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INDEPENDENT AUDITORS’ REPORT

To the shareholders of
Industrial Holding Bulgaria PLC

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Industrial Holding Bulgaria PLC (“the Group”), 
which comprise the consolidated statement of financial position as at 31 December 2009, the consolidated statements of 
comprehensive income, changes in equity and cash flows for the year then ended, and notes, comprising a summary of 
significant accounting policies and other explanatory information.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in 
accordance with International Financial Reporting Standards as adopted by the European Union. This responsibility includes: 
designing, implementing and maintaining internal control relevant to the preparation and fair presentation of consolidated 
financial statements that are free from material misstatements, whether due to fraud or error; selecting and applying 
appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit.  Except as 
described in paragraphs 1 and 2 in the Basis for Qualified Opinion section, we conducted our audit in accordance with 
International Standards on Auditing. Those standards require that we comply with relevant ethical requirements and plan 
and perform the audit to obtain reasonable assurance whether the consolidated financial statements are free of material 
misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated 
financial statements. The procedures selected depend on our judgment, including the assessment of the risks of material 
misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk assessments, we 
consider internal control relevant to the entity’s preparation and fair presentation of the consolidated financial statements in 
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion 
on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
principles used and the reasonableness of accounting estimates made by management, as well as evaluating the overall 
presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Basis for Qualified Opinion

1. In the consolidated financial statements of the Group as at 31 December 2009 work-in-progress is included amounting to 
BGN 60,580 thousand (31 December 2008: BGN 26,503 thousand). Part of the work-in-progress, amounting to BGN 54,365 
thousand (31 December 2008: BGN 19,277 thousand), relates to uncompleted ship construction in Bulyard Shipbuilding 
Industry EAD. Using the current accounting processes of the shipyard, the total amount of costs allocated to each ship 
construction contract can be sufficiently and reasonable determined and accounted for when the construction of the ship is 
finished. Аs at 31 December 2009 Bulyard Shipbuilding Industry EAD is in the process of introducing accounting procedures 
to determine and account for the costs attributable to each stage of construction of the ship on a forecasted basis. Due 
to the long period of construction of ships covering several accounting years, we were not able to determine whether any 
adjustments might be necessary to the amounts shown in the consolidated financial statements for work-in-progress and 
related impact on the statement of comprehensive income for the year ended 31 December 2009 and for the year ended 31 
December 2008.
2. As at the reporting date of 31 December 2009 Industrial Holding Bulgaria PLC has not tested for impairment the goodwill 
presented in the consolidated financial statements amounting to BGN 6,212 thousand (2008: BGN 6,212 thousand), as 
per the requirements of IAS 36 Impairment of Assets. As a result of the above, we were not able to gain sufficient and 
appropriate audit evidence regarding the recoverable amount of the goodwill. Due to the nature of the required accounting 
estimate, we were not in position to determine whether any adjustments with regard to the reported amounts of goodwill, 
impairment losses and profit and losses might be necessary to the Group consolidated financial statements.
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Qualified Opinion

In our opinion, except for the effects of such adjustments, if any in Bulyard Shipbuilding Industry EAD, as might have been 
determined to be necessary to work-in-progress, changes in inventory, revenue, income tax expenses, profit and losses 
for the current period and undistributed profit and losses, and except for the effects of such adjustments, if any in the 
consolidated financial statements regarding the amount of the goodwill, impairment losses and profit and losses for the 
current period, the consolidated financial statements give a true and fair view of the financial position of the Group as at 31 
December 2009, and of its financial performance and its cash flows for the year then ended in accordance with International 
Financial Reporting Standards, as adopted by the European Union.
 
Report on Other Legal and Regulatory Requirements

Annual report of the activities of the Group prepared in accordance with the requirements of article 33 of the Accountancy 
Act
As required under the Accountancy Act, we report that the historical financial information disclosed in the annual report of 
the activities of the Group, prepared by Management as required under article 33 of the Accountancy Act, is consistent, in 
all material aspects, with the financial information disclosed in the audited consolidated financial statements of the Group 
as at and for the year ended 31 December 2009. Management is responsible for the preparation of the annual report of the 
activities of the Group which was approved by the Management Board of the Group on 28 April 2010.

Gilbert McCaul      Dobrina Kaloyanova

Partner       Registered auditor

Sofia, 30 April 2010

KPMG Bulgaria OOD

45/A Bulgaria Boulevard
Sofia 1404 Bulgaria
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The consolidated income statement is to be read in conjunction with the notes to and forming part of the financial 
statements set out on pages 73 to 110.

Daneta Zheleva      Toshka Vassileva

Chief Executive Officer     Chief Accountant

Gilbert McCaul      Dobrina Kaloyanova

Partner       Registered Аuditor

KPMG Bulgaria OOD

45/A Bulgaria Boulevard
Sofia 1404 Bulgaria

Consolidated income statement
For the year ended 31 December

In thousands of BGN Note 2009 2008

Revenue 7 72,646 132,914

Other operating revenue 8 3,501 10,555

Increase in work-in-progress 9 32,813 6,514

Capital expenses for construction 10 46,467 36,387

Cost of materials 11 (88,563) (90,107)

Hired services 12 (26,833) (37,987)
Depreciation and amortization 18,19 (7,432) (5,553)

Personnel expenses 13 (25,836) (37,413)

Cost of assets sold 14 (1,514) (583)

Other operating expenses 15 (9,543) (3,776)

Impairment of goodwill 19 - (1,628)

Profit/ (loss) from operations (4,294) 9,323

Finance income 4,471 5,612

Finance expenses (2,545) (2,966)

Net finance income 16 1,926 2,646

Income from equity accounted associates 20 1,995 2,180

Profit (Loss) before tax (373) 14,149

Income tax expense 17 (747) (1,338)

Profit (Loss) after tax (1,120) 12,811

Attributable to equity holders of the company 1,634 11,913

Minority interest (2,754) 898

Net profit (loss) for the year (1,120) 12,811

Basic earnings per share (BGN) 27 0.037 0.272
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Daneta Zheleva      Toshka Vassileva

Chief Executive Officer     Chief Accountant

Gilbert McCaul      Dobrina Kaloyanova

Partner       Registered Аuditor

KPMG Bulgaria OOD

45/A Bulgaria Boulevard
Sofia 1404 Bulgaria

Consolidated statement for comprehensive income
For the year ended 31 December

In thousands of BGN Note 2009 2008

Net profit (loss) for the year (1,120) 12,811

Other comprehensive income
Movement in the revaluation reserve from sale of assets - 1
Revaluation of buildings 18 130 -
Revaluation of land and buildings 18 (6,935) -
Tax effect from revaluation 17, 31 680 -
Effects from hedging (29) -
Other changes (168) 7
Translation difference 34 179

Other comprehensive income for the period, net of income tax (6,288) 187

Total comprehensive income for the period (7,408) 12,998

Total comprehensive income attributable to:
Owners of the Company (3,805) 12,100
Minority interest (3,603) 898
Total comprehensive income for the period (7,408) 12,998

The consolidated statement of comprehensive income is to be read in conjunction with the notes to and forming part of the 
financial statements set out on pages 73 to 110.
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Consolidated statement of financial position
As at 31 December

In thousands of BGN Note 2009 2008

Assets
Property, plant and equipment 18 192,621 158,845
Intangible assets 19 5,468 4,954
Goodwill 19 6,212 6,212
Investments in equity accounted associates 20 14,997 13,081
Other investments 21 8 8
Long-term receivables 22 354 1,052
Total non-current assets 219,660 184,152

Inventories 23 140,794 72,552
Trade and other receivables 24 15,439 40,695
Cash and cash equivalents 25 6,013 80,569
Total current assets 162,246 193,816
Total assets 381,906 377,968

Equity
Issued capital 26 43,756 43,756
Share premium 24,503 24,503
Reserves 48,821 53,989
Retained earnings (net) 79,625 78,262
Total equity and reserves attributable to equity holders of the company 196,705 200,510
Minority interest 25,561 29,614
Total equity 222,266 230,124

Liabilities
Loans and borrowings 28 22,607 5,448
Debenture loan 28 21,650 21,650
Other long-term payables 29 477 327
Provisions 30 473 845
Deferred tax liabilities 31 5,230 5,938
Total non-current liabilities 50,437 34,208

Loans and borrowings 28 12,043 3,627
Debenture loan 28 304 303
Trade and other payables 32 96,602 109,444
Provisions 30 254 262
Total current liabilities 109,203 113,636
Total equity and liabilities 381,906 377,968

The consolidated income statement is to be read in conjunction with the notes to and forming part of the financial 
statements set out on pages 73 to 110.

Daneta Zheleva      Toshka Vassileva

Chief Executive Officer     Chief Accountant

Gilbert McCaul      Dobrina Kaloyanova

Partner       Registered Аuditor

KPMG Bulgaria OOD

45/A Bulgaria Boulevard
Sofia 1404 Bulgaria
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Consolidated statement of cash flows
For the year ended 31 December

In thousands of BGN Note 2009 2008

Operating activities
Proceeds from clients 81,558 218,736
Payments to suppliers (100,330) (176,317)
Payments related to employee benefits (25,673) (31,882)
Corporate income tax paid net (887) (1,472)
Exchange rate differences 677 20
Other proceeds (payments) 4,477 8,282
Cash flows from operating activities (40,178) 17,367

Investing activities
Proceeds from sale of Non-current assets 355 8,222
Payment for acquisition and construction of property, plant and equipment  (48,065) (45,396)
Proceeds from borrowings and interest 940 1,518
Loans granted (196) (2,122)
Purchase of Investments  (50) (432)
Dividends received from Investments 874 1,824
Interest received from loans, deposits and current bank accounts 1,356 1,482
Other proceeds (payments) (1,320) -
Cash flows from investing activities (46,106) (34,904)

Financing activities
Proceeds from bonds issue - 21,650
Loans and credits received 40,250 20,557
Repayment of borrowings (14,584) (26,060)
Dividends paid (371) (348)
Payments of interest, fees and commissions regarding loans (3,452) (1,406)
Other proceeds (payments) (675) 20,139
Cash flows from financing activities 21,168 34,532

Net increase (decrease) in cash and cash equivalents (65,116) 16,995
Cash and cash equivalents at 1 January 25 70,551 53,556

Cash and cash equivalents at 31 December 25 5,435 70,551

The Consolidated Statement of cash flows is to be read in conjunction with the notes to and forming part of the financial 
statements set out on pages 73 to 110.

Daneta Zheleva      Toshka Vassileva

Chief Executive Officer     Chief Accountant

Gilbert McCaul      Dobrina Kaloyanova

Partner       Registered Аuditor

KPMG Bulgaria OOD

45/A Bulgaria Boulevard
Sofia 1404 Bulgaria
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Consolidated statement of changes in equity
For the year ended 31 December

In thousands of BGN Note Share 

capital

Share 

premium 

Additional 

and legal 

reserves

Revaluation 

reserves

Retained 

earnings

Total 

Group

Minority 

interest

Total

Balance as at 1 January 2008 43,756 24,503 8,520 42,749 68,882 188,410 29,155 217,565

Total comprehensive income for the 
period
Profit or loss - - - - 11,913 11,913 898 12,811

Other comprehensive income
Movement in the revaluation reserve from 
sale of assets

- - - (56) 57 1 - 1

Other changes - - (28) - 35 7 - 7

Translation difference - - - - 179 179 - 179

Total other comprehensive income - - (28) (56) 271 187 - 187

Total comprehensive income for the 
period

26 - - (28) (56) 12,184 12,100 898 12,998

Transactions with shareholders, reported 
in equity
Contributions from and distributions to 
shareholders 
Distributions of profit and reserves - - 2,804 - (2,804) - - -

Dividend paid - - - - - - (352) (352)

Acquisition of minority interest - - - - - - (87) (87)

Share options exercised - - - - - - - -

Total contributions and distributions to 
shareholders 

- - 2,804 - (2,804) - (439) (439)

Total transactions with shareholders - - 2,804 - (2,804) - (439) (439)

Balance at 31 December 2008 43,756 24,503 11,296 42,693 78,262 200,510 29,614 230,124
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Consolidated statement of changes in equity, continued
For the year ended 31 December

In thousands of BGN Note Share 

capital

Share 

premium 

Additional  

and legal 

reserves

Revaluation 

reserves

Retained 

earnings

Total 

Group

Minority 

interest

Total

Balance at 1 January 2009 43,756 24,503 11,296 42,693 78,262 200,510 29,614 230,124
Total comprehensive income for the 
period
Profit or loss - - - - 1,634 1,634 (2,754) (1,120)

Other comprehensive income
Revaluation of land and building 18 - - - (6,054) - (6,054) (881) (6,935)

Revaluation of buildings 18 - - - 104 - 104 26 130

Tax effect from revaluation 17, 31 - - - 595 - 595 85 680

Other movements in revaluation reserve - - - (81) 81 - - -
Effects from hedging - - (18) - - (18) (11) (29)

Other changes - - - - (100) (100) (68) (168)

Translation difference - - - - 34 34 - 34

Total other comprehensive income 26 - - (18) (5,436) 15 (5,439) (849) (6,288)

Total comprehensive income for the 
period

- - (18) (5,436) 1,649 (3,805) (3,603) (7,408)

Transactions with shareholders, reported 
in equity
Contributions from and distributions to 
shareholders 
Distributions of profit and reserves - - 286 - (286) - - -

Dividend paid - - - - - - (377) (377)

Acquisition of minority interest - - - - - - (73) (73)

Total contributions and distributions to 
shareholders 

- - 286 - (286) - (450) (450)

Total transactions with shareholders - - 286 - (286) - (450) (450)

Balance at 31 December 2009 43,756 24,503 11,564 37,257 79,625 196,705 25,561 222,266

The consolidated statement of changes in equity is to be read in conjunction with the notes to and forming part of the 
financial statements set out on pages 73 to 110.

Daneta Zheleva      Toshka Vassileva

Chief Executive Officer     Chief Accountant

Gilbert McCaul      Dobrina Kaloyanova

Partner       Registered Аuditor

KPMG Bulgaria OOD

45/A Bulgaria Boulevard
Sofia 1404 Bulgaria
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1. Reporting entity
Industrial Holding Bulgaria PLC (the Company or the 
Holding) is a joint stock company domiciled in Bulgaria 
with registered address: Sofia 1000, 47, Vassil Levski Blvd.  
The consolidated financial statements of the Company for 
the year ended 31 December 2009 comprise the financial 
statements of the Company and its subsidiaries (together 
referred to as the “Group”) and the Group’s investments in 
associates.

The operations of the Group include production and 
trading of heavy machinery, shipbuilding, ship repair and 
transportation, furniture production, operations with real 
estates, port services, support services to vessels and 
vehicles, maintenance and repair and other services.

Industrial Holding Bulgaria PLC as well as some of its 
subsidiaries are traded on the Bulgarian Stock Exchange, 
Sofia. 

2. Basis of preparation
(а) Statement of compliance
The consolidated financial statements have been prepared 
in accordance with International Financial Reporting 
Standards (IFRS), issued by the International Accounting 
Standards Board (IASB) and adopted by the European 
Union.

The financial statements were approved by the Group 
management on 28 April 2009.

(b) Basis of measurement
The consolidated financial statements have been prepared 
on historical cost basis except for the following: 

  Land, buildings, plant, machinery and equipment are 
presented at a revalued amount, reduced with the 
accumulated depreciation and impairment losses

(c) Functional and presentation currency
These consolidated financial statements are presented in 
Bulgarian Lev (BGN), which is the Company’s and Group’s 
functional currency. All financial information is presented in 
BGN rounded to the nearest thousand. 

(d) Use of estimates and judgements
The preparation of financial statements in compliance with 
IFRS requires management to make judgements, estimates 
and assumptions that affect the application of accounting 
policies and the reported amounts of assets, liabilities, 
income and expenses. Actual results may differ from these 
estimates.
Estimates and underlying assumptions are reviewed on 
an ongoing basis. Revisions to accounting estimates are 
recognised in the period in which the estimate is revised and 
in any future periods affected. 

Information about significant areas of estimation uncertainty 
and critical judgements in applying accounting policies that 
have the most significant effect on the amount recognised in 
the financial statements are described in the following notes:

Note 18 – Property, plant and equipment

Note 19 – Non-current intangible assets

Note 24 – Trade and other receivables

Note 30 – Provisions

Note 31 – Deferred tax assets and liabilities

(e) Going concern
These financial statements have been prepared applying 
the assumption that the Group is a going concern and will 
continue to operate in the foreseeable future. 

In the last three months of 2008, the global credit crisis 
escalated into a global economic crisis. It has impacted 
all sectors and industries. The probability of slowdown of 
the economic growth, and even entering into recession 
of some economic regions and countries, is significant 
and this will affects market conditions and export terms. 
The crisis caused a downturn in the global stock markets 
and particularly the Bulgarian Stock Exchange. The 
financial implications of the crisis resulted in restricted 
access to bank credit facilities. Due to the specifics of its 
subsidiaries, the Group operates in a more difficult and 
unpredictable business environment. Concurrently, this leads 
to optimisation of projects and actualisation of their plans 
and implementation schedules. The timely identification 
of threats and risks in different segments allowed Group 
management to act in a prudent manner. Anti-crisis 
programs were developed at each subsidiary for personnel 
optimisation, cost cutting and review of the production 
efficiency and technological relations within the Group.

The economic environment in shipbuilding and ship repair 
is characterised with instability and negative trends, but 
also provides opportunities for price cutting of materials 
and access to qualified personnel. Although there is a 
risk for price cutting of the shipbuilding contracts or their 
cancellation, this risk is relatively small for the contracts with 
scheduled delivery in 2010.

The subsidiaries in the machinery construction segment 
produce mainly for export and are limited in their global 
investment opportunities. Nevertheless, they operate within a 
corporate structure – ZMM Bulgaria Holding AD - which is a 
leader in machinery construction. The opportunity for internal 
optimisation and transferring of production and technologic 
assignments among the companies within the Group 
represent additional advantage of the corporate structure. 
Companies rely on the positive effect of the centralised 
marketing, product unification, supply-chain management 
and allocation of orders and sales.

(f) Changes in accounting policies
(i) Overview
Starting as of 1 January 2009, the Group has changed its 
accounting policies in the following areas:

  Accounting for borrowing costs 

  Determination and presentation of operating segments

  Presentation of financial statements

(ii) Accounting for borrowing costs
In respect of borrowing costs relating to qualifying assets 
for which the commencement date for capitalisation is on 
or after 1 January 2009, the Group capitalises borrowing 
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costs directly attributable to the acquisition, construction 
or production of a qualifying asset as part of the cost of 
that asset. Previously the Group immediately recognised all 
borrowing costs as an expense. This change in accounting 
policy was due to the adoption of IAS 23 Borrowing Costs 
(2007) in accordance with the transitional provisions of such 
standard; comparative figures have not been restated. The 
change in accounting policy had no material impact on 
earnings per share.

The Group has capitalised borrowing costs with respect to 
property, plant and equipment under construction (see note 
3(d)(i)) and development costs (see note 3(f)(ii)).

(iii) Determination and presentation of operating 
segments
As of 1 January 2009 the Group determines and presents 
operating segments based on the information that internally 
is provided to the Chief Executive Officer, who is the Group’s 
chief operating decision maker. This change in accounting 
policy is due to the adoption of IFRS 8 Operating Segments. 
Previously operating segments were determined and 
presented in accordance with IAS 14 Segment Reporting. 
The new accounting policy in respect of segment operating 
disclosures is presented as follows:

Comparative segment information has been re-presented 
in conformity with the transitional requirements of such 
standard. Since the change in accounting policy only 
impacts presentation and disclosure aspects, there is no 
impact on earnings per share.

An operating segment is a component of the Group that 
engages in business activities from which it may earn 
revenues and incur expenses, including revenues and 
expenses that relate to transactions with any of the Group’s 
other components. An operating segment’s operating results 
are reviewed regularly by the Chief Executive Officer to make 
decisions about resources to be allocated to the segment 
and assess its performance, and for which discrete financial 
information is available.

Segment results that are reported to the Chief Executive 
Officer include items directly attributable to a segment 
as well as those that can be allocated on a reasonable 
basis. Unallocated items comprise mainly corporate assets 
(primarily the Company’s headquarters), head office 
expenses, and income tax assets and liabilities.

Segment capital expenditure is the total cost incurred during 
the period to acquire property, plant and equipment, and 
intangible assets other than goodwill.

(iv) Presentation of financial statements
The Group applies revised IAS 1 Presentation of Financial 
Statements (2007), which became effective as of 1 January 
2009. As a result, the Group presents in the consolidated 
statement of changes in equity all owner changes in equity, 
whereas all non-owner changes in equity are presented in 
the consolidated statement of comprehensive income.

Comparative information has been re-presented so that it 
also is in conformity with the revised standard. Since the 
change in accounting policy only impacts presentation 
aspects, there is no impact on earnings per share.

(v) In 2009 the Group changed the presentation of the 

information in the cash flow statements and switched from 
indirect to direct method of presentation. The comparative 
information for 2008 is presented in such a way in order 
to comply with the new method of presentation applicable 
in the current year. By making the above changes, the 
Group aims to make consistent the applicable method 
for preparation of cash flow statements both on separate 
and consolidated level as well as to reflect the discussed 
changes regarding IAS 7 Cash flows statements, which 
treats the application of the direct method as advisable.

3. Significant accounting policies
The accounting policies presented below are consistently 
applied to each of the periods presented in these financial 
statements.

(a) Basis of consolidation
(i) Subsidiaries
Subsidiaries are the enterprises controlled by the Group. 
Control exists when the Group has the power, directly or 
indirectly, to govern the financial and operating policies of 
an enterprise so as to obtain benefits from its activities. 
In assessing control, the Group takes into consideration 
potential voting rights that currently are exercisable. The 
acquisition date is the date on which control is transferred 
to the acquirer. Judgment is applied in determining 
the acquisition date and determining whether control 
is transferred from one party to another. The financial 
statements of subsidiaries are included in the consolidated 
financial statements from the date that control commences 
until the date that control ceases. 

(ii) Associates
Associates are those enterprises in which the Group has 
significant influence, but not possesses over the financial 
and operating policies. Significant influence is supposed to 
exist when the Group posses between 20% and 50% of the 
voting rights of another company. Associates are accounted 
for using the equity accounted basis and initially are 
recognised at cost. The consolidated financial statements 
include the Group’s share of the total recognised gains and 
losses of associates on an equity accounted basis, from the 
date that significant influence commences until the date 
that significant influence ceases. When the Group’s share 
of losses exceeds the carrying amount of the associate, the 
carrying amount is reduced to nil and recognition of further 
losses is discontinued except to the extent that the Group 
has incurred obligations in respect of the associate.

(iii) Transactions eliminated on consolidation
Intra-group balances and transactions, and any unrealized 
gains arising from intra-group transactions, are eliminated 
in preparing the consolidated financial statements. 
Unrealized gains arising from transactions with associates 
are eliminated to the extent of the Parent interest in the 
enterprise. Unrealized gains arising from transactions 
with associates are eliminated against the investment in 
associates. Unrealized losses are eliminated in the same 
way as unrealized gains, but only to the extent that there is 
no evidence of impairment.
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(b) Foreign currency
(i) Foreign currency transactions
Transactions in foreign currencies are translated to the 
functional currency at the exchange rates at the dates of the 
transactions. Monetary assets and liabilities denominated 
in foreign currencies at the reporting date are retranslated 
to BGN at the exchange rate at that date. The foreign 
currency gain or loss on monetary items is the difference 
between amortised cost in the functional currency at the 
beginning of the period, adjusted for effective interest and 
payments during the period, and the amortised cost in 
foreign currency translated at the exchange rate at the end 
of the reporting period. Non-monetary assets and liabilities 
denominated in foreign currencies that are measured at 
fair value are retranslated to the functional currency at the 
exchange rate at the date that the fair value was determined. 
Foreign currency differences arising on retranslation are 
recognised in profit or loss, except for differences arising on 
the retranslation of available-for-sale equity instruments or 
qualifying cash flow hedges, which are recognised in other 
comprehensive income. 

Effective 1998, the Bulgarian Lev (BGN) rate is fixed to the 
Euro (EUR). The applicable exchange rate is BGN 1.95583 / 
EUR 1.0

(ii) Foreign operations
The assets and liabilities of foreign operations, including 
goodwill and fair value adjustments arising on acquisition, 
are translated to BGN at exchange rates at the reporting 
date. The income and expenses of foreign operations are 
translated to BGN at exchange rates at the dates of the 
transactions.

Foreign currency differences from translation are recognised 
in other comprehensive income. Such differences are 
recognised in the foreign currency translation reserve 
(translation reserve, or FCTR). When a foreign operation 
is disposed of, in part or in full, the relevant amount in the 
FCTR is transferred to profit or loss as part of the profit or 
loss on disposal.

(c) Financial instruments
(i) Non-derivative financial assets
The Group initially recognises loans and receivables and 
deposits on the date that they are originated. All other 
financial assets (including assets designated at fair value 
through profit or loss) are recognised initially on the trade 
date at which the Group becomes a party to the contractual 
provisions of the instrument.

The Group derecognises a financial asset when the 
contractual rights to the cash flows from the asset expire, or 
it transfers the rights to receive the contractual cash flows 
on the financial asset in a transaction in which substantially 
all the risks and rewards of ownership of the financial asset 
are transferred. Any interest in transferred financial assets 
that is created or retained by the Group is recognised as a 
separate asset or liability.

Financial assets and liabilities are offset and the net amount 
presented in the statement of financial position when, and 
only when, the Group has a legal right to offset the amounts 
and intends either to settle on a net basis or to realise the 

asset and settle the liability simultaneously.

The Group has the following non-derivative financial assets: 
loans and receivables and available-for-sale financial assets.

Loans and receivables
Loans and receivables are financial assets with fixed or 
determinable payments that are not quoted in an active 
market. Such assets are recognised initially at fair value plus 
any directly attributable transaction costs. Subsequent to 
initial recognition loans and receivables are measured at 
amortised cost using the effective interest method, less any 
impairment losses.

Cash and cash equivalents comprise cash balances and 
call deposits with original maturities of three months or less. 
Bank overdrafts that are repayable on demand and form an 
integral part of the Group’s cash management are included 
as a component of cash and cash equivalents for the 
purpose of the statement of cash flows.

Available-for-sale financial assets
Available-for-sale financial assets are non-derivative financial 
assets that are designated as available-for-sale and that 
are not classified in any of the previous categories. The 
Group’s investments in equity securities and certain debt 
securities are classified as available-for-sale financial assets. 
Subsequent to initial recognition, they are measured at fair 
value and changes therein, other than impairment losses 
and foreign currency differences on available-for-sale equity 
instruments are recognised in other comprehensive income 
and presented within equity in the fair value reserve. When 
an investment is derecognised, the cumulative gain or loss 
in other comprehensive income is transferred to profit or 
loss.

(ii) Non-derivative financial liabilities
The Group initially recognises debt securities issued and 
subordinated liabilities on the date that they are originated. 
All other financial liabilities (including liabilities designated 
at fair value through profit or loss) are recognised initially 
on the trade date at which the Group becomes a party to 
the contractual provisions of the instrument. The Group 
derecognises a financial liability when its contractual 
obligations are discharged or cancelled or expire.

Financial assets and liabilities are offset and the net amount 
presented in the statement of financial position when, and 
only when, the Group has a legal right to offset the amounts 
and intends either to settle on a net basis or to realise the 
asset and settle the liability simultaneously.

The Group has the following non-derivative financial 
liabilities: loans and borrowings, bank overdrafts, and trade 
and other payables. Such financial liabilities are recognised 
initially at fair value plus any directly attributable transaction 
costs. Subsequent to initial recognition these financial 
liabilities are measured at amortised cost using the effective 
interest method.

(iii) Share capital
Ordinary shares
Ordinary shares are classified as equity. Incremental costs 
directly attributable to the issue of ordinary shares and 
share options are recognised as a deduction from equity, 
net of any tax effects. The share capital of the Company is 
presented at cost as at the date of its incorporation.
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Repurchase of share capital
When share capital recognised as equity is repurchased, the 
amount of the consideration paid, which includes directly 
attributable costs, net of any tax effects, is recognised as a 
deduction from equity. Repurchased shares are classified 
as treasury shares and are presented as a deduction from 
total equity. When treasury shares are sold or reissued 
subsequently, the amount received is recognised as an 
increase in equity, and the resulting surplus or deficit on the 
transaction is transferred to / from retained earnings.

(iv) Compound financial instruments
Compound financial instruments issued by the Group 
comprise convertible notes that can be converted to share 
capital at the option of the holder, and the number of shares 
to be issued does not vary with changes in their fair value.

The liability component of a compound financial instrument 
is recognised initially at the fair value of a similar liability 
that does not have an equity conversion option. The equity 
component is recognised initially at the difference between 
the fair value of the compound financial instrument as a 
whole and the fair value of the liability component. Any 
directly attributable transaction costs are allocated to the 
liability and equity components in proportion to their initial 
carrying amounts.

Subsequent to initial recognition, the liability component of 
a compound financial instrument is measured at amortised 
cost using the effective interest method. The equity 
component of a compound financial instrument is not 
remeasured subsequent to initial recognition.

Interest, dividends, losses and gains relating to the financial 
liability are recognised in profit or loss. Distributions to 
the equity holders are recognised in equity, net of any tax 
benefit.

(v) Derivative financial instruments, including 
hedge accounting
The Group holds derivative financial instruments to hedge 
its foreign currency and interest rate risk exposures. 
Embedded derivatives are separated from the host contract 
and accounted for separately if the economic characteristics 
and risks of the host contract and the embedded derivative 
are not closely related, a separate instrument with the 
same terms as the embedded derivative would meet the 
definition of a derivative, and the combined instrument is not 
measured at fair value through profit or loss.

On initial designation of the hedge, the Group formally 
documents the relationship between the hedging 
instrument(s) and hedged item(s), including the risk 
management objectives and strategy in undertaking the 
hedge transaction, together with the methods that will be 
used to assess the effectiveness of the hedging relationship. 
The Group makes an assessment, both at the inception 
of the hedge relationship as well as on an ongoing basis, 
whether the hedging instruments are expected to be 
“highly effective” in offsetting the changes in the fair value 
or cash flows of the respective hedged items during the 
period for which the hedge is designated, and whether the 
actual results of each hedge are within a range of 80-125 
percent. For a cash flow hedge of a forecast transaction, the 
transaction should be highly probable to occur and should 

present an exposure to variations in cash flows that could 
ultimately affect reported net income.

Derivatives are recognised initially at fair value; attributable 
transaction costs are recognised in profit or loss as incurred. 
Subsequent to initial recognition, derivatives are measured 
at fair value, and changes therein are accounted for as 
described below.

Cash flow hedges
When a derivative is designated as the hedging instrument 
in a hedge of the variability in cash flows attributable to a 
particular risk associated with a recognised asset or liability 
or a highly probable forecast transaction that could affect 
profit or loss, the effective portion of changes in the fair 
value of the derivative is recognised in other comprehensive 
income and presented in the hedging reserve in equity. 
The amount recognised in other comprehensive income is 
removed and included in profit or loss in the same period as 
the hedged cash flows affect profit or loss under the same 
line item in the statement of comprehensive income as the 
hedged item. Any ineffective portion of changes in the fair 
value of the derivative is recognised immediately in profit or 
loss.

If the hedging instrument no longer meets the criteria for 
hedge accounting, expires or is sold, terminated, exercised, 
or the designation is revoked, then hedge accounting is 
discontinued prospectively. The cumulative gain or loss 
previously recognised in other comprehensive income and 
presented in the hedging reserve in equity remains there 
until the forecast transaction affects profit or loss. When the 
hedged item is a non-financial asset, the amount recognised 
in other comprehensive income is transferred to the carrying 
amount of the asset when the asset is recognised. If the 
forecast transaction is no longer expected to occur, then 
the balance in other comprehensive income is recognised 
immediately in profit or loss. In other cases the amount 
recognised in other comprehensive income is transferred to 
profit or loss in the same period that the hedged item affects 
profit or loss.

Other derivatives 
When a derivative financial instrument is not held for trading, 
and is not designated in a qualifying hedge relationship, all 
changes in its fair value are recognised immediately in profit 
or loss.

(d) Property, plant and equipment
(i) Recognition and measurement
Measurement at initial recognition
At initial recognitions, items of property, plant and equipment 
are measured at cost, which comprises its purchase price, 
including import duties and non-refundable purchase taxes 
and any costs directly attributable to bringing the asset to 
the location and condition necessary for it to be capable of 
operating in the manner intended by management.

The cost of self-constructed assets includes the cost 
of materials and direct labour, any other costs directly 
attributable to bringing the asset to a working condition for 
its intended use, and the costs of dismantling and removing 
the items and restoring the site on which they are located.

When parts of an item of property, plant and equipment have 
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different useful lives, they are accounted for as separate 
items (major components) of property, plant and equipment.

Gains and losses on disposal of an item of property, plant 
and equipment are determined by comparing the proceeds 
from disposal with the carrying amount of property, plant and 
equipment, and are recognised net within other income in 
profit or loss. When revalued assets are sold, the amounts 
included in the revaluation reserve are transferred to retained 
earnings.

Measurement after recognition
The Group has chosen the revaluation model of IAS 16 for 
carrying land, buildings, plant and machinery at a revalued 
amount, being its fair value at the date of the revaluation less 
any subsequent accumulated depreciation and subseqent 
accumulated impairment losses.

The fair value of items of land, buildings, plant and 
machinery is usually determined from market-based 
evidence by an appraisal that is undertaken by professionally 
qualified valuers. 

The revaluation of items of land, buildings, plant and 
machinery is usually made every 5 years. An additional 
revaluation can be made when the fair value substantially 
changes from the carrying value within a shorter period.

The Group’s land, buildings, plant and machinery were 
revalued to their fair market value based on estimates, 
by an independent registered valuer as at 31 December 
2009. Items of vehicles, other tangible assets and assets 
under construction are stated in the balance sheet at 
their acquisition cost less accumulated depreciation and 
impairment losses.

(ii) Reclassification to investment property
Property that is being constructed for future use as 
investment property is accounted for as property, plant and 
equipment until construction or development is complete, 
at which time it is remeasured to fair value and reclassified 
as investment property. Any gain or loss arising on 
remeasurement is recognised in profit or loss.

When the use of a property changes from owner-occupied 
to investment property, the property is remeasured to fair 
value and reclassified as investment property. Any gain 
arising on remeasurement is recognised in profit or loss to 
the extent the gain reverses a previous impairment loss on 
the specific property, with any remaining gain recognised 
in other comprehensive income and presented in the 
revaluation reserve in equity. Any loss is recognised in other 
comprehensive income and presented in the revaluation 
reserve in equity to the extent that an amount had previously 
been included in the revaluation reserve relating to the 
specific property, with any remaining loss recognised 
immediately in profit or loss.

(iii) Subsequent expenditure
Expenditure incurred to replace a component of an item 
of property, plant and equipment that is accounted for 
separately including inspection and overhaul expenditure, 
is capitalised. The carrying amount of the replaced part is 
derecognised. Other subsequent expenditure is capitalised 
only when it increases the future economic benefits 
embodied in the item of property, plant and equipment. 
All other expenditure is recognised in the statement of 

comprehensive income as an expense as incurred.

(iv) Depreciation
Depreciation is recognised in profit and loss on a straight-
line basis over the estimated useful lives of each part of an 
item of property, plant and equipment. Leased assets are 
depreciated over the shorter of the lease term and their 
useful lives unless it is reasonably certain that the Group will 
obtain ownership by the end of the lease term. Land is not 
depreciated.

The estimated useful lives for the assets are as follows:

  buildings 7 - 50 years

  plant and equipment 4 – 20 years

  vehicles 2 –10 years

 f ixtures and fittings 5 – 10 years

Depreciation methods, useful lives and residual values are 
reassessed at the reporting date.

(e) Intangible assets
(i) Goodwill
Acquisitions
Goodwill represents the excess of the cost of the acquisition 
over the Group’s interest in the net fair value of the 
identifiable assets, liabilities and contingent liabilities of the 
acquiree. When the excess is negative (negative goodwill), it 
is recognised immediately in profit or loss.

Acquisitions of minority interests 
Acquisitions of minority interests are accounted for as 
transactions with equity holders in their capacity as equity 
holders and therefore no goodwill is recognised as a result 
of such transactions.

Subsequent measurement
Goodwill is measured at cost less accumulated impairment 
losses. In respect of equity accounted investees, the 
carrying amount of goodwill is included in the carrying 
amount of the investment, and an impairment loss on 
such an investment is not allocated to any asset, including 
goodwill, that forms part of the carrying amount of the equity 
accounted investee.

(ii) Other intangible assets
Other intangible assets that are acquired by the Group are 
stated at cost less accumulated amortisation (see below) 
and impairment losses. Expenditure on internally generated 
goodwill and brands is recognised in profit and loss as an 
expense as incurred.

(iii) Subsequent expenditure
Subsequent expenditure is capitalised only when it 
increases the future economic benefits embodied in the 
specific asset to which it relates. All other expenditure is 
recognised in profit or loss as incurred.  

(iv) Amortisation
Amortisation is recognised in profit or loss on a straight-line 
basis over the estimated useful lives of intangible assets, 
from the date that they are available for use.

The estimated useful lives are as follows:

 patents and trademarks 7 years

 software products 5 years
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f) Leased assets
Leases in terms of which the Group assumes substantially 
all the risks and rewards of ownership are classified as 
finance leases. Upon initial recognition the leased asset is 
measured at an amount equal to the lower of its fair value 
and the present value of the minimum lease payments. 
Each of them is measured at inception of the lease contract. 
Subsequent to initial recognition, the asset is accounted for 
in accordance with the accounting policy applicable to that 
asset.

Other leases are operating leases and, except for investment 
property, the leased assets are not recognised in the 
Group’s statement of financial position. Investment property 
held under an operating lease is recognised on the Group’s 
balance sheet at its fair value.

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

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

(h) Construction work in progress
Construction work in progress is measured at the amount 
of the costs incurred. Cost includes all expenditure related 
directly to specific projects and an allocation of fixed 
overheads incurred in the Group’s contract activities based 
on normal operating capacity (see note 3 (j)) as well as 
capitalized borrowing cost (see note 2 (e)).

The fixed overheads are not dependent on the amount of 
the production. They represent expenses incurred in relation 
to depreciation, direct labour, social security and other 
personnel related cost related to supporting activities and 
manufacturing units.

Work in progress is presented as part of Inventory as at the 
reporting date.

(i) Impairment
(i) Financial assets (including receivables)
A financial asset not carried at fair value through profit 
or loss is assessed at each reporting date to determine 
whether there is objective evidence that it is impaired. A 
financial asset is impaired if objective evidence indicates 
that a loss event has occurred after the initial recognition 
of the asset, and that the loss event had a negative effect 
on the estimated future cash flows of that asset that can be 
estimated reliably.

Objective evidence that financial assets (including equity 
securities) are impaired can include default or delinquency 
by a debtor, restructuring of an amount due to the Group 
on terms that the Group would not consider otherwise, 
indications that a debtor or issuer will enter bankruptcy, the 
disappearance of an active market for a security. In addition, 
for an investment in an equity security, a significant or 
prolonged decline in its fair value below its cost is objective 

evidence of impairment.

The Group considers evidence of impairment for receivables 
at both a specific asset and collective level. All individually 
significant receivables are assessed for specific impairment. 
All individually significant receivables found not to be 
specifically impaired are then collectively assessed for any 
impairment that has been incurred but not yet identified. 
Receivables that are not individually significant are 
collectively assessed for impairment by grouping together 
receivables with similar risk characteristics.

In assessing collective impairment the Group uses historical 
trends of the probability of default, timing of recoveries and 
the amount of loss incurred, adjusted for management’s 
judgement as to whether current economic and credit 
conditions are such that the actual losses are likely to be 
greater or less than suggested by historical trends.

An impairment loss in respect of a financial asset measured 
at amortised cost is calculated as the difference between 
its carrying amount and the present value of the estimated 
future cash flows discounted at the asset’s original effective 
interest rate. Losses are recognised in profit or loss and 
reflected in an allowance account against receivables. When 
a subsequent event causes the amount of impairment loss 
to decrease, the decrease in impairment loss is reversed 
through profit or loss.

Impairment losses on available-for-sale investment securities 
are recognised by transferring the cumulative loss that 
has been recognised in other comprehensive income, 
and presented in the fair value reserve in equity, to profit 
or loss. The cumulative loss that is removed from other 
comprehensive income and recognised in profit or loss 
is the difference between the acquisition cost, net of any 
principal repayment and amortisation, and the current fair 
value, less any impairment loss previously recognised in 
profit or loss. Changes in impairment provisions attributable 
to time value are reflected as a component of interest 
income.

(ii) Non-financial assets
The carrying amounts of the Group’s non-financial assets, 
other than biological assets, investment property, inventories 
and deferred tax assets, are reviewed at each reporting date 
to determine whether there is any indication of impairment. 
If any such indication exists, then the asset’s recoverable 
amount is estimated. For goodwill, and intangible assets that 
have indefinite useful lives or that are not yet available for 
use, the recoverable amount is estimated each year at the 
same time. 

The recoverable amount of an asset or cash-generating unit 
is the greater of its value in use and its fair value less costs 
to sell. In assessing value in use, the estimated future cash 
flows are discounted to their present value using a pre-tax 
discount rate that reflects current market assessments of 
the time value of money and the risks specific to the asset. 
For the purpose of impairment testing, assets that cannot 
be tested individually are grouped together into the smallest 
group of assets that generates cash inflows from continuing 
use that are largely independent of the cash inflows of other 
assets or groups of assets (the “cash-generating unit, or 
CGU”). Subject to an operating segment ceiling test, for the 
purposes of goodwill impairment testing, CGUs to which 
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goodwill has been allocated are aggregated so that the level 
at which impairment is tested reflects the lowest level at 
which goodwill is monitored for internal reporting purposes 
(but not higher than an operational segment). Goodwill 
acquired in a business combination is allocated to groups of 
CGUs that are expected to benefit from the synergies of the 
combination.

The Group’s corporate assets do not generate separate 
cash inflows. If there is an indication that a corporate 
asset may be impaired, then the recoverable amount is 
determined for the CGU to which the corporate asset 
belongs.

An impairment loss is recognised if the carrying amount 
of an asset or its CGU exceeds its estimated recoverable 
amount. Impairment losses are recognised in profit or loss. 
Impairment losses recognised in respect of CGUs are 
allocated first to reduce the carrying amount of any goodwill 
allocated to the units, and then to reduce the carrying 
amounts of the other assets in the unit (group of units) on a 
pro rata basis.

An impairment loss in respect of goodwill is not reversed. 
In respect of other assets, impairment losses recognised 
in prior periods are assessed at each reporting date for 
any indications that the loss has decreased or no longer 
exists. An impairment loss is reversed if there has been a 
change in the estimates used to determine the recoverable 
amount. An impairment loss is reversed only to the extent 
that the asset’s carrying amount does not exceed the 
carrying amount that would have been determined, net of 
depreciation or amortisation, if no impairment loss had been 
recognised.

Goodwill that forms part of the carrying amount of an 
investment in an associate is not recognised separately, and 
therefore is not tested for impairment separately. Instead, 
the entire amount of the investment in an associate is tested 
for impairment as a single asset when there is objective 
evidence that the investment in an associate may be 
impaired.

(j) Non-current assets held for sale
Non-current assets, or disposal groups comprising assets 
and liabilities, that are expected to be recovered primarily 
through sale rather than through continuing use, are 
classified as held for sale. Immediately before classification 
as held for sale, the assets, or components of a disposal 
group, are remeasured in accordance with the Group’s 
accounting policies. Thereafter generally the assets, or 
disposal group, are measured at the lower of their carrying 
amount and fair value less cost to sell. Any impairment 
loss on a disposal group first is allocated to goodwill, and 
then to remaining assets and liabilities on pro rata basis, 
except that no loss is allocated to inventories, financial 
assets, deferred tax assets, employee benefit assets, 
investment property and biological assets, which continue 
to be measured in accordance with the Group’s accounting 
policies. Impairment losses on initial classification as held 
for sale and subsequent gains or losses on remeasurement 
are recognised in profit or loss. Gains are not recognised in 
excess of any cumulative impairment loss.

(j) Employee benefits 
(i) Defined contribution plans
A defined contribution plan is a post-employment benefit 
plan under which an entity pays fixed contributions into 
a separate entity and will have no legal or constructive 
obligation to pay further amounts. The Government of 
Bulgaria is responsible for providing pensions in Bulgaria 
under a defined contribution pension plan. The Group’s 
contributions to the defined contribution pension plan are 
recognised as an employee benefit expense in profit or 
loss in the periods during which services are rendered by 
employees.

(ii) Defined benefit plans
A defined benefit plan is a post-employment benefit plan 
other than a defined contribution plan. The Group’s net 
obligation in respect of defined benefit plans is calculated by 
estimating the amount of future benefit that employees have 
earned in return for their service in the current and prior 
periods; that benefit is discounted to determine its present 
value.

The Group has obligation to pay certain amounts to each 
employee who retires with a Group Company in accordance 
with Art. 222, § 3 of the Labor Code in Bulgaria. According to 
these regulations in the Labor Code, when a labor contract 
of a company’s employee, who has acquired a pension right, 
is ended, the employer is obliged to pay him compensation 
amounting to two gross monthly salaries. If the employee’s 
length of service in the company equals or is greater than 10 
or more years, as at retirement date, then the compensation 
amounts to six gross monthly salaries. As at the date of 
the statement of financial position, the Management of the 
Group estimates the approximate amount of the potential 
expenditures for every employee based on a calculation 
performed by a qualified actuary using the projected unit 
credit method. The estimated amount of the obligation and 
the main assumptions, on the base of which the estimation 
of the obligation has been made, is disclosed to the financial 
statements in note 29.

The Group recognises all actuarial gains and losses arising 
from defined benefit plans in other comprehensive income.

(iii) Short-term employee benefits
Short-term employee benefit obligations are measured on 
an undiscounted basis and are expensed as the related 
service is provided. A liability is recognised for the amount 
expected to be paid under short-term cash bonus or 
profit-sharing plans if the Group has a present legal or 
constructive obligation to pay this amount as a result of past 
service provided by the employee, and the obligation can be 
estimated reliably.

The Group recognises as a liability the undiscounted amount 
of the estimated costs related to annual leave expected 
to be paid in exchange for the employee’s service for the 
period completed.

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

(i) Warranties
A provision for warranties is recognised when the underlying 
products or services are sold. The provision is based on 
historical warranty data and a weighting of all possible 
outcomes against their associated probabilities.

(ii) Restructuring
A provision for restructuring is recognised when the Group 
has approved a detailed and formal restructuring plan, 
and the restructuring either has commenced or has been 
announced publicly. Future operating costs are not provided 
for.

(iii) Site restoration
In accordance with the Group’s published environmental 
policy and applicable legal requirements, a provision for site 
restoration in respect of contaminated land, and the related 
expense, is recognised when the land is contaminated.

(iv) Onerous contracts
A provision for onerous contracts is recognised when 
the expected benefits to be derived by the Group from a 
contract are lower than the unavoidable cost of meeting its 
obligations under the contract. The provision is measured 
at the present value of the lower of the expected cost 
of terminating the contract and the expected net cost 
of continuing with the contract. Before a provision is 
established, the Group recognises any impairment loss on 
the assets associated with that contract.

(l) Revenue
(i) Goods sold
Revenue from the sale of goods is measured at the fair 
value of the consideration received or receivable, net of 
returns and allowances, trade discounts and volume rebates. 
Revenue is recognised when the significant risks and 
rewards of ownership have been transferred to the buyer, 
recovery of the consideration is probable, the associated 
costs and possible return of goods can be estimated reliably, 
and there is no continuing management involvement with 
the goods. 

Transfers of risks and rewards vary depending on the 
individual terms of the contract of sale.

No revenue is recognized if there are significant 
uncertainties regarding recovery of the consideration due, 
associated costs or the possible return of goods.

(ii) Services rendered
Revenue from services rendered is recognized in the 
statement of comprehensive income in proportion to the 
stage of completion of the transaction at the balance sheet 
date. The stage of completion is assessed by reference to 
the costs incurred compared to the total expected costs 
under the contract.

(iii) Construction contracts
Contract revenue includes the initial amount agreed in the 
contract plus any variations in contract work, claims and 
incentive payments, to the extent that it is probable that they 
will result in revenue and can be measured reliably. As soon 

as the outcome of a construction contract can be estimated 
reliably, contract revenue is recognised in profit or loss in 
proportion to the stage of completion of the contract.

The stage of completion is assessed by reference to surveys 
of work performed. An expected loss on a contract is 
recognised immediately in profit or loss.

(iv) Rental income
Rental income from investment property is recognised in 
profit or loss on a straight-line basis over the term of the 
lease. Lease incentives granted are recognised as an 
integral part of the total rental income, over the term of the 
lease. Rental income from subleased property is recognised 
as other income.

(m) Lease payments 
Payments made under operating leases are recognised in 
profit or loss on a straight-line basis over the term of the 
lease. Lease incentives received are recognised as an 
integral part of the total lease expense, over the term of the 
lease.

Minimum lease payments made under finance leases are 
apportioned between the finance expense and the reduction 
of the outstanding liability. The finance expense is allocated 
to each period during the lease term so as to produce a 
constant periodic rate of interest on the remaining balance 
of the liability. Contingent lease payments are accounted for 
by revising the minimum lease payments over the remaining 
term of the lease when the lease adjustment is confirmed.

Determining whether an arrangement contains 
a lease 
At inception of an arrangement, the Group determines 
whether such an arrangement is or contains a lease. A 
specific asset is the subject of a lease if fulfilment of the 
arrangement is dependent on the use of that specified 
asset. An arrangement conveys the right to use the asset if 
the arrangement conveys to the Group the right to control 
the use of the underlying asset.

At inception or upon reassessment of the arrangement, 
the Group separates payments and other consideration 
required by such an arrangement into those for the lease 
and those for other elements on the basis of their relative 
fair values. If the Group concludes for a finance lease that it 
is impracticable to separate the payments reliably, an asset 
and a liability are recognised at an amount equal to the fair 
value of the underlying asset. Subsequently the liability is 
reduced as payments are made and an imputed finance 
charge on the liability is recognised using the Group’s 
incremental borrowing rate.

(n) Finance income and expenses
Finance income comprises interest income on funds 
invested, dividend income, gains on the disposal of 
available-for-sale financial assets, changes in the fair value 
of financial assets at fair value through profit or loss, foreign 
currency gains, and gains on hedging instruments that are 
recognised in profit or loss. Interest income is recognised 
as it accrues, using the effective interest method. Dividend 
income is recognised on the date that the Group’s right to 
receive payment is established, which in the case of quoted 
securities is the ex-dividend date.
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Finance expenses comprise interest expense on borrowings, 
unwinding of the discount on provisions, foreign currency 
losses, changes in the fair value of financial assets at 
fair value through profit or loss and impairment losses 
recognised on financial assets. All borrowing costs are 
recognised in profit or loss using the effective interest 
method.

Foreign currency gains and losses are reported on a net 
basis.

(o) Income tax
Income tax on the profit or loss for the year comprises 
current and deferred tax. Current tax and deferred tax are 
recognised in profit or loss except to the extent that it relates 
to a business combination, or items recognised directly in 
equity or in other comprehensive income. 

Current tax is the expected tax payable or receivable on 
the taxable income or loss for the year, using tax rates 
enacted or substantively enacted at the reporting date, 
and any adjustment to tax payable in respect of previous 
years. Deferred tax is recognised in respect of temporary 
differences between the carrying amounts of assets and 
liabilities for financial reporting purposes and the amounts 
used for taxation purposes. 

Deferred tax is not recognised for the following temporary 
differences: the initial recognition of assets or liabilities in 
a transaction that is not a business combination and that 
affects neither accounting nor taxable profit or loss, and 
differences relating to investments in subsidiaries and 
jointly controlled entities to the extent that it is probable that 
they will not reverse in the foreseeable future. In addition, 
deferred tax is not recognised for taxable temporary 
differences arising on the initial recognition of goodwill.

Deferred tax is measured at the tax rates that are expected 
to be applied to temporary differences when they reverse, 
based on the laws that have been enacted or substantively 
enacted by the reporting date. Deferred tax assets and 
liabilities are offset if there is a legally enforceable right to 
offset current tax liabilities and assets, and they relate to 
income taxes levied by the same tax authority on the same 
taxable entity, or on different tax entities, but they intend to 
settle current tax liabilities and assets on a net basis or their 
tax assets and liabilities will be realised simultaneously.

A deferred tax asset is recognised for unused tax losses, 
tax credits and deductible temporary differences, to the 
extent that it is probable that future taxable profits will be 
available against which they can be utilised. Deferred tax 
assets are reviewed at each reporting date and are reduced 
to the extent that it is no longer probable that the related tax 
benefit will be realised. 

In defining current and deferred taxes the Group uses the 
accounting basis described in note 2 above.

(p) Segment reporting
An operating segment is a component of the Group that 
engages in business activities from which it may earn 
revenues and incur expenses, including revenues and 
expenses that relate to transactions with any of the Group’s 
other components. All operating segments’ operating 
results are reviewed regularly by the Group’s CEO to make 

decisions about resources to be allocated to the segment 
and assess its performance, and for which discrete financial 
information is available.

(q) Earnings per share
The Group presents basic and diluted earnings per share 
(EPS) data for its ordinary shares. Basic EPS is calculated 
by dividing the profit or loss attributable to ordinary 
shareholders of the Company by the weighted average 
number of ordinary shares outstanding during the period. 
Diluted EPS is determined by adjusting the profit or loss 
attributable to ordinary shareholders and the weighted 
average number of ordinary shares outstanding for the 
effects of all dilutive potential ordinary shares, which 
comprise convertible notes and share options granted to 
employees.

(r)  New standards and interpretatio ns not yet 
adopted 
(i) New, amended, revised or improved 
standards:
Amendments to IFRS 2 Share based payment – Group 
contracts with share based payments, effective for the 
first financial year starting on or after 1 January 2010. 
Management do not expect amendments to IFRS 2 to have 
effect on Company’s consolidated financial statements, as 
the Group has not fulfilled share based payments.

Revised IFRS 3 Business Combinations (2008) is effective 
for the first financial year starting on or after 1 July 2009. 
Management does not expect Revised IFRS 3 to have an 
effect on the Company’s consolidated financial statements 
as subsidiaries in the Group are not affected from the 
amendments in the standard.

Amendments to IAS 27 Consolidated and Separate Financial 
Statements are effective for the first financial year starting 
on or after 1 July 2009. Management does not expect 
Amendments to IAS 27 to have an effect on the Company’s 
consolidated financial statements as subsidiaries in the 
Group are not affected by the amendments in the standard.

Amendments to IAS 39 Financial Instruments: Recognition 
and Measurement: Eligible Hedged Items are effective 
for the first financial year starting on or after 1 July 2009. 
Management has not analysed yet how these amendments 
would affect consolidated financial statements. 

(ii) New interpretations:
IFRIC 12 Service Concession Arrangements shall be applied, 
at the latest, as from the commencement date of the first 
financial year starting on or after 1 April 2009. Management 
does not expect IFRIC 12 to have an effect on the 
Company’s consolidated financial statements as the Group 
is not a party in a service concession agreement.

IFRIC 15 Agreements for the Construction of Real Estate 
is effective for the first financial year starting on or after 
1 January 2010. Management does not expect IFRIC 
15 to have an effect on the Company’s consolidated 
financial statements as far as the Group does not provide 
construction of real estate and does not construct real estate 
properties for sale.

IFRIC 16 Hedges of a Net Investment in a Foreign Operation 
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Estate is effective for the first financial year starting on or 
after 1 July 2009. Management does not expect IFRIC 16 
to have an effect on the Company’s consolidated financial 
statements as the Group does not have interest in foreign 
operations.

IFRIC 17 Distributions of Non-cash Assets to Owners shall 
be applied, at the latest, as from the commencement the 
first financial year starting on or after 1 November 2009. As 
far as this interpretation is not applicable for the periods 
prior it has entered into force, as well the fact that applies to 
future dividends subject of the competencies of the General 
Assembly, it is not possible to foresee the effects from its 
application. 

IFRIC 18 Transfers of Assets from Customers shall 
be applied prospectively at the latest as from the 
commencement the first financial year starting on or after 1 
November 2009. Management does not expect IFRIC 18 to 
have an effect on the Company’s financial statements, as the 
Group does not receive transfers of assets from Customers.  

(iii) IASB/IFRIC documents not yet endorsed by 
EC:
Management believes that it is appropriate to disclose that 
the following revised standards, new interpretations and 
amendments to current standards, which are already issued 
by the International Accounting Standards Board (IASB), are 
not yet endorsed for adoption by the European commission, 
and therefore are not taken into account in preparing these 
financial statements. The actual effective dates for them will 
depend on the endorsement decision by the EC:

  15 improvements in 12 IFRS effective from various dates 
after 1 July 2009

  Improvements in IAS 17 Leases in force from period 
starting after 1 January 2010

  Revised IFRS 1 First-time adoption of IFRS, (issued July 
2009), effective date 1 January 2010

  IFRS 9 Financial Instruments (issued November 2009), 
effective date 1 January 2013

  Revised IAS 24 Related Party Transactions (issued 
November 2009), effective date 1 January 2011

  Amendments to IFRIC 14 Limit on a Defined benefit Asset, 
Minimum Funding Requirements and their Interactions  
(issued November 2009), effective date 1 January 2011

  IFRIC 19 Extinguishing Financial Liabilities with Equity 
Instruments (issued November 2009), effective date 1 July 
2010

As at the date of preparation of these financial statements, 
management does not completed the analyses of possible 
effects of the implementation of these revised standards, 
new interpretations and amendments to current standards 
in future, once they are endorsed by the European 
Commission for adoption by the European Union. 

4. Determination of fair values
A number of the Group’s accounting policies and 
disclosures require the determination of fair value, for 
both financial and non-financial assets and liabilities. Fair 
values have been determined for measurement and / or 
disclosure purposes based on the following methods. Where 
applicable, further information about the assumptions made 

in determining fair values is disclosed in the notes specific 
to that asset or liability.

(i) Property, plant and equipment
The fair value of property, plant and equipment recognised 
as a result of a business combination is based on market 
values. The market value of property is the estimated amount 
for which a property could be exchanged on the date of 
valuation between a willing buyer and a willing seller in an 
arm’s length transaction after proper marketing wherein the 
parties had each acted knowledgeably and willingly. The 
fair value of items of plant, equipment, fixtures and fittings is 
based on the market approach and cost approaches using 
quoted market prices for similar items when available and 
replacement cost when appropriate. 

(ii) Non-derivative financial liabilities
Fair value, which is determined for disclosure purposes, is 
calculated based on the present value of future principal 
and interest cash flows, discounted at the market rate 
of interest at the reporting date. In respect of the liability 
component of convertible notes, the market rate of interest 
is determined by reference to similar liabilities that do not 
have a conversion option. For finance leases the market 
rate of interest is determined by reference to similar lease 
agreements.

5. Financial risk management
The Group has exposure to the following risks from its use of 
financial instruments:

  credit risk

  liquidity risk

  market risk

  operational risk

This note presents information about the Group’s exposure 
to each of the above risks, the Group’s objectives, policies 
and processes for measuring and managing risk, and 
the Group’s management of capital. Further quantitative 
disclosures are included throughout these financial 
statements.

Risk management framework 
The Group Audit Committee oversees how management 
monitors compliance with the Group’s risk management 
policies and procedures, and reviews the adequacy of the 
risk management framework in relation to the risks faced 
by the Group. The Group Audit Committee is assisted in its 
oversight role by Internal Audit. Internal Audit undertakes 
both regular and ad hoc reviews of risk management 
controls and procedures, the results of which are reported to 
the Audit Committee. 

Credit risk
Credit risk is the risk of financial loss to the Group if a 
customer or counterparty to a financial instrument fails to 
meet its contractual obligations, and arises principally from 
the Group’s receivables from customers and investment 
securities.  

Trade receivables
The Group’s exposure to credit risk is influenced mainly 
by the individual characteristics of each customer, different 
for each sector. This exposure may also depend on the 
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default risk of the industry and the internal market on which 
the Group operates. In order to diversify the risk the Group 
manages the risk for each sector in conformity with its 
weight in the portfolio of Industrial Holding Bulgaria PLC. 
Because of that the Group diversifies its risk. The credit 
policy determines that each new customer is analysed 
individually for creditworthiness before the Group’s standard 
payment and delivery terms and conditions are offered.

The Group establishes an allowance for impairment that 
represents its estimate of incurred losses in respect of 
trade and other receivables and investments. The main 
components of this allowance are a specific loss component 
that relates to individually significant exposures, and a 
collective loss component established for groups of similar 
assets in respect of losses that have been incurred but not 
yet identified. The collective loss allowance is determined 
based on historical data of payment statistics for similar 
financial assets.

Investments
The Company invests primary in businesses and companies 
which it controls and could establish their development 
strategy. In its portfolio construction the Group invests only in 
liquid securities.

Guarantees
The Group’s policy is to provide financial guarantees only to 
subsidiaries and upon approval from its management board. 
At 31 December 2009 the Group has provided guarantees 
for liabilities to third parties as disclosed in note 36.

Liquidity risk
Liquidity risk is the risk that the Group will not be able to 
meet its financial obligations as they fall due. The Group’s 
approach to managing liquidity is to ensure, as far as 
possible, that it will always have sufficient liquidity to meet 
its liabilities when due, under both normal and stressed 
conditions, without incurring unacceptable losses or risking 
damage to the Group’s reputation.

Typically the Group ensures that it has sufficient cash on 
demand to meet expected operational expenses for a period 
of 30 days, including the servicing of financial obligations; 
this excludes the potential impact of extreme circumstances 
that cannot reasonably be predicted.

The Group management supports the efforts of its 
subsidiaries to receive bank credits for investments and 
to use the opportunities, provided by revolving credit lines, 
for working capital management. The amount of borrowed 
capital is maintained at a certain level and new borrowing 
is undertaken only after its economic efficiency is proved 
by the subsidiary. Borrowed capital improves the Company 
liquidity and is essential for the operations growth. In the last 
years the management policy aims the Group to obtain new 
funds from the capital markets by issuing shares, bods and 
other similar financial instruments. New funds are invested 
in the subsidiaries by providing loans in order to finance 
their projects and by participating in the subsidiaries’ share 
increases.

Market risk
Market risk is the risk that changes in market prices, 
such as foreign exchange rates, interest rates and equity 
prices will affect the Group’s income or the value of its 

holdings of financial instruments. The objective of market 
risk management is to manage and control market risk 
exposures within acceptable parameters, while optimising 
the return.

Currency risk
In order to minimise the exposure to currency risk the 
management of the Group reduced to a minimum payments 
in currencies other than the Bulgarian lev (BGN) or Euro 
(EUR). Some of the companies in the Group are exposed 
to a limited currency risk mainly due to purchases and/or 
sales and/or loans in currencies other than the functional 
currency. A Group tendency is to deal in BGN or EUR. 
Bulyard Shipbuilding Industry EAD has contracts in U.S. 
Dollars (USD) and Japanese yen (JPY). There are measures 
undertaken for hedging the currency risk.

Interest rate risk
The group is exposed to interest rate risk. There are loans 
with flexible interest rates corresponding to the current 
market prices. To reduce the interest rate risk exposure, the 
Company is trying to increase the proportion of loans with 
fixed interest.

Operational risk 
Operational risk is the risk of direct or indirect loss arising 
from a wide variety of causes associated with the Group’s 
processes, personnel, technology and infrastructure, and 
from external factors other than credit, market and liquidity 
risks such as those arising from legal and regulatory 
requirements and generally accepted standards of corporate 
behaviour. Operational risks arise from all of the Group’s 
operations.

The Group’s objective is to manage operational risk so as 
to balance the avoidance of financial losses and damage to 
the Group’s reputation with overall cost effectiveness and to 
avoid control procedures that restrict initiative and creativity. 

The primary responsibility for the development and 
implementation of controls to address operational risk is 
assigned to senior management within each business unit. 
This responsibility is supported by the development of overall 
Group standards for the management of operational risk in 
the following areas:

  requirements for appropriate segregation of duties, 
including the independent authorisation of transactions

  requirements for the reconciliation and monitoring of 
transactions

  compliance with regulatory and other legal requirements

  documentation of controls and procedures 

  requirements for the periodic assessment of operational 
risks faced, and the adequacy of controls and procedures 
to address the risks identified 

  requirements for the reporting of operational losses and 
proposed remedial action 

  development of contingency plans 

  training and professional development 

  ethical and business standards 

  risk mitigation, including insurance where this is effective 

Compliance with Group standards is supported by a 
programme of periodic reviews undertaken by Internal Audit. 
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The results of Internal Audit reviews are discussed with the 
management of the business unit to which they relate, with 
summaries submitted to the Audit Committee and senior 
management of the Group.

Capital management
The management’s policy is to maintain a strong capital 
base so as to maintain owners and market confidence and 
to sustain future development of the business.

The Company seeks to maintain a balance between the 
higher returns that might be possible with higher levels of 
borrowings and the advantages and security afforded by a 
sound capital position. In 2009 the Group’s return on equity 
is 0.83% (2008: 5.94%). 

There were no changes in the Company’s approach to 
capital management during the year.

The Company is not subject to contractual or legally 
imposed capital requirements.

6. Segment reporting
Segment information is presented in respect of the Group’s 
business segments. The format is based on the Group’s 
management and internal reporting structure.

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

Segment results, assets and liabilities include items directly 
attributable to a segment as well as those that can be 
allocated on a reasonable basis. Unallocated items comprise 
goodwill, minority interest, loans and tax liabilities.

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

Business segments
The Group comprises the following main business 
segments:

Machinery construction. The manufacturing and sale of 
metal-cutting machines, production, repair and sales of 
electric machines; and foundry.

Shipbuilding and transportation services. The manufacturing 
and reconstruction of ships and all types of vessels, as well 
as related services, transportation services, port activities, 
and classification and certification. 

Other operations include provision of consulting services, 
production of furniture, real estate operations and others.

Geographical segments
All of the segments are located and operate in the 
geographical area of Bulgaria.
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6. Segment reporting, continued
Business segments

Machinery 

construction

Shipbuilding

& transport

Other 

operations

Eliminations Consolidated

In BGN thousand 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008

Total revenue from external customers 34,391 65,383 40,211 73,721 1,545 4,365 - - 76,147 143,469
Inter-segment revenue 59 60 75 765 980 94 (1,114) (919) - -
Total revenue 34,450 65,443 40,286 74,486 2,525 4,459 (1,114) (919) 76,147 143,469

Interest expense (252) (193) (170) (2,807) (1,747) 1,726 - - (2,169) (1,274)
Interest income 26 8 369 1,910 795 1,415 - - 1,190 3,333
Depreciation and amortisation (2,973) (2,867) (4,335) (2,530) (124) (156) - - (7,432) (5,553)

Profit (loss) from operations 3,141 7,530 (6,154) 1,044 (1,281) 749 - - (4,294) 9,323

Net financing income/(expense) 2,905 587
Share of profit/ (loss) of equity 
method investee

- - - - 1,955 2,180 - - 1,995 2,180

Income tax expense (747) (1,338)
Net profit (loss) for the year (1,120) 12,811

6. Segment reporting, continued
Business segments, continued

Machinery con-

struction

Shipbuilding

& transport

Other operations Consolidated

In BGN thousand 2009 2008 2009 2008 2009 2008 2009 2008

Segment assets 64,514 78,071 292,080 232,246 4,105 47,480 360,699 357,797
Investment in associates - - - 14,997 13,081 14,997 13,081
Unallocated assets - - - - - 6,210 7,090
Total assets 381,906 377,968

Trade and other liabilities of segments 7,172 16,052 75,719 79,409 19,973 20,695 102,864 116,156
Related parties liabilities - - - - - - 60 316
Loan liabilities 2,780 3,868 31,684 4,976 186 231 34,650 9,075
Debenture loan - - - - 21,650 21,650 21,650 21,650
Income tax liabilities 155 427 56 168 205 52 416 647
Total liabilities 159,640 147,844

Capital expenditure 689 3,835 48,212 44,876 51 64 48,952 48,775



Consolidated Financial Statements

87

7a.
As at 31 December 2009 revenues recognized upon completed stages of construction of ships Karvuna, Emona and 
Marciana which were ordered within the Group, were eliminated. These revenues amounts to BGN 46,063 thousand and are 
recognized in the individual financial statement of Bulyard Shipbuilding Industry EAD. The related expenditure is disclosed in 
notes 10 and 15 as capital expenses for construction.
In 2009 stages in construction of ships Emona for the amount of BGN 4,606 thousand and Marciana for the amount of BGN 
19,340 thousand are recognized.
Revenue from shipbuilding is recognized based on the stage of completion of a contract activity. There are three stages of 
completion for the shipbuilding contracts. The recognition of revenue and expense is associated with a completed stage. 
For the first two stages revenue is recognized to the amount of the cost incurred. Profit is recognized in the last stage. As a 
consequence, shipbuilding revenue is not comparable period over period.

8. Other operating revenue

In BGN thousand Note 2009 2008

 
Gain on disposal of property, plant and equipment 8.a 385 7,369
Other revenue 3,116 3,186

3,501 10,555

7. Revenue

In BGN thousand Note 2009 2008

Sale of production 29,056 58,751
Shipbuilding 7a 24,526 48,128
Sale of services 10,770 14,612
Ship repairing 2,162 5,699
Port operations 3,572 3,593
Sale of goods and materials 2,560 2,131

72,646 132,914

8a. Gain on disposal of property, plant and equipment

In BGN thousand 2009 2008

Income from sale of non-current assets 485 8,315
Carrying amount of assets sold (100) (946)

385 7,369

Gain on disposal of property, plant and equipment is mainly due to:
– sale of property, plant and equipment of Bulyard Shipbuilding Industry EAD – BGN 7,236 thousand;
– sale of plants and equipment of Elprom ZEM AD and KRZ Port Bourgas AD – total amounts to BGN 133 thousand.

In 2009 machines and equipment for the amount of BGN 389 thousand and part of the building in Popovo town for the 
amount of BGN 96 thousand are sold.
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11. Expenses for materials

In BGN thousand 2009 2008

Primary materials 83,643 80,635
Supplementary materials 1,326 3,287
Energy 2,512 3,641
Repair parts 436 1,151
Others 646 1,393

88,563 90,107

9. Increase/ (decrease) in work-in-progress

In BGN thousand 2009 2008

Mashstroy AD (225) (430)
Leyarmash AD 25 150
ZMM Sliven AD 650 1,125
Avgusta Mebel AD (51) 54
KRZ Port-Bourgas AD (47) 30
ZMM Nova Zagora AD 253 225
Elprom ZEM AD (1,630) 1,509
Bulyard Shipbuilding Industry EAD 33,838 3,851
KLVK AD - -

32,813 6,514

10. Capital expenses for construction

In BGN thousand 2009 2008

Mashstroy AD 87 1,018
ZMM Sliven AD 109 64
KRZ Port-Bourgas AD 175 122
Bulyard Shipbuilding Industry EAD 8 4,424
Bulyard AD 25 -
Karvuna – ship 22,117 10,618
Marciana - ship 19,340 6,020
Emona – ship 4,606 14,121

46,467 36,387

Amount paid for capitalized expenses for construction of own assets is presented in the Cash flow statement as “Acquisition 
of property, plant and equipment and paid capital expenses for construction”.
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14. Cost of assets sold

In BGN thousand 2009 2008

Bulyard Shipbuilding Industry EAD 348 251
Mashstroy AD 77 74
Leyarmash AD 20 95
ZMM Sliven AD 66 144
Avgusta Mebel AD 1 -
KRZ Port - Bourgas AD 8 3
ZMM Nova Zagora AD 1 4
Elprom ZEM AD 7 9
ZMM Bulgaria Holding AD 986 3

1,514 583

12. Expenses for hired services

In BGN thousand 2009 2008

Hired services 18,351 26,836
Repairs 1,288 2,749
Communications 300 375
Security 967 942
Naval fee registration and technical documentation 755 852
Provided guarantees 1,250 566
Insurance 842 1,051
Intermediation commissions 51 436
Advertisements 94 169
Rents 1,138 926
Other 1,797 3,085

26,833 37,987

13. Personnel expenses

In BGN thousand 2009 2008

Wages and salaries 19,190 27,044
Mandatory social security contributions 3,914 6,531
Management contracts, Managing, Supervisory Board 1,245 1,283
Mandatory social and health security  contributions 82 111
Accruals under IAS 19 – unused paid leaves 56 200
Accruals under IAS 19 – retirement compensation  50 284
Other personnel expenses 1,299 1,960

25,836 37,413

The average number of employees for the Group in 2009 was 2,121 employees (2008: 2,818 employees).
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15.a Impairment losses

In BGN thousand 2009 2008

Impairment of receivables 26 124
Impairment of inventory 69 892
Impairment of Non current assets 29 10

124 1,026

15. Other operating expenses

In BGN thousand Note 2009 2008

Impairment 15.a 124 1,026
Legal obligations and warranties 252 321
Business trip expenses 472 587
Penalties expenses 7,087 77
Other expenses 1,608 1,765

9,543 3,776

In 2009 penalty expenses mainly include taxes for cancelling supply contracts for ship construction.

16. Net finance income/(expenses)

In BGN thousand 2009 2008

Finance income
Interest income 1,190 3,333
Dividend income - 1,824
Net difference in exchange rates 3,238 -
Net profit resulting from trade with financial assets - 410
Recognized negative goodwill 43 45

4,471 5,612
Finance expenses
Interest expense (2,169) (1,274)
Net foreign exchange difference - (472)
Net loss resulting from trade with financial assets - (423)
Other financial profit/(loss), net (376) (797)

(2,545) (2,966)
1,926 2,646
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17. Income tax expense
Recognised in the income statement

In BGN thousand Note 2009 2008

Current tax expense
Current year 775 1,446

775 1,446
Deferred tax expense
Origination and reversal of timing differences (28) (108)

31 (28) (108)
Total income tax expense in income statement 747 1,338

Current income tax expense has been calculated using a rate of 10% (2008:10%), applied to the tax base. Deferred taxes are 
recognized applying the income tax rate for 2009 of 10% (2008: 10%).

Reconciliation of effective tax rate

In BGN thousand

Net profit for the period
Total income tax expense (747) 1,338
Profit before income tax (373) 14,149

Tax income /(expense) using applicable tax rate: 10% 37 (10)% (1,415)
Tax on non-deductible expenses (20)% (75) (1)% (95)
Tax exempt income – dividends 4% 15 1% 154
Other 36% 134 - (43)
Current losses for which no deferred tax asset is recognised (236)% (879) - -
Utilized tax losses from previous periods 6% 21 - 61

(200)% (747) (10)% (1,338)

Income tax recognized directly in equity

In BGN thousand
2008 2009

Before taxes Tax 
(expense) 
income

After taxes Before taxes Tax 
(expense) 
income

After taxes

Revaluation of buildings 130 (13) 117 - - -
Revaluation of land and buildings (6,935) 693 (6,242) - - -

(6,805) 680 (6,125) - - -

Included:
For the Group (5,950) 595 (5,355) - - -
For minority interest (855) 85 (770) - - -

(6,805) 680 (6,125) - - -
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18. Property, plant and equipment

In BGN thousand Land

and 

buildings

Machines 

and 

Equipment

Other non-

current 

assets

Ships Assets 

under 

construction

Total

Cost
Balance at 1 January 2008 76,637 34,968 4,038 12,166 127,809
Additions 379 699 957 42,568 44,603
Disposals (75) (94) (108) (51) (328)
Transfers 1,020 12,508 370 (13,898) -
Transfers from assets held for sale 570 - - - 570
Revaluation (11) - - 10 (1)
Other decreases - (82) (5) (87)

Balance at 31 December 2008 78,520 47,999 5,252 40,795 172,566

Balance at 1 January 2009 78,520 47,999 5,252 - 40,795 172,566
Additions 81 479 144 - 47,510 48,214
Disposals (258) (204) (229) - - (691)
Transfers 45 1,518 1,574 50,999 (54,136) -
Transfers to property, plant and equipment - - - - (515) (515)
Revaluation of land and buildings (6,935) - - - - (6,935)
Revaluation of buildings 130 - - - - 130
Elimination of depreciation against cost (1,640) - - - - (1,640)
Impairment of assets (29) - - - (29)
Balance at 31 December 2009 69,914 49,792 6,741 50,999 33,654 211,100

Depreciation and impairment losses
Balance at 1 January 2008 12 6,735 1,844 - - 8,591
Depreciation charge for the year 1,094 3,628 510 - 5,232
Depreciation for assets written-off (2) (55) (57) - - (114)
Depreciation of assets transferred from 
held for sale 98

- - - 98

Other decreases - (80) (5) - - (85)
Revaluation of assets (1) - - - - (1)
Balance at 31 December 2008 1,201 10,228 2,292 - - 13,721

Balance at 1 January 2009 1,201 10,228 2,292 - - 13,721
Depreciation charge for the year 1,090 4,321 792 508 - 6,711
Depreciation for assets written-off (11) (79) (223) - - (313)
Elimination of depreciation against cost (1,640) - - - (1,640)
Other decreases - (19) 19 - - -
Balance at 31 December 2009 640 14,451 2,880 508 - 18,479
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18. Property, plant and equipment, continued

Land

and 

buildings

Machines 

and 

Equipment

Other non-

current 

assets

Ships Assets 

under 

construction

Total

Carrying amount
At 1 January 2008 76,625 28,233 2,194 - 12,166 119,218
At 31 December 2008 77,319 37,771 2,960 - 40,795 158,845

At 1 January 2009 77,319 37,771 2,960 - 40,795 158,845
At 31 December 2009 69,274 35,341 3,861 50,491 33,654 192,621

Mortgages and special pledges are subscribed on property, plant and equipment with net book value as at 31 December 
2009 for the amount of BGN 110,747 thousand (2008: BGN 50,185 thousand) in relation to the opening of bank guarantees 
and/or letters of credit in favour of suppliers and bank loans (see also note for Loans).

Tangible assets with net book value for the amount of BGN 262 thousand are acquired under finance lease. As at the date of 
the financial statements financial lease liabilities is amounting to BGN 161 thousand. 

The Group management periodically reviews the fair values of its land, buildings, plant and equipment. Such reviews were 
made as at 1 January 2003, 31 December 2007 and 31 December 2009 due to the significant change of value of land and 
buildings in the last year. The assets were revalued to their fair values, based on estimates performed by an independent 
registered appraiser. Based on the last valuation performed net book value of land and buildings is decreased by BNG 
6,834 thousand, from which BGN 6,805 thousand are for the account of the revaluation reserve and BGN 29 thousand for the 
account of the financial result in 2009. As a result net book value of land is decreased by BGN 3,520 thousand and net book 
value of buildings is decreased by BGN 3,314 thousand. The effect of the revaluation is recorded in the revaluation reserve 
(see note 26 Share capital and reserves).

Expenses for the amount of BGN 46,063 thousand incurred for construction of own ships are recognized as assets under 
construction. As at 31 December 2009 the construction of ships Emona and Marciana is finished and the accumulated 
expenses amounting to BGN 50,999 thousand are recognized as Ships. As a result of the Group policy the price for 
acquiring the ships is equal to their purchase price stated in the construction contracts.

19. Intangible assets

In BGN thousand Patents and 

trade-marks

Software Other 

intangible 

assets  

Total

Carrying amount
At 1 January 2008 462 261 748 1,471
At 31 December 2008 352 237 4,365 4,954

At 1 January 2009 352 237 4,365 4,954
At 31 December 2009 1,248 224 3, 996 5, 468

The depreciation charge for the intangible non-current assets for the year ending 31 December 2009 amounts to BGN 
721 thousand (2008: BGN 321 thousand). Due to the fact that the intangible non-current assets owned by the Group are 
immaterial, no detailed note has been prepared on their movement during 2008 and 2009.
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(i) Goodwill

In thousands of BGN Goodwill

Balance at 1 January 2008 7,840
Impairment (1,628)
Balance at 31 December 2008 6,212

Balance at 1 January 2009 6,212
Impairment -
Balance at 31 December 2009 6,212

The Group performed a goodwill impairment test as at 31.12.2008. Goodwill amounts to BGN 7,840 thousand, which consist 
mainly of goodwill from the acquisition of Bulyard Shipbuilding Industry EAD – BGN 6,842 thousand. The analysis is based 
on the value in use for 5 years period. Calculation is based on the financial budgets approved by the management of Bulyard 
Shipbuilding Industry EAD. The discount interest used is 13.6% for each year of the forecast. As a result of the calculation, the 
Company estimated impairment amounting to BGN 1,628 thousand.
In 2009 due to the volatility of the market, management is not capable of preparing reliable forecast to be used in goodwill 
impairment test.

(ii) Negative goodwill
The negative goodwill which arose as a result of acquisitions in subsidiaries for both reporting periods can be analysed as 
follows: 

In BGN  thousand 2009 2008 

Elprom ZEM AD 43 45
Total negative goodwill, recognised in the Income statement 43 45

In 2008 negative goodwill is result from acquisition of 4,450 shares representing 0.37% of  share capital of the subsidiary 
Elprom ZEM AD and in 2009 negative goodwill is result from acquisition of 3,656 shares representing 0.30% of share capital 
of Elprom ZEM AD.

(iii) Acquisition of subsidiaries and minority interest
Acquisition of minority interest
During the year the Group acquired the following additional interest in subsidiaries and relative share of net assets:

2009 2008

In BGN thousand Net assets % Net assets %

Elprom ZEM AD 73 0,30 87 0.37
73 87

In 2008, a company from the Group purchased 4,450 shares, representing 0.37% of the equity of the subsidiary Elprom ZEM 
AD for the amount of BGN 42 thousand. As a consequence, the Group’s interest  in Elprom ZEM AD increased to 80.08%. 
Because of the acquisition, negative goodwill in the amount of BGN 45 thousand was recognized in the Income statement.

In October 2008, the subsidiary KLVK AD purchased all shares issued by Skitia Ltd and Odria Ltd, registered in Marshall 
Islands. The companies contracted with Bulyard Shipbuilding Industry EAD to build two ships for bulk cargo type Future 56, 
57000 DWT with construction numbers 102 and 105.

In 2009 the subsidiary ZMM Bulgaria Holding AD purchased 3,656 shares of Elprom ZEM AD and its part in the share 
capital increased from 80.08% to 80.38%. As a result from the acquisition negative goodwill amounting to BGN 43 thousand 
is recognized. The Company purchased 150,000 shares of the capital of Leyarmash and sold 40 shares of the capital of 
Mashstroy AD.

In the current year 148.5 thousand of shares are sold from the capital of Privat Engineering AD. Shares are sold to a company 
within the group – International Industrial Holding Bulgaria AG. The ownership of the company remains within the Group.
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(iv) Share increases of subsidiaries
- Capital increases of subsidiaries in 2008
In June 2008, the share capital of KLVK AD and Privat Engineering AD was increased by BGN 2,000 thousand and BGN 
1,050 thousand, respectively. Both capital increase transactions were registered with the Registry agency in August 2008. 
In November 2008, KLVK AD and Privat Engineering AD registered a second increase of their share capital with BGN 3,000 
thousand each by issuance of shares with par value of BGN 1. The shares were fully subscribed by Industrial Holding 
Bulgaria PLC.

- Capital increases of subsidiaries in 2009
As per the decision of General meeting of shareholders of KLVK AD from August 2009 the share capital of the company is 
increased from BGN 5,074,800 to BGN 7,030,630 by issuance of 1,955,830 ordinary shares with voting right and par value 
BGN 1 each. All shares are subscribed by the shareholder International Industrial Holding Bulgaria AG.

In September 2009 Industrial Holding Bulgaria PLC subscribed all 800,000 ordinary shares, issued for share capital increase 
of Privat Engineering AD with par value BGN 1 and issue value BGN 5. Increase in the share capital is registered by the 
Registry agency on 25 September 2009.

(v) New subsidiaries
In 2008, Emona and Marciana registered in Malta were closed and all assets and liabilities were transferred to Emona Ltd 
and Marciana Ltd.  

In September 2009 a company Tirista Ltd is established as a subsidiary of Privat Engineering AD. Tirista Ltd is registered on 
Marshal Islands and purchased from Bulyard Shipbuilding Industry EAD construction rights of ship 459 as per the previously 
cancelled order of Bulgarian Navigation Maritime AD.

20. Investments in equity accounted associates
The Group has the following investments in associates:

Country Ownership

2009 2008

Dunav Tours AD Bulgaria 48.45% 48.45%
Vartzila IHB Ship Design Bulgaria AD Bulgaria 50.00% 50.00%
Istrum Travel Cyprus 50.00% 50.00%

Odessos PBM AD Bulgaria 30.00% 30.00%

Rekolta AD Bulgaria 50.00% -

In November 2009 Industrial Holding Bulgaria PLC invested in a new company Rekolta AD with share capital BGN 140,000 
and 140 shares with par value BGN 1,000 each. Industrial Holding Bulgaria PLC subscribed 50% of voting shares. The main 
activity of the company is purchase of agricultural land, protect and enhancing of land fertility, construction of hydro systems, 
biological agriculture, development of the traditions of Bulgarian agricultural practice and any other activity not prohibited by 
law.
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20. Investment in associates, continued
Summary financial information for equity accounted investees, not adjusted for the percentage ownership held by the Group:

In BGN thousand Owner-

ship

Current 

assets

Non-

current 

assets

Total 

assets

Current 

liabilities

Non-

current 

liabilities

Total 

liabilities

RevenuesExpenses Profit / 

(loss)

2008
Dunav Tours AD 48.45% 1,734 38,297 40,031 10,535 10,269 20,804 19,669 (15,798) 3,871
Istrum Travel 50.00% 3,737 - 3,737 536 - 536 28,393 (28,315) 78
Odessos PBM AD 30.00% 336 5,489 5,825 179 - 179 1,697 (1,573) 124
VIK-Sandvik-IHB Design 
AD

50.00% 960 183 1,143 166 - 166 2,098 (1,639) 459

6,767 43,969 50,736 11,416 10,269 21,685 51,857 (47,325) 4,532

2009
Dunav Tours AD 48.45% 5,462 32,311 37,773 5,729 8,526 14,255 19,103 (14,812) 4,291
Istrum Travel 50.00% 3,650 5,000 8,650 5,560 - 5,560 27,890 (28,036) (146)
Odessos PBM AD 30.00% 414 5,360 5,774 62 5 67 1,310 (1,249) 61
Rekolta AD 50.00% 140 - 140 - - - - - -
Vartzila IHB Ship Design 
Bulgaria AD

50.00% 314 68 382 124 - 124 1,091 (1,420) (329)

9,980 42,739 52,719 11,475 8,531 20,006 49,394 (45,517) 3,877

*  In 2009 VIK- Sandvik – IHB Design AD was renamed to Vartzila IHB Ship Design Bulgaria AD. The rename is based on the 
decision of General meeting of shareholders from 30 April 2009.

The movements in the investment in associates can be presented as follows:

In BGN thousand 2009 2008

Dunav Tours AD
At 1 January 9,308 8,159
Share of increase in net assets 2.078 1,875
Dividend  - (726)
At 31 December 11,386 9,308

Istrum Travel 2009 2008

At 1 January 1,573 1,534
Share of increase in net assets (73) 39
At 31 December 1,500 1,573

Odessos PBM AD 2009 2008

At 1 January 1,698 1,661
Share of increase of net assets 18 37
At 31 December 1,716 1,698

Vartzila IHB Ship Design Bulgaria AD 2009 2008

At 1 January 502 273
Dividends (149) -
Share of increase of net assets (28) 229
At 31 December 325 502

Rekolta AD 2009 2008

At 1 January - -
Investment 70 -
At 31 December 70 -

Total investments in associates at 31 December  14,997 13,081
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During the year, the Group interest in net assets of equity accounted investments increased by BGN 1,995 thousand (2008: 
BGN 2,180 thousand). 

21. Other investments

In BGN thousand 2009 2008

Meteko AD 7 7
Other 1 1

8 8

22. Long term receivables

In BGN thousand 2009 2008

Receivables related to cession contract 69 104
Receivables related to loan granted 211 948
Other long term receivables 74 -

354 1,052

23. Inventories                                                                                 

In BGN thousand Note 2009 2008

Raw materials and consumables 73,705 42,364
Impairment of raw materials and consumables (138) (138)
Work-in-progress 23.а 60,753 27,209
Impairment of work-in-progress 23.а (173) (706)
Finished goods 2,722 3,824
Impairment of finished goods (251) (186)
Supplies 4,174 182
Merchandise 2 3

140,794 72,552

23a. Work–in-progress

Work-in-progress includes:

In BGN thousand 2009 2008

Work-in-progress from shipbuilding 54,365 19,277
Other related to shipbuilding - 165
Work in progress from shiprepair - -
Work in progress from machine-building 6,213 7,054
Other 2 7

60,580 26,503
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24. Trade and other receivables

In BGN thousand Note 2009 2008

Trade receivables 4,570 4,550
Court receivables 25 47
Related party receivables 36 - 874
Tax receivables 2,232 1,333
Other receivables 228 791
Prepayments and deferred expenses 8,384 33,100

15,439 40,695

Related party receivables as at 31.12.2008 refer to declared but not paid dividend as at the balance sheet date from Dunav 
Tours AD for the amount of BGN 726 thousand and prepayments to Vartzila IHB Ship Design Bulgaria AD for construction 
services.

25. Cash and cash equivalents

In BGN thousand 2009 2008

Cash at bank 5,341 70,425
Cash in hand 94 126
Cash as per cash flow 5,435 70,551

Restricted cash 578 10,018
Cash and cash equivalents in the Balance sheet 6,013 80,569

The restricted cash amounting to BGN 578 thousand as at 31 December 2009 include cash being restricted as collateral with 
regard to issued letter of credit towards suppliers engaged in ship building.

26. Share capital and reserves
Share capital is stated at nominal value as per court registration. As at 31 December 2009, the authorised share capital 
comprised BGN 43,756,118 ordinary shares (2008: BGN 43,756,118 thousand) with a par value of BGN 1.

The registered capital is stated at par value and is fully paid. There are no preference or bearer shares.

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

Shareholders of Industrial Holding Bulgaria PLC that own greater than 5% of the shares of the Company:

Shareholder Number of shares

31 December 2009

2009

%

Number of shares

31 December 2008

2008

%

Venside Enterprises Ltd 13,472,245 30.79% 13,472,245 30.79%
Bulls AD 5,863,673 13.40% 5,783,211 13.22%
DZH AD 2,440,655 5.58% 2,440,655 5.58%
General Stock Investment - 2,342,850 5.35%
Others 21,979,545 50.23% 19,717,157 45.06%

43,756,118 100.00% 43,756,118 100.00%
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26. Share capital and reserves, continued
Additional and statutory reserves
The additional and statutory reserves are formed by allocation of 10% of profit in accordance with the requirements of the 
Trade Act, and by allocating additional reserves from the retained earnings. These reserves comprise additional and statutory 
reserves of the parent company as well as the share of reserves of the subsidiaries formed after the date of acquisition.

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

27. Earnings per share
(i) Basic earnings per share
The calculation of basic earnings per share as at 31 December 2009 was based on the net profit attributable to ordinary 
shareholders of BGN 1,634 thousand (2008: BGN 11,913 thousand) and a weighted average number of ordinary shares 
outstanding during the year ended 31 December 2009 of 43,756 thousand (2007: 43,756 thousand), calculated as follows:

Net profit attri butable to ordinary shareholders

In BGN thousand 2009 2008

Net profit for the year (1,120) 12,811
Net profit attributable to ordinary shareholders 1,634 11,913

Weighted average number of ordinary shares
In thousands of shares 2009 2008

Issued ordinary shares at 1 January 43,756 43,756
Weighted average number of shares at 31 December 43,756 43,756

The Company does not disclose diluted earnings per share as the convertible debenture loan does not have dilutive effect 
on the capital as the interest (net from taxes), stated for one ordinary share is higher than the basic earnings per share.  

28. Loans and borrowings
This note provides information about the contractual terms of the Group’s interest-bearing loans and borrowings. For more 
information about the Group’s exposure to interest rate and currency risk, refer to note 33.

In BGN thousand 2009 2008

Non-current liabilities
Secured bank loans 22,536 5,303
Lease liabilities 71 145

22,607 5,448

In BGN thousand 2009 2008

Debenture loan
Long term part 21,650 21,650

21,650 21,650

Current liabilities
Current portion of secured bank loans 11,953 3,528
Lease liabilities 90 99

12,043 3,627
Debenture loan
Current portion - -
Current portion – accrued interest 304 303

304 303
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According to decision N# 20081104114240, the Trade Register announced the issuance of debenture loan of Industrial 
Holding Bulgaria PLC under the following conditions:

 ISIN code: BG2100024087
  Total nominal value (amount of the debenture loan) – BGN 21,649,600 (twenty-one million six hundred forty-nine thousand 
and six hundred) distributed in 216,496 (two thousand sixteen four hundred ninety-six) dematerialized, interest-bearing, 
convertible, free transferable, unsecured debentures, each with nominal value of 100(one hundred) BGN
 Period (maturity) of the debenture loan: 3 (three) years (36 months or 1,095 days), counted from issuance date
 Date starting the maturity period: 29.10.2008
 Interest: – 8.00% (eight percent) per annum
 nterest payment period: – 6 month
 Conversion ratio: 12, which determines conversion price of BGN 8.33
 Conversion: on maturity of emission and intermediate conversion of fourth interest payment date
  Dates of payment: for principal – one-time at maturity; for interest payments: 29.04.2009, 29.10.2009, 29.04.2010, 
29.10.2010, 29.04.2011 and 29.10.2011

Payment administration bank - Allianz Bank Bulgaria AD pending meeting the requirements of Regulation No8 of Central 
Depository for securities.

If the current stock exchange downturn remains for the next three years for and of the share price does not increase, it is 
likely that the conversion debentures amounting to BGN 21,649,600 which Industrial Holding Bulgaria PLC issued in 2008 and 
which have their maturity at 29.11.2011 will not be entirely converted at the announced conversion price of BGN 8.33.

Terms and debt repayment schedule
2009

In BGN thousand Total 1 year 

or less

Over 1

year

Secured bank loans:
EUR 430 thousand – 3 m. EURIBOR + 4,9%-investment loan 529 197 332
BGN 21,650 thousand – 8% debenture loan 21,650 - 21,650
EUR 300 thousand – 3 m. EURIBOR +4,9%-overdraft 352 352 -
EUR 314 thousand – 3 m. EURIBOR +4,9%-investment loan 93 93 -
EUR 333 thousand EURIBOR +2,3% investment loan 377 102 275
EUR 50 thousand BIR +2,3 % 76 47 29
BGN 88 thousand SOFIBOR + 2 % - credit line 88 88 -
BGN 50 thousand SOFIBOR + 3 % - credit line 34 34 -
BGN 42 thousand SOFIBOR + 3.92 % - credit line 21 21
EUR 330 thousand +3,5% - working capital loan 608 152 456
EUR credit line 3 months - EURIBOR +4.65% 9,773 - 9,773
EUR credit line 3 months - EURIBOR +4.65% 470 - 470
BGN 200 thousand – 1 month SOFIBOR +2 % 200 200 -
EUR 712 thousand – 1 month EURIBOR +3,5% -   (min. 7,5 %) investment loan 922 315 607
EUR 335 thousand – 1 month EURIBOR +3,5% -   (min. 7,5 %) investment loan 426 146 280
EUR 7,190 thousand – 5 % + 2,25 points 14,062 7,031 7,031
EUR 2,180 thousand – 5 % + 2,25 points 5,496 2,748 2,748
BGN 250 thousand – 3 months SOFIBOR +1,64 % (min.8,6%) 40 40 -
BGN 200 thousand – 3 months SOFIBOR +1,64 % (min.8,6%) 38 38 -
EUR 500 thousand – BLP + 1,5 % 349 349
EUR 2 - 2
BGN – credit line – 1 month SOFIBOR + 3,5 % 533 - 533
Finance leases:
EUR 17 thousand – finance lease -3 month EURIBOR 23 12 11
EUR 47 thousand – finance lease – 6.70% 43 27 16
EUR 98 thousand - finance lease – average interest rate 7.50% 95 51 44

56,300 12,043 44,257

The bank loans are secured with mortgage over land and buildings and a pledge of machinery and equipment and vehicles 
at total carrying value of BGN 85,370 thousand at 31.12.2009 (2008: BGN 50,185 thousand). Additionally, KRZ Port-Burgas AD 
has been pledged as collateral as an entity.
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During 2009 Bulyard Shipbuilding Industry EAD and KLVK AD in their capacity of jointly liable have entered into bank 
loan agreement for working capital to be used for financing the supply of equipment for a ship up to the amount of JPY 
1,122,594 thousand. Maturity of the loan is year 2018. Annual interest is the price of the capital plus additional 2.5 %. As at 
31 December 2009 the Company has not utilized any amounts regarding the negotiated loan. The loan is secured by a ship 
mortgage over ship Marciana owned by the Group with carrying value as at 31 December 2009 BGN 25,377 thousand.

Terms and debt repayment schedule
2008

In BGN thousand Total 1 year 

or less

Over 1

year

Secured bank loans:
EUR 315 thousand EURIBOR+2,3%-investment loan 318 224 94
BGN 21,650 thousand – 8% debenture loan 21,650 - 21,650
EUR 450 thousand EURIBOR +2,3%-financing 286 286 -
BGN 71 thousand EURIBOR +2,3% 99 99 -
EUR 333 thousand EURIBOR +2,3% investment loan 495 - 495
EUR 350 thousand BIR +3.5% for working capital 509 - 509
BGN 11 thousand BIR +4.30% - investment loan 11 11 -
BGN 177 thousand BIR+3.92%- 3 credit line 152 152 -
BGN 265 thousand BIR +3.50% - investment loan 265 126 139
EUR 406 thousand – 3 - month - EURIBOR +2.3% - working capital loan 794 794 -
EUR 430 thousand – 3 - month - EURIBOR +2.3% - investing loan 726 197 529
BGN 200 thousand – flexible BIR +2.7% - working capital 200 200 -
EUR 712 thousand – monthly EURIBOR +2.9% -   investment loan 1,393 315 1,078
EUR 335 thousand – monthly EURIBOR +2.85% -   investment loan 649 146 503
EUR 5,000 thousand – 3 month EURIBOR +2% - credit line 1,956 - 1,956
EUR 1,000 thousand – monthly -EURIBOR+3% investment loan 978 978 -
Finance leases:
EUR 17 thousand – finance lease -3 month EURIBOR 34 11 23
EUR 47 thousand – finance lease – 6.70% 68 22 46
EUR 73 thousand – finance lease – average interest rate 7.50% 142 66 76

30,725 3,627 27,098

29. Other long-term payables

In BGN thousand 2009 2008

 
Financing 412 262
Other long-term payables 65 65

477 327

The financing is under project “Development of a procedure for inspection and acquisition of a ship class and internet 
based system for management of the inspection activity” for Bulgarian Register of Shipping AD; financing from National 
Investing Fund at the Executive agency for support of small and medium  enterprises for development of new technology for 
construction of isolation system in Elprom ZEM AD and financing by DSK Bank AD under conditions of credit line of EBRD 
for energy efficiency and renewable energy source in Leyarmasch AD and Bulyard Shipbuilding Industry EAD by Ministry of 
Labour and Social policy and EBRD. The current part of the payables are presented in current liabilities.
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30. Provisions

In BGN thousand Retirement 

compensation

Warranties Law suites Other Total

Balance at 1 January 2008 440 486 37 - 963
Provisions accrued during the year 284 299 22 8 613
Used provisions (162) (363) - - (525)
Other changes 56 - - - 56
Balance at 31 December 2008 618 422 59 8 1,107

Balance at 1 January 2009 618 422 59 8 1,107
Provisions accrued during the year 50 252 - - 302
Used provisions (321) (376) (22) - (719)
Other changes 37 - - - 37
Balance at 31 December 2009 384 298 37 8 727

Including:
Long term 344 84 37 8 473
Short term 40 214 - 254

Retirement compensation
The Group has made an estimate of the retirement compensation due in accordance with the Labor Code and the Collective 
Labor Contracts, where there are such, on a company by company basis. The major part of the provision for retirement 
compensation is presented as a long term liability in the Group’s statement of financial position. 

  The provision for retirement compensation as at 31 December 2009 is BGN 384 thousand. The amount is based on a 
calculations made by a qualified actuary.

Warranties
The provision for warranties relates mainly to engines sold by Elprom ZEM and shipbuilding contracts of Bulyard Shipbuilding 
Industry EAD. The calculation of the provision is based on estimations based on historical warranty data associated with 
similar products and services. Warranties, expected to be realized in more than 1 year from the date of the statement of 
financial position, are presented as long-term liabilities. 

Lawsuits provisions
The estimated provision, amounting to BGN 37 thousand relates to lawsuits against companies in the Group.
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31. Deferred tax assets and liabilities
Recognised deferred tax assets and liabilities
Deferred tax assets and liabilities are attributable to the following items:

Assets Liabilities Net

In BGN thousand 2009 2008 2009 2008 2009 2008

Property, plant and equipment (128) (53) 5,523 6,252 5,395 6,199 
Trade and other receivables (36) (42) - - (36) (42)

Provisions (34) (24) - - (34) (24)
Provision for retirement compensation (38) (50) -  - (38) (50)
Other payables (59) (147) 2 2 (57) (145)
Net tax (assets)/liabilities (295) (316) 5,525 6,254 5,230 5,938 

The applicable tax rates used for calculation of the deferred tax assets and liabilities are 10 % (both for 2008). 

Movements in timing differences during the year
2009

Balance 

 1 January 

2009

Recognised 

in income

Recognised 

in equity

Balance 31 

December 

2009

In BGN thousand

Property, plant and equipment 6,199 (124) (680) 5,395
Trade and other receivables (42) 6 - (36)
Provisions (24) (10) - (34)
Provisions for retirement compensations (50) 12 - (38)
Other payables (145) 88 - (57)

5,938 (28) (680) 5,230

2008

Balance 

 1 January 

2008

Recognised 

in income

Recognised 

in equity

Balance 31 

December 

2008

In BGN thousand

Property, plant and equipment 6,359 (160) - 6,199
Trade and other receivables (100) 58 - (42)
Provisions (27) 3 - (24)
Provisions for retirement compensations (38) (12) - (50)
Other payables (148) 3 - (145)

6,046 (108) - 5,938
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32. Trade and other payables

In BGN thousand Note 2009 2008

Trade payables 15,975 13,300
Related party payables 34 60 316
Payables to employees 1,600 2,423
Social security due 361 722
Payables to the state budget 416 647
Advance payments received 58,537 70,715
Payables for sold rights of shareholders 19,171 19,797
Financing 126 -
Other 356 1,524

96,602 109,444

33. Financial instruments
The exposure to credit, interest rate and foreign currency risk arises in the normal course of the Group’s business. The 
Group does not use derivatives to reduce exposure to fluctuations in interest rates.

Credit risk
The book valueof financial assets represents the maximum credit exposure. The maximum exposure to credit risk at the 
reporting date is:

In BGN thousand 2009 2008

Cash and cash equivalents 6,013 80,569
Other investment 8 8
Trade and other receivables 4,570 4,550
Related party receivables - 874
Long-term receivables 354 1,052

10,945 87,053

The maximum exposure to credit risk for trade receivables at the reporting date by geographic region is:

In BGN thousand 2009 2008

Domestic 2,261 2,161
Euro-zone countries 1,267 818
Non-Euro zone countries 1,042 1,571

4,570 4,550

Impairment losses
The aging of trade receivables at the reporting date is:

31 December 2009 31 December 2008

In BGN thousand In BGN thousand In BGN thousand In BGN thousand

Gross amount Impairment Gross amount Impairment

Not past due 3,678 - 2,999 -
Past due 0-180 days 112 - 875 -
Past due 180-360 days  675 (18) 720 (131)
More than 360 days 469 (346) 357 (270)

4,934 (364) 4,951 (401)
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The movement in the allowance for impairment in respect of trade receivables during the year was, 
as follows:

31 December 

2009

31 December 

2008

In BGN thousand In BGN thousand 

Impairment at 1 January (401) (1,017)
Impairment loss recognized for the year (26) (124)
Uncollectible receivables written-off 63 740
Impairment at 31 December (364) (401)

Liquidity risk
31 December 2008

In BGN thousand Book value Contractual 

cash flows

 6 months or 

less

6-12 months 1-2 years 2-5 years

Non-derivative financial liabilities
Loans and borrowings 9,075 (10,135) (2,218) (2,116) (2,237) (3,564)
Debenture loan 21,953 (26,846) (866) (866) (1,732) (23,382)
Related party payables 316 (316) (316) - - -
Trade and other payables 13,300 (13,300) (13,300) - - -
Payables for sold rights of shareholders 19,797 (19,797) (19,797) - - -
Other payables 1,876 (1,876) (1,876) - - -

66,317 (72,270) (38,373) (2,982) (3,969) (26,946)

31 December 2009

In BGN thousand Book value Contractual 

cash flows

 6 months or 

less

 6-12 months 1-2 years 2-5 years

Non-derivative financial liabilities
Loans and borrowings 34,650 (37,055) (6,923) (6,820) (22,278) (1,034)
Debenture loan 21,954 (25,113) (866) (866) (866) (22,515)
Related party payables 60 (60) (60) - - -
Trade and other payables 15,975 (15,975) (15,975) - - -
Payables for sold rights of shareholders 19,171 (19,171) (19,171) - - -
Other payables 1,205 (1,205) (1,205) - - -

93,015 (98,579) (44,200) (7,686) (23,144) (23,549)

Currency risk
Exposure to currency risk of the Group at 31.12.2009 was, as follows:

BGN EUR USD JPY BGN EUR USD JPY

In BGN thousand 31 December 2009 31 December 2008

Cash and cash equivalents 1,365 3,009 1,060 579 16,309 52,638 11,622 -
Trade and other receivables 2,564 1,656 350 - 4,071 479 - -
Related party receivables - - - - 874 - - -
Long-term receivables - 354 - - - 1,052 - -
Loans and borrowings (1,049) (33,601) - - (628) (8,447) - -
Debenture loan (21,954) - - - (21,953) - - -
Related party payables (60) - - - (316) - - -
Payables for sold rights of 
shareholders

(19,171) - - - (19,797) - - -

Other payables (1,098) - (107) - (1,876) - - -
Trade and other payables (12,187) (3,219) (68) (501) (10,263) (2,196) (328) (513)

(51,590) (31,801) 1,235 78 (33,579) 43,526 11,294 (513)
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Financial instruments denominated in Euro are not exposed to currency risk because of the fixed exchange rate between the 
Bulgarian lev and the Euro.

The following significant exchange rates were applied during the year:

Average rate Reporting date spot rate

2009 2008 2009 2008

U.S. dollars 1.40553 1.33683 1.36409 1.38731
Japanese yen 0.015 0.013 0.015 0.015

Sensitivity analysis
A 10 percent strengthening of the BGN against the following currencies at 31 December would have increased (decreased) 
equity and profit or loss by the amounts shown below. This analysis assumes that all other variables, in particular interest 
rates, remain constant. The analysis is performed on the same basis for 2008.

31 December 2008
In BGN thousand Equity Profit or loss

U.S dollars - 1,129
Japanese yen - (51)

- 1,078

31 December 2009
In BGN thousand Equity Profit or loss

U.S dollars - 123
Japanese yen - 8

- 131

A 10 percent weakening of the BGN against the above currencies at 31 December would have had the equal but opposite 
effect on the above currencies to the amounts shown above, on the basis that all other variables remain constant.

Interest rate risk
At the reporting date the interest rate profile of the Group’s interest-bearing financial instruments was: 

In BGN thousand 2009 2008

Fixed rate instruments
Financial assets 6,273 81,621
Financial liabilities (21,788) (21,953)

(15,515) 59,668

Variable rate instruments
Financial assets - -
Financial liabilities (34,512) (9,075)

(34,512) (9,075)

Sensitivity analysis for fixed rate instruments
The Group does not hold any fixed rate financial assets and liabilities at fair value through profit or loss. Therefore, a change 
in interest rates at the reporting date would not affect profit or loss.
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Sensitivity analysis for variable rate instruments
A change of 1 percent in interest rates at 31 December would have increased (decreased) equity and profit or loss by the 
amounts shown below. This analysis assumes that all other variables, in particular foreign currency rates, remain constant. 
The analysis is performed on the same basis for 2008.

31 December 2008

In BGN thousand Equity Profit and 

loss

Financial assets - -
Financial liabilities - (91)

31 December 2009

In BGN thousand Equity Profit and 

loss

Financial assets - -
Financial liabilities - (345)

34. Related parties
The Group has controlling related party relationship with its shareholders.

The Group also has related party relationship with its associates (refer to note 20) and with its Directors and Executive 
Officers.

Transactions with Directors and Executive Officers

In BGN thousand 2009 2007

Salaries and social security of the Executive Directors, Management 
Boards and Supervisory Boards, and Board of Directors

1,327 1,394

1,327 1,394

Related party receivables 
In BGN thousand 2009 2007

Vartzila IHB Ship Desiegn Bulgaria AD - 139

Dunav Tours AD – loan receivable - 726
Dunav Tours AD – interest receivable - 9

- 874

Related party payables

In BGN thousand 2009 2007

Vartzila IHB Ship Desiegn Bulgaria AD /liabilities for performed design services/ - 316
Rekolta AD – liability for capital payment 52 -
Other liabilities 8 -

60 316
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Other related party transactions
Associates
The transactions with associates in the year, ended 31 December 2009 are as follows:

In BGN thousand 2009 2008

Income from services to Dunav Tours AD 86 33
Interest income from loan extended to Dunav Tours AD 2 11
Dividend income from Dunav Tours AD - 726
Dividend income from Vartzila IHB Ship Design Bulgaria AD 148
Rental income from Vartzila IHB Ship Design Bulgaria AD 168 165
Expenses for design services performed by Vartzila IHB Ship Design 
Bulgaria AD

(747) (750)

Interest income from Odesos PBM AD - 20
(343) 205

Loans and borrowings

Loan granted to Odesos PBM AD - 540
Loan repaid from Odesos PBM AD - (540)
Loan granted to Dunav Tours AD 196 978
Loan repaid to Dunav Tours AD (196) (978)

- -

Significant subsidiaries

Country of 

incorporation

Ownership interest

2009 2008

% %

Privat Engineering AD Bulgaria 100.00 100.00
Avgusta Mebel AD Bulgaria 97.86 97.86
Hydropower Bulgaria AD Bulgaria 100.00 100.00
ZMM Bulgaria Holding AD Bulgaria 100.00 100.00
ZMM Sliven AD Bulgaria 95,98 95,98
ZMM Nova Zagora AD Bulgaria 93.57 93.57
Leyarmash AD Bulgaria 100.00 100.00
Mashstroy AD Bulgaria 80.81 80.81
Elprom ZEM AD Bulgaria 80.38 80.08
KRZ Port-Burgas AD Bulgaria 91.72 91.72
KLVK AD Bulgaria 100.00 100.00
International Industrial Holding Bulgaria AG Switzerland 100.00 100.00
Maritime Holding AD Bulgaria 61.00 61.00
Bulgarian Register of Shipping AD Bulgaria 61.00 61.00
Bulyard AD Bulgaria 61.50 61.50
Bulyard Shipbuilding Industry EAD Bulgaria 61.50 61.50
Bulkari EAD Bulgaria 100.00 100.00
IHB Shipping Co EAD Bulgaria 100.00 100.00
Emona Ltd Marshall Islands 100.00 100.00
Karvuna Ltd Marshall Islands 100.00 100.00
Marciana Ltd Marshall Islands 100.00 100.00
Skitia Ltd Marshall Islands 100.00 100.00
Odria Ltd Marshall Islands 100.00 100.00
Tirista Ltd Marshall Islands 100.00 -
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35. Subsequent events
In January 2010 a decision has been taken by the subsidiary Privat Engineering to increase its capital by BGN 2,000 
thousand by issuing 200,000 ordinary shares with par value of BGN 1and issue value of BGN 5 in order to repay the 
Company liabilities for shipbuilding. The increase has been registered by IHB and paid in entirely.

In January 2010 the amount due for full payment of the capital in the Rekolta AD has been paid in full.

On 7 January 2010 Bulyard Shipbuilding Industry EAD officially handed over the new ship Marciana to its owner Marciana Ltd 
(a subsidiary within the Group) The ship is 9,800 DWT, multifunctional and with unlimited region of sailing.

In February 2010 Privat Engineering AD entered into a bank loan agreement for a credit line for the amount of USD 10,000 
thousand at an annual interest rate of one month EURIBOR plus additional 5% surcharge. In order to secure the credit, a first 
sea mortgage is made over ship Karvuna (owned by a company within the Group) and a warranty contract is signed between 
the bank lender and Industrial Holding Bulgaria PLC.

In February 2010 the management of Industrial Holding Bulgaria PLC decided to increase the capital of the company through 
issue of 14,585,372 ordinary, non-cash, free transferable and non-bearer shares each amounting shares with issue price of 
BGN 1.4. Total amount of the issue is BGN 20,419,520.80. Investment intermediary as provided in art. 112 b) of Public Offering 
Security Act is KBC Securities N.V. – Bulgaria branch. The prospect for public offering of securities for capital increase was 
approved by the Commission for financial supervision with decision N 186-E dated 26 March 2010 and the subscription 
process is now in progress.  

36. Contingent liabilities
In November 2006 a credit line contract for bank warranties and current financing with a limit of 4,500 thousand, secured by 
a special pledge of undertaking of KRZ Port Bourgas, a subsidiary of the Holding has been concluded. With an Annex from 
27.11.2009 the limit has been increased to BGN 10,000 thousand. As of 31.12.2009 bank warranties of BGN 515 thousand 
have been issued, 6 letters of credit for BGN 1,865 for Bulyard Shipbuilding Industry EAD and a revolving credit for ensuring 
of working capital of BGN 1,003 thousand have been opened for providing working capital.

The subsidiary Bulyard Shipbuilding Industry EAD has contracts for revolving credits with three commercial banks. Credits 
are used as collateral for multiple issues of bank guarantees for prepayments related to construction of ships with building 
numbers 459 and 101 and for funding of the construction. The credits are collateralized by real estate of Bulyard Shipbuilding 
Industry EAD and by promissory notes for the amount of each issued bank guarantee and for the working capital used. 
Promissory notes are issued by Bulyard Shipbuilding Industry EAD and are accepted by the parent company Bulyard AD. As 
at 31.12.2009 the bank warranties and promissory notes for advance payments regarding construction of ship with building 
number 459 have been cased. As at 31.12.2009 the Bulyard AD has accepted in favor of banks promissory notes for the 
amount of EUR 2,297 thousand and USD 16,970 thousand.

Industrial Holding Bulgaria PLC has issued a corporate warranty to Bulyard Shipbuilding Industry EAD, Varna to guarantee 
the bank credit under a condition for credit engagements as bank quarantines and documentary letters of credit between 
Bulyard Shipbuilding Industry EAD, Varna and Unicredit Bulbank AS, Sofia with the following parameters:

а/ Target: credit engagements as three bank guarantees for recovery of advance payments due under the conditions of a 
contract for shipbuilding under No 103 and all annexes, concluded between Bulyard Shipbuilding Industry EAD and Diler 
Shipping and Trading Inc., Tersane Caddesi Dilerhan № 96, Persembe Pazari, Karakoy, Istanbul, Turkey with beneficiary Diler 
Shipping and Trading Inc., Turkey;

b/ Amount of the credit limit 27 589 060 USD /twenty seven million five hundred eighty nine and sixty USD/;

c/ Term of the bank warranties 03.10.2011.

Against the issued corporate guarantee Bulyard Shipbuilding Industry EAD, Varna should pay to Industrial Holding Bulgaria 
remuneration of 1 % from the actual value of the guarantee on annual basis. As well on 14.08.2009 Bulyard Shipbuilding 
Industry EAD, Varna has given in kind security, a real estate mortgage, owned by Bulport Logistika AD amounting to not 
lesser than  120% /hundred twenty %/ from the amount of the corporate guarantee issued.

The transaction is based on the Decision of the General Assembly of the shareholders of Industrial Holding Bulgaria PLC 
from 07.05.2009.

The subsidiary KLVK AD is jointly liable together with Bulyard Shipbuilding Industry EAD regarding a bank loan contract for 
financing the supplies of equipment for construction of ship with building N 102 for the amount of JPY 1,122,594 thousand. 
Starting date of the loan is 28 February 2010 and term for repayment is 30 August 2018 with annual interest equal to the 
price of the resource (as provided by JBIC) plus additional charge of 2.5. As at the reporting date, there are no funds utilized 
regarding this credit. 

ZMM Bulgaria Holding AD has issued guarantees for obligations with regard to credits of its subsidiary ZMM Sliven AD 
representing accepted promissory notes at the total amount of BGN 250 thousand. As at 31 December 2009 the Company 
has issued guarantees for fulfilment of orders by Elprom ZEM AD amounting to BGN 1,445 thousand to NEC, MAVEL and 
BATEH. In addition ZMM Bulgaria Holding AD is jointly liable with Leyarmash AD regarding bank loan provided by DSK Bank 
AD amounting to BGN 729 thousand.
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The Group management does not expect that the promissory notes will be paid and no provisions have been recorded.

Based on a court decision, (against which an appeal has been lodged) third parties have claimed ownership of 13.69% of the 
non-current assets of Avgusta Mebel AD in the city of Shumen.




