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	Principle activities

	
	

	
	Orgachim AD (the “Company”) is a joint stock company domiciled in Bulgaria. The principal activities of the Company are that of manufacture and retail distribution of paints, varnishes, lacquers, coating, plasticizers, anhydrides and other chemicals used in machine building, electronics, transport, construction and plastics processing. The Company’s registered office is located in Rousse, Bulgaria. The address of its registered office is as follows: 21, Treti Mart Blvd, 7000 Rousse, Bulgaria.

The shares of the Company are publicly listed on the Sofia Stock Exchange. 

	
	

	
	Review of the activities

	
	

	
	The main markets of the production are Bulgaria, Turkey, Greece, Romania, Egypt, countries from Central Europe, the Middle East and the ex-Soviet republics.

	
	

	
	A substantial competition of over 52 Bulgarian producers, a number of foreign producers and numerous small “garage” producers characterize the market of paints, lacquers and adhesives. The market of paints, lacquers and adhesives may be segmented as follows: industrial segment and consumer segment. The factors, which influence the growth and the development of these market segments, define the sales of Orgachim to a great extent. There has been a change in the structure of the sales for the consumer and the industrial market. About ten years ago 70% of the sales of paints, lacquers and adhesives were realised onto the industrial market and respectively about 30% onto the consumer market, currently the proportion is 40% to 60%.

	
	

	
	Orgachim has a significant share of the domestic market of paints and lacquers

	
	In 2006 the Company invested considerably in developing and introducing new products and improving the quality of the existing ones. 

	
	

	
	
	
	
	
	

	
	Liquidity


	
	2006
	2005
	Norm

	
	General
	
	1.37
	1.26
	1.50 - 2.00

	
	Quick
	
	0.68
	0.67
	1.00

	
	Immediate
	
	0.24
	0.23
	0.50

	
	Absolute
	
	0.24
	0.23
	0.25

	
	

	
	
	
	
	
	

	
	Efficiency


	
	2006 
	2005 
	

	
	Efficiency of costs
	
	1.06
	0.99
	

	
	Efficiency of profits
	
	0.94
	1.01
	

	
	
	
	
	
	

	
	Independence


	
	2006 
	2005 
	

	
	Financial
	
	0.53
	0.23
	

	
	Gearing
	
	2.76
	6.40
	


	
	The Company utilises the option for working capital financing from commercial banks.


	
	Review of the activities (Continued)

	
	

	
	During the last year there was a significant change in trading Orgachim’s shares. The statistics show that in 2006 with the shares of the Company 1,562 deals have been signed and 111,148 shares have been traded at an average price of 85.09 BGN and reaching the maximum of 115 BGN for a share. For comparison: in 2005 the average price per share was 55,40 BGN.

The shares of the company are registered for trading on the Bulgarian Stock Exchange – Sofia, on official market, Segment B. Our company is included in the calculation of the indices SOFIX and BG 40 of the Bulgarian Stock Exchange, which is indicative for the trust of the investors. 
The corporate governance of Orgachim is carried out according to the requirements of the laws of the Republic of Bulgaria, regulating the economic activity of the Company and the activity in establishing and keeping effective relationship among the management of the Company, the shareholders and the people, who are not shareholders of the Company, but are interested in its economic prosperity.

	
	

	
	All statutory regulations were strictly observed in 2006. The company has a Program for applying the internationally recognized standards for a good corporative management according to the regulations of art.94, par. 1 from Public Offering of Securities Act.

The management of company reports for 2006 fulfillment of the tasks in the Program in conformity with the standards for good corporative management: We have procedures developed  for executing the Program for applying the internationally recognized standards for good  corporative management – procedure N 1 for shareholders’ rights protection; procedure N 2 for  equal standing of shareholders; procedure N 3 for information disclosure; procedure N 4 for the responsibilities of the management and procedure for developing and approving  the financial statements. The procedures are updated and amended duly if necessary.  



	
	Orgachim AD is a socially engaged company. We support projects referring to public and cultural events.

	
	The following new products were developed: Leko Interin in colour and aroma – 14 specially developed by architects and designers soft and warm colours; Leko enamel paints for non-ferrous metals with old copper effect; “Casa Bella” – latex paint for inside painting and alkyd paint; Hamelekon AQUA azure lacquer water down for outside painting of wood; Hamelekon AQUA akrylate paint SATIN – for inside and outside painting of wood, primed metallic surfaces and concrete, stone surfaces and cement – fibrous plates; Hamelekon AQUA akrylate paint GLOSS. Leko Fast Dry – non-lead alkyd paint; Ecolor paint – water-dispersive paint on the base of water-soluble polymer; fire-protective paint for metal and anti-corrosion primer for fire-protective paint; Road marking – three new formulas, conforming to the laying specific requirements, different drying time and wear-out resistance levels. The three types are designed for different parts of the road: Road marking City “+” – designed for the central part of the city and extremely heavy traffic with a requirement for high resistance to motor oils; Road marking city – designed for the part of the city with heavy traffic and Road marking normal – designed for normal traffic.




	
	In 2006 Orgachim put on the market new types of resins – Balkyd, Vinalkyd and Orgakryl. 
We optimized the technologies of the existing products as well as testing and implementing new raw materials, alternative to the ones used at present (import and own production) incl. Ecological ones. 

In 2006 we continued expanding the shops network for lacquer and  painting materials under the trademark “Hamelekon”. The shops are developed on the basis of providing franchise for development of such type of shops. The franchise package is developed by a team of the company. The franchise package includes unified inner and outer design of the shop which makes the shop unique. The franchise package provides a design for inside arrangement of the goods on shelves, made out by a project of ORGACHIM, as well as training of the selling staff for keeping the merchandise schemes. Selling staff is provided with special company clothes and tuition for successful commercial skills and ability to work with customers, according to the rules of the company. The technological service of the HAMELEKON machine toning system in all shops           all around the country is done by specialists of the company in respect of quality control on base paints, claims, amendments of recipes and implementing machine toning of plasters for buildings .

	
	Economic objectives for 2007 

	
	Establishing a sole limited liability company PROCONSTRUCT, 100 % owned by Orgachim with range of activities: building, trade and all other activity not forbidden by the law. 
Transferring part of the traditional paints and lacquers production of Polikolor JSC, Bucharest to Orgachim, Ruse.  
Great number of new products and optimizing the technological methods of the existing ones.
The objectives of the management in long-term view include keeping the market share, developing new markets by implementing new trademarks and products series and entering the European market. For being able to perform its objectives the company opened representative offices in Torino, Italy and Skopie, Macedonia and established LTD companies in Italy, Ucraine, Serbia and Georgia. 


	
	Share capital structure as of 31 December 2006


	
	Name
	Numbers of shares
	Percentage

	
	
	
	    

	
	   Whitebeam Holdings Ltd.
	322,863
	64.21%

	
	   IC Advance Invest AD
	12,842
	2.55%

	
	   SEBVILNIAUS BANKAS AB
	12,800
	2.55%

	
	Universal Pension Fund DOVERIE AD
	16,520
	3.29%

	
	PPF DOVERIE
	7,706
	1.53%

	
	ING BANK N.V. LONDON 
	5,582
	1.11%

	
	HANSAPANK CLIENTS 
	15,488
	3.08%

	
	RC2 (CYPRUS) LTD
	7,021
	1.40%

	
	MEI-ROEMENIE EN BULGARIJE FONDS N.V.
	5,297
	1.06%

	
	DPF DOVERIE
	5,637
	1.12%

	
	Other companies below 1%
	46,572
	9.25%

	
	Individuals – 1,902
	44,487
	8.85%

	
	
	502,815
	100.00%

	
	
	
	

	
	
	
	

	
	
	
	

	
	Management

	
	

	
	The Company operates a two-tier system of corporate management in accordance with the Commercial Act of the Republic of Bulgaria.
Board of Directors as of 31 December 2006:

1. Ivan Alexandrov Sokolov
2. Boyko Penev Shoylekov
3. Zhivko Ljubenov Minkov
Supervisory Board as of 31 December 2006:
1. Silviu Sorin Mocanu

2. “Whitebeam Holdings Limited”, represented by Ion Alexander Florescu

3. Irena Mateeva Komitova.


	
	


	
	Director’s responsibilities

	
	

	
	The Directors are required by Bulgarian law to prepare financial statements each financial year that give a true and fair view of the state of affairs of the Company as at the year end and of the profit or loss and cashflows for the year. These financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS.) 

The Directors confirm that suitable accounting policies have been used and applied consistently and reasonable and prudent judgements and estimates have been made in the preparation of the financial statements for the year ended 31 December 2005.

The Directors also confirm that applicable accounting standards have been followed and that the financial statements have been prepared on a going concern basis.

The Directors are responsible for keeping proper accounting records, for safeguarding the assets of the Company and for taking reasonable steps for the prevention and detection of fraud and other irregularities.

By order of the Board,

Ivan Sokolov

Executive Director

Orgachim AD

Rousse, 07 March 2007

	
	TO

THE SHAREHOLDERS OF

ORGACHIM AD 

ROUSSE

INDEPENDENT AUDITOR’S REPORT

We have audited the accompanying financial statements of ORGACHIM AD, which comprise the balance sheet as at December 31, 2006, and the income statement, statement of changes in equity and cash flow statement for the year then ended, and a summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with International Financial Reporting Standards. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, 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 financial statements based on our audit. We conducted our audit in accordance with International Standards on Auditing. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the 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 policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the financial statements. 




	
	We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Opinion

In our opinion, the financial statements give a true and fair view of the financial position of ORGACHIM AD as of December 31, 2006, and of its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards.

Matter of emphasis

The balance sheet of Orgachim AD as at 31. 12. 2005 and the related income statements, cash flow statement and equity statement for the period then ended have been audited by PricewaterhouseCoopers Bulgaria Audit OOD. In their auditor’s report dated 31 March 2006 they have expressed unqualified opinion.

Sofia, 23.03.2007
BDO AKERO OOD

Bogdanka Sokolova

CPA, Registered Auditor



	
	
	
	

	
	(all amounts in BGN thousands)
	Note
	Year ended 31 December

	
	
	
	2006 
	2005 


	
	Sales
	3
	94,533
	69,482

	
	Other operating income
	4
	3,026
	3,919

	
	
	
	97,559
	73,401

	
	
	
	
	

	
	Changes in inventories of finished goods and work in progress
	
	453
	357

	
	Book value of sold goods
	
	(4,718)
	(2,917)

	
	Raw materials and hired services expenses 
	5
	(77,388)
	(54,560)

	
	Staff costs 
	6
	(6,698)
	(5,451)

	
	Depreciation and amortisation 
	11,12
	(1,840)
	(1,401)

	
	Provisions for retirement benefit obligations
	
	(39)
	(36)

	
	Other operating expenses 
	7
	(1,820)
	(1,585)

	
	
	
	(92,000)
	(65,593)

	
	
	
	
	

	
	Profit from operations 
	
	5,559
	7,808

	
	
	
	
	

	
	Provision for liabilities related to ZUNK loan
	24
	-
	(8,499)

	
	Finance costs – net 
	8
	3,395
	(5,377)

	
	
	
	
	

	
	Profit before income tax 
	
	8,954
	(6,068)

	
	Income tax expense
	9
	(1,061)
	861

	
	
	
	
	

	
	Profit for the year
	
	7,893
	(5,207)

	
	
	
	
	

	· 
	Earnings per share (BGN per share)
	10
	15.69
	(10.35)

	· 
	- basic 
	10
	15.69
	(10.35)

	
	- diluted
	 
	 
	 


The Supervisory Board has approved this financial statement set on pages 7 – 34

The financial statements is signed by:

	
	Ivan Sokolov
	
	Boyko Shoylekov

	
	Executive Director
	
	Chief Accountant

	
	
	
	

	
	
	
	

	
	Initialled for identification purposes in reference to the auditor’s report:

	
	
	
	

	
	
	
	

	
	  BDO AKERO LTD 
	
	

	
	
	
	

	
	23 March 2007
	
	


	
	(all amounts in BGN thousands)
	Note
	As at 31 December

	
	
	
	2006 
	2005 

	
	ASSETS
	
	
	

	
	Non-current assets
	
	
	

	
	Property, plant and equipment
	11
	22,903
	19,010

	
	Intangible assets
	12
	291
	3

	
	Finance lease receivables
	13
	519
	538

	
	Deferred income tax asset
	21
	574
	1,372

	
	                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                              
	
	
	

	
	
	
	24,287
	20,923

	
	Current assets
	
	
	

	
	Inventories 
	15
	15,491
	13,576

	
	Trade and other receivables
	16
	9,276
	6,766

	
	Cash and cash equivalents
	17
	5,343
	5,301

	
	Trading securities
	18
	520
	3,261

	
	
	
	30,630
	28,905

	
	
	
	
	

	
	Total assets
	
	54,917
	49,827

	
	
	
	
	

	
	Shareholders’ equity
	
	
	

	
	Ordinary shares
	25
	503
	503

	
	Legal and other reserves
	
	6,228
	11,434

	
	Retained earnings/(Accumulated loss)
	
	7,893
	(5,207)

	
	Total shareholders’ equity
	
	14,624
	6,730

	
	
	
	
	

	
	LIABILITIES
	
	
	

	
	Non-current liabilities
	
	
	

	
	Borrowings – non-current part
	19
	16,664
	18,339

	
	Finance lease liabilities – non-current part
	20
	-
	5

	
	Provision for retirement benefit obligations
	21
	196
	198

	
	Deferred income tax liabilities
	22
	1,066
	1,704

	
	
	
	17,926
	20,246

	
	Current liabilities
	
	
	

	
	Borrowings –current part
	18
	10,901
	11,275

	
	Finance lease liabilities – current part
	1
	14
	55

	
	Trade and other payables
	22
	6,653
	3,201

	
	Provisions related to ZUNK liability 
	23
	4,799
	8,320

	
	
	
	22,367
	22,851

	
	
	
	
	

	
	Total liabilities
	
	40,293
	43,097

	
	
	
	
	

	
	Total equity and liabilities
	
	54,917
	49,827


The Supervisory Board has approved this financial statement set on pages 7 – 34

The financial statement is signed by:

	
	Ivan Sokolov
	
	Boyko Shoylekov

	
	Executive Director
	
	Chief Accountant

	
	
	
	

	
	Initialled for identification purposes in reference to the auditor’s report:

	
	
	
	

	
	  BDO AKERO LTD 
	
	

	
	
	
	

	
	23 March 2007
	
	

	
	(all amounts in BGN  thousands)
	Share

capital
	Legal reserves
	Other

reserves
	Retained earnings


	Total

	
	
	
	
	
	
	

	
	1 January 2005  
	503
	681
	3,148
	7,645
	11,977

	
	Profit transferred to reserve
	-
	-
	7,645
	(7,645)
	-

	
	Donations
	-
	-
	(39)
	-
	(39)

	
	Net loss
	-
	-
	-
	(5,207)
	(5,207)

	
	31 December 2005  
	503
	681
	10,754
	(5,207)
	6,731

	
	
	
	
	
	
	

	
	1 January 2006 
	503
	681
	10,754
	(5,207)
	6,731

	
	Loss, covered by reserves
	-
	-
	(5,207)
	5,207
	-

	
	Net profit
	-
	-
	-
	7,893
	7.893

	
	
	
	
	
	
	

	
	31 December 2006 
	503
	681
	5,547
	7,893
	14,624

	

	


The Supervisory Board has approved this financial statement set on pages 7 – 34

The financial statements is signed by:

	
	Ivan Sokolov
	
	Boyko Shoylekov

	
	Executive Director
	
	Chief Accountant

	
	
	
	

	
	
	
	

	
	Initialled for identification purposes in reference to the auditor’s report:

	
	
	
	

	
	
	
	

	
	  BDO AKERO LTD 
	
	

	
	
	
	

	
	23 March 2007
	
	


	
	(all amounts in BGN thousands)
	Note
	Year ended 31 December

	
	
	
	2006
	2005

	
	
	
	
	

	
	Cash flows from operating activities
	
	
	

	
	Cash generated from / (used in) operations
	25
	522
	7,147

	
	Interest paid
	
	(159)
	(126)

	
	Tax refunded / (paid)
	
	2,492
	336

	
	
	
	
	

	
	Net cash from / (used in) operating activities
	
	2,855
	7,357

	
	
	
	
	

	
	Cash flows from investing activities
	
	
	

	
	Purchase of property, plant and equipment and PPE
	
	(4,038)
	(2,774)

	
	Payments for property, plant and equipment and PPE
	
	38
	2,464

	
	
	
	
	-

	
	Net cash used in investing activities
	
	(4,000)
	(310)

	
	
	
	
	

	
	Cash flows from financing activities
	
	
	

	
	Proceeds from borrowings
	
	32,567
	6,061

	
	Repayments of borrowings
	
	(26,553)
	(6,623)

	
	Purchase of securities 
	
	(34,974)
	(11,257)

	
	Proceeds from sale of securities
	
	30,147
	8,004

	
	Net cash from/ (used in) financing activities
	
	1,187
	(3,815)

	
	
	
	
	

	
	Net (decrease)/increase in cash and cash equivalents
	
	(42)
	3,232

	
	
	
	
	

	
	Cash and cash equivalents at the beginning of the year
	
	5,301
	2,069

	
	Cash and cash equivalents at end of year
	14
	5,343
	5,301


The Supervisory Board has approved this financial statement set on pages 7 – 36

The financial statements is signed by:

	
	Ivan Sokolov
	
	Boyko Shoylekov

	
	Executive Director
	
	Chief Accountant

	
	
	
	

	
	
	
	

	
	Initialled for identification purposes in reference to the auditor’s report:

	
	
	
	

	
	
	
	

	
	  BDO AKERO LTD 
	
	

	
	
	
	

	
	23 March 2007
	
	


	
	Accounting policies

	
	

	
	Principle activities

	
	Orgachim AD (the “Company”) is incorporated and registered in Bulgaria. The Company’s principal place of business is located in Rousse, Bulgaria. The address of its registered office is as follows: 21, Treti Mart Blvd, 7000 Rousse, Bulgaria. 

The Company’s shares are publicly traded on the Sofia Stock Exchange.

The principal activities of the Company are that of manufacture and retail distribution of paints, varnishes, lacquers, coating, plasticizers, anhydrides and other chemicals used in machine building, electronics, transport, constriction and plastics processing. 

	A
	Basis of preparation

	
	The financial statements have been prepared in accordance with the International Financial Reporting Standards, approved by the European Union Commission. They include the International Accounting Standards(IAS), International Financial Reporting Standards(IFRS) and the interpretations for their application (SIC – IFRIC interpretations). The International Financial Reporting Standards include also the amendments and additions made to the standards and the interpretations for their application as well as the future interpretations for their application, prepared by the International Accounting Standarts Board (IASB).

The financial statements have been prepared under the historical cost convention.

The preparation of the financial statements in conformity with the common accounting principles requires the application of assumtions and assessments which considerably influence the reported assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statement preparation as well as the reported revenue and costs for the reporting period. The components of the financial statements which disclosure includes a higher degree of judgement or subjectiveness and also the components which are considerably influenced by assessments and assumptions are disclosed in item T of the Accounting polices. 

	
	

	
	In the preparation of the financial statements, the Company has applied the following applicable standards:

IAS 1 Presentation of Financial Statements (revised 2004)

IAS 2 Inventories (revised 2004)

IAS 7 Cash flow statements (revised 2004)

IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors (revised 2004)

IAS 10 Events after the Balance Sheet Date (revised 2004)

IAS 12 Income taxes (revised 2004)

IAS 16 Property, Plant and Equipment (revised 2004)

IAS 17 Leases (revised 2004)

IAS 18 Revenues (revised 2004)

IAS 19 Employee benefits (revised 2004)

IAS 21 The Effects of Changes in Foreign Exchange Rates (revised 2004)

IAS 23 Loan expenses

IAS 24 Related Party Disclosures (revised 2004) 

IAS 27 Consolidated and Separate Financial Statements (revised 2004)

IAS 29 Financial Reporting in Hyperinflationary Economies (revised 2004)

IAS 31 Interests in Joint Ventures (revised 2004)

IAS 32 Financial Instruments: Disclosure and Presentation (revised 2004)

IAS 36 Impairment of Assets (revised 2004)

IAS 37 Provisions, Contingent Liabilities and Contingent Assets (revised 2004)


	
	IAS 38 Impairment of Assets (revised 2004)

IAS 39 Financial Instruments: Recognition and Measurement (revised 2004)

	
	

	
	Accounting polices (continued)

	A
	Basis of preparation (continued)

	
	When making the present financial statement the company did not apply the regulations of standards, amendments and interpretations to published standards effective after 01 January 2006.



	
	IFRS 1 First-time Adoption of International Financial Reporting Standard (effective from 1 January 2006).  These amendments are not relevant to the Company’s operations.

IFRS 4 Insurance contracts (effective from 1 January 2006). IFRS 6 is not relevant to the Company’s operations. 

IFRS 6, Exploration for and Evaluation of Mineral Resources (effective from 1 January 2006).  IFRS 6 is not relevant to the Company’s operations. 

IAS 21 Effects of changes in foreign exchange rates (effective from 1 January 2006). These amendments are not relevant to the Company’s operations.

IAS 39 Financial instruments: Recognition and Measurement (effective from 1 January 2006). These amendments are not relevant to the Company’s operations.

IFRIC Interpretation 4, Determining whether an Arrangement contains a Lease (effective from 1 January 2006).  IFRIC 4 requires the determination of whether an arrangement is or contains a lease to be based on the substance of the arrangement and not on its legal form. This amendment is not relevant to the Company.
IFRIC Interpretation 5, Rights to Interests arising from Decommissioning, Restoration and Environmental Rehabilitation Funds (effective from 1 January 2006).  These amendments are not relevant to the Company’s operations.

IFRIC Interpretation 6, Liabilities arising from Participating in a Specific Market – Waste Electrical and Electronic Equipment (effective from 1 December 2005). These amendments are not relevant to the Company’s operations.

When preparing the present financial statement the Company did not apply the regulations of standards, amendments and interpretations effective from 1 May 2006, applicable to the financial statements from 1 January 2007, which the Company has the right to apply before this date, since they were not relevant to its activity, as follows:

IFRIC Interpretation 8, Scope of IFRS 2 (effective for financial periods starting on or after 1 May 2006). The Interpretation clarifies the transactions connected with issuing instruments of equity – when the identifiable payment is less than the fair value of the issued instruments of equity – to identify whether they are within the scope of IFRIC 2. It is not applicable to the Company since there are no share-base payments. 



	
	IFRIC Interpretation 10, Interim financial reporting and impairment (effective for annual financial periods, starting on or after 1 November 2006). According to the Interpretation the Company does not have the right to refund post balance-sheet date any recognised impairment of goodwill, investments in financial instruments and financial assets, reported at cost in the interim financial reporting.


	
	IFRIC Interpretation 7, Applying the Restatement Approach (effective from 1 March 2006).  The Interpretation clarifies application of IAS 29 in the reporting period in which hyperinflation is first identified. It states that IAS 29 should initially be applied as if the economy has always been hyperinflationary.  It further clarifies calculation of deferred income taxes in the opening balance sheet restated for hyperinflation in accordance with IAS 29.



	
	IFRIC Interpretation 9, Revaluation of embedded derivative (effective for financial periods, staring on or after 1 June 2006). The interpretation clarifies the requirement the Company to valuate whether the embedded derivative should be separated from the main contract and to be reported as a derivative, when the Company is a contractor for the first time. Subsequent revaluation is forbidden unless there are changes in the clauses of the contract, which considerably influence the cash-flows, settled in the contract.



	A
	Consolidation Principles

	
	At December, 31, 2006, Orgachim AD governs the following subsidiaries:

NAME

PERCENTAGE OF PROPERTY   %

CONNECTION 

ORGACHIM AD – POLICOLOR JSC, the Ukraine

100%

Subsidiary company

DEKO SAKA JSC, Belgrade, Serbia

100%

Subsidiary company

DEKO SAKA JSC, Tbilisy, Georgia

100%

Subsidiary company

BALENA JSC, Torino, Italy

100%

Subsidiary company

 

	
	The Financial Statement of the Group is composed of the Financial Statement of Orgachim AD (The Association) and the Financial Statements of  the subsidiaries Orgachim AD – Polycolor JSC, the Ukraine, Deko Saka JSC, Belgrade, Balena JSC, Torino and Deko Saka JSC, Tbilisy.

	
	In accordance with the Certificate of state enrolment of a legal entity No706710 Orgachim –Polycolor JSC, the Ukraine is registered on 27.04.2006. The company’s authorised capital is 55500EUR and the principal activities “Trade of paints and lacquers” 

	
	In accordance with the Resolution / 15.05.2006 of Agency for economic (firm) registers, Deko Saka JSC, Belgrade has been registered  with company’s authorised capital  of 500,00EUR and principal activities “Wholesale trade with paints and lacquers “

	
	In accordance with the  Certificate for state and tax enrolment of enterprise No 01173, Deko Saka JSC, Tbilisy is registered .with the company’s authorised capital of  88EUR and principal activities “Trade of paints and lacquers”

	
	In accordance with  The Extract of no value of the Common Certificate of Commerce, Industrial Craft and Agricultural Chamber in Torino No 16/20.03.2006, is registered a limited liability company “Balena”JSC with company’s authorised capital of 10,200EUR and principal activities manufacture and trail distribution of products of industry, construction and repair activities: resins, paints, lacquers and etc.

	
	In the Financial Statement the Financial Statements of subsidiaries are consolidated under the method of complete consolidation. The method has been applied since the moment the government is devolved upon the Association. For the purposes of consolidation, it is accepted that the Company is under the Association control, when it directly  and/or indirectly  owns 50% of the shares with the voting  rights or it has the rights to appoint more than 50% of the members of the Boards of Directors, as well as the rights to direct the financial and economic activities. 

	
	The currency under review for the subsidies is Bulgarian lev.

	
	The financial reports of the subsidies  are prepared for the same current period as the financial statement of the Association under unified accounting politics. The transactions, balances and unrealised profit are eliminated. Unrealised loss is eliminated as well, except in the cases, when the value can not be restored.  

	
	At 31 December 2006  the Company (the Group) has 700 personnel


	
	Accounting polices (continued)

	
	

	B
	Accounting convention

	
	The Financial Statement is prepared on the basis of historical price, except the assets available

for sale (estimated under market value), estimated under fair value.  



	
	

	
	

	C
	Functional and presentation currency

	
	Items included in the Financial Statements of the Company are measured using the currency of the primary economic environment in which the entity operates 
The functional currency of the Company is BGN.
The business transactions of the Association, denominations of the foreign currency are reported on lev equivalence on the basis of the rate of exchange of BNB at the date of the operation. All the pecuniary, receipts, liabilities, denominated into foreign currency, are reported on  lev equivalence on the base the rate of exchange at the date of operation and are re-estimated  on the month basis, using the BNB formal rate for the last working day of the month. The differences of the rate of the re-estimation are treated as current incomes and they are included in the report of the incomes.

The functional currency of the subsidiaries (foreign subsidiaries) is as follows:

   .
ORGACHIM AD – POLYCOLOR JSC, the Ukraine    -     UAH

DEKO SAKA JSC, Belgrade                                              -     CSD

DEKO SAKA JSC, Tbilisy                                                  -      GEL

BALENA JSC, Torino                                                         -       EUR

At the date of the Financial Statements, net-activities of the subsidiaries and the results of their activities are re-counted into the Group currency, according to the final rate of exchange on 31 December 2006 of the corresponding currency toward  the Euro.

The Bulgarian Lev is pegged to the EUR since 1 January 1999 at 1 EUR = 1.95583 BGN.
The closing exchange rates of the BGN against the major foreign currencies relevant to the Company’s operations for the reporting periods of the financial statements are as follows:

	
	

	
	
	
	

	
	
	31 December 2006 
	31 December 2005

	
	1 USD
	1.48506
	1.65790

	
	1 GBP
	2.91263
	2.85398

	
	1 EUR
	1.95583
	1.95583

	
	


	
	Accounting polices (continued)

	
	

	D
	Property, plant and equipment

	
	

	
	All property, plant and equipment is stated at historical cost less depreciation and impairment losses.

	
	

	
	Depreciation is calculated on the straight-line method to write off the cost of each asset to their residual values over their estimated useful lives as follows:

	
	
	

	
	Buildings

Machinery and equipment
Vehicles

Office equipment 
	33.3 години

10 години

4 - 10 години

6.7 години

	
	

	
	Land is not depreciated.

	
	

	
	Where the carrying amount of an asset is greater than its estimated recoverable amount, it is written down immediately to its recoverable amount.

	
	

	
	Gains and losses on disposals are determined by comparing proceeds with carrying amount and are included in operating profit. 

	
	

	
	All borrowing costs are expensed.

	
	

	
	Repairs and maintenance are charged to the income statement during the financial period in which they are incurred. The cost of major renovations is included in the carrying amount of the asset when it is probable that future economic benefits in excess of the originally assessed standard of performance of the existing asset will flow to the Company. Major renovations are depreciated over the remaining useful life of the related asset.

	
	

	E
	Intangible assets

	
	

	
	Intangible assets that are acquired by the Company are stated at historical cost less accumulated amortisation and impairment losses.

Intangible assets are amortised using the straight-line method to write down the cost of each asset to their residual value over their estimated useful lives of two years.

	
	

	F
	Impairment of long-term assets

	
	

	
	Property, plant and equipment and other non-current assets, including intangible assets are reviewed for impairment losses whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. An impairment loss is recognised for the amount by which the carrying amount of the asset exceeds its recoverable amount, which is the higher of an asset’s net selling price and value in use. For the purposes of assessing impairment, assets are grouped at the lowest level for which there is separately identifiable cash flows.

	
	

	
	Accounting polices (continued)

	
	

	G
	Leases

	
	

	
	(1) Where the Company is the lessee

	
	Leases of property, plant and equipment where the Company has substantially all the risks and rewards of ownership are classified as finance leases. Finance leases are capitalised at the inception of the lease at the lower of the fair value of the leased property or the present value of the minimum lease payments. Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate on the finance balance outstanding. The corresponding rental obligations, net of finance charges, are included in other long-term payables. The interest element of the finance cost is charged to the income statement over the lease period. The property, plant and equipment acquired under finance leases, is depreciated over the shorter of the useful life of the asset or the lease term.

	
	

	
	Leases where a significant portion of the risks and rewards of ownership are retained by the lessor are classified as operating leases. Payments made under operating leases (net of any incentives received from the lessor) are charged to the income statement on a straight-line basis over the period of the lease. 

	
	

	
	(2) Where the Company is the lessor

	
	When assets are leased out under a finance lease, the present value of the lease payments is recognised as a receivable. The difference between the gross receivable and the present value of the receivable is recognised as unearned finance income. Lease income is recognised over the term of the lease using the net investment method, which reflects a constant periodic rate of return.

	
	

	
	Assets leased out under operating leases are included in property, plant and equipment in the balance sheet. They are depreciated over their expected useful lives on a basis consistent with similar owned property, plant and equipment. Rental income (net of any incentives given to lessees) is recognised on a straight-line basis over the lease term.

	
	

	H
	Inventories

	
	

	
	Inventories are stated at the lower of cost or net realisable value. Cost is determined using the weighted average method. The cost of finished goods and work in progress comprises raw materials, direct labour, other direct costs (including hired services and depreciation) and related production overheads (based on normal operating capacity) but excludes borrowing costs. Net realisable value is the estimated selling price in the ordinary course of business, less the costs of completion and selling expenses. 

	
	


	
	Accounting polices (continued)

	
	

	J
	Trade receivables

	
	

	
	Trade receivables are carried at original invoice amount less provision made for impairment of these receivables. A provision for impairment of trade receivables is established when there is objective evidence that the Company will not be able to collect all amounts due according to the original terms of receivables. The amount of the provision is the difference between the carrying amount and the recoverable amount, being the present value of expected cash flows, discounted at the market rate of interest for similar borrowers. Bad debts are written off when identified.

	
	

	K
	Cash and cash equivalents

	
	

	
	Cash and cash equivalents include cash in hand, deposits held at call with banks, other short-term highly liquid investments with original maturities of three months or less. Bank overdrafts are included within borrowings in current liabilities in the balance sheet.

	
	

	L
	Trading securities

	
	

	
	Trading securities are initially recognised and subsequently re-measured at fair value based on current bid prices.  In determining market value, all trading securities are valued at period end’s closing bid trade price if quoted on an exchange or, if traded over-the-counter at the end of period bid price. All gains and losses realised and unrealised from deals in trading securities are reported in gains less losses from trading securities. All purchases and sales of trading securities that require delivery within the time frame established by regulation or market convention (‘regular way’ purchases and sales) are recognised at settlement date, which is the date that the Bank actually purchases or sells the asset.



	
	However, in a developing capital market, the prices with which transactions are realised can be different from quoted prices. While management has used available market information in estimating fair value, the market information may not be fully reflective of the value that could be realised in the current circumstances.


	
	

	M
	Share capital

	
	

	
	The Company reports its share capital as the nominal value of the shares as registered in the court.

	
	


	
	Accounting polices (continued)

	
	

	N
	Borrowings

	
	

	
	Borrowings are recognised initially at the proceeds received, net of transaction costs incurred. Borrowings are subsequently stated at amortised cost using the effective yield method; any difference between proceeds (net of transaction costs) and the redemption value is recognised in the income statement over the period of the borrowings.

	
	

	O
	Comparative information

	
	

	
	The comparative information, used in the balance sheet, the income statement, the cash flow statement and the statement of changes in equity and the notes to the financial statements is for the year ended 31 December 2005

	
	

	P
	Provisions

	
	

	
	Provisions are recognised when the Company has a present legal or constructive obligation as a result of past events, it is probable that an outflow of resources will be required to settle the obligation, and a reliable estimate of the amount can be made. Where the Company expects a provision to be reimbursed, for example under an insurance contract, the reimbursement is recognised as a separate asset but only when the reimbursement is virtually certain.

	
	The Company recognises a provision for onerous contracts when the expected benefits to be derived from a contract are less than the unavoidable costs of meeting the obligations under the contract.

	
	


	
	Accounting polices (continued)

	
	

	Q
	Revenue recognition

	
	

	
	Revenue is valuated at the fair value of the payment that is received or is expected to be received for the sale of production, goods and services net of value-added tax, rebates and discounts. Revenue from the sale of production and goods is recognised when significant risks and rewards of ownership of the production or goods are transferred to the buyer. Revenue from rendering of services is recognised for the reporting period in which they were performed on the basis of performance degree, determined as a percentage of all services performed up to the moment which has to be rendered. 

Interest income is recognised on a time proportion basis, taking account of the principal outstanding and the effective rate over the period to maturity, when it is determined that such income will accrue to the Company. 



	
	

	
	

	
	

	
	

	R
	Segment reporting

	
	Business segments provide products or services that are subject to risks and returns that are different from those of other business segments. Geographical segments provide products or services within a particular economic environment that is subject to risks and returns that are different from those of components operating in other economic environments. 

	S


	Corporate Tax

	
	The Company reported for the positive financial result for 2006 year.

The corporate tax is recognized as liability up to the amount due. If the sum of the already paid in tax for the current and  the previous tax periods is bigger than the amount due, the exceeding is considered as asset.

Recognition of the current tax expenses is made by their including within the group of expenses for the period, by reducing of the accounting profit.

The current tax expenses   are determined  according to the relevant  tax rate, used at the date of preparing of the Financial Statement 

	T
	Deferred income tax

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases of assets and liabilities and their carrying amounts in the financial statements. Currently enacted tax rates are used in the determination of deferred income tax.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be available against which the temporary differences can be utilised.



	
	

	U
	Financial risk management

	
	

	
	Financial risk factors

	
	

	
	The Company’s activities expose it to a variety of financial risks, including the effects of foreign currency exchange rates and interest rates, credit and liquidity risks. Management monitors the overall risk and seeks to minimise potential adverse effects on the financial performance of the Company.

	
	

	
	(1)
Foreign exchange risk

	
	The Company operates in Bulgaria and trades with foreign suppliers and customers, consequently some of the balances, income and expenses are denominated in foreign currencies. The Company is exposed to foreign exchange risk arising from purchases and sales and borrowings in foreign currencies. Management monitors the risk and ensures effective management of the foreign exchange risk.

	
	

	 
	(2)
Interest rate risk

	
	The Company has no significant concentrations of interest rate risk. Management monitors the risk and ensures effective management of the interest risk.

	
	

	
	

	
	Accounting polices (continued)

	
	

	
	Financial risk management (continued)

	
	

	
	(3)
Credit risk

	
	The Company has no significant concentrations of credit risk. The Company has policies in place to ensure that sales of products and services are made to customers with an appropriate credit history. The Company has policies that limit the amount of credit exposure to any one client. Cash transactions are limited to high credit quality financial institutions. 

	
	

	
	(4)
Liquidity risk

	
	Prudent liquidity risk management implies maintaining sufficient cash, and the availability of funding through an adequate amount of committed credit facilities.

	
	

	V
	Critical accounting estimates and judgements

	
	The Company makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition, seldom equal the related actual results.  Estimates and judgements are continually evaluated and are based on historical experience and other factors, including expectations of future events that are believed to be reasonable under the circumstances.

In the preparation of these financial statements, the management of the Company, based on its past experience, has made estimations concerning the impairment of its trade receivables.

Tax depreciation rates were determined based on management estimation about the useful economic life of the assets.




	1
	Segment information

	
	Primary reporting format – business segments


	
	Year ended 31 December 2005
	Anhydrides
	Paints and resins
	Others
	Total

	
	 
	 
	 
	 
	 

	
	Sales
	29,072
	38,137
	6,192
	73,401

	
	
	
	
	
	

	
	Segment financial result 
	3,575
	11,978
	2,825
	18,378

	
	Unallocated costs, net
	
	
	
	(9,169)

	
	Depreciation charge
	
	
	
	(1,401)

	
	Profit from operations
	
	
	
	7,808

	
	
	
	
	
	

	
	Provisions on ZUNK-loan liabilities
	
	
	
	(8,499)

	
	Financial (expenses)/revenue, net
	
	
	
	(5,377)

	
	Loss before tax
	
	
	
	(6,068)

	
	Defferred tax recognised
	
	
	
	861

	
	
	
	
	
	

	
	Net loss for the year
	
	
	
	(5,207)

	
	
	
	
	
	

	
	Non-distributed assets
	18,155
	31,672
	-
	49,827

	
	Total assets
	
	
	
	49,827

	
	
	
	
	
	

	
	Non-distributed liabilities
	16,808
	26,289
	-
	43,097

	
	Total liabilities
	
	
	
	43,097

	
	
	
	
	
	

	
	Year ended 31 December 2006 
	
	
	
	

	
	 
	 
	 
	 
	 

	
	Sales 
	34,783
	55,680
	7,243
	97,706

	
	
	
	
	
	

	
	Segment financial result 
	226
	19,292
	2,269
	21,787

	
	Unallocated costs, net
	
	
	
	(14,388)

	
	Depreciation charge
	
	
	
	(1,840)

	
	
	
	
	
	

	
	Profit from operations
	
	
	
	5,559

	
	
	
	
	
	

	
	Financial (expenses)/revenue, net
	
	
	
	3,395

	
	
	
	
	
	

	
	Profit before tax
	
	
	
	8,954

	
	Defferred tax recognised
	
	
	
	(160)

	
	Corporate tax
	
	
	
	(901)

	
	Net profit for the year
	
	
	
	7,893

	
	
	
	
	
	

	
	Non-distributed assets
	10,566
	44,351
	-
	54,917

	
	Total assets
	
	
	
	54,917

	
	
	
	
	
	

	
	Non-distributed liabilities
	26,246
	14,047
	-
	40,293

	
	Total liabilities
	
	
	
	40,293


	
	

	1
	Segment information (continued)

	
	At 31 December 2006, the Company is organised into three main business segments:

· Anhydrides and resins – a component for resin production

· Paints – manufacture of range of paints

· Products for the building industry – DEKO PROFESSIONAL

· Other – manufacture of lacquers, linseed oils and other chemicals



	
	Secondary reporting format – geographical segments

	
	
	
	
	2006 
	2005 

	
	
	
	
	
	

	
	Export market     – sales of production
	
	54,416
	41,514

	
	Domestic market – sales of production
	
	35,906
	25,739

	
	Domestic market – sales of goods for resale
	
	3,496
	1,820

	
	Domestic market – sales of services 
	
	715
	409

	
	Domestic market – others
	
	3,026
	3,919

	
	
	
	97,559
	73,401

	
	

	
	The Company’s three business segments are managed on two main geographical segments: local market – Bulgaria; Export market: Turkey, Greece, Romania, Egypt, Central Europe, the Middle East and the ex-Soviet republics.



	
	Capital expenditure comprises additions to property, plant and equipment (Note 11) and intangible assets (Note 12).



	2
	Profit from operations
	
	

	
	The following items have been included in arriving at profit from operations:

	
	
	2006 г.
	2005 г.

	
	Depreciation on property, plant and equipment (Note 11)
	
	

	
	– owned assets
	(1,767)
	(1,398)

	
	
	
	

	
	Profit on disposal of property, plant and equipment 
	23
	1,564

	
	
	
	

	
	Repairs and maintenance expenditure on property, plant and equipment
	(247)
	(234)

	
	
	
	

	
	Amortisation of intangible assets (Note 12)
	(73)
	(3)

	
	
	
	

	
	Research and development expenditure
	(417)
	(304)

	
	
	
	

	
	Inventory
	
	

	
	- book-value of inventories recognised as an expense
	(71,105)
	(50,979)

	
	
	
	

	
	Staff costs (Note 6)
	(6,698)
	(5,451)


	3
	Operating income
	
	

	
	
	2006 
	2005

	
	
	
	

	
	Sales of production
	90,182
	67,168

	
	Sales of goods for resales
	3,634
	1,905

	
	Revenue from rendered services
	717
	409

	
	
	94,533
	69,482

	
	
	
	

	4
	Other revenue
	
	

	
	
	2006 
	2005 

	
	
	
	

	
	Other sales to Policolor
	1,007
	73

	
	Eco-fees revenue
	681
	400

	
	Asset surplus revenue
	132
	

	
	Revenue from rents
	60
	52

	
	Sales of property, machinery and equipment
	38
	2,464

	
	Other revenue
	1,108


	930

	
	
	3,026
	3,919

	
	
	
	

	5
	Costs ofmaterials and hired services
	2006
	2005

	
	
	
	

	
	Costs of raw materials
	47,024
	35,780

	
	Costs of semi-finished products
	13,487
	8,518

	
	Costs of wrapping and packing materials
	4,917
	3,127

	
	Power and energy cost
	2,316
	1,890

	
	Costs of materials for repairs
	1,301
	339

	
	Costs of auxiliary materials
	427
	250

	
	Costs of other materials
	1,633
	1,076

	
	Advertising costs
	1,915
	613

	
	External transport costs
	1,590
	1,095

	
	Current repair costs
	378
	326

	
	Costs of insuranes
	250
	219

	
	Rent costs
	243
	103

	
	Consulting services costs
	228
	186

	
	Telephone costs
	220
	157

	
	Costs on Freelance contracts
	154
	68

	
	Other costs of hirted services
	1,255
	813

	
	
	77,338
	54,560

	6
	Staff costs
	 
	 

	
	
	2006 
	2005 

	
	
	
	

	
	Wages and salaries
	4,847
	3,743

	
	Social security costs
	1,333
	1,313

	
	Unused paid leave accrual
	498
	395

	
	
	6,698
	5,451

	
	
	
	

	
	The average number of employees in 2006 was 670 (2005: 526).

	
	
	
	

	7
	Other operating costs
	
	

	
	
	
	

	
	Marketing expenses 
	1,203
	434

	
	Business trip costs
	433
	213

	
	Food voucher costs
	307
	248

	
	Entertainment allowance/expenses
	240
	42

	
	Toll charges costs
	198
	169

	
	Local taxes and fees expenses
	174
	347

	
	Costs for acquisition of property, machinery and equipment  by economic means
	(1,402)
	(500)

	
	Other costs
	667
	632

	
	
	1,820
	1,585

	
	
	
	

	8
	Finance costs – net
	
	

	
	
	2006 
	2005 

	
	Interest expense:
	
	

	
	- bank borrowings
	75
	48

	
	- finance leases
	13
	12

	
	- regular ZUNK interest
	741
	1,229

	
	- penalty ZUNK interest
	1,841
	1,267

	
	Bank fees
	151
	108

	
	Bank fees – bank guarantees
	9
	5

	
	Interest income
	(89)
	(58)

	
	Net foreign exchange gains/(losses)
	1,696
	2,796

	
	Gains from trading securities revaluation
	4,440
	(30)

	
	
	3,395
	5,377


	9
	Taxation

	
	
	2006 
	2005 

	
	
	
	

	
	Current tax
	(901)
	-

	
	Deferred tax (Note 22)
	(160)
	(861)

	
	
	(1,061)
	(861)

	
	
	
	

	
	

	
	In 2006 the Company had a Tax Audit. A Certificate of Audit was issued, determining the following tax liabilities by types and periods:
· Corporative tax for the period from 01 January 2004 to 31 December 2005 

· Tax under art. 34, 35, 36 par.1, par.2 of the Corporate Income Taxation Act (CITA) – for the period from 01 January 2004 to 31 December 2005

· Personal Income Tax Act – for the period from 01 January 2004 to 31 December 2005

· VAT  - for the period from 01 January 2004 to 31 December 2006
· Excise Tax – for the period from 01 January 2004 to 31 December 2005 

Tax Audit results: 
· Reassessment of corporative tax under art. 10 of CITA amounting to 19 765.05

· Assessed interests under art. 144 Tax Proceedings Code, amounting to 2 508.50 

The total of tax and default interest liabilities amounts to 22 273.55 lv which was paid within the statutory period. 

	
	

	
	

	
	
	2006 
	2005

	
	
	
	

	
	Profit/(loss) before tax
	8,954
	(6,068)

	
	
	
	

	
	
	
	

	
	Tax calculated at a tax rate of 15.0 % (2005: 15%)
	(1,373)
	910

	
	Income not subject to tax
	851
	245

	
	Expenses not deductible for tax purposes
	(537)
	(768)

	
	Utilisation of tax losses
	-
	474

	
	
	
	

	
	Tax (charge)/credit
	(1,061)
	861

	
	
	
	


	10
	Earnings per share

	
	
	
	

	
	The net value of the assets per share is calculated by dividing the net assets, included in the balance sheet, by the number of the shares in circulation at the end of the year.

	
	
	
	

	
	
	2006
	2005 

	
	
	
	

	
	Net assets attributable to shareholders (BGN thousands)
	14,624
	6,731

	
	Weighted average number of ordinary shares in issue (thousands)
	503
	503

	
	Net value of the assets per share (BGN per share)
	29.07
	13.38


	
	Basic earnings per share is calculated by dividing the net profit attributable to shareholders by the weighted average number of ordinary shares in issue during the year.

	
	
	
	

	
	
	2006 
	2005 

	
	
	
	

	
	Net profit/(loss) attributable to shareholders 

(BGN thousands)
	7,893
	(5,207)

	
	Weighted average number of ordinary shares in issue (thousands)
	503
	503

	
	Basic earnings per share (BGN per share)
	15.69
	(10.35)

	
	
	
	

	
	The diluted earnings per share is calculated adjusting the weighted average number of ordinary shares outstanding to assume conversion of all dilutive potential ordinary shares. As the Company does not have dilutive potential ordinary shares the diluted earnings per share is the same as the basic earnings per share.


	11
	Property, plant and equipment

	
	Land &

buildings
	Plant &

machinery
	Vehicles  &  equipment
	Assets under construction
	Total

	
	
	
	
	
	

	At 1 January 2005 
	
	
	
	
	

	Book value 
	12,627 
	66,077 
	2,312 
	320 
	81,336 

	Accumulated depreciation
	(4,289)
	(56,505)
	(1,612)
	- 
	(62,406)

	
	
	
	
	
	

	Carrying amount
	8,338 
	9,572 
	700 
	320 
	18,930 

	
	
	
	
	
	

	Movement during 2005  
	
	
	
	
	

	Opening balance 
	8,338 
	9,572 
	700 
	320 
	18,930 

	New acqisitions
	752 
	753 
	965 
	2,087 
	4,557 

	Disposals
	(731)
	(296)
	(18)
	(2,034)
	(3,079)

	Depreciation charge
	(310)
	(722)
	(366)
	- 
	(1,398)

	
	
	
	
	
	

	Closing balance
	8,049 
	9,307 
	1,281
	373 
	19,010 

	
	
	
	
	
	

	At 31 December 2005 
	
	
	
	
	

	Book value 
	12,378 
	65,894 
	3,119 
	373 
	81,764 

	Accumulated depreciation
	(4,329)
	(56,587)
	 (1,838)
	- 
	(62,754)

	
	
	
	
	
	

	Carrying amount
	8,049 
	9,307 
	1,281 
	373
	19,010 

	
	
	
	
	
	

	Movement during 2006 
	
	
	
	
	

	Opening balance 
	8,049 
	9,307 
	1,281 
	373
	19,010 

	New acqisitions
	539 
	2,518
	1,591 
	5,645 
	10,293 

	Disposals
	(11)
	-
	(9)
	(4,615)
	(4,635)

	Depreciation charge
	(310)
	(856)
	(599)
	- 
	(1,765)

	
	
	
	
	
	

	Closing balance
	8,267 
	10,969 
	2,264
	1,403
	22,903 

	
	
	
	
	
	

	At 31 December 2006 
	
	
	
	
	

	Book value 
	12,869 
	67,950 
	4,690 
	1,403 
	86,912 

	Accumulated depreciation
	(4,602)
	(56,981)
	 (2,426)
	- 
	(64,009)

	
	
	
	
	
	

	Carrying amount
	8,267 
	10,969 
	2,264 
	1,403
	22,903 

	
	
	
	
	

	12
	Intangible non-current assets

	
	Software
	Other intangible assets
	Total

	At January 2005 
	
	
	

	Book value 
	72
	71
	143

	Accumulated depreciation
	(66)
	(71)
	(137)

	
	
	
	

	Carrying amount
	6
	-
	6

	
	
	
	

	Movement during 2005  
	
	
	

	Opening balance 
	72
	71
	6

	New acqisitions
	-
	-
	-

	Disposals
	-
	(71)
	(71)

	Depreciation charge
	(69)
	-
	(69)

	
	
	
	

	Closing balance
	3
	-
	3

	
	
	
	

	At 31 December 2005 
	
	
	

	Book value 
	72
	-
	72

	Accumulated depreciation
	(69)
	-
	(69)

	
	
	
	

	Carrying amount
	3
	-
	3

	
	
	
	

	Movement during 2006 
	
	
	

	Opening balance 
	3
	-
	3

	New acqisitions
	351
	10
	361

	Disposals
	-
	-
	-

	Depreciation charge
	(72)
	(1)
	(73)

	
	
	
	

	Closing balance
	282
	9
	291

	
	
	
	

	At 31 December 2006 
	
	
	

	Book value 
	423
	6
	433

	Accumulated depreciation
	(141)
	(1)
	(142)

	
	
	
	

	Carrying amount
	282
	9
	291


	13
	Non-current finance lease receivables
	
	

	
	
	
	

	
	Gross investments in finance lease -31 December
	2006 
	2005 

	
	
	
	

	
	Up to 1 year
	184
	182

	
	From 1 to 5 years
	356
	378

	
	
	540
	560

	
	
	
	

	
	Unearned future finance income on finance leases
	(21)
	(22)

	
	
	
	

	
	Net investment in finance leases
	519
	538

	
	
	
	

	
	Net investment in finance leases may be analysed as follows:
	2006 
	2005 

	
	
	
	

	
	Up to 1 year
	177
	175

	
	From 1 to 5 years
	342
	363

	
	
	519
	538

	
	
	
	

	
	
	2006 
	2005 

	
	
	
	

	
	Effective interest on non-current receivables
	4%
	4%


	14
	Inventories-31 December
	
	

	
	
	2006 
	2005 

	
	
	
	

	
	Raw materials 
	5,458
	5,952

	
	Finished goods 
	4,620
	4,677

	
	Other materials 
	2,095
	1,287

	
	Work in progress
	1,322
	842

	
	Goods for resale 
	1,198
	700

	
	Assets held for resale
	798
	118

	
	
	15,491
	13,576

	
	
	
	

	
	Inventories of total value BGN 4,260 thousand (2005: BGN 4,260 thousand) are pledged as collateral for bank borrowings received by the Company (Note 15).

	
	
	
	


	15
	Trade and other receivables -31 December

	
	
	2006 
	2005 

	
	
	
	

	
	Trade receivables 
	5,751
	3,007

	
	Receivables from related parties (Note 26)
	1,713
	1,852

	
	Less: Provision for impairment of receivables
	(49)
	(72)

	
	Trade receivables – net
	7,415
	4,787

	
	
	
	

	
	VAT for disbursement
	1,270
	817

	
	Advances paid to suppliers
	325
	746

	
	Deferred expenses
	82
	68

	
	Other receivables
	184
	348

	
	
	9,276
	6,766

	
	
	
	

	16
	Cash and cash equivalent  -31 December
	
	

	
	
	2006 
	2005 

	
	Cash in hand
	18
	19

	
	· In leva
	10
	17

	
	· In currency
	8
	2

	
	Cash at bank
	415
	5,232

	
	· In leva
	94
	1,242

	
	· In currency
	321
	3,990

	
	Deposits
	4,902
	41

	
	Blocked funds
	8
	9

	
	
	5,343
	5,301

	
	For the purposes of the cash flow statement the cash and the equivalents comprise the cash at hand and cash in bank accounts as stated above.

	
	
	
	

	17
	Trade Financial Asset   - 31 December
	2006 
	2005 

	
	
	
	

	
	Bonds issued by the Federal Home Loan Bank, USA
	-
	2,003

	
	DSK Standard fund shares
	520
	-

	
	TBI Eurobond AD shares
	-
	1,258

	
	
	520
	3,261

	
	
	
	

	18
	Obligations on loans -31 December
	
	

	
	
	2006
	2005 

	
	Loans
	
	

	
	ZUNK loan
	20,447
	28,458

	
	- Principal
	19,715
	21,545

	
	- Interest
	732
	6,913

	
	Bank loans
	7,118
	1,156

	
	
	27,565
	29,614

	
	Non-current
	
	

	
	ZUNK loan
	15,918
	17,948

	
	Bank loans
	746
	391

	
	
	16,664
	18,339

	
	Current
	
	

	
	ZUNK loan
	4,529
	10,510

	
	Bank loans
	6,372
	765

	
	
	10,901
	11,275

	
	Maturity structure -31 December
	2006
	2005 

	
	
	
	

	
	Up to 1 year
	10,901
	11,274

	
	From 1 to 2 years
	1,934
	1,716

	
	From 2 to 5 years
	4,752
	3,980

	
	Over 5 years
	9,978
	12,644

	
	
	27,565
	29,614

	
	
	
	

	
	The effective interest rates at the balance sheet date were as follows:
	
	

	
	Bank loans
	4.5%
	4.5%

	
	ZUNK loan
	7.0%
	7.0%

	
	
	
	

	
	

	
	Loans (continued)

	
	The long-term loan is liability to the State according to the Law on Settlement of Non-Performing Loans (ZUNK). The Company was granted a loan in 1988 with a principal of DEM 25,000 thousand, which was subsequently not serviced and was reformed, in compliance with the law, into liability to the State.

In accordance with the initial contract from 16 December 1994 and the repayment schedule, the principal is payable on quarterly basis, beginning as of 20 December 1999. The repayment schedule has subsequently been changed and the repayments should be made until 2018. 

The interest rate is the higher of 7% per year or the average 3-month USD LIBOR for the period.

The Company has been liable during 2001 to make four repayments according to the repayment schedule of value of 80 USD thousand each. The Company has paid one of the four contributions. After this period no other payment during 2001, 2002, 2003, 2004 and 2005 have been made.

In 2006 the Company has started to discharge its liabilities on ZUNK as follows:

Interests
Regular
2,462,799.59 $ 

Penalty – agreements
                                                                         938,689.96 lv 

Penalty – acts 
                                                                      3,610,412.33 lv 

 

 

Amounts determined by Acts
 

Regular interest
1,995,393.25 $ 

Penalty interest
                                                                         336,100.15 lv 

The above mentioned discharging of the debt was made by compensatory financial instruments 
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	Finance lease liabilities – 31 December
2006 

2005 

Non-current
-

5

Current
14

55

14

60

The effective interest rates at the balance sheet date were as follows:

2.4%

2.4%
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	Retirement benefit obligation

	
	The liability in the balance sheet for retirement benefit obligations provision reflects the Company’s liability under defined post-retirement benefit plan.

In accordance with article 222, paragraph 3 of the Bulgarian Labour Code, in the event of termination of a labour contract after the employee has reached the lawfully required retirement age, regardless of the reason for the termination, the employee is entitled to a compensation as follows: 2 gross monthly salaries in all cases and 6 gross monthly salaries if the employee has been engaged with the Company for at least 10 years.

In 2006 the Company used the services of an independent expert-valuer for defining the retirement benefit obligation: 

	
	The amount recognised in the balance sheet is determined as follows:                                                   31 December
	2006 
	2005 

	
	
	
	

	
	Current value of the obligation in the balance sheet
	196
	198

	
	Unrecognised actuarial losses
	-
	-

	
	Liability in the balance sheet
	196
	198

	
	
	
	

	
	The amounts recognised in the income statement are, as follows:                                                      31 December
	2006 
	2005 

	
	
	
	

	
	Net actuarial (profir) loss for the period
	(2)
	-

	
	Costs for length of service for the period
	27
	23

	
	Interest cost for the period
	14
	13

	
	Total staff costs included
	39
	36

	
	
	
	

	
	                                                                      31 December
	2006 
	2005 

	
	Movement in the retirement benefit liability              
	
	

	
	
	
	

	
	Long-term liability recognised in the balance sheet in the beginning of the period
	198
	180

	
	Costs in income statement
	39
	36

	
	Payments done during the period
	(41)
	(18)

	
	Long-term liability recognised in the balance sheet in the end of the period
	196
	198


	
	The principle actuarial assumptions used were, as follows:
	2006 
	2005  

	
	
	
	

	
	Discount annual rate
	6%
	7%

	
	Future increase of salaries 
	5%
	5%
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	Deferred income tax

	
	

	
	Deferred tax is provided using the liability method for all temporary differences arising between the tax bases of assets and liabilities and their carrying values for financial statement purposes. Currently enacted tax rates are used to determine deferred income tax.

	
	

	
	Deferred income taxes are calculated using a principal tax rate of 10 % (2005: 15 %).

	
	

	
	The change in the deferred income tax is as follows:

	
	                                                                            
	2006 
	2005 

	
	
	
	

	
	At the beginning of the year
	(332)
	(1,193)

	
	Charge/(credit) to income statement, net of effect of changed rates
	(160)
	861

	
	
	
	

	
	At the end of the year
	(492)
	(332)


	
	

	
	

	
	The movement in deferred tax assets and liabilities during the period is as follows:

	
	
	
	
	
	
	

	
	Property, plant & equipment
	Unused paid leave accrual
	Provisions for retirement obligations
	Tax losses carried forward
	Provision for ZUNK liabilities
	Total

	
	
	
	
	
	
	

	At 1 January 2005
	(1,790)
	52
	56
	489
	-
	(1,193)  

	
	
	
	
	
	
	

	Recognised in income statement
	86
	27
	(26)
	(475)
	1,249
	861

	
	
	
	
	
	
	

	At 31 December 2005
	(1,704)
	79
	30
	14
	1,249
	(332)

	
	
	
	
	
	
	

	Recognised in income statement
	638
	(5)
	(10)
	(14)
	(768)
	(160)

	
	
	
	
	
	
	

	At 31 December 2006
	(1,066)
	74
	20
	-
	480
	(492)


	
	

	
	The amounts shown in the balance sheet include the following:

	
	
	2006
	2005 

	
	Deferred income tax assets
	574
	1,372

	
	Deferred income tax liabilities
	(1,066)
	(1,704)

	
	
	(492) 
	(332) 
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	Trade and other payables                             31 December
	
	

	
	
	2006 
	2005 

	
	
	
	

	
	Trade payables 
	3,200
	1,448

	
	Salaries and wages
	944
	671

	
	Payables to related parties (Note 27)
	1,065
	410

	
	Social security and other taxes
	299
	251

	
	Advances received
	333
	179

	
	Income tax payable and other payables to state budget
	710
	152

	
	Other payables
	102
	90

	
	
	6,653
	3,201
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	Provisions related to ZUNK loan liability

	
	

	
	
	Loan principal and interest liability
	State and lawyer’s fees
	Total

	
	
	
	
	

	
	At 1 January 2006
	7,933
	387
	8,320

	
	
	
	
	

	
	Discharged during the year
	(3,521)
	-
	(3,521)

	
	
	
	-
	-

	
	At 31 December 2006
	4,412
	387
	4,799

	
	
	
	
	

	
	Analysis of total provisions:

	
	
	
	2006 
	2005 

	
	
	
	
	

	
	Current provision
	
	4,799
	8,320

	
	
	
	4,799
	8,320

	
	

	
	

	
	

	
	On 24 March 2005 Orgachim filed an appeal against the decision of Sofia City Court. The first and only court meeting on case N 875/2005 of Sofia Court of Appeal was held on 14 June 2005. Because of lack of evidences the Court considered the case as cleared and announced that a judicial decision will be made within the statutory term. At 31 December 2006 Orgachim still awaits the decision of the competent Court Authority.    
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	Ordinary shares

	
	
	Number of
	Value of

	
	
	shares
	Shares

	
	
	(thousands)
	BGN’000

	
	At 31 December 2005
	503
	503

	
	
	
	

	
	At 31 December 2006
	503
	503

	
	
	
	

	
	

	
	The Company’s shares are publicly traded on the Sofia Stock Exchange. The total authorised number of ordinary shares is 502,815 (2005: 502,815) with a par value of BGN 1 (2005: 1BGN) each. All issued shares are fully paid.



	
	The registered capital as of 31 of December 2006 is 503 BGN thousand and it is shown at its historical value in compliance with the requirements of the Accounting Act, the court registration and the register of the public companies, maintained by the Financial Supervision Commission.
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	Cash generated from operations
	2006 
	2005 

	
	
	
	

	
	Proceeds from customers
	102,104
	76,567

	
	VAT refund
	8,376
	4,116

	
	Payments to suppliers
	(94,563)
	(63,558)

	
	Payments to employees
	(6,529)
	(5,251)

	
	Other payments
	(6,533)
	(4,727)

	
	Net cash from / (used in) operating activities
	2,855
	7,147
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	Related party transactions

	
	

	
	The Company is controlled by Whitebeam Holdings Ltd (incorporated in Malta), which owns 64% of the Company’s shares. The remaining 36% of the shares are widely held. The ultimate parent of the Company is Policolor SA (incorporated in Romania).

	
	
	
	

	
	The following transactions were carried out with related parties:
	
	

	
	
	
	

	
	· Sales of goods and services to Polycolor SA 

	
	
	2006 
	2005 

	
	
	
	

	
	Sales of services
	318
	286

	
	Sales of finished goods
	13,399
	8,359

	
	Sales of goods for resale
	661
	327

	
	Sales of other goods
	647
	808

	
	
	15,025
	9,780

	
	
	
	

	
	All sales have been made to Policolor SA and have been carried out under commercial terms and at market prices.

	
	
	
	

	
	· Purchases of goods and services from Polycolor SA
	
	

	
	
	2006
	2005 

	
	
	
	

	
	Purchases of goods
	1,708
	362

	
	Purchases of services
	188
	109

	
	
	1,896
	471

	
	
	
	

	
	· Year-end balances arising from sales/purchases of goods/services            31 Decenber

	
	
	2006
	2005 

	
	
	
	

	
	Receivables from related parties: Policolor SA-Romania
	1,713
	1,852

	
	
	
	

	
	
	
	

	
	
	1,713
	1,852

	
	 
	
	

	
	
	
	

	
	
	2006 
	2005 

	
	
	
	

	
	Payables to related parties: Policolor SA-Romania
	1,065
	410

	
	
	1,065
	410

	
	
	
	

	
	· Remunerations of the Board
	
	

	
	
	2006
	2005 

	
	
	
	

	
	Salaries and other remunerations 
	484
	420

	
	
	484
	420

	
	
	
	



