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PRELIMINARY REPORT
for Q2 2010 as of 30 June 2010
on the compliance with the terms and conditions of the debenture loan
issue of corporate convertible bonds ISIN Code BG2100024087,

issued by Industrial Holding Bulgaria Plc
This Report on compliance with the terms and conditions of the debenture loan – issue of corporate convertible bonds ISIN code BG2100024087 issued by Industrial Holding Bulgaria Plc. /IHB Plc. or the Holding/ is as of 30 June 2010 and includes information regarding the maintenance of the financial ratio as per the interim consolidated financial statements for the 2Q2010 as of 30.06.2010. 
1. Performance of the obligations of IHB Plc under the issue terms and conditions
1.1. Convertible bonds listing at Bulgarian Stock Exchange - Sofia AD
On 16 December 2008 the trading in the 2008 corporate bonds issue of IHB Plc started at BSE-Sofia AD, bonds segment. The stock exchange code is 4IDC. The issue amount is BGN 21,649,600, and the number of bonds is 216,496, each having nominal value of BGN 100.
The market batch is one lot equaling 10 bonds. The price of the registered orders is a percentage of the nominal value of one market batch /net price/ and the price of the orders for purchase and sales of bonds does not include the accrued interest from the date of the last interest payment to the registration of the order. The listing price as of 16 December 2008 is 100% of the nominal value.

The transaction cash settlement is executed in BGN.

1.2. Holding of First General Meeting of Bondholders and election of a Representative of the bondholders
On 20 November 2008 the First General Meeting of Bondholders was held and Mr. Strahil Nikolov Vidinov was elected Representative of the bondholders. The Representative will be entitled to no remuneration.

1.3. Interest payments
The interest payment period is a 6-month period with fixed dates as follows: 29 April 2009, 29 October 2009, 29 April 2010, 29 October 2010, 29 April 2011 and 29 October 2011.
The following bondholders have the right to interest payment: bondholders registered as such not later than 3 /three/ business days prior to interest payment date, respectively 5 /five/ business days prior to final interest payment date, which is the final maturity date of the issue.

On 29 April 04.2009 IHB Plc made the first interest payment under the issue, pm 29 October 2009 – the second one, and on 29 April 2009 – the third one. The interest payments are performed by Central Depository AD.
1.4. Conversion ratio after the capital increase
According to the Prospectus for the initial public offering of convertible bonds of Industrial Holding Bulgaria Plc. the capital increase is an event which may lead to a change in the conversion ratio of the conversion bonds.
The Prospectus envisages an option for update of the conversion ration and the conversion price using the following formula:
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where:
CR - conversion ratio
NP – nominal value per bond – BGN 100

CP1 – updated conversion price
The conversion ratio is calculated on the basis of the updated conversion price:
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where:
CP0 – conversion price at the time of update
CF – correction factor
The correction factor is calculated as:
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where:
P(t+1) – price per share on the first date of trading without rights
R – price per right /theoretical/
The price of one right /theoretical/ is calculated using the following formula:
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where:
P(t+1) – price per share on the last date of trading with rights
IP – issue value per one new share
NR – number of rights necessary for one share 
Using the so described formulae the potential adjustment in the conversion ratio and respectively in the conversion price are calculated:
	CORRECTION TO THE CONVERSION RATIO
	

	
	

	Nominal value per bond
	BGN 100

	Conversion ratio
	12.00

	Conversion price
	BGN 8,330

	
	

	Issue value per new share
	BGN 1,400

	Number of rights per share
	3.00

	End date for trading of the rights at the stock exchange
	30 April

	Price per share as of 30 April
	BGN 1,400

	Price per share as of 31 April
	BGN 1,400

	
	

	Price per right (theoretical)
	BGN 0.000

	
	

	Correction factor
	1.000

	New conversion price
	BGN 8,330

	New conversion ratio
	12.00


The calculations made show that due to the fact that the price per share on the last day of trading with rights and on the first day after trading with rights was equal to the issue price for one new share, namely BGN 1.400, the correction factor is equal to one /1.000/, i.e. there is no change either in the conversion ratio or in the conversion price and they remain BGN 12 and 8.33 respectively.

2. Utilization of the debenture loan funds
IHB Plc disburses its available cash as per its medium-term development priorities and investment purposes.

IHB Plc finances the investment projects of its group companies related to priority segments through granting of loans and/or acquisition of shares in the capitals of these companies, including subscription of shares upon capital increase. Projects are financed in the order of their origination. For some of the projects equity is used in addition to the funds raised through the bond issue, depending on the amount of the necessary investments and cash availability at the specific time.

As specified in the Prospectus, the Holding intends to use the funds raised through the issue to finance the operations of its group companies, including the following priority projects in the maritime business sector – maritime transport and port operations segments:

	Designation
	Amount
/EUR’000/
	Amount
/BGN’000/
	Explanation

	Ship Karvuna
	6 300
	12 322
	30% of the value of Karvuna Ship 

	Ships No 102 and No 105 
	2 000
	3 912
	Portion of the values of ships No 102 and No 105

	Dockyard Port Bourgas AD
	Up to 2,886
	Up to 5,644
	Financing of the port terminal extension project

	TOTAL
	11 186
	21 878
	


For the short period following the listing of the debenture loan on 29.10.2008 to 31.12.2008 the Holding did not utilize any funds from the raised BGN 21,649,600 under the issue. The efforts of the management then were focused on the undertaking of measures for mitigation of the negative effect of the global financial crisis on the subsidiaries.
In 2009 IHB Plc. granted loans with a total value of BGN 31,162 thousand to Bulyard Shipbuilding Industry EAD as working capital for the building of naval vessels for the Group which are at different stages of their construction schedule. Part of the debt is repaid. As of 31 December 2009 the outstanding amount under loans received is BGN 19,344 thousand.
In 2009 the final stages of construction of the first two ships for the Group. On 30 May 2009 ship Emona was officially handed over to the ship owner, and ship Martisana – on 07 January 2010. 
In 2009 the construction of ship Karvuna continued. The naval vessel is a 21,000 DWT bulk cargo ship with unlimited navigation region and it is the eighth ship in project 640 being built at Bulyard Shipbuilding Industry EAD and the second from the latest modification. The ship was handed over to the ship owner on 11 May 2010. The funds from the bond issue from 2009 were used to pay the first sailing charge amounting to EUR 6,300 thousand.
Currently all three ships are hired on time charter. Their ship owners are subsidiaries in the group of IHB Plc. through Privat Engineering AD.
On 01 November 2009 a subsidiary of Privat Engineering purchased ship with number 459, which was being built at Bulyard Shipbuilding Industry for Bulgare Maritime Navigation but the contract was terminated. The price of the ship is USD 21 million. The first advance payment for the construction of ship Anteya /with number 459/ is USD 8,400 thousand and represents 40% of the contractual price. A part of the payment, amounting to BGN 5,078 thousand, was deducted from the loans of Bulyard Shipbuilding Industry EAD, and the remaining BGN 6,043 thousand were at the expense of loans granted to Privat Engineering AD. The funds are from the remainder of the bond issue supplemented by the Group’s own resources. The vessel sailed out of the shipyard on 03 May 2010 and is currently at the stage of finishing works. It will be handed over to the ship owner in the second half of 2010.
At the planning stage and at the stage of raising the funds from the issued bonds at the end of 2008 the management of IHB Plc. Did not include ship Anteya in its medium-term objectives. With the deterioration of the crisis in 2009 many ship owners faced difficulties providing funding for already ordered ships and this necessitated renegotiation of some of the deadlines, while others cancelled the construction of vessels. The cancellation of orders also necessitated a restructuring of the investment intentions within the Group. The completion of ships already in the process of construction into which resources were already invested  became a priority and the projects which had not yet begun were moved forward in time. Thus, for ship Anteya the funds from the debt issue, initially planned for other projects, were utilized.
The design cutting of ship 102 began on 01 July 2010. Additional resources will be necessary to fund the remaining stages of its construction, as well as the construction of ship Anteya. In view of this on 07 June 2010 the capital of IHB Plc. was increased through the issue of 14,525,961 shares at issue price BGN 1.40 per share. The management of the Holding plans to invest in the construction of ships Anteya and 102 a part of the raised funds.
The project for expansion and modernization of the port terminal at Dockyard Port Bourgas AD was approved by the expert inter-institutional council and affirmed by the Minister of Regional Development and Public Works and the Minister of Transport, Information Technologies and Telecommunications. A procedure has been initiated for the selection a contractor for the project works. As of 30 June 2010 BGN 416 thousand was utilized for preparatory works. Of them about BGN 180 thousand are earmarked for pre-feasibility and feasibility studies, development of a Master Plan, consultancy services, etc. The bulk amount was used for shore fortifications in the region of the future construction activities, necessitated due to objective meteorological and physical conditions, and also measures for maintenance of the normal wading depth in the aquatory of the port. In July the registered capital of the Company has been increased with the purpose of acquisition of neighbouring terene of 14 000 sq.m. with buildings included. Currently the project has been frozen due to lack of clarity with regard to the legal framework.
At the end of 2009 Dockyard Port Bourgas AD launched a project for construction of a local grain storage facility as a part of the planned modernization of the capacities for processing of grain cargo and construction of a specialized grain terminal in the longer term. The last element of the project is the expansion of the port. The storage facility will have 2 silos with a total capacity of 6 thousand tons with a total value of about BGN 1,200 thousand. The construction and mounting works started in April 2010. So far the foundations of the silos and the auto unloading facility have been built. The equipment is delivered in July 2010 and their installation began. It is expected the start of exploitation to be at the end of September 2010. As of 30 June 2010 leased and own funds of the company have been invested.
In June 2009 the Holding granted a loan of EUR 50 thousand to Elprom ZEM AD, Sofia /subsidiary to ZMM – Bulgaria Holding AD /. The funds were taken from the bond issue and will be used for temporary funding of the business operations of Elprom ZEM AD in connection to undertaken contractual obligations. At the end of 2009 the debt was repaid.
As of 31 December 2009 IHB Plc. fully utilized the funds raised with the bond issue. The management of the Holding restructured the available resources with the realization of its mid-term investment intentions in compliance with the occurring changes in the market environment. Projects which have already begun are funded with priority. The funding is with own funds generated through development of the key operations of the Holding and cash raised through the capital increase – issue 2007 and borrowed funds raised through the new bonds issue. In case of deficit, the required cash for implementation of the planned investment projects will be provided through own funds of IHB Plc, /including through a capital increase - issue 2010/, sale of assets, accepted deposits of free cash of subsidiaries, prepayments by clients or bank credits on a case by case basis. IHB Plc. is ready to cover the needs for financial resources of the already launched projects also through bank loans.
In view of the outlined trends and uncertainties regarding the development of the companies from the various sectors, the management of IHB Plc. reserves the right to restructure its investment intentions within the framework of the Group in compliance with the changes in its priorities.
3. Financial ratios maintenance over the 2nd  quarter of 2010 

All calculations are made on consolidated bases.

	Financial ratios
/on consolidated bases/
	2005
	2006
	2007
	2008 - 2011
	2008
	2009
	2Q 2010

	Liabilities / assets ratios
	34%
	35%
	31%
	≤ 65%
	39%
	42%
	45%

	Interest coverage ratio

 
	54
	21
	13
	≥ 3
	12
	0.83
	(0.38)

	Current liquidity ratio


	2.1
	1.9
	2.1
	≥ 1.2
	1.7
	1.5
	1.3

	Interest-bearing debt/assets ratio


	5%
	9%
	4%
	≤ 50%
	8%
	15%
	16%


Liabilities/assets ratio

Liabilities/assets ratio is calculated by dividing the total short-term and long-term borrowed funds by the total assets as per the balance sheet as at a particular date. IHB Plc has undertaken to maintain its liabilities/assets ratio within the limit of 65% till debenture loan repayment. The liabilities/assets ratio as at 30 June 2010 is 45%.

Interest coverage ratio

Interest coverage ratio is calculated by dividing the operating profit, including profits/losses of associates and joints companies before taxation, taxes, interest expenses, extraordinary income and expenses by the interest expenses. IHB Plc has undertaken to maintain its interest coverage ratio at the minimum of 3 till debenture loan repayment. The interest coverage ratio for the 2nd quarter of 2010 is (0.38). 
Two are the main factors influencing this ratio: interests on borrowed funds and the drop down of the profit.  
The world economic crises had a negative effect on the activity of the companies in IHB Group in 2009. As a result the management of the holding undertook timely measures for optimization and started new investment projects which create good opportunities for a future growth and competitive market advantages for the Group.    The results can be seen for the past period of 2010. They are shown in the following table:
	Ratios 
/consolidated/

BGN thousands 
	2008
	2009
	2Q2009
	2Q2010

	Revenue
	143 469
	76 147
	26 438
	25 844

	Operating profit/(loss) 
	9 323
	(4 294)
	1 554
	3 326

	Net income / expenses from interests
	2 059
	(979)
	(543)
	(1 312)

	Net exchange differences 
	(472)
	3 238
	1 688
	(3 889)

	Profit/(loss) from financial activities
	2 646
	1 926
	765
	(5 253)

	Profit/(loss) prior to taxation
	14 149
	(373)
	2 843
	(1 880)

	Profit/(loss) after taxation
	12 811
	(1 120)
	2 442
	(2 203)

	Profit/(loss) after taxation for the majority owners
	11 913
	1 634
	1 812
	(1 798)


The consolidated revenue for 2009 are down with 46.9% compared to those for 2008, as for the first half of 2010 the difference compared to same period of 2009 is just about 2.3%. Most of the companies of the Group reported bigger revenues compared to 1H2009. The positive fact comes along with reduction and optimization of the operating expenses and maximum use of the inter-group reserves which immediately reflects on the overall financial result. For a comparison, as in 2009 we reported BGN 4 294 thousand consolidated operating loss compared to BGN 9 323 thousand operating profit for 2008, for the 1H2010 the operating result is profit of BGN 3 326 thousand, which exceeds 2.1 times the consolidated operating profit for 1H2009.
Despite the pointed positive results from operating activity for 1H2010 the final results have been worsening. In 2009 we have reported a consolidated loss of BGN 373 thousand prior to taxes compared to consolidated profit of BGN 14 149 thousand  for 2008, and for 1H2010 we have consolidated loss prior to taxes of BGN 1 880 thousand compared to BGN 2 843 thousand consolidated profit for 1H2009. The consolidated financial result after taxes without minority interest for 1H2010 is a loss of BGN 1 798 thousand compared to a profit of BGN 1 812 thousand for 1H2009. The reason for the negative result from the whole activity from the beginning of 2010 is the big loss from financial activity of BGN 5 253 thousand. It is due to two factors: interest expenses on borrowings, 63% of which are interests on convertible bonds issue and BGN 3 889 thousand net exchange differences from current reevaluation of long-term investment loans in USD and JPY with maturity dates in  2017 and 2018. /see financial statement, p.29/.
The Interest coverage ratio calculated on non-consolidated bases as per the interim financial statements for 2Q2010 of IHB Plc – the company issuer of the convertible bonds is 4.43.
The management of the Holding does its best to improve the ratio  on consolidated base by increase of sales of the subsidiaries, respectively the positive financial result. Unfortunately the forecast for the next 6 months does not foresee serious positive growth and the reported unprecedented decrease of 12% of the world trade for 2009 is defined as the most serious one after the World War II. At the same time the volatile but upward trend of the US currency and the difficulties in the Eurozone additionally slow the crises recovery and strengthen the uncertainty.

The expectations for better results for the Group for 2010 are related mainly with the exploitation of the three own ships as well as the start of exploitation of 21 000 DWT Antea Ship and the improving situation in the export of metal-cutting machines.
As the Interest coverage ratio as at 30.06.2010 is not reached as stated in the Prospectus for initial public offering of convertible bonds, approved by the Financial Supervision Commission the Management of IHB Plc. will suggest to the bondholders within 3 months period a Program with concrete actions and terms for reaching the required value of this ratio.  

The payments on the convertible bonds loan are paid regularly.
Current liquidity ratio

Current liquidity ratio is calculated by dividing the total short-term assets in the balance sheet by the total short-term liabilities. IHB Plc has undertaken to maintain its current liquidity ratio at the minimum of 1.2 till debenture loan repayment. The current liability ratio as at 30 June 2010 is 1.3.

Interest-bearing debt/assets ratio

Interest-bearing debt/assets ratio is calculated by dividing the total short-term and long-term interest payables by the total assets as per the balance sheet as at a particular date. IHB Plc has undertaken to maintain its interest-bearing debt/assets ratio within the limit of 50% till debenture loan repayment. The interest-bearing debt/assets ratio as at 30 June 2010  is 16%. 
Daneta Zheleva 
Chief Executive Officer of
Industrial Holding Bulgaria Plc
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