
Consolidated
Financial

Statements
for the year

ended
31 December

2003
With

Independent
Auditor’s

Report
Thereon



28 IHB Annual Report 2003



Consolidated income statement
For the year ended 31 December 2003

Daneta Zheleva
Executive Director
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Partner
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Sofia 
Bulgaria
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Registered Auditor

Continuing operations Discontinuing operations Total

In thousands of BGN Note 2003 2002 2003 2002 2003 2002

Revenue 3 39,200 36,447 5,251 24,829 44,451 61,276
Other operating revenue 4 2,351 4,169 10 - 2,361 4,169

Increase/(Decrease) in WIP 5 151 (1,534) (800) (1,285) (649) (2,819)
Cost of materials (18,838) (17,428) (826) (6,518) (19,664) (23,946)
Hired services (5,912) (3,895) (2,143) (11,201) (8,055) (15,096)
Depreciation and amortization (1,602) (1,620) (229) (403) (1,831) (2,023)
Personnel expenses 9 (10,789) (10,592) (837) (3,221) (11,626) (13,813)
Cost of goods sold 6 (383) (1,288) (187) (290) (570) (1,578)
Other operating expenses 7 (492) (3,114) (247) (905) (739) (4,019)
Profit/(loss) from operations 3,686 1,145 (8) 1,006 3,678 2,151

Net financing income/(expenses) 10 738 62 40 (296) 778 (234)
Income/(loss) from associates 14 38 361 - - 38 361
Profit/(loss) before tax 4,462 1,568 32 710 4,494 2,278

Income tax income/(expense) 11 (527) (128) (8) (23) (535) (151)
Profit/(loss) after tax 3,935 1,440 24 687 3,959 2,127

Minority interest (426) 871 (4) - (430) 871
Net profit/(loss) for the year 3,509 2,311 20 687 3,529 2,998

Basic earnings per share (BGN) 23 0.17 0.11 - - 0.17 0.15

The income statement is to be read in conjunction with the notes to and forming part of the financial statements set out on pages 34 to 62

Consolidated income statement
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Consolidated balance sheet
As at 31 December 2003
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KPMG Bulgaria OOD
37, Fridtjof Nansen Str.
Sofia 
Bulgaria

In thousands of BGN Note 2003 2002

Assets
Property, plant and equipment 12 38,252 40,164
Intangible assets 13 162 255
Goodwill 13 (2,111) (4,681)
Investments in associates 14 3,635 2,760
Other investments 15 1,851 1,455
Long-term receivables 20 1,736 812
Total non-current assets 43,525 40,765

Inventories 18 10,171 14,385
Trade and other receivables 19 4,683 8,494
Current investments 16 117 -
Cash and cash equivalents 21 5,372 9,970
Total current assets 20,343 32,849
Total assets 63,868 73,614

Equity
Issued capital 22 21,003 21,003
Reserves 11,410 11,893
Retained earnings (net) 7,321 2,938
Total equity 39,734 35,834

Minority interest 7,337 7,323

Liabilities
Interest-bearing loans and borrowings 24 324 779
Trade and other long-term payables 27 247 1,580
Deferred tax liabilities 17 2,020 2,505
Total non-current liabilities 2,591 4,864

Interest-bearing loans and borrowings 24 1,552 3,114
Other payables 26 11,480 21,776
Provisions 25 1,174 703
Total current liabilities 14,206 25,593
Total equity and liabilities 63,868 73,614

The balance sheet is to be read in conjunction with the notes to and forming part of the financial statements set out on pages 34 to 62



Consolidated statement of cash flows
For the year ended 31 December 2003

Consolidated statement of cash flows
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In thousands of BGN Note 2003 2002

Operating activities
Net profit from ordinary activities 3,529 2,998
Adjustments for:

Depreciation and amortization 12 1,831 2,023
Impairment of assets 8 180 827
Provision for unused paid leaves 123 219
Foreign exchange losses, net 10 316 218
Interest expense 10 414 1,011
Interest income 10 (240) (312)
Dividend income 10 (504) (439)
(Income)/loss from associates 14 (38) (361)
(Gain)/loss of subsidiary 2 482 (1,056)
(Gain)/loss on sale of property, plant and equipment 28 (110)
(Loss)/gain derived from trading investments - (414)
Income tax expense 535 151
Minority interests 430 (871)
Amortization of goodwill, net 13 (1,056) (3,091)

Operating profit before changes in working capital and provisions 6,030 793

(Increase)/decrease in trade and other receivables 1,623 1,620
(Increase)/decrease in inventories 1,125 1,178
Increase/(decrease) in trade and other payables (5,655) 3,839
Increase in provisions 25 471 610
Cash generated from the operations 3,594 8,040
Interest paid (399) (469)
Income taxes paid (166) (493)
Cash flows from operating activities 3,029 7,078

Investing activities
Proceeds from sale of plant and equipment 208 400
Proceeds from sale of investments - 184
Interest received 234 83
Disposal of subsidiary, net of cash disposed of 2 49 285
Acquisition of subsidiary, net of cash acquired 2 - (1,580)
Acquisition of property, plant and equipment (6,111) (3,882)
Acquisition of other investments (424) (357)
Dividends received 108 439
Cash flows from investing activities (5,936) (4,428)
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Consolidated statement of cash flows, continued
For the year ended 31 December 2003
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Executive Director
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KPMG Bulgaria OOD
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Toshka Vassileva
Chief Accountant

Margarita Goleva
Registered Auditor

In thousands of BGN Note 2003 2002

Financing activities
Proceeds from the issue of share capital - 1,510
Proceeds from other non-current borrowings 1,422 3,706
Repayment of borrowings (3,113) (2,978)
Payment of finance lease liabilities - (176)
Dividends paid - (20)
Cash flows from financing activities (1,691) 2,042

Net increase in cash and cash equivalents (4,598) 4,692
Cash and cash equivalents at 1 January 21 9,970 5,278
Cash and cash equivalents at 31 December 21 5,372 9,970

The Statement of cash flows is to be read in conjunction with the notes
to and forming part of the financial statements set out on pages 34 to 62.



Additional and Revaluation Retained
In thousands of BGN Note Share capital legal reserves reserves earnings Total

Balance at 1 January 2002 17,500 6,471 1,145 6 25,122
Recognized gains in the current year - - - 2,998 2,998
Loss coverage from previous years - 46 - (46) -
Revaluation of non - current assets - - 7,833 - 7,833
Deferred tax liabilities related to revaluation - - (1,841) - (1,841)
Shares issued 3,503 (1,761) - - 1,742
Dividend to shareholders - - - (20) (20)
Balance at 31 December 2002 21,003 4,756 7,137 2,938 35,834

Balance at 1 January 2003 21,003 4,756 7,137 2,938 35,834
Recognized gains in the current year - - - 3,529 3,529
Allocation of legal reserves. - 62 - (62) -
Revaluation surplus of assets written off - - (71) 71 -
Change of tax rate - - 398 - 398
Transfer of reserves related to discontinuing operations - - (872) 872 -
Other movements - 34 (34) (27) (27)
Balance at 31 December 2003 21,003 4,852 6,558 7,321 39,734

The statement of changes in equity is to be read in conjunction with the notes
to and forming part of the financial statements set out on pages 34 to 62.

Consolidated statement of changes in equity
For the year ended 31 December 2003

Daneta Zheleva
Executive Director

Krassimir Hadjidinev
Partner
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Sofia 
Bulgaria

Toshka Vassileva
Chief Accountant

Margarita Goleva
Registered Auditor

Consolidated statement of changes in equity
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Significant accounting policies

Industrial Holding Bulgaria AD (the Company) is a joint stock com-
pany domiciled in Sofia 1000,  47, Vassil Levski Blvd.  The consoli-
dated financial statements of the Company for the year ended 31
December 2003 comprise the Company and its subsidiaries
(together referred to as the "Group") and the Group's interest in
associates.

The operations of the Group include production and trading of
heavy machinery, shipbuilding and transportation, construction,
maintenance and repair and other services.

Industrial Holding Bulgaria AD as well as some of the subsidiaries
are traded on the Bulgarian Stock Exchange. 

The financial statements were approved by the Executive Director
on 30 June 2004.

(а)   Statement of compliance
The consolidated financial statements for 2003 have been prepared,
in all material respects, in accordance with International Financial
Reporting Standards (IFRS) adopted by the International Accounting
Standards Board (IASB), and interpretations issued by the Interna-
tional Financial Reporting Interpretations Committee of the IASB.

(b)   Basis of preparation
The financial statements are presented in Bulgarian Lev (BGN),
rounded to the nearest thousand.  Historic cost has been used as a
basis for preparation of the financial with the exception of land,
buildings, plant, machinery and equipment, which are presented at
a revaluated amount, reduced with the accumulated depreciation
and impairment losses, as well as financial assets held for trading
and financial assets available for sale, presented at fair value.

The accounting policies have been consistently applied by Group
enterprises and are consistent with those used in the previous year.

(c)   Comparative information
When the presentation or classification of items in the financial
statements was amended, comparative amounts have been reclas-
sified, to ensure comparability with the current period.  Such
reclassifications have resulted from the more detailed presentation
of balance sheet and income statement items in the notes to the
financial statements.

(d)   Basis of consolidation

(i)   Subsidiaries
Subsidiaries are the enterprises controlled by the Company.  Control
exists when the Company has the power, directly or indirectly, to
govern the financial and operating policies of an enterprise so as to
obtain benefits from its activities.  The financial statements of sub-
sidiaries are included in the consolidated financial statements from
the date that control commences until the date that control ceases.

(ii)   Associates
Associates are the enterprises in which the Group has significant
influence, but not control, over the financial and operating policies.
The consolidated financial statements include the Group's share of
the total recognised gains and losses of associates on an equity
accounted basis, from the date that significant influence com-
mences until the date that significant influence ceases. When the
Group's share of losses exceeds the carrying amount of the associ-
ate, the carrying amount is reduced to nil and recognition of further
losses is discontinued except to the extent that the Group has
incurred obligations in respect of the associate.

(iii)   Transactions eliminated on consolidation
Intra-group balances and transactions, and any unrealized gains
arising from intra-group transactions, are eliminated in preparing the
consolidated financial statements. Unrealized gains arising from
transactions with associates are eliminated to the extent of the
Parent interest in the enterprise. Unrealized gains arising from trans-
actions with associates are eliminated against the investment in
associates. Unrealized losses are eliminated in the same way as
unrealized gains, but only to the extent that there is no evidence of
impairment.

(e)   Foreign currency
Transactions in foreign currencies are translated to BGN at the for-
eign exchange rate ruling at the date of the transaction.  Monetary
assets and liabilities denominated in foreign currencies at the bal-
ance sheet date are translated to BGN at the foreign exchange rate
ruling at that date. Foreign exchange differences arising on transla-
tion are recognised in the income statement.  The Company has
not performed transactions concerning non-monetary assets and
liabilities denominated in foreign currencies.



Significant accounting policies, continued

(f)   Property, plant and equipment

(i)   Owned assets
Following a decision of the Managing Board the Group's land, build-
ings and plant and machinery for continuing operations have been
revalued by an independent valuer as at 31 December 2002.  The
Group adopted a policy to carry those assets at revalued amount
under the alternative allowed in IAS 16, Property, plant and equip-
ment as at 31 December 2002.  Items of land, buildings, machines
and equipment are stated at fair value determined periodically by an
independent registered valuer.  When the property, plant and equip-
ment are revalued, any depreciation at the date of the revaluation is
eliminated against the gross carrying amount of the asset.  When
the carrying amount of assets is increased as a result of revalua-
tion, the increase is credited directly to equity as revaluation sur-
plus.  When the carrying amount of assets is decreased as a result
of revaluation, the decrease is recognized either as a decrease of
its existing revaluation reserve or when this is insufficient is
expensed in the income statement.
The revaluation reserve is transferred to retained earnings on dis-
posal of the respective asset.
Items of vehicles, fixtures and fittings, other tangible assets and
assets under construction are stated in the balance sheet at their
acquisition cost less accumulated depreciation and impairment
losses.
Depreciation is provided on a straight-line basis over the expected
useful lives of non-current assets.
The newly acquired non-current assets are valued at acquisition
cost which includes purchase price and expenses incurred to bring
the asset into use.  The cost of self-constructed assets includes
the cost of materials and direct labour.  Where an item of property,
plant and equipment comprises major components having different
useful lives, they are accounted for as separate items of property,
plant and equipment.  The cost of assets under construction
includes cost of materials, hired services, direct labour and relevant
overheads.

(ii)   Leased assets
Leases in terms of which the Group assumes substantially all the
risks and rewards of ownership are classified as finance leases.
Plant and equipment acquired by way of finance lease is stated at
an amount equal to the lower of its fair value and the present value
of the minimum lease payments at inception of the lease, less
accumulated depreciation and impairment losses (refer to account-
ing policy l).

(iii)   Subsequent expenditure
Expenditure incurred to replace a component of an item of property,
plant and equipment that is accounted for separately, is capitalised.
Other subsequent expenditure is capitalised only when it increases
the future economic benefits embodied in the item of property, plant
and equipment. All other expenditure is recognised in the income
statement as an expense as incurred.

(iv)   Depreciation
Depreciation is charged to the income statement on a straight-line
basis over the estimated useful lives of items of property, plant and
equipment. Land is not depreciated.

The estimated useful lives for the assets are as follows:
buildings 7 - 50 years
plant and equipment 4 - 20 years
vehicles 2 - 10 years
fixtures and fittings 5 - 10 years

Assets are depreciated from the month following the month when
they are acquired.  For internally constructed assets depreciation
begins from the month following the month when they are put into
use.

(g)   Intangible assets

(i)   Goodwill
Goodwill arising on an acquisition represents the excess of the cost
of the acquisition over the fair value of the net identifiable assets
and liabilities acquired. Goodwill is stated at cost less accumulated
amortisation and impairment losses (refer to accounting policy l).
In respect of associates, the carrying amount of goodwill is includ-
ed in the carrying amount of the investment in the associate.

(ii)   Negative goodwill
Negative goodwill arising on an acquisition represents the excess of
the fair value of the net identifiable assets and liabilities acquired
over the cost of acquisition.

Significant accounting policies
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Significant accounting policies, continued

(g)   Intangible assets, continued
To the extent that negative goodwill relates to an expectation of
future losses and expenses that are identified in the plan of acquisi-
tion and can be measured reliably, but which have not yet been
recognised, it is recognised in the income statement when the
future losses and expenses are recognised.  Any remaining nega-
tive goodwill, but not exceeding the fair values of the non-monetary
assets acquired, is recognised in the income statement over the
weighted average useful life of those assets that are
depreciable/amortisable. Negative goodwill in excess of the fair val-
ues of the non-monetary assets acquired is recognised immediately
in the income statement.  Negative goodwill is presented as a
deduction from the assets of the Group, in the same balance sheet
classification as goodwill.

In respect of associates, the carrying amount of negative goodwill is
included in the carrying amount of the investment in the associate.

(iii)   Other intangible assets
Other intangible assets that are acquired by the Group are stated at
cost less accumulated amortisation (see below) and impairment
losses (refer accounting policy l).  Expenditure on internally gener-
ated goodwill and brands is recognised in the income statement as
an expense as incurred.

(iv)   Subsequent expenditure
Subsequent expenditure on capitalised intangible assets is capi-
talised only when it increases the future economic benefits embod-
ied in the specific asset to which it relates.  All other expenditure is
expensed as incurred.

(v)   Amortisation
Amortisation is charged to the income statement on a straight-line
basis over the estimated useful lives of intangible assets.  Intangible
assets are amortised from the date they are available for use. 

The estimated useful lives are as follows:
patents and trademarks 7 years
software products 5 years

(h)   Trade and other receivables
Trade and other receivables are stated at amortised cost less any
amounts, which are not expected to be collected.  The latter are
presented as impairment losses on the basis of the calculated
recoverable amount of trade receivables.

(i)   Inventories
Inventories are stated at the lower of cost and net realisable value.
Net realisable value is the estimated selling price in the ordinary
course of business, less the estimated costs of completion and
selling expenses.

The cost of inventories is based on the weighted average principle
for materials and work in progress.  In the case of manufactured
inventories (produced goods), cost also includes direct labour,
social security and depreciation expenses.  These expenses are
allocated to products based on normal operating capacity.

The share of overheads included in cost of production is based on
direct labour.

(j)   Cash and cash equivalents
Cash and cash equivalents comprise cash balances and call
deposits.   Bank overdrafts that are repayable on demand and form
an integral part of the Group's cash management are included as a
component of cash and cash equivalents for the purpose of the
statement of cash flows.

(k) Financial instruments

(i)   Classification
Trading instruments are those that Group principally holds for the
purpose of short-term profit taking.

Held-to-maturity assets are financial assets with fixed or deter-
minable payments and fixed maturity that Group has the intent and
ability to hold to maturity.

Available-for-sale assets are financial assets that are not held for
trading purposes or held to maturity.

(ii)   Recognition
Group recognises financial assets held for trading and available-for-
sale assets on trading date. Gains and losses arising from changes
in fair value of the assets are recognised in the income statement.

Investments held for trading and available-for-sale investments are
recognised/derecognised by the Group on the date it commits to
purchase/sell the investments.  Investments held-to-maturity are
recognised/derecognised on the day they are transferred to/by the
Group.



Significant accounting policies, continued

(k) Financial instruments, continued

(iii)   Measurement
Investments held for trading are classified as current assets and are
stated at fair value, with any resultant gain or loss recognised in the
income statement. Where the Group has the positive intent and abil-
ity to hold investments to maturity, they are stated at amortised
cost less impairment losses.  Other investments classified as being
available-for-sale and are stated at fair value, with any resultant gain
or loss being recognised in the income statement.

(iv)   Fair value measurement principles
The fair value of financial instruments is based on their quoted mar-
ket price at the balance sheet date without any deduction for trans-
action costs.  If a quoted market price is not available, the fair value
of the instrument is estimated using pricing models or discounted
cash flow techniques.

(l)   Impairment
The carrying amounts of the Group's assets, other than invento-

ries and deferred tax assets, are reviewed at each balance sheet
date to determine whether there is any indication of impairment.  If
any such indication exists, the asset's recoverable amount is esti-
mated.  An impairment loss is recognised whenever the carrying
amount of an asset or its cash-generating unit exceeds its recover-
able amount.  Impairment losses are recognised in the income
statement, unless there is previous revaluation reserve for the same
asset.  Any impairment of a revalued asset is treated as a revalua-
tion decrease to the extent that the impairment loss does not exceed
the amount held in the revaluation surplus for the same asset.

(i)   Calculation of recoverable amount
The recoverable amount of the Group's investments in held-to-
maturity investments and receivables is calculated as the present
value of expected future cash flows, discounted at the original
effective interest rate inherent in the asset. Short-term receivables
are not discounted.

The recoverable amount of other assets is the greater of their net
selling price and value in use.  In assessing value in use, the esti-
mated future cash flows are discounted to their present value using
a pre-tax discount rate that reflects current market assessments of
the time value of money and the risks specific to the asset. For an
asset that does not generate largely independent cash inflows, the
recoverable amount is determined for the cash-generating unit to
which the asset belongs.

(ii)   Reversal of impairment
An impairment loss in respect of a held-to-maturity security or
receivable is reversed if the subsequent increase in recoverable
amount can be related objectively to an event occurring after the
impairment loss was recognised.

An impairment loss in respect of goodwill is not reversed unless
the loss was caused by a specific external event of an exceptional
nature that is not expected to recur, and the increase in recoverable
amount relates clearly to the reversal of the effect of that specific
event.

In respect of other assets, an impairment loss is reversed if there
has been a change in the estimates used to determine the recover-
able amount.

An impairment loss is reversed only to the extent that the asset's
carrying amount does not exceed the carrying amount that would
have been determined, net of depreciation or amortisation, if no
impairment loss had been recognised.

(m)   Share capital and reserves
The capital of the Group is presented at historical value at the date
of registration.

Additional and legal reserves comprise those of the parent compa-
ny, as well as the share of subsidiaries' reserves allocated after the
date of acquisition.

Revaluation reserves are allocated as at the date of revaluation of
property, plant and equipment.

(n)   Interest-bearing borrowings
Interest-bearing borrowings are recognised initially at cost, less
attributable transaction costs.  Subsequent to initial recognition,
interest-bearing borrowings are stated at amortised cost with any
difference between cost and redemption value being recognised in
the income statement over the period of the borrowings on an
effective interest basis.

Significant accounting policies
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Significant accounting policies, continued

(o)   Liability for retirement compensations to employees
Due to the insufficient data for performing a reliable estimation of
the compensations due no provisions for retirement compensations
were accrued in these financial statements in accordance with the
requirements of IAS 19 "Employee benefits".

(p)   Provisions
A provision is recognised in the balance sheet when the Group has
a legal or constructive obligation as result of a past event, and it is
probable that an outflow of economic benefits will be required to
settle the obligation. If the effect is material, provisions are deter-
mined by discounting the expected future cash flows at a pre-tax
rate that reflects current market assessments of the time value of
money and, where appropriate, the risks specific to the liability.

(q)   Trade and other payables
Trade and other payables are stated at their amortised cost.

(r)   Revenue

(i)   Goods sold and services rendered
Revenue from the sale of finished goods and merchandise is recog-
nized in the income statement when the significant risks and
rewards of ownership have been transferred to the buyer. Revenue
from services rendered is recognized in the income statement in
proportion to the stage of completion of the transaction at the bal-
ance sheet date. The stage of completion is assessed by reference
to surveys of work performed. No revenue is recognized if there are
significant uncertainties regarding recovery of the consideration
due, associated costs or the possible return of goods.

(ii)   Construction contracts
As soon as the outcome of a construction contract can be estimat-
ed reliably, contract revenue and expenses are recognised in the
income statement in proportion to the stage of completion of the
contact. The stage of completion is assessed by reference to sur-
veys of work performed. An expected loss on a contract is recog-
nised immediately in the income statement.

(s)   Net financing costs
Net financing income/(expense) comprise interest payable on bor-
rowings calculated using the effective interest rate method, interest
payable on finance leases, foreign exchange gains and losses and
bank charges that are recognised in the income statement.

Interest income is recognised in the income statement as it occurs,
taking into account the effective yield of the assets.

(t)   Net financing costs, continued

All interest expense and other expenses resulting from borrowings
agreements are recognised in the same period as part of the net
financing income/(expense). The interest expense component of
finance lease payments is recognised in the income statement
using the effective interest rate method.

(u)   Income tax
Income tax on the profit or loss for the year comprises current and
deferred tax. Income tax is recognised in the income statement,
except to the extent that it relates to items recognised directly to
equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for
the year, using tax rates enacted or substantially enacted at the bal-
ance sheet date.

Deferred tax is provided using the balance sheet liability method,
providing for temporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes and the
amounts used for taxation purposes. The temporary differences
arising at the initial recognition of assets or liabilities that affect nei-
ther accounting nor taxable profit, and differences relating to invest-
ments in subsidiaries to the extent that they will probably not
reverse in the foreseeable future are not provided for. The amount of
deferred tax provided is based on the expected manner of realisation
or settlement of the carrying amount of assets and liabilities, using
tax rates enacted or substantially enacted at the balance sheet date.

A deferred tax asset is recognised only to the extent that it is proba-
ble that future taxable profits will be available against which the asset
can be utilised. Deferred tax assets are reduced to the extent that it is
no longer probable that the related tax benefit will be realised.

Additional income taxes that arise from the distribution of dividends are
recognised at the same time as the liability to pay the related dividend.

(v)   Segment reporting
A segment is a distinguishable component of the Group that is
engaged either in providing products or services (business seg-
ment), or in providing products or services within a particular eco-
nomic environment (geographical segment), which is subject to
risks and rewards that are different from those of other segments.

(w)   Discontinuing operations
A discontinuing operation is a clearly distinguishable component of
the Group's business that is abandoned or terminated pursuant to a
single plan, and which represents a separate major line of business
or geographical area of operations.
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1.   Segment reporting
Segment information is presented in respect of the Group's busi-
ness segments. The primary format, business segments, is based
on the Group's management and internal reporting structure.

Inter-segment pricing is determined on an arm's length basis.

Segment results, assets and liabilities include items directly attribut-
able to a segment as well as those that can be allocated on a rea-
sonable basis. Unallocated items comprise goodwill, amortization
of goodwill, minority interest, loans and tax liabilities.

Segment capital expenditure is the total cost incurred during the
period to acquire segment assets that are expected to be used for
more than one period.

Business segments

The Group comprises the following main business segments:
Machinery construction. The manufacture and sale of heavy
machinery used in the metal-working industry, as well as research
and development activities in this area.
Shipbuilding and transportation services. The manufacture and
reconstruction of ships as well as related services and the sale of
transportation services.

The other business segment, Construction, was sold in April 2003
(refer note 2).

Geographical segments
All of the segments are located and operate in the geographical
area of Bulgaria.



1.   Segment reporting, continued
Business segments

Machinery Shipbuilding Construction Other operations Eliminations Consolidated
construction & transport

In BGN thousand 2003 2002 2003 2002 2003 2002 2003 2002 2003 2002 2003 2002

Total revenue from
external customers 32,082 30,094 5,103 3,207 5,261 24,829 3,310 4,223 - - 45,756 62,353
Inter-segment revenue - - - - - 372 398 (372) (398) - -
Total revenue 32,082 30,094 5,103 3,207 5,261 24,829 3,682 4,621 (372) (398) 45,756 62,353

Segment result 1,639 (1,946) 709 204 (8) 1,006 654 194 (372) (398) 2,622 (940)
Amortization of goodwill - - - - - - - - - - 1,056 3,091
Profit from operations - - - - - - - - - - 3,678 2,151
Net financing costs - - - - - - - - - - 778 (234)
Income/(expense)
from associates - - 131 361 (93) - - - - - 38 361
Income tax expense - - - - - - - - - - (535) (151)
Minority interest - - - - - - - - - - (430) 871
Extraordinary items - - - - - - - - - - - -
Net profit for the year - - - - - - - - - - 3,529 2,998

Segment assets 47,972 46,958 4,042 4,256 - 14,930 10,330 9,389 - - 62,344 75,533
Investment in associates - - 2,919 2,762 716 - - - - - 3,635 2,762
Unallocated assets - - - - - - - - - - (2,111) (4,681)
Total assets - - - - - - - - - - 63,868 73,614

Segment liabilities 8,046 8,809 1,330 1,349 - 7,281 2,835 3,887 - - 12,211 21,326
Payables on loans 1,876 3,893
Income tax expense 2,710 5,238
Minority interest - - - - - - - - - - 7,337 7,323
Total liabilities - - - - - - - - - - 24,134 37,780

Capital expenses 908 1,594 360 59 - 3,176 4,877 101 - - 6,145 4,930

Cash flows from
operating activities 2,250 5,663 419 308 - (260) 360 2,467 - (1,100) 3,029 7,078
Cash flows from
investing activities (1,056) (4,065) (86) (60) - 1 (4,794) (978) - 674 (5,936) (4,428)
Cash flows from
financing activities (1,292) 1,049 (515) 297 - 86 116 288 - 322 (1,691) 2,042

Notes to the consolidated financial statements
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2.   Discontinuing operations and acquisitions, and disposal of
subsidiaries

In April 2003 the Group entered into a binding agreement for the
sale of its Construction division, a separate business segment
(refer note 1). Control of the division effectively ceased at the end
of April 2003. The Group retained significant influence over the
Construction division via 25.86% shareholding.

At 31 December 2002 the Construction division had net assets of
BGN 5,521 thousand, comprising assets of BGN 14,930 thousand
less liabilities of BGN 9,409 thousand.   At the end of April 2003
the division had net assets of BGN 4,405 thousand of which the
Group owned 97%.  The Company contributed a profit of BGN 20
thousand to the consolidated net profit for the year ending 31
December 2003.  72% of the segment were sold for an amount of
BGN 1,565 thousand cash and a pre-tax loss of BGN 482 thou-
sand, calculated after the writing off of the respective part of the
negative goodwill resulting from the acquisition of the segment.  As
at 31 December 2003 part of the sum of BGN 1,156 thousand was
not paid and was presented as a receivable.  Note 2 shows the
effect of discontinuing the operations on the individual assets and
liabilities of the Group.

Acquisition

The purchase of investments in 2003 represent acquisition of
shares in subsidiaries already under the control of the Group.

On 27 March 2002 the Group acquired 87.06% of the shares in
ZMM Nova Zagora for BGN 1,580 thousand, satisfied in cash. The
company manufactures and distributes heavy metal production
machines. The acquisition was accounted for using the purchase
method of consolidation. In the nine months to 31 December 2002
the subsidiary contributed net loss of BGN 180 thousand to the
consolidated net profit for the year.

Throughout 2002 the Group acquired 51% of the shares of Sano
Maritime Holding AD, satisfied in cash.  The company owns the
Bulgarian Ship Register.  The acquisition was accounted for using
the purchase method of consolidation.  In the year to 31 December
2002 these two subsidiaries contributed a net profit of BGN 308
thousand to the consolidated net profit for the year.



2.   Discontinuing operations and acquisitions, and disposal of
subsidiaries, continued

Effect of acquisitions and disposals
The acquisitions and disposals have the following effect on the
Group's assets and liabilities.
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Acquisition Disposal Acquisition Disposal
In BGN thousand 2003 2003 2002 2002

Property, plant and equipment - 6,049 4,841 1,576
Inventories - 3,089 700 140
Trade receivables - 1,790 390 93
Other receivables - 730 - -
Cash and cash equivalents - 360 10 110
Interest-bearing loans and borrowings - (326) - -
Deferred tax liabilities - (134) - -
Trade payables - (6,365) (958) (562)
Minority interest - (300) - -
Net assets - 4,893 4,983 1,357
Accounting for investments in associates (809)
Goodwill/(negative goodwill) on acquisition - - (3,393) -
Goodwill written off - (2,037) - (1,056)
Consideration payable/(receivable) as per contract - (1,565) 1,590 (1,357)
Loss/(profit) from the disposal of a subsidiary 482 (1,056)

Cash (acquired)/disposed of - 360 (10) 110
Consideration receivable as at year end - 1,156 - 962
Consideration payable/(receivable) as per contract - (1,565) - (1,357)
Net cash outflow/(inflow) - (49) 1,580 (285)

3.   Revenue
In BGN thousand 2003 2002

Sale of production 30,704 31,773
Sale of services 13,142 27,628
Sale of goods and materials 605 1,875

44,451 61,276

4.   Other operating income
In BGN thousand 2003 2002

Amortization of negative goodwill, net 14 1,056 3,091
Gain on disposal of property, plant and equipment 374 110
Other revenue 931 968

2,361 4,169
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5.   Increase/(Decrease) in work in porogress

In BGN thousand 2003 2002

Industrial Holding Bulgaria AD - (3)
Mashstroy AD (128) 322
Leyarmash AD 419 (68)
ZMM Sliven AD (151) (413)
Augusta Mebel AD (8) (97)
Dockyard Bourgas AD 241 (55)
ZMM Nova Zagora AD 105 -
Elprom ZEM AD (113) (1,187)
ZMM Bulgaria Holding (214) -
Chimremontstroy AD (800) (1,411)
Polysep AD - (33)
HEM AD - 126

(649) (2,819)

6.   Cost of goods sold

In BGN thousand 2003 2002

Industrial Holding Bulgaria 17 -
ZMM Bulgaria Holding AD - 970
Augusta Mebel AD 31 23
Dockyard Bourgas AD 9 20
Chimremontstroy AD 187 286
Elprom ZEM AD 42 45
Leyarmash AD 39 44
Mashstroy AD 116 144
ZMM Sliven AD 67 -
ZMM Nova Zagora AD 62 11
Polysep AD - 31
HEM AD - 4

570 1,578

7.   Other operating expenses

In BGN thousand Note 2003 2002

Cost of materials sold 40 1,578
Impairment 8 180 827
Provisions for legal obligations 60 610
Other expenses 459 1,004

739 4,019



8.   Impairment losses
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In BGN thousand Note 2003 2002

Impairment of receivables 180 67
Impairment of property, plant and equipment 12 - 630
Impairment of inventory - 130

180 827

An impairment loss is calculated from the estimated recoverable amount of trade receivables.  The carrying amount of the receivables is
reduced to their recoverable amount and the difference is recognized as an expense in the income statement.  The impairment of the tangible
non-current assets for 2002 was booked based on a revaluation performed by an independent valuer.

9.   Personnel expenses

In BGN thousand 2003 2002

Wages and salaries 8,575 10,155
Compulsory social security contributions 3,051 3,658

11,626 13,813

The average staff number for the Group in 2003 was 1,849 employees (2002: 2,642 employees).

10.   Net financial income/(cost)

In BGN thousand 2003 2002

Interest expense (414) (1,011)
Interest income 240 312
Dividend income 504 439
Net foreign exchange gain/(loss) (316) (218)
Net profit resulting from trading investments 1,402 (642)
Net profit/(loss) from disposal of a subsidiary (482) 1,056
Other financial profit /(loss), net (156) (170)

778 (234)

The net profit resulting from trading in investments includes a profit of BGN 1,172 thousand resulting from the issue of own shares of a sub-
sidiary with a premium to a third party with a option for buy back.  Subsequent to the balance sheet date Industrial Holding Bulgaria purchas-
es back the shares at a price close to nominal and generates a profit from the transaction.
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11.   Income tax expense
Recognised in the income statement

In BGN thousand Note 2003 2002

Current tax expense
Current year 259 237
Under/(over) provided in prior years - -

259 237
Deferred tax expense
Origination and reversal of timing differences 314 (86)
Decrease in the tax rate 2 -
Benefit of tax losses recognised (40) -

17 276 (86)
Total income tax expense in income statement 535 (151)

Current income tax expense has been calculated using a rate of 23.5%, applied to the tax base.

12.   Property, plant and equipment
Land and Plant and Other fixed Assets Under Total
buildings equipment assets construction

In BGN thousand

Cost
Balance at 1 January 2003 29,813 10,611 3,769 947 45,140
Additions 4,775 569 261 540 6,145
Disposals (104) (437) (371) - (912)
Disposals through sale of subsidiary (4,986) (2,492) (1,725) (122) (9,325)
Transfers 9 320 (137) (192) -
Balance at 31 December 2003 29,507 8,571 1,797 1,173 41,048

Depreciation and impairment losses
Balance at 1 January 2003 1,398 2,072 1,506 - 4,976
Depreciation charge for the year 620 770 369 - 1,759
Depreciation for assets written off (43) (257) (305) - (605)
Elimination of accumulated depreciation for entities sold (916) (1,792) (626) - (3,334)
Balance at 31 December 2003 1,059 793 944 - 2,796

Carrying amount
At 1 January 2003 28,415 8,539 2,263 947 40,164
At 31 December 2003 28,448 7,778 853 1,173 38,252



12.   Property, plant and equipment, continued
As at the end of 2002 the Group has revalued its land, buildings,
plant and equipment using the valuation of an independent regis-
tered valuer.  Based on this valuation, the carrying amount of the
tangible non-current assets was increased by BGN 10,875 thou-
sand, which was recorded as an increase in the revaluation reserve
before allocation to minority interest.  Furthermore, based on the
same valuation the values of some buildings, plant and equipment
were written down by BGN 630 thousand, which was recorded as
an impairment loss in 2002. 
Part of machines, plant and equipment have temporarily been out of
use and thus no depreciation has been charged for them in 2003.
The carrying amount of these assets is BGN 1,453 thousand and
have not been revalued based on a valuation of independent valuer.  
Part of the tangible non-current assets serves as a collateral of the
bank loans of the Group (see also Note 24 Interest-bearing loans
and borrowings).

13.   Intangible non-current assets

Notes to the consolidated financial statements

49

Patents and Software Other intangible Total
In BGN thousand trade-marks assets
Carrying amount
At 1 January 2003 150 71 34 255
At 31 December 2003 88 48 26 162

The depreciation charge for the intangible non-current assets for the year ending 31 December 2003 amount to BGN 72 thousand (2002:
BGN 40 thousand).  Due to the fact that the intangible non-current assets owned by the Group are an immaterial part, no detailed note has
been prepared on their movement during 2003.

Goodwill
Goodwill Negative Total

In BGN thousand goodwill
Cost
Balance at 1 January 2003 2,978 (11,998) (9,020)
Acquisitions through business combinations 297 (820) (523)
Disposal of subsidiary - 2,037 2,037
Balance at 31 December 2003 3,275 (10,781) (7,506)

Amortisation and impairment losses
Balance at 1 January 2003 852 (5,191) (4,339)
Amortisation charge for the year 723 (1,779) (1,056)
Balance at 31 December 2003 1,575 (6,970) (5,395)

Carrying amount
At 1 January 2003 2,126 (6,807) (4,681)
At 31 December 2003 1,700 (3,811) (2,111)
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13.   Intangible non-current assets, continued

Amortisation charge of positive goodwill
The net amortisation charge of the positive and negative goodwill is
recognised in other operating income in the income statement.
The positive goodwill arising from the acquisition of ZMM Bulgaria
Holding amounting to BGN 2,136 thousand is to be amortised over
a five-year period starting from 2002 and the charge for the year
2003 is BGN 427 thousand. The positive goodwill arising from the
acquisition of Dockyard Bourgas amounting to BGN 499 thousand
is to be amortized over a five-year period from the date of acquisi-
tion with the charge for 2003 being BGN 46 thousand which leaves
the goodwill completely amortised as at the balance sheet date.
The positive goodwill formed related to the acquisition of the
Bulgarian Register of Shipping as at 31 December 2003 has a book
value of BGN 372 thousand, a figure reached after the charging of
amortization in the amount of BGN 250 thousand.

Negative goodwill is recognised as income in the income statement
in the period when future losses and expenses are expected to be
incurred. The negative goodwill arising from the acquisition of
Augusta Mebel is BGN 560 thousand and was recognised as
income in the period in which it is expected to generate losses.
The same policy was adopted with respect to the negative goodwill
arising from the acquisition of Elprom ZEM, the income recognized
is in accordance with the losses accrued.  The negative goodwill
arising from the acquisition of ZMM Sliven AD and amounting to
BGN 849 thousand was recognized as income over a five-year peri-
od starting from 1998. The acquisition of ZMM Nova Zagora result-
ed in a negative goodwill of BGN 3,393 which is to be recognised
as income over a five-year period starting from 2002.  The negative
goodwill resulting from the acquisition of Mashtroy AD and amount-
ing to BGN 2,867 thousand is to be amortised over a five-year peri-
od starting 2001.  The negative goodwill arising from the acquisi-
tion of the Bulgarian Register of Shipping amounts to BGN 65 thou-
sand and has been fully charged to income in 2002, in order to net
off the losses generated throughout the year.

Negative goodwill
The negative goodwill is being recognised in the income statement as other operating revenue.

In BGN thousand 2003 2002

Augusta Mebel AD 334 173
Elprom ZEM AD 122 1,847
ZMM Sliven AD - 158
ZMM Nova Zagora AD 679 679
Mashstroy AD 644 573
Bulgarian Register of Shipping AD - 188
Total negative goodwill amortization 1,779 3,618



13.   Intangible non-current assets, continued

Negative goodwill, continued

The negative goodwill arising from the acquisition of Chimremont-
stroy and HEM was not amortized as these subsidiaries are part of
the Construction division, which is a discontinuing operation and
was sold in April 2003.  The negative goodwill disposed is included
in the calculation of the total effect of the sale transaction.

The Group's share in the post-acquisition reserves of Dunav Tours
AD for the year ended 31 December 2003 amounts to BGN 64
thousand.  The financial result for the year includes the goodwill
income recognized for this year to the amount of BGN 67 thousand.
In 2003 another 5,68% of the capital of the above mentioned com-
pany were acquired and thus the share of  the Group reaches
45,01% for which consideration of BGN 15 thousand was paid.
The Construction division (subsidiaries Chimremonstroy AD and
HEM AD), which has been  declared as a discontinuing operation is
an associate since 2003, as the Group still possesses 25,786% of
its capital.
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The closing balance of the negative goodwill could be analysed as follows:

In BGN thousand 2003 2002

Elprom ZEM AD 486 -
ZMM Nova Zagora AD 2,036 2,715
Mashstroy AD 1,288 1,720
Chimremontstroy AD - 1,249
HEM AD - 788
Augusta Mebel AD - 335
Total negative goodwill in balance sheet 3,810 6,807

14.   Investments in associates

The Group possesses the following investments in associates:

Country Ownership
Dunav Tours AD Bulgaria 45,01%
Chimremontstroy AD Bulgaria 25,86%
Bulyard  AD Bulgaria 25,00%
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14.   Investments in associates, continued
In November 2003 the company Bulyard AD was created for the
purpose of participating as a strategic partner to Navigation
Maritime Bulgare in the management of the activities and assets of
Varna shipyard. The share of the Group in this company is 25%
with 12,500 shares subscribed.

The movements in the investment in Dunav Tours AD could be
analysed as follows:

In accordance with IAS 39 the Group states available-for-sale
investments at fair value, where such is reliably determinable.

16.   Other financial assets
In May 2004 the company acquired an option for the purchase of
USD 3 million at a fixed exchange rate of the US dollar to the Euro.
As at the balance sheet date the option is valued at BGN 117 thou-
sand.

In BGN thousand 2003 2002
Dunav Tours AD
At 1 January 2003 2,760 2,399
Share of profit 64 361
Amortisation of goodwill 67 -
Additionally purchased shares 15 -
At 31 December 2003 2,906 2,760

Chimremontstroy AD -
As at April 2003 809 -
Share of profit (93) -
At 31 December 2003 716 -
Bulyard AD 13 -
At 31 December 3,635 2,760

15.   Other investments

In BGN thousand % ownership 2003 % ownership 2002

Sheraton Sofia AD 0.67% 82 0.67% 104
Elpo AD 17.99% 121 17.99% 121
Dockyard Odesos - Varna AD 18.35% 1,186 18.35% 1,186
Transbalkan Oil Pipeline Bulgaria AD 14,29% 429 -
Other - 33 - 44

1,851 1,455



17.   Deferred tax assets and liabilities

Recognised deferred tax assets and liabilities
Deferred tax assets and liabilities are attributable to the following
items:

The Company's applicable tax rate represents the statutory corpo-
rate income tax rate, which for 2003 is 23.5%.  The applicable tax
rates used for calculation of the deferred tax liabilities are 19.5% for
2003 and 23.5% for  2002.
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Assets Liabilities Net
In BGN thousand 2003 2002 2003 2002 2003 2002

Property, plant and equipment - - 2,387 2,953 2,387 2,953
Investments (7) - - 125 (7) 125
Long - term receivables - (107) - - - (107)
Trade and other receivables (48) (155) - 376 (48) 221
Inventories - (17) - - - (17)
Interest bearing loans and borrowings - (391) - 101 - (290)
Provisions (143) (172) - - (143) (172)
Prepayments - (186) - - - (186)
Write off of financing - - - 84 - 84
Other payables (24) (173) 18 401 (6) 228
Other items - (42) - - - (42)
Tax value of loss carry-forwards recognised (163) (292) - - (163) (292)
Net tax (assets)/liabilities (385) (1,535) 2,405 4,040 2,020 2,505

Movements in timing differences during the year

Balance Recognised Recognised Investment Balance
In BGN thousand 1 Jan. 03 in income in equity sold 31 Dec. 03

Property, plant and equipment 2,953 195 (627) (134) 2,387
Investments 125 (132) - - (7)
Long-term investments (107) 107 - - -
Trade and other receivables 221 (269) - - (48)
Inventories (17) 17 - - -
Interest bearing loans and borrowings (290) 290 - - -
Provisions (172) 29 - - (143)
Prepayments (186) 186 - - -
Write off of financing 84 (84) - - -
Other payables 228 (234) - - (6)
Other items (42) 42 - - -
Tax value of loss carry-forwards utilised (292) 129 - - (163)

2,505 276 (627) (134) 2,020
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18.   Inventories

In BGN thousand 2003 2002

Raw materials and consumables 4,351 6,810
Work in progress 4,376 5,701
Finished goods 1,401 1,861
Write down of finished goods to net realizable value - (130)
Merchandise 43 143

10,171 14,385

Part of the Finished goods is used as a collateral for the secured
bank loans of the Group (see also note 24 Interest-bearing loans
and borrowings).

19.   Trade and other receivables

In BGN thousand 2003 2002

Trade receivables 3,270 6,822
Court receivables 70 275
Related parties receivables 410 85
Taxes receivable 482 564
Other receivables 344 540
Prepayments and deferred expenses 107 208

4,683 8,494

Part of the trade receivables is used as a collateral for the secured
bank loans of the Group (see also note 24. Interest-bearing loans
and borrowings)

20.   Long term receivables

In BGN thousand 2003 2002

Mak - Gabrovo 350 420
Elpo - Nikolaevo 192 317
Chimremontstroy Engineering AD 939 -
Other long term receivables 255 75

1,736 812



21.   Cash and cash equivalents
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In BGN thousand 2003 2002

Cash at bank 5,196 6,330
Cash in hand 176 739
Restricted cash - 2,901

5,372 9,970

The cash put under restriction in 2002 was used as a guarantee
and was released in January 2003.

22.   Share capital and reserves

Share capital is stated at nominal value as per court registration. At 31
December 2003 the authorised share capital comprised 21,003,235
ordinary shares (2002: 21,003,235) with a par value of BGN 1.

The holders of ordinary shares are entitled to receive dividends as
declared after each year end and are entitled to one vote per share
at meetings of the Group. All shares rank equally with regard to the
Group's residual assets.

Shareholder
Number of 2003 2002

shares % %
31 Dec. 2003

Venside Enterprises Ltd 7,626,799 36.31% 36.31%
Other legal entities 1,143,217 5,45% 1.22%
Individuals 12,233,219 58.24% 62.47%

21,003,235 100.00% 100.00%

Additional and statutory reserves

The additional and statutory reserves include such formed by
allocation of 10% of profit as under the requirements of the Trade Act,
and resulting from the revaluation performed as at 31 December 1997. 
These reserves comprise additional and statutory reserves of the
parent company as well as the share of reserves of the subsidiaries
formed after the date of acquisition.

Revaluation reserve

The revaluation reserve was formed as a result of the revaluation of
property, plant and equipment less the deferred tax liabilities arising
in respect of the revaluation.
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23.   Earnings per share

Basic earnings per share
The calculation of basic earnings per share at 31 December 2003
was based on the net profit attributable to ordinary shareholders of
BGN 3,529 thousand (2002: BGN 2,998 thousand) and a weighted
average number of ordinary shares outstanding during the year
ended 31 December 2003 of  21,003,235 (2002: 20,419,167),
calculated as follows:

Net profit attributable to ordinary shareholders

In BGN thousand 2003 2002

Net profit for the year 3,529 2,998
Net profit attributable to ordinary shareholders 3,529 2,998

Weighted average number of ordinary shares

In thousands of shares 2003 2002

Issued ordinary shares at 1 January 21,003 17,500
Shares issued in February 2002 - 3, 503
Number of ordinary shares at 31 December 21,003 21,003
Weighted average number of shares at 31 December 21,003 20,419  

Earnings per share for continuing operations

For the year ended 31 December 2003, earnings per share for
continuing operations has been calculated using the same figures
as earnings per share, except that the net profit for the year used
in the calculation is the net profit relating to continuing operations
of BGN 3,509 thousand (2002: BGN 2,311 thousand).



24.   Interest-bearing loans and borrowings
This note provides information about the contractual terms of the Group's
interest-bearing loans and borrowings. For more information about the
Group's exposure to interest rate and currency risk, refer to note 27.

In BGN thousand 2003 2002

Non-current liabilities
Secured bank loans 324 779

324 779
Current liabilities
Current portion of secured bank loans 1,552 3,114

1,552 3,114

Terms and debt repayment schedule

In BGN thousand Total 1 year or less 1-2 years

Secured bank loans:
BGN 75 thousand - variable around 12.84% 75 75 -
BGN 575 thousand - variable around 10% 575 420 155
EUR 107 thousand - variable around 11% 209 209 -
EUR 27 thousand - variable around 12% 53 53 -
BGN 104 thousand - variable around 9,83% 104 35 69
BGN 100 thousand - variable around 9% 100 - 100
BGN 175 thousand - fixed 10,5% 175 175 -
EUR 300 thousand - variable around 9% 585 585 -

1,876 1,552 324

Bank loans are secured with land and buildings (with book value of
BGN 334 thousand), machines and equipment (with book value of
BGN 4,382 thousand), finished goods (BGN 625 thousand).

25.   Provisions

In BGN  thousand Warranties Law suites Total

Balance at 1 January 2003 258 445 703
Provisions accrued during the year 33 27 60
Reintegrated provisions (106) (89) (195)
Reclassified from other payables - 606 606
Balance at 31 December 2003 185 989 1,174

57
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25.   Provisions, continued

Warranties
The provision for warranties relates mainly to engines sold by Elprom
ZEM and ship repairs performed by Dockyard Bourgas AD. The
calculations of the provision are based on estimations underlined by
historical warranty data associated with similar products and services.

Lawsuits provisions
The estimated provision costs of BGN 443 thousand are calculated
based on the detailed information on the lawsuits initiated against
the subsidiaries Elprom ZEM AD and Leyarmash AD.

The Group has accrued a provision for a liability of one of the subsidiaries
related to payables on loans (principal and interest), and the provision is
accrued in accordance with the requirements of the Law on settlement of
non-performing loans (ZUNK).  The company has initiated a lawsuit against
the Ministry of Finance but the outcome was not clear as at the moment of
preparation of the financial statements.  The amount of the provision (BGN
546 thousand) is estimated on the basis of the best information received
from the lawyers of the Group on the proceeding of the suit and the amounts
which could be payable in the case of unfavourable outcome.  At 31
December 2002 the accrual of BGN 1,211 thousand was booked in other
payables.  As at 31 December 2003 part of the provision was reintegrated
and the residual amount of BGN 546 thousand was reclassified as a provision. 

26.   Other payables

In BGN thousand 2003 2002

Dividends payable 1,415 1,483
Trade payables 7,039 9,652
Payables to employees 748 987
Social security due 364 1,028
Payable to the budget 690 2,733
Prepayments received 5 1,813
Other 1,219 4,080

11,480 21,776

As at 31 December 2002 other payables include an accrual for the
contingent liabilities on loans under the Law for settlement of non
performing loans (ZUNK), as there is a probability that the Government
do not recognize to the full the repayment of these liabilities in
accordance with ZUNK (see note 25).  The accrual under ZUNK
amounts to BGN 1,211 thousand for 2002.  The Group has initiated
a lawsuit against the Ministry of Finance in relation to the ZUNK issue,
but the outcome is not clear yet.  As at 31 December 2002 other
payables also include the amount of BGN 1,598 thousand, which is
booked in the balance sheet of the discontinued operations.
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27.   Financial instruments
The exposure to credit, interest rate and foreign currency risk arises in
the normal course of the Group's business.  However, the Group does
not use derivatives to reduce exposure to fluctuations in interest rates.

Interest rate risk
During the reporting period the Group has been exposed to interest rate
risk. As it operates constantly with insufficient working capital, the Group
finances its activity via secured bank loans and is exposed to a significant
extent to an interest rate risk and this situation will prevail in the future.

Effective interest rate
In respect of income-earning financial assets and interest-bearing financial
liabilities, the following table indicates their effective interest rates at the
balance sheet date.

In BGN thousand Note Effective Total 6 months 6-12 1-2
interest rate or less months years

Cash and cash equivalents 21 0.1%-0.2% 5,372 5,372
Secured bank loans 24 9%-12.84% (1,876) (1,245) (307) (324)

Credit risk
The Group is exposed to credit risk as it has significant exposure of its
trade receivables. 
The management of the Group has a credit policy in place and the
exposure to credit risk is monitored on an ongoing basis. The Group
does not require collateral in respect of financial assets.

At the balance sheet date there were no significant concentrations of
credit risk. The maximum exposure to credit risk is represented by the
carrying amount of each financial asset in the balance sheet.

Foreign currency risk
The Group incurs foreign currency risk on sales, purchases and borrowings
that are denominated in a currency other than Bulgarian leva. The currency
giving rise to such risk is primarily the US Dollar.

For the purpose of managing this risk the Group purchases raw materials
and sells production to its clients in USD and proposes renegotiation of the
trading terms.  In addition as at the balance sheet date the Group has at its
disposal an option to purchase USD 3 million at an agreed rate(see note 16).
The option was sold after the balance sheet date and was not exercised.
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28.   Trade and other long-term payables 

In BGN thousand 2003 2002

Tyrote Trading Limited - 1,114
Other long term payables 247 466

247 1,580

The payable to Tyrote Trading Limited, amounting to BGN 1,114 thousand
in 2003 was presented in the line short-term payables and was paid in
March 2004.  This payable is related to the purchase of ZMM Bulgaria
Holding carried out in 2002.  The remaining part of Other long-term
payables represents to the greater extent a payable to the State Reserve
and war-time reserves.  The total amount of the payable is BGN 356
thousand of which the short-term part of BGN 126 thousand is presented
on the line other short-term payables.

29.   Liability for retirement compensations to employees
The Group has made an approximate estimation of the retirement
compensations due to employees, resulting from the requirements of the
Labor Code and Collective Labor Contract (CLC) (see Significant
accounting policies (о)).

As the management of the Group consider that the present value at the
balance sheet date of the liabilities for retirement compensations due to
employees is insignificant and cannot be reliably estimated, no such
amounts were accrued in the Group's financial statements for the year
ending 31 December 2003.

In thousands of BGN 1 year 2-5 years 6-10 years Total

Compensation 45 236 264 545
Discount rate 7% (5) (71) (131) (207)
Present value 40 165 133 338

30.   Related parties

Identity of related parties
The Group has a controlling related party relationship with its shareholders.

The Group also has a related party relationship with its associates
(refer to note 14) and with its directors and executive officers.
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30.   Related parties, continued

Transactions with directors and executive officers

In thousands of BGN 2003
Salaries and social security of the Executive Director,
Board of Directors and Supervisory Board 104

Management guarantees withheld 5

Loan receivables, including interest - Boiko Noev,
Member of the Board of Directors 10

Other related party transactions

Associates
The transactions with associates as at 31 December 2003 are as follows:

Dunav Tours AD Income from sales of services 72
Bulyard AD Liabilities for share participation 10

31.   Group enterprises

Significant subsidiaries
Country of         Ownership interest

incorporation 2003 2002

Privatengineering.AD Bulgaria 100 100
Augusta Mebel AD Bulgaria 97.86 97.86
Hydropower Bulgaria AD Bulgaria 67.00 100
ZMM Bulgaria Holding AD Bulgaria 100 100
ZMM Sliven AD Bulgaria 80.44 80.28
ZMM Nova Zagora AD Bulgaria 87.06 87.06
Leyarmash AD Bulgaria 66 66
Mashstroy AD Bulgaria 73.07 70.06
Elprom ZEM AD Bulgaria 82.19 69.76
Chimremonststroy AD Bulgaria 25.86 97.86
HEM AD Bulgaria - 73.49
Dockyard Bourgas AD Bulgaria 91.28 91.28
Build 2000 AD Bulgaria 100 100
KLVK AD Bulgaria 100 50
International Industrial Holding Switzerland 100 100
Sano Maritime Holding AD Bulgaria 51 51
Bulgarian Register of Shipping AD Bulgaria 51 51
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32.   Subsequent events

Industrial Holding Bulgaria has participated in the increase in capital
of Bulyard AD from BGN 50 thousand to BGN 24 019 thousand, by
subscribing 5 992 245 number of shares with leva equivalent of
BGN 5,992,245.  As at the date of preparation of the financial state-
ments this increase in the capital of Bulyard AD had not yet been
entered in the trade registries of the Sofia City Court.  In its turn
Bulyard AD using the funds from the increase participates in the
establishment of Bulyard Shipbuilding Industry AD, Varna.

The funds used by Industrial Holding Bulgaria AD to participate in
the increase of the capital of Bulyard AD are either own fed or bor-
rowed funds.  The borrowed funds represent a bank loan received
from DSK Bank AD to the amount of USD 2 million.  The loan was
extended in February 2004 for a period of 3 years.  The collateral
on the loan is a pledge over Dockyard Bourgas AD and a promis-
sory note to the amount of USD 475 thousand, and this note is
availed by ZMM Bulgaria Holding AD.

As at the date of preparation of the financial statements, the
Company had acquired 250 thousand shares of the capital of ZMM
Bulgaria Holding AD and as result the shareholding of the Holding in
the capital has reached 99.998%.

Issue of a bond loan

At the meeting of the General Assembly of Shareholders held on 14
March 2004 a decision was taken for the issue of convertible
bonds with the following parameters:

total nominal value of the issue: up to BGN 5,250,808 /five mil-
lion two hundred and fifty thousand and eight hundred and eight /;

total issue value: up to BGN 5,250,808 / five million two hun-
dred and fifty thousand and eight hundred and eight/;

number of bonds: up to 5,250,808 / five million two hundred
and fifty thousand and eight hundred and eight /;

nominal value of 1bond: BGN 1 /one/;
issue value of 1 bond: BGN 1 /one/;
type of the bonds: convertible, non-cash, registered, freely

transferable, unsecured;
maturity of the bond loan: 36 /thirty six/ months, starting from

the date on which the loan will be considered contracted;
interest rate: 6 % /six percent/ on an annual basis;
period of the interest payments: every six months, twice a year

on the dates of the interest payment as given in the prospectus;
repayment of the principal of the bond loan: one off on the date

of maturity or through converting the bonds into shares;
minimum amount of the cash installments, at which the bond

loan is considered issued: BGN 2,100,000 /two million and one
hundred /;

maximum amount of the cash installments, at which the bond
loan is considered issued: BGN 5,250,808 / five million two hun-
dred and fifty thousand and eight hundred and eight /;

correlation between the rights issued under §1, p.3 of the Law
on Public Offer of Securities and one bond: against each 4 /four/
numbers of rights, issued against each 4 /four/ shares of the capital
of the Company, the shareholders and the third parties, who have
acquired rights through an open tender have the right to subscribe
1 /one/ bond while rounding to the lower whole number;

a possibility for preliminary payment of part of or the whole of
the bond loan through the converting of the bonds before the matu-
rity date of the loan: the possibility for preliminary payment of part
of or the whole of the bond loan through the converting of the
bonds can be utilized under the conditions and terms described in
detail in the prospectus for the issue of these bonds.

On 18 February 2004 two loan contracts were signed between
Leyarmash AD and Raiffeisenbank AD - an investment loan of EUR
205 thousand and a loan for working capital to the amount of BGN
150 thousand.  The repayment term of the investment loan is to
2007 with a grace period of one year, while the repayment term of
the working capital loan is 2005.   

33.   Commitments

As at 31 December 2003 the company has guaranteed liabilities of
subsidiaries by accepting promissory notes to a total amount of
BGN 471 thousand, of which BGN 100 thousand relate to a bank
loan and BGN 371 thousand concern guarantees for satisfactory
performance.

The subsidiary Mashstroy AD has presented as collateral for a bank
loan a promissory note to the amount of EUR 200 thousand.
The management of the company do not consider that there are
indications the promissory notes to be requested, due to which no
provisions for commitments have been accrued.
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Independent Auditors' Report

To the shareholders of
Industrial Holding Bulgaria AD

Sofia, 30 June 2004

We have audited the accompanying consolidated balance sheet of Industrial Holding Bulgaria AD ("the Company") as of 31 December 2003,
and the related consolidated statements of income, changes in equity and cash flows for the year then ended. These consolidated financial
statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements
based on our audit.  

We conducted our audit in accordance with International Standards on Auditing. Those Standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements give a true and fair view of the financial position of the Company as of 31 December
2003, and of the results of its operations, its cash flows and the changes in equity for the year then ended in accordance with International
Financial Reporting Standards.

Krassimir Hadjidinev Margarita Goleva
Partner Registered auditor

KPMG Bulgaria OOD
37 Fridtjof Nansen Str.
1142 Sofia
Bulgaria


