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Award of the Tribunal

I. THE PARTIES

A. The Claimants

1.  The Claimants (“Claimants”) are ADC Affiliate Ltd. (“ADC Affiliate”) and ADC &
ADMC Management Ltd. (“ADC & ADMC Management”). Both are companies
incorporated under the laws of the Republic of Cyprus.

2. Inthis arbitration, the Claimants are represented by:

Mr. Pierre Bienvenu
Mr. Martin Valasek
Mr. Jacques Demers
Ogilvy Renault SENC in Montréal;

Mr. René Cadieux
Mr. Daniel Picotte
Fasken Martineau DuMoulin LLP in Montréal;

Prof. Dr. Ivan Szész
Squire Sanders & Dempsey LLP in Budapest; and

Prof. Dr. James R. Crawford SC
University of Cambridge and Matrix Chambers.

B. The Respondent

4, The Respondent (“Respondent”) is the Republic of Hungary and is a sovereign
State.

5. Inthis arbitration, the Respondent was originally represented by:
Mr. John Beechey
Mr. Audley Sheppard
Clifford Chance LLP, London; and

Mr. Peter KOves
Koves & Tarsai Ugyvédi Iroda, Clifford Chance LLP, Budapest.

6. By letter dated 12 August, 2005, Clifford Chance LLP informed the Tribunal and
ICSID that they no longer served as legal counsel for the Respondent in this arbitration.



7. By letter dated 29 September, 2005, the Respondent advised ICSID that it had
appointed Prof. Dr. LaszI6 Bodnar of the Bodnar Ugyvédi Iroda Law Firm (“Bodnar Law
Firm”) as its replacement legal counsel in this arbitration.

8.  Subsequently, the Respondent informed ICSID that Mr. Jan Burmeister and Dr.
Szabo Levente Antal of BNT Budapest and Dr. Inka Handefeld of New York and Hamburg
were retained as Co-Counsel for the Respondent.

9.  Hence throughout the hearing on the merits the Respondent has been represented by
Bodnar Law Firm and the Co-Counsel referred to above.

10. The Claimants and the Respondent are referred to hereinafter together as the
“Parties”.

Il. PROCEDURAL HISTORY

A. Arbitration Agreement and Constitution of Arbitration Tribunal

11. This arbitration arises from an alleged unlawful expropriation by the Respondent of the
investment of the Claimants in and related to the Budapest-Ferihegy International Airport
(*“Airport”) which expropriation, as alleged by the Claimant, constituted a breach of the
Agreement between the Government of the Hungarian People’s Republic and the
Government of the Republic of Cyprus on Mutual Promotion and Protection of Investment
(“BIT”), which entered into force on May 24, 1989.

12. Article 7 of the BIT provides:

““1. Any dispute between either Contracting Party and the investor of the other
Contracting Party concerning expropriation of an investment shall, as far as
possible, be settled by the disputing parties in an amicable way.

2. If such disputes cannot be settled within six months from the date either
party requested amicable settlement, it shall, upon request of the investor, be
submitted to one of the following:

(a) the Arbitration Institution of the Arbitral Tribunal of the Chamber of
Commerce in Stockholm;

(b) the Arbitral Tribunal of the International Chamber of Commerce in
Paris;

(c) the International Centre for the Settlement of Investment Disputes in
case both Contracting Parties have become members of the Convention of
18 March 1965 on the Settlement of Investment Disputes between States
and Nationals of Other States.”

13. The Claimants have invoked the ICSID arbitration provisions in the BIT.



14. On May 7, 2003, the Claimants submitted their Request for Arbitration against the
Respondent in which they invoked the ICSID arbitration provisions in the BIT.

15. On July 17, 2003, the Acting Secretary-General of ICSID registered the Request for
Arbitration pursuant to Article 36(3) of the ICSID Convention and ICSID Institution
Rule(6)(1)(a).

16. Shortly thereafter, the Parties agreed that there should be three arbitrators in this case
and also agreed on the method of their appointment.

17. Further to that agreement, the Claimants appointed the Honorable Charles N. Brower,
a national of the United States of America, as arbitrator and the Respondent appointed
Professor Albert Jan van den Berg, a national of The Netherlands. The two party-
appointed arbitrators appointed Mr. Allan Philip, a national of Denmark, to serve as
President of the Tribunal.

18. By letter of January 26, 2004, the Acting Secretary-General of ICSID notified the
Parties and the above-appointed arbitrators that the Tribunal had been constituted and the
proceeding deemed to have begun on that day in accordance with ICSID Arbitration Rule
6(1).

19. On September 3, 2004, due to ill health, Mr. Allan Philip resigned from the Tribunal.

20. Immediately after Mr. Philip’s resignation, the two party-appointed arbitrators
appointed Mr. Neil T. Kaplan CBE, QC, a national of the United Kingdom, as President of
the Tribunal to fill the vacancy created.

21. On September 28, 2004, with Mr. Kaplan’s acceptance of the appointment, the
Tribunal was reconstituted and the proceedings continued in accordance with ICSID
Arbitration Rule 12.

B. Proceedings

22.  On March 8, 2004, the Tribunal, as originally constituted, held its first session in The
Hague. Present at the session were the full Tribunal, the ICSID Secretary of the Tribunal,
Mr. Ucheora Onwuamaegbu (“Secretary”), and the legal counsel of the Claimants and the
Respondent and/or their representatives.

23. At this first session, the Tribunal considered a series of procedural matters together
with several other non-procedural matters as listed in the provisional Agenda circulated by
the Secretary prior to the session and adopted at the start of the session.

24. Specifically, the matters considered at the first session were, inter alia, the following:

(a) applicable arbitration rules;



(b) apportionment of costs and advance payments to the Centre;

(c) quorum;

(d) decisions of the Tribunal by correspondence or telephone conference;
(e) place of arbitration;

(f) procedural language;

(9) pleadings: number, sequence, time limits; and

(h) production of evidence and examination of witnesses and experts.

25. On May 11, 2004, the amended Minutes of the First Session, dated March 8, 2004 as
signed by the President on behalf of the Tribunal and by the Secretary, were dispatched to
the Parties by the Secretary.

26. Paragraph 15.3 of the Minutes of the First Session set out a procedural timetable for
pleadings agreed by the Parties.

27. On July 30, 2004, in accordance with the agreed timetable, the Claimants submitted
to ICSID the following:

1) Memorial of the Claimants, dated July 30, 2004;

2) Witness Statement of Mr. Michael Huang, dated July 29, 2004;

3) Exhibits referred to in Witness Statement of Mr. Michael Huang Vol.1,

4) Exhibits referred to in Witness Statement of Mr. Michael Huang Vol.2;

5) Exhibits referred to in Witness Statement of Mr. Michael Huang Vol.3;

6) Exhibits referred to in Witness Statement of Mr. Michael Huang Vol.4;

7) Witness Statement of Mr. Tamas Tahy, dated July 25, 2004 but signed on 28 July,
2004,

8) Witness Statement of Mr. Gydrgy Onozo, dated July 28, 2004, and English
translation thereof;

9) Expert Report by Manuel A. Abdala, Andres Ricover and Pablo T. Spiller of
LECG LLC, dated July 29, 2004, entitled Damage Valuation of Claimants’
Investment in the Airport (“LECG Report™);

10) Annexes to LECG Report Vol.1;

11) Annexes to LECG Report Vol.2;

12) Annexes to LECG Report Vol.3;

13) Annexes to LECG Report Vol.4;

14) Annexes to LECG Report Vol .5;

15) Annexes to LECG Report Vol.6;

16) Annexes to LECG Report Vol.7;

17) Authorities Vol. I;

18) Authorities Vol. I1; and

19) Authorities Vol. 11I.

28. On August 19, 2004, the Secretary confirmed with the Parties an agreed adjusted
timetable for meetings and hearings which replaced the original timetable set forth in the
Minutes of the First Session.



29. On January 17, 2005, in accordance with the pleading timetable agreed, the
Respondent submitted to ICSID the following:

1) Counter-Memorial of the Respondent, dated January 17, 2005;
2) Expert quantum report by NERA Consulting (“NERA Report”);
3) Witness Statement of Dr. Laszl6 Kiss;

4) Witness Statement of Mr Gyula Gansperger;

5) Witness Statement of Mr. Gabor Somogyi-Toth;

6) Exhibits of the Respondent’s Counter Memorial; and

7) Authorities.

30. On February 7, 2005, and in accordance with the agreed timetable, both Parties
served their Requests for Production of Documents on the other party.

31. As agreed at the First Session of the Tribunal, on February 14, 2005, a telephone
conference was held between the Parties and the Tribunal to assess the status of the
proceeding. At that telephone conference, the Respondent submitted to the Tribunal its
Application for Bifurcation of Jurisdiction from the Merits.

32. On February 15, 2005, the Tribunal issued its Decision on the Respondent’s
Application for Bifurcation of Jurisdiction from the Merits in which it rejected the
Respondent’s application for bifurcation.

33. On February 22, 2005, in accordance with the agreed procedural timetable, the Parties
submitted to the Tribunal their respective objections to the request by the other side for
production of documents. Replies to the objections were filed on March 7, 2005.

34. On March 10, 2005, a hearing was held by the Tribunal in London on the requests for
production of documents. At the hearing, the Tribunal granted certain of the Claimants’
requests, and with respect to the Respondent’s requests, it was agreed that the Respondent
would file a revised request by March 21, 2005; the Claimants would file their response
thereto by April 1, 2005; and the Tribunal would thereafter issue its decision on the revised
requests.

35. On March 22, 2005, the Respondent filed its amended request for production of
documents (“Amended Request”).

36. On April 5, 2005, as agreed by the Parties, the Claimants made their submission in
response to the Respondent’s Amended Request. In this submission, the Claimants agreed
to produce a number of documents requested by the Respondent but rejected the remaining
requests. The Claimants’ objections were mainly based on the argument that the remaining
requests still violated specific instructions and observations made by the Tribunal at the
hearing on March 10, 2005.



37.  On April 15, 2005, having considered the Amended Request by the Respondent and
the Claimants’ submission in response, the Tribunal, in its decision of that date, granted
several requests in the Amended Request and refused others.

38. On June 2, 2005, following correspondence between the Parties in regard to the
adjustment of the procedural timetable, the Tribunal agreed and confirmed a revised
schedule for the remaining written submissions, organizational meeting and main hearing.

39. On July 22, 2005, in accordance with the revised timetable, the Claimants submitted
to the Tribunal and the Respondent the following documents:

1) Claimants’ Reply, dated July 22, 2005;

2) Reply Witness Statement of Mr. Michael Huang, dated July 21, 2005;

3) Reply Witness Statement of Mr. Tamaés Tahy, dated July 14, 2005;

4) Reply Witness Statement of Mr. Gydrgy Onozd, dated July 20, 2005, and English
translation thereof;

5) Supplemental Expert Report by Manuel A. Adbala, Andres Ricover and Pablo T.
Spiller of LECG LLC, dated July 22, 2005, entitled Damage Valuation for the
Investment of ADC Affiliate Limited and ADC & ADMC Management Limited
in the Budapest-Ferihegy International Airport (“Supplemental LECG Report™).

40. As stated above, on August 12, 2005, the Tribunal was notified by Clifford Chance
LLP that the Respondent had terminated its engagement of the firm in this arbitration.

41. On September 15, 2005, in response to the Tribunal’s inquiries as to whether it
intended to appoint replacement legal counsel and to follow the fixed deadlines, the
Minister of Finance of the Republic of Hungary sent a letter to ICSID in which it was
stated that the Respondent was in the process of appointing new legal counsel. Further, the
Respondent requested that the Tribunal re-schedule the deadline for filing the Respondent’s
Rejoinder to January 2006 and adjust the ensuing deadlines accordingly.

42. On September 21, 2005, the Tribunal informed the Parties that it was not satisfied
with the grounds given by the Respondent for the postponement of the deadlines and that
the schedule of this arbitration would remain unchanged. It also confirmed its decision that
the organizational meeting, for which December 15, 2005 had been set aside, would be
held in London at a venue to be determined.

43. On September 29, 2005, the Respondent notified ICSID via fax that it had appointed
the Bodnar Law Firm as its counsel of record in this arbitration in replacement of Clifford
Chance LLP. A copy of the Power of Attorney was attached to the fax.

44. On October 4, 2005, Prof. Dr. La&szl6 Bodnar of Bodnar Law Firm, as legal counsel
of the Respondent, sent a letter to the Tribunal requesting the deadline for service of
Respondent’s Rejoinder, Claimants’ Sur-Rejoinder on Jurisdiction and the date of the
Organizational Meeting be postponed while the date for final hearing should remain
unchanged.



45. On October 6, 2005, the Tribunal informed the Parties that it had decided to amend
the schedule in this arbitration as follows:

November 4, 2005 Deadline for filing the Respondent’s Rejoinder;

December 9, 2005 Deadline for filing the Claimants’ Sur-Rejoinder on
Jurisdiction;

December 19, 2005 Organizational meeting in London, at 10a.m.;

January 17 to 27,2006 Hearing on jurisdiction and merits in London or The
Hague.

46. On November 4, 2005, the Respondent’s counsel served its Rejoinder on the Tribunal
and the Claimants.

47. On December 11, 2005, the Claimants’ counsel served on the Tribunal and the
Respondent the following:

1) Sur-Rejoinder on Jurisdiction; and
2) Supplemental Reply Witness Statement of Mr. Michael Huang.

48. On December 19, 2005, a second organizational meeting was held in London. Mr.
Pierre Bienvenu, Mr. Martin Valasek, Mr. René Cadieux and Prof. Dr. Ivan Széasz appeared
on behalf of the Claimants. Prof. Dr. Lazlo Bodnéar, Mr. Jan Burmeister, Dr. Inka Hanefeld
and Dr. Janka Ban appeared on behalf of the Respondent. Present at the meeting were the
full Tribunal and the Secretary of the Tribunal.

49. At this meeting, the Parties agreed to and confirmed a series of administrative matters
in regard to the conduct of the main hearing.

50. Also at the meeting, the Respondent informed the Tribunal and the Claimants that
Mr. Matthew, author of the NERA Report and key expert witness for the Respondent,
would be unavailable for cross-examination at the main hearing; instead, two new expert
witnesses recently appointed by the Respondent would be produced at the hearing for
cross-examination in regard to the NERA Report.

51. The Claimants’ counsel opposed such arrangement and requested that Mr. Matthew
be produced for cross-examination.

52. The Claimants also requested that the Respondent produce the transactional
documents entered into by British Airports Authority (“BAA”) a week previously in its
acquisition of the majority shares of the company owning Budapest Airport.

53. Having heard the Parties at the meeting, the Tribunal issued its Procedural Order
dated December 19, 2005, in which it was ordered, inter alia, that:



1) the Respondent shall use its best endeavours to procure Mr. Matthew to testify at
the hearing in January; if this proves impossible, the Respondent shall serve on
the Claimants and the Tribunal, before December 29, 2005, statements of the two
new expert witnesses who will state that they entirely agree with and adopt the
NERA Report;

2) the Respondent shall supply to the Claimants before December 23, 2005 various
versions of the bid requirements and tender documents together with the
agreement entered into by BAA in relation to BAA’s acquisition of the shares in
Budapest Airport; such production shall be subject to a Confidentiality Agreement
annexed to the Procedural Order.

54. In accordance with the above Procedural Order, on December 31, 2005, counsel for
the Respondent filed a CRAI Rebuttal Report issued and signed by its new expert witness,
Dr. Alister L. Hunt (“Hunt Report™).

55. In his Report, Dr. Hunt declared that he had “read, understood, analyzed” and,
subject to one exception, “agree(s) with the NERA Report.” However, in paragraph 10 of
this Report, Dr. Hunt made the important point that he concluded that the definition of the
financial contribution made by Airport Development Corporation (“ADC”) for the
purposes of calculating compensation was US$16.765 million and the Internal Rate of
Return (“IRR”) computations were to incorporate this initial cash infusion. This point
deviated from the NERA Report and as Dr. Hunt noted, “this deviation is in favour of the
Claimants’ position”.

56. On the same date, the Respondent’s counsel in its covering letter attached to the Hunt
Report informed the Tribunal and the Claimants that Dr. Kothari, its other proposed new
expert, would not be produced at the January hearing and therefore was withdrawn.

C. The Hearing

57. The hearing took place at the International Dispute Resolution Centre in Fleet Street,
London. It commenced on Tuesday January 17, 2006 and concluded on Wednesday
January 25, 2006. Audio recording of the hearing was made and verbatim transcripts were
also produced, the latter being concurrently available with the aid of LiveNote computer
software.

58. At the hearing, the following appeared as legal counsel for the Claimants: Messrs.
Pierre Bienvenu, Martin Valasek, Jacques Demers and Azim Hussein of Ogilvy Renault,
Mr. René Cadieux of Fasken Martineau Dumoulin, Prof. Dr. Ivan Szasz and Miss Judith
Kelman of Squire Sanders & Dempsey and Prof. Dr. James Crawford SC.

59. The following appeared as legal counsel for the Respondent: Prof. Dr. Bodnar of the
Bodnéar Law Offices, Messrs. Jan Burmeister and Dr. Levente Szabo of B&T law firm of
Budapest and Dr. Inka Hanefeld, Dr. UIf Renzenbrink and Mr. Daniele Ferretti of RRKH
law firm of Hamburg. Ms. Bernadette Marton also appeared at the hearing as a
representative of the Hungarian Ministry of Finance.

10



60. Both sides made an oral presentation at the opening of the hearing. With regard to
post-hearing submissions, the Tribunal confirmed the dates set forth in its December 19,
2005 Procedural Order, namely, written closing submissions to be served on March 7, 2006
and the written rebuttals to be served by March 21, 2006.

61. At the hearing, the following witnesses gave evidence, in sequence, for the Claimants
and were cross-examined by the Respondent’s counsel:

Mr. Michael Huang

Mr. Gyérgy Onoz6

Mr. Tamés Tahy

Mr. Manuel A. Abdala, Mr. Andres Ricover and Mr. Pablo T. Spiller of LECG LLC

62. The following witnesses gave evidence for the Respondent and were cross-examined
by the Claimants’ counsel:

Dr. Laszl6 Kiss

Mr. Gyula Gansperger

Mr. Gabor Somogyi-Toéth

Dr. Alister L. Hunt of CRA International

63. At the conclusion of his evidence, Mr. Gansperger asked the Tribunal for a copy of
the transcript of the proceedings and a copy of Mr. Tahy’s witness statement.

64. The Tribunal heard oral arguments on the issue of confidentiality and made its
decision on this issue in a letter to the Parties dated January 31, 2006. In this letter, the
Tribunal referred to ICSID Arbitration Rule 19 and Articles 44 and 48(5) of the
Convention.

65. Arbitration Rule 19 provides:

“The Tribunal shall make the orders required for the conduct of the
proceeding.”

66. Article 44 of the Convention provides:

“Any arbitration proceeding shall be conducted in accordance with the
provisions of this Section and, except as the parties otherwise agree, in
accordance with the Arbitration Rules in effect on the date on which the
parties consented to arbitration. If any question of procedure arises which
is not covered by this Section or the Arbitration Rules or any rules agreed
by the parties, the Tribunal shall decide the question.”
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67. Aurticle 48 (5) of the Convention provides:
“The Centre shall not publish the award without the consent of the parties.”

68. Bearing in mind of these provisions, the Tribunal ruled in the above letter as follows:

14. Having considered all the submissions on this matter, the Tribunal is
satisfied that confidentiality does attach to all the documents produced in
this ICSID arbitration. Confidentiality is important because parties to
ICSID arbitrations may not want the details of the dispute made public and
furthermore witnesses who come forward to assist the Tribunal in their
difficult task should do so with the knowledge that what they say is
confidential and cannot be released without an order of the Tribunal. Such
a rule is necessary to preserve the integrity of the arbitral process.

15. That confidentiality is desirable is made evident by the frank statement
of Mr. Gansperger that he wanted these documents for the purposes of
‘obtaining satisfaction’ against the statement made by Mr. Tahy.

16. Mr. Burmeister suggested that it was only fair to let a witness, who gave
evidence in his native language and was translated into English for the
benefit of the Tribunal, have the right to check the English translation of
what he said and how that was recorded in the transcript. It is clear that
Mr. Gansperger does speak English and therefore would be able to check
the accuracy of his words.

17. The Tribunal accepts that it is only fair that Mr. Gansperger should be
able to have access to the transcript to check the authenticity of the
translation.

18. However, for that purpose, he does not require to be given a copy of the
transcript of his evidence. What the Tribunal is prepared to allow is that
Mr. Gansperger may, only at the offices of the Bodnar law firm, be shown a
copy of the transcript of his evidence and be allowed to read it through and
check it for accuracy. On no account is he to be given a copy to be taken
away from the Bodnar law firm offices.

19. As to the request that Mr. Gansperger be given a copy of the statement
or extract of the statement of Mr. Tahy, this application is refused. This
refusal is based upon the importance of maintaining the confidentiality of
ICSID arbitrations which involves protecting witnesses who come forward
to assist the Tribunal. The Tribunal accepts that in ICSID arbitrations it is
difficulty for some witnesses to give evidence against their own State and
when this is coupled with a request for ““satisfaction” from a co-national
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who is clearly a powerful figure in that country, the importance of
confidentiality looms large.”

This confidentiality issue was then closed.

69. On March 6, 2006, the Respondent’s counsel informed the Tribunal by email that by
mutual agreement, the Parties agreed to postpone the dates for post-hearing submissions to
March 10, 2006 and March 24, 2006 respectively.

70. On March 10, 2006, the Claimants served on the Tribunal their Post-Hearing Brief
together with an LECG Post-Hearing Report. On the same date, the Respondent served on
the Tribunal its Closing Submissions.

71. On March 16, 2006, Prof. Bodnar, on behalf of the co-counsel for the Respondent, by
a letter to the Tribunal, objected to the newly submitted LECG Post-Hearing Report and
claimed that said report and an updated electronic model therewith “constitute new
evidence”.

72.  On March 24, 2006, the Respondent served on the Tribunal the Respondent’s Closing
Reply. On the same date, the Claimants served on the Tribunal Claimants’ Post-Hearing
Rebuttal.

73.  On March 30, 2006, the Claimants’ counsel, by a letter to the Tribunal, denied that
the disputed report and model constituted new evidence.

74. In a letter to the Tribunal dated April 3, 2006, the Respondent reiterated its position
concerning the report and the model in question and further claimed that the report also
contained new factual allegations. The Respondent therefore requested the Tribunal to
disregard the LECG Post-Hearing Report as well as the electronic model submitted with it.

75. On April 7, 2006, after reviewing the relevant correspondence and careful
consideration of the issue, the Tribunal, through the Secretary, sent a letter to the Parties in
regard to the “new evidence” matter and directed the Respondent to specify its allegation
that “new evidence” was contained in the LECG Post-Hearing Report by May 1, 2006.

76. On May 1, 2006, in accordance with the Tribunal’s direction, the Respondent served
on the Tribunal a Supplemental Expert Report prepared by Dr. Hunt which addressed the
defects as the Respondent sees them in the LECG Post-Hearing Report.

77. On May 12, 2006, the Claimants’ co-counsel wrote a letter to the Tribunal in response
to the Supplemental Expert Report. In this letter, the Claimants acknowledged certain
minor calculation errors in the LECG Post-Hearing Report but maintained its position that
no new evidence was introduced therein and argued that Dr. Hunt’s criticism on LECG’s
methodology was unfounded.
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78. On May 19, 2006, the Tribunal, through its Secretary, wrote to the Parties with the
following ruling:

“After careful reading of the LECG Post-Hearing Report as well as Dr.
Hunt’s Supplemental Expert Report and thorough consideration of the issue,
the Tribunal is now satisfied that it can conclude that no new evidence was
introduced in the LECG Post-Hearing Report. Therefore, the objection
raised by the Respondent in this regard is rejected. The issue of new
evidence is closed.”

1. FACTS

79. At a fairly early stage in these proceedings, the Tribunal requested the Parties to agree
a non-contentious narrative statement of the background facts of this case. The Tribunal’s
intention was to incorporate such agreed text in this Award. After much delay, doubtless
caused by the change of counsel and through no fault of the Respondent’s able and new
legal team, all that was provided was the Claimants’ version. The Respondent’s legal team
had, by the end of the hearing, not been able to agree this text although they were not in a
position to state with what they disagreed. The Tribunal gave the Respondent a period of
two weeks following the conclusion of the hearing to either agree the Claimants’ text or to
make suggested amendments. The text contained in paragraph 80 to 213 represents the
Claimants’ version with some textual change made by the Tribunal. The Tribunal has also
taken into account the Respondent’s version which was finally received on March 10,
2006.

A. THE PARTIES
80. The Claimants are companies incorporated under the laws of the Republic of Cyprus.

81. The Claimants were established on February 25, 1997 for the sole purpose of the
Airport Project as defined in paragraph 94 below.

82. ADC Affiliate’s shareholders are:

Class A Voting Shares: 51% ADC, incorporated in Canada

Class A Voting Shares: 49% Aeroports de Montreal Capital
Inc (“ADMC”), incorporated in
Canada

Class B Participating Non-Voting Shares: 100% ADC Financial Ltd,
incorporated in the British Virgin
Islands

Class C Participating Non-Voting Shares: 100% ADMC
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83. ADC & ADMC Management’s shareholders are:

Class A Voting Shares: 50% ADMC

Class A Voting Shares: 50% ADC Management Ltd,
incorporated in the British Virgin
Islands

Class B Participating Non-Voting Shares: 100% ADC Management Ltd,
incorporated in the British Virgin
Islands

Class C Participating Non-Voting Shares: 100% ADMC

84. The controlling shareholders, directors and ultimate beneficiaries of ADC were two
Canadians, Mr. Huang and Mr. Danczkay. ADC was a fully owned subsidiary of Huang &
Danczkay Properties, a general partnership of Huang & Danczkay Limited and Huang &
Danczkay Development Inc. organised under the laws of Ontario, Canada. The British
Virgin Islands companies were also ultimately owned by Mr. Huang and Mr. Danczkay
(and their relatives).

85. The directors of the Claimants are Cypriot lawyers and Canadian lawyers.

B. THEAIRPORT

86. The Airport is located approximately 18 km south-east of Budapest, the capital of the
Republic of Hungary.

87. The Airport is the principal airport in Hungary for both domestic and international
scheduled passenger flights.

88. The Airport also plays a military role, and, for example, was used during the Balkans
War by NATO Member States for transporting military personnel, supplies and equipment.

89. In 1992, the Airport comprised of two passenger terminals. Terminal 1 had been built
in 1950, and had a capacity of two million passengers a year, but it no longer met the then
current commercial and security standards. Terminal 2/A, which had an additional capacity
of two million passengers a year, had been built in 1985.

90. The Airport is an exclusive and non-negotiable asset of the State, as stated in Section
36/A of the Air Traffic Act (Act XCVII of 1995) and the Hungarian Civil Code. However,
pursuant to Decree No. 12/1993 of the Minister of Transport and Water Management
(“Ministry of Transport”), the Air Traffic and Airport Administration (“ATAA”) had the
authority to transfer revenue generating usage and revenue collection rights relating to the
operation of certain facilities at the airport.
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91. The Airport was held, managed and operated by ATAA, a Hungarian state entity,
which was under the auspices of the Ministry of Transport. As from 1 January 1988, the
Director of the ATAA had been Mr. Taméas Erdei. Before that he had been the Technical
Deputy Director.

92. In 1992, United States and Hungarian advisors concluded that to accommodate future
passenger requirements, the Airport would need to be expanded. It was also considered that
the Airport had the potential to be developed into a hub with a much higher passenger
turnover.

93. It was further concluded that it would be preferable financially to construct a new
terminal, rather than renovate Terminal 1. Accordingly, the ATAA initiated a tender
process for expansion of the Airport.

C. THE TENDER PROCESS

94. In September 1992, ATAA initiated a three-phase process to select a partner to
renovate Terminal 2/A and to design a new Terminal 2/B at the Airport. The invitation to
tender also involved the design of the adjoining public road and traffic entrance areas and
related infrastructure, as well as the financing, construction, leasing and operation of
Airport facilities (“Airport Project” or “Project”).

95. The ATAA was, at the time, an agency of the Hungarian Ministry of Transport and
wholly under the control of the Respondent.

96. The first phase of the tender process involved the ATAA’s selection of qualified
bidders. Only qualified bidders were allowed to participate in the second phase, which
involved the ATAA'’s selection of two “Preferred Tenderers”. The third and final phase
involved the ATAA’s selection of the “Selected Tenderer”.

1. First Phase

97. The first phase began in September 1992 with the issuance by the ATAA of an
“International Prequalification” document containing information relating to the Airport
Project and an “Application”, including an Invitation to Prequalification, a description of
the prequalification procedure and the Applicant’s Questionnaire, or “Request for
Qualification” (“RFQ”).

98. ATAA received a total of 17 RFQs. On November 23, 1992, ADC submitted a RFQ
to the ATAA.

99. The ATAA brought the first phase of the tender process to a close by announcing its
short list of qualified tenderers. The ATAA's short list of qualified tenderers included
ADC and five other bidders.

2. Second Phase
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100. In the second phase of the tender process, each qualified bidder was invited to submit
a tender to the ATAA for the Airport Project. The invitation also included a tender on the
construction of a covered and open air parking facility, a hotel and a business centre.

101. The ATAA’s tender documentation, which was issued between December 13, 1993
and January 17, 1994, consisted of two parts in eleven volumes (“Tender Documentation”).
Part A contained, inter alia, the Invitation to Tender and Instructions to Tenderers, as well
as the Project Conditions and Requirements. Part B contained technical documents such as
drawings, technical specifications, Bills of Quantities and Technical Descriptions.

102. The Tender Documentation required bidders to include in their tenders a “Basic
Tender” conforming strictly to the conditions set forth by the ATAA. Bidders were also
invited, but not obligated, to submit an “Alternative Tender”, which did not need to
conform to all of the conditions set out in the Tender Documentation.

103. On April 29, 1994, ADC, acting as an individual corporation, not as a consortium,
submitted its tender (“ADC’s Tender”) to ATAA. ADC’s Tender included both a Basic
Tender, submitted in compliance with the Tender Documentation, and an Alternative
Tender. ADC’s Alternative Tender proposed an alternative concept for Terminal 2/B based
on the same footprint as the Basic Tender building, but with more cost-effective and
efficient design, reduced capital costs and lower operating expenses. It also increased the
maximum passenger handling capacity of the terminals by one million passengers per year
over the Basic Tender.

104. As part of its tender, ADC agreed to procure that the Canadian Commercial
Corporation (“CCC”), a Canadian Crown corporation and agent of the Government of
Canada, would enter into a turnkey fixed price contract for the construction of Terminal
2/B and the renovation of Terminal 2/A.

105. The ATAA received proposals from at least three other qualified bidding teams or
consortia, led respectively by Siemens, Schiphol (Amsterdam) Airport and Lockheed.

106. The second phase of the tender process ended when ATAA selected ADC and
Lockheed as Preferred Tenderers.

3.  Third Phase

107. The third and final phase of the tender process went from May 1994 to August 1994,
culminating in August 1994 with the selection of ADC as the Selected Tenderer.

108. ADC was selected as the Selected Tenderer on the basis of a unanimous
recommendation from a selection jury of eleven persons. It is ADC’s Alternative Tender
that was chosen by the ATAA.

109. In specific, ADC was awarded contracts by the ATAA to (a) renovate Terminal 2/A,
(b) construct Terminal 2/B, and (c) participate in the operation of Terminals 2/A and 2/B.

D. NEGOTIATION OF THE AGREEMENTS
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110. Following ADC'’s selection as the Selected Tenderer, negotiations with the ATAA
with respect to the legal documentation were officially launched. ATAA had reserved the
right to enter into negotiations with the second Preferred Tenderer (i.e., Lockheed).

111. ADC’s negotiating team consisted of Mr. Huang and Mr. Béla Danczkay. ADC’s
legal advisers were Meighen Demers, since merged with Ogilvy Renault, and local
Hungarian counsel. For its part, the ATAA was represented in the negotiations by a team
led by Mr. Tamas Erdei, its General Director, and they were assisted by the global law firm
Debevoise & Plimpton LLP, by local Hungarian counsel and by Lehman Brothers, as
financial adviser.

112. The parties proceeded by first negotiating a “Master Agreement”, which set out the
fundamental terms and conditions of the transaction and provided the framework under
which all the other agreements would be negotiated and ultimately executed.

1. The Master Agreement and the Incorporation of the Project Company

113. The negotiations of the Master Agreement began in August 1994 and it was executed
on March 31, 1995. Parties to the Master Agreement are ADC and the ATAA. On the same
day a Guarantee Agreement between Huang & Danczkay Properties and the ATAA was
executed (“Huang & Danczkay Guarantee”).The Master Agreement is a legal instrument
that laid down the fundamental structures of the whole Project. As stated in Article 2 of the
Master Agreement, the purpose of the Master Agreement

“is to set forth the agreements among the parties as to the terms and
conditions with respect to the following subjects:

2.1 the obligations and the satisfaction of the obligations of ADC and the
ATAA in connection with the Project prior to the Construction
Commencement Date;

2.2 the obligations of ADC, the Project Company and the ATAA in
connection with the Project after the Construction Commencement
Date;

2.3 the Operating Rights of the Project Company following the Operations
Commencement Date;

2.4 the rights and obligations of the Project Company and the ATAA during
the Operating Period;

2.5 the participation by ADC and the ATAA, provided that the necessary
approvals are obtained, in the equity capital of the Project Company;

2.6 the management of the Project Company; and

2.7 the nature of other agreements to be entered into in connection with the
Project.”
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114. In particular, the Master Agreement provided, inter alia, for the formation under
Hungarian law of a wholly-owned subsidiary of ADC (“Project Company” or “FUF”) for
the sole purpose of:

““(a) incurring the Project Debt and funding the Construction work following
the Initial Drawdown.

(b) preparing operation and asset management plans and engaging in other
preparatory work for the Terminal Operations prior to completion of the
Construction work; and

(c) conducting the Terminal Operation on and after the Operations
Commencement Date and servicing the Project Debt until expiration of
the Term.[...]”

115. The Master Agreement also provided that the ATAA and the Project Company would
enter into an operating period agreement, which would grant to the Project Company,
subject to certain conditions, the right to conduct the terminal operations and to collect the
terminal revenues. It was also intended that the initial term (“Initial Term”) of the Master
Agreement would be twelve years from the operations commencement date (“Operations
Commencement Date”), which would be extended under certain conditions up to six
additional years.

116. The Master Agreement also provided that the Project Company could establish the
fees and charges to be levied at the terminals, but only in accordance with the regulatory
framework (“Regulatory Framework™). That framework set forth the policies and
procedures for preparing the Annual Business Plan, and became Schedule C to the
Operating Period Lease.

117. The Master Agreement and the Regulatory Framework also refer to the concept of
ADC’s “IRR”. The parties agreed on a target IRR on ADC’s initial equity investment of
15.4% (“Target IRR”), and an absolute ceiling of 17.5%.

118. Concurrently with the execution of the Master Agreement on March 31, 1995, ADC
formed the Project Company, which was registered as a one-member limited liability
company on June 15, 1995, with legal effect as of March 31, 1995. The Project Company
was established by ADC for the limited purposes of the Project. Its objects included
incurring and servicing Airport Project debt, funding construction of the Airport Project,
preparing operation and asset management plans prior to completion of construction, and
operating the terminals following construction. Under the terms of its Charter, the Project
Company was established for an initial term of fourteen years. This term could be
extended, on one occasion, by no more than four years.

2. The Project Agreements

119. The “Project Agreements”, as defined by the Master Agreement, means all those legal
instruments as required in order to implement the contractual structure of the Project and to
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set out the terms and conditions of all parties’ participation in, and involvement with, the
Project Company.

120. The Master Agreement set a target date for the execution of the Project Agreements
as of six months after execution of the Master Agreement. The complexities of the Project
did not permit the completion of the Project Agreements and the commencement of the
Project by the initial target date. The parties mutually agreed to extend the target date with
the final target date being set at March 31, 1997.

121. Inits tender, ADC had proposed that the ATAA would receive its share in the Project
Company in return for providing the Project Company with an in-kind contribution
consisting of its rights to operate the airport terminals. This concept was accepted by the
ATAA in the Master Agreement, but conditional on the ATAA receiving Government
authorization, as required by Hungarian law, to acquire its quota in the Project Company.

122. Subsequently, ADC was advised that the Government had come to the conclusion
that, for legal reasons, ATAA needed to make a cash contribution to the Project Company
to receive its quota and that the proposed in-kind contribution by the ATAA would not
entitle it to receive its 66% quota of the Project Company. In order to address this problem
to the satisfaction of