ANNUAL CONSOLIDATED REPORT
on the activity of ‘Svilosa’ AD, Svishtov, for 2007
GENERAL INFORMATION ABOUT THE SVILOSA GROUP

‘Svilosa’ AD is a public joint-stock company registered in the Company Division of Veliko Tarnovo Regional Court by Decision № 1595/1993. The Company has its headquarters in Svishtov, post code 5253, Veliko Tarnovo region. The amount of the capital as at December 31st 2007 is BGN 31 754 944 and it is paid in full. The company capital is distributed into 31 754 944 personal cashless voting shares with a nominal value of BGN 1 each. 
The activity of the Company is concentrated in a highly profitable production, marketing and selling of bleached hardwood kraft pulp. That activity is performed by ‘Svilocell’ EAD, a company registered in September 2005, of which ‘Svilosa’ AD is a sole owner of the capital.

Besides, ‘Svilosa’ AD is the sole owner of the capital of ‘Ecosvil’ EOOD (Fig.1), a company registered at Veliko Tarnovo Regional Court and specialized in delivering wood supplies from the country and abroad. The company possesses a full licence according to the Forestry Act for carrying out any activities relating to forest cultivation.


‘Svilosa’ AD is also the sole owner of the capital of the following two companies: ‘Svilosa Bio’ SRL, registered in the Republic of Romania, specialized in the trade of technological wood, and ‘Hotel complex – Svilosa’ EOOD; the latter has not carried out any activity during 2007, either.
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The activity of ‘Svilosa’ AD during 2007 was accomplished in the following main directions:

· observation, control and decision making on important issues concerning the daughters companies of ‘Svilosa’ AD in its capacity of their sole owner by means of:

· implementation of the Good Corporate Governance Program (adopted by the Board of Directors on 23.10.2007);

· organization of conditions for effective and transparent work of the committees for good corporate governance: Corporate Governane Committee, Internal Audit Committee, Human Resoures Committee, Environmental Committee, Information Committee and Site and Image Committee; 

· quality improvement of the delivered services.

· development of investment projects

· transactions with Company assets

· confirmation of the management structure

· providing financing for the investment activity and turnover funds of the daughter companies

· financial and accounting policy and book-keeping.
I. MAIN ACTIVITY OF THE SVILOSA GROUP – PRODUCTION, MARKETING AND SALE OF BHKP
REVENUES

The consolidated revenues for 2007 of the Svilosa Group amount to BGN 45 mln. The largest relative share to the value of BGN 42 mln. is constituted by revenues from sale of BHKP realized through the daughter company ‘Svilocell’ EAD.
Consumers of BHKP are the paper mills which produce:
· printed paper
· high-quality packing paperboard
· tissue paper.
The consumption of the last two segments is expand fast throughout the whole world.

‘Svilocell’ EAD exports around 93% of its production. The commercial policy of the company is export orientated. Main markets, distributed regionally, are Turkey, Greece, Slovenia, Germany, Austria and Italy.

The sales of BHKP by basic assortments are distributed as follows:
	Assortments
	Unit measure
	2006

report
	2007

report

	Pulp - block
	tons
	23 952
	4 024

	Pulp- sheet
	tons
	25 993
	44 508


The sales distribution by regions is as follows:
	BASIC MARKETS

of pulp
	 2006 
report

share in %
	2007 
report

share in %

	Central Europe
	20
	9

	The Balkan Peninsula
	71
	83

	The Middle East
	2
	-

	Others
	-
	1

	TOTAL export:
	93
	93

	Regional /domestic/ market:
	7
	7


RESOURCE PROVISION
The supplies of basic raw and other materials and consumables are delivered on the basis of competitions held for supplier selection. The prices get agreed on a monthly or quarterly basis according to the market situation with aspiration for keeping of optimal quantities in stock.

The basic material costs are for wood, chemicals, electric- and heating energy, water, spare parts and other materials. The prevailing part of the supplies comes from within the country, except the supplies of chlorate. Alternative chanals for importation exist and are being supported in order for the competition to be sustained between the suppliers and for a bigger security of supplies.
PRODUCTION PROGRAM
The implementation of the production program by volume is as follows:
	Assortments
	Unit measure
	2006

report
	2007

report

	Pulp-block
	tons
	24 660
	3 117

	Pulp- sheet
	tons
	26 103
	45 088

	Carboxy methyl cellulose (CMC) - wet
	tons
	2 357
	1 880

	Carboxy methyl cellulose (CMC) - dry
	tons
	174
	198


During the period starting 17.09.2007 until the end of the reported year the production activity of ‘Svilocell’ EAD was interrupted in connection with the finalization of the large-scale reconstruction, which is the reason for the smaller quantity of production in comparison to the previous year. 

PRODUCTION QUALITY
The quality of the produced kraft pulp meets the standards of the used technology. The company is certificated under ISO – 9001: 2000 for quality management. The certificate gets annualy renewed upon an audit procedure performed by LLOYD’S REGISTER QUALITY ASSURANCE. During the reported year we do not have any registered complaints from clients.

INVESTMENT PROGRAM
At the end of 2007 in ‘Svilocell’ EAD was finalized the basic stage of a large-scale investment for tripling of the capacity for pulp production, equipment and tehnology modernization and introduction of the best available practice in field of ecology.

The project activities started in 2006, at the end of which a new installation for drying and packing of sheet pulp was commissioned. 

In 2007 BGN 59 168 thousand were invested, in that the second and basic stage of the reconstruction was accomplished aimed at capacity increase of the pulp production mill from 50 000 tons to 150 000 tons per year. 

With the installation of an own anti-pressure steam turbine including a generator for electricity production with a capacity of 10 MWh and the installation of a new wastewater treatment plant, in 2008 the investment project will be completely finalized and brought to regular  operation.
The total value of the investment exceeds BGN 73 000 thousand, whereas the financing sources are as follows: long-term investment credit granted  by the European Bank for Reconstruction and Development (EBRD) to the amount of EUR 18 000 thousand, an accompanying long-term investment credit granted by Nordic Investment Bank (NIB) to the amount of EUR 10 000 thousand, and own assets.
The implementation of the investment project for capacity increase of the pulp production installation and the accomplishment of the program for compliance of the production made it possible for ‘Svilosa’ AD to be recognized as a First-Class Investor according to the Investment Incentives Act through a Certificate No. А-035 of 01.02.2007.
The implementation of the project for production capacity increase of the pulp production installation made necessary a change in the structure and philosophy of raw material (wood) supplies for the production. Based on a decision of the Board of Directors of ‘Svilosa’ AD, a commercial company was registered in the Republic of Romania named ‘Svilosa Bio’ SRL, having for a main object of activity trade and harvesting of wood on the territory of Romania. We expect that in 2008 between 35 and 40% of the wood supplies to ‘Svilocell’ EAD will be made by this company.
II. PERSONNEL
The number of personnel in the Svilosa Group as at 31.12.2007 according to the schedule of positions is 566 people, including:

· 90 people – ‘Svilosa’ AD
· 462 people – ‘Svilocell’ EAD
· 7 people – ‘Ecosvil’ EOOD
· 7 people – ’Svilosa – Bio’ EOOD.
‘Svilosa’ AD follows a consistent policy for qualification improvement of the personnel and social benefits increase. A ‘Life Insurance’ is made for the whole staff and BGN 40 per month is provided to each member of the personnel in the form of monthly vauchers for free food. 
IIІ. ECOLOGY, ENVIRONMENT PROTECTION POLICY


On 24.10.2007 the Svilosa Group was granted a Complex Permit according to the requirements of the Envrionment Protection Act. In connection with the conditions for granting the Complex Permit the Svilosa Group has adopted an investment program for repair and maintenance of existing pieces of equipment, as well as installation of new equipment with a view to prevention of environment pollution beyond the allowed rates. The total value of the Investment program adopted by the management of the Svilosa Group as at the date of the Complex Permit is BGN 15 620 thousand. The investment commitments should be fulfilled by years according to the following plan:

As at December 31st 
(in BGN thousand) 
              2007
            
2008

   2009

Total




                        14 420                         850                     350
           15 620

The commitment to investment that should be made until December 31st 2007, as well as the remainder of the expenditure provided for, will be made in 2008, in accordance with the program for restructuring the Company’s activity. The management has informed the supervisory bodies of the implementation of the commitments taken for changes in the deadlines for their implementation. Part of the investment commitments will be fulfilled by ‘Svilocell’ EAD as a 100%-owned daughter company to ‘Svilosa’ AD and an operator of the pulp production equipment.
IV. FINANCIAL AND ECONOMIC INDICES AND FINANCIAL ACTIVITY
The companies of the Svilosa Group apply the International Standards for Financial Accounting. 
Auditor to ‘Svilosa’ AD and ‘Svilocell’ EAD is KPMG – Bulgaria.
Financial information for 2007:
	Indices
	Unit measure
	2006
report
	2007 report

	 Gross sales of pulp production 
	BGN thousand
	43 149 
	41 681

	Gross sales revenues
	BGN thousand
	47 120
	    50 008

	EBITDA 
	BGN thousand 
	6 471 
	7 826

	% to the sales revenues
	%.
	13,73
	15,65

	EBIT
	BGN thousand
	3 115 
	5 483 

	EBT (profit before taxation)
	BGN thousand
	1 216 
	2 350 

	Balance-sheet assets value as at 31.12.2007 
	BGN thousand
	84 738
	136 010

	 Incl.:  fixed assets as at 31.12.2007   
	BGN thousand
	40 126
	95 849

	           short-term current assets as at 31.12.2007    
	BGN thousand
	44 612
	40 161

	Own capital as at 31.12.2007    
	BGN thousand
	25 994
	53 209

	ROCE
	%
	5,11
	4,81

	% capital index
	%
	30,68
	39,12

	Indebtedness (in fold)
	coefficient
	2,26
	1,56

	Ratio for total liquidity
	coefficient
	1,86
	1,77


For 2007, the Svilosa Group reports a profit to the amount of BGN 2090 thousand after taxation.

V. CREDIT INDEBTEDNESS
· The credit contracts regarding the reconstruction of the pulp mill were signed between EBRD and ‘Svilosa’ AD on 22.11.2005, and between NIB and ‘Svilosa AD – on 12.12.2005. 

On 28.03.2006 a Credit contract, modified and confirmed, was signed, by virtue of which ‘Svilocell’ EAD is joined as a co-receiver of the loan and contractor of the investment project. 

EBRD grants a long- term credit with a maximum principal of EUR 18 000 thousand, and NIB – a long-term credit with a maximum principal of EUR 10 000 thousand. The credits are completely utilized. The term for principal redemption is 7 years and first payments will begin in 2009.

On the part of ‘Svilocell’ EAD a pledge is established over an operating plant and all present and future assets and properties of ‘Svilocell’ EAD as a collateral to the credit.
· ‘Svilocell’ EAD is using an overdraft for operational needs to a limit of BGN 1900 thousand granted by ‘Municipal Bank’ AD. As at 31.12.2007 the credit was used to the value of BGN 650 thousand. The term of the contract is up to 22.01.2009 and the permitted limit is being gradually reduced over the last three months. The credit is secured with assets of ‘Svilosa’ AD.
· ‘Svilocell’ EAD is using an overdraft for operational needs to a limit of EUR 2 250 thousand granted by ‘United Bulgarian Bank’ AD. As at 31.12.2007 the credit was used within  the value of EUR 1778 thousand. The term of the contract is up to 24.11.2008 and the permitted limit is being gradually reduced over the last three months. 
· ‘Ecosvil’ EOOD is using an overdraft for operational needs to a limit of BGN 300 thousand granted by ‘Expressbank’ AD. As at 31.12.2007 the credit was used within  the value of BGN 295 thousand. The term of the contract is till 13.12.2008. The credit is secured with assets of ‘Svilosa’ AD.
· ‘Svilosa’ AD has liabilities according to a loan contract with the Company for management of the activities related to environment protection of the Ministry of Environment and Waters. According to the contract the Company was granted a loan to the amount of BGN 1 800 thousand. The loan is interest free and should be refunded by April 2009. As at 31.12.2007, the non-refunded part of the loan is BGN 810 thousand. The Company has used the funds received for the implementation of the project for capacity increase of the pulp mill.
VI. EVENTS THAT OCCURRED AFTER THE BALANCE DATE

There are not events after the balance date which are due to be announced in the financial reports.

VII. DEVELOPMENT PLANS
According to the business plans for 2008 of the companies of the Svilosa Group the main task for the management is the finaliztion of the project for reconstruction and expansion in the daughter company ‘Svilocell’ EAD and reaching of the envisaged production and financial indices after the reconstruction, as follows:
	Indices
	Unit measure
	Business plan 2008

	Annually produced pulp volumes
	BGN thousand
	104 034

	Gross pulp production sales
	BGN thousand
	97 722

	EBITDA from pulp production
	BGN thousand
	11 964

	% to sales revenues
	%.
	12,24

	Gross sales revenues
	BGN thousand
	101 726

	EBITDA
	BGN thousand
	14 297

	% to sales revenues
	%
	14,05

	EBIT
	BGN thousand
	10 741

	EBT (profit before taxation)
	BGN thousand
	4 522

	Balance-sheet assets value as at 31.12.2007 
	BGN thousand
	98 812

	  Incl.: long-term assets as at 31.12.2007
	BGN thousand
	82 451

	           short-term assets as at 31.12.2007
	BGN thousand
	16 361

	Own capital as at 31.12.2007
	BGN thousand
	15 021

	ROCE
	%
	11,70

	% capital index
	%
	15,20

	Indebtedness (in folds)
	coefficient
	5,58

	Personnel
	number
	440


In 2008, the Svilosa Group plans to invest in:
1. Implementation of a project for construction of a new wastewater treatment plan

The deadline for commissioning of the new plant is April 2008. A contract was concluded with KWI CORP. AG – a company registered in the Company Register of Steinhousen, Canton Zug, Switzerland, for equipment supply. A contract was concluded for construction and installation works with ‘BIOGEST BULGARIA’ EOOD with headquarters and registered address and address for correspondence in Sofia. All responsibilities under the effective contract towards the buyer regarding the full completion of the object and the planned works are carried  by KWI CORP AG. The price of the project isEUR 2 630 thousand.
2. Implementation of a project for installation of an anti-pressure steam turbine with an electricity generator of a capacity of 10 MWh.
The deadline for commissioning of the equipment is Augist 2008. A contract was conluded with OJSC ‘Kaluga turbine works’, Kaluga, Russia for supply of a turbine and generator The contract price is EUR 1 131 400. A contract was  conluded with ‘Risk Engineering’ AD, Sofia, for the ‘turnkey’ project. The price of the contract is BGN 1 288 300. An agreement was signed under which the companies  - main sub-contractors to ‘Risk Engineering’ AD – have agreed to act as guarantors for the implementation of the contract. 

The source for financing of the contract with ‘Risk Engineering’ AD and for the final payment to OJSC ‘Kaluga turbine works’ to the amount of 10% to f the contract price is operational capital. For the rest of the payments Letters of Credit have been opened.

In the long-term the Svilosa Group plans to invest in the following projects:

      3. Installation for paper prodution.
The project is in its conceptual planning stage. During the first months of 2008 the preliminary feasibility study has to be finalized and a budgeted and scheduled action plan has to be prepared.

     4. Implementation of the project for reconstruction of the harbour port.

The increasing volume of raw and other materials delivered through the Danube river for the needs of ‘Svilocell’ EAD, as well as the intensified commodity circulation for external clients, are the reason for the development of a conceptual project for extention of the Svilosa Harbour. The project will include extension of the quay wall and a possibility for providing harbour places for four ships, as well as enlargement of the storage area, and construction of a “RO-RO” terminal. Currently attempts are being made for buying 46 decars of state-owned land in the neighbourhood of the Svilosa Harbour, on which land the project will be carried out. ‘Svilosa’ AD has the necessary resources for realization of the project.

By virtue of Decision No. 884/15.03.2007 of Veliko Tarnovo Regional Court a capital increase of ‘Svilosa’ AD is registered. The capital is increased from BGN 6 658 034 to BGN 31 754 944, through issuing and subscription of new 25 096 910 ordinary cashless shares with a nominal value of 1 BGN.
Shareholding structure after the capital increase of the Company (as at 14.12.2007)

	Shareholders
	Number of shares held
	Percentage (%)

	І. Shareholders – legal persons
	31 244 358
	

	1. A.R.U.S. Ltd.
	25 397 674
	79.98

	2. KBD
	4 000 000
	12.60

	3. HVB AG Athens 
	726 711
	3.24

	4. Svilosa 2000 AD
	598 790
	1.89

	5. Machine manufacturing and Engineering Ltd 
	218 000
	0.69

	6. DF UBB Premium Shares
	93 095
	0.04

	7. Investbank AD
	62 000
	0.19

	8. Dias Investment Company 
	58 200
	0.18

	9. OND OOD
	20 200
	0.06

	10. ID UBB Balanced Fund AD
	16 133
	0.04

	11. First Investment Bank AD
	14 835
	0.04

	12. Dextera Capital OOD
	9675
	0.03

	13. DF Varchev Highly Profitable Fund AD
	7345
	0.02

	14. Expert Consult OOD
	6000
	0.01

	15. K Capital OOD
	3261
	0.01

	16. IMF Finance SA
	2174
	0.006

	17. Vikvision EOOD
	2048
	0.006

	18. EFG Еurobank Clients ACC
	1800
	0.005

	19. Rubicon Transport Express OOD
	1785
	0.005

	20. Euroconsult and Finances EOOD
	1500
	0.004

	21. Bulbrokers AD
	1380
	0.004

	22. Active Management OOD
	829
	0.002

	23. Euroforum OOD
	300
	-

	24. Strategies EOOD
	282
	-

	25. Mariner OOD
	250
	-

	26. Sapfira EOOD
	90
	-

	27. Otechestvo 2000 Holding AD
	1
	-

	ІІ. Shareholders –physical persons 
	510 586
	1.6

	TOTAL
	31 754 944
	100.00


The funds raised from the share issue for the capital increase of the Company have been laid out in implementation of a decision taken by Svilosa AD’s Board of Directors, as follows:

· a contract was concluded on 18.03.2007 for granting credit to the amount of BGN 19 600 thousand to ‘Svilocell’ EAD; as at 31.12.2007 the used amount of the credit is BGN 16 146 thousand
· liabilities of ‘Svilosa’ AD to the amount of BGN 2 359 thousand were paid off
· credit payments – BGN 5 338 thousand
· for ecological projects – BGN 766 thousand.

In 2007, a Good Corporate Governance Program of ‘Svilosa’ AD (the Program) was drafted and adopted according to the internationally recognized standards for good corporate governance. The adoption of the Program put once again put the stress on the Company governance transparency and protection of the interests of the shareholders. The implementation of the Program until the end of the reported period went through smoothly and without complications or diviations from the National Code of Corporate Governance (the Code), and in accordance with the Corporate Calendar belonging to the Program. The six working committees established according to the Program elaborated their own working plans and main priorities; the first sessions were held and opinions were delivered during the months of November and December 2007, as follows:

· The Internal Audit Committee held its sessions on 16.10.2007, 24.10.2007, 08.11.2007 and 18.12.2007. The Internal Audit Committee opened for a good beginning of the development of an internal audit system in the companies of Svilosa Group.

· The Human Resources Committee held its session on 19.10.2007. In 2008, the Human Resources Committee plans to initiate a number of additional undertakings and programs for improvement of the human resources policy of the companies of Svilosa Group, which are in the process of being developed. 

· The Information Committee held its session on 04.12.2007

· The Envrionmental Committee held its sessions on 12.10.2007 and 13.12.2007.

· The Site and Image Committee held its session on 13.12.2007.

Besides, in implementation of the Program, some of the planned internal regulations were adopted – Shareholders’ Rights; Independence Criteria for the members of the Board of Directors and the registered auditor/audit enterprise and Measures to ensure the effective performance of the auditor’s duties – at the proposal of the Internal Audit Committee. The rest of the projects for internal regulations according to Chapter VI, p. 1.7 of the Program are being elaborated and will be adopted in 2008. Furthermore, the corporate web site of the Company was renovated in November 2007 and is being constantly improved and completed according to the instructions in the Code. In Since 2008, in implementation of the Program, ‘Svilosa’ AD beame a member of UNDP Global Compact, and will most probably become a member of the Forest Stewardship Council. Besides, ‘Svilosa’ AD was registered under the new system for disclosure of regulated information developed by the Financial Supervision Commission – E-Register, and concluded a subscription contract for the new information system of ‘Bulgarian Stock Exchange – Sofia’ AD – EXTRI News. In 2008, the Company management is working actively on the development and implementation of a complex of intitiatives in the field of corporate social responsibility and cooperation with stakeholders. In 2008, an amendment to the Statute of ‘Svilosa’ AD is envisaged for its full compliance with the above-law requirements of the Code, as well as an update to the Program in the following aspects:

· Object of activity of the Company;

· Information and strategy of the Company;

· Information disclosure and transparency.

‘Svilosa” AD has exerted constant control over the operation of its daughter companies, in that it has approved their business plans and their financial and economic results have been discussed and adopted. The Board of Directors, upon discussions, has approved the annual financial reports of the daughter companies and has made changes to their governing bodies. 

By a protocol dated 12.04.2007 changes were made in the composition of the Board of the Directors of ‘Svilocell’ EAD, in that the gentlemen Ossi Kokkonen and Eero Nevalainen, citizens of the Republic of Finland, having a long and rich experience in the pulp and paper industry, were appointed as members of Svilocell’s Board.

 On 23.06.2007, a General Assembly of Shareholders was held. The annual financial report for 2006 was adopted and a decision was taken for the undistributed profit from previous periods to the amount of BGN 3.402 mln to be transfered to the ‘Reserves’ account.
By virtue of decision No. 2048/28.06.2007 in the Trade Register then kept at Veliko Tarnovo Regional Court were registered the following changes in the circumstances relating to the registration of ‘Svilosa’ AD: the name of Kosta Petrov Nikolov, having a personal identity number 3102056965, was removed from the list of members of the Board of Directors; Boni Evlogiev Bonev, having a personal identity number 6008026321, was entered into the register as a member of the Board of Directors and a representative of the Company.

‘Svilosa’ AD has a one-tier governance system with an elected Board of Directors according to the Company Statute, in the following composition:

· Krasimir Banchev Dachev, higher education – Chairman

· Boni Evlogiev Bonev, higher education – Deputy Chairman

· Mihail Georgiev Kolchev, higher education – Executive Member.
The company is represented, together and separately, by Mihail Georgiev Kolchev, having a personal identity number 5012111545, in his capacity of Executive Director, Boni Evlogiev Bonev, having a personal identity number 6008026321, and Krasimir Banchev Dachev, having a personal identity number 5002221463.

The gross amount of remunerations received in 2007 by the Board Members is BGN 83 367.28. Those remunerations are only in cash. There are no special rights or whatever priviliges assigned to the Board Members in the Company Statute. 

The individual amount of the remunerations paid to each Member of Svilosa’s Board in 2007 are as follows:

· Mr. Krasimir Dachev – BGN 14 890,51 

· Mr. Mihail Kolchev – BGN 34 520,51

· Mr. Boni Bonev – BGN 7017,35

· Mr. Kosta Nikolov – BGN 7736,78

The Board Members have no participation in commercial companies as unlimitedly (personally) liable partners, neither do they hold as physical persons more than 25 per cent of the capital of another company.

  The Chairman of Svilosa’s Board – Mr. Krasimir Dachev, participates in the governing bodies of the following companies:

· Metals Technology Group (MTG) – Angel Balevski (Sofia) – Exeutive Director;

· Vaptsarov AD (Pleven) – Member of the Board of Directors;

· Alukom AD (Pleven) – Member of the Board of Directors;

· Metakom AD (Pleven) – Member of the Board of Directors;

· Osam AD (Lovech) – Member of the Board of Directors;

· Centromet AD (Vratza) – Member of the Board of Directors.

The Deputy Chairman of Svilosa’s Board – Mr. Boni Bonev, participates in the governing bodies of the following companies:

· Nestle – Bulgaria AD (Sofia) – Member of the Board of Directors;

· Vaptsarov AD (Pleven) – Member of the Board of Directors;

· Active Business Systems AD (Sofia) – Chairman of the Board of Directors;

· Junior Achievment – Bulgaria (Sofia) – Member of the Supervisory Board.

The Executive Member of Svilosa’s Board – Mr. Mihail Kolchev, participates in the governing bodies of the following companies:

· Ecosvil EOOD (Svishtov) – Governer;

· Svilosa – 2000 AD (Svishtov) – Chairman of the Board of Directors;

· Bulgarian Chamber of Chemical Industry (Sofia) – Chairman of the Supervisory Board.

During the reported year no contrats were concluded between the Company and the Members of its Board, with conditions defering from the usual activity or under non-market conditions. The Executive Director of ‘Svilosa’ AD Mihail Georgiev Kolchev, having a personal identity number 5012111545, holds 102 shares of the Company capital. 

The companies of the Group have no branches.
‘Svolosa’ AD has no information about agreements (including ones concluded after the end of the financial year) as a result of which in a futute period changes might occur in the comparative share of shares held by present shareholders of the Company.

VIII. MANAGEMENT OF THE FINANCIAL RISK
The non-derivative financial instruments used by the Svilosa Group include investments in capital, commercial and other receivables, money and cash equivalents, loans and credits and commercial and other liabilities. 

Money and money equivalents include available cash and deposits at review. Bank overdrafts which are payable at request and constitute an integral part of the management of available cash in the Svilosa Group, are included as a component of cash and cash equivalents for the purposes of the preparation of the cash flow report. The reporting of financial revenues and expenditure is announced in Note 3 (н) of the Consolidated Financial Statement of Svilosa AD for the year ended 31 December 2007. Ordinary shares – all shares issued by ‘Svilosa’ AD are of that type – are classified as own capital.

The companies of the Svilosa Group Company have not used any derivative financial instruments in 2006 and 2007 for hedging risks of change in currency rates, interest levels or cash flows. 

The Svilosa Group has exposure to the following risks arising from its use of financial instruments:

· Credit risk

· Liquidity risk

· Market risk

· Currency risk.

Credit risk

Credit risk for the Group is the risk of financial loss in a situation where a customer or counterparty to a financial instrument fails to meet its contractual obligations. The credit risk arises principally from the Company’s receivables from customers and investment securities.

Liquidity risk 

Liquidity risk arises in case the Group does not fulfil 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. 
Market risk

Market risk is the risk where changes in market prices, such as foreign exchange rates, interest rates and equity prices might affect the Company’s income or the value of its investments. The objective of market risk management is to manage and control market risk exposures within acceptable parameters, while optimising the return.

Currency Risk

As a whole, the Group is exposed to a currency risk, as:

· Purchases of the basic goods, materials and services, which the Company trades or puts into production are denominated in BGN or EUR.
· The prevailing part of the export sales is denominated in EUR. Depending on the market conditions the percentage of the sales denominated in USD may reach 30% of the total revenue amount, in which cases the currency risk in respect of the revenue may be estimated as significant. Nevertheless the relatively short payment terms reduce the currency risk to the extent to which a correlation exists between the selling prices level and the exchange rate of USD against BGN.
· All the long-term loans and borrowings are denominated in EUR or BGN, which reduces the currency risk.

As already mentioned in connection with the Good Corporate Governance Program, the Internal Audit Committee is a main body responsible for exerting internal control over the Svilosa group and is working actively on the elaboration of a system of internal control (for details please refer to the attached Good Corporate Governance Program). One of the most significant elements of the internal control system is the obligation of the Internal Audit Committee to review the financial reports of ‘Svilosa’ AD – quarterly and annual, and then to submit them with possible corrections to the Board of Directors for approval.
The Group does not participate in any legal, administrative or arbitraryproceedings that could have a substantial impact on its activity.

As at 31 December 2007, there is an open claim against the Company by a supplier to the value of BGN 390 thousands. In 2007, sessions were held of the competent court for the purpose of proofs collection for the case. A legal-accounting expertise was submitted concluding that ‘Svilosa’ AD has no obligations towards the claimant. As at 31 December 2007, the case is left without further motion. Svilosa AD’s management has taken measures for protection of the Company and on the basis of the statements expressed by the responsible lawyers on the case the Company is convinced that the submitted claim is groundless and the probability that the Company might suffer an outgoing flow of resources containg economic benefits lies somewhere in the remote future.  

‘Svilosa’ AD has accounted for an expenditure of BGN 53 thousand for 2007 for provisioning for retirement as at 31.12.2007, ‘Svilocell’ EAD – BGN 244 thousand, or total for the group – BGN 297 thousand. These sums were estimated on the basis of actuary calculations made by the company ‘Service Consult’ EOOD, Sofia.

During the reported period no transations between related persons have been concluded, which have had a substantial impact on the financial status or the results of the activity of the companies of the Svilosa Group.

By virtue of order No. 203/23.07.2007 Anna Tsvetanova Lyutakova was appointed as a Investor Relations Director, having a personal identity number 7909187259 and a higher education.
IX. Responsibilities of the management

According to the Bulgarian legislation, the Company’s management shall prepare the report on the activity, as well as the financial statement for each financial year, which must give a true and honest picture of the financial status of the Company as at the end of the year, for its financial results from the activity and for the cash flows, in correspondence with the applicable accounting framework. For the purposes of the accounting under the Bulgarian accounting legislation, the Svilosa Group applies the International Standards for Financial Accounting applicable in the Europeran Union. This responsibility includes: development, implementation and maintenance of an internal control system relating to the preparation and true presentation of the financial reports, which should not include any substantial inaccuracies, diviations and discrepancies regardless of whether they are due to fraud or error; selection and application of appropriate accounting policies; and preparation of approximate accounting assessments which are reasonable given the particular circumstances.

The Company’s management confirms that it has acted according to its responsibilites and that the financial statement was prepared in full compliance with the International Standards for Financial Accounting applicable in the European Union.

The Company’s management also confirms that in the process of preparing this activity report it has presented truely and honestly the development and results of the Group’s activity for the reported period, as well as its status and the main risks that the Group faces. The management has approved for announcement this consolidated activity report and the consolidated financial statement for 2007. 

The Company estimates that there is no other information due to be announced and clarified apart from the above stated information in this report.

Executive Director:


                          /dipl. eng. M. Kolchev/
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