Announcement for public offering of securities of 

“SVILOSA” AD

According to art. 196, al. 1 and art. 194, al. 1 of the Commercial Law, art. 112 of the Law on public offering of securities and in compliance with art. 23, al. 8 of the charter, INCREASES THE CAPITAL OF “SVILOSA”AD, Svishtov, from 6,658,034 BGN to 39,948,204 BGN through the emission of 33,290,170 new ordinary shares with nominal value 1 BGN each under the following conditions:

1. Amount of the announced capital increase, allowable variances, number, nominal and issuing value, types of shares and the rights. Way of setting the issuing value.


The share capital of Svilosa AD is increased with 33,290,170 BGN - from 6,658,034 BGN to 39,948,204 BGN through the issuance of 33,290,170 new ordinary shares with nominal value 1 BGN each and issue value 1 BGN, each of them with a right to one vote in the General meeting of shareholders of the company. The subscription is considered to be successful if the new issued share capital is minimum 25,000,000 BGN /twenty five million/. The shares from the new issue must be fully paid, each of them has nominal and issuing value of 1 BGN, the company capital is increased only with an amount equal to the value of the shares issued. No variance is possible over the upper limit of the announced capital increase.
Each share of the new issue has a nominal and issuing value of 1 BGN. All shares issued by Svilosa, including the new issue are the same type-common shares, dematerialized*, giving the right of one vote in the General meeting of shareholders, right of dividend and liquidation stake in the company in proportion to the nominal value per share. Each share from the new issue has a nominal value and issue price of BGN 1. The issuing value of one share is set by the company’s Board of Directors in compliance with art. 147 of the Commercial Law. The issue price per share is determined by the Board of Directors, according to article 176 of The Commercial Law, to be equal to the nominal value per share, based on the following reasons: according to the Law, the issue price per share should remain fixed until the end of the capital increase procedure. Thus exists a risk, that the share price fixed in advance might not respond to the variable market expectations; only the price of the rights issued fully reflects the changes in market supply and demand during the capital increase procedure; for the investors the most important thing is the price, which results from the price per right plus the number of shares for subscription it gives. Accordingly the risk of specifying a non- adequate price deriving from right price plus share price is minimal, when a subscription price per share is minimal (equal to the nominal value) and the market fluctuations are reflected by the price of the issued subscription right. 

The capital increase through issue of rights excludes the possibility of harming of existing shareholders’ interest in the company.

2. Issuing subscription rights. Ratio subscription rights/new shares. Minimum and maximum number of shares that could be issued against the subscription rights.


According to art. 112b, al.2 of the Law on public offering of securities (LPOS), the persons who have acquired shares not later than 7 days after the date of the promulgation of the public offering in the “State Gazette” have the right to participate in the capital increase. On the next working day “Central Depository” AD opens accounts to those persons based on the book of shareholders. Against each existing by the end of the period share 1 (one) right is issued, that gives the opportunity to subscribe for 5 (five) new shares of issuing value of 1 BGN each. After the issuance of the rights, each person can acquire rights during the period of their transfer/trade and at the implementation of the open auction. With each exercised subscription right five new shares of issuing value of 1 BGN could be subscribed.

Every person can with a subscription right subscribe minimum one new share and maximum 5 times the number of rights acquired and/or possessed by him.

3. Initial and final date, conditions and procedure of rights’ transfer. Initial and final date, conditions and procedure of the subscription of shares from the new issue by the right holder.


3.1. Initial date for the right transfer and the shares subscription according to art. 112b, al.4 and al.5 of the LPOS – the second working day following 7 days after the promulgation upon the public offering under art. 93 LPOS in “State Gazette” and the publication in one central daily newspaper (newspaper “Pari”). In case that the announcement is promulgated and published in different days, the initial date is the second working day following 7 days of the later date. 

3.2. The final date for the right transfer and the shares subscription according to art. 112b, al. 4 LPOS – the 30th day after the initial date under item 3.1. The subscription rights transfer period is 30 days from the initial date, which is not counted. The time line is over at the end of the last (30th) day, and if this day is a general holiday, the time line is over on the next working day. 

3.3. The subscription rights transfer via their sale-trade (trade with rights), according to art. 112b, al 6 and following LPOS is committed on the unofficial market of “Bulgarian Stock Exchange – Sofia” AD (BSE – Sofia AD) through placement of orders for a purchase to the investment broker where the right accounts of the relevant customers are opened, respectively through an order for purchase to an investment broker, member of the stock exchange. In case of acquisition of rights via other methods the regulations of the Central Depository AD apply. The initial date for the subscription rights trade coincides with the initial date under item 3.1. According to the regulations of the BSE – Sofia AD, the final date for the subscription rights trade on the stock exchange is 2 working days prior to the final date under item 3.2. The shareholders who do not want to participate in the capital increase as well as any other right holders can sell their rights under the corresponding system until the end of the stock exchange session on the last day of the subscription rights trade and therefore they can arrange them via other methods until the last day of the rights transfer, but not later than the Central Depository AD’s regulations statutory. On the 5th working day after the final date for the rights transfer under item 3.2, Svilosa AD through its investment broker “United Bulgarian Bank” AD, offers for sale on an open auction those rights against which there are not subscribed shares from the new issue until the last date for the rights transfer. Svilosa AD shall distribute proportionately amongst the owners the amount received from the sale of the unexercised rights, reduced by the sale costs. The amounts, received from the sale of the rights are remitted in special account opened by the Central Depository AD and cannot be used until the inscription of the capital increase in the trade registry. The distribution of the amounts, received from the rights sale during the transfer period as well as during the auction, shall be made with the assistance of the Central Depository AD, under its conditions and regulations. In the beginning of each working day during the subscription, Central Depository AD announces in public information regarding the rights exercised until the end of the previous working day. The persons that have acquired rights at the sale through the open auction can subscribe the corresponding number of shares until the last subscription date under item 3.4; 

3.4. The final date for the share subscription according art.112b, al.5 LPOS – the first working day following the expiration of 15 working days from the day in which expires the rights transfer period under item 3.2. No subscription is allowed prior to the indicated initial date and after the indicated final date.

3.5. The shares subscription shall be accomplished according the following conditions: 

3.5.1 The persons that have received rights in private accounts, state the rights transfer to their sub-accounts at the authorized investment broker “United Bulgarian Bank” or other investment broker. The persons, that hold shares with rights as well as any other right holder, that have acquired it in the period of the transfer, could subscribe the corresponding number of shares until the expiration of the rights transfer period under item 3.2. Otherwise, their unexercised rights shall be sold officially on an open auction. The persons that have acquired rights through the sale on an open auction could subscribe the corresponding number of shares until the final subscription date under item 3.4. The company guarantees a possibility for a remote subscription through the Central Depository or its members. The subscription is committed via written applications. Any person that possesses shares with rights, as well as any other right holder that have acquired it in the period of the transfer and/or on the open auction, shall apply for a share subscription to the authorized investment broker “United Bulgarian Bank” (UBB AD), head office in Sofia, SO, “Vazrajdane” area, 5 “Sveta Sofia” Str. (UBB AD branch offices and their addresses are stated under item 4), tel. +359 2 811 3753, +359 2 811 3751, telefax: 0359 2 811 2533; e-mail: dimitrova_k@ubb.bg; georgieva_an@ubb.bg (for the investment brokers: at the attention of “Operations Department” ; tel. +359 2 811 2511, +359 2 811 2516, telefax: 0359 2 811 2533, contacts: Antoaneta Stoykova and Stoyanka Raikova), respectively to the investment brokers that are members of the Central Depository and at which they have open accounts for the acquired rights, according to the active procedures of the Central Depository. The share subscription shall be committed by written application to the above mentioned investment broker in every working day from 9 do 5 pm under the following conditions: 

3.5.2 The share subscription’s application shall include at least: a) the three names (title) and the unique client number of the person and their representative or agent; in case there is no such number acquired: the three names, PIN, residence and address, respectively title, identification code BULSTAT, tax number, head office and address of the client and its representative or agent. If the client is a foreign person, the application shall include similar identification data. The application shall also include: b) issuer, ISIN code of the issue, number of the subscribed shares to which the application relates; c) date and place of the application; d) the applicant’s signature.
3.5.3. The application shall have attached the following: a) for a Bulgarian juridical entity – an original or notary certified copy of the current legal registration certificate of the stated juridical persons, issued at least a month prior the date of the written application; BULSTAT and tax registration data copies certified by the legal representative as well as a copy of the identity document of the applicant (legal representative or agent) certified by him; b) in case of a foreign juridical entity – a copy of the registration certificate (or other similar certifying document) in the corresponding language, legalized translation of the registration certificate containing the full title of the juridical entity, issuing date and registration country; address of the juridical entity; names of the persons authorized to represent him, as well as a copy of the identity document of the applicant (legal representative or agent) certified by him; c) Bulgarian individuals – copy of their identity document certified by themselves; d) foreign individuals – legalized original translation of their identity document’s pages (passport), containing information of their full name; document number; issuing date (if any), expiration date; nationality; address (if stated in the document) and an ordinary copy of the translated pages of the identity document, containing other information, including a facial picture; e) in case that the application is submitted via a representative, an original of a notary certified letter of attorney should be attached, and if the letter of attorney is not in Bulgarian, it should be legalized and translated by a professional interpreter.
3.5.4. The persons who want to subscribe shares shall personally submit applications (through their legal representatives) or through an agent with notarial certified letter of attorney . The legal representative of a juridical entity (Bulgarian or foreign) shall legitimate themselves with an identity document and certificate of a current court registration, respectively a registration document under item 3.5.3 (b). The Bulgarian individuals identify themselves with an identity document and the foreign physical persons – with their original international passport showing their entering in Bulgaria. If the application is submitted through a representative, they identify with notary certified letter of attorney, identity document and the documents under item 3.5.3, in accordance with the authorizing person (juridical or physical person). The applicants for share subscription shall attach the documents under item 3.5.3. The company guarantees a possibility for a remote subscription through the Central Depository or its members. According to art.112b, al 9 of LPOS, the application can be submitted via the method of remote communication as the applicant is obliged to present and sign the stated documents under the stated order in a 2-day period after the submission of the application, but not later than the day in which subscription of the capital increase issuing shares expires. 

3.5.5. The share subscription is considered to be performed only if it is conducted by a shareholder with rights shares and/or other right holder to the maximum number of shares under item 2 and the full issuing value of the subscribed shares has been introduced under the conditions and within the period stated below. In case of a partial payment of the issuing value the corresponding number of shares is considered subscribed if the issuing value is fully paid. The issuing value of the subscribed shares shall be paid through deposits on a special raise account, opened under the name of “Svilosa” AD with the “United Bulgarian Bank”. This account shall be credited until the expiration of the last day of the subscription. The payment order or the payment notice should include the names/title of the company and PIN/BULSTAT of the person subscribing the shares, the number of the subscribed shares, the total amount of the due payment and the payment that already has been made, as well as a copy of the payment document and it is applied to the authorized investment broker – “UBB” AD, not later than the last day of the subscription stated in item 3.4. 
4. Payment conditions of the subscribed shares, including name, head office, bank management address under art. 89 LPOS, where the special account for the amount payments is open, head office and address of its branches. Raise account. 

The special account of “Svilosa”AD for the payment of the new shares opened with “United Bulgarian Bank” AD is IBAN BG69UBBS80025000352120, BIC UBBSBGSF, “United Bulgarian Bank” AD head office: Sofia, SO, “Vazrajdane” are, 5 Sveta Sofia Str, tel. +359 2 811 3753, +359 2 811 3751, telefax: 0359 2 811 2533; e-mail: dimitrova_k@ubb.bg; georgieva_an@ubb.bg, and appoints in the announcement for the public offering inder art. 93, al. 1 rel. 112а, al. 1 and 2 LPOS. The branch offices of “UBB” AD are: Alexander Nevski –1-3“Oborishte” Str, Sofia, Business park, Mladost 4, Sofia, Borovo, 76“Gotse Delcheb” Str, Sofia, Vitosha – Vitosha Blvd., 1000 Sofia, Dondukov-27 “Dondukov” Blvd, Sofia, Dragan Tsankov – 2 “Nikolay Haytov” Str, 1113 Sofia, Ivan Vasov – 99 “Vitosha” Blvd, bl.55, 1408 Sofia, Interpred- 36 “Dragan Tsankov”Blvd, 1421 Sofia, Iskar-2“ 5006” Str, 1528 Sofia, Pr. Maria Louisa-70”Pr.Maria Louisa” Str, 1202 Sofia, Airport-Airport, 1540 Sofia, Losenets – 20 “Zlaten rog” Str – 22, 1407 Sofia, Liulin – 28 “J. Neru” Blvd, Sofia, Mladost-18 “Alexander Malinov”Str,1799 Sofia, Nadezda- “Nadezda”, Lomsko shose BLVD”, block 172, Sofia, Oborishte-123 “Oborishte”Str, 1505 Sofia, Rakovski-108 Rakovski Str, 1000 Sofia, Russian monument-44 Macedonia Blvd, Sofia 1606, Sveta Sofia-7a Sveta Sofia Str, 1040 Sofia, Sky City – 52 Kosta Lulchev Str, Sofia, Stamboliiski-114 Al. Stamboliiski Blvd, Sofia, Studentski grad-Studentski grad, 1 Akademik Boris Stefanov Str, 1700 Sofia,Technopolis 1-”Mladost 4”, 1715 Sofia, Todor Alexandrov-9 Todor Alexandrov Blvd, Sofia, Universiada-23 Shipchenski prohod Str, Sofia, Fritiof Nansen-9 Fritiof Nansen Str, 1202 Sofia, Tsar Boris III-1 Sofiiski geroi Str, 1618 Sofia, Tsar Osvoboditel-96 G.S.Rakovski Str, Shipka-34 Shipka Str, 1504 Sofia, Samokov-37 Macedonia Blvd, 2000 Samokov, Bansko-7 Pirin Str,  2770 Bansko, Blagoevgrad-23Todor Alexandrov Str, 2700 Blagoevgrad, Botevgrad-3 Saransk Sqr, 2140 Botevgrad, Gotse Delchev-32 Targovska Str, Gotse Delchev, Dupnitsa-1 Svoboda Sqr, 2600 Dupnitsa, Kiustendil-1 Demokratsia sqr, 2500 Kiustendil Pernik –5 Krakra Sqr, 2300 Pernik, Petrich-1 Gradski ploshtad Str, 2850 Petrich, Razlog-6 Sheinovo Str , 2760 Razlog, Sandanski-37 Svoboda Blvd, 2800 Sandanski ,Antim I, Plovdiv-7 Antim I”Str, 4000 Plovdiv, Asenovgrad-Bulgaria Sqr, 4130 Asenovgrad, Batak-пл.”Освобождение” 2, 4580 Batak, Belovo-5 Orfey Str, 4470 Belovo, Velingrad-1 Al. Stamboliiski Blvd, 4600 Velingrad, Gladston, Plovdiv-7 Gladston Str, 4000 Plovdiv, Dimitrovgrad-19 G.S.Rakovski Blvd, 6400 Dimitrovgrad, Ivailovgrad-58 Georgi Dimitrov Str, 6970 Ivailovgrad, Kardjali-1 G.Benkovski str, 6600 Kardjali, Liubimets-Treti Mart sqr , 6550 Liubimets, Momchilgrad-1 Kokiche Str, 6800 Momchilgrad, Pazardjik-2 “11 August”Str, 4400 Pazardjic, Panagiurishte - 1”P.Bobekov”Str, 4530 Panagiurishte, Peshtera-65 Mihail Takev Str, 4550 Peshtera, Pirdop-T.Vlaikov Sqr bl. 61, 2070 Pirdop , Plovdiv-2 Parchevich Str, 4000 Plovdiv, Paldin, Plovdiv-23 Bulgaria Blvd, 4000 Plovdiv, Smolian-20 Dicho Petrov Str, 4700 Smolian, Svilengrad-91 Bulgaria Blvd, 6500 Svilengrad, Trakia-“Trakia” 49 Saedinenie Str, 4023 Plovdiv, Haskovo-2 Hristo Botev Str, 6300 Haskovo, Aitos-15 Slavianska Str , 8500 Aitos, Borui-69 Tsar Simeon Veliki Str, 6000 Stara Zagora, Bourgas-2 Ferdinandova Str, 8000 Bourgas,Vasil Aprilov, Bourgas-2 Vasil Aprilov Str, 8000 Bourgas,Simeon Veliki, Bourgas,Diana-29 Targovska Str, 8600 Yambol, Elhovo-7 Slavuanska Str, 8700 Elhovo, Kazanlak-7 Ak. P Stainov Str, 6100 Kazanlak, Nova Zagora-2 Svoboda Sqr, 8900 Nova Zagora, Pomorie-5 Solna Str, 8200 Pomorie, Radnevo-6 G. Dimitrov Blvd, 6260 Radnevo, Sliven-26 Tsar Osvoboditel sqr, 8800 Sliven, Sozopol-11 a Apolonia Str , 8130 Sozopol, Stara Zagora-50 Ruski Blvd, 6000 Stara Zagora,Trayana-133 Tsar Simeon Veliki Blvd, 6000 Stara Zagora, Yambol-34 G.S.Rakovski Str, 8600 Yambol, Bregalnitsa

-Bregalnitsa Str , Student hostel bl. 1, 9000 Varna, Varna-77 Osmi primorski polk Str, 9000 Varna, Veliki Preslav-70 B.Spirov Str, 9850 Veliki Preslav, Vladislav Varnenchik-12 Vl. Varnenchik Str 9000 Varna, Dobrich-5 Svoboda Sqr, 9300 Dobrich, Dulovo-19 Vasil Levski Str, 7650 Dulovo, Isperih-79 Vasil Levski Str9, 7400 Isperih, Kaspichan-40 Georgi Dimitrov Str, 9930 Kaspichan, Koloni, Varna-2 Mihail Koloni Str, 9000 Varna, Odesos-106 Vladislav Varnenchik Blvd, 9000 Varna, Omurtag-3 Antim I, 7900 Omurtag, Popovo-15 Tsar Osvoboditel str, 7800 Popovo, Razgrad-4 Sv.Sv. Kiril i Metodii Blvd, 7200 Razgrad, Silistra-1 Dobrudja str, 7500 Silistra, Targovite-47 P.R.Spaveikov Str, 7700 Targovishte, Shumen-128 Tsar Osvoboditel str, 9700 Shumen, Apriltsi-102 Vasil Levski Str, 5643 Apriltsi, Borisova-120 Borisova blvd, 7001 Rousse, Byala-7 Exarh Yosif str, 7100 Byala, Vasil Levski, Veliko Tarnovo-29 Vasil Levski Str, 5000 Veliko Tarnovo, Veliko Tarnovo-3 Hr. Botev Str, 5000 Veliko Tarnovo, Vazrajdane-60 Treti mart str0, 7000 Rousse, Gabrovo-1 Raicho Karolev str, 5300 Gabrovo, Gorna Oryahovitsa-2 Patriarh Evtimii str, 5100 Gorna Oryahovitsa, Dve mogili-2 Stoyan Terziev str, 7150 Dve mogili, Dryanovo – 105 Shipka str, 5370 Dryanovo, Levski – 6 Svoboda sqr, 5900 Levski,Lovech-G.MDimitrov sqr, 5500 Lovech, Pleven-1 Vasil Levski Str, 5800 Pleven, Prista, Rousse-11 Aleksandrovska Str, 7000 Rousse, Rousse-5 Atanas Burov Str, 7000 Rousse, Svishtov- 8 A Aleko Konstantinov Str, 5250 Svishtov, Sevlievo-15 Nikola Genev Str, 5400 Sevlievo, Storgozia-80 Vasil Levski Str, 5800 Pleven, Teteven-1 Sava Mladenov Blvd, 5700 Teteven, Troyan-1 Krairechna str 5600 Troyan, Tryavna-116 Angel Kantchev Str, 5350 Tryavna, Varshets-70 Republica Str, 3540 Varshets, Belogradchik-2 Vazrajdane Sqr, 3900 Belogradchik, Berkovitsa-1 Dr Ivan Panov Str, 3500 Berkovitsa, Byala Slatina-58 Kl. Ohridski Str. , 3200 Byala Slatina, Vidin-bl.6/7 Tsar Alexander II" str, 3700 Vidin, Vratsa-2 Lukashov Str, 3000 Vratsa, Kozlodui-4 Istar Sqr, 3320 Kozlodui, Lom-38 Slavyanska Str, 3600 Lom, Mezdra-33 Hristo Botev Str , 3100 Mezdra, Montana-6 Graf Ignatiev Str, 3400 Montana, Oryahovoо1 V.Levski sqr, 3300 Oryahovo.

The special account has to be credited with the amount due against the share subscription until the last day of the subscription according to item 3.4.

Acc. art.89,al2 LPOS the raised funds of the special account cannot be used before the completion of the subscription and the inscription of the capital increase in the trade registry and the issue registration in Central Depository AD. 

5. Applicable order if all the issuing shares are subscribed before the final date of the subscription; Applicable order if not all the shares are subscribed before the final date of the subscription. 

If all the shares of this issue are subscribed before the final date of the subscription, “Svilosa” AD announces the termination of the capital increase, acknowledges The Financial Supervision Commission in a 3-working days period according to art. 112b, al. 12 LPOS and undertakes the required actions for the inscription of the capital increase in the court trade registry and the registration of the issue in the Central Depository, AD, FSC and BSE – Sofia AD. In case that not all the shares have been subscribed before the final date, but at least 25 000 000 new shares have been subscribed and paid, the capital is increased to the amount of the subscribed and paid shares, and the new issue with its size shall be registered with the Central Depository AD, FSC and BSE-Sofia AD. In case that the subscribed shares do not reach the minimal amount, the capital increase is considered unsuccessful and the raised funds together with the bank interests under art. 89 LPOS shall be returned. The order and the period for this return are stated under item 6. The capital increase with rights excludes the possibility of subscribing more than the offered shares. 

6. Order and period for the return of the raised funds together with the bank interests under art 89 LPOS in case of an unsuccessful subscription or in case that the capital increase is not inscribed in the trade registry. 

In case that the subscription is unsuccessful, in a 3-day period from the day that the subscription expires, Svilosa AD publishes an announcement for that in two central daily newspapers (“Pari” and “24 Chasa”) and informs FSC under art 112b, al.12 LPOS. The company announces the order and the period for the return of the raised funds. The deposited amounts together with the bank interests, if any, are returned by “UBB”AD through its branch network all over the country to the investors in a 30-day period from the announcement under art. 112b, al.12 LPOS via a bank transfer to a stated bank account or cash, at the branch offices’ addresses, where it has been deposited, according to the provided list of the persons who have subscribed and paid the shares. In case that the capital increase is not inscribed in the Trade Registry, Svilosa, should immediately inform FSC, BSE-Sofia AD and Central Depository AD and publishe in the stated daily newspapers an announcement in a 3-day period from the effective date of the court decision for the denial and returns the raised funds in a 30-day period from the notification. The deposited funds (if any) are returned from the corresponding “UBB” branch office where the deposits have been made following an order stated by the investor – through account or at the cash register in a 30-day period after the notification according to. art 112b, al.12 LPOS. 

7. Conditions, order and terms for the receive of the certifying documents for the deposits made, including certification documents for the shares issued through the investment broker which the client share subaccounts are opened to. 

After the inscription of the capital increase in the Trade registry, “Svilosa” AD registers the share issue in the Central Depository AD, and afterwards the Central Depository in a 14-day period issues depository receipts to the shareholders for the new shares possessed by them in personal accounts. After that the receipts shall be transferred to the shareholders or their representatives termless from 9 to 5 pm every business day, in the central office of Svilosa AD, Svishtov, by an official person appointed by the Board of Directors. The distribution shall begin in a two-week period from the date of the receipt issue. When the newly issued shares are in the client sub-accounts with the investment broker, the depository receipt are issued by the Central Depository AD after the shareholder claim and according to the Central Depository AD rules and regulations and the internal rules of the investment intermediary. Document certifying the disbursements is  considered to be a payment document (payment order or deposit slip), which can be received from the bank, provider of the service, via which the investor orders the payment or submits the due amount against the subscribed shares. 

8. Regulations for the share transfer. 
The Act of Incorporation of Svilosa AD does not include conditions or limitations for the transfer of shares, it shall be implemented according to the regulations of LPOS, the legal deeds for its appliance, the stock exchange regulations and the rules of the Central Depository AD. The transfer of the share issued by the company is valid from the transaction registration in the Central Depository. Purchases and sales of shares, issued by the Company can be implemented only on a regulated securities market (BSE-Sofia AD) through an investment broker. The transactions between physical persons could be effected directly as the settlement is conducted with the assistance of the investment broker – a registration agent, after their registration on a regulated market. The direct transaction settlement between physical persons through the stated method is allowed as long as it does not lead to a violation of the prohibition for securities transactions. The transfer of the company shares via donation or in heritage shall be performed also with the assistance of the investment intermediary, operating as a registration agent.

9. Planned utilization of the capital accumulated by the issue.


The accumulated funds from the capital increase of Svilosa AD are planned to be utilized in the project for modernization of “Svilocell” EAD – Svilosa’s subsidiary, as an addition to the assured financing from the EBRD and NIB loans, directed towards production and investment strategy of the Company, namely:

· Expansion of the production capacity of the Pulp mill. The initial goal was an increase in the production of sheet pulp from 55.000 t/a to 110,000 t/a, as well as an increase in the market share. However, the funds accumulated by the current issue shall enable an increase in the production of 150,000 t/a. The production of block pulp shall be suspended;

· Improving the quality of the final product;

· Reconstruction of the Wood handling Department;

· Increasing the production capacity of the fiber line;

· Thorough reconstruction and improvement of the efficiency of the Soda Recovery Boiler;

· Installation of a Turbogenerator in the Soda Recovery Boiler for own electricity generation;

· Reducing the electricity consumption;

· Optimizing the operation of the Regeneration Department and installing of a new clarifying equipment for the flue gases from the Lime Kiln;

· Increasing the capacity of the Chloride Dioxide installation “KREBS”;

· Increasing the efficiency of the chemicals’ recovery process;

· Reducing the negative ecological impact by a reduction of the water and electrical consumption, reconstruction of the effluent treatment plant, elimination of the malodorous gases and thus reaching the standards for the allowable gas emissions of from the Soda Recovery Boiler and the Lime Kiln; and comply the dump area with the new standard regulations.

Besides the increasing of the capacity, the expansion program of 68 Mln BGN is intended to correct the mill’s energy balance and cut other costs (see chapter 9.2). Having today in pulp activity an EBITDA (Earnings Before Interest, Taxes, Depreciation and Amortization) of 9% of revenues and spending 24% of revenues on energy, the investments’ target is to reach an EBITDA of 32% and to lower energy costs to 7% of revenues. This program is an example of an important reconstruction of the Bulgarian industry to correspond to the EU levels of energy economy and environmental requirements. 

The aims of the investment program are determined after thorough study of the management in cooperation with the Finnish consulting company Linesti Oy. Initially, it was planned the pulp production to be increased to 110,000 t/a, but after a profound expert research it is stated that the capacity could reach 150,000 t/a after 2006.

The company has the capacity for a further participation in investment projects. There is a preparation of a plan for the building of a paper mill, which shall increase the value of the company and of its shares.

10. Risks for the persons that have acquired the company’s shares

10.1 Operational risks in connection with the pulp mill’s operation and the above mentioned expansion project, are as follows:

· Risk of production problems. The pulp mill consists in many parts of only one production line. Disturbances or breaks may thus stop the whole production within a few hours. It is of utmost importance that preventive maintenance is conducted and relevant spare parts kept in store. This risk is known and under the control of the management. Maintenance procedures are well developed with an own maintenance department and through relationships with renowned equipment suppliers abroad;

· Risk of business interruption. To protect Svilosa in case of serious and longer halts in production, Svilosa will need to have insurances that also cover business interruption. Insurances in force are as follows: Property insurance; Complex risk life insurance. Svilocell Company: Property insurance; Complex risk life insurance; Mandatory insurance  – labour accident; Third parties Liability Insurance; Premium life insurance; Auto Kasko for all cars;

· Risk of operation mistakes and negligence in the production process of the Company that could lead to losses. This risk is managed by employing qualified personnel who shall obtain an additional corporate training. 

10.2 Industry specific risks

Market cycling

Industry specific risks are related to the cyclical nature of the pulp market. Consumption and production of pulp is growing steadily, but because of imbalances in the growth of supply and demand, market prices swing with up to +60% and -30% of trend prices. Extensive forecast statistics are available on the market, but they are not reliable for more than 12 months ahead. 

Svilosa must thus keep a sufficient liquidity buffer in order to survive during periods of low pulp prices. This is taken into consideration in the Svilosa forecast.

Dumping prices


The industry sector, in which Svilosa operates, includes a group of big Latin American and Asian producers, able to dump pulp at low spot prices in high seaports. Such a port is e.g. Izmir in Western Turkey. Such behavior can seriously disturb the surrounding markets for a certain period. The regional effect does not extend far inland or to local harbors, where transport and reloading cost increases the price of the spot lots. Most of the Balkan Peninsula and the Black Sea basin is thus protected against spot dumping.

Credit risk

The company grants credit periods of small periods to a small part of its big customers from 10 to 60 days. Svilosa ensures its receivables (AR) through a system of allowances (price discounts) at payment in a shorter period and by sanctions at payment delays. Considering that Svilosa sells its present production to a limited group of long time well known customers, Svilosa has not used credit insurance. Once the production increases and the list of customers grows, Svilosa will start using credit insurance. 
Currency risk

The major part of the production is sold on the export market in EUR and USD. There is a risk of forming of negative differences in the rate and generating losses if the receivables (AR) are in USD. Because of the stable rate BGN/EUR and with most payment terms of only 10-30 days, Svilosa has not used currency hedging. The need for hedging may concern only sales in USD and will be reconsidered by the board on a regular basis.
2.3 General risks
Political risk

The political risks reflect the impact of political processes in the country on the industrial and investment process as a whole and on the rate of return on investments. The risks that have influence on the profitability of investments are related to the ability of the current government to take consistent political decisions and to follow the long-term economic policy formulated by the previous government. The level of the political risk is determined by the probability of changes in a negative direction of the government long-term economic policy and as a consequence of that the threat of negative changes in the investment climate.

The foreign policy of Bulgaria will continue to be dominated by the accession of the country in the EU. The economic policy will be determined also by the engagements of the country towards the International Monetary Fund and by the implementation of the measures and the requirements for Bulgaria’s joining of the EU. Bulgaria will join the EU on 01.01.2007/.

Currency risk


The currency risk is connected with the possibility the revenues from the operating in the country economic companies to be negatively influenced by the changes in the currency rate BGN/foreign currency. In a small country with widely open economics like Bulgaria, the instability of the local currency can initiate a rather easy common instability and the opposite – the stability of the local currency could turn out to be the basis for a macroeconomical stability. It could be said that during the last years Bulgaria has gained experience in both directions of the currency rate influence.

After the introduction of the currency board, the exchange ratio BGN/EUR is stable, and this reduces the currency risk in a greater degree. Though reduced, a currency risk exists due to the possible variances of the exchange ratio of the EUR against the other currencies. It is expected to keep its current ratio of 1.95583BGN/1EUR until the admission of Bulgaria into the EC and the introduction of the European Monetary Alliance. 


Inflation risks 


The inflation risk is related to the possibility of a decrease in the purchasing power of the local currency and consequently an increase in the general price level in the country. Inflation decreases net revenues, affects domestic consumption and devaluates assets denominated in BGN. It should, however, be noted that Svilosa’s sales are 93% export and thus rather protected against Bulgarian inflation. 

The stable control of the inflation processes in the country during the last years has also positive impact on real rates of return as a main factor for the investment process. The relatively low inflation risk in the country enables the active industrial players to generate real (not inflation) revenues from their activities and facilitates significantly the forecasting of future short and medium-term results.

10.4. Other risks related to the impact of basic macro economic factors 

The risk associated with the stability rate and the perspectives for growth of the national economy has significant impact on the decision making process of the investors.

Besides the inflation rate and the stability of the currency exchange rate, another important indicator for the stability of the Bulgarian economy is the dynamics of the elements of the balance of payments. The effect of the negative balance of the current account during the period 1998 – 2004  was neutralized by positive flows to the capital account and the currency reserves of the Currency board. This means that the external financing and the influx of foreign investments have an important role for the Bulgarian economy for the servicing of the foreign debt of the country as well as for the ability of the economy to generate growth. In a long term perspective the recovery of the balance of payments of the country is directly connected to the pace of structural reforms, the strengthening of the export potential of the economy and the improvement of its efficiency.

The increased confidence in the country has its impact on the recent increase (26.10.2006) by Standard & Poor’s of the country’ credit rating in foreign currency up to “BBB+/A-2” from “BBB+/A-3”. The State credit rating in local currency “BBB+/A-2” has also been confirmed. The perspective is steady.

10.5 Risks directly linked to the investment in shares of Svilosa AD

Price risk

This risk is linked with the possibility of decrease in the share price

Risk linked with the liquidity

This risk is linked with the lack of enough demand or supply on the secondary share market. After the current capital increase the share of the minority shareholders is inspected to become higher, which shall lead to its share liquidity increase on the BSE-Sofia and this risk shall be minimized.
11. Information and perspectives of the Company regarding the current and the following five financial years. 


The joint stock company Svilosa was built as a chemical complex in the period 1966-1976, consistent of a chemical mill, pulp mill, staple fibres mill (destroyed in a fire in 1987), rayon fibres mill and an independent heating plant (separated in 2003). Today the company’s activity is concentrated on the production of Bleached Kraft Pulp.


The Company is located on a site of 172 hectares on the coast of River Danube, near Svishtov and it has its own port, railway network, railway station, loading and unloading equipment, it is directly linked to the main industrial centers of Bulgaria, Europe and the Near East.


The company is successfully privatized in 1997-2002 and since then the export has been increasing as the company realizes profit every year. 93% of the production is exported. The company diversifies it exportation base to Western Europe and Turkey and it expects to increase its export with 200% in the future several years. During the last year Svilosa AD has made stable market positions in Turkey, Greece and Romania, the sales in Germany, Austria and Slovenia has also increased.

Since 2002 the Board of Directors have been following the strategy of giving for management or selling the side activities or the activities which are not profitable and meanwhile implementing the investment project which purpose is the Company to concentrate in the basic, high-profit activity, in particular production, marketing and sales of bleached hardwood kraft pulp (BHKP). Today the nominal annual production capacity is 50,000 tons dry pulp. The company is one of the few producers of bleached pulp in Southeast Europe. In the beginning of 2005 the Pulp Mill of the Company was reorganized in the subsidiary “Svilocell” EAD, whose purpose is to produce BHKP. With an investment loan of 28 MEUR, received from EBRD and NIB, a significant reconstruction in “Svilocell” EAD is conducted. The first disbursement of 7 MEUR is already acquired. The second disbursement totaling 9,8 Mln EUR was disbursed in November 2006.

The Pulp mill is built in 1971 and it was intended to produce 40,000 ton block pulp/a. In 1987 the production capacity is increased to the level of 50,000 t/a and starts the production of BHKP for the paper industry. After a successful investment of own capital, the spending of the current capital increase funds and spending the funds of the financing, received from the EBRD and NIB, the production capacity is expected to increase to the level of 150,000 t as a result of the implementation of the planned mill reconstruction and expansion of the activity. The production costs per production unit will be reduced as a result of the increased production capacity, the Company shall generate electricity for its own needs, the negative environmental effect shall be also mitigated.

The financial prognosis for the period 2006-2011 foresee the following changes in the basic financial figures: revenue increase from 67 million BGN during 2006 to 140 million BGN during 2011, increase of EBITDA from 7 million BGN in 2006 to 46 million BGN in 2011, increase in the amount of the assets from 85 million BGN in 2006 to 199 million BGN in 2011 and increase of the shareholder capital from 7 million BGN in 2006 to 40 million BGN in 2011.. 

The prognosis is a consolidated data from the associations in the group including Svilosa AD and the subsidiary Svilocell EAD – 100% owned by Svilosa AD. 

The forecasts represent the best knowledge of the board and management of Svilosa, after collecting information from the internal management, external consultants and available macro economic statistics. 

The price tendency for the pulp and paper products shall be increased in near future. Svilosa’s expectations for the period after 2008 are in accordance only with the price tendency with basic annual inflation of 2,5%. The net loss in 2007 is due only to the application of the full equipment liquidation, which was introduced late this year.
The forecast shows that after the completion of the expansion program Svilosa will generate a strong cash flow with an EBITDA of up to and over 40 Mln BGN/a, which corresponds to over 30% of revenues from the beginning of 2008. This means that Svilosa will also be able to endure difficult years and will be able to continue its development program. As the table shows, it is the intention of Svilosa to continue a consistent investment activity with annual investments of ~10 Mln BGN/a immediately after completion of the present expansion program, starting in 2008. 

The expansion project and the development program will dominate the internal operations of Svilosa in the next 24 months.

The Drying Machine 2 (DM 2) will be put into operation by the end of 2006 and enable the suspending of block pulp production and producing 100% sheet pulp, thus increasing the price for the corresponding part of production by 10 BGN/t and reducing costs by 65 BGN/t.

The base was the plans for target 110,000 t/a made between 2002 and 2005, which have been expanded to target 150,000 t/a in 2006. 

Volume increase

The volume of production of BHKP and CMC budgeted at 150,000 t/a will be reached as follows:

 
2006

53,000 tonnes, that are reached after a loss of 10,000 t 





production in the period January-March


2007

50,000 tonnes, forecasting a 45 days loss of production because of a 



planned reconstruction shutdown during the autumn of 2007 and the 



up start of the modernised mill


2008

120,000 tonnes, which represents 80% of the new capacity level


2009

140,000 tonnes (93%)


2010

150,000 tonnes (100%)

Cost cut

The costs per ton of pulp are budgeted to be cut by 220 BGN compared to 2006 costs, of which savings in the cost of energy are 150 BGN/t and 70 BGN/t are savings of other costs including the distribution of fixed costs on a bigger volume.

Total costs will fall from 760 BGN/t to 540 BGN/t in 2006 value. 

Due to the lower price and higher costs of block pulp, Svilosa plans to produce only sheet pulp in 2007-2009, except for 5,000 tonnes of block pulp that will be produced in the beginning of 2007. 

When the production reaches over 140,000 t/a in 2010, the block pulp production will be resumed in order to produce the extra 10,000 t/a. Svilosa will save the additional investments needed for production of sheet pulp in excess of 140,000 t/a, as it has started planning of the erection of a paper mill on site. At that point, part of the pulp can be transferred from the pulp mill to the paper mill in liquid form avoiding the drying process.

Тhe management will also strive for a quality increase and improved sales methods enabling 5% higher sales price. This target however has not been included in the revenue expectations although it is one of the targets of the development project.
Schedule
The project will be implemented in two stages:

· At the end of 2006 – Drying Machine 2 will be started, enabling the production of pulp in sheets only (pls. see chapter 4.4.2.).

· Late Autumn 2007 – the total project for 150,000 t/a will be ready. 

The total development program spending till end 2007 will be as follows.

Remaining development program spending 2006-2007 as calculated 31.08.2006:

Sourcing:
· EBRD and NIB loan of the amount of 54,7 Mln BGN – 58% (amount drawn by 31.08.2006 – 13,7 Mln BGN) 
· Share issue - 33,3 Mln BGN  - 35%;

· EBITDA -  09-12/2006 of the amount of 1,7 Mln BGN - 2%;

· EBITDA -  2007 - 4,8 Mln BGN - 5%.

Total: 94,5 Mln BGN - 100%.
Use of funds:

· Expansion project investment - 68,2 Mln BGN – 72% (amount paid as costs, investments and prepayments by 31.08.06 – 10,0 Mln BGN.);

· Cutting Liabilities - 13,0 Mln BGN – 14%;
· Interest payments for the period  09/06-12/07 -  4,3 Mln BGN – 5%;
· Cash left for the use in company  - 9,0 Mln BGN – 9%.
Total: 94,5 Mln BGN – 100% 



The expansion project contains an contingency for general and buffer of 7 Mln BGN.

The expansion project contains investments in a mechanical waste- water treatment plant. Svilosa considers that it is possible that after the expansion it will, as a second stage, be required to invest also in a biological waste water treatment plant. The primary intention was this investment to be in the form of a joint venture with other local entities and to be effected through separate financing.

for“Svilosa” AD:

______________________
/Mihail Kolchev/
