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5253 Svishtov, Western Industrial Zone, tel. +359 631 45277, fax: +359 631 40104, e-mail: svilosa@svilosa.bg, web site: www.svilosa.bg

INTERIM CONSOLIDATED ACTIVITY REPORT OF SVILOSA AD 
FOR THE SECOND QUARTER OF 2008

I. General information

This report was drafted in accordance with the requirements of the applicable legislation, including the Commercial Act, the Accounting Act, the Public Offering od Stocks Act and Ordinance No.2 of 17.09.2003 on the Financial Supervision Commission on the prospects for initial public offering of stocks and the disclosure of information by the public companies and other issuers of stocks.
The consolidation covers the reports of Svilosa AD – a mother-company, and its daughter companies Ecosvil EOOD – Svishtov, Hotel Complex – Svilosa EOOD – Svishtov, Svilocell EAD – Svishtov, and Svilosa Bio SRL. The consolidated financial report excludes the accounting value of the participation of the mother-company in the capital of its daughter companies. Also excluded are the inter-group revenues, expenditures, cash flows and profits and losses incurred from inter-group transactions.
Svilosa AD is a public joint-stock company registered in the Company Division of Veliko Tarnovo Regional Court by Decision № 1595/1993. The Company is headquartered in Svishtov, postal code 5253, Veliko Tarnovo region. The amount of the capital as at 30.06.2008 is BGN 31 754 944 and it is paid in full. The Company’s capital is distributed into 31 754 944 personal cashless voting shares with a nominal value of BGN 1 each. 
II. Structure and activity focus of the Svilosa Group

Svilosa AD owns 100% of the capital of the following companies:
· Svilocell EAD – a commercial company registered at Veliko Tarnovo Regional Court in September 2005; its main sphere of corporate activity is production and sale of bleached kraft pulp and products thereof. This company started its activity on 01.01.2006. Svilosa AD has a 100% participation in its capital through a contribution in kind.

· Ecosvil EOOD – a commercial company registered at Veliko Tarnovo Regional Court in March 2002, 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 Bio SRL – a commercial company registered in the Republic of Romania in 2007, specialized in trading technological wood.

· Hotel complex – Svilosa EOOD – a commercial company registered at Veliko Tarnovo Regional Court in the year 2000; it has not carried out any activity during the second quarter of 2008, either.
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The companies of the Svilosa Group perform a non-seasonal type of activities.

The activity of the Svilosa Group is concentrated in production, marketing and sale of bleached hardwood kraft pulp. That activity is performed by Svilocell EAD. Svilosa AD exerts a constant control over the operation of its daughter companies, in that it approves their business plans, discusses and adopts their financial and economic results. 

III. Impact of the activity and results of Svilocell EAD on those of the Svilosa Group

Svilocell EAD is a main daughter company and its results are crucial to the mother-company. The largest comparative share in the consolidated revenues of the Svilosa Group is held by the revenues from production sales, which for the second quarter of 2008 amount to BGN 34 308 thousand. The financial result of the Svilosa Group though as at 30.06.2008 is a net loss to the amount of BGN 4447 thousand.

1. Main indices for Svilocell EAD
	INDICES
	Measure
	Half-year reports

	
	
	2007 
	2008 

	Produced production
	tons
	33 742
	37 661

	Sold production
	tons
	34 302
	37 009

	Gross sales 
	BGN thousand
	29 322
	34 308

	Sheet pulp mixed – gross price
	BGN/ton
	850
	924

	Sheet pulp mixed –net price
	BGN/ton
	796
	867

	EBITDA – total for the company
	BGN thousand
	2 148
	-700

	Staff /Average payroll/
	number
	438
	451

	Productivity per one person
	BGN
	68 578
	78 632


The long production suspention for the purposes of the reconstruction aimed at tripling the pulp production capacity made its impact on the reported results. In February, the pre-commissioning activities were completed. In May, protocols for successful 72-hour tests of equipment were drafted. During the reported period, in connection with the frequent stops, adjustments and readjustments, as well as elimination of problems arisen in the process, the costs have exceeded substantially the normal ones. The achieved monthly production volume of around 7 500 tons of pulp is an interim stage. The aim is that the production volume gets stabilized at levels of 9 000 tons and more of produced pulp per month until the end of 2008.
The increase in the average payroll staff number is due to new appointments in connection with the pending commissioning of the new wastewater treatment plant and the turbine for electricity generation.
2. Market trends and expectations regarding the price level fluctuations 
The abrupt increase of the petrol prices caused a chain reaction. It was followed by a marked increase of the prices of all energy sources, including biofuels, as well as wood, and the energy-consuming products, such as the chemicals used by the pulp plant. 

The price of pulp is also increasing, hesitatingly, but, as it is with the rest of the products along the chain, there is a strong resistance by the consumers and it takes time for pulp prices to reach a balance at new market levels consistent with the new realities and costs. 
The major pulp producers that influence the stock exchange prices wordlwide are situated mainly in Latin America and Indonesia. The long distance between those producers and the markets on which Svilocell EAD sells its production has a positive effect on the competitive power of the company. 
It can be claimed that with regard to the European market the sales prices of the pulp produced by Svilocell EAD are influenced by the prices of the producers from the Scandinavian countries. As far as they use wood imported from Russia, the wood export fees increase announced by the Russian government – 15 EUR/м3 effective since 01.04.2008 and 50 EUR/м3 effectice since 01.01.2009 – will add to the competitive power of Svilocell EAD’s production. 
On the Turkish market and throughout the countries of the former USSR, the company meets the competition of pulp producers from the CIS countries. The sustainable trend towards a price increase of the energy sources and raw materials in CIS to levels close to the market ones, is another favourable factor with regard to the company’s competitive power on those markets.
Svilocell EAD’s advantages, such as those ensuing from short transportation distances and direct sales to the end clients, are objective and it is logical that they will be realized at a further stage.
3. Analysis of the costs, production, quality, technological process and technical maintenance 
	Variation in costs for pulp sheet mixed 
	Half-year reports

	
	2007 
	2008 

	
	per ton
	per ton

	
	
price
	quantity
	price
	quantity

	Total variables - BGN/ton 
	597.00
	750.57

	including: - wood
	70.57
	3.9915
	92.03
	3.8064

	           - steam 
	33.78
	1.7988
	55.72
	1.2710

	           - electricity
	71.42
	0.8691
	97.55
	0.8750

	           - black oil
	605.50
	0.0954
	785.11
	0.1136

	           - sodium base
	464.24
	0.1158
	493.79
	0.1185

	           - hydrochloric acid 
	122.71
	0.0803
	124.65
	0.0972

	           - sodium chlorate
	1085.66
	0.0271
	1202.69
	0.0337

	Total invariable costs - BGN/ton 
	101.69
	112.40

	including: - labour
	35.57
	22.95

	             - maintenance
	21.25
	31.84


Its operation at the given capacity did not allow the pulp plant to reach the target levels of reduction of steam and electricity consumption per ton of produced pulp. There is, though, a stable and marked trend towards a decrease, which can be seen in the following comparative data by months.

	
	Measure
	І.2008
	ІІ.2008
	ІІІ.2008
	ІV.2008
	V.2008
	VІ.2008

	Steam from the heating power – total for Svilocell 
	MWh
	12 052
	9 390
	11 420
	8 199
	10 070
	5637

	
	MWh/т.
	3,9228
	2,0966
	1,5147
	1,1499
	1,3105
	0,787

	Steam from Soda Recovery Boiler
	MWh
	25 002
	29 301
	36 925
	35 623
	29 811
	32027

	
	MWh/т.
	8,1380
	6,5424
	4,8978
	4,9959
	3,8798
	4,47

	Steam from Biomass Incineration Boiler 
	MWh
	1 430
	2 678
	2 704
	2 742
	2 722
	3504

	
	MWh/т.
	0,4655
	0,5980
	0,3587
	0,3845
	0,3543
	0,489

	Total steam consumption for Svilocell 
	MWh
	38 484
	41 369
	51 049
	46 564
	42 603
	41168

	
	MWh/т.
	12,5262
	9,2370
	6,7712
	6,5303
	5,5445
	5,749


4. Conclusions and objectives
Due to the combination of unfavourable factors, as discussed above, obviously the period till the end of 2008 will turn out to be a hard time for the pulp plant. In a short term, till the end of 2008, Svilocell EAD has set the following main objectives:

1. Reaching of a stable production of over 300 tons of pulp per day, in July at the latest, and a gradual increase over the next months. Specific measures are provided for in each monthly internal report. The company’s management finds that the necessary conditions and prerequisites for the achievement of this objective have already been created and its attainment is realistic. 

2. Finaliztion of the last activities under the reconstruction, so that all targeted benefits would be achieved, mostly regarding the costs for steam and electricity bought from outside the plant. Until the end of July the commissioning activities will be finalized with regard to the new wastewater treatment plant. In October, a new turbogenerator for Svilocell’s own electricity production from waste biomass will be commissioned.  

3. Re-negotiation of terms under bank loans that are being used. 
IV. Important events and their impact

1. Important events with accumulations since the beginning of 2008

· The important events that happened in Svilocell EAD and their impact on the financial results of the Svilosa Group are stated above, in Part III, Paragraph 1.

Part of the important events for the Svilosa Group with accumulation since the beginning of 2008, have occured in implementation of the enhanced normative requirements of the applicable legislation regarding the public companies, including the Public Offering of Stocks Act and Ordinance No. 2 of the Financial Supervision Commission, as well as of the Good Corporate Governance Program of Svilosa AD. Those events relate to the increase of the compatibility, transparency and efficiency of Svilosa AD in its capacity of a public company, but have no direct impact on the results in this interim financial report so far, and namely: 

· Svilosa AD subscribed to the ‘E-Register’ System of the Financial Supervision Commission on the basis of an application with an ingoing No. РГ-05-455/2 of the Financial Supervision Commission dated 24.01.2008. 

· On 30.01.2008 Svilosa AD announced to the Financial Supervision Commission, Bulgarian Stock Exchange and the public its financial activity reports (individual and consolidated) for the first quarter of 2007, through the ‘EXTRI’ integrated electronic system. 
· As from 30.01.2008 Svilosa AD has a valid subscription to the information system ‘Investor Bulletin’ for public disclosure of regulated information for public companies, managed by the specialized financial media ‘Investor.bg’

· Svilosa AD signed a Contract for Information Services with ‘Serviz Finansovi Pazari’ EOOD in its capacity of an operator of the information system and media named ‘X3News’ of ‘Bulgarian Stock Exchange – Sofia’ AD. Svilosa made its payment in connection with the contract on 13.02.2008 and the contract has entered into force as at the day of the actual receipt of the contracted price to the account of the contractor. On 27.02.2008 Svilosa AD was notified that its account in the ‘X3News’ system was activated. 

· On 28.03.2008 Svilosa AD announced to the Financial Supervision Commission and the public its annual financial activity reports (individual and consolidated) for the year 2007. The information was disclosed to the Financial Supervision Commission through the ‘E-Register’ system, and to the public – through the ‘X3News’ and ‘Investor Bulletin’ systems. 

· In March 2008 Svilosa AD joined the Bulgarian network of the Global Compact of UNO on the basis of a membership application dated 27.02.2008. In this connection, Svilosa AD is committed to applying the ten universal principles of the Global Compact for social responsibility and environment protection grouped in four major categories as follows: 

„Human Rights:
Principle 1: Businesses should support and respect the protection of internationally proclaimed human rights within their sphere of influence; 
Principle 2: make sure that they are not complicit in human rights abuses. 
Labour Standards: 
Principle 3: Businesses should uphold the freedom of association and the effective recognition of the right to   collective bargaining;
Principle 4: the elimination of all forms of forced and compulsory labour; 
Principle 5: the effective abolition of child labour; and 
Principle 6: eliminate discrimination in respect of employment and occupation. 
Environment: 

Principle 7: Businesses should support a precautionary approach to environmental challenges; 
Principle 8: undertake initiatives to promote greater environmental responsibility; 
Principle 9: encourage the development and diffusion of environmentally friendly technologies. 
Anti-Corruption: 

Principle 10: Businesses should work against all forms of corruption, including extortion and bribery.”
· Since the beginning of 2008 the working committees for good corporate governance continued to assist the activity of Svilosa AD’s Board of Directors and the governing bodies of its daughter companies, in that the committees delivered statements and proposals in their respective competence scope. Sessions were held, as follows: 
· Corporate Governance Committee – on 18.01.2008
· Internal Audit Committee – on 22.01.2008, 29.02.2008 and 25.04.2008
· Human Resources Committee – on 31.01.2008
· Environmental Committee – on 22.01.2008 and 13.03.2008
· Site and Image Committee – on 18.01.2008.
2. Important events during the second quarter of 2008 in relation to the activity of the companies of the Svilosa Group

2.1. Internal transaction with the majority package of shares of Svilosa AD without change of control

· On 08.04.2008, a transfer of 25 397 674 voting shares representing 79.98 % of the Company capital was performed. According to the information provided by the parties to the transaction, this transfer is an internal transaction, it has been executed within the A.R.U.S. Business Group and does not result in any change of the control over the Company. The technical restructuring of shareholding interest is aimed at improvement of the transparency of the shareholding structure within the context of good corporate practices and, in particular, the creation of better conditions for performance of the important projects under the Company business plan involving reputable international investors. The main priority of the major shareholder remains the intensive development of Svilosa AD, achievement of good financial results and increase of the investment value of all shareholders’ investments. This transfer was duly announced on 11.04.2008 to the Financial Supervision Commission (through the E-Register system) and Bulgarian Stock Exchange and the public (through the X3News system).

2.2. Invitation and materials for the regular annual General Assembly of Shareholders for 2008

· The Board of Directors of Svilosa AD, at a session dated 12.04.2008, decided to convene the regular annual General Assembly of Shareholders of the Company to be held on 05.07.2008 and stipulated the agenda of the assembly.

· On 17.05.2008 the Invitation to the regular annual General Assembly of Shareholders of the Company dated 05.07.2008 was entered into the Trade Register.

· On 22.05.2008, Svilosa AD announced the Invitation and materials for the regular annual General Assembly of Shareholders of the Company to be held on 05.07.2008, to the Financial Supervision Commission (through the E-Register information system), the Central Depository (all materials were provided in a hard copy) and the public (through the ‘Investor Bulletin’ information system). A full text of the announcements can be found in this direct link: 
http://bull.investor.bg/?search%5B%5D=1&code_text=%D1%E2%E8%EB%EE%E7%E0&code=301&category=0&search%5B%5D=3&start_day=01&start_month=04&start_year=2008&end_day=30&end_month=06&end_year=2008
· On 29.05.2008, an announcement of the regular annual General Assembly of Shareholders of Svilosa AD to be held on 05.07.2008 was published in the ‘Pari’ newspaper. 

2.3. Announcement of the full volume of information that Svilosa AD has disclosed  to the public in 2007

· On 25.04.2008, Svilosa AD provided information in compliance with article 27, paragraph 3 of Ordinance No. 2 of the Financial Supervision Commission to the Financial Supervision Commission (through the E-Register system) and the public (through the ‘Investor Bulletin’ system). A full text of the announcement can be found in this direct link: http://bull.investor.bg/bull/upload/003917.doc

2.4. Announcement of the interim financial reports on the activity of Svilosa AD for the first quarter of 2008  

· On 29.04.2008, Svilosa AD announced to the Financial Supervision Commission (through the E-Register system) and the public (through ‘Investor Bulletin’) the individual and consolidated interim financial report on the Company activity for the first quarter of 2008. A full text of the announcements can be found in this direct link: http://bull.investor.bg/?code=301&start_day=1&start_month=4&start_year=2008&end_day=30&end_month=6&end_year=2008&search[]=1&search[]=3&page=1
2.5. Temporary lack of access for Svilosa AD to the ‘X3News’ information system 

· On 27.05.2008 Svilosa AD notified the Financial Supervision Commission (through the E-Register system) and the public (through ‘Investor Bulletin’) of the objective impossibility for Svilosa AD, for reasons beyond the control of the Company, to publish announcements via the ‘EXTRI’ system and its section ‘X3News’. A full text of the announcement can be found in this direct link: http://bull.investor.bg/bull/upload/005965.jpg
· On 13.06.2008 Svilosa AD notified the Financial Supervision Commission (through the E-Register system) and the public (through the systems ‘Investor Bulletin’ and ‘X3News’) that as a result of the efforts made by the Company and Serviz Finansovi Pazari EOOD, on 12.06.2008 Svilosa AD’s access to the ‘X3News’ system maintained by the latter was restored. A full text of the announcement can be found in this direct link: http://bull.investor.bg/bull/upload/006805.pdf. On 12.06.2008 the Company  published in X3News the following information, which had been duly announced as described above through the systems E-Register and Investor Bulletin:

1/ individual and consolidated interim financial report on the Company activity for the first quarter of 2008 

2/ invitation and materials for the annual regular General Assembly of Shareholders for 2008 

3/ information in compliance with article 27, paragraph 3 of Ordinance No. 2 of the Financial Supervision Commission

V. Main risks and uncertainties

The main risks and uncertainties which the Svilosa Group will face during the second half of this financial year are described in the Consolidated annual financial activity report of Svilosa AD for 2007, which was presented to the Financial Supervision Commission and the public and is also available in an electronic format on the Internet page of the Company (direct link: http://www.svilosa.bg/documents/FR2007/Annual_consolidated_activity_report_07_eng.pdf). There are no substantial changes regarding the main risks and uncertainties during the second quarter of 2008 apart from the clarifications given in Part III, Paragraph 2 above. 
For Svilosa AD:            

.............................................................                   ........................................................
/dipl. eng. M. Kolchev, Executive Director/              /Z. Parvanova, Chief Accountant/
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