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Privatisation
in Poland

Ministry of Privatisation
Department of Forelgn Relations
uf, Krucza 36
00-522 Warszawa
Tel: +48 (2) 628-11-90
Fax: +48 (2) 625-11-14
Telex: 816521




Qverv!ew of 1994

~ Tha privatization process in Poland will continue white adapting, gradualiy and
progressively, to changes in the economic environment, both in Poland and abroad.
Such a continuation wiil allow for the move from state to private ownership and the

- development of the capital market to proceed. Statistical data for 1993 indicates that the

private sector employs over 60% of workers and produces over 50% of GNP.

The Ministry of Privatisation's plans for 1994 involve a continuation of the Polish muiti-
track approach to privatisation. The prlontles of the Ministry wxihln the Polish privatisation
programme are:

. the :mplementataon of the Mass Privatisation Programme and ‘other programmes
involving restructuring of enterprises;

- the implermentation of the Pact on State Enterprises, which wall affect about 4,000
state enterprises not currently involved in other privatisation programmies;

- the continuation of capital privatisation, with greater emphasis placed on the role of
public offerings (both IPO and a combination of public offerings and sale of share
packets to active investors) leading to an increase of the number of companies traded
on the Warsaw stock exchange; and on the privatisation of the petroleum and
tobacco industries;

- the legal regulation of the question of restitutlon (cr reprwatrzataon) of property that
was natlonalized under the Communist governments between 1944 and 1960;

. continued implementation of the Law on financial restructuring of state banks and
enterprises;

- the privatisation of one state bank in 1994, with the remalining banks privatised by
1996;

- the completion of the transfer of state farms to the State Agricultural Property Agency

(except for cases where no agreement has been reached with creditors) allowing the
Agency to concentrate on managing, leasing and selling the property involved;

- the review and resolution of other legal issues including the status of the State

Treasury, the legal regulations concerning state en‘terpnses the protection of
: creditors, bankruptey proceedings etc.;

- the development of a variant of capltat privatization where management receives
financial assistance {from banks and investment funds) to acquire shares in their
enterpnse and :

- * an easing of the conditions placed on employees wishing to buy out their enterprise,
especially in areas with structural unemployment.

These plans require confirmation by Parliament.

PRIVATISATION IN 93 - A LOOK BACK

1993 was a year when the changes in the ownership structure accelerated markedly.
Current methods, such as capital privatisation and direct privatisation, continued to be
applied. To this were added a series of ground-breaking measures providing a continuation
to market economy reform:

* the introduction of a law on the financial restructunng of state enterpnses and banks;
* the introduction of the Mass Privatisation programme; and
* the signing of the Pact on Enterprises, an accord between government, employers

- and trade unions.
Revenue from privatisation in 1993 added a little more than the planned USD 225 min

to the State Treasury.
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Capital privatisation ' '

Capltal privatisation of large and medmm-srze enterprises by trade sale or public
offering continued in 1983, The results of industry analyses commenced and continued
through 1992 are used to prepare compames for sale to domestic and foreign investors, The
sale of stock and shares In individual companies also took place.

The Capital Privatisation Department assumes the sale of shares in compames
grouped in the following industries: balf bearings, breweries, cables and wires, cement and
lime, confectionery, construction, slectrical motors and switchgear, fumniture manufacture,
glass, machine tools, mechanical and electrical automotive components pulp and paper,
telecommunlcat:ons tyre and rubber manufacture, and shoes. '

1993 saw the completion of preparatory work for the privatisation of state enterpnses
in the petrochemical and tobacco industries. The capital privatisation programme also aims
to seli shares of companles inthe food processing industry such as sugar mllts, potato, fruit
and vegetable processing plants.

The capltal market was be widened by 5 new entranis from the state sector to the
Warsaw Stock Exchange. _

Direct privatisation - .

© Furthermore 199 small and medium-sized state enterpnses employmg between 50 and
700 workers were privalised in 1993, In the majority of cases this involved the lease of the
enterprise to its employees, management or Polish investors.

55 erterprises were sold - including by means of fast-track sales, Both enterprlses in
good financial condition and those with debts are put on sale. They are sotd td private
investors (Polish and forelgn) and employees

The number of joint-ventures set up between enterprises and hoth Pohsh and foreign
investors increased slightly. Debt for equity swaps became possible in such cases and
agreement for a reduction in the debts of state enterprises by craditors will be sought by the
founding bodies.

Long-term privatisation schemes
‘ A numbper of long-term schemes were implemented i in 1993 Jnc!udmg the National
investment Fund Programme (so-called *mass pnvatisatlon ) andt the pnvatlsatlon of two of
the nine state-owned banks.

~ Workto privatise ihe two national state-owned i insurance companies, restructure 1,595
state farms, implement the financial restructuring of state enterprises and banks and
elaborate ways to restitute (where possible) property nationalised in 1944-60 were continued.

data-bases; interested parties may make use of them free of charge.
Spare capacity data base
Lists over 3,500 offers of buildings, plots of land, machinery, factory sites,
warehouses etc. that are on sale or for rent.
Privatising enterprises '
State enterprises and State Treasury corporat:ons that seek cooperatlon with
outside investors.

interest to you) to Renata Szydtowska, Department of Foreign Relations, Ministry of
Privatisation, ul. Krucza 36, 00-522 Warszawa, Poland; Fax: +48 (2) 625-11-14.

The Department of Foreign Relations at the Ministry of Privatisation runs the following

Please address requests for print-outs {giving the industry and geographacak area of
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Strategles of Privatising State-owned Enterprises

Since 1990 two basic techniques for privatising state enterprises have been
implemented. Their choice de'pends on:
a. the size of the enterprise in terms of annual turnover, the number of employees and
the extent of monopoly control of the market;
. projected financial and production indicators;
the enterprise's management structure;
“interest exprassed in a given enterprise by Polish and foreign investors;
the relations between management, the workers' council and trade unions of an
enterprise undergoing privatisation.

2000

The law allows for two fundamental, alternative methods of privatisation:

- "commercialisation" of larege and medium-sized state enterprises; this involves
transformation into a State Treasury corporation (either as a joint-stock or as a limited
liability company); the shares are then sold to private investors; '

- direct privatisation ("through liquidation®) of smali and medium-sized state enterprises
(with subsequent sale, transfer of the business into an existing company or its lease
in part or as a whole). Privatisation takes place according to article 37 of the Law on
the Privatisation (13 July 1990).

The State also makes use of article 19 of the Law on state enterprises (25 September

1981 } to put companies into private hands. This is usually liquidation of an enterprise in poor

financial cond;tlon followed by the sale of the assets to staisfy creditors.

Capital Prwatlsatlon '
The aims of sefting up a State Treasury corporation include:

a. establishing a clear decision-making and supervisory structure;

b. adapting the legal status of the state enterprise to the requirements of possible
subsequent foreign capital participation; '

C. allowing the Minister of Privatisation to set up a supervisory board which operates

until the first general meeting or meeting of partners, at which time the executive of
the company is elected ln accordance with the regulations 1aid down in the
Commercial Code. -

The Minister of anahsatton may iransform an enterprise into a State Treasury

corporation:

1. at the joint appitcatlon of the director and workers' council of the enterprise, following
a general mesting of the workers (deiegates) and consultation with the founding
body;

2. at the application of the founding body, following approval from the director and the

“enterprise’s workers' coungil and consultation at a genera[ meeting of workers
(delegates).

Alternatlvely, it may be transformed by the Prime Minlster at the request of the Minister ot
Privatisation. Privatisation proper, that is the sale of stocks and shares to private investors,
follows after transformation. By law this must occur within a period not longer than two years.

Privatisation using traditional capital privaiisation techniques (mmal public offerings,
trade sales to Polish or foreign investors, or a combination of these) is used with larger
enterprises, especially those that are of strateglc economic importance.

Potential buyers of stocks and shares receive a prospectus listing the value of the
business based on a valuation carried out by a specialist firm at the request of the enterprise.
The prospectus further includes a balance sheet for preceding years and a presentation of
future projects. The praspectus should fulfil all the requirements of the Securities Commission
regardmg the disclosure of economic indicators and financial information of pubilicly traded
companies. The Law on the Privatisation of state enterprises currently allows the employees
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of the enterprise to buy 20% of the fotal shares at 50% off the public price on the first day of
sale, without restricting their right to participate in the share offer on general public principles.
Private sale takes the following course:

1. The Minister of Privatisation appoints an adwser (usually one of the adwsers worklng
_in the sector approach described below).
2. _The adviser prepares the enterprise for prwatasaiion, efaborates an approprtate

Information package and invites investors to participate in the sals through the mass
media and through direct contact with fcreign investors.

3, Investors who express an interest receive the information package and are asked to
present their offer for the shares package, the scale of proposed investment and a

" social plan (smployment lavels, pay scale, financing of preferencial shares)}.

4. The adviser analyses the investment proposals and prepares a list of candidates to
be invited to negotiations. The candidates have the right to visit the enterprise on sale
for the purpose of their own evaiuation.

Direct Privatisation

An enterprise can be prlvatlsed d{rectly (ﬁhrough quu;dataon') under Art:cle a7 of the
Law on Privatisation by its founding body on the initiative of its workers' council and following
approval by the MOP. This allows for three forms. of privatisation of the whole or part of an
enterprise, which can be applied separately or jointly:

a, sale - of the whole or part of the enterprise under the usual procedure.
- of all of the business without the usual procedure - "fast-track” privatisation;
b, transfer of the business; a joint-venture company. with the State Treasusy as pariner

transferring ail or part of the enterprise, is set up with investors (including institutional

investors - banks, and other financial institutions). This is the form of direct

privatisation most often invoiving foreign investors;
¢ lease of the business; this form applies only to Polish investors.

Where an enterprise is sold as a whole and where the lagal cﬂnership of land and
other fixed assets under its control has been established, *fast-track* privatisation may be
implemented. In such a case the privatisation procedure described abovs is not used. The
pricing of the enterprise is simplified by making use, within certain set limits, of a valuation
based on the book-value of the enterprise and on annual profits, This accelerates the process
leading 1o a sale and also considerably reduces the cost of privatisation. This method is
accessible only to Polish investors during the first invitation to negotiations, Should no buyer
be found, foreign investors may participate on the same terms as Polish citizens.

The National Investment Funde Programme (so-called "mass privatisation”)

Poland’s ambitious mass privatisation programme was approved on 30 April 1993
under the Law on National Investment Funds. It was conceived with the following aims:

* to improve the efficiency and value of several hundred Polish state enterprises by
converting them to companies and transferring them to new national investment
funds. The national invesiment funds will hire experienced management firms, which
will encourage the development of the companies and the ;nﬂcw of management
skills and capital into Poland, o
to accelerate radically the privatisation process in. Poland,
to give all acluit citizens an opportunity to acquire shares in the new mvestment funds
enabling them to benefit from the increasing value of the Polish companies in the

_programme,

* to enable greater partlcipatnon in the programms to state sector employees and
persons on state pensions and benefits.

All normal typas of caoperation with the companies, mclud:ng management contracts,
commercial arrangements and investments in the companys shares or even in large
shareholdings of over 50%, will be possible. -
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It will be possible for any investor to buy shares in any of the investment funds, which
will be listed on the Warsaw Stock Exchange. These will be large entities, with assets
equivalent to several hundred million US dollars, managed by experienced firms, and shouid
be attractive investments.

it will also be possible to invest, both in bearer form and on the Warsaw Stock
Exchange in the Mass Privatisation Prograrnme as a whole through the Share Certificate
which wiH represent as well as spread investment in all the funds. -

Privatisaiion through Restructuring

The Minister of Privatisation may hire a management firm to restructure a State
Treasury corporation. Following the preparation of a business profile by the company, the
Ministry of Privatisation tenders for specialists to work as & management group.

These can be Polish or foreign persons or groups (investment banks, consultancy
firms, other companies). Based on the restruciuring plan presented, the group is hired by the
Ministry and is expected to restructure and then privatise the company or group of
companies covered by the plan. 27 enterprises are participating in the pilot phase of the
programme

The Enterprlse Pact :
Since the process of pnvatlsmg the state sector in Poland was begun it has become
iricreasmg[y clear that the process needs to be accelerated. At the same time the
participation of a larger number of the stakeholders in the process has become desirable in
order to broaden the support for privatisation among employees.
For this reason the government initiated tripartite discussions on the Enterprise Pact
_in the second half of 1992, The parties to the talks were government, represented by the
Minister of Labour and Social Policy, employers, represented by the Confederation of Polish
Employers, and 10 major trade unions. The Pact addresses problems encountered by state
enterprises prior to and during privatisation. ,
The involvement of all the stakeholders in prlvatlsatlon is an essential step o prevent
social conflicts arising from the uncertainty generated by the massive economic changes in
Poland.
_ The first stage of th;s process was completed with the signing of the Pact by ali sides

on 22 February 1993. Legislative proposals based on the Pact have been drafted and have
been presented to the newly-elected parltament Once all the proposed laws are passed, the
agreement wili come into force,

The parties_ to the agreement agreed to lobby their representatives in parliament to
support the legislative proposals. These include proposed amendments to the Law on
privatising state enterprises and the foliowing new legislation:

- & law on social benefit funds in state enterprises,;

- a law on the remuneration of employees in cases of bankruptcy, and

- various decrees of the Council of Ministers regarding the joining, splitting and

liquidation of state enterprises; the election of enterprise directors; and management

contracts.

The documents that make up the Pact fall into three distinct areas concerning
pnvatlsatlon financial matters and soctal affalrs :
Privatisation
1. in the six months fo[!owmg the passing of the legislation by parliament, the employees

: and - directors of state enterprises- may present their privatisation plans to the
enterprise’s founding body. If the plans are not acceptable on legal grounds or are
harmful to the State Treasury, they may be returned to the enterprise for correction.

- Should no proposal be presented, the Minister of Privatisation or the appropriate
founding body will decide by which method the enterprise will be privatised..

The privatisation of state enterprises in poor financial condition will be preceded by
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moves 1o shore up its pesmon

At present employees in enterpnsee sold through capftal privatisation are guaranteed
20% of the shares at preferential rates. Under the new proposal, 10% ot shares will

be sold to empioyees at the preferenttal rate and a furiher 10% dlstributed without

_charge.
- Employees will be abla to vete a representatwe to the supewisory board of the

enterprise once it has been privatised. They will also be able to elect a representative
to the company's management, where the company employs over 2,500 people,
The present preferential conditions .made available to employees in the case of
employee-buy-outs are to be eased further,

Ihcome tax deductions for Polish cit{zens buymg stock or shares in prrvatrsed
enterprises are to be introduced.

Financial ' -
~The f:nancral restructurmg of state enterprises and banks is defmed inalaw passed

in March 1993, it will allow for creditors to reduce the debt and make available credits
to an enterprise in cases whete it presente and initlates a restructuring programme

The iaw will further allow for a market in debts and for debt/equity swaps. Banks,
especially those burdened with bad debts, will be caprtalreed with long-term Treasury
bonds. This will in part be coverad by the unused fund set up in 1989 to stabilise the

zloty. The capitalisation of the banks should strengthen the benks and encourage

them to take part in the restructuring 'of state enterprises,

- The obligatory 10% dividend on the founding capltal of the state enterprises that is

laviad by the State Treasury will be replaced by a divadend on the net profit of the
enterprise. : _
Whaere V2 of profits are aliocated by the enterprise as investments, the remaining
profits can be divided in equal parts into the dividend payment and a share paid to
the employees. In this way the excess wage increasé tax will continue to be in place
as a measure to control inflation, but & prospering enterpnse will be able o pass
somae of the benefits on to |te employess,

.Social Affairs
1.

A government 1und will pay out benefits for up to three months to employees of a
state enterprise that has been declared bankrupt. The fund will be firanced through
a contribution from employers and whose amount will be determmed by the Minister
of Labour and Social Policy.

Certain provisions of the Labour Code are to be amended. Thesse will allow for group
agreements to be concluded for more than one enterprise or for a whole region. A
tripartite arbitration commission will be set up to intervene in situations where
agresment cannot be achieved. The health and safety provisions of the Labour Code
are to be revised and strengthened to conform to International Labour Orgamsaﬁon
gurdellnes :

The provisions of the Pact will be discussed further in paritament. For further information contact the
press office of the Ministry of Labour and Soclal Policy, Tel: +48 (22} 21-49-42,

The Ministry of Privatisation works in close accord with the State Agency for
Foreign Investment (PAIZ) to service investor queries regarding matters of
privatisation in particular and of investment opportunities in Poland as a whole. PAIZ
operates an Information Centre at the Mrmstry of Privatisation. We invite you to gset in
touch with them directly:

PAIZ Information Centre u! Krucza 36, 00-522 Warszawa, Poiand
Tel: +48 (2) 625-12-07; Fax; +48 (2) 625-11-14,
The Center is open Mondays to Fridays 10am to 3pm.
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- ~ INVESTING IN POLAND

Foreign investors can basically embark in business in Poland in two ways:
- participation in the privatisation of the state sector; and
- by estabilishing a company with either 100% foreign partlclpatton or together
with a private Polish partner. -

-To the end of September 1993, 13,801 companies with foreign capital participation
had been registered in Poland. In the majority of cases these were private joint-ventures,
though the scale of the state enterprises privatised has aﬂracted most of the foreign capital
to Poland.

The over 6, OOD state enterpnses being pnvatlsed provide an attractive offer for foreign
investors - be they active or passive, with large or sma!l capltal, starting in business or
expanding their present activities.

Foreign investmant in privatisation can take two basic forms, purchase or jomt-venture

* with purchase, the capital invested goes to the State Treasury - whether through

--shares or stock of a company sold through capital privatisation, or the sale of the

whole or part of an enterprise ‘going through direct privatisation;

* with a joint-venture the foreign capital is invested in the company itself, regardless

of the legal status of the Polish partner: a state enterprise, ‘a State Treasury

corporation, or an enterprise privatised directly.

Capital privatisation has been the most successful In attracting foreign caplta! to
Poland. So far strategic outside investors have bought stock or shares in 40 companies. One
of the most Important of these hagbeen the sale of 80% of the shares of the Kwidzyn paper-
mill to International Paper for USD 120 min, with further investment commitmants of USD 175
min. The acquisition of the wholeé or part of an enterprise privatised directly is a much smaller
transaction. One of the largest has been the purchase of a machinery repair station near
Nowy Targ by a US investor - SAMBUD - for about USD 150,000.

Up until now the largest transactions in privatisation have invoived the setting up of
a joint-venture between the outside investor and a State Treasury corporation. Of

" approximately 30 joint-ventures, the most prominent involved ltalian capital: Fiat's investment

- of USD 180 min and investiment commitments of a further USD 1,800 min; and Lucchini's

USD 34,8 min investment and USD 150 min commitments in the Warsaw Steel Mill.

The setting up of a joint-venture between an SOE and a foreign investor is becoming
rare. One of the largest of several hundred such jmntoventures is Coca-Cola Bottlers S.A, set
up between Ringners S.A, from Norway and Pubrex SOE in Bydgoszcz Hlngners invested
USD 13.5 min and acquired 88% of company shares.

Finally a joint-venture can be set up between an outside investor and the State, where
the State liqudates the existing state enterprise by transfering it into the new company. There
" have been 14 such transactions in Poland 'so far; the largest involved the construction

~ equipment manufacturer METALPLAST, in which two Danish investors, Nordisk Wavin (41%)
and the Danish Investment Fund for Central and Eastern Europe (10%), have invested about
UsD 7,6 min.
The number of methods and opportunities for active foreign investment in the
- prwatssat:on of the state sector is large and may at times seem unclear. Such complexnty is
not without foundation. Privatisation involves over 6,000 state enterprises of differing size,
financial condition, internal structure and external environment so that each case must be
_treated individually. There is no universal model that could be appiied in pnvat[smg Poland's
state sector.
Atthe sametime the outside investors coming to Poland also differ considerably. They
are presented with a choice to enhance the offer. As the summary of government plans for
1993 makes clear, this offer is constantly increasing as the market reforms proceed.
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Tﬁé&LegahFramewar& -fcir Foreign Investment in Poland .

The 1991 foreigh investment law greatly simplified foreign investment in Poland, with
a conseguent increasa in the nurmber of such companies being established. Access for
potentiar investors in Poland has been eased by the followmg

*  minimum founding capital for all mvestors, Polish or forelgn is PZL 40 min {about
' USD 2,400) for a limited company and PZL 1 bln (about USD 61,000) for a joint-stock
-company : _

~ thefe ig no limit to the share of tofeign partcipation -

o special perfits for forelgn investors are required, except for the operation of sea-
and. alrports reai sstate businesses, wholesale trade in mporteci consumer goods,
legal services or the defense industry

~ no limits on the transfer of afterétax revenue
no turnover tax on squipment being part of mvestments '

~ no permits needed to buy shares in state-owned enterprises bsing przvahsed
tax exemptions are granted on reinvested ravenue ;
customs exemptions for in-kind contributions to the capital of a Polish company
legal guarantee of compensation for losses suffered due to expropnatlon
lossas may be carrisd forward;over three years N _
accelerated depreciation, = -

* O * & » X * 2 %

Publications " ' '

Tha iformation Centre of the-State Agancy for Foreign investment is responssbia for
informing interested parties about the investment opportunities in Poland and in the Polish
privatisation process. It also provides general information on Polish business activity as a
whole. To this end, the PAIZ Information Centre has edited the following. publications:

1. Law on Companies with Foreign Participation (14 June 1991) ($2). Legislation
regarding foreign investment in Poland for 100% foreign capital companies as well as
joint-ventures with Polish partners. In Polish, English, French, and German.

2, Act on the Privatisation of State Owned Enterpnses {$2). In Polish, Engl:sh French
and German.

3. Foreign Investment in Poland (Tw:gger) {($11). Commentary onthe foresgn investment
law of Jung 14 1991, Polish-English publication. .

4, Establishing a Company with Foreign Capital Participation ($4) Informat!on on
procedures and documents required in setting up 100% foreign-owned companies
and companies. with Polish partners. In Polish and English (French and German
varsions being prepared).

5. Polish Business Law 1992 ($30) includes all Ieglslatlon relevant to domg busmess in
Poland, In English,

6. Taxation and Customs Dutiés 1993 ($30) A continuation of "Polish Busmess Law
1992", adding taxation and customs regulations relevent to business activity in Poland.
in English.

7. The Polish Commercial Code {$20). In German.

if you are interested in any of the above pubiications please send your order along
with the number of copies required to: Bank PKQ SA, V Oddzisl/Warsaw, account # 501145-
9103032-2701-31-1110, Foundation for Privatisation, re: publications. ‘Once you have made
the arder, please fax or mail a photocopy of the bank receipt along with your order to: PAIZ
information Centre, ul. Krucza 36, 00-522 Warsaw, fax: +48 (2) 625-11-14. Upon receipt of
the confirmation of your order, we will ship the publications out promptly.
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PRIVATISATION IN 1994

This text is a translation of Appendix 10 of the Budget Act passed by

Parliament on 5§ March 1994,

I. PRIORITIES OF THE OWNERSHIP TRANSFORMATIONS
PROGRAMME IN 1984

The Government will combine privatisations with:

»
2)

3)

4)
%)

2)
3)

- 4)

5)

'5)

S

P
9)

10)

1)

12)

13)

restructuring progrmmes and an increase in domestic and foreign investment,
leading to increased economic efficlency, the promotion of competltlon and a

- strengthening of the capital market,

the broader application of methods resuiting in bringing the price of stock of
privatized enterprises, sold in public offerings, cleser to its market price;

efforts to facilitate privatisation with the active participation of amployoes
especially in the case of SMEs;

measures undertaken radrca!ly to strengthen ownership supervision;

the introduction of supervision on the fulfillment of contractual obhgaﬂons in
particular with respec! to non-financial obligations,

The 'Govemment s task for 1994 will be to:

1y

present Parliament - by the end of June - with a list of the industries and types of
enterprises over which the appropriate government institutions will exercise
control;

present a programmo for the commercialization of state enterprises;

implement the financial restructuring programme for state banks and enterprises,
and analyse the effects of the applicable regulations;

implement restructuring programmes with respect to industry branches of

~ particular significance to the economy: power and energy. mining, metallurgy,

defence, ¢l and railways;

. develop an ownership transformation programme for the state agricultural and

foods industries;

implement the restructuring processes within enterprises, in particular in regions
endangered by structural unemployment, making use of the World Bank’s EFSAL
loan, -

~ prepare the financial system to support the restruoturing of industry using, among

others, revenue from the privatisation of state enterprises;

implement the Enterprise Pact;

prepare a proposal for an "employee privatisation method* based on the concept
of companies with State Treasury participation;

implement the National investment Funds programme (so-called mass
privatisation};

implement the banking sector privatisation programme, applying IPOs in each
case;

endeavour to create condmons for encouraging institutional investors such as -
closed investment funds and pension funds; -

create an incentives system for domestic and foreign investors;



1)
18)
18)

17)
18)

19)

20)

-2ty

22) .

23)

introduce a system of sale by installments for Polish investors applicable in both
capital and direct privatisation and which will be supported through a specially
created Credit Guarantee Fund;

support the setting up of new prwata busmesses and the development of existing
businesses; - :

complete the preparatlon and lmptementataon ot the European Bank for
Reconstruction and Development programme ‘“Stabilisation, Restructuring,
Privatisation”;

increase the number of anterprises prwaﬂsed through iPOs;

oppose instances ‘where one investor may gain capital control on a given
commodities market;

carry out a review of the Iegal regulations and procedures employed in
privatisation to ensure greater openness and clarity,

clarify and adapt the valuation of state enterprises prepared for prwahsahon
urgently define the principles:on the basis of which valuations are carried out;
ensure that valuations are carried out by institutions controlled by appropriate
government authorities; ensure that the enterprises being valued may present an
opinion on the resuilts of the valuation; - '
analyse the market conditions under which businesses operate, including the
regulations protecting creditors, the vindication of amounts receivable, liquidation
and bankruptey, the registration of new businesses, and the principles governmg
the grantmg of parmits and quotas;

undertake work to prepare an Industry Law and further regulations to limit the
black economy; _
undertake work to regulate the prmcaples of restnution of nationalised property
{reprivatisation). :

In 1994, the Government will strive to achieve an income from privatisation which wiil
supplement the state budget by PLZ 12.3 trillion (about USD 560 min). The allocation of
income from -privatisation is definad in the Budgat Act.

1} -

2)

Government will presen‘t Parllament wnth legislative propnsals containing:

a new Law on 1ha Privatisation of State Enterprises in accordance wath the
Agreement regarding amendments to the Privatisation Law and the eas:ng of
conditions regarding leasing of enterprises by thair employees included in the
Enterprise Pact, furthermore, employees will have the right to acquire free of
charge 15% of tha shares of enterprises being privatised;

tegisiation to regulate the institution of the State Treasury and define the principles
on the management of state property and ownership supervision carried out in the
name of the State; this should ensure the liquidation, in as short a time as
possible, of the management system of the state sector left over from the 1980s;
it should include solutions facilitating the disposal of assets remaining within state
enterprises.

Il PRIVATISATION PROGRAMMES

1. As part of the capital privatisation programme, Government will bear in mind the interests
of Polish producers and suppliers of raw materials and aim to ensure competition among
producers. '



in 1994 the number of companies noted on the Warsaw stock exchange will increase
considerably, With this aim in mind, the Government will ensure that;

1) .. the combination of public offering of shares with the sale of shares to active
investors {trade sales) occurs more often than so far; .

2) the public offering of shares is combined with second share emissions to
strengthen company capital;

3) the efficiency of the shares sales system to investors is increased, especially

_through the direct sale of shares through the Warsaw stock exchange, share
subscription and the more efficient organisation of sale venues.

With regard to direct privatisation Government will apply the following principles:
1) . - where an enterprise is sold, apart from the price 1ssues. the negotiations will also
covsr:
- . the conditions of payment;
- employment guarantees; .
- investment programmes and guarantaes;
- environmental protection commitments,
Sales will be accompanied by appropriate promotion, including through the mass
media. The offers will be made to domestic buyers in the first instance;
2) when an enterprise is contributed by the State into a business, investors will be
sought through tenders. Apart from the value of the investor's contribution, the
. employment and wage conditions of the enterprises being incorporated as well
as issues connected with environmental protection will also be negotiated;
3) where the enterprise s leased it will take place with employee participation and
. Polish physical and legal persons capable of {ulfilling the financial obligations
towards the State Treasury.
Furthermore Government will ensure support for enterprises leased by their employees
by reducing the payments required by the State Treasury in the form of lease payments,
as well as by reducing the founding capital required to set up companies as part of
leasing.

Government will initiate the process of establishing National investment Funds in the 1st
quarter of 1994 so as to make it possible to start distributing share certificates in the 3rd
and 4th quarter of 1994.

Government, through the intermediary of the Agricultural Property Agency, will continue
" the restructuring and privatisation process of State Treasury agricultural property.

By comipleting the procass of taking over state farms (PGR) from other State authorities,
it will be able to concentrate on the tasks set out in the Act on Management of State
Treasury Agricuitural Property, especially the management of the property and creating
new jobs, for which it may make use of the Labour Fund.

Management of the property taken over by the Agency will take the form of sale, lease,
hiring administrators, centribution into other entities to establish strong businesses,
transfer to local communities for infrastructural purposes, and transfer to State Forestry
with the purpose of forestation.

Some of the arable land, as specified by the restructuring programmes, will increase the
family farm lands. _

Additionally, sole shareholder companies of the Agency will be established with respect
to the livestock breeding agricuitural property considered strategic for the development,
functioning and competitiveness of the agricultural sector in Poland.



Giovernment will make it possible for smaller enterprises to participate voluntarily in the
"Privatisation through Restructuring programme, Management groups selected in a
‘public tender are asked to sign contracts which provide for the company 's restructuring
and its subsequent sale.

Government, in accord wath the National Bank of Poland will present a ptan for the‘
. reform of the banking system in Poland.

- As part.of the programme to privatise the Pclish banking mdustry Government will
support consolidation processes that lead to its stabilisation.

Government will ensure that as part of the privatisation of commercial banks it makes use
of funds available in the Polish Bank - Privatisation Fund (established afier the
transtormation of the Polish Zloty Stab:l:satlon Fund) so that budget spending on the
purchase of restructuring obligations is reduced.

in principie strategic investors taking part inthe prwatssatton of banks should be Polish.

Government will present a programme for_ the privatisation of foreign trade enterprises.
Goverhment will monftor the ownership'transfermation précesses of State entities.

Wlth regard to municipal propedy Govemmant wili:

1) undertake legislative work regulating the principles ot economic activity and

: ownership transformations in the municipal and budget sectors; .

2) *  continue pilot restructuring and privatisation projects of selected branches of
municipal public utility enterprises,

3) provide all possible technical, educataonal and informational assistance.

Teanstation by the Deparimant of Fereign Refations,
Mintatry of Privatisation, Warsaw -



THE MASS PRIVATISATION PROGRAMME

The Polish Government is committed to continuing its economic reforms which
are designed to build a market economy in Poland. Following the enactment of
the relevant legislation on 14th June 1993, Paland is now embarked upon the
most ambitious privatisation programme ever undertaken, which is designed
both to overcome the difficulties of traditional approaches to privatisation and
to encourage wide scale share ownership.in Poland. The Mass Privatisation
Programme (PPP) was devised as the most appropriate and expedient way of
privatising and restructuring a farge number of Poland's state-owned enterprises,
thereby accelerating the transformation of Polish industry.

As a first step, up fo 20 specially-constituted National Investment Funds (NIFs)
are being established. Their purpose is to assist in the restmcturin'g' of Polish
companies by holding shares in the companies taking part in the Mass
Privatisation Programme.

Approximately 20 National investment Funds ér_e to be created, taking the from
of closed-end funds registered as joint stock companies. Their principal 'purpcse
will be to increase the value of their assets - namely the shares of those Polish
companies participating in the PPP - for the benefit of their shareholders.

Each NIF will be controlied by a Supervisory Board charred with representing
the interests of its shareholders, who will be all those Polish citizens holding
share certificates. The Supervisory Boards will comprise suitably qualified
individuals nominated and appointed by a special%y-conﬁened Selection
- Commiission. Two-thirds of the Supervisory Board's members - including the
chairman - will be Polish citizens.

The fund management team managing each NIF will report to the Supervisory
Board under a management contract and a performance contract which will
- provide them with financial incentives to increase the long-term value of the
“fund. Each NIF is expected to remain in existence for at least 10 years, partly as
‘a means of ensuring its manager's commitment over the fong term.



After the first year it is sntended that each NIF will seek a listing on the Warsaw
Stack Exchange. The fund manager will also consider tosing the companies in
its portfolio as appropriate.

Several hundred !arge and medium- sized Pohsh enterpnses wd! participate in
the PPP. These emerpnses come from a board range of mdustnal sectors,
mciudmg metallurgy, machining and precision engmeenng, chemical
engineering, electrical and electronic products, pulp and paper, foodstuffs,

construction and transportation equipment. They are being selectlon based on
their profuablhty and sales.

Each company will initially have the same share holding structure 33% w:ii be
held by a lead NIF; 27% will be distributed equally to all others NiFs; 25% will
be retained by the State Treasury; 15% will be distributed, free of charge, to
employees.

The dlsmbunon of the 33% fead sharehoidmgs will be dec;ded according to an
agreed procedure designed to ensure fairness. Each company w:!l accordingly
be one of approximately 30 enterprises held as core investments in its lead NIF.
Once the shares of the company have been contributed by the State Treasury to
the NIFs, it is expected that the compames will undergo substantial restricting.

The principal aim will be to strengthen their market positions and make them as
competitive as possible, in order to enhance the value of the companies and

thence of the NiFs.

Shares in the compames may be sold by the NlFs dlrectiy to strategic investor
and some companies may be sold in their entirety to Polish or international
companies or investorss. Some may be piaced in joint ventures, Eventuaily, itis
~ hoped that many of the participating companies will themselves joint the
Warsaw Stock Exchange.

Shareholdings in each NIF will initially be repteéented by Share Certificates. The
PPP has been specmcaliy desngned ta ensure that Poles are the principal
beneficiaries of the mass privatisation process. All resident Polish cmzens aged
18 or over wiil therefore be entitled to pamcspate in.the Programme by applying
for Share Centificates. :



The fee for a Universal Share Centificate, which will be available to any adult
Polish citizen, will be no more than 10% of the national average monthly wage,
currently equivalent to approximately $20. On receiving the Share Certificate,
the owner will immediately be able to trade it in bearer from and soon after on
the Warsaw Stock Exchange. In due course, he will also be able to convert the
Share Certificate through a broker into one equal share in each refevant
~publicly- qunted NIF.

The Law aiso provides for the creation of a separate class of bearer share
certificates, the Compensation Share Certificate, which will be made available
free of charge to certain pensioners and certain State employees specified in the
Law,

Because the value of all Share Certificates is not linked solely to the
performance of a single company or group of companies, but represent a board
- spread of investments in several hundred entesprises, this is expected to offer all
Polish citizens a direct but diversified interest in key Polish industries.

Institutional, strategic and private investor from abroad will all be able to
participate in the Mass Privatisation Programme in a variety of ways:

e Investors can purchase Share Certificates from those citizens who wish to
trade them, either in bearer from, or in dematerialised from on the Warsaw
Stock Exchange. These Certificates will be convertible into shares in
individua! NIFs once the NIiFs have been listed on the Warsaw Stock
Exchange.

e Investors can purchase and trade in shares in the NIFs after they have been
listed on the Warsaw Stock Exchange.

e  Financial and strategic investors can actively participate in the
restructuring of individual participating companies by purchasing shares in
themn as and when they are offered by NiFs, by providing equity or non-
equity finance, by acquiring companies in their entirety, or by forming
strategic joint ventures.



e Institutional. investors may choose to purchase shares in individual
- participating companies and when they become publicly listed in the
future, S S L

Under the present timetable for !he-Progranime, the process of selection
participating companies is expected to be completed by the end of 1993; over
350 are already committed to the Programme. The creation of NIFs
appointment of Supervisory Boards - fund management fisms is expected to be
concluded in early 1994. Share Certificates will be distributed in summer 1994
and the NIFs will be listed on the Warsaw Stock Exchange in summer 1995,
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PRIVATISATION THROQUGH RESTRUCTURING

- PROGRAM DESCRIPTION -
Ociober 1993
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e

In order to accelerate the privatisation ¢. Polish state owned enterprises, the Ministry of Privatisation
(MoP) has developed @ program called Privatisation through Restructudng. This approach offers a
suitable privatisation:method 6 those small and medium-sized enterprises requiring preliminary res-
trucfunng in order to moke them economically viable prior to their privatlsation.

Inprinciple. the program in\ﬁfes < Mcnagemem Group (MG) to manage, restrutture and pnvotnse
a company pcrhc:pc'hng in the program. tn return, the MG shall recelve a management fee, an
annual profit sharing and a commission upon transfer of the shares to private investors. The compa-

' ny will be considered to be privatised as soon as a minimurn of 51% of ifts shares would have been

transfered.

The program involves 8 stages summarised and organised as follows :

i

Preparation of a "Busingss Profls

Business profules are prepared in order to provide MGs with the data necessary to design a
restructuring strategy. The Business profile describes the company and its activities and contain
basic financial, economic and technical information.

Promoﬂon of ths company lo pofanﬁal MGs and invitation to lendar .

The MoF promotes the company in Poland. angd abroad through the most adapted media
(press, direst contacts, mailings....). Potential MGs will, offer signing a confidentiality agreement
with the MoP, receive a business profile of the company. Those MGs who would wish 1o do so,

- will have o oppoﬁunn‘y to visit the company in order to conduct an independant due

diligence.

| Submission of fsndar blds by lnteresfed MGs to the Ministry of Privatisation

The tender is public and anyone is eligibls to bid. Bids - sight coples submitted in Polish in a
sealed envelope bearing only the name of the company for which the bld is submitted - must
be received at the Ministry of Privatisation, ul. Kruczo 36, Room 141, Warsaw, by the designated
closing date. Bids shall remain vatid for 90 days after the closing date. The MoP reserves the
right to accept or reject any bid without having to justity its decision, Moreover, the MoP is not
bound to accept any bid and may accept a bid o‘rher than the highest,

The tender bld should include the followmg

"o A Restructuring Plan for the company, outlining the MG's proposal for restructuring the

company. The plan should include technical, financlal and social sections as well as ¢
general approach to restructuring and privatising the company. The proposal should also
include sources of financing for proposed capital myestmems and deve!opmem programs,

¢ An estimate of the compdﬁy's.iniﬁa! value quoted in Polish Ziotys or US Dollars. The value
‘quoted by the MG will provide the basis for calculating the deposit and the future
commission on sales of companv shares.

» The names, backgrounds, refevanr experience and qualifications of 'rhe members of the
?eom proposed by the MG for dally management of the company. given fhat the duration
of the management contract is 2 years.

Euragroup Consultants - Dorids Consultants - Banque Worms - ARIA Poland



4. Selgction of a MG for the company
Submitted bids wil'be judged on the following criteria :

o Resfructuring Plan : It will be evaoluated upon its m'enf and feasibility in araas such'os
finance, social and. envirchmental awdignass, operation and marketing. All groups
prasenting cradible cmd realistic res?ruc?unng plan will be eligible to participate in th.-
tender.

» Qualfications of the management téam : Bids wll! be evaluated upon the level of
qualification and relevant exparience of the mancgemenf team proposed by the MG.

« Estimated initial value of the company. _ _
5. Signing of a management contract between the MoP and the winning MG

Successful bidders will be requlred to conmbufe a financial deposit representing a percentage
of the Initial tendered value of the compc:ny The deposﬁ cmoun’f Is caicuiated on the
following scale:

Initiglvalue of the company Reguired financial denosit

0-10BInPLZ 10% of Initial value

10- 150 8In PLZ ' 1 BIn PLZ plus 4 % of fhe drﬂ'erence bafwesn Inmc! va[ue and
10 bilfon PLZ

1I50BInPLZ + - 6.6 B!n PLZ plus 2% ofthe difference batwaen !niﬂcl vciue and
150 BIn PLZ

Successtul Polish bidders wilf enjoy ¢ 50 % discounf onthe required financlal deposd

Once the financlal deposit is paid, ?he Mo will be engaged by the MoP by mecns of a
management contract for g period of ?wo Years.

The proceeds from the financlal deposﬂ shall be used as capital to finance tha restructuring.
Upon payment of the financlal deposit, the MG shall have the right to a percentage of
company shares Creserved shares?) equal to share of the financlal deposit compared to the
company's initial value at the ﬂme of transfer of ot least 51 % of the company shares to private
inveastors,

é. Impiementation of the pre-pﬂvaﬂsaﬂon rcsfrucfur!ng plan

Duting the contract period the MG shall be responsible for mancging. res?ructunng and
privatising the company, The terms under which these activites will be” caried out will be
spacified in the management contract between the MoP and the MG. A drcm of this
management contract will be made available by the Mof. o _

The MG shall not be responsible for damages arising out of claims for restitution by previous
owners of the company's shares or osets. '

In returmn for its services the MG shall tecelve :

+ an agreed management fee based on the existing remuneration rates for management
within the company. This compensation shall be specified in the management contract.

¢ qQ percentage of the net annual profits, équcl fo the percentage of }hé fingncial deposit in
relation to the initial value of the company.

+ Q commission for sale of shares to private invesfors Prlvafe Investors can mcfude but are not
limited to, the MG or company workers". The commission shall be gqual to 70 % of the real
capital goin on the value of shares sold. The racl capital gain is the value of the shares sold

Eurogroup Consultants - Dorits Consultants - ‘Bﬁnqsu, Worms - ARIA Polond



(at the time of salgs) minus the initial value of the shares (c'n“the_ ftime’ of tender) gjusted
according to. f@k@ty/ECU exchange rate.

The commission shall be pai@ upon transfer of at least 51 % of the company sharas to private
investors (this 51 % includes shares granted as commission, shares bought by company
workers at a preferential rate, shcxres sold to private investors and the previous mentioned
reserved shares” resulting from the financlat deposit).

Privatisation of the company ;¢

The MG may request thg ‘sc:te of shares to private investors at any time durng the
management contract periad, The MoP shail grant or deny the request within 30 doys

The MG shalt be responsible’ fouthe preparation of an offering memorandum for tse by
prospechve investors. -3,

Share offerings can be conducted by means of tender, by an offer for sale advertised in
public. as a result of negotiations entered into through public invitation, or by any
combingtion thereof.

Untess it has already transferred 51% or more of the shares, the MG shall conduct an offering
not later than 30 days prior 1o the end of the two year managemaent contract period.

The MoP has the right to reject or accept any proposed sale of shares in any offering.

Complelion of the management confract

»

The management contract covers @ perod of 2 years. it could be completed sariier, upon
transfer of 51 % or more of the company shares to private investors. The contract can also
be extended for not more than 2 yaars, upon agreement of the parties involved.

Shares :maining. ofter the completion of the management contract, will be the
respons.cility of the MoP.

Miscellaneous: : -

Employees of the company shall have the right to purchase. on preferential terms, up to 20
percent of the company shares as spsecified by the Polish piivatisation law®@, There will be no
commission granted on the sale of these shares.

No party shall be held responsiole for eary termination in the event of force majeure

No representation or guarantee is made regarding the reliability, thoroughness or accuracy
of the information contained in the Business Profiles made available by the MoP.

Al information contained therein remains subject to modification by the MoP in order to
comply with laws and regulations in force at the time of the negociation and the signing of
the management contract,

Disagreement or disputes in connection with the program will be settled by arbitration.

h

A commission on snares bought by company womkers, will onty ba grantad on those shares that are not bought on preferentlal terrns(2),

The Polish privatisation kiw is expeciad to be medified shorly. Undar the naw lenw, workens will be entiied up 1o 10 % of the company
shares (ree of chorge) and to purchase ug to 10 % on a preferentiat basis.
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