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About Podravka:

Podravka has established three Strategic Business Areas (SBA)two of which have external revenues i) Food and Beverage and ii) Pharmaceutical with revenues of Euros 381 million and Euros 83 million respectively. Third SBA is Services and currently it has no meaningful external revenue hence it is not depicted in the graph below.
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Podravka’s (hereinafter: the Company) management has decided to enter into the management buyout process by acquiring the majority of the Company. The purchase of the shares is to be done by the Management Board that has six board members, middle management that includes about 60 managers. 

The top management consisting of about 20 members (hereinafter: The Management) believes that the company under right ownership has much better possibility to achieve growth and profitability. The Management belief regarding the possible performance improvements of the company stems from the deep understanding of the hidden value within the company. This value comes firstly from the understanding of the unutilized savings in the company and secondly from the value of the brands and new products. These potentials have not been utilized until now due to the ownership structure of the company. 

Main goals of the Management:

· The Management wants to get the control of more then 75%+ one share of the shares through MBO in three steps + 1 additional step which shall be explained in this document

The Company’s shareholder structure as of 20.10.2006: 

	Shareholders
	# shares
	% 
	Comments

	Fima Grupa d.d.
	576.880
	10,64%
	

	HFP/HZMO  
	575.598
	10,62%%
	Government owned

	Bank Austria Creditanst. AG
	538.356
	9,93%
	

	HFP 
	532.808
	9,83%
	Government owned

	Kapitalni fond d.d.
	321.804
	5,94%
	Government owned

	PBZ Croatia osiguranje d .d. OMF
	205.090
	3,78%
	Insurance 

	AZ OMF
	194.385
	3,59%
	Insurance

	CN LTD
	182.165
	3,36%
	 

	RBA OMF
	170.349
	3,14%%
	Insurance

	Raiffeisenbank Austria d.d./RBA
	160.000
	2,95%
	

	Treasury
	36.689
	0,68%
	

	Small shareholders
	1.925.879
	35,54%
	

	Total :
	5.420.003
	100,00%
	


Price 

Share prices have been increasing since December 2003 and are currently at the level of 485 kn per share. The increase has been fueled by the recent speculation and sale of its shares by PBZ ( Privredna Banka Zagreb –Intesa Group) and by Franck ( local market leader in coffee production) as well as by investors’ optimism and released capital  from Pliva’s sale.  

The management believes that the price will stay in the range of 380 kn per share to 480 kuna per share. 

Price fluctuations occur in great deal due to the fact that the market is largely fueled by speculation.   
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The structure 

The Management is planning to buy 75% in three steps with the assistance of friendly parties that ay join at the certain point to issue a public offering. 

The steps:

1. The first package of 24,9% ownership of the Company 


The purchases of Fima stake can be done immediately as the call options can be activated by the management immediately




Part A ) The call option which shares include: 

· Fima Holding 

 6,40%

· Franck 


 4,24%              



Total 



10,64%


This totals to 576.880 shares which are to be purchased at the average price of 412 HRK per share (55,75 EUROS per share at the 7,39 kn for 1 Euro.). 
The total amount that is to be paid for the shares totals 32.161.060 EUROS.  

The above average price is without 1% provision on the total transaction and without 4,5% of annual interest (cost of capital that equals interest on Podravka’s deposit) which will have to be paid by buyer. 




Part B) The purchase of 14,26% of ownership through investors and small 

  shareholders that is 

This totals to 772 892 shares which are to be purchased from all available parties which includes small shareholders , institutional investors or funds and if possible even government. The Management estimates that the average price of the shares shall be 450-480 kunas which would make the total price that has to be paid will be 47 – 50 million euros. 

The total amount required for the purchase is estimated to be 80-83 million euros.

2. The second package of 24,9% ownership of the Company 

The purchase of the second package can be done in two manners. The first way would be through the purchase of the shares from the small shareholders or through the sale of the government shares. The government would be sold through an ESOP program for which shall be regulated by the new bill currently under consideration by the Parliament

The second package could be bought  at the price of 480-500 kuna for 1.349.580 shares which would cost approximately 88 – 92 million euros if purchased from small shareholders and NOT from government.

3. The third package of 24,9% ownership of the Company 

The purchase of the third package can be done in a same manner as the second although we believe that the ESOP approach is more likely to be implemented by this time. The shares from the government are subject to the privatization laws which we believe will be favorable to the management/ employees (significant discount vs market price, 25-35% according to current information). It is expected that this transaction is to take place latest by Q2 2008. The implementation of the ESOP is linked to the election process which is expected to be late 2007.

Disregarding possible discount which the privatization law may approve ( estimate around 20-25%) the cost for 1.349.580 shares would be 93 million euros at the estimate price of 500 kunas per share 

Ideally: average price of 2nd and 3rd chunk of the shares will be approx as in 1st chunk, i.e. premium for "freefloat" shares exatly on the level of discount for ESOP approach ( 25-35% up for "freefloat" and 25-35% down for government stake. All in all, estimation for 75% shares of the Company is x (narrow range) + y (wider range) + z (wider range) = ?!? million EUR

4. The fourth package linked to the public bids  

This last package is linked to the possible coordination of the past three packages into a bid to other shareholders. The acceptance of all partners is a precondition 

The overview of possible transaction scenarios: 
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Transaction 

packages 

Estimated time  Seller % of 

shares

Number of 

shares

Estimated 

price HRK

Total cost HRK Euro Cost 

1

2006 Q3 FIMA+ Franck 10,64 576688,32 410,00     236.442.210,87   

31.994.886,45     

Small Shares  14,26 772892,43 450,00     347.801.592,51   

47.063.814,95     

subtotal Shares

24,90 1349580,75  432,91       584.243.803,38       79.058.701,40   

2

2007 Q2 Small 

Shareholders / 

Government

24,90 1349580,75

aubtotal Shares

24,90 1349580,75 480,00     647.798.758,56       87.658.830,66   

3

2007 Q3 and 

2008 Q1

Small 

Shareholders / 

Government

24,90 1349580,75

subtotal

24,90 1349580,75 500,00     674.790.373,50       91.311.281,94   

4

2008 Q2-2009 

Q1

Takeover bid  ? ? ?  ? 

Grand 

total/ avg

74,70 4048742,24

470,97

 1.906.832.935,44     258.028.814,00   


There is a risk that the government may not want to sell it part in the Company this however is unlikely.

The Company’s management would urgently need financing for the amount of 32,2million EUROS (increased for 1% flat fee and 4,5% annual interest). This amount needs to be financed in order to ensure the 10,64% (change) and the management sees this financing to be done through debt. In addition to the 10, 64% the Company has 0,68% (change) of treasury shares. 

Legal Framework 

After purchase of 10% of stake buyer is obligated to inform issuer i.e.Podravka and Central Depository Agency (SDA). Podravka is obligated to inform stock exchange and public on the name of a shareholder who became owner of 10% stake. Therefore, we should create a separate SPV for each 9,9% except for the government stake where we will have to go public.

After the purchase of 25% a public offer has to be made to the other shareholders.

Public offer would in best case be made by joining the ownership of the three x 25% shares that is after the last 25% has been purchased by a party or SPV that is friendly to The Management. 

Shares owned by HFP (Croatian Privatization Fund) and shares owned by HFP/ HZMO (Croatian Pension Fund) are subject to the sale through the new privatization law which would enable the employees/management to buy shares of the Company at a discount. 

Croatian law allows for the holders of 75% + 1 share to make most of the decisions without the approval of minority shareholders hence the management believes that only this amount of shares would enable the restructuring of the Company to a maximum extent.

Croatian laws allows for squeeze out after the purchase of 95% of share which we find to be a highly unlikely scenario in this case. 

The Company can sign put/call option contracts with third parties but not in conjunction to the financing of MBO in order to ensure share price decrease as a risk to potential partner(s).

The Management is establishing an offshore SPV most probably under EU jurisdiction. The establishment shall be done in consultation with legal experts in international tax laws. 

Timing 

The purchase of 75% would have to be spread out into numerous transactions and through a period not shorter then 2 years. This means that the purchase from the current stakeholders is subject to several conditions. Otherwise, due to speculation, share prices will very much certainly go at least 50% up. Main condition is the sale of the government of the shares which it possesses. 

Other consideration 

On general assembly meeting usually between 40%-60% of the votes show up. 

Purchase of the shares from the small shareholders has to be paced right in order to keep the price at the level up to 450 or even below. Large quick purchases may cause sudden price hikes.

PR

Management believes that the transaction is to be done with the highest concern of the local conditions which include very high sensitivity of Croatia public and the HQ town of Koprivnica who the owners of the company are.  Workers are an important stakeholder and are sensitive to any change of ownership which may ask for larger restructuring activities. According to the Croatian law there is a member of the workers council in the Supervisory Board.

The financing solution 

Podravka requires the consultant to propose a financing structure which will enable the management to achieve the defined goals under the Croatian legal structure and general business environment. 

The financer is to provide the management with the solutions which can be implemented within the predefined time frame. 

· The financing party is to provide financing for the first package especially part A 

· The Management is willing to provide approximately 12% of equity for the first package through a SPV or the amount of approx 15 million EUR

· The SPV shall be either EU or Lichtenshtein based  

· The Management through the SPV shall pledge the shares of the Company for the debt  

· The Management requires that the parties financing into the equity of the SPVs have a clear exit strategy that is the Management wants to be the party which has the right of purchase of shares at a predefined price or pricing formula once potential partner decides to exit. 

· The cost of debt  should be provided at competitive interest rates 

The Management is looking for parties to invest debt into a SPV or SPVs established by the Management in order to execute the purchase of 75%+ one share

Deal structure ( offer came in meanwhile)

Merril Lynch 1st non paper (which is to be significantly improved in max 10 days time), summary of transaction:

· management SPV would transfer 6% of Podravka to authorized ML SPV 

· ML would lend EUR 20.48 million to ML SPV Halon Capital BV

· Halon Capital BN would then purchase 7.25% stake in Podravka (at a discount of 9% to market prices)

· Halon Capital BV would purchase 7.25% from Known Sellers at an average price of HRK 412 per share 

· Thus, Halon Capital BV would own 13.25% of Podravka as collateral for the EUR 20.48 million that ML would lend for the purpose of this equity aquisition

· Structuring fee id 2.50% of loan amount payable at inception

· Financing margin is 12 month EURIBOR + 3.00%

· Financing maturity is 1 year from drawdown date

· Limited participation in excess return by lender from Halon Capital BV (having 13.25% of Podravka stake) after repaying principal + interest on loan + principal amount to Management SPV

· ML participates 35% in excess return

· Management SPV participates 65% in excess return

The margining requirements would operate as follows:

· if the EUR price of Podravka shares falls to [90%] of the value at inception of the financing, the client will be required to post cash collateral so that the initial Loan-to-Value is preserved. This cash call is designed to protect ML where the value of the Podravka shares has fallen

· Where the EUR price of Podravka shares falls to [75%] of the value at inception of the financing, ML will have the right but not the obligation to unwind the transaction notwithstanding that cash collateral has been posted. This is intended to cover specific risk that was not envisaged at the beginning of the transaction

We would be pleased to discuss this in more detail. The above structure is still subject to full due dilligence, including but not limited to Croatian regulations.

For the avoidance of any doubt, this is not a formal offer, and we will need to obtain various internal approvals (credit, legal etc) prior to proceeding with any transaction. Lastly, please not that the above pricing is proposed where the underlying equities are Podravka only.

ML is happy to continue discussions on alternative structures that could be acceptable to you and ML.
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						Transaction packages		Estimated time		Seller		% of shares		Number of shares		Estimated price HRK		Total cost HRK		Euro Cost

						1		2006 Q3		FIMA+ Franck		10.64		576688.32		410.00		236,442,210.87		31,994,886.45		7.39		Shareholders		# shares		%

										Small Shares		14.26		772892.43		450.00		347,801,592.51		47,063,814.95		7.39		HFP/HZMO		575,598		10.62%

						subtotal		Shares				24.90		1349580.75		432.91		584,243,803.38		79,058,701.40				HFP		532,808		9.83%

						2		2007 Q2		Small Shareholders / Government		24.90		1349580.75										Bank Austria Creditanst. AG		501,236		9.25%

						aubtotal		Shares				24.90		1349580.75		480.00		647,798,758.56		87,658,830.66				Fima Holding d.d.		328,200		6.06%

						3		2007 Q3 and 2008 Q1		Small Shareholders / Government		24.90		1349580.75										Kapitalni fond d.d.		321,804		5.94%

						subtotal						24.90		1349580.75		500.00		674,790,373.50		91,311,281.94				Franck d.d.		229,630		4.24%

						4		2008 Q2-2009 Q1		Takeover bid		?		?		?		?

						Grand total/ avg						74.70		4048742.24		470.97		1,906,832,935.44		258,028,814.00				CN LTD.		182,165		3.36%

																								PBZ Croatia osiguranje d .d. OMF		170,721		3.15%

																								Raiffeisenbank Austria d.d./RBA		160,000		2.95%

																								Treasury		55,689		1.03%

																								Small shareholders		2,362,152		43.57%

																								Total :		5,420,003		100.00%
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Appendix 1 - Financing structure - Key Terms
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