Board of Supervision

b ) At the time of 1ts founding the members of the Advisory Board consist of the
founders themselves or their representatives, and one representative ot the su-



pervisory state organ Afterwards, the Advisory Board will also include one rep-

resentative of each of the institutions, companies, and private persons joining

the Foundation until the number of members of the Advisory Board reaches 21

persons The mode of delegation of representatives 1s determined by the inter-

nal regulations of the state supervisory organ, as well as those of the jorning 1ns-

titutions and companues, always with a validity for themselves

- Members of the advisory board serve 5 year renewable terms Membership
does not lose 1ts vahidity with any change 1n a member’s employment status
In the case of resignation of a member, acceptance of the resignation and re-
lease of the member 1n question 1s decided by an extraordinary session of the
Adwvisory Board when the number of members of the Advisory Board 1s re-
duced below 10 persons and that of the members of the executive commuttee
below 3 persons In such cases, the advisory board 1s obliged to 1nitiate comp-
letion of the number at the delegating orgamizations

- Majority votes of a quorum of the Advisory Board are binding A two-thirds
majority 1s necessary for recalling the entire Executive Commuttee and Board
of Supervision as well as of their chairmen

- The sessions of the Advisory Board can be summoned by 1ts chairman as well
as the chairman of the Board of Supervision The sessions are led by the
chairman of the Advisory Board who prepares the minutes of the sessions
and submuts the decisions to the supervisory state authority

¢ ) The Executive Commuttee of the Foundation consists of 5 persons Its mem-

bers are selected by the Adwvisorv Board for a period of § years

The Executive Commtte

- decides 1n all questions not being under the jurisdiction of the Advisory Board
on the basis of the Foundation document or of a separate decision of the Ad-
visory Board,

- realizes the goals of the Foundation and admunisters the Foundation property
accordingly,

- creates and maintains the internal orgamzation and functional system i1n order
to realize the aims of the Foundation,

- excercises the rights of employer over the director of the Work-organzation
(appointment, release, salary etc),

- submits an annual report to the Advisory Board about the activities of the
Foundation orgamization and about 1ts economuc results

- The Executive Commuttee elects its chairman from its members It decides by
means of a simple majorty of votes In case of a tie, the vote of the chairman
decides A declaration of acceptance given by the appointed person 1s neces-
sary for the acceptance of membership in the Executive Committee



- The members of the Executive Commuttee have a civil law responsibility for
their activities

- The Advisory Board decides on all rules of contractual matters In the absence
of other stipulations, the right of contract 1s excercised by the chairman ot the
Executive Commuttee, and he also has the right to transfer this right to other
persons (to members of the executive commuittee or to the members of the

Work-organization) A book of representation should be kept about the
authorization of the right to sign contracts

d ) The Adwvisory Board will elect a Board of Supervision from 1ts members The
Board of Supervision consists of 5 members A separate declaration of accep-
tance 1s necessary for the acceptance of such an assignment

The Board of Supervisors

- 1s obliged to control normality of the functioning of the Foundation organiza-
tion and inform the interested boards /Executive Committee, Advisory
Board/ 1n case of any discrepancy,

- 1s obliged to control and report on the annual report of the Executive Com-
mittee,

- has the right to summon the Executive Commuttee or the Advisory Board, to
inform the supervisory organ 1n case of discrepancies, as well as to make
complaints 1n case of any corrupt practices,

- has the right to suspend functioning of the Executive Commuttee in case of
grave uregularities, and to appoint an extraordinary manager for admuruster-
ing the matters At the same time, 1t must imtiate an extraordinary session of
the Adwvisory Board,

- 15 obliged to suggest summoning the Advisory Board also in case of reducing
the value of the stock capital to half

6 ) The beneficiaries of the Foundation are, according to the aims of the Founda-
tion

- employees, employers and their organizations considering or intending to start a

Share Ownership Program of Employees at their own company and to create par-

ticipation and internal communication systems accordingly as well as to obtain in-

formation about them In its information and advisory activity, the Foundation

favours compamnies having joined the Foundation but 1t has no right to deny 1ts as-
sistance from any other party approaching it

- The practical utilization of the Foundatipn’s resources by the Advisory Board rela-
ted to the circle of beneficiaries 1s controlled by the Board of Supervision When-
ever they are contrary to the targets of the Foundation and endanger their reali-



zation, 1t has the right to 1mtiate the alteration or abolition of the principal deci-
sion and to inform the supervising state authority of this action

7 Financial Management the Foundation

The founders stipulate that the property of the Foundation and 1ts growth should be
governed by the orgamzations governing the Foundation (Advisory Board, Board of
Supervision, and Executive Commuttee)

In the framework of this financial management,

- the organs of the Foundation are obliged to maintain as well as increase the capital
value of the Foundation property It 1s possible to use - as a general rule - pro-
perty objects for the purposes of the Foundation, as well as to make use of the
profit resulting from the utihzation of the property

- The property objects included 1n the property of the Foundation can - as a general
rule - be alienated However the previous approval of the Advisory Board is ne-
cessary for the alienation of a property object representing a value considerable
compared with the value of the Foundation property, 1 ¢ reaching its

10 percent The Adwvisory Board decides 1n its own competence up to what value
the property objects can be alienated, obtained or accepted by the Executive
Commuttee or the Work-organization, with the purpose of fulfilling the targets of
the Foundation

- For the book-keeping system of the Foundation, the related decrees of the Mini-
ster of Finance should be applied The information system and the inventory sys-
tem should be decided by the Executive Commuttee, taking the value of the start-
1ng property into consideration

- Considering the legal stipulations, 1t 1s possible to separate special funds within the
property of the Foundation, depending on their destination Their utilization can
be limited to special tasks within the general aims of the Foundation In the
agreements concerning acceptance of the donation, the economic conditions rela-
ted to the special fund can be utilized for the special target The contract about
the special funds with the new members joining the foundation 1s concluded by
the Advisory Board

- As the Foundation 1s responsible towards external orgamzations for 1ts total pro-
pertv - 1€, also with the separate special funds - any claims on the foundation
property - as a general rule - are met from the individual property parts (sides)
proportionally A stipulation deviating from this general rule can be valid if 1t 18
determined by the parties 1n the contract of donation

- The founders stipulate that if the nominal value of stock property of the founda-
tion - to be maintained by the Foundation as aim of 1ts eustence - 1s halved, the
Advisory Bord, the Board of Supervision as well as the Executive Commuttee - se-



parately or together - are obliged to imuate dissolving of the Foundation The de-
cision concerning dissolving of the Foundation 1s made by the Advisory Board,
but the approval of the supervising authority 1s necessary for its validity

- The Executive Commettee prepares annually a report to the Advisory Board on
the management of the property of the Foundation

8 Conditions of joining the Foundation

- It 1s possible for orgamzations or private persons to join in the ralization of one
part of the Foundation’s goals or in their individual special targets In case of
their joining, they put a property suitable for the given purpose at the Founda-
tion’s disposal, and they have the right to stipulate their conditions 1n a contract,
within the stipulation of the Foundation document

- The Advisory Board has the night to decide about acceptance of the joining offer,
defimng at the same time also the conditions under which 1t accepts the offer
The joimng agreement 1s signed on behalf of the Foundation by the chairman of
the Advisory Board and the chairman of the Executive Commuttee

- If the joiming conditions are contradictory with the aims of the Foundation and en-
danger thetr realization, the organs of the Foundation are entitled to make a
complaint to the supervising state authorities Depending on the standpoint of
the authorities in the questions of the complaint, the organs of the Foundation
are obliged to 1utiate modification or cancellation of the agreement

9 Other conditions

- It the Foundation fails for whatever reason, the Foundation property should be at-
tached to another foundation having aims simular to those ot the Foundation The
final decision must be made about this question by the supervisory authority

Budapest, November 27, 1989
[signed by the founders]

[
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Metrimpex deals mainly in foreign

trade of mechanial instruments it has
expanded its operations as a trading
house to domestic trade, services and
transport Metrimpex had a gross turno-
ver of HUF 3 billion and pre-tax profit of
HUF 90 million 1n the first six months of
1992 in 1991, the company had pre-tax

profits of HUF 225 million on gross

turnover of HUF 12 billion

\emmpex Lid engaged m the expont
and 1mport of instruments manufactured 1n
Hungan 1s one of the compamies owned 90
percent by us statf We have asked Dr
Tradar Tomolah president—director gen
eral about this sull uncommon method of
conversion and the expenence 1o date

When was the conversion launched?

In March 1991 the State Property
Agency ordered the firm to be privauzed
Thas was completed on October § when the
ESOP orgamization signed a contract to buy
the firm

Dudn t any foreign or domestic investors
applv? Why was ESOP the method chosen?®

In addmon 10 us there was one Hungar
1an appheant ~ Dunaholding - and a firm
from New Zealand We have no informauon
on the construction they suggested From the
beginnuing we made an effort to prevent for
eign mvohement in the new company We
were atraid that 1f a nval company bought
Metnmpex 1t would decide sooner or later to
wind 1t up or to alter 1ts core business There
was another alternative - a widespread one
- that the more effective parts of the com
panv would consert into limuted compamies
and breah awav This was prevented bv the
management we thought Metnmpex should
remain as one umt At that ume the ESOP
measure was passed and we considered 1t the
best possible sojution Qur ESOP consultant
firm Riverside Budapest Investment and
Consulung Lid considered thus type of pn
vauzauon feasible m our case

As I understand ut, the firm’s equity 15
HUF 700 million Although the 400 em
plovees had probably taken out the Exist
ence Credit, it must have been a difficult
task for them to put up the 25 percent own
resources Did they recene assistance from
the compam? By the way how enthusias
tic were they about the ESOP?

Even at the first inquirv nearly 90 per
cent of the employees said ves to the ESOP
and almost all of them joined the ESOP or
gamzation Thev had taken an actve part 1n
drafing the articles of association - that s
why 1t was prepared within such a short ime
Incidentally the emplovees will not have to
p tne full 2~ percent of the HUF 700 mul
L

hon Only 88 percent of the equity was put
up for bidding 10 percent was retained by
the State Property Agency (SPA) to be sold
for compensation vouchers and two percent
went to local government authontes In
terms of the nights set down 1n the ESOP ar

ticles of association 60 percent of the shares
are held by the emplovees and the rest by the
management Part of this particular 25 per

cent was also paid by the limuted company

The employees sull had a considerable part
to pav for Not everyone had to pay the same
amount of course The size of the stake
available to emplovees depended on the ume
spent at the companv and their posttions and
incomes 1n 1992

When comverting the company, did vou
think of a mixed construction i which part
of the company shares would have been
bought by the employees in ESOP, and part
of it by the management in MBQO? After all,
1f 40 percent of the shares are ow ned by the
management, this can be regarded as a
covert management buy-out. Can the em
ployees exert any control over the company
at the moment?

In the case of Metmpea Ltd we cannot
speak of MBO 1n anv form as 1t 1s not the
management but the employees who have the
majonty stahe At the company s general
meeting the ownership nghts of the ESOP
orgamization are asserted by three repre
sentatives two of whom were appointed by
the ESOP general meeting We did not have
a mixed construction n mund partly because
there was not much time and partly because
we did not want to spiit the staff

How 15 a decision made by a general
meeang? Who 1s present”

The general meeting 15 attended by the
board of directors the supervisory commit
tee the auditor the representatives of the
ESOP orzamization as well as the SP4A and
the local authonties as shareholders As the
majonty of shares 15 owned by the ESOP or
gamzation they dictate what should happen

Who are the current representatives of
the ESOP organizanon?

The ESOP general meeting has appointed
a managtng clerk and a foreign-trade execn
tine to represent the ESOP They control two

MRgT  YolvuHeE 2 NUMBE

EMPLOYEES
ARE SULL
ENTRUSIASTIC

ESOP

thirds of the votes that the ESOP 1s enutled
10 The company s board of directors has
delegated the deputy business director gen
eral nto the ESOP executive body this per
son controls one third of the 1 otes

What are the conditions set down tn the
ESOP Articles of Association in connection
with staff members’ selling thetr stakes and
the potential buyers?

The ESOP organization admuts as mem
bers only those who have worked at
Metnimpex for at [east two years The ESOP
orgamzation 1s entitled to the nght of
preemption that 1s 1t has the nght 1o pur
chase the shares of employees going o re
urement or Jeaving the company The shares
bought back by the ESOP orgamizauon are
then avaable first for the other emplovees
of the limuted company followed by ESOP
members and finally the rest of the owners
That s why no shares hase been reserved for
new admussions If an employee wishes to
Jom the ESOP but no shares are available
he or she has to wait unul some become
available through say somebody s retire
ment Currently ESOP members can trade
with the majonty of shares the ESOP has
bought out since the percentage bought on
the E-Credst 1s mortgaged to the Post Office
Bank and the Savings Bank Ltd who have
granted the advance So ESOP members
may now sell only the shares at nomuinal
value which they have acquired from their
own resources They become the actual
owners of the shares only after fully repaving
the E-Credit and the nterests

From the dividends?

That s our objectne And probably we Il
be able to reach it Metrnimpex 15 expected to
close 1992 with profits again Its position 1s
stable tn other respects as well being a for
eign-trade firm 1t has naturally been shaken
by the collapse of Hungary s traditional
Eastern marhets but — although uts tunoser
for 1992 1s only about one third of the figure
for three years ago ~ 1t has never been loss—
making

EV



ESOP

FERUARY [4 A973 o 2 NUHBEZ 3

Masped Magyar Altalanos Szallit

manyozasi Vallalat {(Hunganan General
Freight Enterprise) is the only company to
date where ~ if the State Property Agency
(SPA) accepts the tender of the employees
of the company - privahzation would be
carried out exclusively through ESOP
(Employee Share Ownership Program)

and MBO (Management Buy-out) We

talked over the two schemes with Istvan
Kautz, the chairman-general manager of
Masped, and Eva Ferencz, executive
manager of the ESOP orgamzation.

- How did the transformation of Masped
start?

~ Ongmally the company used to be a
state-owned enterpnse managed by an enter
pnse board It submutted 1ts transformation
apphcation to the SPA i November 1991 and
1t was transformed 1nto a joint-stock company
on January 1 Of the stocks 89 9 percent went
to the SPA 53 percent to the employees -
property vouchers were converted into shares
—and 4 8 percent to the local government In
October 1992 the Board of Directors of the
SPA announced a hmted tender for *he pur
chase of Masped About 30 foreign and do
mestc professional and institutional mvestors
participated at the tender and - as they had
previously indicated to the SPA their intention
to buy - representatives of Masped were 1n
vited as well

~ What did their apphcation contain®

- We established a consorwum the
shareholding company with a share captal of
HUF 10 mitlion set up out of members of the
ESOP orgamzanon founded by the employees
and of the management, respectively for ef
fecting the management buy~out submutted a
Jount offer The SPA pur up for sale 799 per
cent of the shares (it retaned 10 percent for
the exchange of compensation vouchers) ac
cording to our plans 51 percent will be bought
by the ESOP orgamization and 28 9 by the
management

- How dud you get the dea to buy Masped
n that way?

— We know of a number of cases in which
ESOP was actually an MBO m disguise — and
that 15 what we wanted to avoid Sometmes
the distnbuuon of shares was tied to the
amount of own resources paid 1n but it re
sulted 1n acquisition of stocks mainly by the
management We believed that the proportion
we chose would make 1t possible for the em
plovees to acquire stocks 1n proporuon to thewr
contnbution to profits and accordingly to
have a say 1n running the enterpnse On the
other hand with 1ts 28 9 percent of the shares
- 25 percent suffices for the nght of veto —
the management will be able to prevent po-
tenually wrong decisions which would be

Masped had a turnover of
HUF 9 bilhion and a pre-tax profit
of HUF 325 mullion m 1991
Masped anticipated a turnover of
HUF 12 billion, and a pre-tax
profit of 421 rmillion for 1992

contrary to the long—term interests of the
company Western experiences were made
available 1o us by the Resz-Vetel (Take-Part)
Foundanon which also took part in the
elaboration of fawr and just by-laws

- Which principle was apphied at Vasped
for the distrnbution of shares among the
members of the ESOP orgamizanon” Who
could buy shares?

- Anyone who has been with Masped for
at least six months The amount of shares dis
tributed according to the timetable of repay
ment depends on the number of staff the size
of the own resources paid 1n and net wages
as well as the so—called responsibility scores
of employees which can be calculated on the
basts of their posiuon at the enterpnse

- But this 1s also a scheme favoring the
management, 1sn t t? After all, they are the
ones who can acquire a higher amount of
shares, also because they have a higher net
salary

~ This method of the distibution of prop-
erty ensures the distbution of shares in pro-
portion to performance no one of the em
ployees 1n the ESOP can accumulate more
than one percent of shares

- How can emplovees take part in the
deciswns of the company?

~ Each shareholder may come to the share
bolders meenng and take a vote n proportion to
the amount of shares he owns The votng nght
atached to shares not yet distnbuted belongs to
the executtve of the ESOP orgamzation, but stll,
the executive can only yvote on issues for which
he was authonzed at the general assembly of the
ESOP organizaton.

~ 80 the total of shares won’t be distrib
uted among employees®

-No that is one of the aspects where we
differ from the Hunganan practice ~ if we can

ESOPRISINOI;
MBO
INEDISGUISE

call pracuce those few cases when em
ployees bought their companv We kept to
gether 25 percent of the shares and that will
stay tn the ownership of the ESOP orgamza
tion even after the employees will have
completely repaid the Evistence Credit they
got New emplovees will be able to buy
Masped shares out of that 25 percent and the
dividend of 1t shall create resources enabling
the emplovees who are leaving to sell thewr
shares —1f they want to

~ In order to buy the enterprise both the
emplovees and the management want to ap
ply for E~Credit Masped has a substantal
equuv - isn’t ut difficult to present own re
sources”

~ Indeed the equity capital of the com
panv amounts to HUF 2 00065 bilhon All 340
employees of Masped jomed the ESOP or

, ganizanon Emplovess paid HUF 13 mulhon

|
|

as own resources even if for such a sum—own
funds amount to only two percent - 1t was not
easv to gather so much monev The 16 man
agers ot the enterpnse-management buyout
will also finance the purchase out of the E-
Ciedit The company will repav the loan out
of profits They all have the chanee to do 1t
too Masped had a turnover of HUF 8 bilhon
mn 1991 and approwmately HUF 9 billion mn
1992 The latter means the transport of three
mullion tons of goods and the provision of
services to 6000 customers

~ What are the further plans of Masped”
Hmve employees participated at all in work
ing them out

- So far Masped has been nvolved only
n nternational freight orgamzanon but our
new plans include se'ting up domestic ware
houses and outlets we have already opened
offices in 10 rural towns Nevertheless we are
not changing our profile Staff numbers were
increased by 10 percent i 1992 and if do
mestc freight ransport proves profitable then
i the furure we mav employ even 50 percent
more people than last vear 1 cannot tell you
more ~ 1t 15 up to the assemblv to decide on
the strategy

EV
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The rules for Existence Credit changed on January 1, the details appeared in PRIVINFO No 4/

Recently, experts in the Munistry of Finance haye been working on the amendment of an ESOP
procedure adjusted to the conditions of the E-Credit According to PRIVINFQO’s information, the
work will be fimushed at the end of March or in nud-April As ESOP organizations formed before
then will have to use the current rules, we explaun the procedure below, and as soon as the new
condinons are known, we shall provide an update

THEYINTERPRETATION
©F uln3 AG

For Article 1 of the ESOP Act

An ESOP orgamzauon can be formed wherever emplovees of a
public limuted compans or Limited company registered 1n Hungary —
1n the manner regulated by the ESOP Act exclusively 1n the companv
by which thev are emploved — wish to purchase state—owned shares
or business shares

An ESOP can also be started when a state-owned company
subsidiary or the company of dividual legal entines 1s transformed

It 15 also possible to orgamze an ESOP pnor to transformaton
In such cases 1t not neccessarv for the whole enterprise to be trans
tormed 1nto an econoruc association nstead the state—owned holding

compans can withdraw the propertv of the separated orgamzational

urut and transtorm 1t 1nto a compans with the express aum of torming
an ESOP there

Then the acquisition of shares or business share by employees 1s
etie.ted bv purchase after the companv created in the withdrawn unit
has been registered

On the basis of the mmitiative of the Orgamzation Committee on
behalt of the State Property Agency 1t 1s advisable to make a decision
on the withdrawal of the property of the separated organization umit

—1f the purchase imuatse fits into the government privatization
obrectives and branch concepts (in such cases 1t 1s also necassary to
ash the opimon of the mininie of the branch concerned That has to
te firted 1nto the process of the procedure from the pomnt of view of
both ume and content)

— 1f the transformation of the company as a whole 1s not adwvis
able 1n terms of the economy 1ts survival i an unchanged form 1s
impossible or undesirable because later on the potential collapse of
the enterpnse would devaluate even s stll viable and marhetable
units and could prevent its sale completely

Emplosees are ehgible for parucipation in the ESOP if thev have
teen working for the company or 1ts legal predecessor for at least
halt of the legal work time and have been emploved tor at least siv
months

As a condition for participation m ESOP even ESOP aruicles
cannot prescnbe the existence of employ ment for more than five years

Participation 1 an ESOP 1s the basic night of all emplovees (pro
vided they sausty the conditions stipulated 1n the arucles)

A wntten staiement must be given on the intention to participate
and 1t 15 possible to gne up that nght 1n wrting

Si_ning th= commussion ziven o the Organization Commuttee 15
al ~considered a written statement f 1ty content includes the state
m-=rt on the ntention to bus

Parucipation 1 an ESOP does not otfer guarantees for the con
tinuation of employment

Simultaneousiy with the termimnation ot emplovment the nght of
an emplovee to participate in an ESOP also ceases

For Article 2 of the ESOP Act

An ESOP can be started by the voluntarv organization of em
plovees with the parucipation of at least 25 percent of the worh
force

To accomplish that (in the case of an ESOP not vet formed) em
plovees give the three-member Orgamization Commutiee a commis
sion m wnting wherebv they authorize 1ts members piched from
among themselves what steps thev should take on behalf of the em
plovees — as their chients — m order to obtamn the desired share own
ership

The contents of the commussion i wnting

To negotiate with owners to form the conditions of the sale for
the case of the establishment of the orgamization to agree upon the
manner of service and consideration on the condiuons of a potenuial
pasment in installments to agree on the additonal conditions of the
contract due to negotiate with the credit instirution on a loan request
to have a feasibiliny study done to prepare the draft arucles and co
ordinate therr contents with the emplovees to prepare the plenar
meeting resulung 1 the establishment of the organizaton in such a
was that at least 40 percent of the total work force of the companv
should attend 1t for support

The authonization will be acceptable to those responsible 1n the
SPA if it has been signed by 25 percent of the emplovees concerned

It 1s the task of the Orgamzation Commutte= to have the feasibil
1v study prepared That contains the size and value of the emplovee
share acquision ntention and pavment conditiens available (pres
entation of own resources) whether or not they wish to use the em
plovee allowance-possibility detmed in the Property Policy Guide
ines (in the case of a loan) what repayment conditions 1t 15 able to
meet or what pavment 1n nstaliments can the ESOP organization
tahe on subsequent to 1ts establishment

The teastbility studv must clearly state whether the financial
situation of the company enables the successful ettevtuation of ESOP
(The compan 15 not under bankruptev or liquidanon proceadings )

The feasibihinv studv also hulps emplos 2es 1o be able to decide
{in a wider circle) whether under the expectable purchase conditions
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they can rewonabh undert he share acquisition 1 the tramework ot
ESOP

From the technical pornt of view the fewstbility study 1~ control
1 d by the compumy  nd 1ts erounding attestad

Attestation at the company can b= etfected by those authonzed
10 8.0

The company 15 obliged to furmish data necessany tor the prepa
ration of the f=asibihits study

For costs of the study

It a consulung firm 1 emploved the cost of the preparation of
th feasibihity study must be pud n advance by the ESOP Or_nmza
ton Comnuttee provided that the compamy does not do so on 1ts
own wcord

Following ihe establishment of the ESOP orgamizaton the com
pany 1s obliged to b=ar costs related to the preparation of the feast
blity study

If the activity of the ESOP Organizauon Commuttee fails and the
ESOP orzanizanon 1s not formed then the costs of the feastbihiny study
must be bom by the emplovee commumty (commussioning the Or
ganization Commitiee)

For Article 3 of the ESOP Act

With a signed copyv of the completed feasibiliv study the Or
gamzation Commutiee can request a Joan from a financial institution
or mav gne an offer for payvment n mstallm=nts to the ow ner of the
propert share

The method of the credit examination
Financial mstitutions have elaborated in ther own rules (Proce
dure on granting E~Credit and deferred pavment allow ances for ESOP
organizations) which documents are necessary for the credit examu
nation
Basicalh, these are
1y The commussion 1 wrung of the ESOP Organization Com
muttee (the court resolution attesting to the registration of the
ESOP organizauon - if there 1s one already) the munutes ot
the foundauon meeting of the ESOP Orgamzation on the
basts ot which it can be established that 40 percent of the
emplovees of the companv have declared the foundation of
the organization and estabhished s articles
2) The interim agreement reached with the State Holding
Company contaiming the purchase price of the desired
property for the case of the foundation of the ESOP or
ganization
>} Feasibilin studv
4) Documents related to transformation
3) Documents concerming the business management of the
compan: for sale
6 ) Business plan (for the term of the loan 1f possible but for a
minimum of three vears)
7 1 Assurances serving as collaterals for the loan and documents
on the guarantees
8 ) Other documents prescribed by the decision-making s\ stem
of the financial institution concerned
As a result of the credit exanunation the financial instrtution mav
Issue a promusson note for the loan or the owner ot the properts
share (1f he 1s wilhing to accept pavment 1n installments) may make a
statement to the eftect that he will accept the participation proposal
if he orgarization ts founded

The promus on note for the loan or the statement demonstrates
thz mtenton of the tirancial mstitution to _rant a lown or the selling
intention of the vendor Atter the foundanion of the orgariziion the
contents of the pronussen note of the vendor s stutement Lariot
be deviated from anv deviation can be made onls with the asent ot
all the parties concerned

The procedure of the Organr.aton Conumtiee at the SP4

The Orgamization Comnuttee can address the responsible Direc
torate of the SPA with the wuthonz won recenved trom the employ
ees the reasibihiny study the promis om note for the loan the pu hwe
proposal tdeterred pavment requast) us well as with the d art ot 1t
prospectine articles and miiate the withdrawal of the propermy of
the separated um of the state—owned enterprise nd its trarsforma
uon into a compans with the aim of torrming an ESOP

In that case or in the case of a Jlaim for deterred pavment the
SPA Directorate concerned will have to study the feasibihiny studs
with special care

The method of share or business share buvout from an alreads
registered company will also occur 1 the trameworh of a similar
procedure

The purchase proposal ot the ESOP Orgamization Commuitee
subnutted to the SPA must contain the dafinition of the properny share
the ESOP wishes to buv (the name of the separated unit ot the enter
prise or the face value of the company shares or business shares thes
want to buv) the purchase price as well as the conditions of par ment

The Organizauon Commuttee can turn to the SPA with a raquest
for an intenim agreement which tor the case of the formauon of the
ESOP orgaruzanon contawns the willingness 1o sell the wished prop
erts share to the ESOP 1f the ESOP proposal wins the tender

The mtenm agresment must contawn the size of the property share
the ESOP buvout intention s directed at the purchase price or bus
ng rate they want to buv at respectrsely 1f thev want to claun paviment
1n tnstaliments

The SPA (or - 1n the decentralized prin auzation procedure ~ the
consulting firm commussioned by the SPA) asks 1 own consulung
organizanon the Propern Evaluaton Bureau tor an opimon and on
the basis of that it declares whether the purchase proposal 1s accept
able

The responsible directorate of the SPA makes the statement but
the dec sion on the content of the statement 1s made bv the Vanage
ment Meetng

The proposal submitted by the ESOP Orgamization Commuttee
tahes part in the tender announced by the SPA

Then the SPA decides on the legal possibilitv and whether 1t will
have the collateral equivalent to two percent of the value of the
properns share applied for deposited

If the proposal (submutted by the ESOP Orgamzation Commut
te2) wins the tender the conclusion of a contract mas take place

At the plenarn meeung (shareholders meeting) of the company

the responsible representative of the SP A shall approye the formanon
ot the ESOP orgarization

Allowances mvailable to emplovees desirous to acquure
share property within the scope of ESOP

The SPA forms the purchase possibilittes of ESOP or_amzations
by tahing nto account the emplovee allownces contained in the
current Property Policy Guidehines That can apply to anv quantty
of property but the emplovee allow ances can be used only up to the
evtent defined in the Guidilines
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Memre ot the m nig=ment just lihe other emplove=s mav 11k
putin i ESOP imtiune

The & quision of properts within the scope of ESOP shows a
nun ke of b mites with the privatizaion method ot Mani_ement
Buvour but bec wie of the ditterence in the contents of the two it 1s
ne s to differenti between them

Soth it he deesion-n hanz bods of the SPA Cinsee de nh what
tvpe of priv s won method it s deading upon the mtend submitted
with it hould contun the number ot the mana_ement statt wishin,
o puicip ite in the ESOP and the size of the property share they
wish o wquie

The straplest wy tor this s to enclose with the purchase pro
posit or with the tender appheation the elaborated provision of the
articles contuming the claim formulated in tem §) of Aruicle 9 of the
ESOP Act — the mnner and distibution pnnciples tor the property
share owned by the orgamzauon when 1t becomes owned by the
partic1pants

The torms ot allowances granted to the emplovees and to com
panes tounded by them respecusely to the ESOP organizaton are
treated equally by the owner orgamizatons and the allowances ey
tended tn ditterent manners are tahen into consideration together

The entent ot the allowance to be gnen on charge of the state—
owned propert must not exceed the amount equivalent to 10 per
vent of the equirs indicated in the opening property balance sheet of
the state—owned enterpnse n transtormation or the amount corre
sponding to the total of 12 months gross wages The etent of the
allow ance 15 determined by the lesser amount of the two It 10 percent
of the equity capial 1mounts to less than the value of the total of 12
months gross wages then — on the hasis of a justhied request - the
Bo.rd ot Directors of the State Propertv Agency mav rase 1t to 15
peic-nt

In the case of a buvout imuated by a group of emplovess re
spectnely 1t not all the emplovees participated 1n the tasorable pur
chas= pro_ram  he possible extent (sum) ot the allowance has to be
established proporuonally taking mto account the number ot em
plove=s concerned and the total number of the workforce This also
appl e to Management Busout

For dhose who did not use the allowance 1t mav also be extended
at g later tage

The al'owance can be extended dunng the transtormauon of a
state—owred enterprise or the pri atization of economic assoulatons
tormed with 1> participanon — including companies founded by the
state—owned enterprise prior to 1ty transformation or subsequent to
1 tounded by 1ts legal successor

The Stat> Propert Agency decides on the extension of the al
lowance

The «alculation of the total value of allowances extended shall
be ehiected on the basis of the worksheet mntroduced by the Execu
tve Manager s Instruction Mo 171992 ot the SPA The annual total
basie wages of the emplovees and the value ot the equity property
have w be vntten on the sheet as well as the market valug of the
normal shars (business share) 1nd emplosee shares otfered to the
emplmes  \ormual shres (business share) can be paid with cash and
witn he conversion of the pur hased property vouchers whereas

emplotee shares can be pmd with cash and with the conversion of
tree propeT vouchens

The extent of the acqusiion of employvee share ow nership
Th+ ESOP Act does not lireit the extent ot acquisition of share
oirer p oy emplevses Bevond the extent of allowances detined

in the Properts Policy Guidelines emplosees can acquire state piop
erty mn the sumte was s external mvestors

The terdening procedure 15 coverned by Articles 7650 of Act
~dot 1992 as well as the rules of the Stue Properiy A_ency on Ten
denn_ Procedures {on tendering)

Althou_h the Taw does not make it obhaton that tor tender an
noun  menis the potenint toundation of 1 ESOP or_aniz won his
to be mdr ated 0 order 1o have a b provedure it s sl 1dsmable
1o proweed 1n that wav when 2 tender 1s announced by the SPA (or
QN 11 COIMMIsION}

In wnncepawng the apphcation ot an ESOP orgwmzaton the an
nouncement of o 23-duay tender deadline 1s nucess

Special rules effects e for the application of the tenderng
procedures

1 1 Pursuant to the rules of the SPA On Tendenngz Procedures
the proposal of the emplovees submutted withun the framework of
ESOP van be accepted without compatinon — depending on the value
Itmut dehined in the Operation Rules of the SPA ~ on the basis of the
decision ot the Management Veetng or the Board ot Directors 1f
there are no other tenderers within or outside the msitation for ten
der ofters or a previous tender was closed without results for fack of
tenderers

2) In the case of a limuted tender the Board of Directors of the
SPA shall determme 1f the Orgamizanon Commuuee or the registered
orgamzation should be invited 1n addition to other apphuants

3) The lerter of intention of the ESOP Orgamzation Committee
can al o be conwidered as a tender apphication 1f 1t was orgamzed
berore the expiny of the tender deadline

However even in these cases 1t 15 necessan to prove the exist
ence ot own resources as well as the submission of a protessionallv
well-tounded and attested feastbilits studv which m 1ts contents
sausties the conditions of the announced tender and contains the
protuabiliny necessary for reahization

4+ The sum to be deposited as a condiion to participate at the
tender equalhy apples to all applicants thus to the ESOP Oreamiza
tion Commuitee and oreamzation too That 1s not more than two
percent of the purchase price stated 1n the tender announcement. or
1f that has not been stated two percent of the otfered price

Extraordinan rules contaned 1n the tender procedure can be ap
phied only 1f the tender had been announced and in the meanume
the emplovees presented therr claim to the foundation of an ESOP
orgamization Its purpose 1s to prevent the ESOP orgamzation bein
tormed trom being handicapped to other applicants

For Article 4 of the ESOP Act

For the purpose of emplovee sharz owne ship acquisition within
the scope of an ESOP the law forms a legal enutv which is set up on
a voluntary basis and operates with self-goverrin_ cha acter and
who = parucipants are recorded 1ccording to the rules

The organizauon can only be established tor the purpose of em
plovee share ownership acquisiion and while 1t exists 1by activity
can onls be directed to that aim

A rmurumal condition of the foundation of the orgamzation 1s that
at least 40 percent of the emplovees ot the compans should dedlars
the foundauon of the ESOP organuzanon at the foundation meetne
(meTbers mesting) establish the articles and elect 1ts executnne and
represendatis e body
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The most importint document ot the founded ESOP 1~ the arts
clav which must un mbi_uously contam operauionnl rules 1in order
to prevent le_al disputes later on

Followin. the declarauon of th foundation of the ESOP orgam
zauon the adopuion ot th= articles and the election of the exe utne
bodv the plenan me=ung <hall reliese the members of the Or.am
zation Commuttes as they have completed their tash

For Article 5 of the ESOP Act

Atter the foundation of the organization 1ts registration has to be
reguested at the court since it thus twms o a legal entity and mav
acquire nehrs and obligations

The nunutes of the foundation meeting the articles of the or
gamzation and the approval statement of the company have to be
enclosed with the request

If le2al conditions are satisfied the court cannot refuse regis
tration

For Article 6 of the ESOP Act

The registration request 15 dealt with by the county {capital) court
where the organization is located n an estraordinary non-trial pro
cedure

Regarding that the general legal supenision over the ESOP 15
refer-ed by the Act to the comp=tence of the Attornev s Depart
ment the resolution on registration has to be forwarded to the At
tornes s Department as well That s done by the court mahing the
registration

So that the arucles submutted to the court should always reflect
the actual state anv changes in the detuls must be reported within
30 davs That has to be done dunng the operation of the executne
bod of the ESOP organizauon

For Articie 7 of the ESOP Act

The supreme bodv of the ESOP orgamzanon 1s the general
zenng of all the participants (of ESOP)

The definition by law of the basic decision-making competences

esults (n a regulation of a guarantee character Thus no deviation 1s

allowed from refernng to the competence of the general meeting all
that 1s histed 1n the law

Thus n the articles of ESOP orgamzanons the following
Sunctons must be referred to the exclusive competence of the
general meeting

— the establishment and amending of the artcles
the definition of the annual budget
the election and recall of the executive body the establish
ment of the remuneration of its members
the adoption of the annual report of the executive body
the establishment of the size of the property to be transferred
to the ownerstup of the participants
deciston on the approval of the loan contract respectinvels of
condstions for paviment n nstallments
~ deemston in all matters refered by the articles to the exclusine

competence of the general meeting

The general meeting has to be called as nesded but at least
one a vear

It 15 considired an extraordin nv circumstance and mdhes it ob
ligators to call the _eneral mesung 1f the court so disposes on the
bivs of an attornes « action or if one-third o the parucipants 1e
quues it

The general mectn, dl o has to be called 1f the articles provide
that 1_ht for a _roup tless than one-third) of the participants but .he
re 1son and the purpose of the convocation has to be indicated 1n those
cases as well

In the manner datined 1 the articles the general meeting can
al~o be held m the torm of a parual general meening

For Artficle 8 of the ESOP Act

The members of the executive body are elected by the general
meenng tor a determined pered of ime by secret voting

(This constitutes an assurance that the operatine direction shail
be exercised by the most suitable persons enjoving the contidence of
participants )

The executine body represents the ESOP organization asainst
third parties through 1ts member elected by the general meeting and
named in the articles

If the arucles do not indicate otherwise then all members of the
executn e bodv are enutled 10 executne management

Anvone who 1s not banned from volvement i public aftairs
can become a member of the execunve bodv

The executine bodv elects 1ts chairman from among 1ts members

Since the company has guarantor s responsibiliny  the law allows
the company to delegate one-third of the members at most

The number of evternal persons mav not exceed half of the
members of the executive body

\embers of the executine bodv are hable for thewr actinvity ac
cording to the general rules of civid law which means that for potennal

damages to the ESOP organizanon they are liable with their whole
property

For Article 9 of the ESOP Act

The articles of the ESOP orgamzation are the most important
document of the organization

The Act lists the basic requirements that the articles must
contamn

These are

—the name aim and seat of the organization and the name of the
compam the property share of which the orgamization wants to pur
chase

~ the nme of the represertative of the organization

— the manner of the convocation of the general meeting (also re
garding the protection of minority nights) quorum the was to pro
ceed for lack of quorum the condinons and manner of exercising
voung nghts the voting procedure tn matters within the exclusne
competence of the general meetng

— the number of members of the executine body the manner of
thetr election their competence and operation term

— the method and extent of pavments by participants

— the method and distnbution pninciples of the acquisition of the
property share by parucipants

— the repurchase rules of pioperty share acquired by participants

and the manner of exercising preemption nghts 1n the case of thew
marhe 1ng
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— the mnner of publishin_ reselutions
— the rules tor jormun. tor other emplovees subsequent to the
foundtion of the or_amzwwon
- the ri_his nd obli_ wons of participants
— the rul » tor the thienwon of the property shire remuming m
the ownershup ot the or_ iz won subsequent to the complete rep i
ment of the low or ot the instatlments
- the principles for the distribuuon of the property in the event of
the temunation of the organization
—eventhing that paucipants wish to rezulate by the articles
The re.ul wwon governin_ the pnnciples and manner of the trans
ter ot the properts shuare owned by the orgamization to the ownership
of participants s of extreme importance [t 1s important since on the
basts of this the SPA can decide 1t 1t 1» really an employee share
ownership acguisition or 1t the ntention ot the purchasers — in an
undesirable mnner - conceals another kind of privatization seiled
as ESOP
The draft document subnutted must correcthy state that
— the planned rulcs for jouung do nor contamn ecessne cond
nons - exceeding the averace extent of own 1esow ce~paments
necessan to start an ESOP - for those wishing to jown the o
aant anon following us founde ton
— the rules for the distribunon of the paid up propern share do
not gne excessie advantage 10 one group of participants
— the arucles shonld not proyvide the possibihin for « concentiated
cequusiion of propern for one group of employees
The articles mav also regulate whether the orgamzation should
be maintained tollow tng the acquisitton of propern share (completon
ot repavment}
The law onlv indicates the number of vears spent in emplos ment
as a basie condition for joining
However the ariicles mav also contamn other regulations con
cerming the circumstances and admmstration of jotning

For Arhicle 10 of the ESOP Act

An unlawful resolution of the general meeting or the executive
bods of the organizauon mav be contested at the court by any of the
part cipants within 20 davs of thewr lewmning it

The opportunity to contest resolutions ensures protection for
participants who remain 1 2 mionty within the organization

Contestin, it does not prevent the execution ot the resolution
howeser n a justitied case the court mav suspend 1t

For Article 11 of the ESOP Act

General legal supenvision over the organization 1s exarcised by
the Ar mev s Department but it can examine 1ts operation only from
the pomt of view ot lawfulness

The Anommey > Department cannot mhe an obhgators reselu
tion concerming the ESOP organization It Jawfulness cannot other
wine be ensured the atornes mas tile a court action

For Article 12 of the ESOP Act

On the basis ot the action of the attorney and of a partiuipant the
cour mav rezarding the panciple of gradualness —n the mterest ot
tne r=stitution of law tul operation

— amnul the undawgul resoluton of the o1 ane anon and ovder 1o
d new one made

— i onder to sestite the law fulness of operaton the court man
comoke the cncral meetm

= sispond the opaanon of the or ame anon and appont a su
pernion commissiona 1o connol it

For Article 13 of the ESOP Act

The vt amzation ts hable for its dubts with 1ts entire properts

Concernin_ their own properts participants are not hable tor the
debts ot the orcamzation except tor the property share purchased
witha loan respectively mnstallments until repas ment 15 complete

For Article 14 of the ESOP Act

The property share can be purchised from the State Holding
Company bv paving up from own funds ~ constituting a mummal
sum — detined (n the act respectively with a favorable loan recened
tor the remamning part of the purchase price or by deferred pavment
on the basts of an agreement with the State Holding Compans

The rules of using compensation vouchers

In the case of a sale by the State Holdin_ Companv compensa
tion vouchers should be considered at face value and at the joint 1n
creased value defined in Compensation Act 25 ot 1991 as ownre
source necessan for the loan or for pavment 1n installments

1t the E~Credit1s used the purchaser may pertorm the extent of
the own-resource pavment defined i Government Decree Mo 28 of
1991 (March 21) amended bv Government Decree No 59 of 1992
(March 26) completelv with compensation vouchers independently
from the extent marked for compensation

In the case of the sale of property shares in the course of the
transacuons of the State Propert  Agencyv - by public or limuted ten
ders (with the eaception of public submussion of offers) - besides
cash purchases the possibility of buving with compensation vouch
ers has to be dicated as well In the jud_ment purchase with com
pensation vouchers 1s considered equal to cash pavment

The competent transaction dire~torawe mav oc asionally propose
10 the Board of Directors the acceptance of compensation vouchers
in 2 proportion exceeding that defined 1n the Compensation Act (10-
20 percent) There has to be a conc 2te definnion of those cases when
the acceptance of compensation vouchers n a proportion exceeding
the extent provided in the act mav be limuted by the extent of prop
ertv acquisition by the person of the owners or by other reasons

The rules for using own resources

The condition ot propern acquistion within the scope of an ESOP
1s for the organization to possess own resoures The exient ot own
resources depends on the averaze ot the purchase price per paruct
pant

That means that the per capua share of the purchase price of the
property share purchased bv the orgamization has to be considered
for the definition ot the (obhigaton ) extent ot own resources

Depending on the value ot the purchase price divided by the
number of participants m the ESOP the requirement level of the
minmimum ot own resourses hanges

Lpto HUF > nullon oun iesour ces must constit e two percent

of the puchuse pitce
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Foradws ran m pom HUF > 10 10 mllion ovon resonices

must be HUF 100000 + ey must pax for 1> parcent or die

part above HUF ~y mndion

Foranclue abore HUF 10 ution ovnesowces must be HUF

SO0 = 2~ pacent ot the part above HUF 10 mdlion

The catent of own resouree puvment may also eneeed the le_al
minmum

Toe own resource pasment obheaton 1 the same tor the purchase
ot hures and busmess shares ke

Own resource pavment has to be etfected not indinidually (sepa
rateds by each of the participants) by tne ESOP orgamization How
vier hat does not rule out the possibility for participants to pay a
sum corresponding to own resources one by one respectinely for
putiapants to mahe individual pasments and 1t does not rule out
erther that either a natural or a legal entitv mav provide financial
assistance

Propermy shares purchased by using own resources are not en
curpered bv a restraint on ahenation nor by the preemption or re
purchase night of the orgamzatton The owner treely disposes of
property share purchased in that way

The rules of share property acquisition by using a loan or
pavment i wstallments

In order to complete its own nnancial resources the ESOP or
ganizaton mas take a loan from a financial strution

From the pomnt of view of the purchase of the property share
owned by the State Holding Company for the ESOP the source of
paving the purchase price 1s first of all prvatization loan or pavment
1 installments corresponding to the conditions ot .he E-Credu and
to the deferred pavment allow ances

Rules concerning E-Credits taken up for such purposes are con
taned by the procedure signed by the Hunganan Banhing Associa
ton the \ational Banh of Hun_ary the National Bureau for the De
velopment of Small Businesses the Minustry of Finance and by the
State Propern Agency

For the purchase of property share financed by a loan or by using
the deterred pavment facthigy the term must not exceed 10 vears out
of which two vears consututes tie period of grace

That means that duning the first two vears it is possible to postpone
the repavment of the principal but the interests of the loan must be
paid ~ven then

The orzamzaton may not alienate the property share acquired
by using a loan or a deferred pavment facility - except for transterance
to participants

In the case of payment in installments the State Holding Company
or the crediting financral institution 1 entitled to legal mortgage nght
over the acquired property share until repay ment 1s completed

That mortgage night 1s onginally mortgage nght guaranteeing the
bank loan the apphcation of which is extended bv Paragraph (1) of
Article 20 of the Act also to the propertyv share sold by the State
Holding Compam

Profits (dividends) falling on the property share purchased by
using a loan or pavment in nstallments must be used for repaving
the remaning debt

For Article 15 of the ESOP Act

The conditions of the loan scheme and de*erred pavment allow
ance for share property acquisition within the scope of ESOP are
contained m Government Decree No 28 of 1991 (Feb 21) amended

v Government Decree No o 9 of 1992 (Mar 26) n the bunk of
1s ue rule No 2ot 1992 publi hed by the Nanon ! Bank ot dun_an
(F nincial Gazette No 7 as well usin the ESOP At

Th= E-Crcdit and the deter ed pavment cheme  n be us=d
for tinnain, an ESOP 1 the recenver of the loan satistics cquire
ments tormulated in the rule concerning the E-Credit re pectively
in the ESOP Aut

These are the requit~ment of 0w n resources ~ to the 2\tent swted
above — and the detinition of the term (according to what has b en
stated 1n Arucle 14)

[t thete 1s an mternion to purchase on credit the Or_anizution
Commutiee s to enclose the promissory note ot the bank crant n2
the E-Credut The composition of the documentation necessan for
credit examinauon ditfers according to whether property acquisition
1 the result ot self-privatization spontaneous privanzation mitiated
by the enterprise uself or of ms estor-imitiated prisatizauon

An E-Credit can be granted for the <ale of state—ow ned propern
shares up to the extent m which th> consideration - on the basis of
the wtatement of the State Holding Compuany or 1ts commussioner -
serves the repasment of state debt

For covenng prnivanzaton costs ansing during the sale of the
properts share announced prior to he sale — otherwise obligations
charged on the purchaser - neither E-Credit nor deterred pavment
allowance can be used

Pursuant to the ESOP Act the Orgamization Commuttee can also
make an otfer to the SPA for pavment n nstallments the interest
conditions ot which cormrespond to those of the E-Credit with the
excepuion ot the nterest margin

For Artficle 16 of the ESOP Act

Bevond what has been defined 1n the Act (Arucles 14 and 19)
the ESOP organization cannot pertorm economic activities thus 1t
doe~ not fAll within the effect of the Act on Corporate Tax (Act 15 of
1991 Paragraph [>] Arucle _3)

From the pomnt of view ot reporting and book-keeping accoumnt
g rules for other organizations should be applied

Government Decree 157 of 1992 (Dec 4) regulating particu
lanties of the preparation of annual reports and of book-keeping ob
ligations of housing cooperatnes houses owned by tenants social
orgamzations and institutions founded by them foundauons lawvers
orfices water associations and organizations formed within the scope
of the ESOP was published 1n Hunganian Gazette No 122 of 1992

In adaition to the sum transferred from the company the rev
enues of the organization mav come from payments by participants
and by other (natural and legal) entiies as well as from the dividend
{vteld) due on the property share ow ned by the orgamization moreorer
from income resulting from the alienation of the property share

Onlv expenses directlv related and necessan to the achiey ement
ot the ums of the orgamzation may be accounted tor as operation
costs of the organization

For Article 17 of the ESOP Act

The organization exercises its membership rights ansin, from
the ownership of the properts share throu_h 1ts representative ac
cording to the articles However other participants mav alvo be
entru ted with the exercise of voting nights — (n the manner supu
lated 1 the articles
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For Article 18 of the ESOP Act

T = executive bodv has to open a shre account tor the partivt
pwt where the value comespondin. to the face value of the prop
ery M ars 10 be transterred to the ownership of participants has to
beane cated This technical solution ensures the value—record corre
spard ro o the tace value of the property shares (2radudlly) trans
terred o the ownership ot particip wnts

T= share account tunctions n stich a wav that parallel 1o loan
repr Ment Or 1o pivment tn installments certain sums are transterred
to the ~hare accounts of the emplovees

Share account 1s a uniform name and 1t has to be apphed even if
the or_anization buvs a business share

P.rucipants become owners n such a proportion i which they
wantad to participate or 1 the proportion in which the articles make
1t possible tor them concerming the acquisttion of property The em
plosment term spent 1n the ESOP 1 a particular differentiating fac
tor

The shares (or business share) s transferred to the ownership of
partictpants if the sum on the share account reaches the face value of
the ~hare respecuselv in the case of a business share 1t corresponds
1o the mumumal « alue of the basi. deposit talling on the bustness share
(that 1~ HUF 100000} (Paragraph (1) of Arucle 159 of Act 6 of
1985 )

So~alled traction sums not reaching that amount do not mean
an crhganon of the ESOP organization towards participants The
prepe™ share betund that 1s the property of the ESOP organization

Consequenthy sums transterred to the share account on the basis
of tp= artieles respectively the Act must be in harmonv with the tace
value bawe deposit) That also means that if the articles connect the
sum transterable to the share account to the sum of loan repavment
{pav ment1n tnstallments) or to that of pavments by partictpants then
1n o der to be able to comply with Paragraph (2) of Arucle 18 this
ha- to be settled at the level corresponding to the face value (e g by
a cor-sction proportionate to face value‘consideration)

The sum on the share accounts of participants must not exceed
the alue comesponding to the tace value of the propertv share al
reaay repaid uin the case of a business share the value of the base
deposit already repard)

The trac won sum generated duning the application of what has
besn stated in Paragraph (6) of Arucle 18 has to be recorded on the
sha,= account separatelv from sums amving to the share account
durrg repasment

This provision of the Act ensures the transfer of property pro
por* onate to repavment

Thus interest repavment has to be deducted from the sum pen
odially repaid by the orgamzation and the remaining part can be
rar  erred to the share accounts i the same proportion as the face
val.= of the propern share stood to 1ts turnosver value at the tme of
the surchase

The gereral meeung has to decide on the actual sum to be trans
t=~2J 1o respecure share accounts trom the sum accountable to the
« ed t ot paricipants on the basts of principles detined 1n the aru
cle

The organization 1s obliged to transfer to the ownership of par
tic cant> procery shares purchased by ustng own resources without
de .v proporucnate to mdividual prvments It this cannot be per
to~=d in tuli 1the total paid up 1> not enough for the busout ot a
«c~nete properiy share) then the orgamzaton has to record the
v~ deration of the property sh ue remamning in its ownership on the

ko > ac~ount 1n the same proportion

-

Dependin_ on whether the organization provides the own re
sources out of pavments by the emplovees or out ot another sour.e
the destiny of the property share wquired with own resources 1s
tormed i a ditterent way

It own resources are paid by the emplovees themselves then
property ~hares purchased with that mores hnve to be transterred to
their ownership unmedi el proportionate to indinidual p1sments

When this rule 15 pplied distnbution proportions re dehined by
indn idual pasments

The acwal sum depends on the size of the property share pur
chased by using own resources this 15 contamed by the tormula
consideration of the property share minus the loan used (respectivels
the sum of the pavment 1n nstallments)

The consideration of the property sh.re has to be consider=d when
the property share purchased by using own resources 1s given Into
ownership If the face value (base deposit) of the property shares does
not tulls ensure ownership transter then the remaming sum has to
be ransterred to the share account (These sums can be recorded on
the share account by a correction 1n the proportion thce value/con
stderation )

If own resources were paid not by parucipants then the corre
spondin_ rule of the arucles has to be applied for the ownership
transfer of the property shares bought with own resources constu
tuted from foreign resources

For Article 19 of the ESOP Act

Propertv shares owned by the orgamzauon or the participants
{except for property shares purchased by using own resources) cannot
be alienated untl the complete repavment of the loan respectively
of the mnstallments

The crediting financial nstitution respectinely - n the case of
pavment 1n wnstallments ~ the State Holding Compann 1s enutled to
the nght of pledge (as the Holding Company has no other properr
that serv es as collateral 1n the case of non-pavment}

These propertv sharas continue 1o oe managed by the orgamza
tion but that does not aftect shareholder (membershup) ni_hts ansing
from the legal relation ot associanon or membershup

The apphcation of the restramnt of ahenation

Unul full repavment of the loan or installments the restrant of
alienation 1s effective as a general rule from which the law allows
for deviauon in onlv two cases

1) It a participant reures or dies durng the repavment period
the restraint of alienation ceases for property shares alreadv trans
fered to his ownership and the orgamzation 1s entitled to preemption
nights That means that if the retinng participant or the inhentors of
the deceased wish to sell property shares owned by them then they
must first offer it to the orgamzation

2 If the participant rel t onship ot an emplovee ceases dunng
the repayment term for anc n°r reason preemption nght 1s gener
ated tor the orgamzation The orgamizauon shall repurchase propert
shares transterred to the ow nerstup ot the parucipant within a peniod
ot time (s1\ months at most) detined in th= arucles

The applicanon of preemption right

The organization shall exercise its presmption night on the vajue
defined 1n the articles which must not be less than halt of the umo-
ver value

The purchase price does not have to be patd by the orgamizanon
immediatels and 1n one sum It an eriploves unlaw tully termin.ies
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hits emplovment or Tus employment 1s terminated by an extraordi
nans noti.= by the emplover then it can perform pavment within tne
ve 1< 2t most or in other vases within two vears also 1n installments

If the orgami anon does not vahdate uts repurchase right the
acqured property shares shall contuiue to be managed by the ESOP
even then and the restr 1nt on mortgage and alienanon shall be et
fect e throu_hout the repasment term

This 18 necessiny »0 that the orcanization can undertahe s re
purchas= obli_ation 1n such 2 way that it 1s able to perform 1t accord
m_ to 1rs tiancial wiwauon Durning the repavment term its primar
taskh 15 to rulfil! its obhgations towards 1ts creators beause partict
pants van only acquire ownershup in that was

For Article 20 of the ESOP Act

If the orgamizauon neglects 1ts pavment obligation then the
creditor or the State Holding Company can try to recover 1ts
claims on the bass of the Council of Mintsters Decree 39 of 1934
{Oct )

Sincz this constitutes an exception from general procedure rules
a court procedure 1s not necessary  The creditor bank or the ces
sionarn S ate Holding Company can tself sell the properts en
cumbared by mortgage nght according to the rules of court ex
ecution

For the purpose of using this possibility so that the State
Holding Company can recover the whole of the existing debt 1t
must presroush supulate (in the contract) the right to withdraw the
deterred pavment allow ance

If the income from selling the propertv shares does not suffice
for the repavment of the debt then the organization has to be can
celled 1n order to maintain the security of the economv

In the case ot an unsuccessful execunon the bank or the State
Holdin_ Compan 1s obliged to notify the court without delav and
stmultaneouslh with informung the Attornev s Department the court
shall terminate the organization with immed:ate effect

Appeals can be lodged against the termination resolution within
1~ davs

A further consequence of the failure of recovery 15 that if there
are no other collaterals the crediting financial institution or the State
Holding Company shall be able to use 1ts nght to validate 1ts claims
aganst the compant as guarantor

For Article 21 of the ESOP Act

If 1t 15 not the State Holding Company which sells the property
share to the organizaton then deviation is possible from the provi
stons of Paragraphs (4)~6) of Article 14 of the act

The requirement for cerufving own resources does not have to
be applied the interested parties mav freelv agree on the selhing
conditions of the loan and of the pavment m mstallments

For Article 22 of the ESOP Act

If on the basis of the provisions of another act another or
canization 1s entitled to a determuned part of the privatization 1n
come of the State Holding Company (for example n the case of
the prir auzation of enterprises founded by foc1l governments) then
a pavment n installments can be extended for that sum under the
<ame conditions as those of the favorable credit scheme re_ulated
in the ESOP Act

R S
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For Article 23 of the ESOP Act

It the State Holding Company sells prop.rty shares to the ESOP
or_imzaon then Paragraph (1) of Arde 21 of Act I ot 1959 (on
the transform ion of economic or_anizdations and eConuImIL asso
ciations) does not have to be apphed

The new privauzation acts do not proside for the retransfer of
the share amounttng to 20 percent of the consid=rauon of sold prop
erty shares and membership ri_hts to the company

For Article 24 of the ESOP Act

The ESOP organization shall be termnated if it has transferred
property shares owned by 1t and fultilled 1S tash and its sunnal is
not justitied

The organization also has to be termunated if the vompany 15 ter
munated without a legal successor because 1t 15 unable to operate
without financial resources

The procedure tor that 1s that the executive body 15 obliged to
convohe the general meeting within >0 davs The latter de 1des on
the termunation of the organization and on the distribution of us
properny

It 15 also possible to terminate the organization even before the
repavment 1s complete (ESOP Act Arucle 20) In the case of ter
munation because ot wnsolvency the approval of the creditorv fi

nancial wstitution respectis ely of the State Holding Company 1s
indispensable

For Article 25 of the ESOP Act

The act took effect on July 14 1992
For Article 26 of the ESOP Act

The legislator assists the realization of share properts acquisiion
within the framework of an ESOP with tax allowances Thus 1t has
amended the acts on the personal income tax of private indniduals
and on the corporate tax

1) From the pont of view of personal income tax shares (busi
ness share) acquired 1 an ESOP shall be considered free secunnes
bevond the own share paid up bv the participant all as long as the
pmvate individual does not alienate 1t

2} A private individual participating mn an ESOP can use mvest
ment allowances from his after-tax income after pavment for the
current vear (according to general rules) but the amount may not
exceed 30 percent of the total ncome

5 ) From the pomnt of view of corporate tax a company 1s enti
tled to tax-base allow ance where state—owned property — in a wider
sense ~ 15 privatized within the framework of ESOP using erther a
loan or deferred payment

Accordingly the tax-base altow ance shall be extended to the casz
when the state~ow ned enterprise or a whollv or partallv state-ow ned
compan <ells 1ts propertv share acquired w1 another company and it
15 acquired by the ESOP founded by the emplovees

Nameh sums transferred to the ESOP orgamzation in the cur
rent vear - for the sole purpose of helping 1t achieve us basic aim -
can be deducted from the tax~base of the compam

20 percent 1s the lunit (') and those concerned are also entitled
to this allowance 1 the case of a deferred payment scheme
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Last June, the Hunganan Parlia
ment approved legislation on the Em-
ployee Share Ownership Program
(ESOP), which enables employees to
buy into their company with the help
of preferenttal loans Under the rules
an ESOP can be launched if ot least 25
per cent of the employees support tt,
while an orgamization to manage the
ESOP can be met up with the consent
of the shareholders of the company,
which will act as o guorantor of the
management organization’s habilities

The ESOP management organiza-
tion 1s considered established if at
least 40 per cent of the employees jomn
the ESOP

In order to secure preferential
loans, the amount the employees
themselves must contribute depends
on how lurge o stake they wish to
purchase For up to HUF 5 million
worth of shares, they have to produce
two percent of the price while, above
that sum, they are required to con-
tnbute 1520 percent from their own
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pockets

In the past few months interestngly the
number of ESOP buyouts has increased with
remarhable speed Even tor firms of relatnely
hieh value the Stute Propety Agench gave
pronty 10 die ESOP proposal over cash—pay
g applicants That 1s presumably explained
by the tact that - manly for firms incorporat
g intellectual capnal - company survnal
seems more certam than if 1t went to the hands
of tore1gn owners

Thes 15 especially true of foreign trade en
terprses hnown as impexes where the ESOP
acuon usually goes hand 1n hand with man
agement busout Thase commercial houses are
extemeh mportant for the Hunganan
e onomv since a strengthening economy will
ne>d expenen ed foreign trade with a thorough
knowledee of the markets caming out mar
heun. on one hand and furnishing marhet re
search iformation on the other But the situ
ation 15 roughly the same for smaller tradmg
firms and compames with a stable business
manace wnt wn ch do not need a substanual
c.pial inject or n orde to develop

ESOP Ltd

The ESOP w1 passed s an act by Par
hament in June 199_ but relannel few people
used the opperumity 1n die imtial months The
la k of nterest was perhaps explamned by the
f ct that few consult ng firms deal with this

o ¥
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hind of pmvavza1on ESOP Lid 1 a rare ey
cepuion 1n this neid The smat' himited com
pamy has evoresshv peciahzea a a consuht
mn_ fimexclusively 11 ESOP transtormations
However 1t1s not eaws 1o discover ESOP Lid
for those wha wish to take part in the action
The hmrted compans 1s not included 1 the hist
ot otficial consulung nirms ot the State Prop
erv Agency Accorulng to Execuave Mana_er
Minlos Lengver tne consulting *irms of the
SPA are comnutted to e Properm Agency 1o
some degree whe 2us ESOP Lid wants 1o
pres>mie s complete indepengens

Aranypok Co.

Arampok Co was amon,_ the first 1o be
created withun the scop= ot an ESOP busout.
The hrmuted compam provided consulting for
the ESOP orcamzauon The making of that
deal 15 viewed as a considerabie achues ement.
espectally since it was feared that the remain
g chamn of Arampoh could follow the rest
However according to tinancial calculations
1t was advisable to heep (ogethe; the 14 shops
Aramvpok had lett after spontanzous privat
zauon together with the compam headquar
ters and whosesale and foreign trage acinvm
as the company had lost much blood by sell
1ng 1ts best shops In September 1992 the new
- or renewed — 1o1n- toch comgany held its
first general meeung v here 1t turned out that
mn addition to expec g profit rom its Hun
ganan busimess the compan also wanted to
deal with foreign trade m the field belonging
to s profile

Herend

ESOPLid <mow exciting assignment has
been the pmvatizanen of Herend Herend 15 a
facton 1n a umque s tuation thus there was
Jan unambieuous determunation that the plant
which represents va'uable uadiuons must be
kept in national ownersmp But <ince it mar
hets exclusnie products the plant 15 particu
larhv vulneraole to changes 1n the market It
was important that tinc 1o achieve as much
profit as possibl= shoald not result i placing
on the marketr more goods thar ar= jusufied

For decad= He and has been chooss with
custoners and production1 restra.ned by stern

self-restnction whenever they decide demand
 not worthy of the reputauon of the i _h-
qualin china The ESOP sch=me of Herend
has been reads for a sear and business plans
amd the feasibility studs reflect the business
policy of the facton Only its reahization 1s
delaved because the facton 1s transferred
from the SPA 10 the State Holding Comrpam
Months mav be spent by processing the
documentation

The ESOP also has a disadvantage a fair
amount of nsh for subsequent business man
agement It mav occur that under the pretext
of ESOP 1 realits the company 1s bought by
a small urcle with others lendine onlv thewr
names to the wansaction The law allows for
the articles 1o determune the re—distrnibution of
the properts But on the other hand the set of
conditions of the arucles has to be elaborated
professionalhy and ymparually  Ethical pro
portions are very important in this case That
1s why the articles have to define the maximum
size of the propern one person mav acquire
For Herend for example that proportion 1s
below two percent

OREX

The best illustration of the dinersity of
ESOP pnvatizauon has been supphed so far
bv the mixed doubles of Ora es Ehszer
kereshedbhaz (Cloch and Jewels Trading
House)and OKHB (\anonal Commercial and
Credn Bank Co ) The SPA announced a pub
lic tender for the OREX shops and the ESOP
orgamzauon and the bank submutied a joint
applicauon The soluuion has it< ads antages for
both paries OREX offered its staff of emu
nent professionals and business know-how
whereas the banh supplied the mones neces
san for the increase of the share capial Ac
cording to ESOP Ltd this case may set a good
example in the senes of ESOP actions ESOP
can be 2 good prmatization tool especially 1n
those cases where subsidianes wish to epa
rate from the mother company or where this
15 the onlv possibibty for becoming inde
pendent Such are the aspirauons of the paper
plant of Piszhe or of the cheese factory of
Reprelah which are currently prepann. for the
elaboration of the ESOP concept

Zsuzsa Ban
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The Hungarian Parlioment approved legislation on the Employee Stock Ownership Plan (ESOP) in June 1992

Under the law an ESOP can be lounched if at least 25 per cent of the employees ore in favour The ESOP management
orgamzation will be considered estabilished when ot least 40 per cent of the employees are part of the ESOP In order to
secure preferentiol loans, ESOP members themselves must contribute 2 pe of the purchase price for up to HUF 5m worth
of shares and 15-20pc above that sum

The first phase of the decentralized privatization process, which storted i October 1991, mvolved 437 companies
with assets worth 22 biflion formnts The second involves 278 compames with assets of about HUF 70bn In the first
phase, compames with assets under HUF 300m and less than 300 employees were being privatized with the aid of more
than 80 consulting companies Larger compames, with assets of between HUF 800m and HUF 900m, were brought into
the second phase of the programme

The SPA planned to end decentralised privansation n December 1993 with compames that have still remamed unsold
to be privatised through other schemes Of the 749 compames which covld have been drawn mnto the programme, 534
were finally selected by the end of lust year 292 of these have been fully or partally privatised, providing nomunal
wncome of HUF 18 897bn to the SPA 170 privahsation tenders are currently underway, with tenders for an additronal 30
compantes were fo be nvited before December 31, 1993 in order for the privatisations to he carried out before the

contracts between the SPA and the adviser companies expire

It was two years ago that the
Hungarian government submutted to
Parhament 1its draft law on ESOP,
the Employee Share Ownership
Programme enacted on July 14,
1992 Since than, ESOP has gained

an increasinglv important role
among the set of tools of privat
zation applied by state property
managing organizations implement-
ing privatization policy, primarily,
the State Propertv Agencv The re
port below summarizes this process

Lp to September 30 1993 the
State Property Agency had concluded
purchase and sale contracts with ESOP
organizations 1n a total of 64 compa
nies (29 limited and 35 sharcholders )
mahing up 13 3 percent of the 488 par-
ually or fullv privatized companies
Thirtv <1x percent of the ESOP orga
nizations are actis e in industry 26 per

14

cent in commerce and 19 percentn the
building 1ndustry but thev include
book publishers and other companies
offering matenial and intellectual ser
vices

ESOP sales became more frequent
in 1993 due to the fact that the first
privatization program was completed
on March 31 Close to half of the com-
panies privatized by ESOP were sold
within self privanzation programs

The picture of the geographical
breakdown of ESOP organizations
shows a strong concentration of close
to 40 percent of compamies with an
ESOP share located in Budapest How
ever several of them have national
networks or tacilities 1n the provinces
(e ¢ Aranvpok Orex and Amfora)
The concentration of propertv sold to
ESOP organizauons is even more dis
tinctly concentrated More than half

the total of ESOP propertv shares 1s
owned by orgamzations in Budapest

On average 70 percent of company
emplovees have become participants

so when tried ESOP 1s seemingly
popular

The subscnbed capital of ESOP or

ganizations ranges between several
millions to billions The ownership
share bought out ESOPs has been de

creasing whereas the amount of sub-
scribed capital has been on the in

crease In the 39 companies involved
58 2 percent of the subscribed capital
was sold to ESOP orgamizations The
caputal strength ot limited compantes
1s smaller (20 percent of the property
sold the ESOPs 1s 1n 27 imited com

panies) than that of joint stoch com

panies The result ot these trends 1 that
the organizations of those emploved tn
limited companies own a larger share
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(69 7 percenty han those emploved 1n
joint stock corpanies (3~ S peicent)

Another feature of ESOP pny iniza
uon 1> that the lar_er the stahe trans
ferred the lon_er the transaction pe
nod ESOPs 11 limited companies on
avera_e beac.me owners nine months
after the trar ormation of the enter
prise while thi~ peniod w as more than
a vear (averagingl3 months) mn the
case of joint ~ ock compantes

Siutv percent ot ESOP organiza
tions were established at compames
emploving less than 200 but 22 per
cent of the emplovees imvolved only
work at these companies (Table 1) An
indicator of the populanty of the form
1s that more than half of the employ
ees haye become proprietors as paruct
pants ot ESOP organizations at four
fifths of the companies Employees
have become proprietors 1 a la~ger
proporuon in limited companes (71 8
percent) than n shareholders compa
nies (67 0 percent) In total 11 000
persons hasve become share owners n
the companies employing them

The second table shows that ESOP
orgamzauons have acquired their prop
ertv on average at 90 6 percent of
nonunal value The SPA has not sold
its properts cheaplv as onlv the ESOP
organizauions of limited companies
could purchase their property at under
50 percent of nomunal value but these
made up oniv 5 percent of total sales
Emplovees ot 14 companies acquired
ownership between 50 and 75 percent
of face value acquinng 31 percent of
the total property sold under the ESOP
programme In this group jomnt stoch
companies mahe up the majorty
Seven joint stoch compantes and two
limited companies have purchased
properts above a 75 percent but below
nominal value In 32 percent of the
known cases purchase and sale took
place at norunal vajue and 30 percent
of the property exchanged owners
Snvteen percent of the property sold to
ESOP organizations was sold to the
proprietars associations of emplovees
at approvimately 47 percent above face
value (> hmited and 3 joint stock com
panies  On average ESOPs became
owners 1n ~6 2 percent of hmited and
94 1 percent of joint stoch companies
R

In addition to local governments
becoming proprietors after transform
1n_ state enterprises to companies the
SPA mamtamned a stake after sales to
ESOP orgamizations this amounted to
10 9 percent in mited compantes and
27 3 percent m shareholders compa
mes (Table 4) In these companies the
ratio of other ow ners 1s msignificant
Corporate properts makes up 3 5 per
cent of the subsc.ribed capital 1n three
compames and other Hungarian prop
erty mahes up 7 3 percent of the sub
scribed capital in 12 compantes For
eign 1mestors have as yet not nshed
their money 1n the compames partially
bought out by ESOP organizations
However it 1s hknown that a number of
foreign 1m estors have mdicated a will
ingness to buy the state property share
remaining after ESOP purchases

Emplovees have acquired majority
ownership mn 80 percent of the cases
that 1s they have a decisive vote 1n 46
compamies However major differ
ences occur between limited and joint
stoch companies Five limited compa-
nies have bought up 100% stakes of
their companies through ESOP but no
joint stock company 15 vet 1n the ex-
clusive ownershup of emplovees Inan
additional 16 limited companmes
ESOP organizations have a majonts
share Of the joint stock companies
emplos ee organmizations hase majorits
share 1 25 cases with the ownership
share ranging between 50 and 75 per-
cent more frequent than among himited
companies

At this pownt this scrutiny has
reached one of the most interesting
stages viz the economic performance
of the companies for 1992 from the
balance sheet figures Unfortunately
data are insufficient for a ime propor
tionate comparison (Table 3)

Of the 64 compames 36 closed

1992 with a profit 8 ended in the red
and 1> at zero balance Taking losses

H
into account in total thev have pro-

duced a profit of more than HUF 800
million Approximately 95 percent of
the profit was generated by joint stock
companes and shghtly less than half
the Josses were accumulated bv two
limited companies alone Losses for
Limited companies 1n 1992 totalled

HUF 7 nulhon One hinuied company
produced a loss of up to 20 percent of
1ts nomunal value and at four himited
companies losses amounted to 5 10
percent of the own capital Most of the
profitable companies in fact made onls
limited profits 14 of the 36 making a
profit of less than one percent of their
own capital and n another five cases
this indicator did not exceed two per
cent However for five companies this
figure was up to 10 percent

Companies with an ESOP stake
achieved profits of HUF 1 5 billion
Business activities were closed with a
positive result in 38 companies and
with negatrve balance at 12 Finallv fi
nancial operations also indicated a
positive balance however these con
tributed to improve the result onlv in
the case of 26 compames and resulted
m lower profits at 24 companies
Losses 1n financial operatons exceed
losses generated 1 the course of busi-
ness activities In addition extraord:
narv results also increased the profit of
some companies

Of the companies 21 were able to
pay a dividend amounting to nearly
two-thirds of the after-tax profit Only
four companies allocated their entire
taxed profit on dividends five compa
nes distributed more than 50 percent
of profits and 12 companies less than
50 percent

The Iiquiditv 1ndex 1ndicates the
daily financial state of the companies
Among the companies under scrutiny
liquidity shows a vanable picture In
three companies the stock of liabih
ties exceeds the stock of workang capy
tal In another 16 cases 1t 1s below the
normal level (100 150 percent) Two
thirds of this group consists of limited
companies In the case of 27 limited
and joint stock companies liabihines
do not even reach half the working
capital The average value of hquidity
1s 181 percent. relatnels favourable
for companies with ESOP as the value
of this index was 14 percent 1n com-
panies under SPA concern 1n 1992

One important ndicator 1s pro
duced by the development of supplier
debts and buver claims On average
the stoch of buvers 1s 163 8 percent of
the stoch of suppliers in the companies

A



ESOP

under scrutiny This 1s lower at imited !
compnnies (137 0 percent) than at joint '
stock companies A value below 100 |
percent occurred at 10 companies
mostlv joint stock concerns However |
at 18 companies the amount not paid
by buvers exceeds supplier debts sev
eral times over This 15 highlv |
untavourable as the collection of
claums 1s one of the most cnitical points
ot the Hunganan economv rnidden as
it ts with the danger of bankrupicv
The size of liabilities compared to
own property also shows a wide
spread Liabtlittes less than 10 percent
occur at s1x companies Debts of 19
companies do not exceed 20 percent
the settlement of which 1s still consid
ered to be bearable However habili
ties exceed the value of own property
at 10 companies In additon habils
ties range between 20 60 percent at 15
companies and is an alarming 60 to

100 percent at nine companies

22 6 percent of habilities are clas
sttied as lony term ilthough fortv two
companes 1re totallv tree from any
long term labihities Lon_ term Liabilt
ties exceed 50 percent at two compa
mes However the picture s targely
distorted by the fact that 63 percent of
these debts have accumulated at a
single companv (Metrimpex)

SUMMARY

With a view to their activity size
and other characteristic features the
range of compantes with ESOP orga
nizations 1s extremelv varied More
over on the basis of the 1992 snapshot
nothing can be stated for sure as their
economic performance largely de
pends on the economuic situation of the
whole country but obviously the ef
forts of emplovees and their manage
ment at these concerns 15 crucial

The scrutiny of economic 1ndices
implies that these compnies onann
uonal economiv comparison hive per
formed well to averige and the ma
jority have been able to heep up with
successtul companies operating under
other ownership stnuctures  Wath these
companies compared to the majonty
of vompanies sold by the SPA the
chances are even better for receiving
loans drawn for acquiring property and
maintaining viabulitv Especially so it
according to international practice
opportunities offered by a new man
agement techniques and labour orga
nizations attached to ESOP are also
utthized Howesver 1t will onlv be pos
sible to confirm such conclusions n
two or three vears when with the ex
pirauon of the grace perniod ESOP or
ganizations begin to pav off their
loans “onetheless from the fizures
presented here ESOP can be regarded
as a successful pnvatizaton technique

Table 1 Table 2
BREAKDOWN OF ESOP ORGANIZATIONS ACCORDING BREAKDOWN OF ESOP ORGANIZATIONS ACCORDING
TO NUMBER OF EMPLOYEES TO PROPORTION OF STAKE SOLD
Number of Rate Number  “ominal value Sales price
lumited companies  jont stock compantes  total (percent) of of stahe
Below 50 persons 8 5 10 companies (HLF 000 (HUF ‘000)
Below 30 6 583 980 185 000
>1 100 10 6 16 50749 4 3312689 2111 ol
101 200 6 7 13 75999 9 1909814 1715045
201-300 3 3 6 100 17 3155520 3155520
301 500 1 4 5 1001 1399 6 332 132 380 669
501-1000 0 7 7 Above 150 2 1356396 2124300
1001 i 2 3 No data 10 0 0
No data 0 4 4 Total 64 10,670 531 9671,885
Total 29 35 64 Average price 90 64
Table 3
PROFITABILITY OF COMPANIES WITH ESOP OWNERSHIP SHARE
Limited compantes Joint stock companies Total
Profitabilitv “umber of Profit “number of Profit Number of Profit
companies (HUF 000) companies (HCF 000) companies (HUF ‘000)
Profitable 13 50705 23 915129 36 965 834
Zero balance 0 7 0 15 0
Loss making 6 57 741 2 5287 8 110616
No data 0 3 0 > 0
Total 29 -7036 35 862 254 64 855218
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N
Table 4
BREAKDOWN OF SUBSCRIBED CAPITAL OWNERSHIP IN COMPANIES WITH ESOP
OWNERS Liruted company Joint stoch company ™ Total
Subscribed capatal Subscribed captal Subscribed capital
Amount (HLF 000} Percentage Amount (HLF 000) Percentage Amount (HLF 000) Percentage
SPA 373 140 10 87 1667 ~6> 2728 504070~ 2354
Companics 0 000 1 118 v6l 64 1 118 661 >
Local coun Is 246 8~0 719 112 814 637 1 370 664 667
ESOP 272924 69 11 9147020 5346 1151994 5608
O he Huneuran chare 40614 1283 10~ 040 61> 1493 654 727
Total 3433528 100 0 17 110 100 1000 20,043 628 100 00

BREAKDOWN OF SUBSCRIBED CAPITAL OWNERSHIP IN
COMPANIES WITH ESOP — LIMITED COMPANIES

* Data on 26 lumited companes
** Data on 31 joint stock companes

BREAKDOWN OF SUBSCRIBED CAPITAL OWNERSHIP IN
COMPANIES WITH ESOP - JOINT STOCK COMPANIES

Other Hungarian share
13 percent

SPA 11 percent

ESOP

ESOP 53 percent

69 percent Loca!l governments

7 percent

Other Hunganan share 6 percent

Local governments 7 percent '

2ND ESOP CONFERENCE
INUEREST DEQUININE?

Many claim that ESOP, the Employee Share Ownership Programme 1s the most
effective method to nspire employees {also being owners) to work efficiently and
effecively Foreign expenience exists to buttress these arguments However, others
say that some of the ESOP organizations already established will collapse hke house
of cards in three or four years, when their inabiity to pay off loans will be expesed
It 1s also ditficult for the SPA to make a deasion It ts obviously @ point of mterest
thot domestic atizens should become owners, yet it 15 also undemiable cash pay-
ments are more advantageous than ESOP The followng article summarizes some of
the opimons heard at an ESOP conference last December Although the number of
ESOP orgamizations has mcreased since the first conference held in early 1993, -
terest in this second conference was subdued

Those addressing the conference in
cluded Dr Tamas Szabo nunister with

of Drrectors and a handful of foreign
specialists

out  portfolic  responsible  for
privauzation Dr Lajos Csepi managing
director of the SPA Janos Luhacs
managing director of the Resz Vetel
Foundauon membezr of the SPA s Board

The mumuster explamned that the gov
ernment supports emplovee ownership
but no one should entertain 1llusions It
has to be acknowledged that ESOP or
ganizations are unable to raise the cap

L]
tal laching and the financial resources
necessary for technological development
and thev are unable to implement the re
quired raise of capital without a profes
sional wmvestor In the past year ESOP
organizations had been established at 63
companies involing stakes of HUF 20
billion Of thus HUF 12 billion was pur
chased bv a total of 12 000 emplosees
About the contracts the munster said that
deals had been concluded at an average
rate of 90 percent and some 70 percent
of the employees joined in the ESOP
schemes after the related resolution had
been made

There were several rasons why the
ESOP techmque had not plaved a major
role 1n privatization earher Lajos Csept
told the conference but 1t was by no
means the case that the SPA had refused
to support employee ownership He
stressed that Hungary needs competitine
businesses and the SPA 1s busy seehing
adequate investors to assist with this aim
The final choice 15 not alwavs an ESOP
orgamization and 1t is understandable
that emplorees sometimes feel hurt At
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the same time 1t has to be accepted that
some Hunganan businesses will shortly
become unviable without extra capital
and new marhets and ESOP organmiza
tions are unable to cope with the chal
lenges

Propertv managing orgamzations
have started a programme which aims at
tacilitating loan settlement in 1nstall
ments by emplovees under conditions
sumlar to the E loan Janos Lukacs an
nounced It was necessary he said as
banks and tinancial institutions often re
tused to grant credits to ESOP orgam
zauons because of msufficient funds
VMoreover a resolution was made at the
SPA a few months ago that no mortgage
would be allowed to be registered
agatnst the assets and property of the
whole of the company Banks n spite
of the legal possibility do not accept the
guarantee provided by the whole of the
company

As Istvan Kautz president-general
manager of the Masped Rt said the fun
damental problem of the operation of an
ESOP organization 1s that the money to
be paid back bv installmentssimply has
to generated bv the companv The prime
capital of Masped employing 300 was
2 6 billion with a pre tax profit of HUF '

400 milhion last vear The SPA an
nounced an exclusive tender for its
privatization 1n the be_inmng of 1993
Invitations were extended amon2st oth
ers to the representatives ot the ESOP
and VIBO organmizauons estiblished by
then The tender was won by the com
bined otter ot the rwo orgamzations
with ESOP purchasing >1 percent and
28 8 percent gotng to the MBO Istvan
Kautz considered this a good break
down The assets were distributed in a
democratic manner and the company
did not become unmanageable The
ESOP led Masped h1s tar reaching
plans for the tuture intending to work
partly as a financial mnstituuon nclud
ing financial leasing and factoning New
offices are to be opened m 10 provin
cial cies and marhets n the CIS coun
tries are to be sought out In their view
1t 1s most important utilise E loans and
they are even prepared to forego bo
nuses 1f necessarv

Dr Andras Bartha president gen
eral manager ot the Aranypok Rt
stressed two points Firstly he said a
primary condition for the success of
ESOP privatization 1s that management
should be better in privauzation than
any consulting company It knows the

t

comp iny better but 1t also has to study
the Law on ESOP Because this 1s not
alwavs the case some rather mixed
statutes have been created Another
very importuit condiuon s that onlv
companies alreadv operating well can
be purchased via ESOP It this consid-
eration 1§ (gnored catastrophe awarts in
the third or fourth vear debt repavment
with ESOP concers collapsing one af
ter another Andras Bartha also called
attention to some additional problems
One 15 that manv of the holders of vot
ing night sull don t understand the
genuine 1nterest ot the companv and
are 1ntent upon an immediate raise
salary and not 1n a few vears time
Another sources of conflict 15 that the
salaries ot the otficials of the ESOP or
gamization are set bv co workers with
much lower incomes

Invited guests (including those from
the UK and LSA) also presented their
expenences Inthe West there are giant
companies with majontv emplosee own
ership which ncreases therr lovaltv to
wards therr companv in a natural wav
In their view of Eastern Europe the svs
tem worhed out 1n Bulgana was cited as
a good example of emplovee share own
ership

L4
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TENDER PROCEDURE REGULATIONS

FEBLLAR Y 4+ AFH4 UVCCZ pINEERS

Here PRIVINFQ carries the SPA regulation on the order of competition procedures It 15 important fo be oware of the regulations on bidding
competition Act LIV of 1992 the most important legal requlations govermng the current privatization process declares that it 1s possible to sell lease
or put in properfy management state property only through bidding competiion According fo the o4, the SPA (irrespecti/e of certom cases sted
there) 1s compelled to announce tenders for these Therefore everyone mvolved in privatization m same way is advised to become acquornted with
the following regulations Hts publication 15 all the more timely as the regulations changed 1n December 1993 One new feature is that tenders should
be submutted to o public notary 1n off cases As of January 17 1994 eornest money earns wterest during the period of deposit

REGULATIONS OF THE STATE PROPERTY
AGENCY ON
THE ORDER OF TENDER PROCEDURES

(for bidding competition)

CONTENTS

Chapter 1 General regulations

Title 1 Objective and effect of the regulations

Title 2 Fundamental principles
- principle of equal chances
—principle of publicity
—principle of provisioning

Title 3 Defimtions

Chapter II Announcing the tender

Title1 Types of tender

Title 2 Announcement, publication of the tender

Title3 Tender collateral

Title4 Offer period nright of deviation

Title 5 Withdrawal of tender, exclusion from
the tender

Title 6 The tender offer

Chapter IlI  Evaluation of offers and the judgment of

the tender

Titlel Receipt, opeming and disclosure of
the tender offers

Title2 Judgment of the tender

Title 3 Publication of the resuit of the tender

Chapter IV Conclusion of contract, closing provisions
Titlel Conclusion of contract
Title2 Closing provisions

REGULATIONS
ON THE ORDER OF
TENDER PROCEDURES

Chapter 1
Title 1

Objective and effect of the regulations

| The objective of these regulations 1s to set the general
rules of bidding competiion under

- Act LIV of 1992 on the sale unlization and protection
of property 1n temporarv state ownership (hereinafter referred
to as the Act) and

—ordinances No 7/1991 as amended and supplemented and
o 8/1991 and No 2/1992 by the general manager of the State
Property Agencv thus assuring the conclusion of well foun
ded contracts serving the utilization of state property assigned
to the SPA 1n the most efficient form and pertamning to this
protection of the integrity of competition bv guaranteeing 1den
tical and equal conditions for compeutors

2 (1) The State Property Agencv (heremafter the SPA) de
cides on the sale putting to management or leasing of state
property assigned to 1t furthermore on commuissions perta
nming to related tasks through bidding competition/tendering
procedure (heremafter tender)

(2) W hen defining the conditions of transformation of the
state enterprise trust or trustee enterprise runaung the propentv
in 1ts portfolio or even after that if necessary 1f jusufied by
the size or econonuc importance of the enterprise or if several
offerers are known who are acceptable as partners the SPA1s
entitled to requure a tender procedure for the acquisition of sha
re bv an external entrepreneur as defined in Paragraph (1) of
Section 40 of the Act

(3) When judging contracts under the authority of Act VI
11 of 1990 the SPA especiallv if the importance of the cont
ract or other circumstances ensunng the freedom of the com
peuuon justifies 1t 1s enntled to prescnbe a tender procedure

3 Compettion can be realized through a bidding compe
tition or the mvitation of bidding offers (hereinafter invitation
for offers) In the case of mvitation for offers there is no ten
der announcement (advertisement) When inviting offers bv
ensuring 1dentical conditions at least three offers should be
mvited Otherwise regulauons related to tender must be ade
quately apphed for inviung tenders with a view to deviations
1ncluded in these regulations

4 (1) The ruling descnibed in Paragraph (1) of Clause 2
does not have to be applied

a) 1f the SPA sells the state propertv up to a preferenual pro
portion defined 1n the Property Policv Guidelines to emplove
es State properiv exceeding this proportion can be acqu red bv
emplovees in an tdentical wav as other external 1nvesiors

2 PRIVINFO
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by for sale of shares with public otterin_ pursuant to the
securites law

¢} the ca~e of comvertin, credit (recen able) to members
hip rnight

dy 1f the SPA previously ensured options for external 1n
vestor(s)

e) 1f the second tender announced by the SPA also ended
without result because there were no suitable applicants

f) if the manager of the shop run 1n a system according to
a contract described n Act LXXIV of 1990 announces his pur
chase mtention according to conditions set by the legal regu
lations and the shop can be transferred to him 1n the form of
purchase at a set business value

2) when selling state property through bidding

h) 1if the SPA transfers the state property to the business
partnership not as a non cash contribution

1) 1f the SPA uulizes the property as a means of exchange
10 acquire other property or to waive the membership nght
due to the local government 1n a transformed companv

1) 1f a contract is to be concluded with consultants for hand
ling the bidding compeution if 1t does not involve comrmussi-
on related to caputal mediation porttolio management and lo
ohung for investment partners

k) 1if the state property 1s sold by a property manager se
lected by the SPA through compention and in a contract conc
luded with the SPA he undertook to payv a previously set amo
unt for the sale of the membership nght

(2) In the course of selling a business part of a imited ha
bilits company  a bidding competiion can be abandoned pur
suant to a decision of the Board of Directors of the SPA 1f
there 1s a realistic danger that in view of the preemption nght
set by the companv law a low purchase price 1s expected 1n
the competition

(3) On the basis of a decision by the Board of Directors
an offer bv employees under the Emplovee Share Ownership
Program can especially be expected without competition 1f no
other otfer 15 submutted to the invitation for bidding offers or

a previously announced tender was closed without success for
a lach of offers

Title 2
FUNDAMENTAL PRINCIPLES

The principle of equal chances

5 The tender announcement should ensure equal chances
for each participant so that the necessary information 1s avai
lable and the conditions of competition are applied during the
compeution The announcer must set the content of the tender
so that offerers can make an appropnate offer and the tender
offers submitted duly and in ttme can be compared

The principle of publictty

6 (1) Duning the tender procedure the announcer should
ensure full publicity for those participating 1n the competiti
on The announcer must ensure the requirement of publicity
according to these regulations even 1f the tender 1s closed (in
\itational) or occurs through inviting bidding offers The an
nouncer must pubhish this fact simultaneously with publishing
such tenders (1nvitations for ofter) 1n a way that does not vio
late the closed character of the compettion bidding

(2) Each ot the offerers has the night to acquire 11 infor
mation made available by the announcer Accordin_lv allin
formation should as tar as posuble be made available for the
compeutor which does not hurt business secrets and which 1s
usual and necessary in business Life for the competitor to ma
Le a well based offer

The principle of provistomng

7 (1) The announcer after publishing the invitanion for ten
der or 1n the case of announcing a closed (exclusive 1mvitan
onal) tender after disclosing the announcement to those 1nvi
ted respects the tender conditions announced has to comply
with the tender procedural order previously published and 15
compelled to ensure the tntegnity of the dectsion making pro
cess pursuant to the announcement of the tender and 1ts eva

luation The above 1s duly applicable for the invitations for
competitin e offers

(2) The announcer can exercise its rights of provisioning
pursuant to the tender thus especially the subsequent amend
ment of the conditions of the tender announcement the withd
rawal of the tender and the amendment of the regulations of
the published procedural order under the legal regulations per
tamning to bidding competition and under the present tender
procedural order so that 1t does not hurt any essential rightful
interests of the persons involved 1n the tender

(3) The applicant by his behavior or action under the ef
tect of the tender announcement or regulation with special re
gard to taking over the compeution announcement achnow
ledges the regulanons of the announcement are binding on him
self

(1) Rights ensured by these regulations must be exercised
1in harmony with 1ts regulations and according to the require
ments of goodwill

Tutle 3
DEFINITIONS

8 In applying these procedural orders the following defi
ntions should be applied according to the following interpreta
tion

a) Announcer (the one inviting offers) the State Property
Agency or another person acting on assignment of the SPA
(e g property manager authonized with sales nights) and n
the course of companv-tniuated simplified privatizauon pro-
cedure the consultant acting 1n his own capacity in cases of
propertv protection the business orgamzation invoh ed

b) Offerer (bidder) any domestic or forergn natural per-
son and legal entity business partnership without legal entity
and individual entrepreneur ncluding the case when persons
qualified as offerers according to these regulations establish a
consortium or any other occasional association (hereinafter
consortium) aimed at mahing joint bidding offer Those bid
ding 1n a consortium hase unn ersal obligations duiing the ten
der procedure

¢) State properts membership rights of the state run m bu
sinesses representing defined ownership share (business part
share) state owned assets and rights of property right suitab
le for business

d) Public invitation for offer nvitaton for bidding for the
purchase taking into management (subscription) taking mto

3

L



TENDER PROCEDURE REGULATIONS

lesing (lea ehold) ot state property (property share) throu_h
puchishin, a tender announcement carried by the printed press
or other me ns of communication to be published tor a not
previoushy determined range of potential buyers

¢) Closed (invitational) tender (invitation for bidding ot
ters) announcement for the purchase takin, into management
{subscniption) taking into leasing {{easehold) ot state proper
(property share) so that onlv those are allowed to submut ot
ters tor the tender who hive been vited by the SPA

f) Pre quahfication procedure such a two or several ro
und tender n the ficst round of which the announcer surveys
the performing abilities experuise switability and financial re
hability of the otferers On the basis of the first round the an
nouncer compiles a list according to which the actual bidding
takes place 1n the second round through a closed (invitation)
tender or invitauon for bidding otiers 1n a targeted circle of
mvestors or consultants No price offer can be requested 1n
the first round ot the pre qualification procedure

g) Single round tender a tender in which all the tender con
ditions are set down n the tender announcement and the ot
ters submatted accordingly form a part of the contract to be
concluded

h) Alternative offer an offer made by the applicant duning
the period open tor making an offer so that in addition to an
otter corresponding to the condrtions of the tender he also sub
muts an offer differing trom the arrangement or structure of
the tender announcement

1) Several round tender a tender m which the announcer
selects the parucipants of the next round from the applicants
who have made valid offers 1n the first round and asks them
to amend their otfers

1) Lnification of offers 1if the tender announcement or the
announcer allows 1t offerers who made a vahid offer 1n the
first round and bidders who acquired a participation right i
the second round can submit a jont offer

K “ouficauon (information) information relevant to the
tender must be sent to those mvolved by letter telefax telex
or telegram or 1n justified instances bv phone one officiallv
signed vopv of which must later be mailed If legal regulati
ons or these mternal regulations don t rule otherwise infor
mauon with a Jegal effect on the person involved or atfectuing
the nterests of the applicant in substance must be disclosed to
him within three davys ot its existence (taking effect)

TYPES OF TENDER

9 (1) The tender can be open or closed (instational)

(2} A closed (invitational) tender can be announced if the
character and 1mportance of the state property under the com
petition and the fulfillment of tasks related to 1ts most effict
ent utilization necessitates the partictpation at the tender of pre
defined investors or business partners or tt 1s justified on the
basts ot other reasons of competition poliy {e g preventing
buv up with hostile purposes) A closed tender aimed at se
lecting a consultant can also be announced n the absence ot
the above conditions

(3) Tenders are open except 1n the case when the Board
ot Directors of the SPA decides to announce a closed (invita
uonal) tender During an open tender the range of bidders can
also be narrowed 1t this 1s jusufied by special business nte
rests or considerations ot competiion

{+) The tender can be man12ed in heepin. with secrecy
(placin_ the name of the applicant in a sealed enselope and
handling the hinancial conditions ot the tender secretly sepa
rately from other conditions) or te uuring the name (firm) of
the 1pplicant by signing the name (publicits 1n view of even
detail of the tender} The wav to handle the tender must be
divclosed at the announcement of the tender

ANNOUNCEMENT PLBLICATION OF THE TENDER

10 (1) The tender 1> announced by the SPA or a person 2
consultant or a company assigned by the SPA

(2) The open tender should be announced 1n two national
dailv newspapers and the regional dailv newspaper accordin,,
to the sutuation of the subject of the tender The announcer
can also arrange to announce the tender also 1n a foreign fi
nancial economic journal (Journals)

(3) In the tender announcement the announcer defines the
date related to the submussion of the tenders so that there are
at least 45 days between the day of the publication of the an
nouncement and the deadline for submutting the tenders Ten
ders for state enterprises exceeding the value limut of property
protection should be announced wrth a 45 dav time intenval
In the case of invitauons tor bidding offers or pre qualificat
on procedures or tenders of consultants at least 15 davs must
be ensured for the otferer to make an offer

(4) On a closed (invitational) tender the announcer noufi
es the offerers involved simultaneousis and directly

11 Tender can be announced for 100 percent of the rela
ted state propertv (propertv share) or for a determuned part
(parts) in view of the thorough consideration of all the circums
tances of the case

12 The tender can also be announced in two or more 1o
unds In this case offerers selected (according to consideran
ons previously defined and published by the announcer) as a
result ot the first round can parucipate in the second or next
rounds In the second round only those tender conditions can
be amended which have previously been marked bv the anno
uncer In other condiuions the offers made 1n the first round
remain vahd

13 (1) Dunng the tender procedure with the excepuons
descnibed n Paragraph (2) the announcer must not change the
procedural or other rules (regulations) applicable dunng dect
sion making which he disclosed to the bidder either through
announcement or personallv

(2) The announcer 1s allowed to change the rules (regula
uons) or anv of them disclosed to the applicant (applicanis)
mentioned 1n Paragraph (1) onlv once dunng the tender ac
cording to the following .

a) the announcer 1f he reserved the related right for him
self can amend exclusivelv the conditions defined in the de
taled tender announcement so that it 1s not discdyvantageous
tor the bidders or

b) bv extending the deadline of submutting the tenders with
appropriate justification The deadline van onhv be extended

(3) The announcer publishes the amendment pursuant to
Paragraph (2) according to regulations related to the publica
tion ot the tender announcement and those pursuant 1o IMvi
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ting otfers so that he notities those mnvolved i writing witho
ut delav The noufication should state how the announcer w1l
handle the tenders submutted earlier m view of the changes

(h) The tender announcement can be amended onl\v so that
at least 1> calendar days upon the amendment are available
for the applicant to submut an ofter

(v The period for submitting tenders 1n jusufied cases
can be extended on one occasion by a mavmum of 30 davs
The announcer discloses the deadhine thus extended 1n a man
ner simular to the tender announcement at least 13 davs befo
re the expiration of the onginal deadline or noufies the parti
cipants of a closed (invutational) tender 1n due course but at
least seven davs before the expiration of the original deadh
ne

{6) The announcer must not amend the tender announce
ment within 15 days prior to the expiratton of the final deadli
ne of submutting a tender

14 (1) The tender announcement (tender 1nvitation 1nvi
tation for offers) must include

a) the name headquarters of the announcer of the tender
furthermore 1f the announcement of the tender takes place on
assignment of the SPA a reference to this fact

b) the objectve of the tender its character {open or clo
sed/ins itatonal) the number of rounds (one two or more) furt-
hermore whether the offerer can apply for the tender 1n sec
ret or by signing his name

If the tender has to be conducted in secret (bv handhing the
name of the bidder in a sealed enselope heremafter secret ten
der) special reference should be made to this circumstance

¢) the description of the propertv property part (business
part share) to be put to property management (leasing) or to
be sold as the subject of the tender

d) place method and date of the submussion of tenders

e) duration of the tender period

f) the place where questions related to the tender can be
ashed and erentual further information 1s available

2) when making a detailed tender announcement or pros
pectus or information documentation available the place mo
de date and cost of viewing them

15> In addition to data appearing 1n the tender announce
ment the detarled tender announcement has to contamn

a) data of the property property part to be sold further-
more information necessary to prepare offers

b) a hist of contents of the tender announcement and 1its
supplements

¢) a detailed procedural order

d) the schedule and set of considerations of judging the
offers with spectal regard to

- objective and subjective elements their comparative we
1ght 1n decision mahing

- place and date to open the offers and the place mode
and deadline of announcing the results 1if the evaluation of
the tenders 1s conducted without publicity special reference
should be made to this fact

- the persons permutted to attend the opening of the tender

— dates related to the judging of the tenders and

- the name of orgamization entitled to judge the tenders

e) the possibihity of accepung alternatne tenders and the
method of handling them

f) the ofticial language of the tender

€) an eventual preemption nght related to the subject of
the tender or conditions pursuant to exercsing it

h) reference to mamntain esentual official prescriptions

1) 1n connection with performing services a possibility for
emploving subcontractor or its conditions

J) condtions of property management (leasing) and sale
set of requirements pursuant to business policy (also including
related technmical commercial and legal conditions)

k) any other data which the announcer deems necessars

(2) In certain cases the announcer can prescribe that the
ofterer when subrmutting his offer should enclose a dratt cont
ract or what hind of restraints can be attached to the draft cont
ract sent by the announcer On such occasion the announcer
orders how the restraints defined 1n the draft contract be taken
into account duning judgment

(3) The tender announcement should define the number of
coptes to be submutted bv the offerers 1ts form and the place
where 1t should be submitted with reference to the fact that
they must unambiguously define which of the offers 1s the ont
gmal If a difference occurs between the copies of the offers
submitted 1n several copies the original should be taken 1nto
account

(4) If the tender 15 aimed at the full or partial sale of a bu
siness organization the tender announcement must also con
tain the 1mportant balance sheet figures

(5) When selling securities the related regulations should
also be taken 1nto consideration

(6) The value of the state property (properts part) announ
ced for sale with the exception of cases defined by law sho
uld be assessed by a registered auditor

16 (1) If the SPA 1s the announcer or the company 1s the
announcer and the SPA prescribes the apphcation of these re
gulations for the companv the tender announcement and the
booklet contaiming the tender conditions should be presented
to the tender bureau of the SPA for counter signature before
publication

(2) In cases described 1n Paragraph (1) the tender anno
uncement can be published in a valid manner with the coun
ter signature of the tender bureau

17 (1) If the tender announcement 1s armed at transferring
trtles related to exercising such activities which has a direct
effect on the fulfillment of an obligation of some local govemn
ment set by law or involves the exercising of rights due to the
local government or performing 1ts task the opinion of the lo
cal government involved has to be asked for before publis
hing the tender announcement

(2) If the local government involved forms an opinton 1ts
substance must be made part of the tender announcement wit
hout delay

(3) These regulauons h ive 1o be duly applied for other state
organizauons (e g MNationul Supervisory Board for the Pro
tection of Historic Monumenis}

18 If the announcer mtends 1o lct over a part of the vield
(dinidend share) on the basis of a property management (sa
les) contract to be concluded as 1 result of the tender upon
performance according to contrit to the entits compelled to
the senvice a reference should be made to this fact in the con
ditions of the tender announcement

19 (1) Under the company imuated simphified privatza
tion procedure the consultant shouid refer to the tender anno-
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uncement with special regard to

a) the lumuts of the nghts and utles of procedure set by contract

b) the special supervisory nghts due to the SPA n con
nection with keeping the provisions of the tender

{2) In property protection cases 1f need be all data related
to the desired direction mode and other conditions of the utily
zanon of state propertv has to be disclosed m the tender anno
uncement which 1s required for preparing a well founded otfer

20 (1) If the tender announcement does not state otherwi
se the bidder must keep secret the fact of his participation at
the tender or the withdrawal of his tender or the content of lus
otter unul the publication of the result of the tender

This provision 15 not extended to facts made available to
the financing bank

(2) In the tender announcement the announcer 1s entitled
to lift the obligation of confidentiality descnibed in Paragraph
(1) so that he marks the tender conditions that can be made
public by the bidder and the range of publicity (participants
of the tender or third persons media) In this respect provisi-
ons of Section 13 are not apphcable

(3) The announcer handles the content of the offers in sec
ret until the tender 1s closed and does not disclose any infor
mauon on thetr contents either to outstders or participants of
the tender The bidder can relieve the announcer of this obli-
gation 1n wning but he may forbid the disclosure of certain
figures even on this occasion

(+) The announcer can disclose the name of an applicant
parucipating n a closed tender onlv if every involved bidder
has approved the disclosure in wniting Other information on
the offerer can be disclosed to other offerers or to a person
not parucipating 1n the tender only with the explicit wrtten
approval of the offerer

(5) The announcer must make available all information
data disclosed and other service provided to one of the bid
ders to the rest of the offerers 1 the same manner

(6) At the request of the bidder and for hm with the aim
of making the tender conditions more accurate informaton
can be provided 1n addition to that made available in the ten
der offer but only with content that does not hurt the equal
chances of the other offerers and the provisions related to the
evaluation of the offers and their handling Such information
must not result 1n the amendment of the onginal tender condi
tion (conditions)

(7} If the announcer prepares a detatled documentation for
the preparation of the offers he has to ensure that 1t 1s avai-
lable at the date of the announcement of the tender

Title 3
TENDER COLLATERAL

21 (1) Parucipation 1n the tender can be linked to giving
collateral (e ¢ earnest money heremnafter collateral) which
has to be made available 1o the announcer simultaneouslv with
submutting the offer or unul a date and 1n a wav set by the
announcer in the tender announcement

(2) With the following excepuons the collateral should be
retunded after the withdrawal of the tender announcement the
establishment of the mvaliditv of the otfers or the evaluation
of the tender During the deposit the earnest monesy does not
bear interest >

(3) The collateral need not be refunded 11 1t has been trans
tormed 1nto a side obligation guaranteeing the concluded cont
ract according to the tender announcement furthermore 1t the
offerer witndrew his offer durin, the offer period or the conc
lusion of the contract failed bv his fault or bv another reason
which emerged 1n his sphere of interest This provision must
also be duly apphed if the offerer withdrew his otfer betore
the expiration of the period open for submitting the offers

(4) At the request of the announcer the otferer must cer
ufv the content ot his tender The announcer 1f he expressly
mamtained this nght in the announcement 1s entitled to obh
gate the otferer to grant turther collateral 1n addition to those
described 1n Paragraph (1) in especially justified cases

Title 4
OFFER PERIOD, RIGHT OF DEVIATION

22 (1) The offer period of the bidder begins when the de
adline for submutting the tenders expires

(2) The offerer must maintain his offer unul a date defi
ned 1n the tender announcement but at least up to 30 days upon
the expiration of the deadline for submussion except if the an
nouncer concludes a contract with the offerer winning the ten
der withun that penod

23 (1) The offerer can amend his offer only 1f

a) the tender announcement ensures the opportunity and the
announcer calls the offerer for amendment with a set deadline

b) as a result of the first round of a several round tender
he acquired the right for participating 1n the second round he
can amend the tender submutted in the second round with h
mutations set m Paragraph (2) In other cases deviation from
the original offer 1s mvahd

(2) In cases defined in Pomt b) of Paragraph (1) the ten
der announcement has to determine the extent and mode of
the deviatton and which parts of the tender can be amended
In the absence of such a provision the offerer can amend onlv
the financial part of the offer including the purchase price
the pavment schedule and the collateral The amendment of
other offer condions 1s invalid 1n such a case the offer 1s
partially invald 1n 1ts part involved by the amendment and 1s
replaced by the offer condinon made 1n the first round of the
tender

* As of Januan 17 1994 earnest mone\ does bear interest The
SPA accepts the individual tenders onh if the earnest money
set in the tender 15 deposited by the offerers up 1o a pavment
deadline set in the tender announcement onto the followng ac
counts opened for the SP4 for the purpose at the Hungarian
Foretgn Trade Bank
Domestic persons who are legal ennn i forints 203 6060 7007
Domesutc nannral (private) persons an forms 203 6060 7014
Foretgn natural persons and/or persons who are legal ennn
n forergn exchange 0002 808 99
Domesuc natural (privare) persons n foreign exchange
0005806 99
The Hungarian Foreign Trade Bank pans 1 16 and 17 per
cent interest and charges a mere | 01> percent of sen 1ce costs
after iurnorver This clause 1s not contamned in the regulations
Sor biudding compeunon because is amendinent requires a re
soltnion by the Board of Duectors of the SPA Official resolu
non will be made in a few weeks

& PRIVINFO -

I

gl



et e e s

TENDER PROCEDURE REGULATIONS

(3) Lp to the exprrauon of the period open for submitting
tenders the offerer has disposition over his offer accordin, to
these re_ulations or the conditions of the announcement

{(+) Provisions of Paragraphis (1) and (2) cannot be apphed
it the announcer calls on the otferers to make a new offer fol
lowing the first evaluauon pursuant to Section 46/A

Taitle 5

WITHDRAWAL OF TENDER
EXCLUSION FROM THE TENDER

24 (1) The announcer 1s entitled to withdraw the tender
up to the date set for the submission of the tenders The anno
uncer 1s compelled to announce the related decision according
to regulations pertaining to the publication of the tender an
nouncement or 1n the case of closed tender he has to noufy
the offerers on the decision m writing without delay

(2) In the case of withdrawing the tender if the tender do
cumentation and the prospectus made avalable was hinked to
some charge the announcer has to refund the fee to the bad
der 1f the bidder returns the documents

25 (1) If the offerer or other person 1n his sphere of inte
rest breached the confidenuality of the tender the offer of the
bidder has to be excluded

(2) Non performance or madequate performance of the
condions disclosed in the tender announcement or the docu
mentanon (prospectus) furthermore the grave violation of data
providing obligations and other obligations burdening the of
ferer according to the procedural order draws excluston from
the tender

(3) If there 15 no bidder who fully corresponded to condi-
tions appeaning 1n the tender offer the announcer after clo
sing the tender can regard the tender as a bidding offer sub-
muitted 1 the course of an mvitation for competitive bidding
and can handle the offers accordingly In such a case the an
nouncer pursuant to his deciston enutled fo judging the ten
der can conclude a contract with the offerer who subrmutted
the best offer 1if the tender corresponds to the mumimum requi
rements during an imitation for competitive bidding or can
decide to announce a new tender The best offer has to be se
lected after the thorough weighing of all the circumstances of
the case Thus special attention should be paid to the financt
al economic and employment policy conditions and require-
ments related to the most favorable utilization of the state pro-
perty (property part) being the subject of the tender In the ca
se regulated 1n this paragraph the offer peniod of the apph-
cant 1mvolved exists according to the regulations

26 The offerer can withdraw his offer any time untl the
expiration date open for submutting the tender 1n heeping with
the burden of consequences defined in the procedural order

27 The offerer cannot demand anv payment from the an-
nouncer for drafting his offer and must not pose any payment
demand pursuant to his offer under anv other title

Tule 6
TENDER OFFER

28 (1) The tender offer has to contan the detailed and le
gally compelling statement of the offerer with special regard to

a) condttions included in the tender announcement

b) the mode of uulizing the property sersing as the subject
ot the tender or the performance of the service as defined 1n
the tender announcement

¢) tne amount of the purchase amount of compensation

(2) It the 1ender establishes the obligation of granting col
lateral the otfer 1s valid only 1f the offerer can certifv that he
made av ailable the collateral to the announcer or a person as
signed by the announcer as defined 1n the announcement

29 (1) The otferer 1s entitled to forbid the publicanion of
certain fi_ures disclosed 1n his offer even after the evaluauon
of the tender The offerer cannot forbid the disclosure of his
name the compensation and the deadlme of performance

{2) If the procedural order does not rule otherwise the of
fer has to be submutted closed (e g 1n a sealed em elope) and
on the envelope a reference to the given tender must appear

Chapter III
Title 1

RECEIPT, OPENING AND DISCLOSURE OF
THE TENDER OFFERS

30 (1) Dunng the arrival of the tenders the recenver wn
tes the exact date the tender offer 1s recetved on the sealed
enelope containing the tender with the simultaneous certifi
caton that the tender offer 15 recenned

Duning the penod open for submutting the tender the of
fers should be submutted to a public notarv

(2) The public notarv makes out a document on the cir
cumstances of the submission and opening of the offers and
clauses after the opeming The tenders submutted up to the ex
piration of the deadline have to be opened m the presence of
the bod /persons conducting the evaluation and every supple
ment (thus for example the tender offer itself and the enclo
sed supplements) of the offer documents have to be given a
sertal number of evaluation

(3) In the absence of a different provision of the tender
announcement the opening of tenders takes place 1n the pre
sence of the members of the comnuttee and the public notary
mn a closed manner The tender announcement can state that
the representative of the announcer the offerers or their pro
xies and other persons msited by the announcer can also be
present at the opening of the tender (public opening) The pre
sence of a public notary should be assured if the opening 1s
closed if the tender announcement prescribed it or 1n any ot-
her case deemed necessarv and justified by the announcer

(4) The proxy of the offerer has to certifv his nght of rep-
resentation and 1ts extent with a public document or a private
document with full certifving power The body conducting the
evaluation mahes a decision on the legality of the representa
tion without debate after listening to those invohved

(2) If a public notary 1s present at the opening of the ten
ders his tash 1s especiallv to

a) cerufv the regular proceeding of the opeming of the ten
ders and makes out a public notarv s document on 1ts regularity

b) supervises the offers as to thev correspond to formal re
quirements set by the announcement

¢) 1f the tenders are opened m public directly afier their
submuission he offers an opmion on the circumstances of sub
mission

7
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Title 2
Judgment of the tender

(+9) Bids submutted to a tender and valid are jud_ed de
pending on the decision of the announcer by the AV Rt or
the enterprise or business orzanizanon involved or a comms
ston consistin_ ot their employees (hereinatter those entitled
tor judgment)

19 1 If the AV Rt 1s the sole judge ot the tender the gen
eril manager ot the AV Rt appoints the judging persons or
ortanizational unit

(40) It the announcement does not rule otherwise bids have
to be judged within 30 davs The announcer 1s entitled to ex
tend the judgment deadhine by wav of a umlateral statement
The deadhine open for judging the bids must not be 90 days
even after extending it Those involved have to be notified of
the extension ot the deadline for judgment If the announcer
exceeds this deadline the tender ts null and void

40 1 The person/representative of organization or consult
ant participaung in the judgment of the tender must not be

(a) 1n kinship to or close relative (pownt b] of paragraph
68> of the Civil Code)

(bj direct superior or subordinate on the basis of employ
ment

(c) employee under a contract

(d) owner (partial owner) 1f the bidder 1s a legal person or
firm of the bidder who has submutted a bid

40 2 Provisions of 40 2 must be applied even if an unbi
ased evaluation of the case cannot be expected from a partici
pant of the judgment of the bid for any reason (bias)

40 3 The parucipant of the judgment of the tender has to
report without delay if he has anv conflict of interest as de-
scribed 1n points 40 | and 40 2

40 4 These provisions have to be dulv applied for every
person participating 1n the evaluation of the bids

(41) In case of debated cases of conflict of interest and bias
the Tender Commussion decides

41 1 From among the bids the bid with the best basis and
offering the most favorable conditions 1n 1ts totalitv has to be
selected

41 2 If the bids are evaluated by a commussion established
b the enterpnise or business organization the result established
by those entitled for judgment become valid with the wnitten
approval of the AV Rt It the AV Rt disagrees with the pro
posal of those entitled for judgment 1t can further detail the
considerations of judgment (within the set of conditions dis
closed in the invitation to tender) or mav order the invitation
of a new tender

41 3 At judging the tender those entitled for judgment shall
decide whether the tender was successful

41 4 The tender 1s unsuccessful 1f

(a) no bid was subrmtted by the set deadhine or the bid
cannot be evaluated on the basis of the mnvitation to tender

(b) none of the bids submiuted correspond to the require
ments of the mnvitation to tender or to any other provisions
related to the tender and the bids or the fee substantially dif
fer trom the expectations of the announcer and the announcer
d d not made use of his posstbilitv ensured 1n point 26 2

R R

(<) tor a two round tender none of the bidders appeared
in the second round or none of the bidders invited to the sec
ond round made an ofter that could be evaluated and which
would have corresponded to the requirements described in the
v itaton to tender This provision his to be applied duly tor
tenders with more than two rounds

{d) the announcer due 10 any act related to the 1ate_rity of
the tender or grosshy violating the interests of the rest ot the
bidders decided to quality the tender null and void

(e) the AV Rt mnde use of 1ts nght ensured 1n point 41 2
to order the announcement of a new tender

(D) atter being called upon the bidder failed to withdraw
or correct the reservations made 1 hus bid

(2) 1n the case descnbed in clause (40)

(42) It the necessity to clanfy certain 1ssues emerges dur
g the evaluation of the bids the announcer may request in
formation from the bidders However the submutted bids can
not be modified even then the related approval of the an
nouncer 1s mnvalid

42 1 The announcer can use the bids only for evaluation
In the event of uuhization with any other purpose a separate
agreement has to be concluded with the bidder

42 2 At the evaluation of the bids 1f similar conditions are
agreed to the bidders (compeustors) shall be preferred in the
following order

(a) a business organization or cooperative established for
management functioming with the participation of at least 2>
percent of the emplovees of the business organization n
volved

(b) an orgamization established bv participants of the Em
plovee Share Ownership Program in the business orgamzatuon
involved

(c) the employee of the business organization involved as
indrvidual entrepreneur

(d) the propertv manager

(e) the previous propertv manager in the event of the ter
munation of a property management contract provided the con
tract was terminated for reasons that cannot be brought up
against the property manager

42 3 The order defined 1n subpoints (a) (c) of pont 42 2
has to be dulv applied 1 case of the sale of state propertv
with special regard to the employee mvestment model

(43) After the evaluanon of the bids the announcer can
call on the bidders to modify their bids if the bids are of the
same or sinular content or if the announcer expects a better
result from the new invitation to tender

43 1 The announcer mav wnvite for the new tender ever
parucipant of the previous round or the number of the bidders
he qualified the best The announcer does not have to disclose
the name and number of bidders invited to tender

43 2 The new invitation to tender pursuant to the an
nouncer can be realized by the application of requirements of
vahdity goverming 1 the first round or by negouations con
ducted with the bidders

43 3 In the invitation the announcer can define those con
diions 1n relation to which the bidder can make a new offer
In the absence of this the bidder can modifv anv of the conds
tions of his previous bid
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4+ 4 The announcer mav ash to certify hus solvency and
peLunian situaton

43 5 The announcer mav continually request new offers
from the bidders unul bidders submit tids containing better
condiuons

41 6 Atterwards the announcer decides on the final order
of the bids submutted

(+4) The commussion making the judgment must compile
a summan report on the judgment of the tender 1n which the
mam constderations taken 1nto account at the evaluation of the
tids and their justifications are described this 1s approved by
the announcing organization

44 1 The summary report has to contain

(a) the objective and character of the tender the state prop
ertv (property part) being its subject as well as the data re
lated to the publication of the mvitation (announcement) of
the tender (competitive bids)

(b) a short description of the handling the number of bids
submutted and essential data related to their content

{c) a reference to the obsen ation of legal regulations ap
peanng in the v itation to tender and other official decrees

(d) the main considerations of evaluation (Judging) the bids
optnions on the wndividual bids

(e) the summary evaluation of the result of the tender pro
cedure markung the bids proposed to the first three places if
there 1s an opportunity or 1f the tender was declared success
ful

44 2 Enclosed with the summar report shall be the mun
utes tahen on the opemng and presentation of the bids together

with 1ts appendines as well as the documentation of the ong:
nal iy 1tation to tender

Title 3
Special 1ules pertaining to the tendering
of the external consultants proxies
and suppliers of the AV Rt

(42) The general manager acting 1n his exclusive mndividual
capacitv pursuant to the provisions of the Orgamizational and
Operational Regulations and mnternal regulations 1 case of
contracts within a value limut under the decision-making au
thority of the general manager can establish simplified 1indi
vidual rules of tendering rules described in these regulations
which are not 1n contradiction with the fundamental require
ment of tendenng

Title 4
Publication of the result of the tender

(46) The announcer publishes without delay or at a date
set in the v taton to tender the result of the tender or invita
ton tor compeutine bids and accordmgly the occurrence of
transferring to management leasehold sale or assignment tor
sale in the daily new spapers defined 1n point 10 1 together with
the jusufication of the decision

46 1 In case of an eaclusine tender the data described in
the previous point must be presented directh to the bidders
This can take place by imviting every bidder together or sepa-

rately to 2ach mn wnun, Mo justification 1s required for an
exclusive tender

46 2 1t the announcem-nt does not rule otherwise the ot
ficial announcement of the result of the tenders announced by
the AV Rt takes place after the concluston of a contract On
that occaston every tact of importance ielated to the tendar
has to be disclosed to the bidders and the public exceptif the
AV Rt obhigated uself to heep the informauon confidential
for a jusuned reason

SEcTION V
CONCLUSION OF CONTRACT

Title 1
The conclusion of a contract

(47) The announcer can conclude a contract only with the
bidder who won the tender

47 1 The winner of the tender 1s the bidder who on the
basis of the judging submutted the most appropriate bid 1n 1ts
totality from the point of view the evaluation considerations
described 1n the announcement related to the unihizanon of state
property and the ownership interests of the state

(48) If a condition of concluding a contract with the win
ner of the tender as a result of the tender under the effect of
these procedural regulations 1s that he has to establish a busi
ness orgamization in Hungary the winner of the tender an
nounced has to obligate himself 1n the contract to be concluded
that he will effect the requirements set down in the property
management (sale) contract to be concluded on the basis of
the 1nvitatton to tender 1n the deed of foundation of the bus:
ness organization to be established (established) by hurn If he
fails to do so the announcer 1s due the right of immediate ter
munation This fact shall be referred to 1n the tender announce
ment and the contract to be concluded

48 2 A foreigner has to guarantee to the announcer the con
tractual performance of founding a companv domestically

If the conclusion of the contract with the winner ot the ten
der tailed the announcer 1s entitled to conclude the contract
with the next bidder under the same conditions or to announce
a new tender

(49) The decision making authonties according to value
limit at the conclusion of contract are defined by the General
Manager s Directive on habilities drawing financial effects
agreed to contractuallv by the AV Rt and rules of remittance
and financtal i estments 1n harmony with the Organizational
and Operauional Regulations

Section VI
CLOSING PROVISIONS

(51) The provicions of these regulations have to be apphed
for tenders announced or competitive bids mvited atter Maich
1 1994

(°2) Sumultaneously with the enactment of thewe regula
nons the Regulauons on the rule of tender procedures of
January 1 1993 lose torce
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d) assures that the 1dentifving serial number of evaluaton
is named in the rezister furthermore the name and number of
the dailv newspapers in which the tender announcements we
re published along with the date of publication

e certifies the register prepared on the evaluation of the
tender

1) assures that the protests objections and notes announ
ced at the opening and disclosure of the tender are set down
1 the register

(6) The public notary 1s not entitled to make a decision
influencing the substance of the tender

31 At the public opening of the offers the name and he
adquarters (address) of the ofterers have to be disclosed to tho
se present together with the essential content of the offers with
the exception of those figures whose publication has been for-
bidden by the offerer

32 At the opeming of the otfers and at their disclosure mu
nutes should be taken

33 (1) The munutes taken at the opeming of the offers has
1o contamn

a) the place and date of taking the minutes the name and
capacutv of the persons participating at the evaluanion and the
name ot the person taking the minutes

b) the subject of the tender the dates and place of the pub
licanon of the tender announcement the last dav of the penod
open for submutung the tenders the number of otfers submut
ted turthermore which offers were submutied bv the deadline
and which were not the senal number of evaluation of the
otiers the description and number of 1ts work parts

¢) resolutions and recommendations of the evaluating com-
mittee

d) the short description of the opening and disclosure ot
the tenders and the short version of the contributions and re
marhs of those present

¢) all other informauon which either those parteipating n
the evaluation or the public notarv present deem necessarv 1o
set down

(2) In the case of a secret tender an enclosure to the regis
ter 1s also the register on taking over ensunng identification

34 (1) After opening the offers the announcer can ask n-
formation from the otferers i order to make the evaluation
and the companson of the tenders better conducuible The qu
estions of the evaluanng commuitee and answers bv the bid
ders to them have to be set down in wniing This procedure
must not result tn changing the financial value undertalung
and other essential statemnents formulated 1n the tender offer
1t can serve only their interpretation

(2) Persons parucipating 1n the evaluation (Judgment) or the
offers and consultants requested bv them have an obligauon of
confidennality Thev can use information gamed in their capa
¢ tv as participants in the evaluation (Judgment) of the offer exc
lusiselv for the purposes of evaluaung (judging) the tender

35 (1) In the case of a public tender a list must be comp
led on the persons/orgamzations who took over the tender an
nouncement and the information documentation or prospec
tus which should be enclosed to the register made on the ope
mng of the offers
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{2) Also an enclosure of the register 1s the records of the
announcer prepared on the tahin_ over of tender otfers data
necessary tor identification (senal number on taking over the
date of the postmark if there 15 anv etc )

36 (1) After opening the ofters the evaluation committee
has to establish which otfers are invalid

(2) It the announcer according to the establishment of the
announcer submutted an invahd tender because of formal rea
sons not mvolving the substance of the offer he can make up
tor the shortages voluntanky or at the announcer s request 1n a
maximum of five business days The validity of the otter 15 e>
tablished after the peniod open for mahing up for the shortage

(3) Those otferers whose tenders were made invalid can

not partictpate in the further phase (phases) of the tender pro
cedure

37 (1) The offer 15 invalid of

a) 1t was submutted by an offerer who was not enutled to
participate at the tender

b) the tender was submutted after the deadline defined bv
the announcement or after the regularly extended deadline

¢) the offer does not comply with the content of the tender
announcement legal regulations or the present procedural order

d) 1n case of an obligation of granting collateral the offe-
rer failed to make the collateral available to the announcer or
did not follow provisions 1n doing so

) does not define the offer price (fee) unambiguouslv or
ties it to someone else s offer

(2) The invalid offer has to be regarded as if the related
applicant had not made an offer under the g1ven tender proce
dure The mvahdiv of the offer does not involve the validity
ot the tender

(3) An offer can be classified as invahd onlv with the 1n
volvement of a lawyer

38 The offer 1s valid 1f 1t complies with the tender anno
uncement m every respect that 1s tormal and content requi
rements alike

Title 2
EVALUATION OF THE TENDER

39 (1) Upon the decision of the announcer valid offers
submutted for the tender are evaluated the SPA or the state en
terprise or business partnership involved or a commuttee ma
de up the employees of the above (heremnafter enutled for eva
luation)

(2) If the SPA 1s the sole judge of the tender a person or
organizational umit defined n the Organizational and Operatt
onal Regulations of the SPA makes a decision on the result of
the tender

40 If the announcement does not rule otherwise the of
fers have to be judged within 30 davs The peniod open for
judging the tenders cannot extend past 90 davs The peniod
open for judgment has to be disclosed to those inveolved in the
tender announcement If the announcer surpasses this deadlt
ne the tender 1s qualified as unsuccessful

41 (1) The representative of the person/orgamzauon par
ticipaung n the judgment of the tender or the consultant can
not be the applicant imself who submutted the tender or huis

a1 relative or close relative (Civil Code 68> b)
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b) direct superior or subordimate on the basis of working
relationship

¢) his emplovee under a contractual relationship

d) owner (part owner) 1f the apphicant 1s a person or com
pany with le_al entinn

(2) Those described 1n Paragraph (1) have to be applied
even 1t an impartial evaluation of the case cannot be expected
from a person participating n the judgment of the tender at
any reason (hereinatter partialitv)

(3) Participants tn the judgment of the tender have to an
nounce without delay if any reason of conflict of interest aga
tnst them exists as outlined in Paragraphs (1) and (2)

{4) These rules have to be duly applied to every person
patticipating in the evaluation of the tenders

Amv action on the part of the bidder against the mtegntv
ot the tender or gravely violating the interests of the rest of
thz bidders in any other wav may cause the announcer 1o exc
lude the related offer from the tender

42 In cases of conflict of interest the announcer makes a
decision or 1if the SPA 1s not the announcer the decision of
the SP A 1s accepted as authoritatise

43 (1) From among the tender offers the tender offering the
best conditions 1n total and founded the best has to be chosen

(2) If the offers are judged by a commuttee created by a
state enterprise or a business partnership the result set by the
entity entitled for judgment becomes valid with the approval
of the SPA If the SPA does not agree with the recommenda-
tion of the entity enutled for judgment 1t may further detail
the considerations of the judgment—within the set of conditi
ons announced in the tender announcement—or may order the
announcement of a new tender

44 (1) At the judgment of the tender the entity enuitled to
Judge has to decide whether the tender was successful

(2) The tender 1s unsuccessful especially if

a) no offer was submutted by the set deadline or a single
offer was submutted but cannot be evaluated according to the
tender announcement

b) none of the submutted offers corresponds to the require-
ments of the tender announcement or to other provision(s) pur-
suant to the tender and the announcer has not uulized his op-
portunity ensured tn Paragraph (3) of Section 25

c) tn the event of a two round tender no offerer appeared
mn the second round or none of the applicants invited to the
second round made an offer suitable for evaluation which wo-
uld comply to the requirements set by the tender announce-
ment Tnis provision has to be appropriately apphed for ten-
ders with more than two rounds

d) the announcer decided to invalidate the tender as a re
sult of the action of the offerer concerning the integnty of the
tender or damaging the interests of the rest of the bidders in
some other wav

e) the SPA utihized 1ts right ensured n Paragraph (2) of
Section 43 to order the announcement of a new tender

f) after a call the applicant has failed to withdraw or cor
rect hisy reserv ations made n his offer

@) 1n a cases as described in Secuon 40

45 (1) If the necessity emerges 1n the course of the judg
ment ot the offers to clanfy certamn i1ssues the announcer can

ash tor information tiom the offerers However the submit
ted otfers cannot be amended even then related approsal of
the announcer 1s v ald

(2) The announcer can utilize the offers exclusnelv for
Judgment In case of utilization with another purpose a speci
al a_reement has to be made with the offerer

46 (1) At the evaluation of the offers n the event that
identical conditions are offered bidders (otferers) should be
preferrad in the following order

a) with the 2> percent participation of the emplovees of
the business partnership mvolved a business partnership or
cooperative established for property management

b} an organization established by participation of the Emp
lovee Share Ownership Program of the business partnership
imolved

¢) the employee of the business partnership involved as
mndividual entrepreneur

d) the property manager

e) 1n case of the termination of the propertv management
contract the earlier property manager provided the contract”
was terminated for reasons not attributable to the property ma
nager

(2) At the sale of state property the order defined in Po
ints a) ¢) of Paragraph (1) especially 1n the case of the emp
lovee v estor initiated model has 1o be duly applied

46/A (1) Following the judgment of the offers the anno
uncer can call on the bidders to amend their offers 1if the con
tent of the tenders 15 1dentcal or sumilar furthermore if the
announcer expects more fa\orable result from the new invua
tion of offers

(2) The announcer can call on evers participant of the pre
vious round for making new offers or a certain number of the
bidders he judged to be the best The announcer must publish
the name of those called on submitting new offers however
he does not have to disclose their number

(3) According to the decision of the announcer the new
mvitation for offers can be realized by applying the vahdity
requirements of the previous round or at negouations conduc
ted with the bidders

(4) In the announcement the announcer can define those
conditions relative to which the offerer can make a new offer
In the absence of this the applicant can amend any condition
of his previous offer

(5) The announcer may also ask the offerer for certificats
on of his solvency

(6) The announcer can ash newer offers from the bidders
unt1l the applicants no longer submut offers contamning better
conditions

(7) After that the announcer decides on the final order of
the ofters

47 (1) The commuttee conducting the evaluatton has to pre
pare a closing report on the judgment of the tender which 1s
approsed by the announcing organization

(2) The closing report must contain

a) the objective of the tender its character and the state
property (property part) serving as the subject of the tender as
well as data related to the publication of the tender (invitation
for competitive offers) call (announcement)
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b) the short description of the procedure the number and
status of the offers submatted and the main figures related to
1ts essential content

) a reference to comphance to legal regulations and other
ottic1al provisions appeaning n the tender announcement

d) main considerations of the judgment (evaluation) ot ten
ders opinions on the individual offers

e) a comprehenstve evaluation of the result of the tender
procedure namng the ofterers recommended for the first three
places provided there 1s an opportumty or the tender was qua
hified as successtul

(3) Enclosed the closing report should be the register on the
opening and disclosure of the tenders together with 1ts supple
ments and the documentation of the oniginal tender announcement

Title 3
PUBLICATION OF THE RESULT OF THE TENDER

48 (1) The announcer announces his final decision rela
ted to the judgment of the tenders at a date set by the tender
announcement or without such 1mmediately If possible the
ofterers have to be mnvited to the announcement The offerers
not present at the announcement should be notified of the de
cision without delay

(2) The announcer has to announce the final result estab
lished after the evaluation of the tenders so that the first three
placed can be named

(3) If the announcement does not rule otherwise the offi
cial announcement of the result of the tender announced by
the SPA takes place after the conclusion of the contract

Then everv important fact related to the tender has to be
disclosed to the applicants and the general public the onlv ex
ception being that the SPA undertook the obliganon of sec-
recv with some well founded reason

49 The announcer should publish the result of the tender
(or mmvitation for offers) and accordingly the occurrence of
the putting nto propertv management leasing sale or assign
ment for sale together with the reasoning of the deciston 1n
the same two national daily newspapers which carried the ten
der call (announcement)

50 In the case of a closed (invitational) tender the anno-
uncer discloses the data defined 1n Secuon 49 simultaneously
and directly to the participants in wniting

Chapter IV
CONCLLSION OF CONTRACT, CLOSING PROVISIONS
Title 1
CONCLLUSION OF CONTRACT

31 (1) The announcer can conclude a contract onlv with
the offerer having won the tender

(2) The winner of the tender 1s who on the whole made
the most appropnate offer according to the evaluation consi
derations appearing in the announcement from the point of v1
ew ot the unhzanon of state property and to the ownership
nterests of the state

{*) The SPA m~v deviate from the rule defined 1n Paragraph

o

(1) 1t the tender announcement contains a possibihity for this

52 The contract has to be concluded 30 days upon the an
nouncement of the result of the tender at the latest The cont
ract has to be concluded so that the otter period ot the winner
of the tender 1s still underway

53 (1) If a condition of concluding 1 contract with the win
ner of the tender as a result of the tender under the eftect of
the present procedural order 15 that he establish a business part
nership in Hungaryv the winner of the announced tender has
1o obligate humself in the contract to be concluded to effect
the requirements set in the propertv management (sales) cont
ract to be concluded on the basis of the tender call in the deed
of foundation of the business partnershup to be established (es
tablished) by him If he fails to fultill thus the announcer 1s
entitled with the nght of cancellation with immediate effect
This should be referred to at the tender announcement and the
contract to be concluded

(2) A foresgner must guarantee for the announcer the ful
fillment according to contract of the establishment of an eco
nomic partnershup by himn in Hungary

>4 (1) Upon giving state property into property manage
ment (leasing) or selling 1t the sides formulate the content of
the contract to be concluded on the basis of the published ten
der condttions and the offer of the offerer who won the tender

(2) When compiling the content of the contract especially
in view of obligations undertaken the procedure should take
place according to the managing director s ordinances in force

55 If conclusion of a contract with the winner of the tender
fails or after signing the contract the winner fails to fulfill the
contract and therefore the announcer abandons his intention
to conclude a contract the announcer 1s entitled to conclude a
contract with the next offerer or to announce a new tender

Title 2

CLOSING PROVISIONS

56 (1) The present internal procedural order tahes effect
on June 22 1992 Its provisions have to be applied for tenders
announced upon 1ts taking effect

(2) The regulations of the procedural order have to appl-
ed when the tender 1s announced by the SPA jointly by the
SPA and the enterprise or business partnership involved fur
hermore when the announcer 1s the state enterprise and re
ports the tender announcement to the SPA for approval 1n ac
cordance with Section 27 of Act LIV of 1992

(3) If every party involved agrees the rulings of the regu
lations can be applied for tenders announced before 1t entered
mto force

57 As regards the sale of state propertv through auction
the Auction Regulations approved by the Board of Directors
of the SPA on January 9 1991 are authoritauve

58 This procedural order has to be made available to ev
eryone mvolved Furthermore 1t should be officially transla
ted into English French and German

59 In the event of the sale of assets of a majontv state
owned company the present regulations must be brought to
the companv s attention
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Europe s largest ESOP organi
zation has been born with the es-
tablishment of Centrum s ESOP
orgamzation At its founding gen-
eral meeting 3500 emplovees — 70
percent of the total number of em
plovees —~ joined the organization
The founding general meeting ap
proved the orgamzation’s statutes
of foundation elected the
orgamization s board and signed
the consortium and syndicate con-
tracts with the professional inves-
tors, and Strategia hft consisting
of the management In theory the
purchasing consortium is now free
to sign the contract with the State
Propertv Agency (SPA), take a
loan from the bank and fulfill its
obligations

I t took a long ume 1o reach a de-
cision on the sale of the 51 percent
stake of the registered capual of Cen
trum Aruhazak Reszvenytarsasag
(Centrum Department Stores Rt)
The board of the SPA decided that
the consortium consisting of the
company s ESOP and MBO orgam
zations could purchase the retail
chain one of Hungarv s largest Of
the company s HUF 5 billion regis-
tered capital HUF 2 55 billion face
value shares were offered for sale
The buvers will buy the majority
stake at face value that 1s for HUF
2 33 bilhion

Although the SPA board declared
the tender unsuccessful 1t decided
that the sale and purchase contract
can be signed with the ESOP MBO
consortium which would better en
sure the company s long-term future
The consoruum will pay HUF 420
million in cash HUF 756 mulhon
with compensation vouchers and
HUF 1 3 bilhion with E Credit The
consortium also undertook to appear
on the stock exchange in the spring
of 1995

External capital will also be 1n
volved 13 supplier companies of
Centrum — professional i estors
— wall ratse the company s equity by
HUF 900 mullion within one year In
additton Canndian businessman An-

1995 YORUME 3 NUMBeER 4 TRADE

The Centrum department store cham consists of 25 department stores and
has total assets of HUF 9 billon The company had turnover of HUF 16 3
billion last year (HUF 15 4 billion 1 1992) and achieved a pre-tax profit of
HUF 300 rmlhon (HUF 450 mullion n 1992) Centrum 1s expected fo have
total furnover of HUF 19 5 billion this year and fo achieve a pre-tax profif
of HUF 450 nulfion

EUROPE'S
LARGEST ESOP
ORGANIZATION

drew Sarlos has sent a letter of n-
tent on raising the equity by HUF 1-
2 hillion Gellert Group which has
already been operating successfully
at several retail outlets would also
be willing to invest HUF 250 mul
lion

COMPETITIVE BIDDING
1S STILL THE BASIC METHOD OF
PRIVATIZATION

Head of the SPA s Tender Office
Emulia Rikker pointed out concern
ing the Centium decision thar the
SPA 15 selecting the new owners
thiough compeurne bidding The
SPA s Tender Regulations stipulate
the procedie in detail but the SPA
has the option of sigmung a contiact
with somebody else if the tender 1s
unsuccessful

The law on propern 1emanung in
temporary state ownership stipulates
thar gfter w0 successful tenders the
SPA 15 entitled to sign a conrract
with ambodh 1t finds appropriate

During the evaluation of the bids
submurted for the puwichase of the 51
peicent stake of Centium Aruhazak
Rt the evaluanon comnutiee gave
the lughesr score to Nemzernt Aru
hazlanc Kft (Natonal Department
Store Chamn Kft) Howerer al
though the ESOP VIBO consortium
eained a lower score 1ts busuess

offer was berter thus it has become
the successful bidder The consor
tuum undei toohk to fulfill obligations
which were not included 1n the im
tial tender conditions thus it was
impossible to take them mto consid
eration during the evaluanion The
tender had to be declared unsuccess
Jul to priorinize these conditions

It was not the first decision of us
kind in SPA s privatization practice
Rikker said Sometunes for instance
two fundamentallv different bids ai e
subnutted to an open tender One of
the bids meets the formal condinons
but offers an unacceprablh low pur
chase price wlile the other offers a
good purchase price but 1t 1s not
valid because of formal shortcom
ings In tins case the SPA requests
fuither information from the bidder
If the bidder 1s unable for example
to obrain a promissory note within
fivedays the stake on offer must not
be sold to the bidder within the
fiamework of the gnen tender and
Vthe successful bidder would be the
| one with a significantly woise bid
i That 1s when the SPA declares the
; tender unsuccessful and takes the op
|
i

portunth to sign a contract with the
bidder submnnng a better lnd Such
" decisions have been made so far in
i, five ro eight peicent of the pina
' nzation contiacis
! mezo

4



ORE\ Watch Jewelry Tiading
House Rt was established by the
tuansformauon of the state-owned
Watch and Jewciry Trading Com
pany on December 31 1991 Forty
ot 100 retail umts of the legal pre
decessor were sold according to Act
LXXIV of 1990 at aucuons while
the remaining shops were operated
b the shareholding compant

The privauzauon of the company
was atempted before 1ts transforma
uon but no acceptable bids emerged
and so the SPA decided to privauze
the companv in two stages The
Board of Directors decided to an
nounce an open tender for the sale
of the state held assets for which the
professional consultant Quaestor
Bioker House Rt was selected via
tender The SPA concluded the con-
tract with the consuliant on Mav 13
1992 The announcement for the
open one round tender was pub
hished in the dathes Uj Maghar
orszag and Magyar Hirlap 1n June
1992 with an  August 31 1992
deadline for submission of the bids

The face value of the state held
assets to be sold was HUF
606 500 000 or 84 24 percent of the
rezistered capital Two offers were
submitted by the deadline the ten
der opening took place on Septem
ber 1 1992

THE TWO BIDDERS

— A _roup consisting of
Eur Amenka Capital Corpoiation
Jeweleer Jewelers and Distributors
Inc and Hemungway Holding AG

The ofter only formally complied
with the supulauons of the tender
invitation but lacked real fi_ures
and conditions which could be
evaluated financially

FEBRUARY 2 /0% Loy 3 Wuwser 4

Privatizafion
of Orex RYF.

— OREX ESOP Organizational
Commuttee and the Hungarian Com-
mercial and Credit Bank Rt
(OKHB)

The bidders subrmutted an offer for
a share pachage with a face value of
HUF »25 000 at a 75 percent rate Of
thus OKHB 1ntended to buv shares
with a face +value of HUF
105 000 000 for HUF 78 750 000 1n
cash and the ESOP organization
shares with a face value of HUF
420 000 000 for HUF 315 000 000 1n
E Ciedit

In accordance with the tender n-
vitaton OKHB also offered a HUF
80 mullion capital raise 1n cash within
60 day s of the conclusion of the con
tract In addition thev requested a
buying opuion for three years to buy
the remaiming HUF §1 500 000 worth
of shares at a 75 percent rate As a
guarantee thev attached OKHB s
declaration of intent guaranteeing
both the raise of the 1mtial capital and
the E-Credit Based on the offer the
value of the mvestment totalied HUF
473 750 000

Their short term plans included
the implementation of the franchise
system 1n their retail and wholesale
acuvities establishment of a cash
and-carry department and a ware
house store In addinion after
Bud pest they also wanted to start
pawning activities 1 five shops in the
provinces The consortium s short
and long term objectine was to re
duce 1mpoit and ncrease export with

the help of 1ts own industrial capac-
ity yet to be established

Long term plans targeted the es-
tablishment of a real trading house
with a umform image To this end
thev scheduled the redesigning of at
least three shops annually Another
goal was the maintenance of the em
plovment level

SPA DECISION ON THE SALE

On October 14 1992 the Board
of Directors announced the joint of
fer of the ESOP orgamization of
OREX Rt and OKHB Rt as the win
ner of the open tender At the same
ume 1t authorized the SPA to con
clude a contract with the bidders
based on the following terms

1) Shares with a face value of

HUF 525 000 000 are to be
sold

2) Within 60 days after signing

the contract a capital increase
of HUF 80 million should be
made 1n cash

3) Smaller shops up to 25 percent

of the total units should be
sold separatelv according to
the rules of pre prinatization

4) For the remiming shares busy

g option can only be granted
at a 100 percent rate

The SPA and the consortium
signed the puichase agreement on
Mav 20 1992 the buyer fulfilled 1ts
pavment obhigations 1nd effected the
caputal raise
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Privatizaiion
of Korona RF.

'n the IV Asset Handling Ten
der Hun_aroholding Rt was com
missioned to sell 62 7 percent of the
state held shares of Korona Trading
and Entreprencurial Rt with a face
value of HUF 228 549 000 as well
as the retail units and assets of the
company The SPA concluded the
contract with the consultant on
March 25 1993

The tender invitation tor the state
owned share package was published
on June 18 1993 1n the nanonal dai-
lies Pesun Hirlap and Magyar
Hirlap and in the Fejer County
Hirlap

The onlv bidder submutting an
ofter was the ESOP Organization of
Korona Trading and Ent-epreneunal
Rt The offered purchase price to-
talled HUF 255 million which 1s
equivalent to a 111 6 percent rate

The ESOP requested the reduc

tton of this purchise price by the
mmount of the discount due to the
emplovees te by HUF 16 865 000

THE BUSINESS PLAN

According to the business plan
prepared by the commuittee of the
ESOP organizauon the shareholding
companv would continue 1ts retal
activities as its mawn profile In or
der to increase marhet share and ef
ficiency thev would lhike to promote
a chain store 1mage They plan to
narrow the profile however the as
sortment of the remaining profiles
would be widened The above and
the increasing proporuon of central
procurement would allow an increase
in the purchase volume resulting 1n
the improvement of price pavment
and delivery terms Besides the ex-
1sung foreign trade ues thev wish to

develop cooperition with the traders
of the ner_hborin_ courtries Centrl
procurement that is the 1ncrese ot
wholesale turnover will equip the
compnt fordevcloping the RNotont
price cite_ory 1 Ssehestehery ir
and the surroundinz e

Lnder the present mathet condt
ttons thev do not plun to 1ncre 1se the
profit margin but to whieve hi_het
profits through ncre sed sales

Short term plans foresee develop
ments which do not require tnvest
ments Investments are to be made only
ata later stage by involving the capt
tal of domestic and toreign producers
As for emplovment the plans are
mainly confined to the reorganizition
of the existing worktorce by increns
ing the number of produciive statt

Privatuization can be considered
successful since the ESOP organi
zation has 288 members (92 percent
ot the emplovees) and the prepared
business policv guarantees the
companv > successtul operation in
the future

The SPA concluded the sales con
tract w1th the ESOP organizauon on
November 22 1993 and the buver
fulfilled 1ts contractual pavment ob
ligations by he deadline stipulated

Hungaroholdmg Asset Han
dling Rt was commussioned by the
State Property Agency on March
25 1993 to sell 85 5 percent of the
state-held shares of Zeta Trading
Rt of Nagykanizsa with a face
value ot HUF 316 340 000 as well
as the corporation s individual re
tail units or warehouses

Hungaroholding Rt 1nvited an
open one round tender for the sale
ot the share package on June 7
1993 The tender announcement

was published 1n the dailies
Magvar Hirlap U
Magyarorszag and Zala County
Hirlap

Twelve bids were submutted by
the deadline four of them for the
purchase of the state-held shares of
the corporation and eight for 1ts re-
tail units

The purchase price offered by
the ESOP Organizational Commit-

18

Privafizaiion
of Zéfa Ri.

tee amounted to HUF 440 000 000
139 percent of the face value

By the ime of submussion 64
percent of the staff — 325 employ-
ees — announced their intentions to
establish an ESOP organization

THE BUSINESS PLAN

The bidders surveved the mar-
ket positions ‘mnalvzed the esti-
mated tendencies for the period of
1993-95 and prepared a business
policv and technical development
plan accordinglv

Business plans focus on devel-
| oping the wholesale acuvities con-
, tinuing and expanding production
launched in 1992 and shortening
the distribution chain through cen
tral procurement As a result the
balanced supplv and moderate pric
ing are expected to lend to 1n-
creased profit margins and sales
revenues

Thev wish to continue the re
construction started 1n 1993 since
this 1s 1n harmony with the business
plans Thev also wish to toster the
existing uniform “Zeta image with
a brand name trading chain In the
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shott run they plan to 1educe the
sttt by 1tew porcent

Long teim plans envision the
estabhisl ment of shoppin_ centers

e
on busy roads with good prking
facilines 1mvolving outside re-
sources
The sales contract was <izned

by the SPA and Zeta Tradin. Rt «
ESOP orgamizauon on Decembu
16 1993 und the buver fulfillcd his
contractual payment obhigations

T.he State Propeitv Agency
mude a dectvion on the sale of the
SPA held shares of Zalaiparker Rt
on Aucust 1% 1993 The invitation
for an open one round tender was
pubhished 1n the dathes Magyvar
Nemzet and Zalar Hirlap on Au
gust 31 1993 1n Pesu Hirlap on
September 2 and on the next day in
all three papers

Offers could be submutted for the
purchise of the state held share
pachage with a tace value of HUF
424 225000 accounting for 60 73
percent ot Zala County Industnal
Product Trading Rt s registered
capital A share pachage with a face
value of HUF 69 $52 000 represent
ing 10 percent of the registered capt
tal was to be sold for compensation
vouchers Tender conditions also en
abled the bidders to pav some of the
remaining aniount in compensaton
vouchers and to use E-Credit for the
amount of purchase price exceeding
the earnest money

The onlv bid recenved concerned
the whole share pachage It was sub
mited by a consortium constsung of
the ESOP Organizational Commuttee
of Zala Counry Indusirial Product
Triding Rt Andras Barta and tus
partnets as a group of prvate inves-
tors and Budapest Bank Rt

The offered puichase price
amounted o HUF 450 000 000
equalling 1 106 08 percent rate

PLANS FOR BUSINESS POLICY,
EMPLOYMENT, DEVELOPMENT

According 1o the basic actinvities
of Zaluipatker Rt the bidders wish
to continue the retail trade of a wide
scile of (lothing and muscellaneous
mdustiinl products They also want
to promote the compny s wholesale
and foreign trade activities They
wish to operate the corpointion as a
competitine chain which can satsfy
marhet demands

Privatizafion
of Zala County
Indusftrial Product
Trading RI.
(Zalaiparker Rt.)

The future slogan of Zalaiparker
Rt s business philosophy 1s
Zalaiparher belongs to the custom-
ers To this end they wish to ac-
comphish the following comprehen
sn e strategic plans

— to increase the efficiency of
flexibility and asset utilization bv
se1zing the opportunities stemming
from the chain store form

— to halt the decrease 1n marhet
share and determine the market seg-
ments where growth can be
achierved

— to further centralize procure-
ment 1n order to tahe advantage of
less expensn e sources of supply

—~ to ntroduce a uniform

Zalaiparker price for their major

products

- to review profitability continu-
ously with the bar-code sy stem

~ to promote the commercial and
technical development by mnvolving
outside financial resources

They hase the following plans for
emplovinent

~ due to the expansion of retail
and wholesale activities the num
ber of emplovees 1s expected to
grow

— according to their medium and
long term plans thev create new jobs

in the new units to be built outside
the county

— the centrahization of procure
ment and price calculation tasks
w1th the use of computers shall be a
major factor 1n heeping the employ
ees working 1n the main office

~ temporary employment prob
lems are to be solved by the expan
ston of the part time labor s\ stem

Concerning the development of
the store chain they place ahigh pn
onty on the development of the ex
ising chain medium term plans
clude involvement 1n the construc
uon of shopping centers on the out
shirts of cities and they also intend
to open stores outside the county

As a member of the consortium

. Budapest Banh Rt undertooh to raise

the registered capital by HUF 70 mul
hion within 180 davs after signing the
contract

The Board of Directors of the
State Property Agency declared the
tender successful on December 8
1993 The preliminary sales contract
between the State Propertv Agency
and the consortium was signed on
December 22 1997 according to
which the tinal contract <hall be
signed following the registration of
the ESOP orgamizanion
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THOUSANDS GF HUNGARIAN
OWNERS IN CENTRUM

Strategia kft the company formed by the management
of Centrum Aruhazah Rt transferred 23 percent of its 25
percent stahe 1n the department store chain to a consortium
of food and clothing suppliers
The Centrum department store chan, which has regis-
tered capital of HUF 35 bilion consists of 23 department
stores and has total assets of HUF 9 billion The companv
had turnover of HUF 16 3 billion last vear (HLUF 154 bil
lion 1n 1992) and achiesed a pre tax profit of HLUF 30 mil
lion (HUF 430 million 1n 1992} Centrum 1s expected to have
total turnover of HLY 19 5 billion this vear and to achieve a
pre tax profit of HLF 450 million
W hat has recentls happened to a Hungarian company 1s
a real Central Eastern European success story the ESOP
orgamzation and the consortium of Stategia hft wasable to
buv 51 percent of Centrum Department Stores Rt s shares
It was preciselv one year ago that we indicaed to the State
Propertv Agency that we wers fed up wuh the uncertainty sur
rounding Centrum s privanization and wanted to make steps our
selves remembers Mrs Tamas Denes head of the company s
economic department who also heads the ESOP orgamizational
committee  We ashed each of our £200 employees abou their
optuon of our plan Three thousand of them agread nstants to
set up an ESOP orgamization and submut a bid for the Rt
According to the regulauons 25 percent ot the emplovees
mav alreadv form an ESOP orgamization at Centrum besides
» the 3000 emplovees 230 medium- and high-level managers also
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AFTER PRIVATIZATION

decided to wake pari in privanzation The SPA intended to <ell
1 percent of the assets amounting to HUF 253 billion The
emplovees had HUF 420 million cash HUF 720 million worth
of ~ompensauon youchers and the rest was settled from E Credut

Ererybody for the business organization

How could the employees win the tender agamnst well known
mulnnationals that also wanted to get imohed wm the
provatization of Centrum?

Because we wanied 1t so badly The SPA s decision was just
smce our emplosees have been building the future of our com
pany even under the difficult circumstances of the recent years

We prepared a medum term business plan for overcoming the
difficulues of our 25 member chain store and started to renos ate
the retail unuts even though we did not hnow who the news owner
would be And the company survived

Capital has ined up

The Cenrral Eastern European success storv has not ended
et Even before the sales contract was signed by the State Prop
ertv Agency and the buver 1t had increased 1n value An Amen
can busmessman of Hunganan ongmn Endre Sarlos tumed up
and made a seermingly wrrevocable promise for a HUF 1 2 bil
lion capital increase to the representatives of the new owners A

Hunganan and a Western bank are also waiting m hine hoping
that they mayv parucipate in the business with HLF 900 nutlion

One cannot even spend thus much monce)y

Each forint has a place We would hike to umfy the image
the equpment the assortment of our departments stores By 1n
troducing the bar code svstem we could sigmficantls reduce our
prices We plan to mnstall a new escalator in Corvin and want 10
tr-nsform the whole first floor into a supermarket  Reasonable
prices the best quality for the lowest pnice - this 1s our slogan
We have alwans been the store for the middle class for famibes
- and we will be targeting the same class 1n the future

Wil the customers also
become owners?

What is going to happen to the remauung assets of Cen
trum Rt ?

We requested a preemption nght for them and if everything
goes well we can buy part of them Of the rest 25> percent
belongs 1o the SPA 13 5 percent to the local authorities the e
maining part 1s preferental individual shares It 1s also conceln
able that the company w1l be introduced onto the Stoch Exchange
m 199> most blely However the remaining assets will be sold
under the Small Investor Share purchase Program In this case
our customers v ould also become our business partners'

Retrainming instead of disimissals

When privanzation is completed by ESOP organizations 1t
usually also means preserving the jobs although our colleagues
also had to face the fact that they mught be dismussed even if
they are owners says Gyula Galla social president of the Trade
Umon of Commercial Emplovees who takes part in Centrum s
pmatizaton humself For us 1t 1s a secunty that the ESOP and
MBO nsists on continuing the basic activities thatis retail trade
therefore guarantees the present number of jobs

On the other hand, the unification of the assortment and
procurement will make staff reduction inevitable in the future

We think that instead of dismmissals we can only resort to re
traiming this way our gains double First, we heep our expen
enced colleagues and second their retraining does not cost as
much as the training of a new emplovee hired from off the street
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In 1993, the Hitelgaronaa Rt (Loan Guorantee Rt ) judged

more than 400 guorantee requests Bonks asked for a total of HUF
6 6 billhon guarantee for HUF 11 3 billion worth of loans, but the
Rt extended only HUF 3 7 billion guarantee for HUF 6 8 billion
worth of loans The Loon Guarantee Rt hod to refuse some of the
requests because busmess plans were not well founded The HUF 8
billon guorantee limit of the RY 1s to tncrease to HUF 10 billion this
year the Rt has received o government promise that iis prime
copital will be raised by HUF 1 biltion at its general assembly at the
end of March

First year of

The Loan Guarantee Rt (prime capital HUF 3 5 billion)
was established in 1992 by the state (57 percent) 235 banks
and 40 savings cooperatives (36 percent) and interest repre
sentation orgamzations of various businesses (seven percent)
The function of the Rt 15 to extend paying guarantee to loans
extended by financial institutions to small and medium size
ventures for a guarantee fee Through this banks crediting
nsk 1s reduced and thus thev can provide loans for viable ven
tures which don t have enough resources to fund the loan

When judging the guarantee the Rt does not discrimu
nate according to activity type of business loan arrangement
or regional situation Bela Nador head of department in the
Loan Guarantee Rt explained the same conditions applv to
evervone The Rt s guarantee can be utitized bv natural per
sons classified as native according to foreign currency regu
lations business partnerships and cooperatives owned bv
them (provided the other owners or members are also nauves
according to foreign currency rules) and ESOP organizations
without anv hmit to acuvity A condiion of paving
guarantorship 1s that the number of full ume employees at
the requesting company does not exceed 300 at the ume of

drawing the loan (There 1s no such himut with ESOP organ:
zanons )

For business or_ iz wons under bankrupicy or hguda
t on procedure the Rt does not extend guarintee It also re
tuses guarantees tor the given transaction where the debtor
has already asked tor or received the guarantorship elsewhere
Those who have previously utilized the service ot the Loan
Guarantee Rt or another insutution wnd have taled to tulfill
their pay ment obli_tion within three vears will also be turned
down

The collaterul security of the Lown Guarantee Rt must
be requested by the bank after 1t hs judged the lon request
and the disbursement of the foan 1> unpeded onlv by adequate
tunding Collateral secunity can be used by Lommercial banks
and speciahized financial msututions with a share ownership
of at lewst HUF 10 mulhion nominal value in the Rt and sav
ings cooperatives with a HUF | million share packnge n
the Rt

“ASSURED” LOANS

The Loan Guarantee Rt extends guaraniee for development
loans (which can be from own resource National Bank of Hun
gan financed or any other loan of the financial nstitution)
privatzaton loans (e g Existence Credit ESOP arrangement)
reorgamzation loans and working asset loans ot an at least s1x
month penod extended to small and medium size ventures If
the E Credit 1s rental nght 1s related to sale during pre
prmvatization or the credit drawer has alreadv concluded the
purchase and sale contract for the asset to be purchased with
the unlization of E Credit and 1t has taken effect the Rt should
not extend paving collateral secunty

AAPPROVED GUARANTEE REQUESTS BY TYPES OF LOAN

Tvpe of loan Number Distribution Guarantee Distribution

(%) {HUF thousand) (%2)
E Credut 112 3137 88,520 2374
ESOP 16 148 759276 2041
Export 1 028 14943 040
Japanese 104 2913 80> 12> 2164
World Bank 39 1092 184 370 496
Reorgamization 71 1989 936971 2518
Development 13 364 136 321 366
Working asset 1 028 647 002
Total 357 10000 3720859 100 00

Number
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APPROVED GUARANTEE REQUESTS BY TYPE OF ENTREPRENEUR
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BANKS ENTITLED TO REQUEST
COLLATERAL SECURITY

Hunganan Credit Banh  Commercial Bank

OTP Bank Budapest Bank

Postabani Hunganan Foreign Trade Bank
[BLSZ Bank Agrobanh

Creditansalt General Banking and Trust Co
Dunabanh WestLB (Hungana)
Innofinance Inter Europa Bank

Imvestbank Iparbankhaz

honzumbank Central European Credit Bank
Kkyantum Bank MHB Daewoo Bank
Mezdbank Hunganan Savings Cooperative Bank
Leum: Credit Bank Realbanh

Conmbanh Polgan Bank

Guarantee can also be requested for foreign currency loans
but even then the paving collateral secuntv 1s extended in
forints »avs Nador This ume the guarantee corresponds to
the amount of the principal plus interest and fee calculated 1n
forints at the medium rate of the National Bank of Hungary
vahd at the time of the conclusion of the contract and the col
lateral ~ecunty does not extend to the rate rish stemming from
the change of the foreign exchange rate The maximum pe
niod of loans ensured with paving collateral secunty 1s 15 vears
with forint and foreign currency loans alike

EXTENT OF COLLATERAL SECURITY

The maximum extent of guarantee extended by the Rt with
a single apphicant tor loan 1s HUF 100 million and 80 percent
ot the loan drawn (amount of pnncipal plus nterest plus fee)
atmost A single apphicant for loan may request loans disbursed
with the collateral security of the Rt provided that the actual
amount of paving guarentees extended by the Rt does not ex
ceed HLF 100 mullion at the same time

FINANCES
APPROVED GUARANTEE REQUESTS BY GUARANTEE
AMOUNT

Guarantee Sumber  DistributionCo'lateral secunts  Distribution
amount i%) (HLF thousand) (%)
Below HUF I nilhon 48 114 1960 097
HUF | 20 mlhon 261 Tl 1457130 2862
HUF 20 50 mulbion 31 868 §95 624 2102
HUF ~0 80 milkion 9 23 485401 IRWE}
80 100 mullion 6 168 267 781 1526
HUF 100 milkion 2 046 20095- 340
Total 37 100 00 3,720 859 100 00

For the E Credit the amount of nterest plus fee must not
exceed 25 percent of the principal within that the amount of
fees should not exceed four percent of the pnncipal guaran
teed

DISTRIBUTION
BY GUARANTEE PERCENTAGE

Guarantee  “umber DistributionCollateral security Distribution

amount (°¢) (HUF thousand) (%)

20 4 112 14786 040
2050 94 2633 1198133 3220
5070 155 4342 1325169 3561
70 80 49 1373 644 727 1733
80 55 1541 538045 14 46
Total 357 100 00 3720 839 100 00

The paving guarantorship of the Rt does not extend to the
amount of the fee of collateral security the surplus interest
charged for arrears on the part of the debtor and the amount
of interest subsidy at reorgamzation loans

APPROVED GUARANTEE REQUESTS BY ACTIVITY
Number Amount of guarontee
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COSTS OF COLLATERAL SECURITY

Applicants tor the loan have to pav a fee for collateril se
cunty which conststs of 1 one tme admunistration tee and a pay
n_ collateral secunity tee pavable annuallv

The one time administration fee has to be pad at the sub
mission ot the request and its proportion is one percent ot the
pasing collteral security requested but at least HLF 20 000 If
the request ts retused the Rt retunds 50 percent ot the wdmin
wstration tee or 1t the administration tee exceeds HUF 200 000
the amount exceeding HUF 100 000 1s refunded to the requestor
of the loan

For E Credut the one ttme administration tee s lower but
1t 15 not retunded by the Rt 1n case of retusal The proportion
of tees by applicants for loan

— HUF 3000 i for loan promisson. made out for an amount
below HUF 5 mullton

— HUF 20 000 for a loan promisson, made out for an amount
ot HUF > 50 mullion

- HUF 100000 for a loan promissorn mcde out for an
amount exceeding 30 mullion

The paying guarantee fee pavable annually 1s set on the ba
sts of the debt assured by guarantee and 1s one to three percent
of this The fee has to be paid for the first tme within eight
davs of concluding the guarantee contract and 1ts projection
base 1s the receiables existing at the time ot the conclusion of
the contract Later the fee has to be paid once a vear by Janu
arv 25 on the basis of recenvables which existed on December
"1 of the previous year or in the case of E Credut on the basts
of the mean annual recervable ensured bv paying guarantee For
the magnitude of the guaranteed loan decreases proportionately
by everv installment as the collateral secuntv alwavs extends
over the ongtnallv undertaken ratio of the current debts

In 1993 the average rauo of the paying collateral secuntv
pavable annually was two percent that of working asset loans
three percent annually

RESOURCES OF THE LOAN GUARANTEE RT

In 1993 the Rt was able to grant an HUF § billion paving
guarantee When setung the extent of guarantee the prime capt
tal (currently HUF 3 5 bullion) 1s taken into consideration its
vield (for the prime capital 1s bearing interest as a bank deposit
or secuntv investment) revenues from guarantee fee extent of
nish (70 percent on the average) reguarantee by the Small En
trepreneurs Guarantee Fund (tts extent 1s 70 percent meaning
the actual nsh of the Loan Guarantee Rt 1s about 30 percent)
as well as the expected proportion ot failure which has been
estimated at 35 percent

As the prime capital cannotbe consumed  the deposit port-
folio has to bear such a vield which after deducting operational
costs funds the fulfillment of pavment obligations necessitated
bv evenwal faillures Calculaung with a 33 percent ratio of tal
ure and 1n view of the 70 percent reguarantee of the Smail En
trepreneurs Guarantee Fund the Loan Guarantee Rt has to pos
sess at least 10 11 percent of the current amount of guarantee
to be able to perform paving collateral security o guarantee
has been redeemed so far Otherwise thanks to computernized
records thes have up to date precise information about to what
extent "e fund has oblijated wselt sard Nador

STATE MONEY FUND FOR REGUARANTEE

The obh_tions of the Loan Guirntze Fund hive been
reguirintecd by the Small Entrepreneurs Guiranice Fund a
sepirued stite mones tund as of September 1992 The ey
tent ot re_u wantee 15 70 percent of those Liabihities ot the Rt
which correspond to a contract concluded between the Rt and
the Fund This means that it the pertorm nce ot the collateral
security of the Rt comes due then only 50 percent of the
*mount is paid by the Loan Guarantee Rt and the remaimin,,
"0 percent of the recenvables has to be settled bv the Fund
For the habilities ot the Fund the central budget is the gur
antor

The pnimary source of the Small Entrepreneurs Guarantee
Fund 1 an amount allocated by Parhament trom privatization
revenues says Ercsebet Balas Sebestyen the fund manager The
Fund can invest temporanlv free financial assets into state gur
anteed securties or can deposit it at the Nanonal Bank ot Hun
gary and thus they can expect interest and rate zains Their rev
enues will be increased by paving guarantee trom the loan debtor
as well as the part of the amount collected fter redeemung the
reguarantee as set in contract However there has been no re
deemed guarantee and thus redeemed reguarantee either so far

In 1992 the State Propentv Agencv paid HUF 2 billion ot
privatization revenues to the Fund Sebestven explained The
Fund acquired the HUF 4 billion revenues carmarked last vear
HLF 2 bilhion came from the SPA and HUF 2 billion was trans
ferred to the Fund by the central budget as advance pavment
tor the SPA In 1993 the Fund realized HUF 200 mullion n
mnterest gains as the HUF 4 bulion hit the Fund onlv 1n No
vember and December

Pursuant to the 1994 budget law the fund can expect an
other HUF 4 billion from privanization revenues

For the ime being the Small Entrepreneurs Guarantee Fund
extends reguarantee onlv for the liabtlities ot the Loan Guaran
tee Rt Later however this tund will extend loan preterence to
loans extended to purchase assets of ventures under bankruptcy
or hquidauon procedure The arrangement 1s still to be dratted

Zsuzsa Barna

APPROVED GUARANTEE REQUESTS BY COUNTY

Amount of guarentee
HUF thousand
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A conference held by the State Holding Company, receied
the participation of members of Boards of Directors and Superuisory
Boards of 162 companies under 1ts supervision Leading personalities
of the holding company voiced at the conference their expectations
of companies assigned to them
A publication on employee ownership was available
to participants of the conference
PRIVINFO also publishes here the policy of the State Holding Company
related to employee ocunership
The government decree on the Existence Credst and the
ESOP law were published in PRIVINFO 1993/9

INTRODUCTION ciples to this are summed up by Parlia
ment Decree No 99/1993 (X1I124) on

The Board ot Directors of the State  the Property Policy Guidehines of 1994
Holding Company has set the objective
of accelerating pnvatizauon processes  Objectires of emplovee ownership
Theretore 1t 1s espectally umely that m
the mnterest of legal regulations and gov
ernmental expectauons the Board of
Directors of the State Holding Companv
draft 1ts policy related to employee own
ership

The State Holding Co has already
discussed 1ls concepl concerning em

Dlovse ownershnn. b oo adoquate pac | PRINCIPLES OF EMPLOYEE OWNERSHIP

are the efficient allocation of intel
lectual and human resources in the eco
nomic sense the increase of the effi
ciency of compames by putting emplov
ees 1n an mterested position and the ex
pansion of privatization demand

tice can be set without clanfving theo ACQUISITION

retical 1ssues In the following the legal

frames of emplovee ownership acquis: Fundamental principles

ton the objectives ot the government s Regulaton of emplovee ownership

policy and the specific considerations of ~ acquisition is based on the following
the State Holding Co are summed upin  fundamental principles equal chances
the interest of harmonv between the ex  and lach of discnmunation as well as pro
isting practice of the State Propertv  poruon and umitormiey
Agency and the set of principles to be The essence of the pninciple of equal
formulated by the State Holding Co chances and lack of discrirmnation 1s that
The uming of this 1s jusufied by the fact  anv of the full ume emplovees of a given
that the Board of Directors of the SPA  company are entitled to parucipate 1n the
requested n a resolution the manage- emplovee ownership program so every
ment of the SPA to imwuate at the State  emplovee has a nght to acquire owner
Holding Co the drafung of a umified  ship of the company employing lum and
practice 1n the 1ssue of emplovees pref  to the same extent as hus colleagues with
erences regard to his performance
When drafung the concepts of ind:
LEGAL FRAMEWORKS OF EMPLOYEE vidual companies the solutions applied
OWNERSHIP ACQUISITION AND should not be negatve or discnminating
OBJECTIVES OF GOVERNMENTAL for anv of the emplovees Under this

|

! POLICY principle employees mav draw prefer
I ences even if thev work at compantes
| Objectives of employee ownerslup  ogablished by state enterprises or after
i acqusition

transformation the companies estab
Although emplovee ownership ac lished bv the legal successor
quisition Is not a subjectn e nght but the The pninciple of proportion and unt
government under its policy aimed at  tormutv 1s that if not everv emplovee
establishing an ever wider range of pn takes part 1n the preferential purchase
vate ownership stratum supports the  program the possible ratio of preterence
ownership acquisition of emplovees bv  has to be set 1n proportion with the num
spe.al pretere ices Fundamental pnn ber ot emplovees involved and the total

S
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Employee ownership
at companies under

the State Holding Compa

number of emplovees at the companv
The preference can also be provided later
for those who have not yet drawn 1t
Therefore not a single employee can gain
adsantage from the fact that some of fus
colleagues have not parucipated i an
announced employee ow nership program
The preference alwavs has to be calcu
lated for the individual Enforcing this
principle inciudes the problem that the
per caprta preference among the employ
ees of individual companies can differ
considerably trespective of the penod
thev have been emploved at therr com
panies or their performance To avoid
stihing  disproportion  the  Propertv
Policv Guidelnes specify that total pref
erences are hmited to 10 percent of the
own caputal appeaning n the starting
property balance of a transforming state
enterprise or an amount corresponding to
the 12 month mass of per capita gross
basic wage The propornon of prefer-
ences 15 set by the lower of the two lim
1ts

The SPA s practice sets another re-
stniction Considening the varted propor-
tion of the own caprtal and major differ-
ences of the wages of emplovees 1t 15
useful to mtroduce the practice that the
amount of the set and the eatendable
preferences must not exceed the product
of the number of the actual full-time
emplosees and the 140 percent of the
national mimimum wage calculated for
an annual period This limit 1s a restric
ton to some extent compared to the prin-
ciple set by the Property Policv Guide
lines Amud the current circumstances of
the Hungarian economy  this resulted 1n
an average per capua preference of HUF
151 200 at the end of 1993 Because of
the raise of mimimuwim wages 1t 15 ex
pected to increase n 1994

On the other hand a sigmficant dif
ference of income between company

managers and emplos e2s has to be taken
mnto consideration when utilizing indi-

I
vidual preferences Provided thes want

to acquire ownership the per capita ra
tio of the extendable preference should
be limited Pursuant to the SPA s prac
tice the preference that can be inaividu
allv unlized must not exceed five times
the national annual munimum wage

Supplementar principles

— Exceeding the total preference set
1 the Properts Policy Guidehnes that
1s 10 percent of the own capital or the
12 month gross basic wage 1s possible
on the basis of a jusufied request {pur
suant to a decision made by organiza
tions exercising the state s ownersip li
censes) up to 15 percent of the own capt
tal This requires the inaividual approval
of the Board of Directors

— For comparues retained 1n perma
nent state ownership at a 50 percent plus
one vote ratio the amount of shares that
can be acquired by emplovees with pref
erences set bv the Propertv Policy
Guidelines can extend up to five percent
of the company s subscnbed capital due
to the limited amount of propertv

— The ownership organizations are
obligated to handle preferences extended
to various emplos ee groups 1n 2 uniform
manner This means that preferences ex-
tended 1n vanous formrs have to be cal
culated collectnnelv when taking 1nto
account the maximum limuts that can be
extended

— Pursuant to the Propertv Policy
Guidelines when selling ownership
parts of a company transformed from a
state enterprise organizatons e\ercising
the state s ownership licenses can ensure
a price preterence and/or opportunity for
pavment 1o 1nstallment for emplovees up
to 50 percent of the purchase price
When settling the purchase price thus

hy

.oy =TI

decreased in 1nstallments (with the ex
ception of sale under ESOP the Em
plovee Share Ownership Program) the
maximum installment period can be
three years after paying 1> percent of the
decreased purchase price 1n cash and the
current interest rate of the E Credit can
be charged for the amount outstanding
of the purchase price To settle the de
creased purchase price E Credit can be
drawn and compensation vouchers can
be utilized

— When selling emplovee shares the
nominal value 1s the projection base
Dunng the sale price preference can be
ensured up to 90 percent of the nominal
value

TECHNIQUES SUITABLE FOR
IMPLEMENTING EMPLOYEE
OWNERSHIP

The followng techniques are suitable
for implementing emplosee ow nership

— share purchase

- property note exchange

—~ ESOP program

~ share purchase option

Employee shares and business
parts

One of the methods of acquinng
ownership by employees 1s to purchase
shares or business parts in an operating
compam

A) According to the Propern Policy
Guidelmes the state holdng oroamza
tion can evtend a >0 percent price pref
erence projected onto the puichase
price For the installment of the remain
g SO percent E Credit can be drawn
and compensation voucher can be ac
cepted

B) Putsuant to the provisions of the
compam law  special shaies can also
be extended

7
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(1) Emplovee shares can be 1ssued
free ot charge or at a preferential price
pursuant to the provisions of the statutes
trom the property exceedinz the prime
ciptal of the joint stock companv with
the stmultaneous raise up to 10 percent
ot the raised pnime capital Owners of
employee shares can exercise ownership
ri hts 1s other shareholders Ownership
~hares can be acquired exclusively by
tull ime emplovees of the company and
this tvpe of share can be circulated only
among them Employee shares can be
acqutred by purchase and the extendable
price preference can reach 90 percent
projected onto the nominal value

(2) Preference share This share en
Jovs prionity over every other type of
share The statutes can it or exclude
voung right attached to these shares
The statutes also enable the 1ssue of
preference shares relative to other types
ot shareholders rnghts Preterence
shares can be issued up to 30 percent
ot the prime capial of the joint stock
company

(3) Interest bearing shares Pursuant
to the provisions of the statutes shares
which bear interest set 1n advance can
also be 1ssued up to 10 percent of the
prime capital The owner of interest
bearing shares 1s due interest pavment
calculated on the basis of the mterest af
ter the nomunal value of the share up to
aratto as set 1n the share even it the joint
stoch company does not turn a profit in
the given vear

Ownership acquisition through
property note exchange

A special torm of emplovee owner
ship acquusition is the exchange of prop
ertv notes owned bv emplovees to
shares The 1ssuer of the propertv note
obhgates himself to pav a dividend to the
holder of the property note after a nomt
nal value set there depending on the ra
t10 ot the profit achieved by the 1ssuer

The legal regulation related to ex
change 1s contained i paragraph 43 of
Act LTV of 1992 The exchange of the
tree propertv note to employee share
rases a problem to what extent shall the
property note given to the emplovee tree
of char_e be calculated into the preter
ences As a compronmuse solution 1t
would be justitied to take 50 percent ot
the value or the property note 1nto ac
court as preference

T S I

ESOP

Act XLIV of 1992 rule~ on the Em
plovee Share Ownership Program (see
the Supplement) One condinion for cre
ating ESOP organizations 1s that 40 per
cent of the emplovees declare the estab
lishment ot the organization at the gen
eral meeting The ESOP orgunization
must compile a teasibility study for pre
paring the buy out 1n which the possi
bility of financial implementation 1s pre
sented The soundness of this must be
certified by the signature of the company
mmvolved The ESOP organization can
draw an E Credut for the purpose of the
buy out or can agree wath the holding or
ganization on pavment m nstallments
The source of paving the loan 1s the divi
dend held by the ESOP organization
payments bv the employees participat
ing 1n the ESOP and the amount trans
ferred by the company for the ESOP
The latter can be accounted as cost at the
company if its proportion does not ex
ceed 20 percent of the pre tax result of
the company If the ESOP organization
1s not a 100 percent owner of the com
panv the subsidy transferable tax free 1s
proportionately less

Share purchase option

Providing share purchase option mav
ensure a period of time for emplovees to
weigh their intention of share purchase
Lp to the limut of preferences set m the
Propertv Policv Guidehines but for a
maximum of three vears option can be
extended to emplovess tor the purchase
of shares at nomnal value The option
granted emplovees become concerned
w1th increasing the rate of the shares and
with working etficientlv at the same time
Thus the purchase option gives the em
plovee the feeling of alreadv bemng an
owner

THE STATE HOLDING CO 'S POLICY OF
EMPLOYEE OWNERSHIP

Introduction

The State Holding Co has to meet
political requirements related to em
plovee ownership (as also set by the
Property Policv Guidehnes) in harmonv
with general economic and privatization
strate 2y demands set tor 1t Accordinglv
the Board ot Directors of the Swate Hold
i Co has to define those principles and

tashs which are suntable for the concerted
implementation of these objectives

When defining these principles 1t must
be remembered that the primary task of
the State Holding Co 1s the improve

ment of the etficiency of companies as

signed to it by means of property man

agement and privatization It also means
that the State Holding Co has to fulfill
us finncial obligauons to the state and
has to create a supply saustying compen

sation voucher holders

General principles of the State
Holding Co ’s policy related to
employee ownership

In view of the above the general
principles of the State Holding Co re
lated to employee ownership should be
defined as tollows

1 In the case of companies under the
State Holding Co prionity should be
given to the assurance of drawing 1n ad
dmonal capital filling up working cap:
tal which means from the privatization
point of view that letting emplovees ac
quire ownership mav take place onlv af
ter the entrance of the buver out or the
mstrtutional or financial investor raising
prime capttal

2 The fact that according to the
State Holding Co s policv emplovees
have an opportunitv to purchase onlv af
ter the entrance of an institutional inves
tor ensures that the business value and
sales price of the company based on
genuine marhet judgement becomes
public which at the same ume enables
the State Holding Co 1o set the rate of
the emplovee shares and the rauo and
Iimit of the preterence that can be
granted

3 The State Holding Co especiallv
supports the employee ownership acqui
sition at compames where 1t assists
allocating 1ntellectual and human re
sources efficientls and 1n a purpose on
ented manner 1n the economic sense

4 Emplovee ownership objectives
are senved best if share tvpes are selected
which ensure the limited tradeabihity of
the share Thus the share 15 surtable for
circulation only among emplovees (in
cluding the pensioners of the company)
that 1s 1t carnot be acquired by an out
sider third person Accordin v the State
Holding Co preters emplosvee shares

> The State Holding Co 1n view of
1> finincial obli_ation  tow irds eco
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STATE HOLDING COMPANY

nomic mana.ement and the state under
the exisuing legal trameworks supports
those emplovee ownership quisition
arrangements 1 the firvt place which
praduce direct financial resenues for 1t
even if over a prolon_ed period

6 The share pachage to be otfered
to emploees can amount to the reahsit
callv assessed demand 1n order to pre
vent eventual lack of interest from en
dan_enng the market judgment of the
compant

7 Compared to the company s sub
scribed capital the emplovee ownership
must not reach the ratio of a 10 percent
ownership share 1n general A larger
scale property acquisition in the form of
ESOP can be an exception to this prin
ciple if the company 1n question 1s small
clear and prospering that 1s profitable
and capital strong and the genuine bus:
ness value of the company 1s the exper
tise of 1ts emplovees These tend to be
companies where some sort of special
experuse prevails such as R&D research
institute networks With this arrange
ment  attention should be paid to
whether employees possess the manage
nal knowledge which ensures efficient
company management Therefore pro

fessional and market hne  ledge 1s re
quired which 1 addition to etficiency
guarantees an incraasing number of or
ders development and insy estment of the
company

8 The State Holding Co ensures
participation 1n the ow nership program
at its announcement for every employvee
in full ime employment at the com
pany employing them It ensuies the
opportunity of purchase also to limited
companies whollv owned by the em
ployees mentioned their ESOP organt
zanions and other groups of employees
as well as the emplovees of business
partnerships founded by the parent
company

Decision mahing mechanism
related to employee ownership
acquisition

The State Holding Co 1nvites con
ditions from the companies The condi
tions are drafted by the board of direc
tors and the management of the compa
mes yomntly and n concihiation with the
mnterest representation organizations of
emplovees In particular the State Hold
ing Co considers 1t inportant that the
company management consider the pro

posals remarks and demand tor intorma
tion of emplovees interest representa
tions under legal t ameworks as detined
by rules 1n the Property Policy Guide
lines

In accordance with the currently vaid
lezal regulation exclusinel the State
Holding Co  as the or_anization enutled
to exercise ownership rights over the
shares to be sold 1s authonzed and obh
gated to decide on the ume of ensuring
emplovee ownership the quanuty of
shares to be offered for this purpose the
forms Lumits and ratio of preferences that
can be extended pavment and subscrip
tion conditions and other formal and
contentual accessones of ownership ac
quisition This means that emplovees are
not agents 1n a unilateral demand post
tion against the State Holding Co but the
State Holding Co  as seller decides on
the sale 1n 1ts own capacitv after prelimu
nary consultations (with the emplovees)
talhing 1nto account market and other cir
cumstances

Pursuant to the State Holding Co s
resolution on emplovee ownership the
project has to be implemented by the
company itself and the property manage
ment department has to review it con
tinuously and periodically
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As of July 1, 1993, the employees’ ESOP organization is
the owner of the Pest megyer Muanyagipar Kft ,

NUHBER T

popularly known as PEMU

EMBEONEESIOW/N

At the end of 1992 the State Prop
erty Agency offered for sale a 93 6 per
cent stake of the company established
with a registered capital of HUF 800
million and accumulated capital of
HUF 660 million (Eleven local gov-
ernments are the owners of the 6 4 per-
cent stake ) The deadline for submit-
ung the apphcations was January 15
1993 and at that nme more than 50
percent of the employ ees supported the
acquisition of ownership with ESOP
In their application thes offered to buy
PEMU s majonty stahe at face value
which thev wished to pav by takang out
E Crednt

The tender booklet was bought by
eight potential applicants but only
three of them submutted applications
which could be evaluated Upon the
opening of the tenders one of the bids
turned out to be invalid The second
one although submutted by a Hungar
1an bidder could not compete with the
ESOP bid because 1t was for onlv one
lIine of business namelv for the manu
facturing of pipes

The ESOP orgamzation deposited
the earnest monev of HUF 20 million
Its business plan w as the most compre
hensive and 1t also undertooh to pay
the company s earlier debts and to con
tinue the company s environmental ac
tivaty Thus in 1ts decision of Febru
arv 24 1993 the State Property
Agency announced that the ESOP or
garizauon won the tender

We are well aware of what we pur
chased — savs CEQ Bernar Sarlos of
PEMU — since most of the emplovees
grew up with the factories thev are lo-
cals or Iive newrby For them PEMVU 15
the onlv opportuminy for an industnial
Job so it was not reallv a question for

PEMU

us to bid for it More than 50 percent
of the employees supported the setting
up of the ESOP preparatory commat

tee and 78 percent ot them became
members of the ESOP organization

The structure of ownership is the fol

lowing the ESOP organization owns
56 percent 10 percent can be obtained

with option nght by non ESOP mem

ber emplovees PEVMU 1tselt purchased
27 6 percent and the local government
has 6 4 percent Under the statute of the
ESOP managers are not allowed to ac

quire special bigger stakes than any-
one else With this restricion we
wanted to spare the management from
the accusation that 1t acquired a major
stahe of the companv for itself No one
can have a bigger stake than two per

cent even with the stakes to be distnb

uted annuallv

ALTERNATIVES
TO PRIVATIZATION

The Pest megver Mianvagfel
dolgozo Vallalat (Pest Countv Plasucs
Processing Company) was established
in 1959 Its legal predecessor was an
industrial cooperative producing plas
tic and metalware Through more than
30 vears it has undergone vonsiderable
changes and the former cooperative
has turned into one of the major com
pimes of the Hungarian plastics indus
m

At the end of the 1980s 1n line with
the producuon structure tvpical of the
plastics industv  the PEMU factories
manufactured 30 000 kinds of prod
ucts In the meantime the traditional
plastics profile was supplemented with

ready made shoe manufacturing when
the PEMU unit 1n Cegled concluded a
licence contract with PUMIA

The company had 2500 emplovees
mn 1990 and 1ts profit came to HLF 4 2
billion But besides 1ts profit 1t also had
considerable credit debts 1n the frame
work of the plastics industrv restruc
turtng program financed by the World
Bank PEMU carmed out a technical
development program worth LSD 10
mullion But economic conditions have
since changed Interest rates for ex
ample rose from four percent to 23 >
percent — and the prosperous com
pany fell into a difficult economic situ
ation overnight

- Sull back in 1990 when the 1dea
of pnvatization was first raised everv
thing seemed much easier We knew
that the first step 1n solving the eco
nomic tashs was to create financial sta
bility which 1n practice meant the cut
ting down of credits Compensating for
the Jost marhets finding new ones and
preparing the privatization were also of
vital mmportance This took the past
three vears We won a tender in which
financed by the Dutch government the
Dutch Felix and the Economix Con
sulung Kft examined the company 1n
order to find ns strengths and weak
nesses Based on this examinauon a
strategic plan for a penod of three vears
was prepared and the privatizanon al
ternatives were also worked out

The examunatuon showed first of all
that the number of employees was
extraordinarly high and had to be cut

From the 2500 emplovees onlv
1300 are stll emploved bv PENL
During the statf reduction we tried to
be as considerate as possible we set up
an 1nterest coordmatin_ forum Those
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who were chigible we pensioned off
with exemption of age and to others we
<trived 1o provide help for restarting
The next tash was to create financral
stability to which we succeeded in re
structuring our credus And as a result
our annual mnterest burdens dropped to
HUF 70 10 8O mullion a vear

W hen the privatizauon alternatives
were drafted various solutions were
rarsed  such as the detachment of
PEMU to various umits the tranfor
mauon of factorv units mto himited h
ability companies and the operation of
the center as a holding as well as heep-
ing the companv together and to real
1ze the then biggest possible employ
ment ownership The ESOP as such
was not an approved method of
privatization in 1990 91 The Ministry
for Industrv and Trade as well as the
banks all supported the third alterna-
tine primanly because it made the debt
service manageable They knew that
due to the company s big debts and di
verse protile chances ot attracting a se-
rious professional imvestor were shim

But by the iume the mnvitation to bid
was published Parliament had already
passed the ESOP law which was a
godsend to the emplovees of PEMU

—I'would not have liked to give my
name to the detachment of the firm to
privanhzing the factories either — says
the CEO - since for a state-owned
company this together with our debts
would have meant the end of the com-
panv But with the ESOP [ think that
aithough we have taken great risks we
can succeed 1n coping with the diffi
culues

It doesn t mahe our situation easier
that although the privauzation oc-
curred with the company the employ-
ees of PEMU sull have considerably
less productive potential than they
thought before For the State Propertv
Agency onlv gave 1its consent to the set
ting up of the association on condition
that the 49 percent stake of PEMU 1n
the Dutch Hunganan joint venture
which had been set up for pipe manu
facturing was put up for sale sepa-
ratelv The Dutch partner the Vavin
firm originally had no mtention of ac
quiring the full ownership of the com
pany since this was not necessary to
retain 1ts dominant position But finally
it agreed to the State Property

Agency s favorable offer The sale
occured as a transaction aimed at pro
tecung property  Part of the revenue
was used to reduce PEMU s dibts the
other part went nto the purse of the
SPA as privatization revenue

One eve 1s laughing and the other
1s crving svs Sarlos assessing the
situation Pipe manufacturing amoun
ted to one third of our production
value and in our business plans we
also counted on the revenue from divt
dends after our stahe On the other
hand we were practically pushed to the
sideline of the domestic market where
we held a leading position for 20 years
Strategically 1t was tough but 1t 1s also
true that it helped us to overcome our
short term financial problems we got
rid of a debt of HUF 250 mullion The
decision was otherwise correct 1t did
not come as a surpnse for us tor we
learned of the conditions prior to the
opening of the tender Although we
based our business plans to a great ex
tent on the pipe-manutacturing which

we expected to flourish we hope that '

we will also be able to remain on our
feet with a streamlined PEMU

STRATEGIC TASKS

We concentrate first of all on the
marketing worh — we think this 1s the
field where we have the biggest re
serves and arrears The other important
area 1s the quality control svstem
which we would like to deselop so that
bv the end of the year we could get the
classification 1in compliance with the
ISO standards accepted by a third 1n
dependent party This will inevitably
increase our chances on the domestic
and international markets alike We
have much to do 1n the field of cost
effectiveness and 1n burlding an up to
date management and emplovee owner
information system Making the
proprietory wav of thinking adopted
and accepted and doing away with the
fundamental contradiction of the 1nter-
ests between employer and owner are
new tashs So far we have only expe
rienced the benefits namelv that our
employees haye become more consid
erate of the limits of economic possi
bthues and wage increases The future
will tell how we succeed in keeping a
balance betw een the clashing interests

Foreign examples show that cmployee
ownership results in a 30 10 20 percent
improsement 1 efticrency. We would
be satisfied with less 10 10 1> per
cent would do But if we ful to reach
that then we will face erious ditticul
ties

W e conuinue to re zard as important
the manufacturing ot reidy made
shoes under the PLMA licence We
plan to link the distuibution of the Hun
garian PUMA texule goods and shoes
and we have set up a special sales or
gamzation Puma Hungarian to this
end Our HLF 1 billion productuion
would serve as the basis some 80 per
cent of the joint trading firm Our au
tomobile spare part acivity 1s on the in
crease we are suppliers to the Hungar-
1an Suzuhi and Opel factonies This line
of business of ours 15 expected to yield
about HUF 1 billion and we will soon
double 1t We supply die cast products
to several Western companies our
products range from garden furniture
to plasticware and equipment for the
catering industrv Industrial plastic
goods continue to remain on our pro
duction hst we could partly compen
sate the loss of the export of shoe parts
to the socialist countries with exports
to the West and of course we are work
ing on developing new products

The protection of the environment
1s not an ummportant 1ssue for the new
owners of PEMU with the privan
zation they had to undertake this prob

‘ lem as well One or two years ago

techmically there was simply no way to
solve the problem of air poliution
Now that modern solutions are avail-
able thev nevitably have to work on
them even though for the ime being
the emission 1s below the permissible
level The more pressing need at the
moment is the ehmination of the dan
gerous waste and the removal or repro
cessing of the huge quantitv of polv
urethane soles

Summanzing his plans for the near
future Sarlos savs In the neat two to
three vears we have to count on an ex
pendrture of a total of HUF 150 mul
hion for enyronmental protection Ev
envthing depends on how well we suc-
ceed 1n making PEMU one of the most
profitable private companies of the
countn

SaR
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PRIVATIZATION

PRIVATIZATION
AT THE STATE
PROPERTY AGENCY

W hile preparations for pryatzation and 1ts imple
mentaton went on hurriedly at the Property Agency

DEVELOPMENT OF REVENUES BY COMPANIES MANAGED BY THE SPA

AL

during the previous four years the propery sull
state ownership went on functioming Part of this was
transformed into some corporate form vielding sub

stantial revenues from vear 1o vear When evaluat

ing the following table 1t should be recalled that an
increasing number of enterprises were transformed
into companies Thus the annualls mcreasing figures
1ndicate not only the increase in revenues but alvo
the progress of trunsformation into companies

{CUMULATIVE FIGURES) HUF billon

1990 1991 1992 1993
Yield on property 0 094 568 662
Foreign exchange (cash) 0 53 RLR R 6612 9179
HUF (cash) 014 196 2247 2757
Loan 0 101 1008 1109
Compensation vouchers 0 0 226 226
Total revenues 067 320 106 61 139 33

(" FEATURES OF COMPANIES ASSIGNED
(1990-JANUARY 1994)

To be sold
722

A\
L4

tr
Liquidation,
final settlement 35

AVRt,
100 percent Local Govis
sold 438 Ministries

— Transfer 62
| Foundation 100 T

l % Transformation
i 1157
L Companies
Compantes established before
the foundation of the SPA
by foundation drowing owoy

TO THE PROPERTY MANAGEMENT OF THE SPA 2 )

Enterprises

In 1990 i the SPA's portfolio 1844

HU bllon
150

90

[

1950

1991 1992 1993

— )

S Foreign exchonge (cosh} l Yeldo property HUF (cosh)

m Compemsano vouthers

AVRt,
Local Govts
Mumstries

Liqudation,
fina! settlement 398

Transier 188

The SPA jomned privatization in
1990 while the State Holding Com
pam (AV Rt) managing business
property in long term state owner
ship was established m 1992 be
coming active in the following vear
Beginning m 1992 privanzaton 1n
Hungar (notincluding the less sig
nificant work of the Treasury Hold
ing Orgamization) continued m two
channels The SPA sold business
properts 1n temporan state gwner
ship whilc the AN Rt sold state
property bevond the property stahe
1n long term state ownership of the
companies under 1ts portfolio A< a
result privatization resenues sub
stantially mcreased mn the course of
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the past two vears While the Stite Property A ency produced
HUF 2 bidlion 1n priv wzation revenues 1n 1991 proceeds
re whed HUF 106 6 billion 1> 1 result of the work ot the two
or_amizations 1 1992 wnd HLF 25 8 bilhion in 1995 theverr
Of M Yor priv ULZ 1on tnsations

TOTAL REVENUES OF THE SPA AND AV RT

chan_es i the privwzanon poliey hwe plaved 1part Forin
mony cases it emibled a port on ot privatiZadon revenues to
be remm ested 1 the company

CAPITAL RAISES AT COMPANIES MANAGED BY THE SPA
(CUMULATIVE FIGURES)

Year Domestic mnyestors Foreign investors
LATIVE FIGURES s
(CUMULATIVE RES) HUF million HUF nuthon
1959 1100 000
Ho 1990 1700 150 00
) 1991 1308 43 176 94
- 1992 2166 2> 101772
i 199 16 16773 1749000
150 _|
HUF bulian
100 20000
50 4 15000
0- a— —— - 10000
1990 1991 1992 1993 N
l S r foregnexchonge [ ] SPAHUE ]
B AV Rt foregn exchange [___:] AV 31 HUF | 5000 o
HUF billion 0 —m 83
1989 1990 199 1992 1993
1990 1991 1992 1993 I [ Domestic msestors [:] Foresgnunv stors ]
SPA foreign exchange 053 2514 6612 9179 |
SPA HUF 014 691 4049 7 5a
AV Rt foreignexchange 0 0 0 8971 CAPITAL RAISES
AV Rt HUF 0 0 0 679 AT COMPANIES MANAGED BY THE SPA,
Total revenues 063 3205 10661 23583 ACCORDING T0 BRANCH
HLUF million
Branch SPALoancon Foreign Emplo  Other |
Basicallv privatization in Hungarv took place during the version vee
past five years on a market basis This means that state prop- agnculture game management i
ertv was transferred to new owners not free of charge or at i 060 000 000 000 1098
minmimum prices but at essentially market prices A substan and forestry
tial portion of revenues flowed ino the state budget unul 1992 | Miung 6300 000 20300 000 000

or financed objectives which would have had to be funded bv
the budget Relatively little money was spent on strengthen-
ing and reorgamzing the companies to be pnvatized or the cap
talization of partially sold compantes so that they could go on
with their business activity on a solid foundation 1993 brought
a mayor change 1n this respect when the capital ramse at com
panies managed by the SPA increased substantially to reach
HUF 33 billion m that vear

Rasing capital has become significant pnmarnly 1n the pro
cessing industrn The most widespread form of raising capital
vas the following privatization the new foreign owner sub
stantiallv contributed to the capialization of the companv he
acquired to some extent In this howeser the SPA and the

Processing industry 842 14 107489 1783424 59692 346710

}

i

Building industry 000 000 000 1991y 22491 5

Trade vehicle and consumer i

services 1188 41 000 21714 105971 8863 '

Accommodation and !

catering 114 60 000 45978 7000 112622

Transport storage post and telecommu l
ncatons 40000 000 1200 000 000

Fmancial activinies and supplementary

ser ices 19 000 000
Real estate deals leasing and services assisting tn
business actvity 244100 000 000

000 32736

2408 315900
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PRIVATIZATION

In the past wears sigmificamt
chinzes took place 1n the process of
privatization in mans other respects
Althou_h the govcrnment was consis
tent 1n selliny state property on a mar
ket basis several preferenual proce
dures were launched m order to accel
erate the dismantling of state propeim
One of them 1» that the process of bur
ing property was greath eased for em
plovees worhing at the company
vohed The effect of these easier terms
have been telt since 1990 Emplovee
ownership has been increasing 1n ey
ery respect since 1992 Emplosees ac
quired primarily share ow nership at the
compames However in 1993 the
number of companies increased where
employees secured majority owner
ship

DEVELOPMENT OF THE NUMBER OF SALES TO EMPLOYEES

Period Number of sales “umber of Period “umber of sales Mumber of
majority sales majority sales
1990 st quarter 2 0 1992 1st quarter 39 7
1990 Znd quarter 4 0 1992 2nd quarter a8 13
1990 “rd quarter > 0 1992 3rd quarter 75 17
1990 4th quarter 6 0 1992 4th quarter 114 40
1991 1st quarter 6 0 1993 1st quarter 172 69
1991 2nd quarter 8 1 1992 2nd quarter 200 80
1991 “rd quarter 9 1 1993 3rd quarter 234 91
1991 —th quarter 29 5 1993 4th guarter 272 10>
Number
300

250 4

200 4

15¢

100

= = =
= S =
=2 = =
= = =
= = =
T
= = =
R K K
== = =

1990 ) quarter

1991 It quarter

Number of soles

1991 2nd quorter
1991 3rd quarter
199} 4h quorter

1992 15t quater
1992 20d quorter

1992 3d quorter
1992 4ih quarter
1993 Ist quarter
1993 Ind quarter
193 3 quorter
1993 4ih quarter

[ Number of mojonity sales
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DEVELOPMENT OF THE VOLUME OF SALES TO EMPLOYEES
AT COMPANIES MANAGED BY THE SPA

Period Sales in thousand  Majority sales Period Sales in thousand Vlajority sales

HUF (thousand HLF) HUF (thousand HLF)
1990 Ist quarter 12480 0 1992 lst quarter 1525765 405 970
1990 2nd quarter 40910 0 1992 2nd quarter 220> 737 657 §-0
1990 srd quarter 61973 0 1992 3rd quarter 2 448580 789 746
1990 4th quarter 85173 0 1992 4th quarter 4360 22> 1917530
1991 1st quarter 85173 0 1995 st quarter 6283933 3491430
1991 2nd quarter 620173 160 000 1993 2nd quarter 7061013 3926 900
1991 3rd quarter 731173 160000 1993 3rd guarter 7818563 4507 160
1991 4th quarter 1123343 283620 1993 +th quarter 953396 5240 603

t

ESOP the Employee Share Ownership Pro
gram created a special organized form of em
plovee ownership Under this employees could
make use of major preferences and could ac
quire a determining ownership share 1n the
companies where thev were emploved Natu
rallv. ESOP also bore disadvantages organiz
g them 1s rather clumsy because of the num
ber of participants However thewr spread
proves that ESOP has become an important
torm ot pnivatization 1 Hungarv The number
and volume of sales under ESOP at companies
managed by the SPA increased substanually in
1995 In the last quarter of that year HUF 23
billion worth of propertv went to ESOP own
ership Of this majonty ESOP ownership arose
in a propertv worth HUF 20 bilhion Accord
1ng to cumulative figures ESOP organizations
acquired m 1993 more than HUF 60 billion

worth of state property at compames managed
by the SPA

DEVELOPMENT OF THE NUMBER
OF ESOP SALES MANAGED
BY THE SPA

Year Total Number of
number of majonty

ESOP ESOP

1992 2nd quarter 1 1
1992 3rd quarter 3 2
1992 4th quarter 7 4

1993 1st quarter 38 29

1995 2nd quarter 59 45

1993 3rd quarter 77 60

1993 4th quarter 126 87

1994 Ist quarter 131 91

Volyme {thousand HUF}

120 4

90

80 |

30 4

1992 2ud quorter
1992 34d quarter

1992 41h quorter

1993 15 quarter
1993 20d quarter

10000000 .

8000000 1

6000000 8

4000000 1 B

2000000 | ;
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5 £ 5 5 3 8 5 5 5§ &8 58 58 5 8§ &8 =5
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2 3 823532328 :28¢:8:5¢:8°¢2
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& stumoer of sales ] Humber of mojonity sales
Number
150

1993 3id quurter B
1993 4th quorer

1994 Il quorter

T Total number of ESOP sales [ ] Number of majonty ES0P ownership
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1992 2nd quorter
1992 3rd quarter
1992 41h quorter
1993 15t quarler
1993 2ud quarter
1993 3rd quarter
1993 4th quarter

I Totol number of ESOPsales [ Number of majority ESOP ownership

PRIVATIZATION
R N - ]
DEVELOPMENT OF THE VOLUME OF SALES TO ESOP
AT COMPANIES MANAGED BY THE SPA
Volume {thousand KUF) Year ESOP total Majorits ESOP
25 000000 _ (thousand HUF) (thousand HLF)
1992 2nd quarter 65> 856 65> 856
1992 3rd quarter 1290 946 1270946
20000000 - 1992 $th quarter 1744 206 1566 346
1993 Ist quarter 7103 098 6811 868
15090 000 _ » 1993 2nd quarter 13566 471 12 655 981
1993 3rd quarter 16 580 948 15352908
1993 dth quarter 23776 121 20776 891
10006 000
5000000 Domestic and foreign myestments increased 1n 1992
and 1993 at companies managed by the SPA Of course
tables should be treated with care because subsequent
0 ig transformations have changed the figures For when a

state enterprise 1s transformed 1nto company the cap:

tal imested in companies managed by the SPA also n

creases This 1s clearls ndicated by the appropnatelv
shaded parts 1n the tables Disregarding these 1t can
be established that by raising capital domestic and for

ergn iy estors took significant resources 1 the parually
prvatized companies managed by the SPA This und
of taking 1n resources became significant in 1993

DOMESTIC INVESTMENTS
IN COMPANIES MANAGED BY THE SPA

thousand HUF

Year Foundation Transformation Caputal raise Properts protection Sale
1989 732598 80 380 11000 720 940 0,
1990 3091940 3160885 0 3366 459 1127221
1991 2435986 5505 270 348 122 17 467 402 1040 681
1992 1224539 3202444 1522012 13388023 17765978 |
1993 8630725 439 160 22673 062 16333732 56 025 227
HUF mullion
50 000 000
40 000 000 .|
30 000 000
20 000 000
10 000 000
v b L N et |
0 - sy —

1989 1990 1991

R roundanon Tronsformation Copito! raise l:] Property protechion :] Sale

1992 1993
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PRIVATIZATION
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FOREIGN INVESTMENTS
IN COMPANIES MANAGED BY THE SPA
lnvestors wrivin, - trom Year Foundation  Transformation  Capital ruise  Property protection Sale

the German spething coun 1959 >3 6 5 o 1730150 0
tries continue to be active 1n — -
Hunw The solume ot 1n 1990 727010 2905 450 10 000 16 42998 1336 73
\,esu-'n;_nts by Aaustrin and 1991 1 566 995 19047 O~0 184 120 10 582510 16 890 362
Germn mvestors _reatly ex 1992 2231020 1297 240 1017 72» 117+ 125 34397 60>
ceeds b othiers 1n comp ey 1993 9566 619 497340 20694030 2177597 25644710
mana_ed by the State Prop
ertv Ageney HUF 45 bilhon
worth of ¢ 1pital wrved trom HUE milion
Austri1 and HUF 34 billion
trom Germanv These coun 60000 000 1
tries are followed by the
United States the Nether 50000000 +
linds France and Great Brit
an 40 000 000 L

30000000 J h

20 000 000 L }’gg;

53
10000 000 4 i
0l ————
1989 1990 1991 1992 1993
-Fuundmmn [:Tmnsfnrmuﬂon ﬁ Caprtal raise :I Property protection r:] Sale

FOREIGN INVESTMENTS
AT COMPANIES MANAGED BY THE SPA, ACCORDING TO COUNTRY
Countrv Own stahe HUF billion Countrv Own stahke HUF billion
Austria 4318 Sweden 967
Germany 47 Swuzerland 898
United States 1873 Belguum 584
The Netherlands 1829 CIS 524
France 1773 Ttaly 389
Great Britun 12 88 Other 714

As a result of investments the average
foreign stake in companies managed by the
SPA 1s 24 97 percent The toreign share 15

Switzerlond Sweden
the Inrgest in electrnicity gas heat and wa Other Gragt Britain
ter supplv as well as mining where their Ausinia
stahe 1s 72 and 67 percent respectively s

With 33 percent foreign ownership ex
ceeds the average 1n the processing indus-
try Businesspeople arriving trom bevond
Hun_ary s borders have acquired signift
cant stakes 1n the butlding industy In other
fields however toreizn share remained
under 20 percent

ttaly

France ¥

Germany




L Branch j

Electraty gas heot and water supply |

Mimng
Tronsport storag  post and telecommunicaons
Finonciol octrvity  §

Agricultore game management foresiry

Bulding ndustry

Accommadation and catering MG

Rec! estate transachions leasing and services ossisting in business activity

Trade vehicle and cansumer goods reporr R

Processing mdustry |

E Dameshe share
D Foreign share

0

100000 150000 200000 250000 300000

Subscribed copital n HUF miflion

]

i PRIVATIZATION
i L - A S Y
i RATIO OF FOREIGN CAPITAL

! AT COMPANIES MANAGED BY THE SPA, ACCORDING TO BRANCH

Branch Subscribed capital Foreign share \ esﬁ:‘:Ug h [forelf nom

HUF mulhon HUF mullion percent P s continue to pre

— ominate in  Hun_aran

Electricity gas heat and water supply 451504 327944 7263 privanzation 1 199 do

\Immg 5687 96 381474 6707 mestic myestments sub

Transport storage post and telecommunications 727394 4001 550 stanually increased con

Financial activiies and supplementary services 9083 11 0 000 cerming the property man

Agnculiure game mana_ement and forestry 17316 76 196499 1135  aged by the SPA This 1s

Building mdustry 3535561 617604 2436 ?a‘g“f;;‘t‘a‘hi 'e;““o‘f’fn;he

2 | number w

Accommodation and catenng 34307 14 454147 1324 prsatization methods were

Real estate deals leasing and services assisting in business activity 38 303 11 661463 1727 introduced  (employee

Trade vehicle and consumer goods repair 113026 51 9907 91 877 ownership  acquisition

Processing industry 31233963 10493077 3360 ESOP leasing pavmentin

Total 567208 81 141,63009 2497  'miallments sales for

compensation ‘vouchers)
which enabled domestic
entrepreneurs with lbittle
capital to gain ground n
privatization Thus 1993
turned out to be the first
vear when the volume of
domestic 1nvestments ex

ceeded the volume of for
e1gn miestments 1n enter

prises and companties man-
aged by the SPA Natu-
rally the form of mvest

ments differs greatly For

eigners bring prnimanly
cash while the cash ratio
of domestic purchase
transactions 1s at a mim

mum sales take place pni

marily through Joans and
compensation \ouchers

RELATION
OF INVESTMENTS IN ENTERPRISES AND COMPANIES |  "Urellen
MANAGED BY THE SPA ]
100 000 | ’E
rd
80 000 | e
Year Investments (HLF ballion) ’,’
Domestic Foreign 60000 - s
1989 154 1282 40 000 ] ,ef'
1990 10 946 23245 20 000 ] =
1991 26797 62 341 ==
1992 37102 50 679 1989 1990 1991 1992 1993
1993 104 302 57781 e Domest ¢ G Fo
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OFFER

Last December the government de
cided on the acceleration of the
privatization process the mtroduction ot
new preterenti il pay ment methods and
4 comprehensive  survey  of  the
privtization wssortment  Accordingly
the number ot sales to ESOP or_antza
nons and sales by using Existence Credit
inere wed signiticantly n 1993 A new
privanzation technique privatization
leasing was also launched in that year
i a considerably smaller volume than
the other sales techniques The spread of
preferenual pavment techniques 1s also
shown bv the great increase n the ratio
of domestic investors in sales

Putting compensation souchers on
the market gave an especially large im
petus to the process of privatization In
part these increase the pace of the sale
of state property in the form of compen
sation voucher/share exchange transac
tions preferring those ongmally com
pensated A special advantage of this
form 1s that a number of successful se
curues are to be tound among shares of
fered tor compensation vouchers Thus
manv of those entitled to compensation
who thus became shareowners will re
main 1n contact with the share market in
the future Share ownership 1s beginning
to become a mass phenomenon and a
proprietarv class keeping a part of its
savings in corporate shares 1s to be
graduallv established

It 1s a stmularly important advantage
that the SPA 1s increasinglv approving
pavment for the offered companies 1n
compensation vouchers Obsviously this
does not 1nvolve those onginally com

THE SPA’'S

BIGGEST OFFER
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OFFER

Number
of employees

100 000 —

NUMBER OF EMPLOYEES INVOLVED
IN PRIVATIZATION, ACCORDING TO COUNTY

80 000 — A

60 000 —

40000 —
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Kamarom sttesgom 3

Hograd

Saalnck
Vestprem o
I

Saabaks Stalmar N

COMPANIES OFFERED FOR SALE, ACCORDING TO BRANCH

Agriculiure [REES

M ning

Processing industry 1538

Building mdustry

Electr aty qos and woter supply B
Wholesale ond retail trade 4

Hotels restourcnis }?'.'f

Transportation telecommun colions 29
finonacl mediation

Reol estole renting

Tir.
Other services

Other :

+ t + - —
[ 50 100 150 200 250 300 350
Number of compomes

VALUE OF PROPERTY OFFERED FOR SALE, ACCORDING TO BRANCH

Ag cult re :,Jr’,ﬁ't‘,

L}
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F onualm doton
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Otherse ces |
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= = g g =
= 2 2
g £ s =
l Volume —|

pensated as 1 most cases a tremendous amount
15 mvohed far exceeding the average proportion
of compensation However the solution was that
the adequate secondary market of compensation
vouchers evolved creating an opportunity for those
compensated who are unable to participate 1n share
exchanges or land auctions to sell therr compensa
uion vouchers even if not at face value

Pursuant to the government s resolution sur
veving the privanzation assortment and the estab
lishment of a unified data base enabled the SPA to
offer for sale HUF 345 billion book value worth
of property 1n 713 of its companies exceeding the
total number and v olume of sales so far

It1s expecied that the actual purchase price paid
for the offered property will substantiallv lag be
hind the book value owing to the price allow ances
that can be drawn and the losses made by the com
pantes mvolsed last vear Most of the compames
are actie 1n the processing industry approaimately
20 percent of them in trade and nine percent 1n ag
riculture

Siutv percent of the companies 1n the hist are
valued at between HUF 100 nmillion and 1 billion
The rauo of companies with a book value of less
than HUF 100 mullion and those with a book value
exceeding [ billion 1s 20 percent each

The SPA sells a majority stake at three quar
ters of the compames and 100 percent ownership
appears on the offer hst at more than half of the
companies Eighty big compantes represent half of
the mass of property offered for sale active pn
marily 1n the hotel industry processing and trade

The umfied offer structure does not mean that
the sale of every company n the list can be com
pleted in 1994 At the same time 11 provides are
alistic chance that this year s sales 1n terms of the
number of compames and the olume of sales will
exceed previous sales

er
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VoL ME 2 NUHKBER 2 FACTS ON PRIVATIZATION
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EAGISJONRTHERRIVAZAIONIOF

RO USSIGNED 10 T3

OWNERSHIP STRUCTURE OF BUSINESS ORGANIZATIONS

Current situation WITH 5"(@:)*0“”"6
\
NUMBER OF COMPANIES o At f°“"d;‘;";‘; At P"“gg
«SPA 2 62
Assigned to the SPA 1n 1989 2000 | Local gosernment 163 494
Companies assigned to the SPA 1848 » Hunganan investors 552 2154
Transferred to other state holding organization 189 l Of thus emplovees 037 589
Liquidation final accounting 432 Foreign mnvestors 517 1145
Transformed by the SPA 1197 |
* State enterpnse 30 SALES FOLLOWING THE REORGANIZATION

Approvimate fgure
Of tius 20 are pharmacy centers and 10 hquidanons and final
accounnngs are expected

NUMBER OF BUSINESS ORGANIZATIONS

Assigned to the SPA 1312
— Companies established through transformanon 1197
— Compaiues established by foundanon withdrawal of
Junus or founded before the establishment of the SP4 115

* Transferred to other holding orgamization 62
* Liqudanon final accounting procedure 38
+ 100 percent sold 492
» Up for sale 720

tUnsold or partially sold compantes)

VALUE OF THE PROPERTY ASSIGNED TO THE SPA

(HUF BILLION)
In enterprises 15 36
SPA property 1n business organizations 358 17
(equin proportionate value)
Withdrawn property up for sale 430
* Total 377 83

Prwatization of companies -,

SALES

Number of Size of property sold®
companies (HUF bithon)

Accordng to the size of

ownership right sold

100 percent 492 175 84
Above 50 peicent 163 17550
Below 50 percent 35 347
25481

Ace raing 1o the prouisions of the World Bank the whole propern of e
b 1essor,ant anon can be regarded as propern inolved in pmoan.anon
at s 'es above O percent whereas for sales below 0 percent the
correspor din,, si e 1s the propern value of the business parr sold

OF COMPANIES
{DUE TO PROPERTY PROTECTION)

1990 1991 1992 1993  Total
Number 37 180 329 650 1196
Value (HUF bilhon) 722 2173 2133 6719 11733

AMOUNT APPROPRIATED FOR REORGANIZATION
FROM PRIVATIZATION REVENUES

1990 1991 1992 1993 1994  Total
March
Value (HUF billion) -~ - 28 39 0644 1234
SALES ACCORDING
TO TECHNIQUES SUPPORTING
DOMESTIC INVESTORS
1991 1992 1993 1994 Total
March
ESOP
number - 7 118 22 147
face value (HUF billion) — 180 2179 546 29 0>
Leasing
number - - 9 7 16
face value (HLF bilhon) ~ - 30 216 518
E Credut
value (HUF billion) 101 907 2170 806 3984
Compensation vouchers
face value (HUF billion) - 22 1642 197 2359
SALE OF SHOPS
(PRE PRIVATIZATION)
1991 1992 1993 1994 Total

March

Number 4066 3571 1428 116 9481
Value (HUF bilhion) 509 610 43 076 16 50

A



FACTS ON PRIVATIZATION

R T SRR -
OWNERSHIP STRUCTURE OF BUSINESS SALES OF SHOPS
ORGANIZATIONS
20000
15000 =
Hunganan investors 21 54 %
SPA6208% 10000 1
T -
Foretgn mvestors 11 45 % s e
5000 1 e
" Local governments 4 49 % P
0 \ . ;
1990 1991 1992 1993 1994
l (Smmmmmmeene yglue (HUF mullion) (5= ee o= o com o number
Foreign investmments
BREAKDOWN OF INVESTMENTS ACCORDING TO COUNTRY
Mumber  “umber of Foreign share’

of companies  mnvestments {equity, HLF billion)
Germany 73 83 39 68 2109 %
Austria 99 124 3943 2096 <
United States 24 26 2009 1068
The Netherlands 13 15 1829 972 ¢
France 33 33 16 98 902 %
United Kingdom 28 32 12 88 68> %
Sweden 8 12 9 67 514%
Switzerland 12 14 933 496 %
Belgium 7 10 584 310%
CIS 13 14 524 379«
Traly 20 21 389 207 %
Other 27 31 683 363 ¢
Total 357 423 18815 10000

* Includin, sale for propern piotection and i nind prope
vesunents at foundution sales of withdrawn propern raise of
capual sales of shares and business parts {does not mcluae
greenfield mvestments)

PROPORTION OF FOREIGN SHARE
IN THE COMPANIES ESTABLISHED

France ®

ACCORDING TO THE SIZE OF
INVESTMENT
Belgm
Swizerlond o2
Sweden QAN
United Kingdom (SRR

Germany

¥ hustrio

For joint ventures 65 68 % ) r o Si
For the total of companies 909 % The Netherlonds ~ United States
28 PRIVINFO




FACTS ON PRIVATIZATION

Revenues
(HUF billion)
1990 1991 1992 1993  “arch 1994
Yield of property - 054 474 240 009>
tdnrdend 1ental fee)
Sales
Foreign currency 033 2461 4098 2550 1099
Forints (cash) 014 482 1751 1530 2887
Cash revenues, total 067 3037 6323 4320 4 081
* Loans - 101 907 217 8060
» Compensation vouchers - - 2236 130 8571
*» Total revenues 067 3138 74 56 779 20712

DEVELOPMENT OF REVENUES IN MARCH 1994

Compensation vouchers 41 38 %

X

5389 %

i :

Forints 14 40 % Foreign currency 531 %

Expenditures
(HUF billion)

March 1994

Expenses related to the maintenance of
the privatization process

2474(11 86 %)

Sales related costs
Costs of running the SPA
Transferred to local goernments

Refunded to business organizations (20 %) 0 288 (1 39 %)

Property management
Contribution to the maintenance of the
privatizabihity of economic units

1351 (648 %)
0381279 %)
0088 (042 %)
0166 (079 %)

1742(835 %)

Reorganization

Of this of im estment character
Guarantee costs (buver banks)

1363 (653 %)
0719
0379 (1 81 %)

Liabilities towards the national economy

16 631 (79 78 %)

State debt 1nstallment

Withdrawal of compensation vouchers
Compensation vouchers grven

to local governments

8060 (3875 %)
8287(3975 %)

0284 (136%)

TOTAL

20 847 (100 00 %)

Expenses related 1o the maintenance of

|

the privatization protess
1186%

DEVELOPMENT OF EXPENDITURES IN MARCH 1994

Lihilitres toword

the natianal economy
7978%

Coniribution to the mointenance
of the privatizability
of economic umts 8 35 %

29
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yOL VHME 3 NUMBER Y

According to preliminary fl/gures, the 169 companies belonging to the State Holding Com
pany (AV Rt} registered profits of HUF 44 2 bilhon and losses of HUF 10 6 bilion in 1993,
resulting n a net pre tax profit of HUF 33 8 billion The figure does not include the profit or loss
of bonks in the AV Rt ’s portfolio The pre tax profit of AV Rt companies was HUF 22 1 bilfion
higher than 1in 1992

The AV Rt 1s obliged by the 1994 Property Policy Guidelines to pay HUF 8 billion 1n divi
dends to the state budget this year The AV Rt paid HUF 28 biflion fo the state budget from the
revenue received from the privatization of Matav, the Hungarian Telecommunications Company,
earlier this year It must shll pay HUF 28 269 billion from privatization revenue fo five separate
state funds

In addition, the AV Rt has undertaken fo guarantee loans or bond 1ssues totalfing HUF 20
bilfion for the reorganization of 15 of its comparies The AV Rt estimates that 1t will cost HUF
60 billion to reorganize the compantes 1n its porifolio

ENERING 2GRS

BERTHELSTATERIOIDING,

SecTioN I
GENERAL REGULATIONS

Title 1
The objective
and effect of the regulations

(1) The objective of these regulanions 1s pursuant to Act
LIII of 1992 on the management and utihzation of business
property remaining in long term state ownership as well as on
the basis of the provision in clause (1) of paragraph 30 of thus
act and pursuant to Act LIV of 1992 on the sale uulization
and protecuon of propertv 1n temporarv state ownership

1 1 1o set the general rules of tendering and ensure the con-
clusion of well founded contracts serving the most etficient
utlization of state properts assigned to the State Holding Com
pany (herewnafter AV Rt ) as well as to protect the mtegnity of
bidding competitions by guaranteeing equal conditions for bid
ders

12 to regulate the rules of selecting and tendering con
sultants (proxies) necessary to fulfill the tasks of the AV Rt
efficiently whle tahing 1nto account economic efficiency and
uuhizing every advartage of selection through tendering

1 3 to promote the implementation of the objectives of the
AV Rt by concluding well founded and enforceable contracts
and by guaranteeing the inteznty of the bidding compention

(2) The effect of these regulations extends to evers agree
ment and contract to be concluded with anv natural or legal
person external standing or occasional consultants trrespec
trve of value hmut

21 The AV Rt decides on the sale transfer to manage
ment or leasehold of the state property assigned to it as well
as on assignments related to these tashs through tendenng/bid
din_ procedure (competitive bidding)

22 When defining the condittons of transformation of bust
ness organizations assigned to 1t or even afterwards 1f neces
sarv the AV Rt can require a bidding compeution tor the ac
quisiien of a stake bv an external entrepreneur as defined 1n
clause (1) of paragraph 40 of Act LIV of 1992 1f 1t 1s yusufied
bv the size and economic sigmficance of the companv or 1f
the AV Rt 1s aware of several bidders acceptable as partners

(3) Tendering can be realized by bidding compeuition or
v itation of competitive bidding (competitive bids)

3 1 Regulation under point 2 1 shall not be apphcable

(a) m the event of public bid for the sale of shares pursu
ant to the law on securities

(b) when converuing credit (recenable) to membership nght
1n business organization

(c) if the AV Rt previously ensured option for external
mnvestor(s)

(d) if the second tender announced by the AV Rt 1s also
unsuccessful in the absence of a suitable bidder

{e) 1f the AV Rt transfers the state propertv to the busi
ness orgamzation 1 the form of non cash contnbution

(f) 1f the AV Rt uulizes the propertv in order to acquire
other assets or as a means of exchange in order to waive rem
bership right due to a local government 1n a transformed com
pany

{2) if the state propentv 15> sold by a properts manager se
lected by the AV Rt dunng a tender and one who prormised
to pav an amount for the sale of the membership rnight prev
ouslv defined tn a contract with the AV Rt

(hy for a contract to be concluded with consultants if it
does not extend to an assignment related to capital mediation
portfolio management or search for inestment partner

(1) during the sale of a business part 1n a limited habilitv
compans



TENDERING REGULATIONS

Title 2
Fundamental principles

The principie ot the equality of chances

(h) In the invitation to tender the announcer must ensure
equal chances tor evers bidder concermin, the provision of
mahin_ the otter and tender condiuions applied during the com-
petitne bidding The announcer has to define the content of
the tender so that the bidders can make appropriate offers and
the bids submitted regularh on ume are comparable

The principle of pubhicity

(3) During the tender procedure the announcer 1s com-
pelled to ensure full publicits for the parncipants of the bid
ding competition

5 1 The announcer has to ensure the demand for publicity
according to these regulations for participants of the exclusive
tender and those enutled to bid even 1f the bidding compet
tion 1s exclusive or takes place through imvitation for compen
e bids The announcer has to puolish this fact simultaneously
with publication of the tenders (i 1tatons for compeuuye bids)
s0 as not to jeopardize the exclusive character of the tendenng

5 2 Evers bidder has the nght to acquire all information
made as ailable by the announcer Under this all data which
does not violate business secrets and 1s common and neces
sarv in business life for a bidder to make a well founded otfer

has to be made available to the bidder to the fullest extent
possible

Principle of disposal

(6) After publishing the tender invitation or the announce-
ment of the exclusive tender the announcer respects the ten
der conditions announced and the tender regulations made pub
ic in advance furthermore the announcer ensures the nteg-
nty of the decision making process These have to be applied
even in the event of the mvitation for competitin ¢ bids

6 1 The announcer can exercise his nght of disposal re
lated to the tender with special regard to the subsequent mod:-
fication of the tender conditions the withdrawal of the tender
and the modification of the rules of the procedural regulations
published only under the frameworh of legal regulations re-
lated to tendering and these tender regulations so that 1t does
not violate the essential nghtful interests of persons imolved
n the tender

6 2 Bv submitung an apphication to the tender or mahing a
bid the bidder achnow ledges the rules of the announcement
as binding on him

6 3 Rights ensured by these regulauons should be exercised
in harmony with their objectives and according to the reguire
ment of good taith

Title 3
Notions

{7) When applving these procedural regulations the fol-
lowing notions have to be applied according to the following
nterpretation

(2) Announ.er (uniter for bid) The AV Rt or any other
person actin. on commuission by the AV Rt (e g propery
manager authorized with sales night) as well 1s a con ultant
acting 1n his own ¢apacity dunng a company nitiated sim
phfied privauzation procedure and the related business orga
nizatlon in the ¢ase of property protection transaciions

(bi Bidder (1pplicant) Any domestic or foreign natural and
legal person business organization without legal entits or the
bidding (competing) community {consortium) of the tormer
The responsibility of the bidding (compeung) communits (con
sortium) 1s joint and several

(v) State property  The properts property part of the state
mn business organizations as well as every other nght of prop
erty value wiich has value tn economic and business life and
trade

(d) Public invitation for bids Insvitanon for the purchase
subscription renung (leasehold) of state properts (property
part) through the publication of a tender announcement car
ned by the print media or any other means of informauon for
buve~< not defined 1n advance

(e) Exclusive tender 1nvitauon for competitive bids Inv
tation to purchase (subscribe) manage rent (leasehold) state
property (property part) so that only those mvited by the AV
Rt can submut tenders

(f) Pre qualification procedure A two or several round
tender n the first round of which the announcer tests espe
cially the ability expertise switability and financial rehabiliny
of the bidders On the basis of the first round the announcer
compiles a list according to which actual tendering takes place
through an exclusive tender or invitation for competitive bids
No price offer can be requested m the first round of the pre
qualtfication round

(g1 Single round tender A tender during the announcement
of which every tender condition 15 published in the nvitation
for tender The content of the winning tender forms part of
the contract to be concluded

(h) Alternative bid A bid which 1s made duning the penod
open for submuitting a tender by a bidder so that n addition to
a bid surtable for the tender conditions he also submuts an
other bid deferring from the arrangement or structure of the
tender announcement

(1) Several round tender A tender dunng the first round
of which the announcer selects the participants of the next
round from among the bidders making valid bids and invites
them to supplement or modify their bids

() Unification of bids If the announcer of the tender or
the announcer permits bidders who have made a valid offer
in the first round and qualified for participation 1n the second
round can make a jomnt bid

(k) Motificanon (information) Information releyant to the
tender must be disclosed to those mvolved by mnul telefax
telex or telegram

Section 11
SPECIAL RLLES OF INVITATION
FOR COMPETITIVE BIDS

(8) There 1s no tender inv 1tation (announcement advertise
ment) 1n the event of 1y tation for competitive bids

3



TENDERING REGULATIONS

5 1 The tiwt ot the invitauon for competitive bids hs o
be published

5 2 In the c1ve of an invitwion for competitive bids at least
three bids have to be invited while ensurnin_ equal conditions
The period open tor submituin_ a tender 1s 2 nummum ot tive
davs

> The mvuter for bud notities the bidder on his deusio”’
related to the judgment of the bids according to conditions set
in the imvitation tor bid

3 4 Otherwise rules related to evclusive tenders should be
adequately applhed tor invitations for bid with differences de
scribed 1n these rezulations

Sectiov 111
ANNOUNCEMENT OF THE TENDER

Title 1
Types of the tender

{9) The tender can be public or exclusive

9 | Tenders are public unless the general manager or the
deputy general manager entitled for announcing a tender de
cides 1n tavor of announcing an exclusive tender During a
public tender the group of eligible bidders can be restncted if
yustified for special professional interest or competition con-
siderations

9 2 An exclusive tender can be invited 1f the character and
importince ot the state property subject to the tender or the
soluuon of tasks related to 1ts most efficient utthzation justi
fies the parucipauon of previouslv defined wnvestors or busi-
ness partners or other compenuon policy reasons prevail (for
example to avoid hostile buyouts ) For the purpose of select
1ng a consultant an exclusive tender can be announced even
in the absence of the above condions

9 3 The mode of the tender has to be disciosed on an
nouncement (secret knowledge ot the data of the bidder
eic )

The announcement
and publication of the tender

(10) The tender 1s announced bv the AV Rt or a person
assigned by the AV Rt or the company or business organiza
uon

10 1 The public tender has to be published 1n at least two
national dailv newspapers and the citv countv or regional
dailv according to the property to be pnvauzed 30 davs be-
fore the first dav of the deadline set tor the submission of the
tenders The announcer can decide 10 publish the tender in for
et.n financial economic penodicalts) as well

10 2 The announcer noufies the bidders invelved about the
exclusive tender stmultaneously and directly

For an exclusive tender the tender announcement has to
be ~ent to at least three bidders The fact that an exclusive ten
de- has been invited must be published by the announcer in
™o nauonal daily newspapers

If a pre aualification hist exists 10 connection with the ten
der the participants of the tender have to be selected pnima
riiv from this list

In h umony with the Orgamzational and Operationtd Re_u
lation~ nd the related decision by the board the Bourd of Dy
rectors the general mani_er and the deputy _eneral manager
1> entitled to announce the tender A lezal adviser has to pro
vide 1 opinion from a lez2al pownt of view on the wmnounce
ment of the tender

The announcer ol the tender 1s entitled to detine the ten
der pertod

(11) A tender can be announced tor the whole or certun
parts (parts) of the state properts (property part)

(12) The tender can also be announced 1n two or more
rounds In this case bidders selected as a result of the first
round can participate 1n the second or following rounds ac
cording to considerations set 1n advance and published by the
announcer In the second round only bidding conditions pre
viously disclosed by the announcer can be modified 1n other
parts bids made 1n the first round remain 1n torce

(13) In the course of the tender procedure with the excep
t1on of those 1n point 13 1 the announcer must not change the
conditions of the tender and the mode of procedure and judg
ment

13 1 The announcer can change the conditions disclosed
to the bidder(s) as descmbed wn clause (13) or rules (regula
tions) or anv of them dunng the tender onlv once according
to the following

(2) 1f he maintained this nght n the tender announcement
by marhing the conditions that can be changed or

(b) 1t he extends the deadhine for submuting bids

13 2 Changes according to clause (13) and pomnt 13 1 have
to be published according 1o rules pertaining to the announce
ment ot the tender and the nvitation for bids and have to be
sent to every partv concerned The fact that the bids submut
ted previously have been taken into account with respect to
the change has to be disclosed 1n the noufication

The tender can be modified only so that the bidder should
have at least 15 davs upon modification to submut a tender

13 3 The deadline open for submitting the tenders can be
extended by a maxumum of 30 days on one occasion n justi
fied cases The announcer noufies the bidders of the deadline
thus extended simularly to the announcement of the tender at
least 15 days betore the expiration of the original deadhne
and 1n the case of exclusive tender notifies the participants

13 4 The announcer must not change the tender announce
ment 15 days betore the expiration of the final deadline

(14) The tender announcement (advertisement nvitation
for bid) shall contain

(a) the name and location of the organizauon announcing
the tender furthermore 1f the tender was announced on as
signment of the AV Rt a related reference

(b) the objective and character of the tender (open or ex
clusive) for a mult round tender the number of rounds fur
thermore an indication as to whether the bidder can bid 1n
secret (the name of the bidder 1s disclosed 1n a separate closed
em elope) or with signing his bid

(c) the name ot the propertv property part (business part
share) to be put to propertv management (leasehold) or on sale
as the subject of the tender

(d) the place mode and deadline of submatting the tenders

4 PRIVINFO
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TENDERING REGULATIONS

For a public tender at least 30 dav« have to be ensured for
miking the bids at least 1v davs tor an exclusive tender and
tive davs for an v itaton tor compettin e bids

te) the durition of the tender obligation

(1) dr closin, the place to ash questions concermng the ten
der and the source ot eventual further information

(2} 1n the vase of the asailubility of a detailed tender an
nouncement or prospectus or information documents the place
method time and cost of viewmg them

(15) In addition to data included in the tender announce
ment the detaled tender announcement has to contain

{a) the contents of the tender announcement and 1ts appen
dines

(b) the procedural regulations

(c) the mode and considerations of the judgment of the bids

(d) the place and ume of the announcement of the result
(1f the judgment of the bids takes place without pubhicity 1t
should be referred to separately )

(e) when approving alternatine ids a related reference

(f) 1f the bids are approved also 1n another language than
Hunganan a reference to this

(2) any nght encumbenng the subject of the tender

{h) the obhigatory official provisions

(1) the obliganion of personal partictpation 1n the course of
pertorming the tender

() any other data deemed necessary by the announcer

1> 1 In the tender invitation the announcer can specify that
when submutting the bids the bidder shall enclose a bid guar
antee and draft contract or make a statement on the approt al
of the draft contract sent by the announcer

I5 2 The bidders have to submut therr bids 1n five copies
one copv of which 1s duly signed and stamped (original sig
nature 1n the case of priv ate individuals) the others initiahized
with a mark referring to the tender by the deadline and at the
place of submitung the bid personally or through a proxs
the presence of a public notary who takes minutes on the event
This provision s not vahd for the mvitation of competitive
bids

15 > If the tender 1s aimed at the full or partial sale of an
economuc organization the tender announcement has to carn
relevant balance figures

15 4 At the sale of securities corresponding regulations
also have to be taken mto account

15 5 Prior to the announcement the announcer 1s entitled
to have the value of the property (property share) assessed by
an auditor

(16) If the announcer 15 an enterpnse or a business organ-
zation the invitation to tender and 1ts appendixes have to be
presented to the AV Rt before their publication for counter
signature

16 1 A tender 1ssued by an enterpnise or business organt
zation can be published onlv after being countersigned by the
AV Rt

(171 If the tender announcement invoh es a properts or ac
tiviny tor which the law provides night to local governments
the opimon of the local government involved has to be ashed
for prior to the publication of the invitation to tender and this
tact has to be included 1n the tender announcement

The provisions of this clau ¢ must also be applied for other
tate or_amzations (e g Nauonal Historie Monument Protec
tion Supervision)

(18) If on the basis of property management (s1le) con
tract 1o be concluded as the result of the tender the announcer
wants 10 convev a part of the vield (dividend share) to the
partv obhiged to render the semvice upon contractual p=rtor
mance this fact has to be disclosed 1n the conditions of the
tender announcement

(19) In property protection cases 1f necessary figures re
lated to the desired direction mode and other conditions ot
the utthization of state property that are necessary for prepar
ing a well founded bid have to be carned n the 1nvitation to
tender

(20) If the tender invitation does not rule otherwise the
bidder has to heep secret the fact ot his participation at the
tender or the fact of the withdrawal of hi> bid as well as the
content of his bid unul the pubtication of the result of the ten
der This does not extend to facts disclosed to the financing
bank

201 In the mvitation to tender the announcer can grant
exemption from under the obligation of confidenuialin accord
ng to clause (20)

20 2 The announcer handles the content of the bids confi
denually unul the closing of the tender and does not provide
mformation on their contents erther to outsiders or to the par
ucipants of the tender The bidder can exempt the announcer
from this obligation but he can prohibit the publication of in
dividual figures even then

20 3 The announcer can disclose the name of a bidder par
ticipating at the exclusive tender to the other bidders only 1f
the bidder gave a written approal of publication

20 4 Information can be provided to the bidder in order to
clanfy tender conditions bevond the provisions of the tender
msatation On site visits can be ensured but onlv 1f 1t does
not hurt the equality of chances of the rest of the bidders and
provisions related to handling the bids until their judgment
Such 1nformanon must not result in the modification of the
original tender condttion(s) If the bidder 1s provided with in
formation or figures during the information or on site visits
which can affect the tendering of rest of the bidders this fact
or mformation has to be disclosed to the rest of the bidders

(21) For projects financed by international financial ad
programs (e ¢ PHARE USAID) the tender conditions of the
announcer have to be taken 1nto account when employing ex
ternal consultants

Title 3
Tender collateral

(22) Participation 1n the tender can require providing col
lateral (e g sarnest monev 1n the case of a tender with imvest
ment purpose) which has to be presented to the announcer s
multaneously with subnussion ot the bid or by the date and 1n
the wav defined mn the tender invitation by the announcer

22| The collateral has to be returned n the case of the
withdrawal of the mitation to tender the estabhishment of the
unn ahditv of the bids and after the judgment of the bids with
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the tollowing exceptions Under the period of deposit the ear
nest monev does not bear any 1nterest

The collaternl 1s not returned «f 1t 15 transformed 1nto a
supplementary hability ensuning the contract concluded tur-
thermore 1t the bidder withdrew his bid during the tender ob
ligation or the conclusion ot the contract fuiled tor reasons due
to him or tor anv other reason that emerged n his sphere ot
mterest

22 2 At the request of the announcer the bidder has to cer
ity the content of his bid If the bidder does not fulfill hus ob
ligauon to cerufication within the deadline ensured for this
he loses the collateral

Title 4
Tender obligation
the nght of divergence

(23) The tender obligation of the bidder 1f the mvitation
to tender does not declare otherwise begins when the dead
line open tor submutting the bids expires

23 1 The bidder has to guarantee his bid until the date de
fined in the tender announcement but for at least 30 davs upon
the expiration of the submussion deadline except if the an-
nouncer concludes a contract with a bidder who has won the

tender within this peniod or notifies the bidders in wniting that

he has declared the tender unsuccessful

(2+4) The bidder can mod:ify his bud onlv

(a) 1f the tender announcement provides the opportunity
and the announcer 1nvites the bidder bv setting a deadline to
modifv his bad

(b) 1if as a result of the first round of a several round ten
der he quahfied for participation 1n the second round and can
moditv hus bid submutted 1n the second round according to hm
11s set 1n point (&)

In anv other case divergence from the onginal bid 1s null
and voud

24 1 In the tender announcement govertung the case de

fined mn 24 (b) the proportion and mode of the divergence

has to be determuned and also the parts that can be changed
In the absence of such a provision the bidder can change only
the financial part of the bid ncluding the purchase price pay

ment schedule and collateral The modification of anv other

condition of the bid 15 invalid 1n such a case the bid 1s par
tiallv null and void 1n relation to the part involved in the modi

fication and 1t 1s replaced by the condition of the bid made 1n

the first round

24 2 Unti! the expiration of the deadline for submutting the

bid the bidder has disposal over his bid according to the con
d1 1ons of these regulations or the announcement

Title 5
Withdrawal of the bid
exclusion from the tender

{25) The announcer can withdraw the tender until the dead

line set for submutting the bids Rules applied at pubhication

must be apphed in case of withdrawal

1

25 | In the event of the withdrawal of the tender if the
tender documentition or prospectus w1s made available for a
fee the announcer has to retund the fee 1n exchan_e for the
documents

(26) It the bidder or any other person 1n his sphere of in
terest violated the confidentnihity of the tender the bid of the
bidder must be excluded

26 1 Non performance or improper performance of cond:
tions disclosed 1n the tender announcement or documentanon
(prospectus) turthermore gross violation of the obligation to
provide data or anv other obhigation encumbering the bidder
on the basis of the procedural regulations result 1n the exclu
sion of the bidder from the tender

26 2 If there 1s no bidder who fullv fulfilled the conditions
included 1n the tender invitation the announcer after closing
down the tender may regard the tender as an invitauon for
competitive bids In this case the announcer as the one en
titled for yjudgment can conclude a contract with the bidder
mahing the most favorable bid if the tender corresponds to the
munimum requirements of an mvitation for competitive bids
or mav decide to announce a new tender The most favorable
of the bids has to be selected after thoroughly weighing every
condition Thus special attention should be paid 10 financial
economic and employment policy conditions and requirements
to serve the best utilization of the state property (propertv part)
being the subject of the tender In the case decreed in this para
graph the tender obligation of the bidder involved is main
tamed according to these regulations

(27) The bidder can withdraw his bid at any time before
the expiration of the deadline open for submission under the
burden of consequences defined 1n these procedural regula
tions

(28) The bidder must not demand compensanon from the
announcer for elaborating his tender and for any other reason
i connection with making a bid

Title 6
The bid

(29) The bid submutted to the tender shall contain the par
tial and legally compulsory statement of the bidder wath spe
cial regard to

(a) the approval of condiuons cammed 1n the invitation to
tender

(b) the mode of utilizing the property or performing the
senvice related to the subject of the tender as defined 1n the
invitation to tender

(c) the amount of the purchase price or fee

29 | If the tender prescribes an obligation to provide col
lateral the bid 1s valid onlv if the bidder cerufies that he pre
sented the amount of collateral disclosed in the tender an
nouncement 1 the form and wav described there to the an
nouncer or a person designated by the announcer cerufies the
depositing ot the amount of the collateral

(30) The bidder can prohibit the publication of certamn fig
ures ncluded 1n his bid even after the yudgment of the tender
The bidder cannot forbid the publication of his name the tee
and the performance deadhine
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TENDERING REGULATIONS

Section IV
E\ ALLATION OF THE BIDS, JUDGMENT
OF THE TENDER

Title 1
Reception opening and piesentation
of the bids

(+1) Duning the arm al of the bids the recenver 1n the pres
ence of a public notary wnites the exact date of receipt onto
the sealed envelope containing the bid and stmultaneously cer
tifies the receipt of the envelope The public notary fills out a
document on the circumstances of the submussion and open
ing of the bids and after opening he closes the bids

31 1 The opening of the bids which arrive on time can take
place 1n the presence of the bodv persons conducung the evalu
atnon in an exclusive circle or 1n public (The opening s pub
lic 1t the bidders and his provies can be present )

The appomntment of the persons (at least three) evaluating
the bids 15 the tash of the announcer of the tender

31 2 When the bids are opened the presence of a public
notary 1s necessary if the opening 1s exclusive or if 1t has been
prescribed by the invitation to tender or n any other case 1f
the announcer deems 1t necessarv and justified

31 3 The provv of the bidder has to cerufy by a public docu-
ment or a private document with full proving power his en
titlement of representation and 1ts hmit The bodv conducting
the evaluauon after heanng those mvolved decides on the
nightfulness of representation without debate

31 4 The tash of the public notarv 1s

(a) to witness the regular progression of opening ne bids
he mahes out a public notary s document on its conformuty
with regulations contamming the following

(b) reviews whether the bids correspond to requirements
set by the tender 1nvitation

(c) ensures that the evaluation 1denufication numbers 1n
the muinutes are named furthermore the name number and
date of publication of daily newspapers in which the tender
announcements were published be set down

(d) ensures that protests objections and remarks announced
upon the opening or presentation of the tender are set down 1n
the minutes

(32) The public notary 1s not 1n the position to make dect
stons of significance 1n connection with the tender

(33) In the course of the public opening of the bids the
name seat (place of residence) and essential content of the
bids has to be presented to those present with the exception
of figures the publication of which the bidder prohibited

(34) Upon the opeming and presentation of the bids min
utes have to be taken containing

(a) the place and date of taking the minutes the names of
the persons participating in the evaluation and their capacity
at the act the name of the heeper of the minutes

(b) the subject of the tender the date and place of the pub
lication of the 1nvitation to tender the last day of the deadline
open for submutting the bids the number of bids submutted
turhermore which of the bids arrised on time and which did
not the evaluation serial number and number of bids

(¢) the short description of the opeming and presentation
of the bids the contributions and remarks of those present

(d)amv ¢ rintormauon which the public notary partict
pating in the evaluation deems necessary

In the case of exclusive tender the supplement of the i
utes s the minutes of take over ensuring identification

Enclosed with the muinutes shall be every bid and docu
ment 1 one copv each The announcer of the tender has to
ensure that the tender documents are depostted 1n the central
archives

34 1 Atter the opening of the bids the announcer may re
quest information from the bidders so that the evaluaton and
comparing of the bids can be dulv conducted The questions
of the evaluating commussion and the answers of the bidder
mvolived shall be set down 1n writing This must not result in
the essential change of the financial and value related offers
formulated in the bid 1t mav serve only their interpretation

34 2 The persons and experts assigned by them participat
ing 1n the evaluation (Judgment) of the bids are obhgated to
marntain a pledge of confidentiality Participants 1n the evalu
ation (Judgment) of the bids can use the information they be
came aware of 1n this capacitv only for evaluating (Judging)
of the tender

34 3 In the case of public tender a list shall be compiled
of the persons/orgamzations taking over the information docu
mentation or prospectus and 1t shall be enclosed to the min
utes prepared on the opening of the bids

24 4 The records prepared on the receipt of the bids sub
mutted to the tender and the data (semal number and date of
recetpt of bids) necessarv for wdenufication for the appendix
of the minutes

(35) Following the opening of the bids the evaluation com
mussion has to establish which of the bids are invahd The bid
ders whose bid 1s quahfied mnvalid must not participate in the
following phase(s) of the tender procedure

35 1 If the bidder according to the establishment of the
announcer submutted an invahd bid due to formal reasons not
mvolving the essence of his bid the bidder can supplement
the shortages voluntanily or at the request of the announcer
within five working davs The vahidity of the bid 1s established
after the exprration of the period open for supplementing the
shortage

(36) The bid 1s invalid 1f

(a) 1t was submtted by a person who s not entitled to sub
mit 1t or participate at the tender

(b) the bid was submutted after the expiration of the dead-
line defined in the announcement or 1ts prolongation in a regu-
lar manner

(c) the bid does not correspond to the provisions of the ten
der announcement legal rules or these procedural regulations

(d) 1n the event of an obligation to provide collateral the
bidder failed to present the collateral to the announcer or pre
sented 1t not according to the provisions

(37) The invahd tid has to be regarded so as if the bidder
nvolhved would not have submutted a bid under the given ten
der procedure The s alidity of the bid does not involve the
validits of the tender

(38) Valid 1s the bid which corresponds 1n every respect
(in form and content alike) to the provisions of the 1ns itation
to tender
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HOW WE PRIVATIZE

CONFERENCE ON THE CHANGE OF OWNERSHIP

TR

With the parhicipation of the minister in charge of privatization,

the heads of the State Property Agency
and the State Holding Company, and representatives

of larger companies successfully privatized, o conference was held
on the four year experience of the change of ownership

THE ACHIEVEMENTS OF
PRIVATIZATION

Tamas Szabo mmister 1n charge of
privatization stressed m his speech that
the privanzation of state assets 1s at the
halfuway point so continuauion is an ab
solute necessitv 1 order to increase the
economy § competitiveness to create
new jobs and to provide the capital
needed for the econom to function To
dav all commercial umts have been
pmvanzed all compan es have been con
verted mto jomnt stock companes and
about halt ot the compames have prvate
owners Dunng the past three vears the
number of private entrepreneurs has
more than tripled nsing to 800 000
while the number of compantes has nsen
10 170 000 more than a 20 fold increase

Laws have been made on compensa
tion and on the quanufication of co op
eraunes assets Consequenthy the com
pensation ‘ouchers appearing 1 the
economy have entered the Hunganan
caprntal market and through the land
prinatization 90 percent of the agricul
tural land can go into the hands of about
500 000 new owners by the end of the
vear Enabling foreigners to invest here
did not bar local inyvestors 1rom the
privatization process Fortv thousand
people participated 1in the Emplovee
Share Ownership Program and more
thin 10 000 Hunganan small investors
used E Ciredit Another outstanding re
sult of the privauzation process was that
last vear foreign capntal of about LSD 7
bilhion flowed into the country equina

lent to about half of Hungary s net debts
The achierements prove that privatiza
tion was not serving political purposes
but was pnmanly carried out on the ba
sis of rational economic nterests That

i
is exacthy the reason why the mimster

considers 1t a mistake that 1t 15 mamly
pohiucians rather than economic experts
who cntucize the pn\atization process
While public figures speak about
privatization scandals week after week
the companies with new owners talk
about the good results of the privanza
uon also supported by the profits these
companies mahke

THE DEVELOPMENT OF THE
PRIVATIZATION PROCESS

At the imtial spontaneous phase of
the privatization process mustahes and
abuses of authority did indeed occur
This however 1s not caused by a lach
of expertise simnce the two holding or
canizations did not even exist in 1989
and 1990 The collapse of the former
marhets and the insols ency of our former
business partners did not exactly help
create a prinate economy  either Neither
competing nor competition had any tra
diion nor was a model readily at hand
which we could have copied at the be
gcinning of the ownershup change This
accounts for the fact that most of the
criicism regarding the privatization con
cerns transaction done n this pertod

The _overnment completed 1ts
privatzanon strategy at the end of 1991
The necessity of creating new regula

tions of transferring the nght of disposal
to the ownership bodies and of talung
steps to strengthen the supply and to
boost demand were laid down 1n this
studv On the basis of the strategy Par
liament created the decrees needed for
the operation of the tw o holding organs
zauons Following these the officials
began to work out the favorable
privatization techmiques such as the
ESOP E Credit leasing and payment n
mstallments whose posnne effects be
gan to show at the end of 1993

TYPICAL CONFLICTS AT
PRIVATIZATION DECISIONS

Tibor Pongracz president of the
SPA s Board of Directors explamned the
decision making mechanism of cases
presented to the Board of Directors For
Hunganan owners the bodv did not re
gard price as the decisive factor which
was not entirely the case when 1t came
to evaluatiny the bids of foreign 1imies
tors although the amount of revenues
achier able was not the onh pomnt of con
sideration 1n such cases eisther Before
making a decision the board considered
several imporiant factors such as mam
tenance of the present employment level
and the size of equity increase eapected
The president of the board stated that
most of the decisions had been nght al
though mistahes were made due to the
large number of decisions However the
fact that the press criticizes the privatiza
uon process virtuallv incessantly 1s ac
counted for by the clash of several 1n

PRIVINFO 41



CONFERENCE

terests duninz the process and the fict
that there nre losers m every tender He
mentioned the re_ulir ar_uments with
the munieipal othiees s an evample re
cently concerning the privanization ot
pharm wies The president of the Board
ot Directors maintamed that 1015 not nght
to _1ve large assets to the municipal of
tices as thev are not v better owners
than the state Theretore Pongracz 1s
battled by the court ruling which gave
the ownership rights ot the pharmacies
in Behes County to the local municipal
office especially considenng the fact
that the Parliament had already made a
clear decision on the matter 1n the SPA »
favor

THE STATE AS AN OWNER

In his speech Lajos Csepr CEO of
the State Holding Company (AV Rt)
argued against entrusting to munistries
the management of comparues which are
to remain in long term state ownership
He believes that the munistries would
onlv be interested 1n increasing quantity
while 1gnoring etficiency Moreover
because of sociological and authority
considerations none of them would dis-
pose of aloss making company The AV
Rt however also performs supervisory
tashs apart from those stemming from
ownership Consequently the AV Rt 1s
prnimarily iaterested 1n efficient manage
ment and in growing the value ot state
assets rather than in sheer possession
He mentioned the change 1n the nghts
and opportunties of the general manag
ers of the compantes owned bv the AV
Rt It 1s no longer the board of directors
but the annual meeting who decides
about their legal conditions so the state
can really use its ownership nghts From
now on the salanes of general manag
ers will depend on the profits of their
company so the head of a company
which owes debts to the state cannot get
a pav raise The bonus svstem 1s ar
ranged 1n a wav that only a profitable
company can pav under such title Thev
have abolished the practice ot no top
Iimit  and supulated that a maximum of
50 percent bonus can be released Even
this ts attached to the condition that the
companv ts mahing a profit and takes
actions towards privatization

Csept also analvzed the AV Rt s
business result The companies belong
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mz to therr porttolio made a total profit
of HUF 23 billion i1 199 The AV Rt
1s not satistied with this result however
the profit was not a rew ard of a dvnanuc
development but an ettect of covenng
the companies debts And this 15 not
enough as they tailed to tuel the Hun
ganan economy  the CEO concluded
There 15 no known tormula for the
Eastern Europen transtormation said
Horst Fohr PR manager ot the German
i a lecture entitled
Solution to Hungarian Privauzation

from a German Perspective  Hungary

should not count on external help he '

satd Hungarv has to solve its problems
alone just like the Germans did He
stressed that the transformation cannot
happen from one dav to the next savy

mg Those who believe that in one or
two years we will reach Canaan will be
disapponted In spute of this he recom

mended completing the change of own

ership as fast as possible Hastiness of
course has consequences In Germany
the costs of the transtormation process
are a lot higher than the revenues gener

ated by the prvauzation One reason for
this 1s that modermzation and retaming
the production capacity (and as such
keeping the jobs) were the prime goals
Even so they could not avoid hiquidat

ing over 3000 companies

FIRSTHAND EXPERIENCE

Istvan Bruckner general manager
of Centrum Aruhazak Rt spoke in the
name of a happv successful and con-
tent community He explained and
praised the opportuniues an ESOP or
gamization has 1n the name of Europe s
largest such organmization He compared
the four vear process of transformation
to a plav with a happv ending where
the audience does not know whether 1t
will turn out to be a tragedy or a com
edy Itall tumned out well in the end and
they look to the future with confidence
since they have remained profitable dur
ing the past tour years Thev prepared
themselves for the privatization Getting
the capital was not really a problem et
ther Besides using the usual E Crednt
construction thev managed to get a
HLF > bilhon lc;an indispensable for
further developments It should also be
noted that more than 6000 employees
parucipated 1n the buv out bv investng
more than HUF 60 million

Bruckner spoke of the possible dit
ticulues of the tuture as well He hopes
that the antazonism inherent between
emploves and owner can be dissohved
The steadsy reconciliation ot interests
will not be easy either 15 a consortium
ot erzht to 10 members also holds a stike
in the company apart trom the ESOP or
ganization

Tobacto .rowers however did not
want this kind of privatization Andras
Semsey president of the Associaton of
Tobacco Growers stressed that only se
rious capital tnvestors were considered
No one ¢else could have provided long
term production secunty Theretore they
lobbied strongly tor the Lnited Lea To
bacco when the privaunzauon of
Nvidofer occurred “ow 1t seems that
bestdes ot the technological change the
10 000 tobacco growers 1n Nvirseg can
heep their jobs Thev recenved credit and
support

Cerbona Rt chose a rather complhi
cated privauzation method A limited
companv formed bv the management
the ESOP organization some of the
growers and some private 1nvestors as
well were all part of the consortium
which was created for the privatization
Tthor Csodo mamntained that the enter
prise was viable 1n 1ts present form
However trust and knowing one another
are of utmost importance 1n thts com
panv structure

Of the foreign investors the most at
tention was paid to the speech of the of
MagvarCom representative Magvar
Com plaved a major role 1n the priva
tization of MATAV Rt Paul B Gross
an official of the German Amencan con
sortium pointed out that competition
was extremelv fierce On top of that the
monev at stahe was USD 87> million
He found 11 important 1o stress that in the
management of the companv  the AV
Rt and the ViagvarCom are involved to
an equal degree He said that buying
MATAV was important to them because
they look turther planming to establish
a network covering the whole region
Finallv he added We shall spend about
LSD 4 billion on development 1n vour
countrv by the vear 2000

Szabo spohe tn favor of diversity 1n
privauzation m his concluding words
He placed special emphasts on the 1m
portance ot toreign mestors and finally
stated the private economs has tahen
vontrol in Hungary

_— e —— i tam——
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2.0 and has registered caputal of USD 210
mulhon operates 80 shops and shopping cen
ters with an annual turnover exceeding USD
0 mulhion

The tender invitation allow ed pavment 1n
cash or E Credit as well as compensation
vouchers Rules of 1w and the SPA s ten
der rules regulate pavment with compensa
uon vouchers of foreigners and Hunganan
companies with foreign interest The terms
of pav ment and terms of reference are stipu
lated by the Law on Associations the For
ergn Exchange Regulations and the Law on
Compensation Foreigners can only pay with
compensation vouchers if they have a per

mit trom the for=1gn exchan_e authorities or
if they are houders of compensauon vouch
ers 1n thewr own night But 1t a toreigner es
tabhishes a firm in Hunzary or if he 1
owner of an as ociation m Hungan then he
1sregarded as 2 esident and as such here
Lenes the same treatment as anv other do
mestic Imestor

In the process of the privatization of
Budapesu kozert Rt both the Austnian
Huma and the Israeh Super Sol set up im
ited companies w hose registration was under
way dunng the tender procedure Under Hun
ganan laws firms which have submutted therr
registration applicaton but have not yet been

[

, regustered can conclude contracts since the

date on which the application 15 submitted 10
the Registrv Court 1s regarded as the date of
registration Since the Hun_anan Regsin
Courts are overburdened and the wart to get
registered 1s long 1t was logical 1o apply this
practice  Thus the tenders for the
prvatizauon of Budapest Kozert Rt submit
ted by the himited compames with forer n
stahe whose registration was underwav was
quite legal and they are enntled to pav 1n
compensation vouchers The bidders have
agreed to buv the compensation vouchers at
the Budapest Stock Exchange

magos

EUROPE’S LARGEST ESOP ORGANIZATION

Department store chain Centrum Rt has registered capital of HUF 5 billion and shoreholders’ equity
of HUF 8 7 billion The company has a chain of 26 stores, whose turnover totalled 300 million in 1993
Turnover 15 expected to amount to HUF 19 5 billion this year, with pre tax profit of HUF 450 million
Centrum's ESOP organizahon and a imited company set up by the management purchased a 51 5 percent stake
at face value The consorhum established by the two groups paid HUF 420 million in cash,
HUF 754 million with compensation vouchers, and HUF 1 374 billion using E Credii

CENTRUMSINRIEMBLEONEE

O\

NERSHIE

With the signing of the prnivauzation
contract after four years of wrangling the
case of the Centrum Aruhazak Rt (Centrum
Stores Rt ) has come to an end The SPA
sold >1 percent of the Centrum shares to the
ESOP organization and to the consortium
estabhished bv the management called
Strategia Kft (Strategy Kit)

The assets of the Centrum are HLF § 7
bilhon and 1ts caprtal stock 1s HUF 5 bil
lion Twentv stx percent of the assets of the
chain store was acquired bv the 3500 mem
ber strong ESOP organization and 2> per
cent was acquired by the Strategia Kft Lo-
cal governments hold a 13 5 percent stahe
mn the Rt which employs 4000 people and
has 26 stores The SPA will sell a further
10 percent stake to the emplovees on favor
able conditions and will keep 2> > percent
These data show that the emplosees and the
majortty owners of the chain store are the
same Thus one of Europe s largest ESOP
organizations was created at the Centrum

Emplovees can buv the 51 percent block
ot shares at face value of this thev will pav
HUF 420 rnulhon 1n cash HUF 74 mullion

i compensation vouchers and HUF 1 374
billion with E Crednt

Qut of the 25> percent stake bought bv
the management they will heep only two
percent the remamming 23 percent will be
handed over to producers and consortium
partners The chain store can immediatels
recerve a capital injection since under the
privatization contract the associations form
ing the consoruum were only able to buv
shares at face value on the condition that
thev undertooh capital increases mn the range
of HUF 40 250 mullion totalling HUF 900
mullion 1n two vears time

Among the members of the consortium
1s the investors  group of Andrew Sarlos the
Hungarnian born Canadian businessman
Thus group has agreed to perform a caprtal
mcrease of HUF 1 billion within a vear and
thev have also bought the block of shares
worth HLF 2~0 mullion of Gellert Co
which because of changes m condiions
withdrew

The Geller Co was an interesting
plaver in the transaction From the bloch of
shares worth HUF 230 rrulhon 1t wanted to
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buv ~ under a background agreement con
cluded with Centrum which the parties are
otherwise entitled to prior to the deciston
of the board - 11 would have resold a block
of shares worth HUF 150 mullion with con
siderable profit to the MBO or if the man
agement proved insolsent the company
should have paud for the shares regained this
way

But the bachground agreement got
around prior to the conclusion of the pnva
tization contract Therefore the SPA decided
that 1t would postpone the concluston of the
contract in order to thoroughlv examune the
conditions of the bachground agreement
But the withdrawal of the Gellent Co
cleared the last obstacle in the wav of
pmatization

With this form of pnivatzation the par
ties involved think that the future of the
cham store which has operated profitably
so far 15 guaranteed Three new unuts have
been added to the Centrum 1n recent years
and half of the stores have been renosated

(kovacs)
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Matay the Hungarian Telecommunications Company had an after tax profit of HUF 1 6 billon on o turnover of HUF 67 5 bullion i 1993 HUF 400 milhion of the
after tox profit was spent on payment obligatians to be covered from the after tax profit The remaiming HUF 1 2 billion was sef oside as dividend fund In line with
the privatizahon deal HUF 500 million i dwidends was poid to the State Holding Company {AV Ri) MagyarCom Consortum {Deutsche Bundespast Telecom —
Ameritech) which holds a 30 2 percent stake EBRD with ¢ stake af 1 98 percent and IFC (0 98 percent} transferred thewr diidends into the profit reserve togather
with the HUF 300 88 million contrih t1on to the reserves from the AV Rt which holds o 66 74 percent stake 1 Matav Matav Rt hos registered capital of HUF 104 228
tilhon and its profit and copital reserves previously staod of HUF 77 bidlion Matav Rt plans to estabhish 250 000 new ielephone fines {including 75 600 1n Budapest)
this year, which represents an increase of 19 3 percent Matav plans fo spend a total of HUF 34 bilfian on regions covered by its national concession and RUF 9 biflion
on creas which it gomed through local tenders while HUF 21 § billion will be speni on additional vestment Twenty nine of Hungary s 54 regions are mcluded m 1

national concession while 10 further primary areas were owarded to Matav following 25 lacal concession fenders Matav Rt has installed some 500 000 new lines
since 1990 bringing the fotal number of phane hnes m Hungary up to around 1 5 million

VAT

A long held wish of the emplovees of
the Hunganan Telecommunications
Company, VMatav Rt, came true when
the AV Rt decided at the beginning of
‘Man to sell shares to the company’s em
plovees The emplovees of the country’s
largest telecommunications compansy
will be able to purchase shares at a 50
percent price reduction

The AV Rt offered 278 833 of 1ts
\Mata shar= 10 a face value of HUF 10 000
each which represents 2 7 percent of the
total stock of Matav shares said Jozsef
Baranyar head of Matav s Human Re
sources Development Department The pur
chase price which was set down by the AV
Rt was the sam= as MagvarCom paid dur
ing he privatizanon of the company that
15 236 1 percent of the face value Of this
the AV Rt gives a 30 percent discount and
also grants further preterences for the re
maining part Emplovees will have to pay
1> percent of the reduced purchase price in
cash or with compensatuon vouchers and
the rest 1n instaliments over three vears with
interest the same as that of an E Credut

The average number of shares an em
plovee 1s expected to purchase 1s 15 and
no plans have vet been approved tor a pos
sible oversubscription The maaimum
number of shares an emplovee will be al
lowead to purchase will be specified under
ine allocauon regulations of the asset man
agement organizations Since not only the
emplot 2es but other groups as well are in
teresred 1n Matav shares these groups
po< thle pre emption rihts may himut the
number of shares emplosees will be able
to parchase The AV Rt has approved
a_ulations for emplovees selling their
stake 1n the compan to 1 third person

These regulations stipulate that Matay has
the nght to repurchase this stake within
five vears If an emplo ee leares the com
pany within three vears of the subscripuon
of the shares the shares will have to be of
fered to the companv at the purchase price
the emplovee pad for them The AV Rt
considers the nghts for repurchase and pre
emptlion important because 1t wants 1o
avoid creating a profit incentne for em
plovees to purchase shares The AV Rt
wants the emplovees to purchase company
shares to strengthen their ties to the com
pany The subscription period 1s expected
to begin 1 September after all the details
of the subscription are cleared up
Emplovee ownershup 1» not new at
Matav since 1t was alreadv included 1n the
reorganization plan Employees have also
been interested in the share purchase and
therr interest has grow n stronger after the
enactment of the Emplovee Share Own
ership Program (ESOP) the Property
Policy Guidelines and the launch of the
Preferential Share purchase Program
(PSP) The employees interest represen
tation orgamizations put pressure on the
company when the privatization process
approached the end (Matav emplovees
are represented by one large and several
smaller trade uruons } Magvar Tavhozlest
Szakszen ezet {Hunganan Telecommunt
cations Trade Lnion) to which most em
plovees belong and the Central Work
place Council unanimously wanted the
emplovee share offer vefore the
privatuzavon Their sumev of the
compans s emplovees proved a heen 1n
terest and mtenuon to purchase shares
However the A\ Rt retused the pro
posal saving the shares would have a real

OWNERS

price and alue onlv after the
privatizaton

Matay s management has alwavs
agreed with the emplovees organizations
on the importance of the emplovees own
ership Smaller disputes occurred only on
the specific date for it and the amount of
shares to be offered for the emplovees The
management considered emplos ee ow ner
ship tmportant because 1t 1s 2 method
proven in worldwide practice Emplovees
behavior and atttude toward work are
strongh influenced bv being able to re
cene dnidends and to influence price
rates For example thev understand the
management s siew extremels wellincen
sis situations hence thev are willing to
mahe temporan sacnfices In addihon
thev closelv momtor the company s activt
ties and business performance At Matay
the emplov ces are fullv aware of the new
opportunities which have opened up as a
result of tne privanzation and the equity
raise thev know the company s manage
ment well and trust their shills Inview of
all this thev consider the share purchase a
profitable imvestment since thes all count
on the mcrease of the share prices

The promotion of Marav s ESOP pro
gram 1s tn harmony with the programs ~
compensation PSP ESOP E Credit and
so on — which have been designed to pro
mote share purchases of many people n
the past few sears These programs are
reculated by the Properts Policy Guide
lines and Matav s ESOP program 1s car
nied out according to the AV Rt s coneep
ton In the future Matay wants to offer
more shares to the emplovees every ume
the equits 1s rmsed but the conditions will
not atwasvs be so preterenual

TL
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RESULTS OF PRIVATIZATION |

OBJECTIVES AND RESULTS
OF PRIVATIZATION

Objecnives of and expectatons from Hungarian
pruahzanon

Pnvanzauon 1s a process of social adaptation myolving the pnvan
zauon of the business property of the state (valued at more than HUF
2 billion) the transfer of local government property (valued at HLF
2 swllon) the registration of cooperative propertv (valued at HUF
200 tillion and involving 1 2 mullion persens) and compensation (val
ued at HUF 220 billion and 1nvolving 1 3 mullion persons)

The pnmary objecuve of Hunganan privatuization has been the
establishment of an efficient market economy controlled by owners
and competitive internationally contributing to the modernization ot
compamies by addinonal drawing in of caputal and to the restoranon
of the economic equilibnum through pnivatizauon proceeds Prva
uzauon at the same time fuels economuc restructunng and helps en
sure the countrv s integration nto the world economv In addiuion
an important objective 1s to maintaun jobs None of the pohtical forces
questioned the strategic objectives of economuc transtormation and
privauzauon

At the same nme the 1mplementation of these objectives faced
difficult international and domestic conditions

The 1nitial objectives of privatizauon and expectations had to be
confronted with the conditions of the economic transformauon pro
cess I rst among them 1s the Hunganan state debt which n com
parson with GDP 1s the fifth largest in Europe Mayor problems in
clude the increase of the budget deficit. inflation bankrupteies and
liquidations involving a great proportion of the corporate sphere In
the wahe ot the collapse of the former Comecon markets and the
shrinhage ot the internal market sales opportuntties decreased caus
1ng the profitabilitv of companes to decrease substantially in the vears
atter 1990

Phases of the privatization process

In Hungary the first phase was the period of spontaneous pnva
uzation between 1987 and 1990 The spontaneous process was made
possible by the corporate and transformation laws The process of
the transformation of enterprises appeared as rearrangement mnto cor
porate forms as the first step of privauzation at a ime when state
ownership still dominated The extent ot pnvauzation was smaller
then but the inflow of foreign capital however slowlv began At
the same ame society has been rmitated by the phenomenon of those
In power mamntatning their posittons through spontaneous priva
tization

The second phase of pnvauzation set in motion with the estab
lishment ot the State Propertv Agency (SPA) resulied 1n the strength
en ng of he state control of the pnyatization process and the launch
ing of centrally planned programs A prelimmarv privatization pro
cess sturted which assisted n the massive establishment of small ven
tures by sales through bicding As a result more than 10 000 new

e

ventures were established primanly in the sphere of services In ad
dwon the centrally 1mniated first and second privauzation programs
were launched the first was the pnvauzauon of 20 selected big com
panes with the assistance of foreign consultants and the second was
the privatization of the corporate property management centers Also
the pnvanzation of building enterpnises  valuable office buildings
old chateaus and histonc wine distncts was orgamized 1ato a program
Centrallv iminiated pnivatization programs failed to meet expectations
no massive sales took place At the same ume 1investor imuated
privatization started quickly pnmanly thanks to the sizable mvest
ments of toreigners

The third phase of privatization began 1n August 1992 At this
pomnt the new privatization regulauons took effect on the sale uuli
zauon and protection of property in temporary state ow nership and
on the management and unlizanon of business property 1n perma
nent state ownership

The new regulauons provided for the wransformauon of every
Hunganan state enterprise 1nto a business orgamzauon listing those
whuch will remain in state ownerstup (in 100 or 50 percent or 1o a
smaller extent) The ownership nghts aver these are exercised by the
State Holding Company (AV Rt ) The remaining (much larger) part
ot state enterprises however need to be fully pnvatized which 1s
the tash of the SPA The method of selecting the buyer or the prop
ertv manager s the invitation of tenders and competitive bids

Actuallv the financial set of mstitutions that operates privauzation
and assists in solving structural proolems 1s evolving 1n the third
pnase B then the mass of compensaton vouchers in circulaton sutt
able tor privatization will represent a substantial value and the Ex
1stence Credit granted will reach tens of billions of fonnts The Loan
Guarantee Rt 15 established along with development companies rish
capnal compantes and the wnsutute of loan consolidation

CHARACTERISTICS
OF THE PRIVATIZATION PROCESS

General features

Right from the beginning privatization has been caught n the
middle of conflicting nterests between emplovees and investors and
competing investment groups of different strategies However Hun
ganan privatization was relatnvelv suc~essful tn balancing confhict
1ng interests and often contradicting privatization considerations and
needs This 1s due to the fleubile and pragmauc pracuce of priva
uzation which disunguishes Hunganan pryatization from the cen
tralized and less diverse methods of other countnies

Hunganan prnivauzation pracuce implements a marhet tvpe priva
uzauon The most important privatization objecuve 1s to create effi
cient owners control with genutne owners In the course of tender
ing wn addition to price offers the professional abihities of the inves
tor are also taken into account The prinuple of competiion 15 to
ensure the equahitv of chances and the openness of the pnvauzation
process
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The marn feature of Huneanan privatization 1s 1ts diversity No
privatization techmque predominates the transformauon of owner
ship 15 underway 1n several channe's simultaneously  The majority
of the busers of state property are trade investors Lnul the end of
1992 th~ 110 of rorei_n capital in the acquisition of property was
vers high (70 1o 80 percenty But as ot 1993 pnmanly as an effect of
preferenuial techmiques the participation of Hungarian nvestors has
become dominant

Pruanzation techniques and mmethods
The Evstence (E) Credit

The E Credit has been available to Hungarian investors since
1991 The amount of state properts purchased with this credst has
increased every vear The utihzation of the E Credit got new impe
tus at the beginning of 1993 when the government mtroduced easier
terms  the base interest rate was decreased to three percent onto which
creditor banhs were allowed to charge a maximum four percent in
terest differenual By the establishment of the Loan Guarantee Rt 1t
became possible for beneficianies provided they did not have adequate
funds to ash the Rt to act as pa\ing guarantor

After the modifications the own tund expiration pertod and grace
period changed as follows

Total amount of loan Ownfund Expiration Grace

and nstallments period period |
| Up to HUF > million 2 percent 1> years 3 years

Above HUF 5 mullion 1> percent 15 years 3 years

Supplemenung their own funds with E Credit manyv Hunganan
citizens have become the main parucipants of mnumerable success
ful privauzation transactions The ratio of privauzation purchase trans
actions settled by E Creduts rose to 21 percent in 1993 The growth
was enabled pnmanly by the easier terms for drawing loans The to

tal amount of E Credit drawn by the beginning of 1994 reached HUF
32 bullion

ESOP

The Emplovee Share Ow nerstup Program 1s an important instru
ment of preferenual property acquisiion n many cases saying jobs
from liquidation Also through the ownership conscience of employ
ees 1t can promote more efficient economizing The spectacular up
swing of sales through ESOP was an ample response to those who
doubted this form of share acqu siuon by employees While emplovee
share ownership took place 1n seven cases in 1992 the number of
ESOP sales reached 126 by the end of 1993 with a total value of
over HLF 23 billion Under the ESOP program 4> 000 persons ac
quired propertv by the end of 1993

One guarantee of the stabihtv of ESOP compamies might be that
contrary to often heard cniucisms a large number of the sales took
place not agamst the managers will but with their active participa
tion or even at ther imnative

In manv cases an ESOP offer 15 accepted because external in
vestors would offer only a lower price and 1ts approval would prob
ably result 1n the appearance of owners short of sufficient capital
Even in such cases ESOP enables privatization after which the
compan\ s management (1n mans cases becomng part owners) can
concentrate on stabtlizing the compeny In a number of cases they
acquire property together with extemal investors who contribute to
the acquisition of funds necessany for later development Repayment
of ESOP loans 1s due in three vears thatis from 1996 97 B then
the stabihization of the market posiions (evident since 1993) will

hopefully allow the accumulation of revenues and thus repay ment
will not be impeded

PSP

This program 1> meant to accelerate the pnvatizauon of s ate prop
ertv Tnrou_h the Preterential Share purchase Program (PSP) ses
eral hundred thousand new owners will appedr on the market who
will be able to subscnbe the shares of 70 well hnown Hungarian com
panies at a value of HUF 120 bilhion As of the launching of the first
phase of the program in Apnl 1994 tens of thousands of ciuzens are
able to subscribe share property 1n p ofitable companies mosthy 1n
the commerctal hotel industries Companies put tn the PSP program
were those 1n which the property 1s owned at 31 percent by trade
imestors Thus mught be an adequate guarantee tor the profitabiliy
of the companes and their future stabilty Therefore 1n addition to
the concern of small shareholders for a dividend there 15 also nter
est from trade 1nvestors concerned about the sufficient development
of the company Tne successful cooperation of small investors and
trade partners 1s well illustrated by the cases of Danubius and Pich

The following companies are to be involved in the iuual phase of
psp

~1In 1991 the Sopron Brewery went to the 31 percent ownership
of Braun Lmion AG the largest Austnan brewery company The 4us
tran partner ransed the ongmally HUF 1 ilhon equity by HUF 500 mul
lion thus the previous 40 percent share of the SPA decreased to 28 per
cent In spite ot the 1> percent d=chine of domesuc beer consumption
last vear the Sopron Brewen s sal s fell by onlv five percent climbing
from fifth to third plac. m the business on the domesuc mark=t With

HLF 27 billion 1n sales revenues the company produced a HUF 500

mulhon profit

- The equits of Pannoma Hotels 1s HUF 6 7 illion on which the

Accor hotel holding of France shares >1 percent Also the London based

EBRD holds a few percent share pachage Ongmally the mroduction

of the compant on the stock exchange was planned later but even so

there ts no obstacle to the public share 1ssue takine place n autumn 1994

The SPA shares HUF 1 4 billion of the equitv one third of which will

be put 1n the PSP program

- Pannonplast Rt. mostlv known for 1ts Curver brand household
arucles was organized into a holding of more than a dozen limsted h
ability companies last vear Fiftv one percent ot the ownership propor
tion of the holding center was taken over by a foreign financial imvest
ment group tn 1995 In the indiv1dual companies several Japanese Aus
tnan korean and Brush plastc mndustn compames have shares The
turnover of Pannonplast producig pnmanly for the domesuc marhet
fluctuated around HUF 4 5 billion 1n the past vears and produced HUF

500 mullon in protn At the general meeting tm March 1994 the raise of

the equity was decided By this the SPA s share which can go to the

ownershup of ciuzens under the PSP dechined to 10 percent

— The public share 1ssue of Global TH Rt will be implemented
despite techmcal difficuluies which have since emerged Results of the
companv which has had 2 HUF 1 2 billion equits since mid 1991 dem
onstrate the solidity of the business The tunos er of the companv which

has 44 department stores was HUF 2 2 billion n 1992 and HUF 27

biilron 1n 1993 Its pre tax resuit was HLF 1 O mullion for ca h ot tho-e

vears It was decided at the latest general meeting that Teseo the largeut

Briush supermarhet chain will acquire a share by a total ot HLF 26

biltion raise of the equity 10 Global TH Thus the SPA ~ share 1n Global

dechined to 14 percent

Compensation

Compensauon the legal remeds for offenses commutted against
properts and people strengthened the principle of a market economy
bascd on private ownershup and the mviolabilits of property bascd
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on le.al _uarntess The [ 2 million cizens entitled tor compensa
uon vouchers 2t 1 norunal salue ot HUF 250 billion besond partiil
hiran 1l compensation were able to become active parucipants 1n
prauzanon The ntroduction of corrpesation yvouchers tn the stock
ex hange wis a myor step which 0 addition to stibihzing the rate
ot he compen auon vouchers acquaimnted those compensated with
the operition of the capital market wnd helped expand participanon
i pris wnizaton The wide rangin, unlization of compensation vouch
ers i privatizatien at the same ume enables the paruaipation of do
mestiv 1nvestors 1n privatzation amid preferential condiions Afso
trom an instrument expanding privauzation demand compensation
nuredsin.ly grew 1nto an instiution encouraging the weeleranon of
privatization

Fundamentallv the balance of the compensation market 15 deter
mined by the volume and ume span of the 1ssue and final utihzation
ot the vouchers Therefore the presentation of an adequate priva
tization supply 1s especiallv important

A of the end of 1995 HUF 90 billion worth of compensaton
vouchers of the total HUF 230 ithon due were put into circulation
and HUF 20 billion nomunal value worth of compensation vouchers
have been uulized up to the beginning of 1994 The government 1s
conunuouslv expanding the opportumities for utihzing compensation
vouchers in privauzation and increasinglv relies on compensation
voucher/share swap deals in which those onginally compensated can
directly participate and enjoy a clear advantage

Cnucisms that compensanon would tngger a return of inflation
have not proven comect In fact compensation regroups a part of
privatization proceeds for those compensated At the sale of state prop
ertv through tenders 1t represents preferences acceleraung priva
uz.uon which however does not necessanlv result in loss of rev
enues as the purchase price 1s pnmanlv determined by the develop
ment of privatuzanon demand and supph From the sale of compen
sauon vouchers almost as much cash 1s flowing in consumption as
the buvers of compensanon vouchers spend on 1t from thetr own sav
ng

The achuevement of compensation 1s that 1n contrast with other
Ea~ ern Central European countnes Hungarv was able to avoid
ur.lanfied ownership situations stemmung from returming propertv
in hind which would have substanually stowed down the transfor
mation of ow nership

Preliminan prnatization

As of Januarv 1994 a towal of 9259 shops were pnvatized 1n the
course of prelimunarv privatization which 1s close to 90 percent of
th> shops ongmallv drawn tn the program Duning the sales HLUF 16
buton n privanzation revenues were collected (at a 149 2 percent
rate) Sales prices reached 143 percent of the bidding pnice Units
privatized this wav make up more than {0 percent of the full shop
network of retal trade 1n 199° (Compared to the shop network of
1991 this value 15 close to 15 percent )

Shop by shop sale in trade catering and consumer senvices s al
most complete tn 1993 another 1400 shops were sold

Self prnanzarnon

The SPA announced the self privatization program in two phases
apth cal'ed the privanzauon of pnvatzanon It involves a group
of consulants managing privatizatien 1ncluding the sale wself n the
name of the SPA Bv this the SPA greatlv increased its capacuty for
privatizauon although privanzanon was not essentialhy faster than
when the SPA conducred the sales uself Up to October 1993 HUF
1~ bilhon was cotlected from the sale of 24> compamies Businesses
o mahe- importance were the mam participants in the First Pnva
tizanon Program and emplovees parucipation was also consider

able (>le ot 211 compantes with HUF 7 billion 1 revenues HUF »
billion came trom emplovees HUF 3 4 billion from domesue and
HLUF 05 bithion trom foreian investors) However in the Second
Privanzaton Pro_ram consisting of medium size companies the
wer ht of external domestic mvestors was the 2reatest (the sale of +4
comp nes totalln. HUF 6 billion of which HUF 3 4 illion came
trom domestic tnvestors HUF 15 billion trom emplovees and HLF
t 1 bullion from toreizners)

Pinanzation at the stoch exchange

Introduction at the stoch exchanae sets stnt requirements on com
pamies to be put on the stock exchange whch onlv a few can meet
1 the unfavorable economic environment Therefore not many
compnies are privatzed this way Howeser appearance at the stock
exchan_e moving a wide spectrum of mnvestors contributes to the
success of privatuzation as a whole

Therefore pnmanly big well known and successful companies
were put on the stoch exchange 1n the summer of 1990 fbusz be
came the first major secunity on an Eastern European stock exchange
At the end of 1992 the SPA successfully sold the shares of Pick (in
volving 1> 000 small investors) and Danubius wath substanual pref
erences to small imvestors Another successtul 1ssue of shares that
of Zwach Rt took place after pnvanzation By the introducuon of
the compensauon voucher at the stoch exchange turnover at the stock
exchange greatlv increased and the marhet of compensation vouch
ers also stabilized The success ot the compensation voucher/share
trades are expected to be founded bv stock exchange ntroduction
Good examples of this wclude the success of the Pnmagaz Globus
and Domus exchanze actions in December 1993

Foreign capital

Foreign capital 1s indispensable 1n restructuning the economy
In manv cases drawing in the necessarv capital for modermization
can be expected onlv from foretgn capital Public privauzation on
a marhet base and the fact that a mayor proportion of the Hungar
120 2conomy 1s operating i a competittve enyronment lLimuts for
eign capttal to acquinng marhets as 1t can maintan the posiions
it acquires onlv through further capital investments and modern
1zaton

After the imitial domiance of the commercial and senice sphere
major foreign insestments were also effected in the production sphere
Insumman some 40 percent of the LSD 7 bilhon worth of toreign
capital investment 1n Hungar up to the end of 1993 came through
pmranzation The joint ventures operaung with the participanion of
the LSD 7 bilhion foreign capital provide almost one quarter of the
Hunganan added value

The mayor capital investments amd the chromic domestic short
age of capital have so far been due fundamentalls to foreign capital
The liquidity of the compantes involved and sometimes the tools for
sunival improsed substanually In manv cases privatization was also
accompamed by technological and organizational modermization

Privatization of companmes
ut permanent state ownership

The establishment of the State Holding Company (AV Rt)
August 1992 was a turning pomnt n the privauzation process in Hun
ganv One hundred sixty compames of everv sphere of the economv
which are of nationally strategic 1mportance are 1n the portfolio of
the AV Rt Pursuant to the law the rauo of permanent state owner
ship 15 2> percent plus one n a tew cases 75 percent plus one vote
or 100 percent The prvauzauon of MATAV the Huneanan Telecom
indrcates the launching of the process 1t 1s outstanding for two rea
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sons the price pad for one Ime was LSD 2700 i the cse of MATAV
(bv nternational compatis - the nest highest price achien ed per hine
way LSD 1500 10 New Zealand) and the mvestment will result 1n
connceting up § 900 000 new telephon= lines 1n three to four vears
By announcing local concessions MATAV n contrast with its pre
vious natnondl monopoh  will encourage competition to brin, about
hizh standard and aceeptable services In 199+ HUF 100 billion
worth of property was sold at the AV Rt most ot which was repre
s nted by the sale of 0 percent of MATAN One of the maim objec
tves of the AN Rt i~ 1o sell 50 perc=nt of the property 1t manages by
the end ot 1996

BALANCE
OF HUNGARIAN PRIVATIZATION

Facts and figures

Total privatization resenues of the SPA and the AV Rt together
reached HUF 280 billion by the end of 1995 and HUF 310 bilhon by
the beginning of 1994

In additton to sales HUF 120 biilion worh of propertv was alien
ated during property protection transactions and another HUF 60
6 ~ihon worth of state property went to companies 1n mived 0wn
ersrup as properts m hind Thus HUF 500 billion worth of state prop
erty was privatized m the three and a half vears of the prvauzanon
process

If the state propery before privatzanon estimated at HLF 18
trithon 1s reduced by the value of property imvolved m hquidation
then >~ 40 percent of the net state total property estimated by ex
perts at HLF 1 2 tnllion has oeen privatized

Privauzauon at the SPA involves a HUF 400 billion property
value This exceeds the book vatue (HUF 399 bitlion) of 1ts rematn
ing property Taking into account that the present SPA property 1s
worth only HUF 26~ billion at the average 65 percent sales rate valid
at the end of 199> the estimated privatization rato 1s close to the
o thirds level at the SPA which 15 a noteworthy result even by
mnternational companson The public offer of the propertv that re
mained 1n the porttolio of the SPA will be fully offered for public
sale up to mid 1994 The activity of the SPA enjoys increasing pub
ey 97 percent of the tenders are open and wide ranging informa
tion 1s available on the companies put on sale In the past three and
a half years sales ratio was 90 percent at the SPA (in 1991 and 1992
thus ratio was 110 130 percent due to the sale of compantes with bet
ter profitabilitn  howeser 1t dechned to 6> percent by the end of
1993)

Because of the nse of preferential techmques the proportion of
privatization revenues from Hungaran inyvestors has been rapidly 1n
creasing since 1992 While revenues collected from domestic inves-
tors reached 22 percent of annual proceeds in 1991 this ratio increased
10 +> percent m 1992 and 67 percent i 1993 to 84 percent by Janu
an 1994 The less substantial increase of formt cash revenues ind
cates the dommance of preferential techmiques It 1s worth noting that
tn addition to the quick expanston of loan arrangements 1n 1992 and
1993 revenues reahzed 1n compensation vouchers have had an 1n
creasin v powertul role since 1993

Of the HUF 1 » milhion worth of state property assigned to the
AV Rt the proportion remaining in permanent state ownership 1s
HUF 600 bilhion Thus 15 represented pnmanly by public service com
pantes which used to be tn state ownership even i the advanced mar
het cononues Ot the HLF 700 bilhion worth of property to be priva
uzed the sale of HLF 100 bilhion worth of property was completed
and the remaining HUF 600 billior worth of property will be offered
tor sale soon

Strengtheming p1vvate sector

According o anstes the ranio of the prvate sectorin 199 Jom
nat=a at 22 per .nt within e total national econonuc added v alue

In the comp= ure ~ector the rato of ventures tormerhy 1n pre
do1manthh stars ownership deerzased to 23 50 per »nt within em
plovment B theend of 199 the wer_ht of the private sector reached
70 7~ percent Within added s alue the rauo of p nate sector is lower
but at least 60 p=rcent (Ot the 750 000 emplos ees of the state owned
bustness or.amzatons the number of emplovees of companies un
der the SPA < porrtolio was 292 000 tn 199> and 284 000 at compa
mies assigned to he AN Ru) Pmyauzauon stubihized emplosment for
400 000 persons (The number of emplos ees in companies prvatized
up to 30 percent 15 273000 and the number of jobs stabilized n
course of prehminary privatizauon sales aimed at properts protec
uon and 1n hand properts 1s 273 000 ) These 400 000 emplos ees make
up 17 19 percent of the emplosees at ventures with legal entity of
the competitive sector (Taking nto account individual ventures the
raito of labor force stabihized n the competiive sector by way of
prvauzation 1s 1> 14 percent ) Ventures mvolved 1n prasatization
provide one quarter of the added value of ventures with legal entity
1n the competitit e sector

In the process of privauzavon the corporate propert sales ap
proved by the SPA the uulizauon of SPA proceeds for reorganiza
ton and guarantees provided a total of HUF 150 billion worth of re
organizauon fund for the companies involved

The number of persons who acquired employee property 1s 150
200 000 Thus figure 15 based on an estimate according to which em
plovee propern was distributed among the employ ees of three quar
ters of the companies sold and of this every emplosee recenved prop
erty then Under the Emplovee Share Ownership Program 4> 000
persons acquired p.operty

The most controversial 1ssue the effect of privatizauion on un
emplovment concerns companies tn a difficult financial sitwation
1N most cases without privatization esen more emplosees would have
to be dismussed According to emplos ment figures although staff re
duction 1s substantial at privatzed compames privatization increased
the securty of employment Staff reduction at prvatzed compunies
was of a smaller extent than the average reduction of industrial em
plosess

In one vear {1991/1992) the reduction of emplovees was 22 per
cent on aerage ar state owned economuc organizations assigned to
the SPA (50 percant at enterpnses and 12 percent at business organi
zations) while 1t was an average five percent annually duning three
vears at pri atized companies (a total of 15 percent dunng three vears)

DEVELOPMENT
OF DOMESTIC AND FOREIGN OWNERSHIP

100%

0% | =
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0%
1990 1991 1992 1993
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DEVELOPMENT OF THE VOLUME OF ESOP SALES Year Total ESOP  Majority ESOP |
| AT COMPANIES MANAGED BY THE SPA ] (HLF thousand) (HUF thousand)
Vol me tiho so d HUF) 2nd guarter 1992 635 856 635 856 !
B 3rd quarter 1992 1390 046 1270946 |
70000 000 4th quarter 1992 1744206 1566 346 '
15000000 Ist quarter 1993 7103 098 6811863
2nd quarter 1993 13 566 471 12655981 |
10 000 000 4 i
3rd quarter 1993 16 380 948 15352 908 !
5000000 4th quarter 1993 23776 121 20776 891 ’
0
E E z & £ £ =
: & B B : 32 %
E F % z & Z z ESCP COMPANIES ACCORDING
= = = = = = = TO THE NUMBER OF EMPLOYEES
I Torol numbe of ESOP sales D Number of maje ity ESOP awnership
301-500 501-1000
1% _ 16 %
Number of emplovees Number of companies ! Y 1001-
050 13 201-300 A 8%
51 100 20 13% _ ' B8 below 50 persons
101 200 22 12 . e
' 201 300 15 7% 51-100
301 500 2] | 7%
501 1000 19
! 1001- 10

CHANGE OF THE SIZE OF BUSINESS ORGANIZATIONS WITH

DEVELOPMENT OF THE PRIVATIZATION REVENUES OF THE SPA
(HUF billion)

1990 1991 1992 1993 ¢

LEGAL ENTITY BASED ON THE NUMBER OF EMPLOYEES Property yield - 09 47 24

(CENTRAL STATISTICAL OFFICE, PKI) Sale for foreign exchange 053 246 410 255 |

{percent) Sale for formts 014 48 175 153,

Categortes 1989 1990 1991 1992 1993 | Cash revenues l

Underlpesons - -~ — 404 ol 067 304 632 432

Under20persons 376 595 625 760 358 | Sale for loans - 10 91 217,
21 50 persons 176 149 122 110 1241  Sale for compensation vouchers - - 23 130

>1 300 persons 255 162 10 65 96 89 ! Povatization revenues i

Above 300 persons 193 94 47 34 25 total 067 314 744 779,

|

SITUATION BEFORE THE EVENTUAL MERGER
OF THE TWO HOLDING ORGANIZATIONS

Number of compames at the SPA

{December 31, 1993)

Number of companies at the AY Rt 163
property value HUF billion 1 400

number of emplovees 290 000

equitn HUF billion 289

764

property value HUF bilhion 430

number of emplovees 292 000

equin HUF billion 362 30
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1

CHARACTER OF THE COMPANIES UNDER
THE PROPERTY MANAGEMENT OF THE SPA P
{1990 Janvary 1994)

100 percent
sold 438

-~
Foundation 10>

Companies estabhshed before
the foundation of the SPA

-_
Transformation

Companies

by foundation drawing away | [y 1990 in the SPA's portfolio 1844

N
722 A
4 3
To be
i n:fuu Ed
Liqudation, 101
final settlement 35

AVRI AV Rt
Local Govts., Local Govts
Mimistries Ministries
Liquidation
final settlement 398
Transfer 62 ‘

1157

Transfer 188
Enterprises |

DISTRIBUTION OF GDP PRODUCED BY VENTURES
(€SO, 1993)

FOREIGN INVESTMENTS AS BROKEN DOWN ACCORDING
TO COUNTRIES AT COMPANIES MANAGED BY THE SPA

Stote owned compantes

Private compantes
48 percent

Aash, 52 percent

Switzerland Sweden
Greot Briom

State share Private share g
62 percent /& 38 percent Germany
The Netherlands
United States
' Country Equity
DEVELOPMENT OF PRIVATIZATION | HUF billion |
HUF billon 1990 1993 ‘ Austria 4318
800 T Germany 3471
700 7 ‘ United States 1873 '
’s’z: : | __The Netherlands 18 29
wo | 400 i France 1773
200 | England 12 88
200 | Sweden 967
100 | Switzerland 898
o Belgium 584
SPA CIs 524
l; Privatized property Fmperry owaiting privahizehton Permanent state property Imly 389
| Other 714
Er -4 het 1 ! 7 j9¢ a id ket 1) B i al
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FACTS

FAGUS O PRIVATIZATION]

Number of companies

CHANGE IN THE NUMBER AtRi_Sp3 Towl
OF COMPANIES REPRESENTING | As of Januars 1 1950
THE STATE’S BUSINESS State enterprises 0 1813 1848
PROPERTY Business organizations 0 0 0
Companies total 0 1848 1848
Changes
Enterprises hquidated subject to final settlement termimnated 6 432 438
Companies liquidated subject to final settlement termmated 0 38 18
Companies established not by transtormauon 0 115 115
Companies transferred to other property manager 9 251 260
' Companteys taken over trom other property mana.ers 184 0 134
100 percent privatuzed companies 0 492 492
As of Viarch 1994
State enterprises 30 30 60
Busmess organizations 139 720 859
Companies total 169 750 919
Business property

The book value of the state s business property according

| BREAKDOWN OF STATE PROPERTY SHARE|

to the size of state share Breakdown of the book value of eq
ity in HUF billion Permanent stale property Property for privatization 1 companies
39 80 percent 58 07 percent
AV Rt SPA Total
In enterprises 161 1536 3146 @)
In companies . - .
Permanent state property 669 0 669 ; 3 TYT—
Propertv for privatization 6179 32817 97607 mpemn '205“' ;;::’e% ;%7 pr:mm
Propertv drawn awav to be sold 0 430 430
Tl 1 AT 1008 PERCENTAGE OF PROPERTY VaLUE
DEPENDING ON THE SI B
OF STATE PROPERTY IN COMPANIES OF STATE OWNERSHIP
AVRt SPA g¥
T 95 100 percent g70-
Number of companies 129 38 T—z 60 ]
Percentage of propertv value 73 36 29 E 501
I1 50 95 percent =
Number of companies 24 149 —540 T
Percentage of propertv value 23 2209 g30
III 25 50 percent s i
Number of compames 9 & =S
Percentage of property value 2 2059 § 10
IV 0 25 percent <0 L ——
Number of companies 7 132 95100% 5095% 2550% 025% P:“E"‘ﬂge
Percentage of propertv value 2 210 L :] AVRE m SPAT ot slote property
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FACTS

Prwvatization

SALES

BREAKDOWN OF THE COMPANIES SOLD ACCORDING

Review of the numbel of companies with sale
as well as the corporate properts imolved n
privatization according to the magmitude of the
ownership ri_ht sold

Pursuant to a World Banhk provision the
whole property of a company at sales exceeding
50 percent and the property 1alue of the bus
ness part >old at sales below >0 percent are re
garded as property involved 1n privatuization

Below 50 percent

TO THE MAGNITUDE OF THE OWNERSHIP RIGHT SOLD

100 percent

19 37 percent 3915 percent

Exceeding 50 percent/

41 48 percent

According AV Rt SPA Total
to ownership right Sumber  HUF bilhon Number HUF billion Number HUF billion
100 percent - - 492 178 84 492 178 84
Exceeding >0 percent 2 16 00 163 173 50 16> 189 50
Below S0 percent 7 8300 35 547 42 88 47
Total 9 99 690 357 81 699 456 81
OWNERSHIP STRUCTURES Upon transformation At present
AV Rt SPY AV Rt SPA
Ownership structure of companies with Stute ownershtp o iO 62 S?_; 10 60
state property share upon establishment and at ~ofthis permanent 45 30 - 429 -
present * Local government 200 465 400 494
Domestic 600 532 790 24
- Of this emplorees - 057 - >89
Foreign mnvestors 020 317 570 114
Sales supporting domestic investors
AVRt SPA Total Shops (prelimmary 1991 1992 1993 March Total
ESQP privatization) SPA 1994
Number > 148 number 4066 3571 1428 416 9481
Face value (HUF bilon) 08 2905 298> value (HUF billion) 509 610 45 076 1650
Leasing
Number - 16 16
. <
o alue (CTblon - 718 > SALE OF SHOPS UNDER PRELIMINARY
red 1ZATION
Value (HUF bitlion) - 3984 3984 PRIVATIZATIO
20000 __
Compensation vouchers T
Facevalue (HUF bilhiony 140 2339 2499
15000 |
BREAKDOWN OF SALES SUPPORTING
DOMESTIC INVESTORS ] 10000 |
Lo e o E
Leasin e T
mgnv Compensation vouchers o
-I 25 07 percent 5000 | e
R NN 4”2
L ~ e 1997 1993 Warch
39 89 percent
% [ = number [© e = == = = value {HUF million) | 1994
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FACTS
Foreign investiments
AV Rt SPA Total

companies share comparnies share companies share

# HUF billion  percent # HUF bilhon  percent # HUF billion percent
Germany 1 37> 4] 57 73 3968 2109 74 7718 2773
Unuted States 1 393 4357 24 2009 1068 2> 5939 2134
Austna - - - 99 3943 2096 99 3943 1417
Great Britamn 2 79 876 28 1288 685 30 2078 747 |
France 1 24 266 33 1698 902 34 1938 696
The Netherlands - - - 13 1829 972 13 1829 657
Sweden - - - 8 967 514 8 067 347 |
Swuzerland - - - 12 933 496 12 933 335
Ttaly 1 26 288 20 389 207 21 649 233 |
Belgium - - - 7 584 310 7 584 210 '
CIS _— - 13 5} 279 13 524 188 |
Other 1 0> 055 27 683 363 28 733 263 |
Total 7 902 10000 357 18815 100 00 364 27835 100 00

1
1

The Netherlonds 8

France

The table shows the number of compames involved
in foreign capual the contract value of mnvestments the
extent of share of the equity and the breahdown of 1n
vestors by relations bv holding orgamizations and 1n ag
gregate

Investments include sales aimed at property protec
uon propertv i kind nvestments upon foundation sale

Great Brioin @ ot property drawn away rase of equity as well as share
Urited States and business part sales
Austria (Greenfield investments are not included )
Revenues — SPA
(HUF billion)
1990 1991 1992 1993 March 1994 |
Property vield - 094 474 240 0095
(dnvidend rental fee)
Sales
Foreign exchange 053 24 61 40 98 2350 1 099
Forints (cash) 014 482 1751 1530 2887
Cash revenues, total 067 3037 6323 4320 4081 l
Loans - 101 907 217 8 060
Compensation vouchers - - 226 130 8571 !
Total revenues 067 3138 74 56 779 20712
—
Foreign exchonge Property vield
Forints 531 percent Loans

13 93 percent

Compensation vouchers

41 38 percent

38 91 percent

10
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FACTS

Expenditures — SPA

(HLF bhillion)

Aarch 1994

Costs related to the maintenance
of the privatization process

2474 (11 86 percent)

Sales related costs
Costs of runming the SPA
Transferred to local governments

Refunded to compantes (20 percent)

Propertv management
Contribution to the mantenance of
privatizability of business units

1351 (6 48 percent)
0581 (2 79 percent)
0 088 (0 42 percent)

0288 (1 39 percent)

0166 (0 79 percent)

1742 (8 35 percent)

Reorganization

Of thus of invesnnent nature
Guarantee costs (buver banhs)

1 363 (6 >3 percent) )

0718

0379 (1 81 percent)

Liabilities towards the national economy

16 631 (79 78 percent)

Repavment of state debt

Withdrawal of compensation vouchers

8 060 (38 75 percent)

8 287 (39 75 percent)

Compensation vouchers to local governments 0 284 (1 36 percent)

TOTAL

20 847 (100 00 percent)

{osts related to the mainfenonce

Liabthities towards
the national econamy
7978 percent

Contribution 1o the maintencnce
of privatizability
of business umits § 35 p reent

of the privahizahon process
11 86 percent

Revenues - AV Rt

(HUF billion)
1992 1993
« Property yield 3> 4
Campeﬁushnn vouchers fdnidend rental fee}
ier:ent Property yield ¢ Sales
oans 414 percent Foreign exchange - 902
093 percent ’ Forge;g;; e:::;r:ge Fornts (cash) -
’ Cash revenues, total 35 942
* Loans -
09
» Compensation vouchers 14
* Total revenues 335 96 5
rd
Expenditures — AV Rt
(HUF hillion)

! 1993 1994 estimate '
Privatization revenues 92 509 120 826
Privatization costs and expenses (without payment to the budget) 34425 86 894
Privatization proceeds 58 084 33392
Liabilities toward central budget from priv atization revenues 28 000 28 269
Part remaining at property manager from privatization proceeds 11 000 3000
Further utilization
Privatization n exchange for withdrawal of compensation youchers 1373 71 809
Transfer of property to local governments \ - -
Other habiliues (concession fee) from privatization proceecs 13262 -
Amount spent on reorganization from privatization resenues 31268 -
Costs related to privauzation consulting 0658 1048
Contribution to prepanng strategtc reorganization plans of companies 0038 01t
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