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Sobieslaw Zasada Centrumwhich will enable
Hyundai to assemble cars in Poland without
paying the 35% import tax. According to

Hyundai, the assembled cars will all be sold i

Regional Market
Highlights

Summary Poland. Assembly operations are scheduled t
begin in December, with production this year
O Hyundai to Assemble Cars in Poland expected to reach 1,000 units, and rise to 10,

O GKN Starts Construction of New Factory inunits in 1998.
Poland
O Ford Bank Polska Begins Operations GKN Automotive Polska Begins Building
O 100,000th Opel Sold in Poland New Factory
O NABI's Bus Production Increases in
Hungary In SeptembeiGKN Automotive Polska started
O Sales of Lower Middle Segment Cars Up inconstructing its new $32 million facility in
Czech Republic Olesnica, Poland. The new manufacturing plant
O Autoliv Increases its Share in Romanian  and offices will cover approximately 10,000
Joint Venture square meters and are expected to be completec
O Tenneco Names New Central & Eastern by mid 1998. In the third quarter of 1998, the

transfer of the manufacturing team and equipm
from the existing Twardogora, Poland location
will take place. GKN currently operates out of
space leased froffiat Automotive Poland.

Europe Business Development Chief
Poland

Poland Gets Yet Another Car Assembler —
Hyundai The new plant will manufacture driveline and
power transmission products, including consta
Hyundai Motor Corporation formed a joint velocity joints and half shafts, for supply to cug
venture in late September with Polish car makéomers within Poland, includingiat, and for

export as required.

InSIde Initial production is planned at 300,000 vehiclg

sets, and increasing to 500,000 vehicle sets irf
Feature Country HUNGARY the near future. GKN Automotive Polska cur-
[JHungary’s New Advertising Regulations: p. 4

rently employs 210 people.

[J Daewoo-FSO Shifting Gears in Poland: p. 9

[J Regional Special Report — Industrial Real Estate: p.|10 Ford Bank Polska Awarded License

[JEC's Automotive Sector Strategy: p. 11
P In September-ord Bank Polska S.A.was

awarded a banking license and operational
approval by théNational Bank of Poland The
Warsaw-based bank will be supervised by the
National Bank of Poland.

[JHella Markets Hungary: p. 14

[JHungarian Supplier List: p. 16

[JPoland Car & CV Sales Statistics: p. 15 & 21

[J Analysis of Hungary's Leasing Regulations: p. 20

[J Quotes From Warsaw Supplier Conference: p. 22

Continued on page 2|
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Hungary

PROFILE

MMG'’s Managing Director On
Hungary’'s Engineering Tradition,
Strategic Partners, and Cost Cutting

Suppliers in Central Europe need strategic part-
ners to stay alive in today’s global automotive

industry. And this is true for even the big compg-

nies like Hungary’sVIMG Automatika Muvek Rt.

Founded in 1900,
MMG is the oldest
and largest instru-
ment manufacturer
in Hungary. Auto-
motive products
represent about
30-35% of the com-

nt

pany’s total sales,
and its two main
customers are
Russian carmaker
Lada (AutoVaz) and

Tamas Borali
-Suzuki'splant in HungaryMagyar Suzuki

MMG is 50.1% owned by its employees under gn

employee stock ownership plan. Minority share
in the company are owned by local communitie
in which MMG has plants, offices, or other real
estate. Over 2,300 MMG employees work in 4
manufacturing plants in and outside of Budapes

When the last phase of privatization was completged

in 1994, MMG's sales were HUF 3.9 billion. Last
year sales grew to HUF 7.5 billion, and this year

expects sales to rise to HUF 9 billion ($46 million].

Tamas Borai is Managing Director of MMG, and

has held this position since 1994. He joined thq

Continued on page 12
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Highlights Contirued Fom paje 1

The nev bank,a subsidiay of Ford Credit
Europe plg will specializ in ofering financ
ing for nev and used @hides though Ford
dealeships. Dealey will act as epresenttives
of the bank and will beesponsike for
informing potential customsrebout the bank
offers and conditions.

Dr. Olaf Neitzst has beengpointed Pesident
of Ford Bank Plska. for the past tw yeas he
has un Ford Credit Poland SA.

Opel Sales in Bland Top 100,000 Units;
Second ShiftAdded for Astra Production

In September GM Poland sold the 100,000th
Opel car on the &tish maket since the edta
lishment of the companin May 1991. Sales of
Opel passergy cas and light commeial vehi
cles in Pland hae gown from 2,100 units in
1991 to 36,000 units dimg the frst nine
months of 1997. Opal’'maket shae in Poland
is eébout 10%.

In Septembey GM Poland also assertdd the
25,000thAstra inWarsaw since the starmf pro-
duction in Noweember 1994. Because of high
demanda second shift will be akkd to the
Warsaw plant in Nowembey increasing cpacity
to 24,000 units anrally.

Daewoo Tico-100 and Engne Production in
Poland

Daevoo has announced thay the end of this
year Tico-100 poduction will bgin in Zeran,
and thain the futue the plant will also mduce
1200cc enmes br theTico’s successor and a
1900 cc diesel emge for the Plonez tuck. (for
more on Dagoo FSQ see aticle on pae 9)

Volvo Trucks Ply Polish Highways

According toVolvo Truck Poland recent ig-
ures put the mmber ofVolvo trucks on
Polands highways & 6,000. Sincealuary
1995,Volvo has avned a tuck factoy in
Wrodaw. Present poduction & the factoy is
1,500 tucks a year In June the 3,000tholvo
truck was poduced in Bland

New Car & Commercial Vehide Sales
Robust During Fir st Eight Months

For the frst eight months of 199new car
sales in Bland were up 28.65%accoding to
figures eleased ¥ SAMAR. As of the end of

August, 334,412 ne cas were sold in Bland
compaed to 259,937 units sold dng the
same peod in 1996. Out of alWesten
European counies, Poland anked thid in nev
sales gowth, behind Itay (34.95%) and
Sweden (28.85%).

Fiat led the pak with sales of 116,076 units
and a matet shae of 34.71%. Rt's maket
shae duing this peiod last year was 42.10%.
Fiat is being based i Daavoo, who sav its
sales wlume ise duing the frst eight months
to 85,636 unitsyp from 60,170 units dimg

the same péyd in 1996. Da@oo’s maket
shae gew from 23.15% to 25.61%. GM/Opel
took the thid position with sales of 30,980
units and a m&et shae of 9.26%.

Commecial vehide sales in Bland were up
14.13% duing the frst eight months of 1997.
During this peiod, 33,938 units wre sold
with 26,574 of theseahides poduced l local
marufactuers. Sales of impoed commesial
vehides totaled 7,364 unitsip 52.02%. for
more detailed stastics on ehide sales in
Poland, see barts on page 7)

Hungary
Linamar Projects Turnover for ‘97

Air pump manifactuer Mezogep Linamar
expects tunover for 1997 to ead $13 million.
During 1997 Linamar irvested wer $1.5 million
into its Polish facility. The isting plant coers
3,200 sg. metsrand the companplans to
expand this kg 6,000 sqg. metsrto accommoda
new business. Linamas'nav customes indude
Steyr-Daimler-Puch, Transgear, andZF.

Mezogep Linamar is 60% wned ly Linamar
Corp. of Canada

NABI’' s Bus Pioduction Increasing

North American Bus Industries expects to
sell 400 lises in 1997yp from 300 in 1996.
The compaw, a spin-of from the ailing bs
maler Ikar us, has bund success selling its
heary duty huses to cities in the.S. NABI
plans to gpand its makets ly focusing on cus
tomeis tha use small20-30 Dot kuses.
Turnover in 1996 vas $77.8 millionand net
income vas $3.1 million.

Suzuki’'s Half Year Sales

In the frst half of 1997Magyar Suzuki sold
6,956 localy produced Swift modelsand 18
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Highlights Continued Fom paje 2

imported Suzuki models.dF all of 1996 the
compaly sold 13,821 locajl produced Swifts
and 192 impded models.

Czech Republic
Daewoo Avia Production & Sales Up

Commecial vehide producerDaewnoo Avia,
a.s.produced 2,932via vehides duing the
first eight months of 1991p 17% fom the
2,492 units prduced dung the same paxd
last year The compay's sales oAvia vehides

was egistered in the Multi PyposeVehide sey-

Compay officials sy they are pleased with

ment,which accounteddr 0.36% of total sales Renaults spae pats distibution actvities in

in 1996 and 0.93% in th@$t half of 1997.
Romania

Autoliv Increases its Shar in Romanian
Joint Venture

Autoliv Inc. has inceased its holding iAutoliv

Romania SA. from 60% to 80%The Romanian

joint ventue mamfactues segbelts,mainly for
the domestic méet kut also undeakes contact
marufactuing for Autoliv Germany.

Romania. Renault berief from a signifcant
suppl of second-handrénd cas in

Romaniaas well as spag pats suppy oppor
tunities or the Renault-basddacia models.

Hyundai Looks Ahead

Although it has to cope with the hely
entrendhed Daewoo, Hyundai continues to be
optimistic dout its pesence on the Romanian
market. It is umored tha this optimism is due
to both the compans associgon with the
successful Romaniarubinessman loffiriac

were up 24% to 2,987 unitspmpaed to 2,402 Autoliv Romania has 50 emplees and sells to and to onging neotiations with Dacia.
units sold dung the frst eight months of 1996. Daewoo Automobile Romania In Novembey

Sales Of Laver Middle Segment Cars
Increasing In Czch Republic

According to fgures eleased ¥ CIA, during
the irst half of 1997the pecentae of nev
cass sold in the Gzch Repulic in the small

and mini ¢ass vas 59.87%down from 67.79%

in 1996.The shae of laver middle sgment

the compan will begin suppying local car
marufactuer Dacia

By the end of 1996;yundai had imested
some $4 million in Romanigrimaiily in its
Bucharest headquéers tuilding and in the

Autoliv Inc’s sales in 1996 totaled $3.2 billiondevelopment of a coungwide network of 11

and net income as $174 million
Renault Foresees Sting Future Sales

Despite a dficult domestic maeet, by the end

cass increased fom 19.92% in 1996 to 27.09% of AugustRenault’s sales on the Romanian

in the frst half of this yar

Cars sold in the midle sgment stged dout
the sametar.87%,compaed to 8.3% lastear
The high and luxwy, off-road and coupe e
ments also sheed little hange. An increase

market exceeded lastears level, with the R
19 Euope the best selling modelaid compa
ny officials. Optimistic Renault éitials
foresee sales of another 500 uniysthe end
of the year

deales and specialed maintenance and
repairs centes.

Hyundai ecenty launded an one-gar leas
ing offer — with a 50% dan payment —
through its dealer netwk. Management
hopes thathe system will boost sales tha
stood in 1995 @150 units and 266 in 1996.
The compay’s 1996 tunover readed Lei 13
billion ($2 million).

Continued on pge 18
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AUTO ADVERTISERS BEWARE:
HUNGARY'S NEW COMMERCIAL

LEGAL AD VISOR

Hungary

ACTIVITIES ACT

Numemwous ea
sons ae gven for
the unepected
rise in car sales in
Hungary in the
first half of 1997.
Some automote
— market anaysts
atribute this sur
prising sign of
recovery in the
ailing Hungarian
car maket to
geneally improv-
ing Hunaarian
economic conditions and theowing puichas
ing pover of Hun@rians. Otherdctos
mentioned inktide the de@ased namber of
imported used carand an immved pice-value
ratio of models sold on the Huadan maket.

{ i.'-i""

Bt B

Tamas Kvacs,Attorney
Hogan & Hartson
Budgpest

However, all maket anaysts ae likely to agree
that limited and special car model editions
offered though pofessional agertising cam
paigns,as well as widey promoted discounts,

sewvices and toegulate adrettising actvities,
undetakes to potect consumet interests and
to maintain economic g€iency and maket
competition. In doing sat promotes social
welfare and potects the intarsts of entearis-
es vhich obseve the equirments of dir
market practices.

The scope of the CAA
covers lusiness agertising
actiities perbrmed ty
naural pesons legal enti
ties,and economic
associions without Igal
entity in Hunguy, as
advettisers, advertising
sewice poviders (agen
cies),or adrertising media.

Pre-release
Requirements

Under the CAAan adertisement mg be
released ol if the ad/ettiser designtes its
enteprise in an identibble mannerindicaes

can be gealy credited br the ecent success of its registered setor the sewof its domestic

the Hun@rian automotie sectar Given the
role tha commecial adrertising plays in
increasing car salesgcent bangs made to
Hungary's adettising legislation are impotant
for automotie companies.

New Commercial Advertising Act

The conditionsdr husiness aekrtising were
modified by the nev, compehensie Act LVIII
of 1997 on Commeial Advertising Activities
(“CAA™). The CAA,which took efect on
September 1,1997,replaced a seeral times
amended ministal decee of 1972 on acr-
tising actvities and modied other Igal rules,
including Act LVII of 1996 on the Rshibition
of Unfair Market Pactices and on the
Prohibition of Restiction of Competition
(“CompetitionAct”) (for an anaysis of the
CompetitionAct, see CEARbIume | Issue 5,
October 1996page 5.

According to its peamble, the CAA, recay-
nizing the need to pvide consumes with fair
information to foster the sale ofgpds and

business mmisesand pesents its taxumber
to the adertising ayeng or to the media upon
ordeling the elease of the agrtisement.

In the case of agrtisementsdr goods under
the obligation of preliminaly attestdion of
quality contol or gtitude deihed in sparate
legal rules,the advettiser is equired to mak a
dedaration to the adertising ayeng or to the

“Under the CAA,
ment may be released onl y if
the ad vertiser designates its
enterprise in an identifiab
manner, indicates its registered
seat or the seat of its domestic
business premises,
sents its tax n umber to the
advertising a gency or to the
media upon or dering the
release of the ad vertisement.”

of the deceasednd ights to déa potection;
(i) incites violence or mvokes conduct Wwere-
by peisonal or pulic safty, the ewironment,or
naure ae damaged; or (iii) genestes a sense
of fear In adlition, an adertisement tageting
children or juxeniles mg not be eleased if it (i)
may ham their plysical,intellectual,or mol
development; or (ii) contains a @it irvitation
to induce adults to pdnase gods ly exploiting
their inexpelience or cedulity.

Subliminal Advertising Banned

The CAA wiles out the pulzation of covert
advettising where the adertisement eleased in
the form of comnunicaion
suggests seeminglneutal
informaion. The CAA
also bans conscioyshot
perceptible ad/ertisements
(subiminal advettising)
which ale adrertisements
tha affect consumer dur
ing their ppmulgation by a
stimulus of vision,sound
or other effect of an inten
sity which is less than the
physically required thesh
old for conscious pegption due to its tavity or
for ary other eason.

an advertise -

le

and pre -

Comparative Ads Restricted

Under the CAAa compagtive or other ader-
tisement mg not be eleased if it my conflict
with the pohibition of unair competition or
the pohibition of unfir influence of consumer
decisions in accdiance with the Competition
Act. 1/ A compagtive adrertisementas
defined ty the CAA,is an adertisement viich
directly or indirectly allows the ecagnition of
an enteprise perbrming identical or similar
actiities to those of the adrtiser, or ary

advertising media egarding whether the quality goods which ate identical or usedf the same

tests hge been pedrmed and gods mg be
marketed on thabasis. Fuhemore, accoding
to the CAA,an adertisement mg only be
released if it is identiéd as an ad and isodal
from its enironment.

The CAA compises a set of@nerl and spe
cific prohibitions concering commetial
advertising. The fllowing is a summar of the
most impotant pohibitive les tha might
concen most adettisers.

Presumaly, the most gneal prohibition of the
CAA is tha an adertisement mg not be
released if it (i) violtes pesonal ights,rights

purposes as theogds pesented in the adr-
tisement t ae traded or intoduced ly
another entgnise

CAA provisions also amended the Competition
Act which, in its gplicable sectionsprovides

tha without the &press pior consent of the
competitor goods and seices m& not be po-
duced maiketed or adrertised with sub typical
appeaance padkaging or labeling (induding

the indicdion of oiigin) tha are namesdesig
naions, or indicaions ky which the competitor
or its gpods ae usualy recanized

Continued on pge 18
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Triple-A Rating
Means
Financial Strength

As one of the best-capitalized banks in the
world, we enjoy an excellent reputation for
financial stvength and salid credit. No wonder
top companies all across North America call
on us to help put their strategic plans into
effective action.

BanlkN\ustria

Represented Throughout Central Envope's
Fastest-Growing Financial Centers

565 Fifth Avenue, NY, NY 10017 (212) 830-1000
70 W, Madison, Chicago, IL 60602 (312) 263-6903

SEND USYOUR NEWS!

Make sue the auto industrheas &out your compay’s actvities in Cental Euilope Send the€ ENTRAL EUROPE
AUTOMOTIVE REPOR ™ your nevs &out:

recent and mmjected sales and guiuction fgures;

new joint ventues or coopetion egreements;

facility expansion plans (g. nev equipmentnew buildings);

business xpansion plans (g. nev makets,new products,nev suppy contiacts);
personnel banges;

recent svards, licensescettifications; and

upcoming companevents (eg. supplier cordgrences)

OoooOooodg

Fax, email, or mail your compary’s press eleases to th€ ENTRAL EUR OPE AUTOMOTIVE REPORT™:

By email:cetmpr@ibm.net

By fax:
United Stées:+1 (206) 374-5282
Toll Free US:+1 (800) 684-3393
Slovak Repubic: +421-7-361-085

By post: 4800 Baseline RdSuite E104-340Boulder CO 80303 USA

Make Sure Your PR & Mar keting People Sed& his: SendAlong a Copy of This Page toThem!
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Recent and f orthcoming repor ts on the
automotive industr y from Auto Business Ltd

THE NEw GERMAN AUTOMOTIVE SUPPLY |NDUSTRY

Ownesship- Oganisaion — Outlook (3d Edition)

The Geman automotie industy has stged a emakable tumaound in the last tov yeass. A wave of eciting nev prod-
ucts,marufactuing rationalisaion, and a mog competitre deutshmaik have revitalised the Ganan manfactuers and
brought enaved conidence to the industrAt the same time bothehide and component mafactuers hae accelested
their globaliséion program in the USAChina,Brazil, France Hungaty, Poland Argentina,Mexico, SouthAfrica and
Thailand The eport looks @ wha has tianged in the Ganan automotie sectar Piofiles of 150 Gaman automotie

supplies. S@tember 1997. $800

THE AMERICAN CHALLENGE

Globalisagion and Noth Ameican automotie supplies in Euppe

In assocition with Union Bank of Switeland, Auto Business puished“TheAmerican Challeng: Globalisdion and the
growth of Noith American Component suppligin Euppe”in March 1997. The 330 pge report profiles the Euopean

presence of the genty leading Nah American-avned supplies in Euope and mps out vy and hev they have expanded
in the egion in the lastdur yeass. It indudes a sectat and gaographical anafsis of Noth American investment in

Europe $650

Contact Edrand Chev at
Auto Business Ltd

Rocott HousgEmlyn’'s Steet
Stambrd PE9 1QP England

Tel +44 1780 481 712
Fax +44 1780 482 383

emailAutoBusiness@compusercom Ltd

Society of Automotive Analysts

presents the

1998 SAA Automotive Outlook Conference:

Steering Through the Changes

Held in conjunction with the North American International Automotive Show

e Receive an exclusive Analyst Pass to NAIAS
e Attend the North American Car & Truck of the Year Award Presentations

When: Monday, January 5, 1998
Where: Cobo Center, Detroit

Hear top industry experts speak on the Outlook for
Automotive Stocks, Outsourcing, the 1998 Economic
Forecast, Sales Incentives and Brand Marketing
Trends, the Future of Automotive Retailing, and the
Internet for Sales and Research.

Become an SAA Member. SAA is a premier interna-
tional organization dedicated to individual professional
development and to the progress of the automotive
industry. SAA members enjoy reduced rates to the
Automotive Outlook Conference and other educational

opportunities; a quarterly newsletter; access to SAA’s
confidential Job Bank; a membership/networking

directory and more. If you are affiliated with OEMs,
part suppliers, advertising/PR firms, automotive jour-
nal and magazine publications, we invite you to join!

For information on membership or on the
Automotive Outlook Conference, please call
847/375-4722.
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City
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Hope Street Fax
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Tel: +44 (0) 1244 681619 ONE YEAR SUBSCRIPTION - 11 ISSUES
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Fax: +44 (0) 1244 681617 O Electronic - Delivered by Email in PDF format, All Locations USD$250.00
[J Analyst Edition - Special Email, additional data, All Locations USD$450.00

CENTRAL [J Send Me a Back Issue Order Form
EUROPE Guarantee
AUTOMOTIVE
REPOR™

We guarantee that you will find the CENTRAL EUR OPEAUTOMOTIVE REPORT™
to be useful and informative. If you are not completely satisfied, you may cancel at any
time and receive a refund for the unused portion of your subscription.

Best Selling Rissengr Cars & Commercial Vehides in Poland

(YTD August 1997)

Passengr Cars Units Sold Light Commercials Units Sold Medium Commercials Units Sold
Fiat Cinquecento 40,229 FSO mlonezTruck 7,706 FSC - Lulbin 6,445
FSO - Rlonez 37,486 Citroen C15 2,680 FSC -Zuk 1,731
PF 126 35,255 Fiat Cinquecentd/an 1,489 Ford Transit 1,664
Daewvoo Tico 27,236 Skoda Pi& up 1,215 MercedesVito 1,369
Fiat Uno 16,980 Peugeot Rartner 832 Fiat Ducao 871
OpelAstra 15,130 GM - Opel Combo 731 VW Transpoter 786
Skoda Felicia 14,359 Fiat UnoVan 580 Iveco Daiy 536
Daenvoo Neia 14,016 Citroen Belingo 572 Mercedes Spnter 504
Fiat Punto 12,784 Ford Courer Van 316 Peugeot Boer 448
Opel Cosa 10,313 Renault Expess 297 Kia Celes 408
Source: SAMAR
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TIPS FOR SUCCESS IN CENTRAL EUROPE

CREATING QUALITY

CENTRAL
EUROPE
AUTOMOTIVE
REPOR™

Jefrey A. JonesEsq.
Editor-in-Chief
cetmjaj@ibm.net

otherWesten marufactuers ae nav bandng on its doorwanting to lny its poducts.

Enrico Pavoni, Fiat Polska’s Chaiman of the Boat, was askd d the conérence ha his compan copes with Blish suppy quality issues. He
replied, “We hae inspectas in contact with supplisresery day.”

If companies ar willing to work closely with their supplies, quality will improve. But it won’t improve on its avn, appeaing ovemight just
because somé/esten compag needs it. Impving local supplier qualityaquires a big commitment of time andaf. A willingness to

spend pecious time &ining explaining and hand holding It won’t come easybut, as Sahbs and kat know, it will come.

| recenty chaired an automote components coefence inWarsav. The eent dtracted major OEMs and suppli
ers, primaiily fromWesten and Cenal Euiope The question and awsr session after ea@resentdon was
refreshingy lively. Conkrence delgates had questions and yheanted ansers. Mary questions cented on
quality — the quality of componentsqaiuced g local supplies.

Poor quality still playues man local pats and component mafactuers in Cental Eulope Quality hashowever,
improved damaically a some of the mar gggressve local manfactuers who ae working dosely with Westen
companies.VW’s presence in the @h Repuldic through Sloda has damaically improved the quality of the
local component industr Skoda hasaised its parentage of “A” class supplies from 1% in 1993 to 60% in
1997.

And in Poland the rumber of companies heving 1SO 9000 ceification is gowing steady. In the edy 19905,
the cetification process took 3 to 4eas. Today, depending on the s&zof the compan it takes ony 1 to 2 yeas
due to better edutian, more available training couses,and echang of pelience

So,quality defciencies can bewvercome but it takes time A good example is Sdts,who males dutches aa

factow in Slovakia. Sabs worked with one of its local castings suppdidor 1 1/2 yeass, helping the companto
improve its tetinolagy. Today, tha local suppliers quality is &cellent and not ogldoes it supgl Sads, but

Continued in Future Issues
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DAEW OO PUMPING $550 MILLION INT O
LANOS, NUBIRA, & LEGANZA

KOREAN/POLISH JOINT VENTURES STRENGTHEN SUPPLY BASE

Poland

By the end of this @ar Daevoo will put $660
million of its planned $1.5 billion irestment
into its Zean factory in Warsav. About $556
million of tha amount has been set aside f
production of a n& model br the Plish maket
— the Lanos (CKD asseny) — and assent
of the Nubia and Lganza. Rsduction of the 3-
door \ersion of the Lanos will bgn in
December of thisgar while production of other
Lanos \ersions and the Nuldarand Lganza
models is akad/ undervay.

Jin Chul Sukpresident oDaewoo-FSQ said
500,000 ceas would be poduced in Navy Zeran
— the par of the fictoy nov being epanded —
in the year 2000.The naméNowy Zeran” (New
Zeran) is highy gppropriate. Investments in 1997
and & the bginning of 1998 will hae funded a
new press linga nav line for die stampingweld
ing shop modeiizaion, constuction of the
second parof the nev paint shopand a ne hall
whete the Lanos will be asseted.

Poland Only Country in Europe to Poduce
Lanos

Kim Woo-Choongpresident of the Dago
Group,said Pland would be the ol county in
Europe to mak the Lanos:Starting in 1999,
Lanoses will bexported to other courigs in
Cental and Easter Euope and stas of the ér-
mer Seiet Union,and in &out 2000 the will
be eported to the wole of Euope” he said ta
press corgrence held irwarsav on Oct. 7.

By the end of thesar there should be 10,000
Lanosesdr sale in Bland as vell as 1,800
Nubiras and 500 LganzasThe Lanos is
Daevoo’s ansver toFiat, which began selling
its inexpensve Siena model in $eember Both
companies & fighting a fuious bdtle for mar
ket shae, especialy in the compact carsection.
The hegest Lanos — a tee-door ersion
equipped with a 1500¢86Kw engne — will
cost PZL 31,900 ($9,327).

Korean/Rolish Joint Ventures Stengthen
Supply Base

When theDaewoo Group signed a joint-gn
ture agreement witFSO, the Koreans took wer

not onl the factory in Warsav but also its
branches thoughout Bland tha produce sub-
assemlies. Out of some of thosadtoies, 13
joint-ventue companies &are formed in the
middle of the yar with the paicipation of
Korean paners pioviding caital and knav-
hov. On Setember 31997,these actities
culminaed with the inaugation of theDaewoo
Automotive Components Goup.

By 2001,Korean frms will have invested $364
million in these joint entues,sales of the com
panies shouldead $735 million,and total
emplogyment will rise to eer 8,500 varkers.
Polish pats and sub-asseriids from Dagvoo-
FSO will also be mrduced ér the Dawoo
factoies in Romaniathe Czdc RepuHic,

Uzbekistan)ndia, Vietnam,and the Philippines.

In Kozudow, two companies ere estalished
out of the érmer plant thex with its ldbor force
of 1,000 — ede compag 50% avned ty
Daenvoo-FSO

Dongwon ZSis alread in opegtion, producing
exhaust systems (thedkeans ont added their
technology for making silences), as vell as
frames and pfiles. An additional element int-
duced ly Dongwon will be beams used in
strengthening doar.

The other compan Seojin ZS was egistered
on Setember 9 and ausiness plan is opljust
being dawn up. Its poduction pofile will be
similar to the pesent oneclutches and instr
mentdion for making stamping dies\We ae
getting read for a big lep,” said diector
Heniyk Gawus.“We shall suppl our poduc
tion to all nev models madeypbDaevoo-FSQ’
At presentfor Daavoo the/ are only produc
ing for the Plonez. But tutches fom
Kozudow are also usedofr small Fats and
Cinquecentosand the companalso poduces
for the Geman maket.

“For a long timebefore the greement with
Daevoo was signegwe had dfers from
Westen patneis and could hae made owselhes
independent of FSCproducing br the Fend,
Geman,andAmerican makets; said Gauns.

“Now those irms which we didnt join up with
are indeendenty opening their plants indfand
and will be competing with usyhile our fte
will depend on Dagoo’s success.

Local Content Rising

Krystyna Danilczykhead of Da@oo-FSO
Motor’s Information Depaitment,said the if st
stage of ceaing a base of suppliethad been
conduded and the egion of adlitional compa
nies with the pdicipation of other paneis from
Korea vas not anticiped The“Polonizéion”
of cars, as she puts ityill be a gadual pocess.

By the end of thisgar 25% of the pas used in
the Lanos will be of &lish oiigin. “In 1998,
about 50% of the p&s used in making the
Lanos will be Blish;” said Danilczyk:[In
1999],0r perhgs een edlier because & ae
ahead of [deedule],tha will increase to 80%.

A local content peentae of moe than 50% is
essential if the Lanos is to beperted to
Westen Euiope In keegping with Poland’s asse
ciate membeship greement with the Eopean
Union, cars with a Plish contibution dove
50% ae exempt flom a 10% duty

R&D Center Planned for Warsaw

In addition to its ppduction plansDaenoo is
prepating to open its wn reseach and deelop-
ment center in theuildings of the érmer State
Motor ing Institute in Warsaw, patt of which it
took over tagether with FSOSo &r, 200 of the
1,000 entnees planneddr the center hee
already been hied Ower a doen of them a in
Korea br a years training

Danilczyk said théolish Technical Center
would be Dawoo’s third in Euiope (bllowing
Gred Britain and Gemary), and would spe
cialize in piojects br the Cental and East
European mdets.m

Magda Savinska (Versaw)
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MORE LAND NEEDED IN POLAND;
HUNGARY ACCOMMOD ATES
INDUSTRIAL EXP ANSION

REGIONAL SPECIAL REPOR T: COMMERCIAL REAL ESTATE

Every month,another automote compap
announces thahey are huilding a nev factory
in Cental Euope buying an old ongor
expanding anxsting facility.

Recent announcements lnde:

Denso Coporation’s plan to irvest $100 mi
lion into a n&v diesel injection pump
factoy in Szkeskehewar, Hungary;

UT Automotive’s new wiring systems plant in
Mielec, Poland;

Ford’s $50 million expansion of itsAutopal
factoy in the Cedh Repubic; and

Eaton’s plan to hiild an engne \alve factory
in Bielsko Biala,Poland

And if a nev factoly isn’'t being luilt, then
corporate headquaers ae being gpandedas
Hyundai has done in Buaarest.

All of this actiity pleases commeial real
estde companies‘Real estée is doing vell
in Poland” said Dana Gibsondm Menard,
Doswell & Co., a US-based commaal real
estde firm with an ofice inWarsaw. “Ther’s
a lak of suppy.”

Companies Mwving South in Foland

According to Gibsonthe bigyest barier to
enty for companies coming tocoRind is a
lack of real estte, and the bigest barier for
developes is a shdege of aailable land
Nonethelessther is some deslopment acti-
ity in Warsav. “There ae a Bw projects
under vay in Warsaw [for nev industral facil-
ities],” said Gibson.

There is a gadual fow of industial propety
going south ofVarsav as companies loolof
chegoer land accoding to Gibson. Lod#&ns
in the south also tér companies a mercen
tralized locaion, giving them better access to
all of Poland

Plenty of Available Locations in Hungary

Compaed to Pland the eal estte maket in
Hungary is moe open.“Ther’s no shaiage
of land or emplgees in Hungry,” said
Michael Caroll, a patner in daige of indus
trial and ofice sites aHealey & Baker's
Budgpest ofice. “There’s still available good
industial locaions”

opment of industal paks. Mong will be
available in the brm of gants and interst free
loans. There ae some 30 indusél paks in
Hungary, all in different phases of completion.

Szekeskhewvar & Gy or Attr act Auto
Companies

Szekeskhewar, 63 kilometes outside of
Budgpest,has become a popular |adica for
automotve companiedncluding Ford and
Alcoa, andDensowill build its factoy there.
Also locdged in Sekeskhewar is the
Loranger Industrial & Educational Park.
The pak is curently home to 14 companies,
including Lor anger Manufacturing (a sup
plier to Ford), Shell, Philips, andNokia.

“We can povide good sevice for companies
who want to @ into this patrof Hungary,”

said Geza Dg| Technical Manger & the

pak. “From the frst st to the lastinclud-
ing planning contracts,constuction, worker
hiring and taining manajement,and povid-
ing tempoary offices” Depending on the site

Available space is needed as auto sector-comprices & the Loanger pak run from @out 26

panies mue their opegtions to Hunary.

“I'm seeing a lot of component mafactuers
following Audi, Opel, andDaewoo [into
Hungary],” he said “Tha's ging to lild up
another btch of people wo nust mae them
around [such as] distibutors and thid paty
contactos”

According to Caroll, there ae plans to deel-
op one or tw distibution paks aound
Budaest. One surcfacility is Harbor Park,
a 50 hectar facility tha will be linked to all
modes of tanspot.

Hungary Funding Industrial Parks

To ensue thd adequee industial facilities ae
available, the Hun@rian govemment has made
available a fnancial suppdrpadkage totaling
HUF 800 million ($4.08 million) dr the deel-

DM to 44 DM per squar meter

The Lomanger pak must competedr cus
tomess with theGyor Industrial Park,

locaed futher west near thAustian boder

in the industial town of Gyor. Gyor is also
home to some major automaticompanies —
Audi has its enipe plant theg, diesel enane,
axle and tuck chassis magr Raba is based
there, and glinder maler VAW has ivested
some $44 million in its Gyr factow.

In genesl, prices br industial space &
about 10%-20% higher in @y, compaed to
prices in Sekeskhewar.

Healgy & Baker’s Caroll is bullish on
Hungary. “When you need a tilding con
structed in a sharamount of timeyou can do
it here” m

Quick Look: Hungary’s Interior Parts Suppliers

Autoliv Kft: Sed belt assemier for other
companies iutoliv group. Compaynis
67% avned ly Swedish car safty equip
ment malkr Autoliv.

Soproni Sonyeggyar: Manufactues capets.

Graboplast Textil : Manufactues atificial
leather and trtile covering products.

Ikar us Mori: In 1994,at Mor plant inWesten

Hungarty stated mamfactue of seé and
interior trim for Suzuki andA\udi.

with approximately $6 million investment
to produce car séaxovers. Factoy
employs 145 vorkers.

Momo: Italian components maifactuer

estdlished plant in Hunary to manufac

ture steeing wheels and airtgs, primari-
ly for export.

Keiper-Recaro GmbH: Plant opened in 1994 PEMU-Happic: Makes plastic car components

and supplies door handles to BMW and
am rests to Mezedes. Companis 50%
owned ly Geman car component suppli
er Happic.

Rati Autofelszreles Manufactues am rests.

10 November 1997 €ENTRAL EURODPEAUTOMOTIVE REPOR™

© Cental EuopeanTrade & Maketing L.L.C. 1997

Use of content without permission is strictly prohibited. All rights reserved.



MmO

EC POLICY TOWARDS CENTRAL & EASTERN
EUROPE—AUTO SECTOR STRATEGY

By Maik Sc hmahl,
Representative , DGIII, Automotive Unit,

European Commission

The Geneal Approac

After the iadical hianges & the end of the last
decadethe EU took up thehallenge of
redefning its relaions with Cental and
Easten Euope Following the aspitions of
mary Cental and Easter Euopean countes
(CEECSs),the Euppean Council in
Copenhgen of ine 1993 greed thathe
counties with whom the EC had cohwed
associdon agreements can become mender
of the EU as soon as thare &le to assume
the obligations of membeship.

The pespectie of accession implies a qualita
tive chang in the elaions betveen the EU and
the Cental and Easter Euopean egion. The
major dallenge is to pepare accession candi
daes pr the intgration into the intemal maket
of the Union.To this aim,EU policy tries to
facilitate the estuctuing and moderizaion.

Responsibility or adieving restuctuing, mod
emization, and demodatization, however, rests
with the Cental and Easter Eulopean counies
themseles.The EubpeAgreements and the
pre-accession siegy adopted 1 the Euopean
Council in Essen (December 1994 #ne

Implications for EU Automotive Industry

From the EU automote industy’s point of
view, the fall of business baiers and the
enlagement of the Interal Maket to the East
represents both an oppanity and a ballengg:

An oppotunity, as the Cenad and Easter
European countes,with their gowth potential
for vehide sales and aogd level of tednical
qualification and elatively low labor costspffer
favorable prospectsdr exports and &ractive
conditions 6r local assenig/production. May
EU manufactuers hae alead seizd the
oppotunity and esta
lished joint \entues
with Cental/Easten
European pdners or
invested in geenfeld
production.

A challeng, becausge
following the tuilding-
up of poduction
cgpacity in
Cental/Easten Euiope ty competitos from
Korea and &an (notaly Daeavoo in Poland
Romaniathe Czdc Reubic, and Ukaine and

instuments designedylthe EU in oder to assist Suzuki in Hungry), EU marnufactuers will
face inceasing competition on their home mar invest in these coungs.

our patners with doing so.

To complement this siegy, and to ofer a per
spectve to all Easter countres,the EU has
negotiated Ratnership and Coopetion agree
ments (PCAs) with the gt thawill not join
the EU in the near and mediumntefuture. The
PCAs cwer a wide ange of issues conceing
trade commecial, and economicaléions (taiff
provisions,eliminaion of quantitéive restic-
tions, etc).

Flanking measw@s hae also been t&k in oder
to assist the we Easten democacies in their
restuctuling process (suppbis alead/ given in
the framavork of the TACIS piogram).The
PCAs will lay the bundaion for a pemanent
political dialggue and a system afgular con
sultaions d different lesels on the \wole

of mutual inteest.

ket & a time vihen gowth prospects in this
maiket ae limited and the industis undego-
ing major estuctuing.

The EuropeAgreements

TheAssocidion
Agreements (Eape
Agreements) beteen the
EU and the CEEC®fe-
see among other things,
the esthlishment of fee
trade ageas. Since 1995,
sud greements are
signed with Estonia,
Latvia, and Lithuania and
an inteim agreement has

“Follo wing the b uilding-up of pr o-
duction capacity in Central/Eastern
Europe by competitor s from Korea
and Japan, EU manufacturer s will
face increasing competition on

their home market at a time when
growth pr ospects in this market

are limited and the industr
under going major restructuring.

“The EU'’ s polic y of rapidl y
granting market access to

impor ts from the CEECs is a
very substantial contrib ution to
industrial restructuring.
automotive impor ts fr om the ten
CEECs, the EU has eliminated

its tariffs since 1 Jan uary 1995.
These countries will f or their
part complete the total disman -
tling of tariffs vis-a-vis the EU

by the y ear 2001/2002.”

maiket access to impter from the CEECs is a
vely substantial conitsution to industeal
restuctuting. For automotie impots from the
ten CEECsthe EU has elimirtad its taiffs
since 1 aruary 1995.These counies will for
their pat complete the total dismantling of tar
iffs vis-a-vis the EU ythe year 2001/2002.

Trade policy aspects

The Commissionemains committed to ensiog
tha also our tading patners respect their igal
obligations under the bitaral andWTO
Agreements.

Therefore, the Commission will contime its
efforts toopen up all third marketsin a coor
dinaed gproad, taking account of the
complaints bout specit trade batiers tha we
receve from EU industy. The scope of the
effort covers all tade and imestment barers,
including regulaory barriers.As pat of this
approad, adaabase on
maiket access bders
has been edtished and
can nov be accessed on
the Intenet.

In this conte&t, we hae
noted with concertha a
growing number of
counties lesot to tr ade-
related investment
measues(TRIMs) sud as local content
requirrments and imptexport balancing olig-
ations. Sub provisions estict the commegial
freedom of manfactuers tha wish to tade and

y is

The Agreement onTrade Relded Aspects
of Investment Measues (1994yecanizes
tha cetain investment
measues sub as local
content equirements or
trade balancingaquire-
ments estict and distor
For trade

It provides tha noWTO
contracting paty shall
apply ary TRIM inconsis
tent withArticles 111
(national treament) and
XI (prohibition of quant
tative restictions) of the

come into brce with Sloenia,in adlition to the GATT. The Commission willemain committed
spectum of political,economi¢and other issues alread/ existing ones with Bland Hungatry, the

Czech Repulic, Slovakia,Bulgaria, and
RomaniaThe EUS polig/ of rapidly granting

to the @reement and will see this provisions
are enbrced

Contirnued on pge 17
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Profile Contirued Fom Rage 1

compalry in 1972 as a Sales Eimger and
later became Sales RQictor Mr. Borai was
educded & the BudpestTechnical
University where he eceved a dgree in elee
trical engneeling.

Mr. Borai spole with theCEAR in Budaest,
shaiing his frank opinions on manissues,
including Huna@ry’s endangred engneeling
tradition, the needdr strategic partners, and
the push to cut costs in the supplier industr

CEAR: How did MMG become a supplier
to Magyar Suzuki?

Borai: When Suzuki decided taulid its plant
in Hungary, they looked to Hungury for possi
ble supplies. They found MMG and
suggested tha[the Bpanese compah Denso
Corporation, who has telenical knav-how
for instument dusters, heaer units,and Bow-
ers, [contact MMG].

We signed a tdmical assistancegeeement
with Denso. Today, we're the ory supplier to
Magyar Suzuki br these lusters, heder units,
blower units,and a év small components.

CEAR: How integrated are MMG’ s compo
nent manufacturing operations?

Borai: We hare a \ery large plastic molding
shop.We hae our avn foundry. We hare our
own forging equipment and swate teament.
[Essentialy], we kuy the plastic garules and
deliver the complete insiment ¢ustes.
Except for some hlbs and s@ws, we male
all components osehes in housewhich has
some bendf since pu're not dpendent on
supplies and subcordctos.

On the other handve ae working with too
mary assets.These a \ery expensve
madines and gu need a
good load at least tvo

shifts per dg It's \ery
difficult to male a com
plete unit competitie even

if you tale into account the
wage adiantaye which this
county still has wer
Westen Euiopean coun
tries. But in mass
production,the lbor conr
tent is ety low and to be
competitve you need lage
quantities.

“The n umber of engineer s who
are developing something ne w
is dr opping da y by day. This is
a problem that we see at MMG.
When we want to hire engi -
neers for R&D it’ s very, very
difficult to find someone

Maybe software engineer s, yes.
But not engineer s who can
develop something. ”

CEAR: MMG has had success adoptingof -
eign tedinology into its businessstarting
back with the Italian design for the Lada
instrument duster and more recently with
Denso. What's the secet behind this aility?
Borai: This aility to adopt moder tedinolo

engneess, yes. But not enigeers who can
develop nev products and tdmolagies.

CEAR: So,what'’s the solution? Hav can
this R&D expertise be rekindled?
Borai: There should be some intellectual

gy is something Wich has sometimes [been] acoopestion from investos in this couny. For

little bit neglected ly foreign investos. What
they see in Hunary is tha labor is \ery

che. Yes,the ladies in the countwho male
wiring hanesses or put saws into something
are, unfortunaely, very cheg. But this aility
to adopt automote hi-ted, and Il go a little
bit further [and intude] the caability to be a
credive patner in nev developmentthis is
something nglected and noteally consideed
by mary foreign investos in the car indusgr

Definitely, there was and theris a cemin eng-
neeing tradition in this counyr. There has been
a \ery good engneeing educéonal system.
And as long as industiwas avned ly the stée
her, it was moe or less agremment decision
how mary engnees would be edudad and
what kind of funds should bevailable for tedr-
nical development andeseath.

CEAR: How has privatization affected
Hungary’s endneering tradition?

Borai: Now tha major industies ae con
trolled by foreign companiesf they don't
shaw ary interest in Hunary’s endneeing
cepability, then being an emgeer will [not be
respected] Y the young people Technical
educdion will be reduced and the besbyng
people will not bioose telenical unversity for
higher educgon, but [will choose] ihance
sewices,and inbrmdics. Yes,of course this
is something thias in tody. But you need
medanical entnees, electical endnees,
and ciemical engeess.

There were a mumber of ery good leseach
institutes,all run by the
stae. Now the stée has
no mong and little
interest and manpeo
ple o aroad or @ into
business selling com
putess or impoted
madines.The rumber
of engneess who ae
developing something
new is dropping dg by
day. And this is a pob-
lem tha we see &
MMG. When we want
to hire engneess for R&D it's \ery, very dif-
ficult to find someoneMaybe softvare

instance GE, when thg purchased thedmous
bulb developerTungsram, stopped R&D in
Hungary. After two or thee years, however,
[GE] realizzd tha the R&D dgaitment hee
was better than k& they had inAmerica. For
enepy saing lightbulbs,the whole deelop
ment vas tansemred to Budpest.

Ericsontransemred a lot of softwre develop-
ment Dr their telphone &changs hee. So
there ae companies thhaecaynize [this eng
neeing potential]. If thee is one companin
the automotie tusiness [thiarespects the
local engneeing expettise], it is Knorr
Bremse The Manging Director of Knor
Bremse vas peviously the Managing Director
for Magyar Suzuki and he und#ood the
importance of local temical deelopment.

Of course nobody in Hungary will design a
new car, but in the automotie husiness ther
are so man exciting deselopment oppduni-
ties tha Hungary could contibute to.

Japanese and étean manofactuers nust
have mamfactuing sites in Euspe due to
EU customsaegulaions. We would like to
paticipate [with them] and be det's sy,
natural patner so thathey don't always
think of geenfeld investment bt also syner
gy-type investment.

Of course they have the high tels and the
mong and thg can cede the maket. But
Hungary can be also an intellectualegnfeld
site — the soil is @ry good, with no intellee
tual pollution.

CEAR: What could the government do to
help promote R&D in Hungary?

Borai: The Ministly of Educdion should
have funds or various pojects,and the
Acadeny of Sciences should @ funds br
applied pojects. The govemment Naional
Technical Dezelopment Committee (OMFB)
has some ideas.

They should all bedcused on [R&D].The
multinationals tha visit govemment ministes
and OMFB should talklout it every time
they come heg. The govemment should be
prepared to gve funds and concessions to
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Profile Contirued Fom Rage 12

those vihho ae willing to
invest in R&D.

“This countr y needs to sho w the
global carmaker s that the politi -

And, Turkey. Turkey could be an intasting
place So ve ae look
ing & Turkey at the

moment.

cal situation is ¢ lear, the legal

This county needs to
shaw the global canak
ers thd the political
situdion is dear, the

legal situdion is dear.
Now we can @ one stp
further, not only to
assemle céble hanesses
or engnes. We still have
to lean [more &out]
cost consciousness and qualiiyt | think the
time is nav to tale the n&t st and ivolve
Hungaty in the R&D pocess.

process.”

CEAR: Why is it so important that
Hungary be a pat of the R&D side of the
automotive industry?

Borai: If you dont crede puchasing paer
in these counies,who huys your pioducts?
The midlle dasses — inlading the enmeers,
doctoss, university teabers — the disg-
peaed [in the Easterboc]. We have to luild
them up to aae puchasing pwer for cas,
hi-fi equipmentgetc So this is not an emotien
al way of thinking hut a \ery rational way of
thinking. Some people gait is a political
issue but | dont think so. | need custonser

CEAR: How is MMG reacting to the glob
alization trend in the automotve industry?
Borai: We have to ealiz tha due to the glob
alization of the car indusfyf MMG as an
independent supplier has no futuSo ve
need a sategic patner and v hope toihd
one We hare been wrking with Densonow
for five yeass, and we want to stengthen our
coopeetion with Denso.

CEAR: What are MMG'’ s expansion plans?
Borai: Of course we're talking to other car
malers in Euope and we hare nav quite a
number of quotions. One canaker has 6r-
bidden MMG to mention its name as a
possilke buyer. We ae nav talking toDacia,
the Romanian caraker. And of couse we ae
working together withSuzuki on nev models.

What new markets is MMG looking to
enter?

Borai: Romania wuld be a n& maket.
We never succeeded in supmhg Romania
in the old times. Of cose we ae watching
what hgppens withZastava in Serbia And
of coursg Lada is working on nev models.

situation is ¢ lear. Now we can go
one step fur ther, not onl y to
assemb le cable harnesses or
engines. We still ha ve to learn
[more about] cost conscious -
ness and quality , but now is the
time to take the ne xt step and
involve Hungar y in the R&D

You nust be ealistic
Even with a stategic
patner, you cannot enter
cettain empies.Ther is
no realistic diance tha
we can be a supplier to
ary plants in theywW
group because thanar
ket is dominged by

VDO. So no bance

overcgpacity.

The rumber of customerwho ae realistic

chances is ety limited. This is one of the

reasons thtave need a
strategic partner because
VDO has taditional cus
tomes. Unless w ae the
pattner of one of these com
panieswe hare no dhance
at all to be the supplier

In the instument ¢uster
businessthe rumber [of
potential customet is less

“Supplier s need a cer tain
profit, not because of the
shareholder s, but because
of the de velopment of the
compan y and de velopment
of new tec hnologies. And
they need a cer tain le vel of
labor . If you reduce the
quality of the labor because
its ¢ heaper, then y ou might
face quality pr oblems with

Car mamfactuers would like to hae lower
and laver piices,higher and higher quality
and better seices because thelis a big

But, ther is a cemin point in timewhen the
supplies will say, OK, if you ae not hppy
with the pice, we prefer not to suppl you.
Supplies need a cé&in piofit, not because of
the shaeholdes, but because of the delop-
ment of the companand deelopment of ne&
technologies. And they need a céain level of
labor. If you reduce the quality of thellar
because itsteger, then you might fice qual
ity problems with the psduct.

Frankly speakingsome camakers ae uneat

istic when thg push pices
down. | knawv cettain
examples of een lage sup
pliers who decided to
discontirue cetain supplies
because thewere unadle

to reduce the costs.

CEAR: What's the
biggest problem faced by
Hungarian automotive

than fve. They cannot be
very far from Hungy,
because car mafactuers
prefer to hae their supplies within a fw
hunded kilometes. So ve hare no hiance to
be a supplier of a compain India, even if
we were ctheger India will buy from India or
some neighbang compag. So we can ony}
think of Cental and Easter Euiope

the product.”

As thee ae plans to bild 15 or so ne plants
within the net 20 yeass in this aea,some of
these plants could be our major custaner
For instanceif Lada builds a nev plant net
to the Fnnish boder, it's possike tha we
could be the supplier

It's not easy But we're optimistic

CEAR: How is MMG coping with the
intense pressue in the industry to cut costs
and keep prices low?

Borai: This is a ery difficult issue For
instancein cetain requestsdr quotdions,
there is a condition thayou have to dve them
a fixed pice, let's sg, for 1999. If yu gt
the oder, you hare to accpt thd for a least 5
yeass you have to educe the jice eab year
by 1%-3%.

And this is high isk.

components companies?
Borai: [Today], money is
the biggest poblem for
these companies. lby want to incease po-
duction using bank edits,you cant be
competitve. Some people armentioning
ventue caital in Hungry. This is nuch moe
popular in England and the US

Interest mtes ae too high and the sedties
the banks need aitoo high. Infation and
interest ates ae deceasing but still bank
credits ae \ery expensve. We pg 25-26%
per anmm. But,ther is nav a \ery good
moneg suppy and banks arstating to com
pete with eals other There ae nav about
45 commecial banks in Hunary. It's good
for us nev because the bankseatompeting
for customes. m
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HELLA TAKES ON HUNGARIAN
SPARE PARTS MARKET

COMPANY SPOTLIGHT

Hungary

Comparny: Hella Hungaria Kft

Location:  Budapest,Hungary

Contact: Mariann Partos, Managing
Dir ector

Business: Car Lighting Equipment
Distribution

Take a snpshot ofHella Hungaria Kft in
1997,and vha you see is an ganizaion
focused on méeting — still a eldively new
idea in Hungry. Ewlving from an inbrma
tion and epresentéion office stated in 1991,
the Budaest opeation was esthlished in
1993 as a Wwolly owned subsidiar of the
Geman car lighting specialisella KG
Hueck & Co.

Hella’s Hr st Subsidiaty in Eastem Europe

The Hung@uian facility was Hella KGS first
subsidiay in Easten Euiope and its main mis
sion is to liild a customer base in theiginal
spae pats maket. The warehouse has no on-
site poduction caability. Insteadit provides
logistics and supporfor the distibution of
over 3,200 poducts sulke as headlightsignal
lamps,switches,relays, electonic equipment,
and other accesges.

Solid Reputation Helps Marketing Mission

As a maket leaderparent compan Hella KG
enjoys a solid band eputaion and position,
especialy with Geman camalers sut as
Mercedes BMW , VW, Opel, andFiat.
Brand ecaynition is impotant to Hella
Hungaria’s (HHK) maketing focus,but it is
not the ory advantaye. Hella KG5 reputéion
for contiruous impovement and mduct
upgading ae also impadant to the sub
sidialy’s mission.

For example Hella Gemary recenty devel
oped a ne system or inteiior car lighting the
Cental Lighting System (CELIS)which uses
a fiber netvork and light guide tdmolagy to
radically improve intenal lighting systems.

This reputation for stde-of-the-at technolagy

allows the companto kegy pace with ne car
models and see the needs of its custorser
more efectively.

BroadeningWholesaler Netvork

A good poduct,however, is never enough.
The compan wants to boaden its netark
among Vholesales by developing and main
taining elaionships with customersut as
Lang, Iharos Garancia, Albert Bir ner, and
Ikar us.

Through egular visits ly company representa
tives,Hella hopes to ige wholesales timely
product inbrmation and pesonalizd sevice.
Most of the vholesales ae concengted in
Budgpest so the compwrtan ofer same da
delivery and pompt sevice.

Company Captures Ower 15% of Market

So far, the HHK stetegy seems to be avking.
In 1996,HHK gamered 15-17% of the
Hungarian maket, with lighting accessaes
suc as headlamps and beams accounting f
approximately 70% of tunover. The sub
sidiaty sells other pas sut as small
electionic componentdut they constitute a
relaively small shag. The poduct ange
caers to mag car magques,including
MercedesOpel, BMW, Volvo, and Skoda,
although Gamnan car models ka the boad
est selection.

While Hella Hunguia’s piogress since 1993
conforms to &pectdions,the subsidiar's
achievements wre not easy to comeyb
Estalishing the lgjistical suppat; the dhan
nels br distibution, and @en deeloping the
maiketing mindset wre unique and diicult
tasks.

Developing Marketing Mindset In Hungary

With shotages being a way of life in the
Soviet e, selling wha was made took little
effort. Distibution, salesand maketing were
not required If they were required, the actvi-
ties were usual caried out ly stae
organizaions without ag direct involvement
from a poducer

however, is undestanding vina customes need
and taining salespeople to listen amt@nize
those needsThis information must be éd

bad to the home dice so thathe compayn
can poduce vha is selldle in Hungry.

In the past ttee to bur years, the ofice has
become mar atuned to customes’informa
tion and poduct needs tlaugh egular visits
and contact.This gproad is paticulary rel-
evant todg because the customer base f
Hungaiian supplies has shifted &m the
Easten bloc toWesten multinationals who
have higher gpectdions.

External Forces in Hungary Provide Big
Challenges

Even with a @od poduct and sary maket-
ing, the extemal conte&t can pose major
challenges,as was the case in 1993t that
time, the Hung@rian govemment intoduced an
economic adjustment pleage aimed &
putting the econognon a sustairtde péah of
low inflation growth. Hrst, wage polig/ in the
pubic sector vas tightened Secongdthe
forint was dealued ly 8% d one timefol-
lowed ty a svitch to the cawling peg.

Finally, budgetay contiols designed toeverse
the balance of &de vere intoduced

For HHK, the most signi€ant potion of the
padkage was the imposition of an 8% impor
tax. Since the Bugtest opeation has no
marufactuing cegability, the entie product
line is impoted fom Gemary, and this led to
subsequent pire inceases in a mket tha
was highy price sensitie.

With the Hunguian econory shaving signs
of recorery, the extra impot duties vere elim
inated as of uly 1997,which was god nevs
for Hella. HHK has #pt prices stale for
1997,whereas peviously three or bur pice
increases \&re standat.

Neverthelessthe expeliences of Hellaaveal
the impotance of inner and outer corteand
some of the obstées facing lusinesses in
emeping economies. In the futgrthe
Hungarian ofice would like to see a lbader
product enge for the Hungrian maket.
While the subsidiar has the option toxpand
the etail sgment,its curent focus will
remain on Wolesales. m

Selling Hellas pioducts poved easy as long as Valerie Dumas (Budgest)

customes were shovn the eliability and quak
ty. More dhallengng for the local Hella dice,
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New Car Registrations in Europe

Country 1997 1996 % Change F l ' I l ' R I
1 Ttaly** 1,664,100 1,233,100 34.95
2 Sweden 144,700 112,300 28.85
3 Poland* 334,412 259,937 28.65
4 Greece** 113,700 100,500 13.13
5 Spain** 690,100 617,000 11.85
6 Ireland** 108,800 100,800 7.94 ; .
7 Denmark** 109,100 101,100 791 Upda:e on Sk)das OCta/Ia FaCtory
5 Finland 72500 71,000 6.34 Amended Ced & Slovak Customs Rules
9 UK. 1,615,400 1,519,200 6.33
10 Luxembourg 23,500 22,900 2.62 Poland Sales and Ryduction Stdistics
11 Norway 86,900 86,700 0.23 .
12 Netherlands** 360,100 359,600 0.14 Czdt Republic’s Nev VAT & Income Tax
13 Germany** 2,426,100 2,442,700 -0.68 Changes
14 Belgium 288,600 297,400 296
15 Switzerland** 192,200 199,000 342 Regional Special Rport: Leasing
16 Portugal** 147,500 153,100 -3.66 . .
17 Austria** 204,700 236,100 -13.30 Czt Republic Sales Stéstics
18 France L7000 1434000 -22.06 Review of the Budarest Intemational Auto
* Grey import not induded
**T he figures br these counies ae povisional Show
Souce: SAMAR

Top Selling Companies in Bland

(YTD August 1997)

Passengr Cars

Make Volume Mar ket Volume Mar ket
Share Share
1997 % 1996 %

1 FIAT 116,076 3471 109,437 42.10

2 DAEWOO 85,636 25.61 60,170 23.15
P I aC e 3 GM - OPEL 30,980 9.26 19,109 7.35
4 RENAULT 16,817 5.03 17,422 6.70
5 SKODA 14,359 4.29 8,944 3.44
6 FORD 12,555 3.75 7,437 2.86
7 VW 10,385 3.11 6,918 2.66
8 SEAT 10,031 3.00 5,897 2.27
O u r 9 PEUGEQ 7,448 223 4.964 1.91
10 CITROEN 6.432 1.92 3.322 1.28

Commercial Vehides

A Make Volume Mar ket Volume Mar ket
Share Share

1997 % 1996 %
1 DAEWOO MOTOR POLSKA 8,176 24.09 7,153 24.06
2 DAEWOO 7,879 23.22 10,288 34.60
| 3 CITROEN 3,587 10.57 1,734 5.83
e r e - 4 FIAT 2,970 8.75 4,384 14.74
5 FORD 2,072 6.11 1,277 4.29
6 MERCEDES 1,873 5.52 742 2.50
7 PEUGEO 1,307 3.85 106 0.36
8 SKODA 1,215 3.58 106 0.36
9 VW 1,212 3.57 866 2.91
10 RENAULT 915 2.70 593 1.99
Souce: SAMAR
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Hungarian Suppliers of Parts and Components

COMPANY

4-ASZ Trade-Plaszt

ABF Alkatreszgarto
ACELGYAR Rt.

Ajkai Elektronokai Kift.
ALBERT WEBER Hungia Kft.
ALUFIX Szendoi Femipar Kit.

ARGE Nemet-Mayar
Ipar es Keresledelmi Kift.

ARMAFILT

Ipari es Keresledelmi Rt.

AUGUSZT Gory

AUTOELEKTRO

Gapjamuipaii es Elektonikai Gyarto Kit.
Autoipai Kutao es jleszto Rt.

AUTOTRIB
Tribologiai Kutao es jleszto Kift.

Autovillamossai Felszrelesekt Gyarto Rt.
AUTRON Kit.

BAKANY Gepipai Rt.

Balory Gyujtogyertya-es Keramiagyarto Kit.
BAKONY Muvek Autoalkdreszgarto Rt.

BAUSCH Kift.

Belcod Kft.

BERVA Finomszrelverygyarto Kift.

BERVINA Hajtastetnikai Bt.
BHG Hiradastebnikai Rt.

BPW RABA Futonugyar Kft.

BSX Gyarto
CAROFLEX Fekbetetgar Kft.

The information contained in the above list was obtained from the best available sources. Omissions, typographical errors, and number changes, how-

PRODUCT

Plastic ehide pats

Mechanic céles

Balancing ams,geas,

joint-forks, wires

Vehide pats (pessed)fittings
(doorhandlesplockings)

Suction tubesgearbox covers
Pressed and elded components

to bumpes, alumirum/steel/stainless/
welded stuctures,pressed pas

High-precision tebnical pats from
plastics r the \ehide and the
handtool industr

Manufactuing and distibuting oil
filters, air filters, gasoline fiters,
sealings andaglets
Manufactuing and distibuting
coupler heads

U-16 12V elays, U-26 12V elays,
U 07 elays and otheralays for
use in the car industr

Individual pioducts br the

vehide industy

By-pass enige oil filters, air-filter
elementsgas flters

Advanced high-pedrmance elecic
staters and gnegtors for vehides
Car access@s, cental lokings,
collision detectas, cabling systems
Drive shaftsaxle shaftsgear pumps,
clutch pats (cut and wlded)

Spak plugs,heary - day products
Vehide electical products,spak
plugs,light-clay products,
windsceen wipes

Manufactuing and distibuting
electioplaes,marufactuing injection
molding and tumling tools
Manufactuing piston mgs and
cylinder barels

Vehide pneum&cs, (pneuméc
door contols, absorber spngs,
shok absorbes), pneuméc

and lydraulic pats

Polyurethane beltsspecial &n belts
Switching tedinique systems,
cablestrands,marufactuing and
inseting integrated ciicuit boads
Underariages br trailers, road
vehides,and fim vehiades
Passengr car tutches

Friction linings for passengr cas
and other ghides

CONTACT
Szdo Otto
Bencz Zsolt
Gyory Peter

Lautner dzsef

Beredki Monika
Molnar Zoltan

Gerath Janosne

Varga Istan

Auguszt Gyrgy

Jakeb Gyula

Nemelyi Jozsef

Meszaps Gédor
Dr. Sergi Laszlo
Vaczi Bela

Dr. Takacs Sandor
Goz Zsigmond
JuttnerAndras

Laky Klara

Belkovics Laszlo

Boldi Dezso

Bemath Laszlo
Hegyi Agnes

Ersing Kaoly

Bemhadt Laszlo

PHONE/FAX

tel: 36-29-352-6754dx: 36-29-352-675
tel: 36-27-342-2924dx: 36-27-342-292
tel: 36-32-416-4664dx: 36-32-311-894
tel: 36-88-312-5774dx: 36-88-311-815

tel: 36-33-416-3884dx: 36-33-412-140
tel: 36-48-460-015dx: 36-48-460-021

tel: 36-29-344-403402,401
fax: 36-29-344-404

tel: 336-129-5602270-3655
fax: 36-149-8553

tel: 36-60-363-895dx: 36-74-466-650

tel: 36-57-400-3394dx: 36-57-401-211

tel: 36-203-76334dx:36-203-7635

tel: 36-206-61054dx: 36-206-6137

tel: 36-140-15404dx: 36-140-1542

tel: 36-149-11294dx: 36-270-0363

tel: 36-34-310-7404x: 36-34-310-740

tel: 36-88-427-2604dx: 36-88-421-715
tel: 36-88-423-6484dx: 36-88-427-916

tel: 36-206-6266 dx: 36-206-1259

tel: 36-36-413-5474dx: 36-36-413-547

tel: 36-36-411-5564dx: 36-36-411-112

tel: 36- 252-48294dx: 36-252-4829
tel: 36-204-57184dx: 36-204-5648

tel: 36-94-328-0034x: 36-94-328-002

tel: 36-72-482-3634x: 36-72-482-363

Szilagyine Gajdos Ea tel: 36-45-415-2194dx: 36-45-415-217

ever, may occur. Please send any corrections to CEAR at the address listed on page 2. m
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EC Policy... Continued Fom Rige 11

Harmonization of Automotive Technical
Standards

The Euppean Commnity unambiguousl sup
ports eforts to atieve futther intendional
hamonizdion in the feld of automotie stan
dards. This question is of speciatlevance br
an industy tha is moe and moe acting global
ly, and thais being toubed by a nultitude of
different naional standats.

The Commission thefore ataches paticular
attention to theglobal hamonizdion of vehide
reguldion in the contet of theUN-ECE 1958
Agreement on nutual ecanition and ve ae
seeking to encoage other countes to join in
this piocess.

We believe thd the multilateral goproad is the
most cost dective way to reduce globalegula
tory costs in situéons where reguldors in
different counties ae aiming to alieve similar
objectives in tems of perbrmance standes
and methods of testing

This being saighamonizaion must be
adhieved without sadficing the need to ensair

that regulaions ae set athe high leels of sa¢-
ty and emironmental potection ve ae used to
in the EU

Since map CEECs haee been memberof the
Agreement ér a consideble peiod of time
they have a @od base touild on when decid
ing to tale over wha we call the*acquis
commnunautaie.”

Integrating Accession Candidées into the
Inter nal Mar ket

The EuppeAgreements with the CEECs\és
age the alignment of the Ceatrand Easter
European countes’ legislation with the intenal
maiket. As pat of the pe-accession siegy,
theWhite Raper on thé' Preparation of the
Associdged Counties of Cental and Easten
Europe br Integration into the Intenal Market
of the Euopean Unioh (COM(95) 163 inal)
identifies the ky measues in eal sector and
suggests a sequence irhigh the assoctad
counties would best telde the @proximation
of their legislation with the equirements of the
Intemal Maket.

In the automotie sectarthis requires not ony
the tiansposition of the téoical equirements

for Euopean ehide type-gproval, but also the
estdlishment of adequa administative stuc-
tures br implementton and enfrcement.

For this pupose a pluiinational piogram of
18.5 million ECUs was gproved in Setember
1995 in the conte of PHARE,the gneal
assistance pgram for the economic
restuctuing of the countes of Cental and
Easten Euiope coodinaed by the

European Commission.

This has been usedrfthe launhing of a nev
tedhnical assistance iofmation exchang ofice
inside the Commissionhich has become oper
ational in 1996.

It is anticipded tha by the time of accession,
Cental and Easter Euopean countes will
have put in place the necesgaegislation and
institutional flamevork so tha the ECType
Approval system can bepglied in the same
beneicial way as it is with the cuent 15 EU
Member Sttes.n

Exhibitions, Conferencesand Shows in 1997 & 1998

Bologna, Italy Bologna Motor Shw,
tel: (39) 51-645-1011

Sept. 27-Oct. 1 Paris, France FISITA Congess
Nov. 27-Dec 6 Essen,Germany Essen Motor She

For more informétion, please contact the CeatrEurope

1997 Dec 6-14

Nov. 1 Valencia, Spain Salon de/Automovil Dec 9-11

Nov. 4-6 Detroit, Ml Autofact‘97

Nov. 4-6 Bir mingham, England Autoted ‘97,
tel: (44) 121-767-3817 ek

Nov. 4-7 Las Vegas, Nevada Automotive Aftermarket Jan.
Industy Week Shwy, tel: (847) 228-1310

Nov. 6-9 Istanbul, Turkey Commecial Vehides Shav, 35, 10-19

Nov. 11-12 Moscow, Russia EuroForum Automotive Mar.
Conference (44) 171-878-6888

Nov. 11-15 Sao Rlo, Brazil Int’'| Auto Rarts, Equipment  p1o- 5.15
& SewicesTrade Rir

Nov. 17-19 Cleveland, OH Int'l Truck & Bus Meeting & April 11-19
Exposition April 24-

Nov. 18-22 Sofia, Bulgaria Auto Expo, May 3

Nov. 22-30 Athens, Greece Athens Intl Motor Shaw, June 7-12
tel: (30) 1-68-00-600 SQDt 15-20

Nov. 26-30 Madrid, Spain Industial Vehide Trade Fir

Nov. 28-Dec 1 Essen,Germany Essen Motor She, Oct. 1-11
tel: (49) 201-724-4840

Dec 2-5 Shanghai,China Autotek China

Dec 4-5 BrusselsBelgum Conference on Globalizen
& Competitvenesstel: (32) 2543-2332 Automotire Reor.

Detroit, Ml SAE GlobalVehide Development
Conference tel: (412) 772-7131

BrusselsBelgium Int'l Commecial Vehides
Shawv

Detroit, Ml North American Intl Auto Shav
Detroit, Ml SAE Intl Congess & Exhibition
Katowice, Poland Automotive Equipment
Exhib.

Geneva, Switzerland Intemational Motor
Shawv

New York, NY Int'| Auto Shev

Turin, Italy Intemaional Auto Shav

Poznan,Poland Int'| Fair of Auto Industy
Brno, Czech Republic AutoTec
Frankfurt, Germany Automedanika

Paris, Francelnt’| Paris Motor Shov
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Highlights Contirued Fom paje 3

Rubber Maker Upgrades Facilities and
Expanding Production

The Braso/-basedrartec is the Romanian mar
ket leader in the pduction of pecision seals
and moldedubber pats, transmission belts,
hosesand fexible tubesThe compan has
upgaded its ppduction &cilities by importing
General Electric and3M tednologies and
know how.

Fartec plans to futher diersify its product
range by impotting ltalian stée-of-the-ar
equipment ér one-use symges,perfusion and
transfusion kitsas well as ly expanding its
production to intude Seal Et air-tight seals dr
oil and mining aplicaions.

Slovenia
Renault Leads Rack

For the frst nine months of 199 Renault vas
the top selling land in Sleenia with 10,557
cass sold capturing it a maket shae of
21.33%,compaed to last gars shae of
26.90% .Volkswagen held the amber tvo post
tion with 6,019 units soldor a maket shae of
12.16%. In thid place vas Rat with 4,568 cas
sold and a m&et shae of 9.23%.

International

On Set. 10, Tenneconamed d Lascara
corporate vice pesidentto lead the cqrora
tion’s kusiness deelopment actiities in
Cential and Easter Euope In his nev role,
Lascar will work closely with Tenneco
Automotive and Tenneco Rckaging execu
tives to deelop stetegic business oppadunities
in Cental and Easter Euope

Lascar 43, has been vice psidentjnvestor
relations since 1994. Rir to tha he was eec
utive director and marger of investor elations.
He also sered as bisiness planning mager
for TennecoAutomotive, manaer of coporate
planning and senior planning aystl.

TennecAutomotive is one of the erld’s
largest ppduces and méatetes of iide contol
products andxhaust systemwhich ae maketed
under the Morwe andWalker band names.

Legal Advisor Contirued Fom Rage 4

In connection with the phibition regarding
compaetive adrettising, the CAA also stizes
that the indings pepared ty a thid peson
may be eleased oreferred to in adettising
only with the express pior consent/auth@a-
tion of sut third peson. According to the
CAA, the adrettiser is lidole for ensuing tha
the pullication of findings of a compative
test/stud or reference to ay daa obtained
from sud test/stug will not conflict with the
referenced stautory prohibitions.

Limita tions on Use of Emironmental
Protection Qualifications

The CAA conditions the use of aerviron
mental potection qualiication or reference to
Act LIl of 1995 on the Genat Rules of
Environmental Potection (‘GREP”). GREP
provides thathe distinctve symbols ofenvi-
ronmentaly sound poduct or tehnology” may
be useddr ervironmentaly friendly or sound
products thautilize or encumber the einon-
ment to a lessexeent than taditional
products and tdmolagies with identical or
similar functions. The unauthaezed use of
these symbols will be punisheg lmposing an
ervironmental penalty

Violations of the CAA

Responsibility ér violation of CAA rules lies,
in most casesyith all paticipants in the
advertising actvity which indude the adertis-
er, the adrertising ayengy, and the adertising
media. Violations ae adjudicted by the
Authoiity for Consumer Ritection and the
lower level consumer mitection inspectates.

When an adertisement violées egulaions of
the CompetitiorAct, regular couts or the
Economic Competition @ite nmust poceed in
accodance with the Competitiohct.
Notwithstanding thelzove referenced supei-
soly proceedingsary paty claiming injury of
his/her pesonal ights ma enforce his/her
claim directly before the courin accodance
with geneal rules of cvil law.

1/ The most impdant wle in the bigpter on
prohibition of unfir influence on consumer
free doice and the deceit of consumén the
CompetitionAct defines deceit of consumer
as conduct Wwere the essentiakBures of a
product — the pplication, use composition
and efect — ae presented in a sy tha is
suitable for the decption of consumes.
Consumes ae also deceed if they are not

propety informed thathe gods &il to meet
legal specifcations and equirements thaare
geneally estdlished br the use of surctype
of a poduct. Last, it is prohibited to use
business pactices which restict consumes’
freedom of boice in an unjustiéd mannera
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NAVIGATING HUNGAR Y'S
LEASING LAWS

TAX, CUSTOMS, & FINANCE UPDATE
lain B. McGuire , Tax and Legal Ser vices P artner,
Cooper s and L ybrand, Budapest

Hungary

From the 1st ofaruary 1997 thele has been a
significant hange in the vay leasing tansactions
are treded in Hunguy. Essentia)l, the concpt
which prevailed pior to the bang — all tansae
tions ae treded as opeting leases — has been
replaced ly new legislation which moe dosely
follows estalished intenaional treament.

Confusion Likely From Less Rigd Leasing
Criteria

However, the nev rules in Hungty contain less
rigid criteria than a@ nomally seen in mar esta-
lished egimes and this will ingtably lead to
confusion paticulary in the aeas of tax@ion and
accounting Suprisingly, whilst leases &rdeined
for the puposes of bankinghe cvil code pubic
acquisitionsandVAT, they are not

only engage in inance leasesThis means tha
companies contempiag offering both fnance
and opegting leases in Huragy will not be dle to
do so under the auspices of ongoate bod.
Sud actvities will have to be split beteen spa
rate companies.

For accounting pymosesall leases & treded as
opesting leases unless thare aknovledged as
finance leasesWhele a lease iscanized as a
finance leasassets will be gatalized in the
accounting ecods of lesseesyhilst assets hich
are the subject of opating leases will be qital-
ized in the accountingecods of the lessor

Factos recagnized in Hunguy as gving a lease
the damacterstics of aihance lease ihede a pur

Hungary has entexd into should meaim most
casesgxemption fom the tax.

Unfortungely, some gneal changs to theules
for depreciding assetsdr tax puposes fom
Jaruary 1,1997 mean thidor most lessar
involved in opegting lease @nsactions tax ges-
ciation will be & a rate less than thgpemitted
under the lv. This is because assets carydig
depreciged for tax puposes gthe laver of the
rate useddr accounting or allsed under the tax
legisletion.

Since the 1997ates allaved fr tax puposes
(30%) ae nomally higher than those usea f
accounting pyrosesynless thex is a bange in
accounting polig tha brings accounting geecia
tion rates exactly in line with tax ates,there is
likely to be a loss of the immetiabenefs of the
higher tax ates.

VAT Lia bility

For Hungaian VAT puiposesa finance lease is
treded as the suppbf a poduct with

defned in the Igislation related to tax
and accounting

Finance leasesadeined for banking
law pumposes as@nsactions Wweile
lesseesaguest a lessor to phase tan
gible or intangple assetsThese assets
are gven to lessee®f their use and ar
recoded in theecouds of lessees as
assets. Under dudease greementsthe
risk of damae, loss,or theft is bone by
lessees and theufolen of all opeating
cost alls on them.

“Only licensed companies can enter into finance lease transactions

and even if licensed can onl y engage in finance leases. This means
that companies contemplating off  ering both finance and operating
leases in Hungar y will not be ab le to do so under the auspices of one
corporate bod y. Such activities will ha ve to be split between separate
companies. ”

“Itis not c lear, however, whether the interest element of lease pa y-
ments will attract withholding tax under Hungarian la w. [f withholding
tax is le vied, then for cross bor der leasing transactions the lar ge num-
ber of doub le tax treaties whic h Hungar y has entered into should

mean, in most cases, exemption fr om the tax.”

“Finall y, care should be taken when assets whic  h are the subject of
lease contracts are impor ted into Hungar y. The general rule in f orce
for customs purposes are f ollo wed whic h means that an y duties,
clearances, etc. must be accounted f or by the impor ter. This could
mean irreco verab le impor t VAT arising in the case where an impor  ter

the lesult thaVAT liability arises athe
time when the asset ig$t made aail-
able for the lesses’use This libility
atises on the fmcipal value of the lease
contiact ony since the intast element
is exempt flomVAT. It also means tha
the lessor will be &aed for VAT pur
poses as making piatly exempt
supplies vich will result in a paial
disallovance of input tax hich cannot
be diectly dtributed to taxble sup
plies.

During the lease pid, lessees arentitled to
enjoy the use of the asset antlem the lease per

is not registered in Hungar y for VAT purposes. ”

chase optiontebelov maket valug the pesent

od ends thehave the ight to puchase the asset a value of the ental steam &ceeding the méet

a residual alue or hage an indpendent thil paty
appointed to act as a mhaser In the &sence of
ary intention to lny, the asset ost be tansered
bad to the lessorA mutually agreed pgment

value of the asset ary point in time a life-time
leaseand a puhase aithe end of the corct.

No Specifc Provisions For LeaseTax

schedule containing the coatt \alue of the asset, Treament

the inteest elementand a detailedepayment
schedule shwing both the gaital and inteest ele
ment nust be incguorated into a conact.

Classification As Finance Lease

All the conditions laid out in the bankinguamust
be met if tansactions arto be tassifed as
finance leases. If ndhen companies cannot
obtain the necessalicense to eriade them to
write finance leases agyistered fnancial institu
tions. Ony licensed companies can enter into

For Hungarian tax puposesthe curent laislation
does not contain grspecifc provisions Elaing to
the tax teagment of leaseslthough the @-1997
rules vhich resticted a compayis aility to
deduct ental £es hee beenemoved fr transae
tions which tale place afterahuary 1,1997.

It is not dear, however, whether the intest ele
ment of lease panents will dract withholding
tax under Hungrian law. If withholding tax is
levied, then br cross bader leasing &insactions

finance leasednsactions andven if licensed can the lage rumber of doule tax tedies which

Non-finance leases — thosedeed as
rental sevices — contine to hae VAT liability
computed on the basis of Banstallment of ent.
This means thidessos can ma& aVAT redaim
immedidely when an asset is hased Mailst
dischaiging ary liability for output tax as and
when installments armade

Finally, care should be tadn when assets lich
are the subject of lease caatts ae impoted into
Huncary. The gneal rule in force for customs
pumposes & followed which means thaary
duties,cleaancesetc must be accounteaif by
the impoter. This could mean iiecoserable
import VAT aiising in the case kee an impaer
is not egisteled in Hunguy for VAT purposes.

It could also posslig mean futherVAT liability
when the asset is subsequetitinséred to a
Hungaiian VAT registerled lessee Sut possibili
ties can be aium\ented if assets atalen into
possessionyblessees outside Husy. =
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I NVESTM E NT To submit oppdunities br pubication write to Trade LeadsCEAR™ at:
4800 Baseline RoadSuite E104-340
O P PO R-l- U N ITI ES Boulder, Colorado 80303 USA
or E-Mail to cetmlic@ibm.net
Opportunity Investment Contact Phone/Fax
Sought
Manufactuer of diving shaftssteeing shaftssteemg n/a Wieslawv Kosierdzki PIAST tel: 48-22-827-8700
geass, and spag pats seeksdreign inestor fax: 48-22-826-7341
Poland
Manufactuer of centifugal oil searators, heders, n/a Wieslav Kosieadzki PIAST tel: 48-22-827-8700
water and oil cooles for cas & trucks, water pumps fax: 48-22-826-7341
for vans,trucks, and ships seek®reign irvestor Poland
Manufactuer of fuel suppt systemsdr car & \an n/a Wieslav Kosieradzki PIAST tel: 48-22-827-8700
engnes,compiessos for pneuméc braking systems fax: 48-22-826-7341
for cas, buses& fam tractoss, compessor units & Poland
pneumaéc fittings, & spae pats for compessos
seeks dreign investor
Manufactuer of hydraulic g/linders, up to 32 bas n/a JorgenVarkonda SMZIR tel: 421-7-5335-175
pressue, 25-160 piston diameteup to 4,000 mm re:Repsa s.o. fax: 421-7-5335-022
length,seeks Sleak Repubic commecial coopeation, Slovak Repulic
offers pioduction to oder
Manufactuer of exhaust fanges,light welded steel n/a JorgenVarkonda SMZIR tel: 421-7-5335-175
constuctions,agricultural madines,and tydraulic re: Topolcianske Stojame a.s. fax:421-7-5335-022
components under Sauer Co. license seeks joint Slovak Repuldic
ventue patner
Manufactueer of car & tuck air and oil fiters seeks n/a JorgenVarkonda SMZIR tel: 421-7-5335-175
joint ventue patner for production,financial,and re: Sandik a.s. fax: 421-7-5335-022
distribution coopeation. Monthl air filter cgpacity Slovak Repuldic
for cas of 60,000and 6,000dr trucks
Manufactuer of pessed pas for cas, press units, n/a JorgenVarkonda SMZIR tel: 421-7-5335-175
electic cariages,and mahbine tools seeks comnuzal re:BAZ a.s. fax: 421-7-5335-022
or production coopegtion Slovak Repulic
U.S. patner soughtdr Czd producer of cankshafts n/a JanVesey IESC tel: 420-2-2499-3170
(various sizs up to 2500 mm lengthgrfpuipose of fax: 420-2-2499-3176
contract manifactuing. Compap is supplier to Czech Repubic
produces of engnes br trucks, tractoss, ships,&
staionaly aggregates. 1996 turover expected to be
$20 million.
Partner soughtdr producer of diesel injection n/a JanVesey IESC tel: 420-2-2499-3170
equipment ér development production,& sale of fax: 420-2-2499-3176
single and ralti-cylinder in-line injection pumpsof Czech Repubic
all types of diesel eriges,as well as br injection
systemstesting measuing, & adjustment equipment.
1995 tunover was $40 million.
Manufactueer of plastic pas for Opel,MercedesVW, $5 million Csaa Kilian tel: 36-1-118-0051
& Suzuki seeks equity piarer who is engged in re: Pemu fax: 36-1-118-3732
plastic pocessing bsiness Hungary
Supplier of sei@ for Suzuki cas & spae pats for n/a Csaa Kilian tel: 36-1-118-0051
Ikarus seeks pehaser Compan undegoing re: 02/Aut/96 fax: 36-1-118-3732
privatization process. Hungary
Battery marufactuer seeks jointentue patner for
processing usedehide stater bdteries $2.1 million Csaa Kilian tel: 36-1-118-0051
re: Perion fax: 36-1-118-3732
Hungary

Sales of Nev Cars and Commecial Vehides in Poland

YTD August
1992 1993 1994 1995 1996 1997 % Change

Passengr Cars

Local Production 144,748 170,549 199,724 206,284 165,934 226,487 36.49
Import 54,531 71,059 50,558 58,754 94,003 107,925 14.81
Total 199,279 241,608 250,282 265,038 259,937 334,412 28.65
Commercial Vehides

Local Production 19,665 18,475 21,413 27,984 24,891 26,574 6.76
Import 3,250 5,497 2,542 3,962 4,844 7,364 52.02
Total 22,915 23,972 23,955 31,946 29,735 33,938 14.13
Souce: SAMAR
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S SUPPLIER CONFERENCE IN WARSAW
BRINGS TOGETHER INDUSTRY LEADERS

R

On October 2 and 3gpresentéives fom the
big OEMs supplies, financial institutionsgov-
emment genciesand consultants assefed
in Warsaw to discuss the automegi compe
nents indusly in Easten Euope and Russia.

The conérence organizd ty IBC UK
Conkrencesfedaured pesentéions flom,
among othes, GM Poland, Ford, Daewoo-
FSO, Fiat Polska DelphiandLucas Day
one of the comfrence vas daired by CEAR
Editor-in-Chief Effrey Jones.

Excepts flom some of the carence pesen
tations Dllow:

“So is Poland or Centel Euiope as a Wole,
bound to be the néVenezuelaWill we hae
“boom and bist"?Well, we believe thd the
boom in the Centl Eulopean car méets is a
reflection of stuctural
changes — not simpl
cyclical swings — in the
markets and their
economies.While some

“In the area of components,
Opel has alread y signed con -
tracts w orth DM 400 million
annually in Poland and DM 550

policy, we also look ér our supplies to bl-
low us as w epand into ney
markets — not just see us
from a emote &cility.

In retum, we hope to dér the
supplier unpecedented access
to global gowth potential and
high unit wlume as vell as
new technology and inn@ation
developed ly GM and its dfili -
ates. By using oureseath

and deelopment &cilities we ae &le to sup
port local mamfactuing and to meet our
global needs — a pduct deeloped once
which can be pyduced on a global scdle

overnight.
learn fast.

it right. ”

Scott R. Makie, Managing Director Geneal
Motors Poland and Opel &lska.
*k%k

“A lot of people in this indusgrare diving &
full speed ight for a bick
wall. Why do | sy tha?
All you have to do is look
at today’'s agenda. All day,
we hare head aout the

million in the Cz ech Repub lic,

ups and dens can be
expected in ay maket, the
longertem direction in
Cental Euope ppeas def
initely to be upvards...

In the aea of components,

Opel has akad/ signed conticts worth DM
400 million anmially in Poland and DM 550
million in the Cz2c RepuHic, Slovakia,and
Hungary, for both our opetions in Pland as
well as br opesrtions droad Our intenal
goal is to soure DM 1.5 billion annally in
Cental Euope ly the year 2000.Among our
supplies ae sut companies aBolmo
Praszka,FA Kr osno,Valeo, TC Debica,
Pilkington Sandaoglass,Polmo Szczcin,
Saot International, Teksid, and last bt not
least GM’s ovn Delphi opestions . . . .

In our seach for nev supplies, we look for
durable and long-temn patnerships.
Coopestion with our supplies thioughout the
product lifegycle is our objectie, as is the
shaing and coadinaion of our stategic busk
ness plansAs pat of our globalizéion

Slovakia, and Hungar y, for both
our operations in P oland as well
as for operations abr oad. Our
internal goal is to sour ce DM 1.5
billion ann ually in Central
Europe by the y ear 2000.”

had issueseléive to man
ufactuing. Let me mak
myself dear: arnybody can
marufactue. Pumping
goods out of a mduction
line is not dificult.
Manufactuing caability is
not going to cede competitie ad/antaye in
the yeass to come Wha will make a difer-
ence ae things most autome® mamfactues
and supplies have never had to deal with
before. Flexibility. Responsieness.
Partnership. Teamwork, inside and out . . . .

Letting financial incenties detemine site
selection is aacipe br long-tem disaster
Take Ukraine Plants thex hare no inheent
talent basgand &w social necessities to
attract cedive multinational executves. So
you can @t land br free — and pgafor it for

“If y ou are not willing to

do business a ne w way,
you will lose 65% or more
of your b usiness

You need to
We estimate
that y ou have 24 months
from toda y, at most, to get

Thete is no longr ary room for mistales.
Today’s production systems demand nuéac
turers cut bak on the mmber of suppliex
they use Tha means gu ae a taget. It's all
or nothing All or nothing If you ae not
willing to do kusiness a e way, you will
lose 65% or mar of your kusiness eemight,
and you cannot dbrd to sty opeetional for
three yeass until you land another major cus
tomer Look & the headlines.
You need to learfast. We
estimde thd you hare 24
months fom todg, at most,
to get it ight”

Doug SmithManaging
Director Worldwide
Automotie Practice Ward
Howell Intemational

*k%k
“In 1997, the majoity of automobile constrc-
tion enteprises [in Russia and thermer
Soviet stdes] shall pass tbugh the lavest
critical point and shall ign to increase the
volume of poduction,restuctuiing them
selwes while taking account of consumer
requirrmentstheir soheng, and the werall
economic sitution. Thus,in the frst six
months of 1997there was a substantial
increase in thealume of poduction in com
paiison with the caresponding péod in
1996:8.0% for trucks, 11.3% br passengr
cars,and 17.9%dr busses . . . .

The daa on the elaionship betveen wlume
of sales andalumes of poduction in theifst
6 months of 1997 pride evidence of the
adhievement of a prcess of @constuction of
production in esponse to consumer demand
Thus,Zil sold 93.6% of ticks mamfactued,
GAZ sold 100% of tcks, 99.8% of passen
ger cas, and 98.7% of bses manfactued
andKamAZ sold 100% of tucks and 100%
of passener cas . . . .

On the vhole, enteprises hae leaned to
operte in the maket and in our opinion,it

can be gpected thathe tendengfor growth

in volumes of poduction of automobiles shall
contirue for the near fute However, the sta
bility of this tendeng shall doubtless geend
on hav quickly plants can immve the quality
of automobile equipment pduced and main

the bief life of the actory in lost husiness and tain their competitieness.Without a doubt,
oppotunities. Bland has the talent base and this poblem shall lagely depend on the quali

estdlished stiools,medicine housing so it
does not need to f&fr incentves. Talent,even
expensve talent,s infinitely more impotant
than fee land . . . .

ty of components andel transpot systems.

Victor I. Pashlov, ASM Holdings
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THIS IS A SPECIAL NEWS BULLETIN FROM:
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