                                                                                Katowice, 10th December 2004  

Report of the STALEXPORT SA Management Board 

justifying the merger of the Company STALEXPORT SA 

with the seat in Katowice 

with the Company STALEXPORT – CENTROSTAL Warszawa S.A. 

with the seat in Warsaw

I. INTRODUCTION

On 22nd October 2004, the Management Boards of the Companies STALEXPORT SA and STALEXPORT CENTROSTAL Warszawa SA passed the resolution about starting works, the aim of which is to merge STALEXPORT SA with STALEXPORT-CENTROSTAL Warszawa S.A. 

On 28th October 2004 a Merger Plan was agreed upon and signed by the Management Boards of both Companies, determining – according to art. 499 § 1 of the Code of commercial companies (thereinafter called “CCC”) among others, the mode of merging Companies and the share exchange ratio. 

In order to notify the shareholders and prepare them to take up the adequate resolutions – the Management Board of STALEXPORT SA drew up this report justifying the merger of the Companies and submits it to the shareholders accordingly to the provisions of art. 501 of the CCC. 

II. MODE  OF  MERGER 

1. Parties of the merger 

Acquiring Company 

STALEXPORT Joint Stock Company (thereinafter called STALEXPORT SA) with the seat in Katowice at 29,  Mickiewicza Street, entered into the register of entrepreneurs of the Domestic Judicial Register  conducted by the District Court in Katowice, 8th Economic Department of the Judicial Register under No.: KRS 0000016854. 

The stock capital of STALEXPORT SA amounts to 215 524 046 PLN and is divided into 

107 762 023 ordinary bearer shares of a nominal value of 2 PLN each. STALEXPORT SA is a public company, whose shares are quoted at the Securities Stock Exchange in Warsaw S.A. 

Transferring Company 

STALEXPORT-CENTROSTAL Warszawa Joint Stock Company (thereinafter called STALEXPORT-CENTROSTAL Warszawa S.A.) with the seat in Warsaw at 11, Obrzeźna Street, entered to the register of entrepreneurs of the Domestic Judicial Register, conducted by the District Court for the capital city Warsaw, 20th Economic Department of the Domestic Judicial Register under number KRS 0000002551. The stock capital of STALEXPORT-CENTROSTAL Warszawa S.A. amounts to 19,641,175.00 PLN and is divided into 3 928 235 ordinary registered shares of a nominal value of 5 PLN each, out of which STALEXPORT SA has 3 485 035 shares. 

2. Mode of merger 

The merger will take place according to art. 492 § 1 item 1 in connection with art. 515 § 1 of the Code of commercial companies, ie. by transferring the entire assets of STALEXPORT –CENTROSTAL Warszawa S.A. onto STALEXPORT SA in exchange for the shares of STALEXPORT SA, which will be granted to the shareholders of STALEXPORT –CENTROSTAL Warszawa S.A., other than STALEXPORT SA, without increasing the stock capital of STALEXPORT SA. 

The merger will take place without increasing the stock capital of STALEXPORT SA due to the fact that STALEXPORT SA will have its own shares purchased according to art. 515 § 2 of the Code of commercial companies. These shares will be granted to the shareholders of STALEXPORT  CENTROSTAL Warszawa S.A., other than STALEXPORT SA. 

The date of merging STALEXPORT SA with STALEXPORT-CENTROSTAL Warszawa S.A. will be the date of entering this merger into the proper register according to the seat of STALEXPORT SA.

STALEXPORT-CENTROSTAL Warszawa S.A. will transfer its assets entirely onto STALEXPORT SA together with all benefits and burdens dissolving STALEXPORT-CENTROSTAL Warszawa S.A. without conducting the liquidation proceedings according to art. 493 § 1 of the Code of  commercial companies, in exchange for shares, which STALEXPORT SA will issue to the shareholders of STALEXPORT-CENTROSTAL Warszawa S.A. 

In exchange for transferring the assets of STALEXPORT –CENTROSTAL Warszawa S.A. to STALEXPORT SA, the Company STALEXPORT SA will distribute to the shareholders of STALEXPORT –CENTROSTAL Warszawa S.A. no more than 281 620 STALEXPORT SA ordinary bearer shares.

After the merger the acquiring  company will conduct the enterprise under the present Company STALEXPORT Joint Stock Company (STALEXPORT SA).

III. OWNERSHIP CONDITIONS 

The merger constitutes a logical consequence of the mutually worked out conception and developmental strategy in case of entities interrelated in a capital way, additionally acting in the same line of business, what is also a factor exerting an impact upon the bigger probability of achieving economic success in the future. STALEXPORT SA is the main shareholder of the transferring Company STALEXPORT – CENTROSTAL Warszawa S.A. and possesses 87.90% of its shares, entitling to exercise the same amount of votes at the general meeting. The merging Companies belong to the STALEXPORT Capital Group, which conducts the activity on the  steel market. It persuaded the management boards of both Companies to take up actions in order to merge them. 

IV. STALEXPORT SA DEVELOPMENT STRATEGY AFTER THE MERGER 

The economic activity of STALEXPORT SA after the merger will still concentrate on:

1) the development of an effective commercial activity on the basis of the existing and developing sales network,

2) a further organisational restructuring of the Company and the Capital Group aiming at its consolidation,

3) a further reduction of the functioning costs of the Company and the Capital Group,

4) development of the motorway activity. 
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The development of the effective commercial activity based on the existing and developing sales network is executed via:

a) a fuller implementation of the principles of a coherent marketing, commercial and logistical policy enabling to use the existing potential  in a fuller way ( the scale and synergy effect) within the merging companies,

b) a further concentration upon domestic trade  and maintaining a significant market position in chosen assortments in foreign trade, 

c) optimization of the distribution channels and the range of merchandise in the commercial offer of STALEXPORT SA,

d) a better use of the possessed current assets,

e) an improvement in the service and assistance of key strategic customers,

f) the use of the potential in the field of trade with non-ferrrous metals and alloy steels
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A further organisational restructuring of STALEXPORT SA will be carried out via:

a) business integration supported by computer integration 

The optimization of the chain of forming values and the level of obtained margins of profit constitutes the basis for the optimization of the structure, as far as minimization of costs is concerned. The growing competition and what results thereof - the decreasing value of the margin of profit enforces the consolidation process, which  supported by the computer integration enables to maintain the competitiveness of sales. 

The possessed experience in the construction of the steel network integrated by means of the computer confirm the increase of the level of servicing the customers and the possibility to further reduce operating costs of the commercial activity.  

b) managerial integration;

Good logistics enabling, among others, to execute supplies in the system just in time constitutes a tool of optimizing the functioning costs and thus increasing the competitiveness of the Company. Positive results of the executed computer integration improve the mode of functioning of trade by STALEXPORT SA. A systematic increase of the significance of STALEXPORT as the commercial operator occurs. 

The cognizance of the market, cooperation with direct customers, coordination of work of commercial warehouses and collecting orders and optimizing the chain of supplies as far as minimal costs and execution time are concerned constitute a basis to construct the competitive advantage of  STALEXPORT SA in the nearest time of functioning. 

c) organisational integration;

The implemented new model of managing the company, as a result of flattening the organisational structure and increasing the flexibility of management, corresponds to the current conditions of conducting trade in a better way and significantly facilitates the mutual cooperation between STALEXPORT SA and the commercial warehouses both in the planning, as well as, operating range. 
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A further reduction of the functioning costs of STALEXPORT SA 

The general management costs in the first half of the year 2004, under comparable conditions, further decreased – by 5.6% in relation to the analogous period of the year 2003. However, the costs of the year 2003 were reduced by 36% in relation to the year 2002, by 61% in relation to the year 2001 and by 66% in relation to the year 2000. 

In the opinion of the Management Board the basis for further increasing the competitiveness is – apart from others, also including the earlier mentioned undertakings – also a further reduction of the functioning costs of the company as a result of the consolidation of companies comprising the Capital Group. 

According to the evaluation of the Management Board the consolidation of the sales network should bring about a 15-20% reduction of costs in the Capital Group.
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The development of the motorway activity

The Management Board of the Company recognized the continuation and the development of the motorway activity as one of the main goals of the carried out development strategy of STALEXPORT SA. 

STALEXPORT SA has a concession for 30 years, awarded in the year 1997, (transferred on 28th July 2004 onto the subsidiary Company Stalexport Autostrada Małopolska S.A.) for adapting the A-4 Motorway on the Kraków-Katowice section to conditions of a toll motorway and its operation.

STALEXPORT SA via the Company Stalexport Autostrada Śląska is applying for the concession to operate the A-4 motorway on the Katowice-Wrocław section. Moreover, it concluded an agreement on mutual cooperation to execute new motorway projects in cooperation with the Company VINCI Concessions S.A. 

V. ECONOMIC ASPECTS OF MERGING COMPANIES 

1. The increase of share in the market

The main effect of the conducted merger will be an increase of the share of the Company STALEXPORT SA in the steel market in Poland. Currently, STALEXPORT SA has an approximate 5% share in the domestic steel trade and the Company STALEXPORT –CENTROSTAL Warszawa SA an approximate 15% share in the local steel market in the vicinity of Warsaw. After the merger, STALEXPORT SA can, in a short period of time, achieve a 7-8% share in the steel market in Poland. Such a share in the market will strengthen STALEXPORT SA in the position of the leader among the Polish enterprises trading with steel, what in consequence will increase the capacity to win both new orders, as well as, new customers. 

2. A significant improvement of the competitive position

Obtaining a high position in the ranking of the Polish enterprises trading with steel by STALEXPORT SA, will enable to take up a more efficient competition in applying for  significant orders and contracts on the domestic market, as well as, on the markets of the European Union and world markets. 

3. An increased attractiveness for investors

An increased liquidity of STALEXPORT SA shares at the Securities Stock Exchange in Warsaw will be another positive effect of  the merger connected with the increased value, the so-called free float.

4. Rationalization of management 

The execution of the merger will also improve the management effectiveness. Each of the merging Companies has its own specific resources and know-how, which used in the scale of the merged Companies will bring about effects in the form of the reduction of costs, an acceleration of the pace of executing basic processes and profitability increase. Thus, one assumes the merger in one activity division connected with supply and logistics, as well as, more flexible and more effective management with current assets, what was until now duplicated by both companies. It will enable to obtain favourable scale effects, simultaneously rationalizing functioning costs. 

Moreover, as a result of merging the means appropriated for investments by each of the Companies and, what is connected therewith, a concise increase of the value of means appropriated for the development, conditions for selective investments in new technologies, as well as, developmental activity trends will appear.  

5. Synergies of costs and profitability increase.

The merger of Companies will enable to obtain essential savings of costs as a result of reducing general costs connected with management and general costs directly connected with commercial activity. Moreover, the restructuring of the organisational facilities will have an essential impact upon the reduction of costs. The above actions in a longer period of time will bring about an increase of profitability and functioning effectiveness after the merger of Companies. 

VI. LEGAL BASIS OF MERGING COMPANIES 

The regulations of the Code of commercial companies  and the provisions of the articles of association of the Companies, according to which the bodies entitled to take up decisions on merging Companies are General Meetings, constitute the legal basis of merging the Companies. The basic condition for merging joint stock companies is the acceptance of resolutions in the subject of merger by their general meetings. 

The resolution of the general meeting of STALEXPORT SA in regard to merging the Company STALEXPORT SA with the Company STALEXPORT-CENTROSTAL Warszawa SA will be taken up on the basis of art. 492 § 1 item 1( in connection with art. 515 § 1 of the Code of commercial companies and § 24 passage 1  item 10) of the Articles of Association of STALEXPORT SA. The above resolution will proclaim that the merger of the Companies occurs via a take-over of the Company STALEXPORT –CENTROSTAL Warszawa SA by STALEXPORT SA by transferring the entire assets of STALEXPORT-CENTROSTAL Warszawa SA to STALEXPORT SA in exchange for shares which STALEXPORT SA will grant to the shareholders of STALEXPORT-CENTROSTAL Warszawa SA, other than STALEXPORT SA.  

 Resolution with similar contents will also be passed by the General Meeting of STALEXPORT-CENTROSTAL Warszawa SA.

In connection with the planned merger of Companies, the Articles of Association of STALEXPORT SA will change in the range concerning the subject of the Company’s activity. A detailed range of amendments of the Articles of Association was presented in the resolution draft constituting an enclosure to the Merger Plan 

VII. SHARE EXCHANGE RATIO 

1. Definition of the planned share exchange ratio

The shares of STALEXPORT SA will be granted to shareholders of STALEXPORT-CENTROSTAL Warszawa SA proportionally to the STALEXPORT-CENTROSTAL Warszawa SA shares possessed by them, by applying the following share exchange ratio: 1.5738 (in words: one and five thousand seven hundred thirty eight ten thousandth) shares of STALEXPORT-CENTROSTAL Warszawa SA in exchange for 1 (in words: one) share of STALEXPORT SA (thereinafter called “Exchange parity”).

2. Methods applied in determining the share exchange ratio.

The basis of determining the Exchange Parity was the evaluation of assets of the merging Companies as on 30th September 2004. The Company BRE Corporate Finance S.A. being the advisor of  STALEXPORT SA in the range of consolidation, designated the Exchange Parity on the basis of the estimation via the income method (the Adjusted Present Value approach) of the Company STALEXPORT-CENTROSTAl Warszawa S.A. and in case of STALEXPORT SA an average value of quotations from the period  from 1st April 2004 to 30th September 2004 weighted by the volume of turnovers. 
The evaluation via the income method, which assumes that the basic value measuring instrument are generated cash flows, applied in the course of evaluating STALEXPORT-CENTROSTAL Warszawa SA, determined the value of 100% of shares for the amount of 7 472 thousand PLN, ie, 1.9022 PLN for 1 share. The stock exchange estimation of STALEXPORT SA is based on the assumption that the stock exchange market fulfills the criteria of effectiveness what means that the current market price fully reflects all available information concerning STALEXPORT SA. The estimated value of 1 share of STALEXPORT SA amounts to 2.9937 PLN. In consequence the Exchange Parity was determined at the level of 1.5738 and accepted by the Management Boards of both Companies. 

3. The opinion of the court expert

Acting on the basis of art. 500 § 1 in connection with art. 502 § 2 of the Code of commercial companies, the Management Boards of the merging Companies mutually addressed the competent Registry Court - according to the seat of STALEXPORT SA as the acquiring Company – to appoint an expert in order to examine the Merger Plan in the range of its correctness and reliability. The expert appointed by the Registry Court, according to art. 503 of the Code of commercial companies drew up a detailed opinion and submitted it together with the Merger Plan to the registry court and to the Management Boards of the Companies. 

In his opinion the expert stated that the Merger plan of STALEXPORT SA with the seat in Katowice and STALEXPORT-CENTROSTAL Warszawa SA with the seat in Warsaw –subject to assessment- fulfills the requirements of art. 499 § 1 and 2 of the Code of commercial companies. The properly determined share exchange ratio was based upon the estimation of the specialists of STALEXPORT-CENTROSTAL Warszawa SA carried out by BRE Corporate Finance S.A. in Warsaw. Difficulties connected with the estimation of shares of the merging Companies did not occur. The opinion of the expert was enclosed to this Report. 

4. Particular difficulties connected with the estimation of the shares of the merging Companies 

No particular difficulties occurred in the course of estimating the value of assets of the merging Companies and the evaluation of shares.

VIII. PRINCIPLES OF GRANTING SHARES OF STALEXPORT SA TO SHAREHOLDERS OF STALEXPORT-CENTROSTAL Warszawa S.A.

1. Principles of granting STALEXPORT SA shares

The shares of STALEXPORT SA will be granted to shareholders of STALEXPORT-CENTROSTAL Warszawa SA according to the state of possessing shares of STALEXPORT-CENTROSTAL Warszawa SA as on the day of the merger. The number of shares of STALEXPORT SA, which the shareholder STALEXPORT-CENTROSTAL Warszawa SA will receive, is determined by dividing the number of  possessed STALEXPORT –CENTROSTAL Warszawa SA shares on the day of the merger via the Exchange Parity. The shareholders of STALEXPORT-CENTROSTAL Warszawa SA are people who on the day of the merger will be owners of the STALEXPORT-CENTROSTAL Warszawa SA shares. 

Issuing shares of STALEXPORT SA will occur at the moment of entering them on the accounts of the securities indicated by the shareholders of STALEXPORT-CENTROSTAL Warszawa SA managed by banks or brokers’ offices or in the register conducted by the emission sponsor. 

2. Additional cash payments   

If after applying the Exchange Parity in relation to all STALEXPORT-CENTROSTAL Warszawa SA shares possessed by a given  STALEXPORT-CENTROSTAL Warszawa SA shareholder, such a shareholder would be entitled to receive a fraction of the STALEXPORT SA share, the number of STALEXPORT SA shares issued to him would be rounded down to the nearest integer and he would receive extra cash charge in the amount equal to the product of this fraction of STALEXPORT SA share and the STALEXPORT SA share price determined for the needs of extra charge.

The  STALEXPORT SA share price determined for the needs of Additional Cash Payments amounts to 2.9937 PLN.

The product of the fraction of the STALEXPORT SA share and the STALEXPORT SA share price determined for the need of extra charge will be rounded up to a full grosz.

IX. ADDITIONAL INFORMATION

1. Structure of the shareholders after the merger

After carrying out the merger:

· the shareholders of STALEXPORT-CENTROSTAL Warszawa SA will become the owners of about 0.26% of votes at the General Meeting of Shareholders of STALEXPORT SA,

·  the present shareholders of STALEXPORT SA will have about 99,74% votes at the STALEXPORT SA General Meeting.

2. Day from which the shares of  STALEXPORT SA  issued to the shareholders of STALEXPORT –CENTROSTAL Warszawa SA entitle to a share in the profit of the acquiring Company.

On the basis of art. 515 § 1 of the Code of commercial companies, the merger in question will take place without increasing the stock capital of STALEXPORT SA and the shareholders of STALEXPORT –CENTROSTAL Warszawa SA will be entitled to the already existing shares of  STALEXPORT SA acquired by the acquiring Company, according to art. 515 § 2 of the Code of commercial companies. In that case the regulation of art. 499 § 1 item 4 of the Code of commercial companies does not apply. 

3. Rights granted by the acquiring Company to the shareholders of the transferring Company or other people particularly entitled in the transferring company.

   No rights will be granted to shareholders of STALEXPORT-CENTROSTAL Warszawa SA and other people particularly entitled in STALEXPORT-CENTROSTAL Warszawa SA.

4. Particular benefits for the members of the bodies of the merging Companies and also other people participating in the merger.

It is not forseen to grant particular benefits to the members of the bodies of the Companies or other people participating in the merger. 

X. SUMMARY

Economic and financial premises both for the merging Companies, as well as, their shareholders indicate the validity of the merger of STALEXPORT SA with STALEXPORT-CENTROSTAL Warszawa SA. The merger is deliberate both in the strategic, operating and cost categories, as well as, resulting from experience and know –how of the merging Companies. 

XI. RECOMMENDATION OF THE MANAGEMENT BOARD

Having in mind the above, the Management Board of STALEXPORT SA recommends the shareholders the presented conception of the merger of the Company STALEXPORT SA with the Company STALEXPORT-CENTROSTAL Warszawa SA and passing the resolution in regard to merging the Companies and amending the Articles of Association of  STALEXPORT SA. 

Vice-president of the Management Board                   President of the Management Board

                 Financial Director                                                       General Director

           /Mieczysław Skołożyński/                                                  / Emil Wąsacz/

Enclosure: 

The opinion of the expert auditor on the 

examination of the merger plan of the Companies
