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CEO’S LETTER

In 2005 Industrial Holding Bulgaria strengthened its position
among the leading public companies in the country both
in terms of net assets growth (73%) and in terms of market
capitalisation and shares’ liquidity. The Group’s profit after
tax only, went up to BGN 30 million. That led to the highly
prestigious award for Best Corporate Governance granted
by the Association of Investors.
These results come from the good indicators achieved by
almost all Group subsidiaries, as well as from the fact that
Industrial Holding Bulgaria managed to take maximum
advantage of the boom of real estate investments in the
country at the threshold of our EU accession.
The implementation of the two projects - Shkorpilovtsi and
Kolokita was extremely successful due to their uniqueness.
These projects allowed more investments to be concentrated in the shipbuilding and transportation industries, which
are of high priority to the Group.
In 2005, Industrial Holding Bulgaria acquired the majority
stake of Bulyard Shipbuilding Industry - one of the leading
enterprises in the sector. A project for setting up a marine
transportation company was launched, where the building
of the first two ships started in 2006. We have also started
the deal for the acquisition of one more river-going passenger vessel for Dunav Tours - MK Heinrich Heine. The vessel
is already engaged in navigation on Rhein - Main - Danube.
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In 2005 export was again a priority to the Group, constituting
over 90% of the sales revenue. That gave us assurance that
our products are competitive and meet the requirements of
the international markets. In this report, we have attempted
for the first time to provide information about countries and
continents, where we export some of our products, as well
as more details about the particular industries within our
portfolio.
I would like to thank our managers and employees for their
responsibility and high professionalism. I thank them for being aware how important the teamwork is for success. And
although we work in different industry areas and in various
regions of the country, the mutual support, the common
vision and spirit make us part of the big family of Industrial
Holding Bulgaria.

For 2006, our team has set again an ambitious task for the
Group - sales revenue over BGN 100 million, a consolidatedbase profit exceeding BGN 10 million and, why not, market
capitalisation of over BGN 100 million.
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ANNUAL CONSOLIDATED
MANAGEMENT REPORT
OF INDUSTRIAL HOLDING
BULGARIA PLC in 2005
Dear Shareholders,
One more successful year has passed for Industrial
Holding Bulgaria PLC /IHB/. On the eve of the 10th
anniversary since the establishment of the company,
we may report with proud the consolidated results
achieved in 2005 and point out the key attainments in
our activities:
Consolidated revenue growth by 86% compared to
2004;
Consolidated net profit growth by 290% compared to
2004;
Consolidated assets growth by 100%
compared to 2004;
Consolidated net assets growth by 73%
compared to 2004;
Increase of the investments in the shipbuilding
industry;
Acquiring control over Bulyard;
Investments in port activities;
Withdrawal from the real estate sector;
Improvement of subsidiaries’ results;
Share price rise by 60 % for 2005.
IHB continues enjoying a good evaluation by the investment community. In 2005 as well, IHB shares were the
most liquid position on the Bulgarian Stock Exchange Sofia. IHB won the award for Company with Best Corporate Governance for 2005, bestowed by Investors Association. For 2004 IHB was in the top three companies with
best corporate governance according to this rating.

1. Operating results for
2005

The consolidated revenue of IHB for 2005 amount to
BGN 92,130 thousand - a growth of 86% as compared
to 2004. The revenue from main activities amount to
BGN 70,097 thousand compared to BGN 48,117
thousand in 2004, or a growth of 46%. They include:
Revenue from sale of production – BGN 44,988 thousand;

Revenue from rendered services – BGN 23,297
thousand;
Revenue from sale of goods and materials –
BGN 1,812 thousand
The growth of revenue is due to:
Consolidation of the revenue of Bulyard Shipbuilding
Industry, which became a subsidiary of the Holding
by virtue of acquisition of its controlling share in 2005;
Improved operating results of the companies in the
Group.
Other operating revenue on a consolidated basis
amount to BGN 22,033 thousand – an increase of
1,458% as compared to 2004/BGN 1,543 thousand/.
They include profit from sale of non-current assets
/BGN 20,469/ and other revenue /BGN 1,564 thousand/.
In December 2005 Privat Engineering sold a real estate
it had bought in the region of Budjaka near Sozopol for
BGN 23,470 thousand, with a balance value of the land
amounting to 5,053 thousand and costs for development of the project, construction permits and the sale
itself totaling BGN 1,759 thousand. KLVK sold the real
estate it had bought in 2004 – land and buildings in
Shkorpilovtsi Resort with a balance value of BGN 3,430
thousand and sale price (minus sale costs and other
costs) – BGN 6,647 thousand. The rest of the profit is
formed by the sales of land, buildings and facilities of
Machstroy, Bulyard Shipbuilding Industry and ZMM
Nova Zagora.
The consolidated net profit for 2005 amounts to BGN
29,898 thousand and is 4 times higher than the profit
for 2004. The 290% growth is due to:
The increase of the operating profit of the Group BGN 27,296 thousand as compared to BGN 6,368
thousand in 2004 – due to the increased operating
revenues and the increased unfinished production BGN 9,071 thousand compared to BGN 1,571 thousand for 2004, as well as the fact that the operating
revenues growth /BGN 42,599 thousand/ is higher
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than the operating costs growth /BGN 29,171
thousand/. The reason for this is the consolidation of
Bulyard SI in 2005 and the improved results of almost
all subsidiaries.
The increase of the net financial revenue of the
Group - BGN 7,017 thousand compared to BGN (-609)
in 2004 - this result is mainly due to the realized
profit from the sale of Dockyard Odessos shares.
Tax costs also increased in 2005 - BGN 4,180 thousand
compared to BGN 803 thousand for 2004.

Operating results of IHB
Portfolio restructuring
Increase of participation in some
companies from the portfolio
The biggest investment of IHB in 2005 was the increase of participation in Bulyard. In February 2005,
IHB acquired 2,762,183 shares representing 11.5% of
Bulyard’s capital, whereby its participation in Bulyard
reached 36.5%.
Two months later IHB acquired 3,602,847 shares more,
representing 15% of Bulyard’s capital. As a result of
that, IHB became owner of 51.50% of the company’s
capital. Thus, IHB became a major shareholder of
Bulyard Shipbuilding Industry, 75% of whose capital is
owned by Bulyard. The total value of the investment of
IHB in Bulyard in 2005 amounts to 8,302 thousand.
In 2005, IHB started investing in port activities, which
belongs to the shipbuilding and shiprepair industry as
per the industry structure. The investments in port activities are in two directions – a new company in Varna
on the territory of Bulyard Shipbuilding Industry and a
new activity for the Dockyard Port Bourgas - construction of a port on the territory of the company.
The ports are constructed on own terrains, which is
their biggest competitive advantage.
In March 2005, IHB invested in a port of regional

importance Odesos PBM. The company has a capital
of BGN 5,280,000 and object of activities – carrying
out port services and accompanying activities from/on
ships and land vehicles. Other shareholders are the
Dockyard Odessos and Plasko Investments Limited,
each one of them holding 1,760,000 shares of BGN 1
par value. Later in the year, each of the three shareholders sold 10% of its share to Electromachinery
Holding. As a result of that, IHB holds 30% of Odesos
PBM at the value of BGN 1,584 thousand.
The investment in the port of regional importance
Dockyard Port Bourgas is financed with own funds and
at this stage, no additional investments in the form of
shares have been made by IHB.
For the purpose of participating in the privatisation
of Bulgarian River Navigation, IHB established a new
company – Danube River Navigation with a capital of
BGN 50 thousand. Subsequently, the intentions of the
management changed and the company was sold to
Dunav Tours.
In 2005, IHB increased its participation in Dunav Tours
by purchasing 14,373 shares, or 2.96%, at
BGN 14.5 thousand, from one of the minority shareholders. The other main partner of IHB, Union Tours, realised the same increase as well and thus, the balance
of each one’s participation has been preserved.
IHB increased its participation in Dockyard Port
Bourgas by 0.28%, as a result of which it already holds
91.72% of the company’s capital.
IHB purchased 64,100 shares /0.87%/ of the capital of
Bulgatabac Holding, at the total value of
BGN 2,077 thousand or BGN 32.41 per share. 17,312
shares, at a price of BGN 36.56 per share, were sold
later in the year.
The total amount of funds invested in corporate securities in 2005 is BGN 12,205 thousand.

Sale of portfolio shares
In the beginning of the year, IHB sold all of its 100,000
shares of the capital of Dockyard Odessos, at the total
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value of BGN 1,100 thousand. The gains on their sale
amount to BGN 6,781 thousand and represent 97% of
the gains on sale of shares and financial transactions.
IHB sold 29% of its shares in Maritime Holding /former
Sano Maritime Holding/ - the company controlling Bulgarian Register of Shipping. The sale was performed
by virtue of a contract for an option provided for their
sale, concluded in 2004 with one of the shareholders
of Maritime Holding, from whom 39% of the capital had
been purchased before that. The shares were sold at
the price of BGN 338 thousand, while their book value
was BGN 190 thousand.
IHB sold the company Build 2000 EOOD as it did not
start carrying out the activities wherefore it had been
established.
The proceeds from sale of shares in 2005 total BGN
9,079 thousand. The net gains on the sale of these
shares amount to BGN 6,997 thousand and mark a
growth of this type of income compared to 2004 by
2,482% /or constitute an increase of 24 times of the
same income in 2004/.
As a result of the restructuring made in 2005, the
portfolio of IHB grew by BGN 9,635 thousand. IHB
increased significantly its participation in shipbuilding
industry, which correspondingly enlarged the share of
the shipbuilding and shiprepair industry to 52.3 % vs.
38 % in 2004 and 16% in 2003. This in turn, changed
the structure of the portfolio due to reduction of the
other portfolio industries’ share: as at the end of 2005,
the investments in the machine building industry represent 24.2% of the total investments, followed by those
in real estate being 8.2%, river cruises of 8%, furniture
manufacturing of 2.4% and others constituting 4.9% of
the investments.
Regarding the industry classification of the portfolio
investments as at the yearend, it has remained the
same as in 2004.
However, a change in the industry structure of the portfolio occurred in 2006 for the reason that IHB terminated its investments in real estates. In 2005, there were
sold the real estates, which were invested in by the
subsidiaries of IHB, KLVK and Privat Engineering. KLVK
sold the real estate in the resort complex Shkorpilovtsi

– Izgrev Horizont in April 2005, while Privat Engineering
sold the real estate in the Budjaka area near Sozopol
in December 2005. Due to the circumstance that the
main part of the 2005 year revenue of both companies
has been realised from transactions with real estates,
KLVK and Privat Engineering remained in the real
estate industry till the end of 2005.
As at 31 December 2005, the portfolio of IHB, directly
and through related parties, is formed of 25 companies, as follows: 9 subsidiaries, 3 associated companies, 10 subsidiaries of subsidiaries and associated
companies, 2 companies held for sale and 1 portfolio
investment. The direct investments of IHB in corporate
securities amount to BGN 34,559 thousand as at the
end of the year.
Figures 1-3: IHB portfolio structure at 31 December of
the last 3 years
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5. Furniture production
6. Others
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Management of subsidiaries
Pursuing the tasks set in the beginning of the year with
respect to its subsidiaries, in 2005 as well, IHB participated actively in the strategic planning of the business
of subsidiaries. IHB encouraged and assisted in the
following:
carrying out of investment activities in its subsidiaries;
improving their products and services, developing
and introducing in production new products and
services, dependent on market requirements;
enhancement of the marketing activities, the human
resources management activities, as well as other
activities related to the companies’ management;
providing funds for the operating and investment
activities of the companies;
analysing and assessing the possibilities for utilising
the new Internet technologies.

Participating in the process of business planning and control over the
results achieved
Realising the important role of control in managing the
subsidiaries, IHB’s management continued applying its
practice of business planning and monitoring results.
Similarly to the previous 2 years, in the beginning of
2005, the management of IHB set strategic goals and
results, which each company had to achieve in 2005.
Each of the directors has a personal business task for
the year and it is related to the priorities of the company’s activities.
IHB management and experts endeavour being
constantly aware of subsidiaries’ activities. Information
is exchanged on a monthly basis as the companies
submit reports on their operations for each month.
A total of 4 work meetings are held per year among
IHB management and the management teams of the
companies, at which the results from the past quarter
are reported.
At the meetings, there are: discussed the results for
the reporting period, shared the difficulties faced by
the management teams of the companies, analysed
the possibilities for resolving the problems.

23

Annual Consolidated Management Report

The direct result of management of subsidiaries is the
dividend received upon distribution of their profits. The
2005 dividend income amounts to BGN 862
thousand and has risen by 26% compared to that in 2004.
Another income source of IHB and a result of management the subsidiaries are the fees of services rendered. In 2005 they amount to BGN 113 thousand and
mark a decline compared to 2004, by 83%.

Providing support in financing the
subsidiaries
During the period from 1 January 2005 to 31 December
2005, the subsidiaries have been provided with funds
at the amount of BGN 2,434 thousand or by 26% more
than those given in 2004. The interest income on loans
given to subsidiaries in 2005 is BGN 175 thousand. IHB
lends funds to its subsidiaries at an interest rate of the
base interest rate plus 7 points.
IHB assists in the financing of its subsidiaries also by
providing collateral to commercial banks. The collateral
is in the form of avals of promissory notes.
In 2005, IHB has not provided new guarantees for subsidiaries to commercial banks in the form of avals of
promissory notes. As at 31 December 2005, the collateral given by IHB for liabilities of subsidiaries amounts
to BGN 298 thousand and represent such on:
a loan to Augusta Mebel, at the amount of
BGN 100 thousand and a maturity date of
25 February 2006. As at the end of February, the
liability has been settled and the collateral –
cancelled respectively;
good performance guarantees undertaken by Elprom
ZEM to clients, at the total amount of BGN 198
thousand, with different maturity dates within the
period 2005 – 2008, dependent on the terms of
contracts for performance concluded with clients
of Elprom ZEM.
IHB assisted in the issuance of bank guarantees at
the total of EUR 671 thousand by Bank DSK as collateral for liabilities of Elprom ZEM under a contract for
performance with a client. The guarantees are secured
by means of a special pledge of the commercial enterprise Dockyard Port Bourgas - a daughter company of
IHB.

In 2005, the subsidiaries of IHB have financed their
operations by means of bank loans from Commercial
Bank Allianz Bulgaria, Bank DSK, Raiffeisenbank (Bulgaria), United Bulgarian Bank and HVB Bank Biochim.
Teams of IHB assisted in the development of business
plans of the subsidiaries, which were required by the
banks as substantiation for giving the loans.

Application of the contemporary
Internet-based technologies
The management of IHB took a decision and assigned
the carrying out among the subsidiaries of an inquiry
about the extent whereto and the way their work and
result would improve, if contemporary Internet-based
technologies were applied.
As a result of the inquiry made and following analysis
of the applicability of Internet technologies in the activities of subsidiaries, a decision was taken on changing
all Internet sites for the purpose of introducing the
Internet technologies and of them complying with the
latest modern Internet tendencies.
IHB concluded a frame agreement with one of the
leading Internet companies in Bulgaria, ICYGEN, for
the development of new Internet sites of all subsidiaries. The Internet site of Augusta Mebel was completed
as at 28 February 2005, while the others are under
construction.

Software resources provision
Following analysis of the accounting software used by
the subsidiaries and for the purpose of optimisation
of data flows, the accounting software in most of the
companies was replaced with novel – new generation
software Work Flow. In that connection, the information
system at all accounting departments was upgraded.

Cooperation with the academic
society
In 2005, more intensive actions were initiated towards
cooperation with the academic society.
Some of the companies of IHB are still cooperating
with the Varna Technical University /VTU/ and the Sofia
Technical University /STU/, such as:
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VTU and the Bulgarian Register of Shipping /BRS/:
The executive director of BRS is a member of the
Board of major ‘Shipbuilding and marine
techniques’;
A team of VTU participated in the development of
a project on improvement of the rules of BSR;
VTU and Bulyard Shipbuilding Industry /BSI/:
Carrying of training practice;
Visits of BSI by students with training purposes;
Hiring of students graduated from VTU;
Dunav Tours and Higher Military Marine School
N. Vaptsarov, Varna /HMMS/
Upon request by Dounav Tours, HMMS found
a new major ‘River ship navigation’
Elprom ZEM and STU
Carrying of training practice;
Hiring of students graduated from STU;
Teams of STU work on particular tasks related to
the production and repair activities of Elprom ZEM.
A meeting was held in October 2005 among the
management of IHB, its subsidiaries and the administration of VTU. The meeting was held for the purpose
of presentation of each one of the parties and outlining
the fields in which VTU and IHB might cooperate.
IHB will continue and intensify its cooperation with the
Technical Universities in 3 directions:
Projects and services
Research and development
New developments
Improvement of products and services
New products and services
Human resources
Student traineeships at the companies of IHB
Hiring students to work at the companies of IHB
Training programs
IHB shares the need of specific knowledge and
skills to be taken into account upon drawing of the
syllabi.
The establishment of scholarships of IHB for students
of technical majors is forthcoming.

Participation in projects of the pre-accession facilities
Some of the investment projects of the subsidiaries

were supported with funds under programs of the
pre-accession facilities. In 2005, there were initiated
projects for healthy and safe work conditions, some of
which were accomplished during the year.
BRS started a project on developing Rules, which
would be supported by the National Innovation Fund.
Experts of IHB assisted in the preparation of the
projects and application documentation.

Technological provision for the activities
For the purpose of ensuring high-level security of data,
in 2005 IHB introduced an antivirus product of a new
generation. A hardware system for data archiving was
purchased and set up as well. Investments were made
also in novel equipment for the purpose of documentary flow optimisation.

Personnel
As at 31.12.2005 in IHB there was a total of 9 employees, of whom persons recruited with higher education
constituted 67% of the total number.
The number of persons occupied in all companies
from IHB Group as at the end of year 2005 added up
to a total of 3,038 persons, 391 of them being those
occupied in associated enterprises.
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MARITIME
We define as maritime business the
following sectors - shipbuilding, ship
repair, port activities, classification
and certification.
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Shipbuilding
As a whole, the global shipbuilding industry is growing. A significant increase of sea transport has been registered, resulting from the increased demand of more and newer transport ships to meet the growing needs for transportation.
Tankers and container ships are in highest demand. Third come ships for transportation of
bulk cargo. The full capacities of all yards up to 2007-2009 result in increase in prices.
Meanwhile, the world cruise industry is also in the ascendant and the demand for new
passenger vessels is growing too. In 2005 the world cruise industry transported more than
10.85 million passengers - an increase of 10% as compared to the previous year.

Bulyard and its subsidiary
Bulyard Shipbuilding Industry
Bulyard is a company holding 75% of the capital of Bulyard Shipbuilding Industry. The remaining 25% are held

of Navigation Maritime Bulgare. The activity of Bulyard is
management of its subsidiary Bulyard SI.

Financial results of Bulyard - non-consolidated
Operating revenue
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Bulyard Shipbuilding Industry
2005 was the first year in which the company resumed
its activity on building new vessels. During the year
contracts were signed for construction of 5 ships, 164
queries for construction of new ships were received and
5 Letters of Intent were signed.
9,800 dwt multi-purpose vessels seem to be most in
demand presently. Now ship drawings are being rework
to meet client requirements for new designs, more container place and less superstructure.

In 2005 shipbuilding revenues represent 39% of total
revenues.
Bulyard SI focuses on the European market where it will
offer mainly multi-purpose vessels, bulk cargo vessels,
military and supply ships, periodically diversifying its output with other types of vessels. The European market is
developing relatively quickly, with many potential clients
and high demand, while Bulyard SI has comparatively
low labour costs which is an advantage over West Euro-
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pean competitors. In view of the fact that the company
has only recently resumed shipbuilding operations, it is
normal to seek first geographically closer clients – the
local players. Thus, 3 of the ships under construction are
for Navigation Maritime Bulgare - the main client of the
company for many years. Two ships are being built for
Bulcom, which is owned by one of the shareholders of
Bulyard SI. In 2006 contracts were signed for two vessels
for IHB. Presently interest in the shipyard has been demonstrated by businesses in Germany, the Netherlands,
Norway, Turkey, Greece, Italy.
At this stage Bulyard SI has focused on production of
mass market bulk cargo vessels and multi-purpose
vessels.
At the same time it is expanding into two more specific
market segments - military and supply ships.
In order to overcome the negative effects of the 6-year
interruption of operation, which has led to loss of qualified workforce, old-fashioned equipment and facilities,
sporadic marketing activities and loss of client contacts, Bulyard SI has undertaken a number of rehabilitation measures:
Improvement and modernization of the production
facilities,
Introduction of new design software,
Consistent advertising and PR policy,
New recruitment methods,
Attracting new clients.

For 2006 the company envisages investments in various activities:
Procurement and commissioning of a plasma cutting
machine;
CO2 welding equipment to increase the capacity,
efficiency, production capabilities and most of all – the
quality of indoor welding processes;
Boarding house – design and rehabilitation, improvement of living conditions, changing rooms to improve
labour conditions;
Resuming hot galvanization – first stage;
Design system – design module Tribon, Great Britain;
ERP system meeting modern management standards to be used for all processes from price formation
to billing;
A combined unit for micro-jet processing/coating for
simultaneous coating/blasting in compliance with the
applicable European environmental directives. This will
result in a radical change of the shipbuilding technology with a significant economic and environmental
effects;
Transportation equipment, 3-dimensional optic system.
The investments will be made in order to achieve
improved organization, economy of operating funds
and increased production efficiency and from there
– decreased production costs. As at the middle of 2006
some of the investments have already been made.
In 2006 the first new 9000 dwt ship to be constructed
entirely by Bulyard SI will be completed.

Financial results of Bulyard Shipbuilding Industry /from all operations - shipbuilding and ship repair/
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Ship repair activities
Bulyard Shipbuilding Industry,
Dockyard Port Bourgas
The increased requirements and the introduction of new requirements for technical safety
of vessels results in a necessity of more frequent repairs - a factor which has a positive
effect on ship repair activities. The companies in IHB Group dealing in ship repairs have
capacities for repair works for a wide range of vessels sizes - from smaller 5000 dwt vessels
at Dockyard Port Bourgas to large 100000 dwt ships at Bulyard SI.
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Bulyard Shipbuilding Industry
In 2005 the company performed 57 repair operations
amounting to a total of BGN 11,709 thousand of 44 seagoing vessels, of which 21 Bulgarian and 23 foreign.
The repair revenues form 61% of the total revenues of

the company for 2005. Bulyard will continue to perform
repair works together with its new shipbuilding operations in order to operate at full capacity, but in general,
the priority of the company will be to build new ship.

Dockyard Port Bourgas
The demand for the services of the company has been
erratic during the year. In the first quarter demand was
low but in the second and third quarters the capacities
of the dockyard were overloaded.
In the cases of simultaneous large repair orders the efforts of the company were directed to streamlining the
organization of the production process and procurement of additional resources from subcontractors.
Compared to 2004, a 110% growth of net sales revenues
was achieved. There is a positive tendency of increase
of the revenues from the core activity – ship repairs,
resulting mainly from the rising share of exports.
Compared to 2004 there is a decrease of revenues
from one-time orders and services and an increase of
revenues from rents and sales, which is a favourable
tendency in view of the operations of the company.

Measures will be undertaken in this respect to
strengthen market position through improved organization of repair works and timely execution. This will be a
prerequisite to raise prices.
The company has established long term partnerships
with Port - Fleet Bourgas, Navigation Maritime Bulgare,
Intershipping. In 2005 the company obtained several
repair work orders from Executive Agency Maritime Administration after winning public procurement tenders.
Some of the regular foreign clients are Baltimar A/S,
Acheon Akti Navigation LTD, etc. The company was
highly praised by KMS Enterprices for repair works in
2005.
It is difficult for the company to find highly qualified
specialists and unqualified workers from the region
(particularly for hull and welding works).

Financial results of Dockyard Port Bourgas /from all operations - ship repair and port activities/
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Port activities
Dockyard Port Bourgas, Odesos PBM
In the next years a growth of port activities can be expected. There is a tendency towards
increase of sea transportation at the expense of land transport due to environmental concerns. Another reason for the upsurge is the increase of commercial exchange among the
countries due to economic growth. In Bulgaria this tendency is also evident - a GDP growth
and import-export growth. In this context there is a chance for the two ports in IHB Group
to find their places in the sector. The ports are in Varna and Bourgas, respectively Odesos
PBM, Varna (150,000 m2 ) and Dockyard Port Bourgas (50,000 m2). The two ports own the
land they are built on, which is a competitive advantage. They have obtained licenses for
ports of regional importance. Odesos PBM has certificates for handling general, bulk and
liquid cargo and Dockyard Port Bourgas - for general and liquid cargo, but it will be applying for a certificate for bulk cargo as well.

Dockyard Port Bourgas
The operational scope of the company will be expanded
with the new port activities it will be developing in the following years. In this connection, as at 31.12.2005 new assets
were acquired - motor trucks and a project for construction
of a road amounting to a total of BGN 376 thousand.
For the expansion of the scope of handled cargo,
including bulk cargo, it will be necessary in the future
for the dockyard to meet the requirements for outdoor
storage facilities. Efforts are being made to expand the
exploitation certificate to cover the whole territory of the
company, i.e. make it universal – both ship repair and
port activities to be exercised on the whole territory of
Dockyard Port Bourgas.
The policy for 2006 and the short-term strategy of the
company will focus on the development of appropriate

infrastructure and equipment for port activities.
The following investments are envisaged:
Construction of an alternative point of entry/departure
regarding the loading and unloading infrastructure, purchase of transport vehicles - motor trucks, automobiles,
modernization and complete overhaul of the floating
dock and the 15-ton crane in view of the necessity to
increase the operational capacity and cost-effectiveness,
deployment of software and hardware for automation of
the working process.
Potentially, upon receipt of a certificate for port activities,
it will be necessary to procure a more powerful crane,
design of new electric power supply for the quay facilities and an illumination network, more motor trucks and
other handling equipment.
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Odesos PBM
The registered subject of activity of the company is
port services and auxiliary activities for sea-going
vessels and land transport vehicles. The port is being
built on the territory of the former Region 2 of Shipyard
Varna. It has a 500-meter long quay but it is licensed to
use only 270 meters at this stage.
Measures have been undertaken for the territory to
meet the requirements of Regulation 9, including:
The permissible load of the quay wall and the adjacent storage areas was determined.
Corrects were made to the aquatic territory and the
water canal
5 sea marks were placed on the water canal
Wooden fender bars for the quay wall were manufactured and installed
The deformations in the quay wall were eliminated
The electric power supply and water supply for the
quay wall were restored and electric metering boards
were mounted
The quay wall was secured with concrete shutters
A contract was signed for security and fire protection
services

Rehabilitation of the paving was performed up to the
level of crushed stone lining /without steam-rolling and
without minimum layer depths/
Artificial illumination was put in place along the quay
wall and the warehouse.
On 04.07.2005 the company was issued a certificate for
operation and a certificate for port operator.
In view of the specific activities of the company and its
role as a link between the various types of transport
– sea, railway and road, a Programme was elaborated
identifying the necessary measures to be taken in
order to put the port into operation, including:
Drawing up of a development plan and a detailed
layout plan
Clearing of terrains, setting apart zones for cargo
handling, storage
Aqua territory
Quay wall
Investments for setting up appropriate port infrastructure
Investments in transportation and handling facilities,
inventory.
The objective is to create a completely new corporate
image and transform the company into a competitive
regional port.

Financial results of Odesos PBM
Operating revenue
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Classification and certification activities
Maritime Holding and its subsidiary
Bulgarian Register of Shipping
The classification and certification of vessels is influenced by the development of shipbuilding and ship repair. When these branches are in a period of upsurge as is being observed
now and in the next few years, the activities relating to classification and certification of the
newly built ships and ships after repairs also marks growth. The introduction of new higher
and higher requirements for the security and safety of shipping from the World Maritime
Organization is a supplementary factor for that.
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Maritime Holding
The activities of Maritime Holding /with former title Sano
Maritime Holding/ are expressed in the management
of its subsidiary Bulgarian Register of Shipping , whose
business is related to classification during the construc-

tion of new ships, ships in operation and of ships under
repairs, independent construction supervision in design
and independent construction supervision in construction /after licensing/.

Financial results of Maritime Holding
‘000 BGN
Operating revenue
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dividends revenue
other operating revenue

403

200

253
year 2003

2004

400

0
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Bulgarian Register of Shipping
In 2005 the Bulgarian Register of Shipping increased its
income from sale of services.
On 1.09.2005 the Bulgarian Register of Shipping was approved by the Coastguard of the USA as a classification
organization which may implement activities in ports and
dockyards in the USA.
The Bulgarian Register of Shipping signed a Contract
with the Maritime Administration of the Republic of
Bulgaria about the performance of examinations in conformity with conventions. In 2005 the Bulgarian Register

of Shipping opened new offices in Piraeus and Istanbul.
The certification of the Bulgarian Register of Shipping
by the English Lloyd continued in 2006. The Bulgarian
Register of Shipping will continue the training of the
inspectors for work abroad and finding equally treated
partners of authority abroad.
The medium-term goals of the Bulgarian Register of
Shipping include the preparation of the Bulgarian Register of Shipping for recognition by the European Union
and increase of the tonnage of the sub-supervision fleet.

Financial results of the Bulgarian Register of Shipping
‘000 BGN
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MACHINE
In machine building industry we
have activities in sub-branches:
production of metal-cutting machines, production of electrical
machines and foundry.
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Machine Building
ZMM Bulgaria Holding and its subsidiaries ZMM
Sliven, Mashstroy, ZMM Nova Zagora, Leiarmach and
Elprom ZEM
The demand of machine-tools may be determined as relatively permanent in a longer
time period and fluctuations and decline in the demand every 3 to 4 years. This is conditioned by the factors that the products are with a big life cycle and are sold to a wide
circle of clients. The general economic condition of the relevant market is of more essential significance over demand.
The international economic relations periodically change and this respectively results
in a change in the realization of the machine-tools. The stagnation and the economic
crises on world and regional scale negatively reflect over this realization. This does
not affect the export and trade of these main products when the market is stable and
when there is sustainable demand for them. Aimed at preserving the good commercial
image of these products and extending their life cycle, it is indispensable continually
to improve the design and the technical characteristics of the same, the safety of work
with these articles and most of all to observe the norms and standards in conformity
with ISO 9001, as well as the European norms for safety sign (CE), in view of the forthcoming accession of Bulgaria to EU.
Significant increase in the demand of the products mainly from the increased demand
on the Turkish market has been observed for the last three years. The tendency for
markets with the biggest relative share is preserved also for year 2005 – Turkey, Germany, Italy, Syria and the USA.
For year 2005 there were sales on new markets – China, Cyprus, Romania, the preliminary information about which indicates that they have a capacity for bigger quantities
of machines. Single sales were realized on non-traditional markets as Senegal and
Sudan as well.
Financial results of ZMM Bulgaria Holding /non-consolidated/
‘000 BGN
Operating revenue
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Profit after tax
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Production of metal-cutting machines
ZMM Sliven
The product policy of ZMM Sliven is expressed in
the maintenance of a wide range of universal lathes
and expansion of the nomenclature with new types
of machines in compliance with the demand on the
market. The maintenance of a wide range of universal lathes combined with associated productions, as
drilling and woodworking machines, is an advantage
of ZMM Sliven in relation to its competitors.
In view of the sphere of application of the drilling
machines / metal treatment / and the circumstance
that a great part of the lathe traders and distributors
usually also offer other kinds of metal processing
machines, provide the company with grounds to preserve them as a part of the product nomenclature.
Out of the indicated three kinds of machines solely
universal lathes and column drilling machines were
produced in 2005.

Aimed at strengthening the market positions and
in view of the resources available, ZMM Sliven
undertakes the following measures: expansion and
improvement of the product nomenclature through
elaboration and introduction into serial production of
new lighter models /СУ400L; СУ730/, new large-size
models of lathes /СУ1600/, increase of the volume
of production of associated products /drilling machines/.
Investments in the improvement of the produced
machines, improvement of the structure and design
of the units, details and articles in conformity with
the world tendencies in the machine building and
the requirements of the clients, development of a
catalogue for spare parts of machines, introduction of new materials and technologies, resulting in
decrease of the cost price of the articles as well as
maintenance of the building fund are anticipated in
the investment program for year 2006.

No woodworking machines were produced. Storage
availabilities are used.

Financial results of ZMM Sliven
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25 000

Operating revenue

10 000

11 931
397

15 176
387

0

200
profit after tax

17 541

209

2004

2005

150
100
50

2004

212

other operating revenue

11 534

year 2003

Profit after tax

420

sales revenue

14 789
5 000

250
17 961

20 000
15 000

‘000 BGN

2005

0

50
year 2003
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Mashstroy
The wide spectrum of the manufactured in Mashstroy
universal lathes, lathe machines with CNC, whose
configuration includes units and details from the base
universal machines, known as self-trainings lathes, the
introduction of the latest world technical achievements
is a guarantee for the conduct of successful flexible
marketing policy on the international markets. In 2005
Mashstroy managed to respond to the great number of
offers in due time.
The great production nomenclature, which was realized
in 2005, is also due to the supplementary production of
main articles of the type of machines with CNC on the
basis of universal lathes and the article С630ВЕ with
tankette linear guilds received the gold medal at the
Plovdiv International Technical Fair in 2005.

The investment program of the Company for year 2006
includes investments needed for the elaboration and
introduction of qualitatively new and improved products and technologies as well as final development of
already ratified production articles:
Universal lathes;
Lathes with CNC – the machines of the range СТ
and the machines with CNC elaborated on the basis of
the conventional universal lathes of the MS range;
Cyclic machines developed on the basis of universal
turning machines;
New foundry technologies;
New technologies for production of corpus details
and reorganization in workshop 02.

Financial results of Mashstroy
‘000 BGN
Operating revenue
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2005
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ZMM Nova Zagora
The production program of ZMM Nova Zagora for
2006 includes three main groups of articles - details,
units, woodworking and cutting machines.
The technological equipment available in the plant
allows for the production of rotation - symmetric
details of the kind of: axes, shafts, shaft - gears and
cylindrical gears with evolving profile, starwheels,
gear racks and gear belt washers.
The production nomenclature of units is fully directed at building-up in the universal turning machines
for the country and export.
The share of the machines in the total volume of
manufactured production is the smallest in 2005.
The woodworking two kinds of machines for Germany preserve the attained quantities of the last two
years when the sales in the country of the manual
band cutting machines and automatic machines
with controller drive are in minimal quantities. The
non-developed market, the absence of distribution
and servicing network, as well as the lack of proven
name of a manufacturer, sharply limit the realization
of the otherwise good and with proven quality cutting machines.
At this stage the predominating specialized equipment for manufacture of details restricts the scope
of business and places the company in direct
dependence on the exporters of universal turning
machines.

For the time being in the country the Company satisfies the needs of details for manufacture of universal
turning machines and lathe automatic machines.
The units produced in the Company are fully for the
country and are mainly directed for installation in the
universal machines of ZMM Sliven and Mashstroy.
In 2006 the Company anticipates investments
amounting to BGN 130 thousand for the solution
and realization of the following problems:
Improvement of the structure of the band cutting
automatic machines and introduction of the supply of the material with use of a ball-screw pair for
decrease of the auxiliary time during cutting;
Elaboration of specialized equipment for the manufacture of chip conveyors for the turning automatic
machines with СNC control from import;
Performance of overhaul of the shaft and chamber furnaces for thermal treatment in the Thermal
Workshop;
Introduction of the more economical screw compressor for supply of air for production purposes in
the plant;
Clarification of the needed investments for replacement of the central heating in the company
with local per production sections.

Financial results of ZMM Nova Zagora
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Electrical machines
Elprom ZEM
Elprom ZEM produces new electrical machines - electric motors - asynchronous and synchronous, asynchronous generators and hydro generators. The Company performs repairs
of hydro generators and electric motors for low and high voltage /LV and HV/.
The articles manufactured by the company, are predominantly related to the construction
of new projects and emergency replacement of existing ones. The main consumers are the
energetics, the mining and ore mining industries, the cement, food, tobacco and beverage
and other branches as well as agriculture, water supply and others.
The market is intensely dependable on the conjuncture of the world economy and in particular the condition of the economy of Bulgaria and the region.
The tendency for stimulating the production of ecological energy is the prerequisite for
increase of construction of facilities for use of renewable energy sources - water, wind. This
exerts influence in direction of increase of production of hydro generators and electric motors used for small and big hydro-electric power plants as well as generators and electric
motors for wind power plants.

In 2005 the product structure of Elprom ZEM did not
undergo through any essential changes. The main
changes were in the direction of concentration of
marketing efforts of the Company towards demand of
clients of electric motors with higher power LV and HV,
whose production the company is the monopolist of on
the Bulgarian market. The tendency of year 2003 for
growth of the relative share of the income from sales
asynchronous and synchronous electric motors for
small hydro-electric power plants was preserved.
With regard to the production of motors LV, as a derivative magnitude of the demand, the tendency for year
2006 is in the direction of increase of the orders for
series AD, which will gradually replace series МОМ,
which it is overlapped by, but surpassing it in electrical and reliability parameters and design. Series AD
most approaches the analogous product of the leading
world manufacturers of the branch. The documentation
on it is set up in conformity with the requirements of

the western standards DIN and IEC. The motors of the
same series are certified for electrical safety /СЕ/.
The analysis of sales of electrical machines in 2005
indicated that the main clients during the purchase of
the same are firms and companies which:
Design and build up small hydro-electric power
plants - Vaptsarov and Vaptsarov Hydro;
Invest in new fixed tangible assets and replace
existing such - Kaolin, Elitsite Med, Sanitex OO, Biovet,
Solvey Sodi;
Use the electric machines as a part of an end product - Vipom, Monek South;
Use the electric machines as a spare part with various aggregates - NPP Kozloduy, Dukovani Slovakia and
others;
Trade companies.
The main reason for reduction of sales of electric
machines is that they have the nature of environment
goods and their demand depends on the
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development of economy and the investment activity of
the individual economic units.
The analysis of the sale of services in 2005 indicated
that the main clients are:
NEC
Energoremont Holding, Energo Pro Bulgaria
The increased sales of services in 2005 are related to
the active investment program of NEC and other companies dealing with electric power production.
The objectives of Elprom ZEM for the activities in 2006 are:
Expansion of the market positions of the Company
in the country and abroad through the introduction of
new technologies; rehabilitation of the machine fleet;
increase of the activity of the logistic - marketing actions; creation and equipment of new units /servicing
maintenance and external installation;
Increase of the relative share of the repair activities
through going out onto an external market;
Entry onto the market for the production and repairs
of windings for turbo-generators of heat power supply plants from the energy system of the country and
production of wind generators;
Increase of share of cooperated deliveries through
the conclusion of contract for subcontracting of various
activities;

Financial results of Elprom ZEM
‘000 BGN
Operating revenue
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0

‘000 BGN
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profit after tax
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2 000

The investment program includes measures for improvement of quality, namely:
Repairs of technological facilities and machines;
Introduction of new technological equipment – Design and introduction of VPI-line. The purpose of the
investment is to introduce new production capacities,
which radically change the existing technology and
allow for the satisfaction of the requirements of our
future European partners, providing competitiveness
for us on the market in the EU and sole manufacturers
in Bulgaria with similar equipment;
Improvement of safety, hygiene and working conditions – repairs of roofs and buildings.
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Increase of share of the complex deliveries through
conclusion of direct contracts with
potential clients, and not for sub-contracting other
direct suppliers;
Improvement of effectiveness and quality. Observation of the procedure in conformity with ISO 9001-2000.
Certification in conformity with ISO 18001 and ISO
14001;
Improvement of working conditions, ecology of the
production and their bringing into compliance with the
requirements of the European Union.
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Foundry
Leiarmach
The main business of the company is casting of
lathe beds and other details for them. The products
are designated as a key element for machine building and are its most slowly changing products with
regard to innovations. In 2005 Leiarmach assimilated
the technology of casting spheroidal-graphite irons
which are in greater demand on the market and
more profitable.
In 2005 castings were produced for the main internal
users of the production - 1464 tons - 66.21 % and
for export - 497 tons - 22,48 %. Non-standard details
were produced at requests of other smaller consumers whose relative share constitutes 10,61 % of the
total production and 0,7 % for own needs.
As a whole in 2005 there was an increase of the production in relation to 2004, decrease of the production for the plants of ZMM Bulgaria Holding - about
23%, increase of the castings for smaller consumers
- twice and of the export - 5 times.

This distribution will also be preserved in 2006, with
the anticipation of a significant interest in the castings for export, which may exert influence over the
restructuring of the production.
As a tendency for 2006 the volume of the production
will be preserved and focus will mainly be placed on
the activities related to the improvement of the quality, which the bad blending materials - the scrap are
also the main reason for.
For 2006 the investment program has the assimilation of the production of spheroidal-graphite iron for
the expansion of the assortment of the production,
the increase of the volume of the production; purchase of machines for cleaning in view of satisfying
the requirements of the external clients in relation to
the final treatment of the details, improvement of the
working conditions and safety measures as its main
goal.

Financial results of Leiarmach
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Operations with real estates

IHB invested into real estates in 2003-2004 through its subsidiaries Privat Engineering
and KLVK. This branch, however, is not priority for IHB and owing to the arising of good
possibilities for deinvesting, this happened in 2005.

Privat Engineering
Work was done during the entire year of 2005 on
the development of a project for holiday village of
Kolokita, over own terrain of about 100 decares, located on the peninsula of Budzhaka, to the south of
the town of Sozopol. External sewerage was built up
next to the site. In December 2005 the estate was
sold along with the project.
The other activity of Privat Engineering is insurance
and reinsurance intermediation, which will also
remain an activity for year 2006.

Privat Engineering invested in 2 new companies
Emona Shipping Ltd and Marciana Shipping Ltd,
which reached an agreement for construction of two
multi-purpose /MPC/ 9800 dwt vessels in Bulyard
Shipbuilding Industry. The vessels are with an
unlimited region of navigation, with a possibility for
transportation of both cargos in bulk and of containers. The value of each vessel is EUR 13,5 million.
The first vessel is with time of delivery 01.01.2008,
and the second - 01.04.2008.

KLVK
In April 2005 the Company sold the 75 % of share of
a real estate purchased a year earlier amounting

to 94 decares, in the resort complex of Shkorpilovsti
- Izgrev Horizont.
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Financial results of Privat Engineering
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Financial results of KLVK
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River cruises

RIVER

The tendencies for the cruises branch on a world scale are for increase of the number of
cruises and increase of the tourists using this manner of holiday. This is valid both of sea
and river cruises.

Dunav Tours
The main activity of the Company is related to the
maintenance and operation of the vessels ownership
of Dunav Tours - the two renovated three-star passenger ships Rousse and Sofia and the newly built in 2004
four-star Rousse Prestige, ownership of the subsidiary
Tourist Company Dunav.
Dunav Tours through another subsidiary - Dunav Tours
Hotels performed shipping agency and tourist servicing. In 2005 200 ships were serviced. Tourist attendance was performed to 20 000 clients. The tendency
of prolongation of the route of the cruises along the
Danube to the mouth of the river, which was noticed in
2005 will continue in the future as well. This is favorable

prerequisite for shipping agency, but predominantly for
tourist attendance as well.
The company has a pontoon in the water space and
the regulation of the town of Rousse. The pontoon is
convenient and is located in the proximity of the center
of the town.
Danube River Navigation was created in 2005 and in
2006 became ownership of Dunav Tours. It participated
in the tender for concessioning of Vidin Passenger
Port. The procedure was suspended and the goal was
not attained but DRN will develop an activity in the
future for concessioning of Danubian ports.
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Financial results of Dunav Tours /non-consolidated/
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FURNITURE
Augusta Mebel

The tendencies in modern furniture production - in the
design and fashion of state-of-the-art furniture change
fast owing to which the life cycle of the main products
the company produces is comparatively brief. For the
last few years Augusta Mebel fully restructured its markets and almost fully changed the nomenclature of the
proposed articles. The development of new markets for
the company is a permanent process: annually over
70% of the manufactured production consists of new
articles – both the applied technologies and input materials and the design of the articles are updated. The
attracted new clients from the countries of the EU replaced the market of the former CIS - Russia, Georgia,
Azerbaijan, Uzbekistan and others. The Companies La
Redutte - France, Mamas&Papas - UK, Gillos - Greece,
Nimi- Israel, Sasi fashion - an intermediary for OTTO,
Twentyi - Denmark and others have been significant
clients for the Company in the last 2 years. The production of a great quantity of samples or single orders with
regard to the establishment of new contacts and

expansion of the market territories results in higher
expenditures for production. The requirements of a
great part of the foreign clients are that the furniture
should be produced of high quality materials, in most
events with massive coniferous, poplar or beech wood
and lining of quality. High quality of workmanship, in
particular of the surface coatings of the furniture is also
required. This results in a higher price of the articles.
Augusta Mebel strives for attainment of the quality, production of leading Bulgarian and European companies
and respectively offering its products at a higher price.
On the other hand, the change of the market directions exerts influence of income from sales through the
currency exchange rates, owing the difference in time
from the approval of the manufactured samples to the
placement of the order and the receipt
of income from it. The absence of long-term contracts
for the realization of the manufactured products
sometimes results in discontinuance of the production
process. The efforts of the management are directed at
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the establishment of more direct contacts with traders
from the EU, the USA and other smaller markets.
Another significant factor, which exerted influence
over the volume of the income for last year was the
enhanced demand of hotel furnishing on the domestic
market with regard to the enhanced investment activity

within the branch. With the purchase of the new technology for tailoring laminated wooden particle plates
in 2004 the production of furniture for the home and
hotel furnishing of laminated wooden particle plates of
lower price class commenced. The objective is offer of
products at more competitive prices on the domestic
market.

Financial results of Augusta Mebel
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Events enhancing the corporate
culture of IHB
The tradition of organising sports events for the Holding and its companies continued in 2005 as well.
Sports autumn 2005 for summer sports was held in Albena in the autumn. The events were participated in by
representatives of all companies and thus, it was again
ascertained that this is a good way of strengthening
the corporate culture, raising contestant spirit, competitiveness and at the same time, teamwork among the
companies in IHB.
Besides, a friendly football match took place between
the team of major ‘Shipbuilding and shiprepair’ of VTU
and a combined team of the football winners of IHB
- Mashstroy and ZMM Sliven. The match was challenging and ended with a result 2:2.
A Director of the year within the IHB group and an
Employee of the year of each one of the companies
and the Holding were elected and rewarded in 2005 for
a fourth consecutive year within the IHB group. Mr. Ivan
Karaatanasov, executive director of Bulgarian Register
of Shipping, was elected director of the year for the
beneficial results achieved by the company in 2005.

2. Liquidity

In 2005 IHB satisfied its needs for provision of expenditures for its activities with own and borrowed funds.
The own funds are a result of the main operating revenues of the Holding:
Income from investments;
Income from dividends;
Income from interest rates with regard to interest
bearing receivables from subsidiaries and other
enterprises with postponed payments due from
contracts for sales of shares and income from
interests on deposits;
Income from services and others.
In 2004 and 2005 IHB used borrowed resources in the
form of:
Bank loan from DSK Bank amounting to USD 2 million;
Issued in 2004 corporate convertible
bonds amounting to BGN 5,250,805.

The borrowed funds are used for investments described in details in item Capital Resources.
In 2005 the main source of monetary funds of IHB was
the profit from sale of shares in companies, following
from the income from dividends and sale of services.
The Holding redirected a part of these funds for financing its investment program. The free monetary funds
from the bond issue were also used for this purpose.
The sale of the investment projects of KLVK and Privat
Engineering also contributed to improvement the
liquidity of IHB in 2005. The loan funds granted by IHB
to the two companies in relation to the projects in real
estates were fully refunded at the beginning of 2006.
This allowed the freed monetary funds to be redirected
at other projects.
The subsidiaries within the group of IHB paid their
expenditures with their own funds, advance payments
from clients, opened letters of credit and bank loans.

Sources of liquidity for IHB in 2005
Internal sources
As at 31.12.2005 the available monetary funds of IHB
Group amounted to BGN 21,864 thousand as compared with BGN 8,103 thousand at the beginning of the
year. The blocked monetary funds amounting to BGN
7,389 thousand represent:
BGN 4,944 thousand for the collateral of letters of
credit, opened in favor of suppliers with regard to
the implementation of activity for shipbuilding and
ship repair;
BGN 2,399 thousand for collateral of issued bank
guarantees in favor of third persons;
BGN 46 thousand with regard to a received advance
payment, which may not be utilized until the final
completion of the working stage.
The big monetary availabilities as at the end of the year
under report are a result of:
consolidation of the financial results of Bulyard
Shipbuilding Industry, which during the year became
a subsidiary of the Holding under the virtue of the
acquired control over Bulyard;

52

Annual Consolidated Management Report

the free monetary funds of IHB raised from the bond
issued;
the transactions with real estates realized by two
subsidiaries of the Holding;
the profitable sale of the shares of Dockyard Odessos;
the better results of the activities of the companies
within the group reported in 2005.
Investment projects of IHB and its companies will be
implemented with the free monetary funds in 2006 in
compliance with the priorities for development within
a medium-term plan in the spheres: shipbuilding and
ship repair, port activity, maritime shipping, machine
building and river cruises.
As at 31.12.2005 the receivables of IHB Group amounted to BGN 35,403 thousand and represent:
BGN 943 thousand of long-term receivables,
constituting mainly receivables from postponed
payments under contracts from sales of shares and
receivables from affiliates;
BGN 34,460 thousand of short-term receivables,
constituting trade receivables, advance payments
and deferred expenses, receivables on taxes, court
and other receivables.
In 2006 IHB will perform operations with investments for
improvement of its activity making use of the availability
of favorable situation. At the beginning of year 2006 the
Holding exercised its option and sold for BGN 128 thousand the remaining 39,349 nos. of shares representing
17.99% of the capital of ELPO, Nikolaevo. In May 2006 the
majority shareholder of Chimremontstroy acquired another 25.86% of its capital after buying out the remaining
possessed by IHB 430,489 nos. of its shares at the value
of BGN 600 thousand. IHB terminated its participation in
these companies with the two transactions. They are a
part of the measures of the management for consolidation of the investment portfolio of the Holding and the
concentration over structure determining enterprises
which IHB controls.
The investment operations revenues are a relatively
irrelevant source of liquidity owing to the fact that sale
of shares is carried out depending on the situation
of the market and the availability of demand. No big

operations with investments are anticipated by the end
of year 2006.
The main part of the income from interest rates is in
relation to interest bearing receivables from subsidiaries as well as from other companies on the occasion
of postponed payments under contracts for sale of
shares. In 2006 they are expected to decrease because most of the subsidiaries completed their commitments to the Holding on the occasion of granted
monetary loans, inclusive of and with regard to the two
investment projects in the sphere of real estates. IHB
re-orientated the needs of its subsidiaries of a financial
resource to the bank institutions, aimed at concentrating its own free funds into investment projects of
priority.
In 2005 the positive tendency of 2004 to increase of
the income from dividends continued. 862 thousand
BGN of income from dividends were reported during
the year allocated by ZMM Bulgaria Holding, Maritime
Holding and Bulgartabac Holding. After the restructuring of the portfolio of IHB made in 2005, the income
from shares and co-participations shall become one of
the main revenue items in the next few years in view
of the specific activity of the Holding – acquisition and
management of financial assets. At the same time a
part of the realized profit shall remain for re-investment
in the companies related to the priority branches and
activities.
In 2006 we plan growth of the income from services
rendered to subsidiaries in relation to contracts for provision of bank and corporate guarantees, issued to these
companies as collateral of their obligations to clients.

External sources
The management of the Holding does not plan use
of new borrowed funds in 2006, except in events of
need of financing of projects of companies from the
group and in events of assimilation of the option for
buyout of the remaining 25% of the shares of Bulyard
Shipbuilding Industry, which are ownership of Navigation Maritime Bulgare in conformity with the signed
shareholding agreement between Bulyard and NMB
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at the establishment of Bulyard Shipbuilding Industry.
The need of borrowed funds will be assessed for each
specific event in conformity with the specific investments and the available cash resources as at the time
of its arising.
In 2005 IHB provided for the issuance by DSK Bank
of bank guarantees amounting to 671 thousand Euro
for the provision of liabilities of Elprom ZEM to a client,
which guarantees IHB collateralized with a second
consecutive special pledge over the trade enterprise of
its subsidiary Dockyard Port Bourgas.
During the month of July 2005 Bulyard Shipbuilding
Industry entered into a contract with two Bulgarian
banks for syndicated revolving credit, providing for the
issuance of bank guarantees for advance payments to
clients. The credit limit amounts to EUR 12,500 thousand and USD 10,900 thousand. The deadline of its
redemption is 25.07.2009.
The credit is collateralized with mortgages over lands
and buildings and special pledge over own machines,
facilities and equipment at the total value of 46 504
thousand BGN.
As at 31.12.2005 within the framework of the credit the
company has 5 guarantees opened at the total value
of 4,458 thousand Euro and 5,547 thousand US Dollars
/approximate value in BGN - 18,205 thousand BGN/.
The bank guarantees are collateralized also with promissory notes avalled by Bulyard and self-participation of
the shareholders.
In 2006 and 2007 IHB will issue corporate guarantees
in favor of clients of Bulyard SI under contracts for
construction of ships. The guarantees shall not exceed
EUR 10,630,000 and USD 8,869,770 along with the
interest rates on them. They shall be collateralized with
mortgages over real estates and special pledge over
machines and facilities, ownership of the Dockyard.
The Managing Board of the Holding is empowered to
provide for these guarantees by the held regular annual General Meeting of Shareholders.
The future participation of Bulyard Shipbuilding Industry
in large-scale projects related to the military shipbuild-

ing set up additional requirements to the investment
program of the shipyard, aimed an enabling it to satisfy
the enhanced criteria for this production. The ratified
investment program for 2006 is for over 3 million Euro,
which the Company shall finance mainly with its own
funds from its retained earnings and a smaller part with
a bank loan.
Need of borrowed funds may also arise for the implementation of the Project of Dunav Tours related to the
building of a new ship for river cruises along the channel system of the rivers Rhein, Main and Danube.
The funds under various programs of the government
and the structural funds of the EU for the time period
2007-2013 and in particular of those allocated under
the Operational Program “Development of the Competitiveness of the Bulgarian Economy” may also be used
as a source of financing of various economic events.
It will support operations for increase of the productivity and the effectiveness in the Bulgarian enterprises,
the improvement of the access to financing, development of the environment in support of the business,
development of economy based on knowledge and
innovation activities. In 2004 and 2005 Leiarmach and
Elprom ZEM obtained financing from the Working
Conditions Fund for the provision of healthy and safe
working conditions for their personnel. The Bulyard SI
applies for a subsidy from the same fund with a project
for the construction of a covered blasting and painting
chamber in compliance with the European norms. The
completion of the Project is anticipated in 2007.
At the end of year 2005 the Bulgarian Register of
Shipping was awarded a tender for allocation of a state
subsidy by the National Innovation Fund for its research
project for development of a technology for inspection and classification of ships and an Internet-based
system for management of the inspection activity. With
it the Register shall fulfill one of the compulsory conditions for its acknowledgement by the European Union.
The Project is for two years. In May 2006 Elprom ZEM
also signed a contract for financing by this fund of a
project for creation of a new insulation system which
will allow for the design and elaboration of machines
with high energy efficiency or energy saving electri-
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cal machines. The subsidy will allow the Company to
implement its investment program and is a prerequisite
for the increase of the production capacity for the next
year 2007.
At this stage the remaining companies from the group
do not plan any essential changes in the use of borrowed funds needed for the implementation of their activity – predominantly bank loans for circulating means.

3. Capital resources
Convertible bonds
The funds from the issue of convertible bonds issued
by IHB in 2004, were one of the sources of capital resources for financing the priority projects of the investment program of the company in 2004 and 2005.
The funds raised under the issue were used for investments of IHB and its subsidiaries, mainly in the sphere
of real estates, shipbuilding and ship repair.
In 2005 IHB invested in stages BGN 8,275 thousand for
the acquisition of new 26.5% of the capital of Bulyard,
by which it became its majority owner.
The Holding granted loans to two of its subsidiaries for
their investment projects:
BGN 3,532 thousand to KLVK for the purchase of real
estate in resort complex Shkorpilovtsi – Izgrev
Horizont in 2004. It was acquired with an investment
goal. During the month of April 2005 the subsidiary
sold the estate for BGN 6,895 thousand and refunded
the means to IHB;
BGN 1,428 thousand to Privat Engineering for the
conduct of pre-project research, design and
construction of the external sewerage connection of
holiday village Kolokita in 2004 and 2005. Owing
to the development of the real estates market, the
enhanced investors’ interest in the region where
the terrain of the holiday village is situated as well as
measures for improvement of the infrastructure
and the design development, its value significantly
grew up as early as at the end of 2004 and particularly
in 2005. The interest shown created a possibility for

prompt return of the investment made without
execution of the construction of the holiday village.
At the end of 2005 the real estate was sold for
12 million Euro. The accelerated realization of the
investment reduced the risk of change in the market
environment for the term of the construction and
allowed for registration-direction of the freed funds to
other projects. During the month of January 2006
Privat Engineering fully refunded the loan to IHB.
Own funds were also used for a part of the priority
investment projects further to funds raised through
the bond issue in conformity with the amount of the
investments needed and the cash availability as at the
specific time.

Bank loan
During the month of February 2004 IHB entered into a
Bank Loan Contract with DSK Bank amounting to USD
2 million. The funds were used for financing a part of
the initial investment of IHB in the capital of Bulyard in
2004, which amounted to BGN 5,992 thousand.
At the beginning of October 2005 IHB fully paid off
the remainder under its liability to DSK Bank, which
remainder as at 30.09.2005 amounted to BGN 1,725
thousand. The pre-term redemption of the loan was
dictated by the rise in the value of the US currency and
the availability of free cash funds from the operations
performed with investments and the bond issue as at
this time.

Information about the essential
commitments of IHB for incurring
capital expenses
IHB incurs capital expenses in two directions: it grants
loans to companies from its group related to the priority branches, by which they finance their projects and
acquires shares from their capital, inclusive of registering shares from the increase of their capital.
In March 2006 IHB purchased from Dockyard Odessos
its remaining 2,401,898 nos. of ordinary registered voting shares, representing 10% of the capital of Bulyard,
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by which the participation of the Holding in Bulyard
reached 61.50%.
At the beginning of year 2006 the subsidiaries of
IHB Emona Shipping Ltd and Marciana Shipping Ltd
reached an agreement for construction of two multipurpose ships in Bulyard SI and the value of each
ship adds up to 13.5 million Euro. The first ship is
with a time of delivery 01.01.2008, and the second
- 01.04.2008.
Capital expenditures may be incurred also in events
of need of financing other projects of companies from
the group /for instance in the event that the Project of
Bulcari with regard to its participation in the privatization of Balkancar – Sredets is implemented/, as well as
in the event of utilization of the option for buyout of the
remaining 25% of the shares of Bulyard SI, described in
item External Liquidity Sources.
The net assets of IHB Group as at 31.12.2005 added up
to BGN 82,059 thousand and grew up by BGN 34,742
thousand or by 73.42%. The increase is due to the
reserves and most of all to the retained earnings. As at
31.12.2005 the retained earnings of the group amounted to BGN 47,321 thousand, inclusive of the profit for
year 2005 amounting to BGN 29,898 thousand.
The total liabilities of IHB group as at 31.12.2005
amounted to BGN 52,404 thousand and increased
by BGN 28,023 thousand or by 114.94% in relation to
the same as at 31.12.2004. The liabilities add up to:
BGN 5,233 thousand debenture loan of IHB, BGN
2,555 thousand of collateralized bank loans, BGN
40,346 thousand trade and other liabilities, BGN 2,922
thousand of provisions and BGN 1,348 thousand of
deferred tax liabilities. With regard to the term, the
structure of the liabilities shall be as follows; long-term
liabilities add up to BGN 9,794 thousand and the shortterm ones – to BGN 42,610 thousand.

4. Significant events occurred after the annual
accounting completion
During the month of May 2006 IHB sold the remaining
430,489 nos. of shares representing 25.86% of the
capital of Chimremontstroy in conformity with the Contract with Chimremontstroy Engineering. The transaction added up to BGN 600 thousand.
On the grounds of a Contract with Dockyard Odessos
dated 28.03.2006, IHB purchased 2 ,401,898 nos. of ordinary registered voting shares representing 10% of the
capital of Bulyard. Dockyard Odessos terminated its
participation in the capital of Bulyard and the participation of the Holding became 61.50%.
By Contract dated 15.02.2006 IHB sold its available
39,349 nos. of shares representing 17.99 % of the
capital of Elpo.
During the first quarter of year 2006 the subsidiary
ZMM Bulgaria Holding established the company
Bulcari AD with a capital adding up to BGN 2,000
thousand aimed at participation in the privatization of
Balkancar Sredets.
The subsidiary Privat Engineering established two
new subsidiaries - Emona Shipping LTD and Marciana
Shipping Ltd, registered in Malta, which concluded an
agreement for the construction of two multi-purpose
/МРС/ 9800 dwt ships in Bulyard Shipbuilding Industry.
The vessels are with an unlimited area of navigation both
of cargos in bulk and of containers. The value of each
vessel is 13.5 million Euro.
At the annual General Meeting of Shareholders of IHB
held on 15 June 2006, the Management was empowered to conclude transactions falling within the field
of application of Art. 236, Para. 2, item 3 of the Commercial Code. The transactions are with regard to the
provision of corporate guarantees /the expromissio/,
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which Industrial Holding Bulgaria will issue in favor of
Bulyard Shipbuilding Industry under contracts for construction of vessels. The guarantees shall not exceed
EUR 10,630,000 and USD 8,869,770 along with interest
rates under them.

5. Important scientific research and developments
IHB has not carried out important scientific research
and developments in 2005.

6. Foreseen development
of the company
Increase of investments in the shipbuilding and ship repair industry
Expansion of activities in the marine
transportation area
Preparation of a new ship for river
cruises

Major trends in IHB activities
The major trends regarding the activities of the Holding
in the next years as well are expected to be related to:
acquisition, evaluation and sale of participation in
other companies;
management of companies of its portfolio, wherein
IHB may exercise control directly or through related
parties;
establishment of new companies;
investing in companies of the portfolio, in which IHB
maintains a long-term interest;
financing the companies in which IHB participates.
IHB’s major strategic interests are in the industries:
shipbuilding and ship repair, port activities machine
building, river cruises. The marine transportation activity becomes also a priority one as from 2006.

Plans of significant importance
in relation to the activities of IHB
Increase of investments in the shipbuilding and
ship repair industry
IHB will increase its investments in this industry by supporting investment projects of the companies operating
in it: Bulyard Shipbuilding Industry, Dockyard Port Bourgas, Odesos PBM and the shipbuilding, ship repair
and port activities. Investments will be made also in
terms of increase of the share participation in Bulyard
Shipbuilding Industry.
Expansion of activities in the marine transportation
area
In the beginning of 2006, the subsidiaries of IHB,
Emona Shipping and Marciana Shipping, reached an
agreement for construction of two multipurpose /MPC/
9,800 dwt ships at Bulyard Shipbuilding Industry. The
vessels are of unlimited sailing region and capacity
of transporting both loose freight and containers. The
value of each ship is EUR 13,5 million. The term of
supply of the first ship is 1 January 2008, and of the
second one - 1 April 2008. Payments will be made in
Euro and US dollars.
Preparation of a new ship for river cruises
Conditions are being provided for the construction of a
new, fourth luxury ship of four-star class and the most
recent generation, for cruises in the channel system
of the rivers Rhein, Main and Danube. The ship will be
chartered by Dunav Tours, which operates three more
ships for river cruises.
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7. Changes in the price of
company’s shares

companies of a total of 350 listed on the stock exchange meet these criteria, and these are Doverie OH,
Sinergon Holding, Albena Invest Holding.

60% rise in the price of shares
IHB is the most liquid company on the Bulgarian
Stock Exchange in 2005
IHB took the lead of the new index BG 40
IHB was rated first in the 2006 most perspective
share rating

The 2005 data on the trade of shares of IHB /stock
exchange code IHLBL/ are as follows:

As at 31 December 2005, all 21,003,235 registered
nominal voting shares of the company were registered
for secondary trade on the official market of Bulgarian
Stock Exchange - Sofia. The shares were moved from
segment C to segment A in 2005.
In 2005, the price of shares of IHB rose from BGN 2.26
to BGN 3.61 per share in the yearend.
The shares of IHB enjoyed extremely high popularity
among analysts and investors.
IHB took the lead in the list of the new index BG40 on
BSE-Sofia, which was launched on 1 February 2005.
The index is formed of the average weighted prices
of the shares of the 40 most liquid companies whose
shares are traded on the stock exchange. At the time
of formation of the index, IHB was first in the list of the
most liquid public companies, followed by Doverie OH,
Sinergon Holding, Albena Invest Holding and Bulgarian
Holding Company.
The shares remained the most liquid position on BSESofia during the whole year.
IHB was rated first in the 2006 most perspective share
rating, which was published by the Capital weekly in its
first issue for 2006. The Capital weekly inquired
portfolio managers and investment consultants of management companies that have set out their monthly
forecasts about the stock exchange market in the
newspaper.
In the beginning of 2006, BSE-Sofia prepared changes
in its regulations, some of which provided for a new
structure of the market and significantly higher criteria
in respect of the official market. Fortunately, the shares
of IHB meet the highest criteria and will remain tradable on segment A of the official market. Just 3 more

Statistics for the period 01 January 2005 – 31
December 2005 /source: BSE- Sofia/
Value
Date
Opening price (BGN)
2.26 2005-01-03
Closing price (BGN)
3.61 2005-12-28
Maximum price (BGN)
4.26 2005-03-01
Minimum price (BGN)
2.25 2005-01-03
Average weighted price (BGN)
3.52
Percentage change
59.73%
Value change (BGN)
1.35
Number of transactions in 2005
16,900 deals
Traded volume in 2005
(no of shares)
7,848,273
Average monthly volume
2005 (no of shares)
654,023
Turnover in 2005 (BGN)
27,618,713.88
Average monthly
turnover 2005 (BGN)
2,301,559.49
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8. Data on the trade of
company’s bonds
In 2005, the convertible bonds of IHB were traded on
the bonds market of BSE-Sofia.
The 2005 data on the trade of IHB bonds /BSE-Sofia
code BIHLBL/ are as follows:

Statistics for the period 01 January 2005 - 31
December 2005 /source: BSE- Sofia/
Value
1,105
1,105
1,060
1,061.36
6 deals
3,151
3,344,335

Last average weighted price (BGN)
Maximum price (BGN)
Minimum price (BGN)
Average weighted price in 2005 (BGN)
Number of deals in 2005
Traded volume in 2005 (no of shares)
Turnover in 2005 (BGN)

Graph of IHB share price during the period 01 January 2005 – 31 December 2005
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