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ABSTRACT

During the last ten years Bulgarian economy has been facing numerous problems,
which have only become worse after the global financial crisis. Being part of
northwestern Bulgaria, known for its depopulation and high unemployment rate
Montana Region meets even greater obstacles while struggling to overcome the
difficult economic situation. The future status and the possibilities for recovery,
among other things, will largely depend on the development of foreign trade
exchange and the increase in export. There is no doubt that Bulgaria and Montana
region in particular has great opportunities and potential to increase the export. The
main prerequisites for making positive changes in the restructuring of the economy
are creating favorable business environment, potentials for attracting foreign direct
investment, and production increase. In order to achieve these objectives, it is
necessary to create an active and well-conceived policy of promoting exports, based
on the use of appropriate measures and tools to support the export activities. The
following manual provides models for cooperation and partnership based on
European best practices and conducted research as well as elaborated study on the
topic under project “Stimulation of economic exchange in the cross-border region
Montana - Pirot” with reference number 2007CB161P0006.2011-2-245. The manual
includes best practices for cooperation and partnership that could stimulate the
local economy in Montana as well as Pirot region by strengthening the institutional
and business structures to respond the market requirements. We provide the
companies from the region with practical information on the implementation and
practical application of different tools for enhancement of the export potential.
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The ability of the country to produce and sell

goods and services in foreign markets at
prices and quality that ensures long-term
viability and sustainability is called Export

Competitiveness.

COMPANY DIVERSITY AND BUSINESS CLIMATE IN
MONTANA REGION

The companies from the Municipality of Montana are operating in one of the
regions with the highest economic problems and within a very difficult economic
environment. Therefore they are lacking many opportunities for development and
growth. The local market on which they are operating is not big enough for them to
be able to generate the necessary funds for investments in equipment and
machinery, for modernization, R&D and for development of stronger competitive
advantages. They are also lacking the needed competition that would stimulate
them to further enhance their processes and products. Another limitation is the lack
of research centers and partners with which to work on innovations and product
development.

Despite the stated limitations the companies have some key competitive advantages
that they should maintain and even enhance. These are the strategic location they
have (close to important Pan-European transport corridors), low costs for materials,
taxes, workforce etc.,, experience in the international trade, benefits from the
membership of the country in the EU, long-term experience of operating in the
market, good relations with dealers, suppliers, buyers and government institutions.

The companies included in the present survey have good export potential that they
should leverage and use to full extent. Their future internationalization and
expansion should also be promoted and supported by governmental and municipal
institutions by following the stated measures for company growth and
development. Apart from expecting help from the institutions the companies
should also

A sustainable partnership among Bulgaria and Serbia will further enhance the
cohesion in the cross-border territories and provide positive impact. A guarantee
for the multiplication effect comes from the fact that local authorities and
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organizations and engaged businesses will stimulate the economic activity and

provide opportunities and information (shared with a larger audience and
geographically distant users). Improving the quality of the human resource,
establishment of cross-border partnership for future co-operation, gained
experience and know-how will be further transferred through organizations and
enterprises within the region; the activities planned under the project “Stimulation
of economic exchange in the cross-border region Montana - Pirot” will have a
catalyzing effect for the initiation of a new broader process of development of the
business relationships, R&D, active exchange of best practices and joint regional
planning and preparation of the region’s economic and legal sector for participation
in the joint EU market.

As a result of the slow revival of the world economy and the strengthening of the
global activity the demand as well as the production and export in the five key
industries are growing at a steady rate from 2009 onward. Noticing the negative
balance in the international trade we can conclude that there is unsatisfied demand
which is constantly growing. That is a positive trend for the Bulgarian companies
and for those in the Municipality of Montana in particular as there is a growing
demand for their production and they have the opportunity to gain important
market shares in the international market if they focus on their comparative (cost)
advantages.
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ECONOMIC SITUATION AND EXPORT DATA

Today as a result of the tendencies and processes of globalization and
internationalization in the world economy, the role of international trade and
especially exports is more significant. Export, especially for small or relatively small
countries, that are more dependent on the qualitative and intensive cooperation
with foreign countries, may become one of the key factors for stimulation of
economic development. Furthermore, thanks to the export activities of domestic
companies and entrepreneurs are not limited to the domestic market but also have
access to other countries, which can significantly enhance their international
competitiveness and thus reflect positively on a whole sector of the economy.

Each country within its economic policies should implement the appropriate
policies to support exports. Well-conceived pro-export policy with an active
support for export promotion may be the most effective instrument to overcome the
crisis while give support and create good conditions for accelerated economic
growth. Support and promotion of export stimulates job creation, not only for direct
exporters, but also in a wide network of domestic subcontractors. As a result, it is
observed a significant growth in the vacant job positions, increased household
income and the inheritance of increasing demand and consumption. All of the
mentioned have positive impact on macroeconomic stability and growth rate of
GDP. In addition, the increase in exports positively affectds the development of
balance of payments and external economic balance.

During the implementation of export promotion policy, certain tools and
instruments for financing may be used. Basically, the state directly promotes
exports through credit instruments, government guarantees and export subsidies.
Financial instruments allow manufacturers to improve competitiveness in
international markets and also to reduce costs and risks associated with doing
business abroad.

Indirect instruments for export promotion are based on providing various
advisory and information services. Very often used instrument that can be defined
as a technical assistance allows local entrepreneurs to obtain information and data
on foreign legislative regulations, technical standards and norms, which greatly
simplifies the possibility of a successful business in foreign markets. In addition to
providing technical assistance and professional translations, it also helps in
building a sales network, as well as the opening of commercial and industrial
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centres abroad. Among other things, it provides the consulting specialists to discuss

technical issues. Providing information and advisory services to exporters are
primarily implemented through the development of various marketing analyses,
finding business partners, supporting the creation of export-oriented companies
and enterprises, investment advisory services, counseling for finding the right
distribution channels, advising on international fairs and exhibitions. The
mentioned services are provided mainly by specialized government agencies, and
private companies that receive support from the state. Information may be
provided by domestic but also foreign institutions. Regarding the institutional
framework, competences of the "domestic" economy wusually belong to the
appropriate ministries (Ministry of Economy, Ministry of Industry, Ministry of
Trade, etc.) and various export promotion agencies, chambers of commerce, private
and independent export consultants or other advisory organizations. In a foreign
country the information may be obtained from consular services section of the
department of foreign affairs and trade and from mixed chambers of commerce.

The share of the Bulgarian export in the world export of the five key industries is
not very high but for the studied period 2008 - 2012 this share is stable and even
growing for the export of bicycles and other cycles. This is also the product group in
which the country has the highest share in the world export - 1.2% for 2012. An
important contribution for this relatively high share is accounted for by the
company Cross OOD which is operating in the Municipality of Montana and is
exporting about 98% of its annual production to Germany, Holland, Austria,
Switzerland, France, Denmark, Sweden etc.

All of the top markets to which the Bulgarian companies are exporting their
production are EU member states (except for Russian in the export of machinery).
The EU market makes those countries administratively close to Bulgaria and
facilitates the export conditions and requirements. These are also countries that are
geographically and culturally close to our country which further explains their top
ranking in the export. These close relations help the Bulgarian companies and
especially those from the Municipality of Montana to build on their cost advantages
by lowering their expenses on transport, negotiation, payments of custom duties and
other taxes for import, administrative costs etc. Nevertheless it should be noticed
that the Bulgarian export is depending too much on single markets, for some of the
products there are markets with shares higher than 40%. It is advisable that the
exporting companies try and diversify their markets and clients so that they are not

dependent on the development and fluctuations on a single market.
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Top competitors of the Bulgarian export in the top importing markets

Industry Top international competitors

Machinery China, Germany, Italy, France, Netherlands

Electrical and electronic equipment China, Germany, Netherlands, South Korea,
Italy

Food and beverages France, Germany, Spain, Romania, Poland

Bicycles and other cycles Italy, Taipei, Netherlands, Turkey, Czech
Republic

Apparel, clothing and shoes China, Italy, France, India

The main international competitors in the top importing markets are both countries
offering low cost products and such offering high quality expensive products. All of
these competitors have long-term experience in the production and marketing of the
production of the key industries and have good reputation on the international
market. In order to gain more market share the Bulgarian companies should enhance
their cost advantages and at the same time maintain good product quality. The fact
that they can benefit from the opportunities for free trade in the EU should be key for

their international expansion.

Identification and prioritization of target markets

Machinery Germany, Romania, Russia, Italy, France,
Serbia, Czech Republic, Slovakia, Hungary

Electrical and electronic equipment Germany, France, Italy, Turkey, Greece,
Romania, Czech Republic, Poland, Serbia

Food and beverages Greece, Romania, Germany, Serbia, Italy,
Poland, Austria, France

Bicycles and other cycles Germany, France, Belgium, Greece,
Netherlands, Denmark, Italy, Poland,
Romania, Turkey

Apparel, clothing and shoes Italy, Germany, France, Greece, Serbia,
Turkey, Romania, Italy
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COMPETITIVE ADVANTAGES OF THE ECONOMIC
SECTOR IN THE REGION

The competitive advantages give a company an edge over its rivals and an ability to
generate greater value for the firm and its shareholders. The more sustainable the
competitive advantage, the more difficult it is for competitors to neutralize the
advantage.

There are two main types of competitive advantages: comparative advantage and
differential advantage. Comparative advantage, or cost advantage, is a firm's ability to
produce a good or service at a lower cost than its competitors, which gives the firm
the ability sell its goods or services at a lower price than its competition or to
generate a larger margin on sales. A differential advantage is created when a firm's
products or services differ from its competitors and are seen as better than a
competitor's products by customers.

The Bulgarian companies from the Municipality of Montana have a great comparative
(cost) advantage since they have access to cheaper inputs, efficient processes,
favorable location, skilled and cheap workforce and lower taxes. These lower
production and operation costs give the companies the opportunity to produce
cheaper products of good quality compared to other foreign competitors. The fact
that Bulgaria is a member of the EU and that most of the companies from the
Municipality are exporting to EU member countries is additionally benefiting the low
price advantage compared to companies from non-EU countries which have to add to
their prices the due customs duties and other costs related to the import in the EU.

Another specific competitive advantage of the companies from the Municipality of
Montana that is also contributing to their low end product prices and to the easier
product distribution is the fact that they are located very close to two key Pan-
European transport corridors:

- Pan-European transport corridor VII - The Danube River, (Northwest-
Southeast) - 2,300 km (1,429 mi) long - this corridor is providing river
transport through the rivers Danube, Main and Rein and is giving access to
cities such as Belgrade, Budapest, Bratislava and Vienne;

- Pan-European transport corridor X - Salzburg - Ljubljana - Zagreb -
Beograd - Nis - Skopje - Velez — Thessaloniki with its four branches:

e Branch A: Graz - Maribor - Zagreb;

“Implementation of survey and studies under project “Stimulation of economic exchange in
the cross-border region Montana - Pirot” with reference number 2007CB161P0006.2011-2-245
Subsidy contract RD-02-29-217/22.04.2013”

10



Bulgaria — Serbia IPA Cross-border Programme, %
CCI Number 2007CB161PO006 ’-‘

e Branch B: Budapest - Novi Sad - Beograd;

e Branch C: Nis - Sofia - Plovdiv - Dimitrovgrad - Istanbul via Corridor
IV;

e Branch D: Veles - Prilep - Bitola - Florina - Igoumenitsa.

The low labor costs are also a key aspect of the comparative (cost) advantage of the
companies from the Municipality of Montana. The average monthly salary in the
Montana region for 2013 according to the data from the National Statistical Institute
is 582 BGN or only 297 euros, for the country that values is 799 BGN or 409 euros. For
the rest of the EU member states the average monthly salary is ranging from 1 830
euros to 10 416 euros.

A final factor contributing to the low end product prices of the companies from the
Municipality of Montana are the low corporate taxes in the country. The corporate
tax in Bulgaria is only 10% while in the rest of the European countries it is ranging
from 10% (Hungary) to 33.99% (Belgium). The maximum income tax rate in Bulgaria
is also one of the lowest - 10%, for the European countries the lowest maximum
income tax rate is again in Hungary - 16%, and the highest is in Sweden - 56.6%. The
country also has a relatively low standard VAT rate of 20%, for Europe the lowest is in
Luxembourg - 15%, and the highest in Hungary - 27%.

In order to enhance their differential advantage many of the companies in the
Municipality of Montana are working on increasing the quality of their end products
so that they can be seen as better than those of the competitors. Cross OOD for
example is using lightweight aluminum basic parts for its frames, forks, brakes, hubs
etc. The exceptional quality of the Crosser wheels has been gained by using the
double wall alloy profile and Robot machines for wheels assembling. By painting the
wheel and the frame in the same color the company achieves the unique and
complete look of each bicycle. By the words of its business partners, the great
advantages of the Cross bicycles are their high quality and the original design which
gives them a unique look and increases the interest in the company’s products.

Trimona AD is constantly enhancing the design of its products and is being awarded
different national awards for its quality and design of its shoes. AVA Sport SD is
another company focused also on the high quality of its products. The company is
applying modern technologies and is using high quality materials to produce its end
products. All of the observed companies are employing highly qualified experts in
order to assure the efficiency of their processes and the quality of their end products.
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It should also be noticed that many of the chosen companies have a long history of
operating in the national and some of them in the international market. Some
companies such as Balkan AD, Mir Montana EOOD, May o4 Holding AD and Berg
Montana Fitting OOD have more than 50 years long history on the market. For such
a long period of time these companies have been able to develop their practices and
processes and to train and hire highly professional experts. They have also been able
to develop long term relations with buyers, suppliers and dealers as well as with
governments and thus compared to new companies have better bargaining power in
the market. For their long history of operating in the market the stated companies
have also established well-known brands and have developed successful and strong
reputations. They have also built strong clients’ trust and loyalty. Nevertheless such a
long history and experience should not be regarded only as a strong competitive
advantage, but its limitations should also be considered. It is very probable that
companies with long years of experience may not be able and not be willing to
modernize their practices and production, to change old and not working strategies,
to accept new trends in the market and thus be stuck in their old customs which
could lead to loss of clients, reputation and market share.

Some of the companies in the Municipality of Montana are partially owned by big
foreign companies. Such type of ownership is beneficial for the future growth of the
enterprises as it bring fresh capital in them, introduces successful changes in the
operations of the companies and may be even in their strategies, brings new best
practices, enhances the working environment, builds on the reputation of the
companies and enlarges the network of buyers, suppliers and dealers throughout the
established relations of the investing company in the foreign markets.

A final aspect of the competitive advantages of the observed companies is the fact
that some of them are working by order for big international companies and brands.
Through these contractual relations and due to the fact that the companies are
obliged to meet certain production standards and requirements they are able to easily
observe and introduce best practices, product designs and know-how from the
international contractor in their operations. This can further help the companies
enhance their products or develop new ones and develop and establish their own
brands on the market.
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TOOLS FOR STIMULATION, STRENGTHENING AND
ENHANCEMENT OF THE EXPORT

An export-oriented economy is associated not only with the opportunity and the
need to export, but also with the establishment of conditions for increasing the
efficiency of export so that it can become the engine of economy growth of a country.

Milestones in the implementation of this idea are the following:

. Economic development rates are directly related to the growth of exports, in

other words the export industries must be of strategic importance for the country

. After the introduction of export stimulating measures, indicators for economy

growth should mark a significant increase

. Export promotion should be performed together with induced dynamic effect

in the national economy, not a momentary improvement in the balance of payments.

We should distinguish an “export-oriented” trade policy model from the single
measures used to overcome the crisis and improve payment balance. The export-
oriented policy is based on the successful trade performance and strategy for the
development and strengthening of market positions through management of
business relations on the foreign markets. One major issue that must be overcome in
export orientation of trade policy is related to the restructuring of import and export
nomenclatures. Export oriented policy is based on the import of raw materials or
unfinished products whose processing requires use of local labor and capital to
produce a final product. Usually a tariff regime with a streamlined and simple
procedure which is not too complicate and does not make the product too expensive

is being implemented and applied.

The policy of import substitution usually contains strict and time-consuming
procedures for the import of processed or finished products, which often makes
residents awaiting this import or replace it with local products or seek alternative

import. This policy includes quantitative restrictions or prohibitive taxes.

Variability of export- oriented policy is determined by the character of the national
economy and relations between government and business. Main factors affecting the

realization of the export-oriented policy are technological (size of the national
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market, intensity of production companies, maturity of the industry etc.), socio-

economic.

The following tools could be used for enhancement the export potential:

1. Favorable credit instruments targeting the export - big banks and financial
institutions could grant loans with a lower interest rate to exporting entities and
individuals. Exporters shall be given a grace period, or advance payments for export
production for a period of up to 2 years. In some countries, there are specialized
institutes offering specific credit loans for export. Sometimes banks and financial
consortium specialized in export financing could land money to Importers in

importer countries. It is a powerful tool to stimulate exports.

2 . The state guarantees and export credit insurance - covering corporate and bank
loans in order to create incentives not only for exporters but also for financial - credit
institutions in the conditions where the benefits of the payments are an important
component of non-price competition. State guarantee of loan is made from export -

import banks and public law.

3 . Tax and duty exemptions for export - these could be a few typesand can be
considered as indirect subsidies. 1 ) Exemption from customs duties, taxes , imposts
and excises; 2 ) returns of already paid taxes and duties on exports (draw-back); 3)
Provision of tax, customs and other preferences for foreign investments regarding

increasing competitiveness and favor the export of domestic production.

4. Currency exchange privileges for exporters - buying currency at a more favorable
rate, which may be differentiated by goods (for example higher rates for goods with

higher value or less competitive goods

5. Specific forms of export incentives - produced privileged access to raw materials,
utilities (electricity and water supply, etc.), transportation of export goods at lower

tariffs, passport, visa and other preferences.

6. Export subsidies (dotation) - supporting local producers who produce export
goods. Funds, which are the most common source of subsidies, affect the state
budget. Export subsidies drain the budget and can not be used for any other purpose.
Thus, the national economy loose twice - 1) net national income, which is exported
abroad for the benefit of foreign consumers, 2) delay NTP and inefficient production.

Export subsidies used by countries to obtain foreign exchange earnings used for their
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international financial liabilities with maturity. Another objective of export subsidy is
dumping a certain market and striving to conquer the significant and lasting market
share. There are two main mechanisms for export funding- direct and indirect.
Direct subsidy is a transfer of funds in favor of domestic producers against the
realization of certain quantities of exports. Indirect subsidy has extensive toolbox of
hidden resources and therefore it is difficult to prove. Means of indirect subsidies are
- accelerated depreciation, provision of state funding with low or zero interest,
provision of materials, energy on lower price, covering the training expenses or
additional qualification of staff, removal of enterprises from social security
contributions on wages, exemption from VAT of production destined for internal
market, reducing the profit tax; meeting the costs of advertising and marketing
studies targeting foreign markets and many others. Additional subsidies should be
allowed in respect of agriculture because of its specificity - seasonality, risks and

more.

7 . Export duties, fees, taxes - can stimulate exports if export barrier materials, scarce

in the country, or those that could be exported as a finished product.

Defining Export Promotion Activities

Views differ on what constitutes government export promotion policies or efforts.
Some policymakers use a relatively narrow definition to refer to programs that
provide direct assistance to individuals and firms with the specific goal of helping to
expand their sale of goods and services overseas. Others view export promotion as an
activity much broader in scope. They may consider any program or policy that results
in the expansion of Bulgarian exports abroad, regardless of its intended purpose, to
constitute export promotion. Such activities may support broader trade and other

policy goals and may indirectly lead to an expansion of exports.

Government for example tends to focus primarily on direct forms of export
assistance, while acknowledging the importance of some of the broader factors in

expanding exports.
Tools and activities that may constitute export promotion in a narrow sense include:

* Market intelligence.
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Government information-gathering (such as market research) and dissemination of
export-related information, which helps Bulgarian businesses to examine their sales

potential and learn about foreign markets.
* Export counseling.

Counseling for Bulgarian businesses on planning for entry or expansion in targeted
export markets; determining export licensing needs; understanding global standards

and regulatory requirements; and formulating export finance strategies.
* Business matchmaking.

Helping Bulgarian businesses identify and meet with qualified buyers, partners, and
sales representatives in foreign countries. Services include personalized business
matchmaking, trade missions (official business development missions led by senior
state and local government leaders to foreign countries), reverse trade missions
(bringing foreign buyers to Bulgaria to meet with Bulgarian firms), and trade shows
(where Bulgarian businesses meet with qualified buyers, receive export counseling,

and exhibit their products).
* Funding feasibility studies.

Assessing potential projects to determine whether they are economically, financially,

and technically possible.
 Government export finance programs.

Direct loan, loan guarantee, and insurance programs that provide working capital and
term loans to local exporters to support their exports, finance foreign buyers
purchasing Bulgarian goods and services, and provide insurance to exporters wanting

to mitigate foreign commercial and political risk.
* Commercial diplomacy.

Government advocacy to foreign governments or foreign government-owned
corporations on behalf of Bulgarian companies’ interests, to support their bids for
government procurement contracts, to assist in overcoming foreign trade barriers,

and for other reasons.
Activities and tools that may constitute export promotion in a broader sense include:

* Free trade agreements.
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Proponents of trade liberalization contend that free trade agreements are the most
effective trade policy tool to boost Bulgarian exports because they open markets for
Bulgarian goods and services by lowering and eliminating foreign trade barriers in

other countries.
* Foreign direct investment.

Bulgarian investment abroad allows local firms to establish distribution bases and

access local markets for exports.

Supporters of foreign direct investment encourage Bulgaria to pursue bilateral

investment treaties with trading partners and other forms of investment protection.
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FUNDAMENTAL PARTNERSHIP PRINCIPLES

In our professional, social and personal worlds we interact with various entities in the
course of our day-to-day activity. Such entities include corporations and commercial
enterprises with whom we transact business or work for, social associations and
networks that we are members of or are affiliated to, and individuals with whom we
have emotional ties, such as family and friends. In some cases our interactions are
limited to minor transactions of a specific kind that are short-lived and sporadic (i.e.,
they do not exhibit a definite pattern of recurrence and do not show signs of an on-
going life stream), whereas in other cases we engage more deeply and along multiple
dimensions, and experience a sense of continuity over a longer term. Interactions of
the latter kind tend to be more aligned with long-term strategic objectives than
short-term tactical goals or operational targets, and collectively constitute a
“relationship” between the entities concerned.

We consider our relationships with entities on “our side” (i.e., having shared interests
and common goals) as alliances or partnerships, and relationships with entities on
the “other side” (i.e., having inversely correlated interests or conflicting goals) as
adversarial or competitive. There could also be relationships which are neither, but
they are more likely to be obligatory in nature (e.g., with regulators). Alliances and
partnerships are founded on a unique set of principles that distinguish them from
other types of relationships or streams of interaction. While most of these may seem
obvious and common-sensical, it may be useful to explicitly list them down, to serve
as a checklist for building strong and sustainable partnerships, and as a guide to
avoiding some of the typical pitfalls.

Two-way exchange, based on give and take: Partnerships exemplify the old adage
— it takes two hands to clap. Asymmetric partnerships, where one partner does all
(or most) of the giving and the other does all (or most) of the taking are usually
short-lived. For a partnership to be sustainable, the giving and the taking must
remain commensurate, or at least perceived to be so by both partners. The terms and
conditions (tacit or spelled out) that form the basis for a partnership define the
nature, scope and quantum of the give and take between partners, and as such may
be taken to represent a kind of social contract (if not a legal one).

Fair exchange of value: The terms of engagement in such social or legal
partnership contracts are understood to represent a fair exchange of value between
the partners. In formal contracts between governments, corporations and other
organizations, such terms are explicitly spelled out in a document signed-off by both
partners. In informal relationships such as friendships, romantic relationships etc. the
terms are usually implicit. However, disconnects can and do happen, when such
implicit terms are either not fully understood or are interpreted differently by one of
the partners.
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Transparency: Openness and honesty in working relationships are pre-conditions of
trust — an important ingredient of most successful partnership. Only with transparent
working will a partnership be truly accountable to its partners, donors and other
stakeholders.

Peer-to-peer, not master-slave: Because partnerships are based on engagement
terms that represent a fair exchange of value, partnerships are intrinsically
relationships of equals, and neither side can honestly claim to have an “upper hand”
over the other. Quite often, one partner tends to be more dominant and drives the
relationship hard. Traditionally, in the commercial world, customers tend to drive
their suppliers hard by leveraging their power of choice, just as in male-dominated
societies it is considered normal for husbands to dominate over their wives. Such
tendencies erode the sustainability of the partnership and weaken it, generally
speaking. (There are exceptions, of course — some personal relationships are based
on dominant/ submissive duality, out of choice by both partners.) In the most
extreme cases, relationships in which one partner oppressively and consistently
dominates over the other may be termed “abusive”.

Commitment to continuity: Partnerships are built on commitments (by both
partners) to common goals and shared interests within the framework of the terms of
engagement. Unless explicitly time-bound, such commitments are presumed to
continue indefinitely. When circumstances change and a partner is unable to honor
the commitment, it may be time to review the terms of engagement and either
negotiate a new set of mutually acceptable terms and conditions (that constitute a
fair exchange of value under the new circumstances) or agree to disagree i.e.,
discontinue the partnership.

Enduring trust is built by fulfilling promises of mutually rewarding positive
sum outcomes: Before engaging with each other, partners go through a careful
selection process and pick the one that they believe best embodies the promise of a
win-win relationship. The typical metaphor for this preliminary phase is “courtship”
or “dating”. Promises made during this selection process are validated during the
initial period of engagement, which is critical to the establishment of mutual trust
and confidence in each other’s ability and commitment to deliver on the terms of
engagement. After the “honeymoon” period, the more each partner continues to
enrich the relationship with outcomes that bring prosperity and success to both
partners, the stronger the partnership grows. The trust between the partners deepens
as more and more promises are fulfilled, more and more often.
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LEGAL TYPES OF BUSINESS COOPERATIONS

Strategic alliances

An arrangement between two companies that have decided to share resources to
undertake a specific, mutually beneficial project. A strategic alliance is less involved
and less permanent than a joint venture, in which two companies typically pool
resources to create a separate business entity. In a strategic alliance, each company
maintains its autonomy while gaining a new opportunity. A strategic alliance could
help a company develop a more effective process, expand into a new market or
develop an advantage over a competitor, among other possibilities.

Partnerships

A partnership is a business entity with individuals who share the risk and benefits of
business. A partnership may include general partners, who bear the liability for
partnership debts and for actions of the partnership. It may also include limited
partners who are merely investors and who do not share in the day-to-day operations
of the business and who do not share in liability.

General Partnerships

A general partnership is a partnership which includes only general partners. Under
this structure, all partners participate in the day-to-day operations of the partnership
and all partners bear personal responsibility for debts and liabilities of the
partnership.

Limited Partnerships

Limited partnerships are costly and complicated to set up and run, and are not
recommended for the average small business owner. Limited partnerships are usually
created by one person or company (the "general partner”), who will solicit
investments from others (the "limited partners").

The general partner controls the limited partnership's day-to-day operations and is
personally liable for business debts (unless the general partner is a corporation or an
LLC). Limited partners have minimal control over daily business decisions or
operations and, in return, they are not personally liable for business debts or claims.

Limited Liability Partnerships

A limited liability partnership (LLP) is different from a limited partnership or a
general partnership, but is closer to a limited liability company (LLC). In the LLP, all
partners have limited liability.

An LLP combines characteristics of partnerships and corporations. As in a
corporation, all partners in an LLP have limited liability, from errors, omissions,
negligence, incompetence, or malpractice committed by other partners or by
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employees. Of course, any partners involved in wrongful or negligent acts are still
personally liable, but other partners are protected from liability for those acts.

In recent years, the limited liability company has supplanted the general partnership
and the limited partnership, because of the limits of liability. But there are still cases
in professional practices in which some partners want to be limited in scope of duties
and they just want to invest, having the liability protection.

Corporations and LLCs

Forming and operating an LLC or a corporation is a bit more complicated and costly,
but well worth the trouble for some small businesses. The main benefit of an LLC or a
corporation is that these structures limit the owners' personal liability for business
debts and court judgments against the business.

What sets the corporation apart from all other types of businesses is that a
corporation is an independent legal and tax entity, separate from the people who
own, control and manage it. Because of this separate status, the owners of a
corporation don't use their personal tax returns to pay tax on corporate profits, the
corporation itself pays these taxes. Owners pay personal income tax only on money
they draw from the corporation in the form of salaries, bonuses, and the like.

Like corporations, LLCs provide limited personal liability for business debts and
claims. But when it comes to taxes, LLCs are more like partnerships: the owners of an
LLC pay taxes on their shares of the business income on their personal tax returns.

Corporations and LLCs make sense for business owners who either run a risk of being
sued by customers or of piling up a lot of business debts, or have substantial personal
assets they want to protect from business creditors.

Nonprofit Organisations

A nonprofit organisation is a corporation formed to carry out a charitable,
educational, religious, literary, or scientific purpose. A nonprofit can raise much-
needed funds by soliciting public and private grant money and donations from
individuals and companies. Governments usually give tax relief for non-profit
corporations on money they take in that is related to their nonprofit purpose,
because of the benefits they contribute to society.

Cooperatives

Some people dream of forming a business of true equals, an organization owned and
operated democratically by its members. These grassroots business organizers often
refer to their businesses as a "group,” "collective,” or "co-op", but these are often
informal rather than legal labels.

Joint Ventures
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Joint Ventures act as general partnership, but for only a limited period of time or for a
single project. Partners in a joint venture can be recognized as an ongoing
partnership if they continue the venture, but they must file as such.

Trusts

Trusts are usually formed upon the death of an individual and are designed to
provide continuity of the investments and business activities of the deceased
individual.

Clusters

Clusters are geographic concentrations of interconnected companies, specialized
suppliers, service providers, and associated institutions in a particular field that are
present in a nation or region. Clusters arise because they increase the productivity
with which companies can compete. The development and upgrading of clusters is an
important agenda for governments, companies, and other institutions. Cluster
development initiatives are an important new direction in economic policy, building
on earlier efforts in macroeconomic stabilization, privatization, market opening, and
reducing the costs of doing business.

Public Private Partnerships

Public Private Partnership means an arrangement between a government / statutory
entity / government owned entity on one side and a private sector entity on the
other, for the provision of public assets and/or public services, through investments
being made and/or management being undertaken by the private sector entity, for a
specified period of time, where there is well defined allocation of risk between the
private sector and the public entity and the private entity receives performance
linked payments that conform (or are benchmarked) to specified and pre-determined
performance standards, measurable by the public entity or its representative.
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PARTNERING CYCLE

Based on a simple ‘partnering cycle’ (see below), we walk through a typical partnering
journey ‘step by step’.

Each section covers one stage in the cycle and suggests the characteristics typical of
this stage and the activities that are appropriate. In addition, at each stage there is a
simple partnering tool that practitioners may find useful as well as a tip that will help
that stage be completed successfully. To illustrate these things in practice, we also
follow the story of one local partnership through each of the different stages.

The focus of this chapter is entirely on the operational aspects of partnering. By
‘partnering’ it is meant delivery of co-created and co-managed initiatives with an
emphasis on building local self-reliance and sustainability. It aims to help create a
common language and approach to partnering as well as encourage a focus on good
partnering behaviour.

Good partnerships are based on three core principles:

Equity (where everyone’s contribution is valued and respected);

Transparency (where partners deal with each other in an open and honest manner);
and

Mutual Benefit (where it is legitimate for all partners to expect a ‘return’ for their own
organisation / sector from being partners).

Partnerships are always unique to their own setting and those involved will always
need to find their own solutions to the challenges they face and this partnership
lifecycle will give a level of confidence to those partnering for the first time.
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Scoping & building: Brokering roles can include:

Sustaining outcomes: Brokers can help partners to: +Initiating the idea of partnering
- Discuss ‘moving on choices «Making the case to potential partners / donors
«Recognise & celebrate the partnership’s achievements [/ decision-makers

- Scoping the possibilitias

Scoping « Energising and enthusing

needs and s « Early relationship building

options Iderltlfy!ng «Managing expectations

potential +Initial / outline planning

partners + Helping partners to reach agreement

»Reach agreement on information for the public domain
= ldentify further champion & sphares of influsnce
«Work to ensure that outcomes sustained
= Manage closure / moving on procedures

Scaling and Sustaining Scoping & Building

increasing Outcomes Building relationships
impact

The Partnering Cycle Mapping and

planning

Agreeing to partner

Reviewing Governance
efficiency Reviewing Managing & e

and value & Revising Maintaining structures

Reviewing & Revising: Brokers can help partners to:
+ Agree evaluation proceduras

+ Assess the impact of the partnership
+ Draw out and apply lessons

+ Review efficiency of the partnership A
+Review the added value to partners » Develop acommunications plan
+ Brainstorm new ideas /developments + Build partnering capacity

«Make any necessary changes to project or partnering +Problem solve constructivaly i
arrangaments « Agrea banchmarks for later evaluation

Deepening Managing & Maintain ing: Brokers can help partners to:
e .Sa:_ure resource commitments
Delivering = +Build govemance arrangamants
» Deapen organisational engagement

projects

Figure — The Partnering Cycle

Phases of partnering cycle:
- Scoping and building;
- Managing and maintaining;
- Reviewing and revising;
- Sustaining outcomes.

Scoping

The idea of creating a sustainable development partnership can come from any sector
whether government, business or not-for-profit. Some partnerships are born at the
‘grass roots’ level and others are ‘top down’ but whatever the specific situation, the
initial energy for a partnership originates from one organisation or sector. We call
this the initiating organisation since even when it is an individual who takes a lead,
that individual is almost always operating in the name of an organisation.

Partnering is not quick fix or easy option so it si important to be sure that there is not
an obvious non-partnering way to address the presenting issue or challenge. Be
systematic in exploring other options - there is no value in partnering for the sake of
partnering.
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Identifying

There are many ways to identify appropriate partners. One option is to call an open
meeting for a large number of key organisations from all sectors to brainstorm the
issues; explore the idea of a collaborative approach or to simply make contact with as
many potential partners as possible. Another option is to select the most likely
partners and meet up with them one-by-one to present the idea and engage their
interest.

Building

Once partners have been identified, it is a good idea to invest some quality time in
deepening understanding between the different partners and building the partner
relationships - both between the key individuals and between the cultures of the
organisations involved. Time spent on this at an early stage will reap rewards later on
and make the future partnership more robust when it faces challenges. It is common
to find entrenched assumptions (in oneself as well as in others!) towards people and
organisations in different sectors. It is vitally important to get beneath this and to
build genuine engagement and insight into the drivers, priorities and values of each
of the partner organisations and people involved.

Planning

This is the most critical step in the pre-agreement phase. Experience suggests that the
strongest partnerships are those that work through most aspects of a plan - albeit in
outline - to make sure that the right partners are involved and expectations are clear
and acceptable.

The most important aspect of this phase is to urge the partners to give the time to
working through each aspect of planning and to address issues of controversy or
divergence as fully as possible to bring about resolution and consensus. This involves
some ‘give and take’ from all partners - where achieving the goal becomes more
important than simply satisfying single partner interests (although, of course, those
are also important).

Structuring

Once an agreement is signed it is time to put in place the infrastructure to develop
and deliver the agreed programme of work. It is not uncommon for partnerships to
struggle at this point since it is invariably a challenge to move from planning to
managing mode. The aim is to create a delivery mechanism that will be efficient
without losing the active engagement of the all partners that has been established so
carefully in the Phase of Scoping and building.

Mobilising

Sometimes it turns out that a partner, in their enthusiasm for the partnership, has
over-promised what their organisation can offer. They may need help in activating
their promise and persuading their organisation that the contribution is appropriate
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and will lead to organisational benefits. Sometimes a partner has under-promiced and
as the project work develops, that oraganisation is able to offer the more or new
contributions.

Partners now need to actually deliver what they have committed to delivering at an
earlier stage. Whatever resource contributions they have offered now need to be
brought into the partnership as and when the time is right. It is important to value all
resource contributions (intangible as well as tangible) so the partner that contributes
knowledge and information feels their contribution is as valuable as the partner that
contributes equipment, people or cash.

Delivering

The delivery stage in a partnership is itself a continuing cycle of activity - sometimes
lasting years! In many ways it is similar to any type of project delivery cycle and some
partners will find this stage easy and familiar since they have delivered development
projects before. It is important to remember, however, that for some partners this will
be a new experience and for all partners, delivering as a partnership will pose
additional challenges.

It is important to be practical and precise in what projects are being undertaken and
who will do what by when. But be realistic - projects often take longer to deliver than
expected. Use a project management tool to ensure people fulfill their commitments
since one person failing to deliver work within an agreed timescale can have serious
‘knock on’ effects on other activities and the partnership’s achievements and impacts.

Measuring

It is tempting when a partnership is going well and the partner relationships seem to
be generally satisfactory to avoid asking some of the harder questions: Is the
partnership productive? Is everyone pulling their weight? Is it achieving targets and
goals? All these questions are critical - and ultimately are the questions that each
partner organisation will want to have answered to justify their involvement.

It is important for partners to understand the need for measurement and to engage
with any measurement processes whole-heartedly. Where things are not working as
well as they might, it is essential for the partners themselves to come to this
realisation and take their share of responsibility. Simply laying blame on someone
else or external factors is not good enough - and will have the effect of de-stabilising
the partnership.

Reviewing

In a partnership it is useful to distinguish between measuring the projects outputs
and impacts and reviewing the added value and effectiveness of the partnership. It is
tempting to give the project priority during the Phase of Managing and maintaining
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of the partnering cycle and to lose sight of the partnership aspects. In a healthy
partnership, reviews will be a regular feature and will used as a basis for confirming
the value of the partnership to the different partners (ie whether or not it meets their
underlying interests) as well as checking out whether the partnership is operating
efficiently.

Revising

Any review is likely to give rise to suggestions for changes in the partnership. These
can range from small but important procedures to more drastic changes (for example,
deciding to radically restructure the partnership). This can be a challenging process
and may be felt by some partners as an implicit criticism of what has gone before. But
change may simply to put in place what is needed now which is inevitably different to
what has been needed in the past.

Scaling

Many partnership initiatives start as ‘pilots’ - testing out the partnering approach and
ensuring that it is a suitable vehicle for delivering the hoped for results. Some
partnership projects remain small and fulfill expectations perfectly well. More
typically, if a programme is successful partners begin to consider how to scale it up to
build greater reach, impact and influence.

Moving On

At some stage the time will be right for individual partners or the partnership as a
whole to move on. If the partners decide to disband the partnership they need to
ensure that a long-term delivery mechanism is put in place to sustain the projects or
the outcomes of their project work
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EUROPEAN BEST PRACTICES AND SPECIFIC
ADVANTAGES OF CROSS-BORDER COOPERATION
AND PARTNERSHIP

Cross-border cooperation naturally offers advantages which could best be
summarized by the motto "Strength in numbers". Whenever it exerts a leverage
effect, this results in a widening of the range of the company's activities, on the one
hand, and an improvement in its performance on the other.

Wider range of activities

The leverage effect provides access:

to new markets and/or to new channels: for existing products or for the creation of
new ones;

to new clients: together partners can reach clients whom they would never reach on
their own;

to new products: their importance is ever-increasing as product life cycles become
shorter and shorter; cooperation with a partner can provide the necessary financial
means for this type of development;

to transfers of technology: from one partner to the other, these transfers can often be
very profitable;

to new capital: cooperation leads to financial opportunities; it is therefore likely
to attract investors who otherwise would not manifest themselves;

to new projects: partners can consider joint investment in projects which they would
not have considered on their own.

Improvement in performance

Better prospects for the company in the medium and long term and stronger
competitive standing (owing to new markets, for example);
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better forecasting techniques: cooperation must of necessity take the future of the
company into account. Systematic forecasting is therefore needed which can only
improve its efficiency;

better productivity: a more efficient use of the available resources reduces the costs.
Cooperation often enables a company to concentrate more specifically on its basic
product range or even to boost its specialization to meet a growing need in this field;

better opportunities for growth;
greater ability to create new jobs;
better degree of specialization: the various tasks will be better distributed

between the partners.

Perceived risks of partnerships and cooperations:

Cooperation is a domain which is currently developing apace, but there are several
misconceptions and prejudices about it which need to be disposed of at the outset:

"The advantages of cross-border cooperation are not clear and in any case it is the
exclusive field of large companies."

This is a view continuously fed by a spate of mergers and acquisitions. However, and
if indeed the advantages of cross-border cooperation have for a long time been
known and acknowledged by large companies, why should they continue to be their
sole privilege?

"Cross-border cooperation is a complex and risky process whose results are
questionable."

Cross-border cooperation can take multiple forms, from the most elementary, such as
a cooperation contract, to the most complex, such as a merger. It makes sense, of
course, to start with the simplest forms of cooperation in order to become familiar
with their basic mechanisms and, if need be, to evolve further towards more complex
structures.

There are undeniably risks also. But is not the running of a business nothing but a
succession of calculated risks? The risks that go hand in hand with cross-border
cooperation can be reduced to a strict minimum providing the various steps are
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carefully planned. Cooperation is not a matter of chance: a well-structured business
plan, followed by a well thought-out development strategy are the keys to its success.

"Cross-border cooperation may result for the company in a loss of identity or even
independence."

Cooperation can indeed mean that a business loses some of its independence,
depending on the kind of cooperation intended. In this respect, the relative strength
of the partners is particularly important. If they are equally matched, the scope of the
cooperation will not go any further than that originally intended. The extent of the
company's independence within the cooperation will therefore depend on decisions
taken right at the outset.

"My future partner will steal my professional secrets"

The protection of intellectual property is a major concern for SMEs, and rightly so,
since it is often precisely the possession of this intellectual properly that enables
them to beat their competitors. However, although cooperation always leads to a
transfer of knowhow in various degrees and in various fields between partners, the
risks can be reduced if elementary precautions are taken, such as:

by discussing the problem openly when choosing a partner in order to have a clear
understanding of his opinion on the matter;

by inserting restrictive clauses in the contract;

by ensuring that there is a balanced relationship between the partners in this area
too.

- "Cooperation is very difficult with a competitor."

Even on the national market, competitors can be complementary and this can lead to
profitable partnerships. Our concern here, of course, is cross-border cooperation: the
concept "competition” thus becomes quite relative, depending on whether the
company seeking a partner is operating in the same sector as itself.

“Implementation of survey and studies under project “Stimulation of economic exchange in
the cross-border region Montana - Pirot” with reference number 2007CB161P0006.2011-2-245
Subsidy contract RD-02-29-217/22.04.2013”

30



Bulgaria — Serbia IPA Cross-border Programme,

CCI Number 2007CB161PO006

FORMS OF CROSS-BORDER COOPERATION AS PER

AREA OF SCOPE

Areas

Scope of cooperation

Unilateral Bi/Multilateral
Commercial agent reciprocal agency
distributor cross-distribution
franchising participation in a fair
marketing service export club
market study shared unit
products promotion combined purchase
promotion missions
collective advertising
joint bid
Financial loan exchange of shares
lending buying of shares
majority holding third party
minority holding participation
Technical after-sales shared manufacturing
service sub-contracting
Technological licensing common development
transfer of EC research programmes
technology
General acquisition joint venture
merger
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m The most widespread forms of cooperation

In which area is cooperation most frequent? This is difficult to assess, as much
depends on the sector. In general, more than 50% of the requests for and offers of
cooperation are to be found in the commercial sector) but in some sectors the
accent is more on a continuation of technology and production. It should be noted
that, for many SMEs, commercial cooperation represents their first contact with
cross-border cooperation. Should this experience be positive, it will probably lead
to a more complex form of cooperation or even to cooperation in another area.

m Duration of these forms of cooperation

In theory, cooperation can be of a temporary nature though without any fixed
duration. It can also last until a common objective is achieved, after which the
cooperation is brought to an end.

In practice short-term cooperation is easier to arrange in the commercial and service
sectors than in manufacturing. A few typical examples: representation or distribution
agencies or agreements, licensing agreements, etc. In practice this type of
cooperation does not exceed three to six months.

It may also happen that the parties concerned seek longer-term cooperation, often
because the objective requires it (i.e. the development of a new product) or because
the necessary investment is very considerable. Cases in point are the buying of shares
(majority or minority holding) or the joint setting-up of a new enterprise (joint
venture or JV). It should be noted here that the average lifetime of most JVs seldom
extends beyond ten years.

m The number of partners

In nearly 90% of the cases, cooperation agreements concern only two partners. For
some kinds of cooperation, however, it may be possible (or even necessary) to link up
three or more partners (especially in research or combined purchases). In the world
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of cooperation the present trend is to set up networks that group together several
members.

m The size of the partners
Little information is available on this question. It all depends on the field and on the

economic sector.

m The type of cooperation

In general, cooperation will be worked out between: enterprises with similar activities
and therefore theoretically competitive, yet located in different countries: this type of
cooperation is said to be "horizontal"; companies with complementary activities, i.e.
those having either an upstream or a downstream relation (for example,
subcontracting); the cooperation is then said to be "vertical".

COMMERCIAL FIELD
The simplest forms of cooperation are often to be found in the commercial sector.

These are in fact the first steps in the cooperation process and allow SMEs to get to
know each other better and to graduate to more sophisticated forms of cooperation,
thus entering more deeply into the world of cooperation. In most cases, these types of
cooperation can be worked out in a relatively short time.

Some of them are outlined below:
Agent

The term "agency” is used when one of the parties is commissioned to act on behalf of
the other and is granted a commission for services or for sales. If both partners act as
reciprocal agents - a fairly rare occurrence - the term "cross-agency" is employed.

Features: the agent's responsibility is limited to the sale per se; the remaining services
(delivery, invoicing, dispatching, etc.) are the responsibility of the other party; an
agent does not usually have the necessary infrastructure to undertake the distribution
of his partner's products. If he has, he can become his distributing agent.

Distributing agent
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This agent buys from his partner wherever possible and redistributes his products to
his own customers. He is in charge of all aspects of marketing, such as storage,
advertising, sales and delivery.

When the products are complementary, the partners may opt for cross-distribution,
each party distributing his partner's products.

Features: improvement of the product line of each party (providing, of course, the
new products integrate well into the existing line); strengthening of the ties between
the partners.

Franchising

This is a contract between two companies in which one acts as the franchiser and,
while retaining ownership, gives to the other, the franchisee, the right to market a
particular product, brand or technique (or a commercial system) in return for a fee,
in a fixed area and under certain conditions.

Features: the arrangements governing the application of a franchise are generally well
thought out and thus easy to implement; the franchisee benefits from the franchiser's
experience; the franchiser handles often the advertising and purchasing, so that the
franchisee is able to focus on sales alone; the franchisee's share in the capital is
generally quite considerable; his freedom of management is rather limited.

Marketing services/promotion

One of the partners is to a greater or lesser extent responsible for marketing and/or
promoting the other's products.

Features: the "assisting" partner knows the market well; the "assisted" partner has no
need to be represented on the market; this form of cooperation can be launched fairly
rapidly.

Market studies

Rather than calling on a market research company, the company seeks a partner
active in the market concerned in order to obtain the information it needs. The two
companies do not necessarily have to be engaged in the same kind of activities, but
they may consider a closer form of cooperation subsequently.
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Features: reduction of costs; contacts which might lead to other types of
collaboration.

Participation in an international fair

International fairs often lead to useful contacts, but the cost of participating is often
too high for a single SME. It can join together with other SMEs, either directly or
through a representative professional organization.

Features: reduction of costs; opportunity to establish contacts for further cooperation
arrangements; stand shared with other SMEs, which offers an unquestionable
advantage though it can also present a drawback in that an individual SME may tend
to become lost in the crowd.

Export club
Several companies join forces in order to export to a third country.

Features: better apportionment of costs; access to new markets (for example, by
offering a complementary range of products from the various partners).

Combined purchases

The best conditions are obtained from a position of strength (for example, by bulk
purchases). This can be achieved through an association of SMEs which, by pooling
their buying power, are in a better position to negotiate. It is important to point out
that it is in their interest to set up joint warehousing facilities.

Features: more attractive prices, better apportionment of freight costs, more flexible
payment terms; need to take each partner's requirements into account when pooling
orders.

Prospecting mission

The prospecting costs are shared out among several companies (common commercial
prospectors, for example). This activity can be combined with other activities, in
particular with market studies.
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Joint publicity

The partners agree to promote their products by way of joint advertising messages,
hence acquiring a more significant advertising impact for a smaller individual
investment. There is, however, a risk of confusion concerning the brand image.

Also, it will be difficult to fix a budget if there is too much discrepancy between the
partner's financial resources.

Joint proposal

In the field of both public and private sector tendering, this type of cooperation can
make it possible for a SME to participate, even in cases where it would individually
not be in a position to meet the specifications imposed. If the tender is accepted, the

SME will start another type of cooperation: subcontracting or joint-contracting.
FINANCIAL FIELD

This inevitably concerns any SME seeking new activities.

Loan/lending

It should be noted that in this case the companies concerned do not extend the
relationship beyond that of lender to borrower.

Participation
A company buys some of the shares of another company in order to benefit from its

knowhow or from its resources (its distribution network, for example) or even to gain
control of it.

This participation can be reciprocal, in which case it takes the form of an exchange of
shares. This process is often used by partners wishing to express their mutual trust or
to guard against a hostile take-over bid.

The participation of the partners in a third company, possibly as a joint venture,
constitutes a special case.

Venture capital

One or more companies invest in a SME which shows a high growth potential and/or
good profitability with the intention of achieving a capital share. The investment is
either direct or indirect (through a fund). This is a relatively new type of cooperation
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but has every likelihood of gaining in importance. The Commission of the European
Communities has been involved in several initiatives in this field, such as the
European Venture Capital Association (EVCA).

TECHNICAL FIELD

While cooperation is less frequent in this field than in others, it can nevertheless offer
some very interesting options since it can lead to specialization.

After-sales services

This is often a valuable sales argument in the case of consumer durables. The
problem is, however, how to guarantee a quality after-sales service abroad without a
proper network. In such cases a satisfactory solution may be found by calling on the
services of a company that is well established in the country concerned.

Joint manufacturing

Two or more companies pool their production facilities in order to manufacture the
same product.

Subcontracting

The subcontractor undertakes to perform a certain number of tasks for the main
contractor, such as the manufacture of certain components of the end product.

TECHNOLOGICAL FIELD

Many SMEs wrongly regard this field as being restricted to large companies. Though
many wish for a transfer of technology, very few of them can offer it.

Other forms of cooperation include the following:

reciprocal agreements for technological cooperation;

offers of and requests for technological assistance;

offers of and requests for assistance in research and development;

the transfer or acquisition of patents or licences;

offers of and requests for technology;
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European Community R&D programmes.

Transfer of technology

It is important to note here that:

the transfer of technology is not limited to advanced technology;
the partners should ideally be engaged in the same sector or branch;
they should have a comparable level of competence;

projects for the transfer of technology entail long lead times (between ten and fifteen
months).

Joint development and/or adaptation of a product
This will often be done under a joint venture.

Features: faster results; more rapid acquisition of knowhow owing to the contacts
between partners.

Licensing

The company purchasing the exploitation or manufacturing rights in return pays
royalties to the company that owns the patent. There are various advantages for both
parties: the first can work exclusively on research and development, while the other
can focus on production and marketing. In addition, it acquires new technological
knowhow and can sometimes improve the product or process.

GENERAL AREA

This regroups the forms of cooperation which commit the entire company and
integrating all the partners within a single entity.

Merger

The companies merge to form a single body with greater financial muscle than each
would have individually. This type of cooperation, however, is difficult and rather
rare. In practice, mergers usually conceal a simple take-over.

Features: the new company has a larger share of the market; any rationalization
needed can be carried out more easily, relative costs decrease; the level of
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competence is enhanced; however, lead times can be fairly long (different "cultures",
new identity to be assimilated, etc).

Cross-border acquisition

All of the shares are acquired by one company in order to hold in the short term a
strong strategic position on one or several foreign markets. The selling company
aims at taking advantage of the power and security of a larger group.

Features: diversification of activities; immediate access to new markets, new skills,
new means of production, etc.

Joint venture (joint creation of a third company)

Two companies or more enter into partnership in order to create a new one with a
view to developing a given activity together.

Features: possesses a well-defined legal structure; offers a possibility of financing
projects which would otherwise be impossible to undertake or for which the
necessary knowhow is not available; allows a better spread of risks; improves the
various parties' experience through their respective contributions; reinforces the
strategic positions acquired; permits the acquisition of new ones; offers a means of
becoming involved in a "local" enterprise (in cases where the nationality of the
enterprise plays a key role); but calls for a considerable investment.

“Implementation of survey and studies under project “Stimulation of economic exchange in
the cross-border region Montana - Pirot” with reference number 2007CB161P0006.2011-2-245
Subsidy contract RD-02-29-217/22.04.2013”

39



Bulgaria — Serbia IPA Cross-border Programme,
CCI Number 2007CB161PO006

MODELS OF TRANSNATIONAL COOPERATION

Transnational activities should always produce specific results and generate added
value which is different from added value produced by standard HC OP projects. A
right model of transnational cooperation may significantly enhance its effects.

The primary models of transnational cooperation include:

+ exchange of information and experiences;

» parallel development of novel solutions;

* import, export or adoption and adaptation of new methods to the relevant situation;
* joint development of a product or system - a division of tasks geared towards
achievement of a common objective;

+ exchange of key personnel on the project team or project participants.

Model 1: Exchange of information and experiences

Cooperation with a foreign partner(s) in the form of an exchange of information and
experiences is the simplest model of transnational cooperation. It also may serve as a
point of departure for future projects set to develop novel solutions or common
products. Exchange of information and experiences is a way of learning about the
realities and strategies applied in a given intervention area in the individual partners’
home countries. One example is a project which prepared an information and
promotion campaign based on the experiences of a foreign partner(s), in the form of
a description of good practices, interesting promotional tools or forms of information
messages. This model also serves well as a basis for benchmarking, i.e. using well-
tested solutions and adapting them to new local or regional circumstances. In fact,
each of the cooperation models presented below should include an element of an
exchange of information and experiences.

When selecting this model, one should not forget about:

* deciding upon the right strategy of communication among the partners, which
should also allow the partners to exchange experiences;

* selection of proper tools to support information exchange;

* mitigation of language barriers by the way of selection of proper project personnel
and participants;

* elimination of too general exchange mode of information and experiences, which
may lead to loss of focus.

When considering this model as a vehicle of cooperation, it should be remembered
that it should not be the sole model of cooperation in stand-alone transnational
cooperation projects and in projects with a transnational component. Instead, it
should accompany a model of more intensive cooperation among the partners (e.g.
one which envisages parallel development of novel solutions or the import, export or
adoption and adaptation of new methods to the relevant situation).
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Model 2: Parallel development of novel solutions

Parallel development of novel solutions with a transnational partner(s) is based on a
division of tasks among the individual partners. In this kind of project, each partner
prepares specifi ed products as geared towards the specific circumstances of this
partner’s country (e.g. development of individual training curricula or initiative to
stimulate the activities of selected target groups). The added value in such projects is
primarily the sharing of experiences in the chosen areas and using those experiences
to develop better, more up-to-date and more innovative solutions than those
available thus far. The primary type of activities in this model of cooperation is
activities facilitating exchange of experiences (though in a much more detailed scope
than in Model 1) and contacts of experts.

The chief activities leading up to the development of parallel solutions include:
« organisation of workshops, seminars and conferences;

* meetings of experts;

* development of discussion fora;

* studies and analysis.

Cooperation projects seeking to develop parallel solutions are an opportunity to work
out products which are better than their existing counterparts, based on the
experiences of the other partners and aligned with the specific circumstances of a
given country. The model gives the project partners much freedom in the
development of individual products. However, this feature leads to the risk that the
individual partners will not be sufficiently committed and the partnership will have
problems in identifying a single common objective. This is so because the partners
are more interested in developing products that would suit their own circumstances.
As a result, the products of the project may end up being very diverse or the
partnership may end up implementing the tasks proposed by a partner having a
greater potential in, and stronger influence on, the partnership.

Therefore, the key to successful utilisation of this model is the proper definition of
the framework of cooperation and on-going monitoring and oversight of the project.

When considering this model as a vehicle of cooperation, it should be remembered
that:

* there must be the right strategy of communication among the partners, allowing
them to exchange experiences effectively;

* a database of experts conducting transnational cooperation should be identified;

* the project needs to examine the legal, social and economic possibilities of the
introduction in Bulgaria of solutions based on experiences from other countries;

* the project needs to secure the rights to use the developed products (intellectual
property rights) and/or to distribute them.
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This model may be a sole format of cooperation among transnational partners, both
in stand-alone transnational cooperation projects as well as projects with a
transnational component.

Model 3: Import, export or adoption and adaptation of new methods to the
relevant situation

The import, export or adoption and adaptation of new methods to the relevant
situation is a method based on the presumption that one of the partners has a
product, service or solution which is a better and more effective tool to solve the
problem identified by the project. This partner acts as an “expert”, sharing knowledge
and experience with the other partners.

This model of cooperation significantly reduces costs and saves time of the project, as
the solution to be implemented already exists and no new method or product needs
to be developed. Furthermore, the model minimises the risk of potential errors and
problems, as the “expert” partner - sharing its experience - can in advance identify
the pitfalls related to the implementation of the new solution. An example of use this
model is a project designed to apply the path of breaking away with homelessness
developed in a partner country in Bulgarian conditions, or vice versa.

This model is frequently used in effect of earlier cooperation models, especially the
model of parallel development of novel solutions.

When selecting this model for cooperation, the following should not be ignored:

+ the foreign partner should be carefully selected. The partner should have a method
that is amiable for use in realities of another country;

* the partners should exchange experiences with the view to further improve the
implemented method;

« proper tools should be selected to educate the other partners (training, coaching,
mentoring, publications, implementation of new procedures);

* before solutions based on the experiences of other countries are to be introduced in
Bulgaria, it is necessary to examine the legal, social and economic possibilities of their
introduction;

* issues related to intellectual property rights should be analysed.

This model may be a sole format of cooperation among transnational partners, both
in stand-alone transnational cooperation projects as well as projects with a
transnational component.

Model 4: Joint development of a product or system

Joint development of a product or system with a foreign partner is the most common
format of transnational cooperation. In this model, all partners act together in order
to produce common results. The added value of such a project is primarily the
products, shared by all the partners, which can bring benefits to target groups in
more than one country.
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Typical products developed by partnerships based on this model include:

* training curricula covering the individual intervention areas of the ESF;

* consulting tools and methods;

* activisation programmes addressed to people disadvantaged in the labour market;
* publications, materials and reports;

» studies and analyses.

Projects designed to develop common products allow the partnership to work out
novel solutions while drawing from the potential and different circumstances of all
the partners. This model secures benefits for all the partners and has the strongest
potential for generating added value. At the same time, it is the most difficult model
to manage, calling for the greatest degree of commitment from all the partners.

When selecting this model for cooperation, the following should be remembered:

* the project should compare the situation, conditions and activities undertaken in
the various partnership countries in order to establish how to improve the practical
activities and solutions to be applied in each of them;

« strengths of each partners should be drawn on in the creation of common processes
or products;

* the project should also test the usefulness of the developed products for the selected
target groups;

* the partnership should design the right promotion strategy for the common
products (the strategy may have to vary from one country to another);

* the partnership should secure the rights to use the common products (intellectual
property rights).

This model may be a sole format of cooperation among transnational partners, both
in stand-alone transnational cooperation projects as well as projects with a
transnational component.

Model 5: Exchange of key personnel on the project team or project
participants

An exchange of key personnel on the project team or project participants most
frequently accompanies one of the other models described above. To apply this
model, the transnational activities planned by the project must go beyond study visits
(which are the primary tool of cooperation in model 1). In this model, the major
forms of cooperation include placements, exchange of the project promoter’s staff or
collaborating personnel and study visits. The participants of exchanges may include
project personnel, staff and collaborating personnel of the project promoter or
beneficiaries of the intervention. Exchange of key personnel - when organised as a
complimentary action to the other models, enables the project to plan for more
permanent results (e.g. in a project designed to adapt methods of breaking away with
homelessness developed by the partner, a placement for staff at the partner’s
organisation will be an opportunity to learn about the practical aspects of the
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adopted tools) and define adequate channels of the exchange of experiences and
information.

When selecting this model for cooperation, the following should be remembered:

+ it is important to select the right people, including from the viewpoint of their
communication skills;

* the timing of the exchange should be carefully selected (to avoid peak periods of
work at the partner’s institution or - alternatively - holidays);

+ exchange participants should prepare to the exchange by learning in advance about
cultural differences;

* technical and logistical aspects of the trip cannot be ignored (insurance,
accommodation, necessary medical check-ups, maintenances costs, etc.);

* the experiences gathered by the exchange participants should be used to improve
the activities of the project promoter (the idea of experience sharing).

It should be noted, however, that this model of cooperation cannot be used as a sole
vehicle of cooperation in stand-alone projects of transnational cooperation. It should
accompany models which envisage a more intensive cooperation among the partners
(e.g. parallel development of novel solutions or import, export or adaptation of new
methods to the relevant situation). On the other hand, cooperation consisting only in
an exchange of key personnel may be used as a sole format of cooperation in projects
with a transnational component.
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THE TEN COMMANDMENTS OF CROSS-BORDER
COOPERATION

1. Build the cooperation into the strategy of the company

This implies not only the need for a strategic plan but also the need to remain close
to fields of activity with which the company is familiar.

2. Prepare all the stages carefully

This implies a permanent gathering of information, a realistic budget and a sound
understanding of the consequences of the cooperation project.

3- Stick to the timescale

A strictly observed timetable will help to avoid delays and test the interest and
willingness of the future partner.

4. Aim for complementary activities

Complementary activities make cooperation easier and can create synergetic effects.

5. Try to arrive at a balance of forces
This balance is important on two levels:
the objectives: the cooperation must be profitable to all partners;

the power: the predominance of one partner must be avoided (NB: a snag that is
difficult to avoid in the case of cooperation between an SME and a large company!).

6. Maintain the commitment
The partners must be (and remain) convinced of the validity of the objectives and of
the advantages of cooperation. Only then will they be willing to succeed and to
commit themselves financially.

7. Cultivate good relations

In order to be successful at cooperation, it is not enough to pool resources; there
must also be compatibility between partners. This requires a personal effort as well as
a precise definition of what mutual commitments and responsibilities ought to be.
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8. Ensure good internal communications

The support of the staff is essential. They must know and understand the purposes
and objectives of the project, as well as its possible repercussions on their working
lives. Only if these conditions are met will the staffs full support be obtained and all
risks of conflict avoided.

9. Make the appropriate contribution
Each partner must contribute to the agreements signed according to his means. This
contribution must, however, meet professional quality standards. If it is in the form

of staff, for example, it must possess the necessary skills in order to be able to
perform the new tasks expected from them or to undergo the necessary training.

10. Choose a competent expert

The development of a cooperation project may prove to be rather complicated. In
certain cases at least, calling in an expert (particularly for the planning and/or
drafting of the contract) may be unavoidable. The point, of course, is to make sure
that it is the right one.
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A FEW POTENTIAL CASES

Example No 1
Transfer of technology and commercial agreements backed up by mutual participation.

The Bulgarian company D manufactures and markets PVC doors and windows and
has a share of the North European market. However, production costs have shot up,
with a corresponding effect on profitability.

D seeks a partner on the Balkan peninsula and contacts a Serbian competitor, the

company P. P is a traditional manufacturer of wooden door frames and has recently
diversified production toward PVC, but they are having problems with the technology
and the available market is too small.

The following agreement is reached as a result of negotiations:
1. D buys 40% of P's shares and transfers their entire production line, thus bringing in
their technology and knowhow. Production costs are thus substantially reduced.

2. P buys 50% of D's shares in Bulgaria, thus becoming a purely commercial
enterprise. All the North European markets are now open to P.

3. In order to ensure the success of the operation as well as to strengthen each
partner's position, the newly formed D pledges to buy all of P/D's production.

Example No 2
Commercial cooperation involving the purchase of shares

F is one of the major Serbian producers of a semi-finished industrial product. F's main
client decides to transfer his factory to Bulgaria. F is faced with two options:

- either to let his client fall into the clutches of a Bulgarian competitor

- or to follow his client.

F learns that his main competitor in Bulgaria is in financial difficulty. The contact is
made, there being two possible courses of action:

- a bitter struggle which will end up to the disadvantage of the weaker competitor;

- a commercial venture involving the purchase or exchange of shares, to the obvious

advantage of the two opposing parties. This latter solution is the one chosen.

Comment
The concentration of business among a small number of customers is a phenomenon

with which companies are familiar but which is not necessarily a reason to seek a
crossborder partnership. However, given that, in the Single Market, scenarios such as
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the one described above are likely to arise, this practice should serve as a warning to
managers, who could, for example, increase the number of their clients either with
existing products or with other products provided by a cross-border partner.

Example No 3
Export club

Eight Serbian mesh manufacturers are interested in exporting to EU, but they do not
have the necessary resources. Through their trade association, they get in touch with
a Bulgarian management consultant. Several meetings are held at which each
company expresses its view of the problem and the management consultant tries to
reconcile the different points of view.

Finally, an export club is created and a joint project aimed at breaking into the EU
market is drawn up in collaboration with a second Bulgarian consultant.

The experiment is now under way and is progressing successfully.

Comment
The creation of an export club has provided all involved with the necessary resources,
which they could not have afforded individually. Moreover, by sharing knowhow and

expertise and calling in both Serbian and Bulgarian consultants, it has been possible
to tackle the problem and the market more efficiently and help to avoid mistakes.

Example No 4

A mistake to be avoided!

F, a newly created small Serbian company, which manufactures resin side-cars and
has a share on the the US market ever since its products were successful in numerous
contests, decides to tap the European market.

Preliminary contacts are made with a Bulgarian competitor, BL, which is recognizable
on the EU market. F suggests that BL manufacture in Bulgaria certain components it
needs and, in return, offers to market in the US some of BL's products which do not
compete directly with its own. BL will never take F seriously but will nevertheless try
to use it for its own ends. A total disaster.

Comments
The excessive disproportion between the partners, the lack of formal relations and F's
gullibility have led to catastrophe. No balance of power was achieved and BL has tried

to take advantage of its strong position.
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Example No 5
Inadequate preparation

B, a Bulgarian company which is the leader on the Bulgarian market for seeds, grains,
garden and smallholding requisites, decides to try and penetrate the Serbian market.

B attends the Belgrade agricultural show, where there seems to be some interest in its
products, without any further market study, B decides to recruit distributors in
different regions. It is important to note that while B manufactures some of its
smallholding products itself, the remainder of its wares are actually imported from
Romania. There is no contract binding B with the Romanian manufacturers as
regards the Serbian market. The first contacts with potential Serbian partners turn
out to be a failure, because:

the prices offered by B are excessive owing to the margin taken between importation
and re-exportation;

any Serbian companies that are interested can contact Romania directly and will
probably obtain much more favourable terms.

Comment

Several big mistakes have been made:

the market study carried out was far too superficial and has given a false picture of
the real market;

without a contract binding B to the Romanian manufacturers as regards the Serbian
market, B was unable to control this market;

without these two factors, B had no serious arguments to generate interest on the
part of the distributors.

As a result, B has wasted both its time and its money.
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