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A. Background 

The Government of Bulgaria began its program of privatization in May of 1992 with 
Parliament's passage of the Privatization Law. Subsequently, several other laws, such as 
the Commercial Code, were passed in order to support and facilitate the Privatization 
Law. Though they achieved initial gains in the privatization process by year end 1992, 
the Government of Bulgaria still faced the crucial task of completing their first pilot 
privatizations of enterprises. Thus, the Bulgarian Ministries (referred to as "the 
Ministries" throughout the document and pertaining specifically to the Ministries of 
Industry, Trade, Transportation, and Construction) and the Agency for Privatization 
(referred to hereafter also as "the Agency") created a list of 56 high priority candidates 
for privatization and foreign direct investment, taken from various industrial sectors of 
the economy, and began preparing them for divestiture. The Government's goal was to 
quickly complete a number of transactions in the industrial, trade, transport, and 
construction sectors. These particular sectors hold a competitive advantage for Bulgaria 
and were chosen for their promise of attracting foreign investment, and stimulating 
exports. 

The aim of this Delivery Order was for USAID's consultants to provide technical 
assistance to the Agency and the Ministries for the implementation of eight privatization 
transactions in the industrial, trade, transport and construction sectors of the 
Government's privatization program. The consultants were Barents (now the "Barents 
Group" and referred to as "Barents" throughout this document). The Government 
recognized that the creation of a competitive business environment calls for substantial 
private ownership. To mobilize public support for the privatization process and to 
encourage interest among foreign and local investors, the Agency commissioned the 
professional preparation of information on companies and the marketing of those 
enterprises to the investment community. 

The preparation and marketing of the appropriate economic information would 
significantly enhance the likelihood that desirable foreign investors would be attracted to 
Bulgaria and to an individual enterprise investment. The task required an in-depth 
understanding of marketing, costhenefit analysis, valuation, and sales/negotiation 
strategy. The actual process of preparing enterprises for privatization and attracting 
foreign investment was time-consuming, labor-intensive, and complex. It required 
providing the appropriate information, identifying possible investors, and convincing 
these investors to visit and do business in Bulgaria. 

The staff within the Agency for Privatization, responsible for overseeing the 
implementation of the foreign direct investment program, was capable and energetic, yet 
inexperienced in the techniques of the privatization process. Barents therefore began, 
through USAID assistance, to prepare five of the priority targeted enterprises for 
privatization. This preparation was Phase I of the subsequent four phases of Delivery 
Order #20. 
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B. Objectives 

The initial objective of this Delivery Order included the Bulgarian Government's 
approach to and goals for the Bulgarian privatization program, specifically to attract 
foreign investment and quickly execute a number of transactions with the purpose of 
transferring state-owned assets into private hands. The Bulgarian Government chose the 
light industry sectors because of their particular competitive advantage. 

The Four Phases 

Delivery Order #20 was broken down into four phases, each a result of developments 
within the Bulgarian privatization program which necessitated follow-on work. 

The objective of Phase I was: 

To conduct the first pilot privatizations of enterprises selected by the Bulgarian 
Ministries in the Industrial, Trade, Transport, and Construction sectors. 

Initially, Barents began to work with the Government to target five of their 56 "priority" 
enterprises. As part of the initial USAID assistance for 1992, Barents conducted some 
technical training presentations in the privatization preparation and sales process. These 
sessions were well received by the Government including the Agency for Privatization 
and the corresponding ministries. This resulted in a high demand for technical 
apprenticeships in the privatization process to allow the Agency staff to apply the western 
business concepts that surfaced during the preparation process, including business 
valuation, market analysis, competition, organizational capability, and western financial 
accounting. A work program that provided hands-on practical experience to key Agency 
personnel was envisioned to accelerate much of the learning that was taking place in 
Bulgaria. Because an outgrowth of this first objective was a high demand for technical 
apprenticeships in the privatization process, Barents set out to address this need through 
the subsequent phases of this contract. 

As a result, the contract referred to as "Bulgaria I1 and 111" (for Phase I1 and Phase 111) 
addressed the need to transfer expertise and technical know-how to core members of the 
Agency staff by creating enterprise preparation teams that would allow the Agency staff 
to work side by side with experienced Barents staff to prepare two pilot privatizations as 
well as an additional six enterprises for a total of eight enterprises. These enterprises 
included enterprises representing the most suitable privatization candidates from the 
Ministries of Industry, Trade, Transport and Construction. The purpose of properly 
defining such projects for the restructuring and privatization of suitable enterprises was to 
create a paradigm for the rest of the sectors. This paradigm could then be implemented 
by hundreds of other firms by the Agency and the corresponding Ministries. 

Achieving this objective would provide these officials with an in-depth technical 
understanding of the preparation, valuation, and marketinglsales phases of privatization. 
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The apprenticeship would focus on hands-on experience in the preparation of an actual 
Bulgarian enterprise by providing on-the-job training supplemented by skill workshops 
when necessary. 

More specifically, Phase I1 objectives included: 

a To conduct an apprenticeship program of preparation for privatization of a Bulgarian 
enterprise for six to ten key government personnel who are involved in the planning 
and implementation of the Bulgarian privatization process, including: 

-skill workshops; 
-hands-on apprenticeships; 
-on the job training in US ofice. 

a To complete the preparation of two Bulgarian enterprises from the Ministry of 
Industry, Trade and Transportation for privatization as demonstration projects for the 
above Bulgarian personnel. These projects would include data collection, analysis, 
valuation and identification of potential investors. 

Also broken out, specific objectives for Phase I11 included: 

6 
To appraise six additional enterprises again from the Ministries of Industry, Trade, 
Transportation and Construction and rapidly demonstrate success for other enterprises 
in the sector; and 

To prepare the necessary documentation needed for the marketing and privatization of 
the enterprises, including the preparation of a list of potential foreign investors. 

Phase IV' objectives focused on bringing together the results of the previous three phases 
and adding further value to them. The Bulgarian Mass Privatization Program was the last 
phase of this contract and its objectives included: 

To accelerate the privatization process and increase the share of the private sector in 
the national economy through the mechanisms of corporate ownership; 

Phase IV of Delivery Order #20 deserves a separate section of its own, in terms of objectives, 
accomplishments, activities, and conclusions. Therefore, though highlighted under Section 1's Table of 
Contents, the primary information for this phase has been separated out under Section 11: A New Scope of 
Work: The Bulgarian Mass Privatization Program and is summarized under a similar table of contents. 
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0 To commit the population, en masse, and management, to the process of economic 
transformation by eliminating the vacuum which had formed in the governance of 
state enterprises (and which had ultimately resulted in blocking the divestment of 
national wealth); 
To heighten structural reform in general, thereby aiding the development of a mature 
capital market in Bulgaria; and, most importantly, 

0 To ensure the irreversibility of the economic and political reforms in the country by 
expediting the ownership transformation process. 

In line with the above objectives and in order to ensure the success of this program, 
Barents recognized several initial tasks which would need to be met. These included the 
following: 

Revision of laws concerning privatization 
Recommendation of enterprises to be included in program 
Design of vouchers 
Providing an auction methodology 
Providing a pricing methodology 
Gathering data on fmancial condition of all enterprises 
Updating the Mass Privatization list as necessary 



C. Accomplishments of the Delivery Order 

Based on the objectives of the task order outlined previously, the objectives were 
achieved and delivered to the Government of Bulgaria (also referred to as "the 
Government" throughout this document) and copied to USAID. Specifically, the work 
under this delivery order accomplished the following: 

Phase I: Pilot Privatizations 

Barents, through USAID funding, conducted the first pilot privatizations of enterprises 
selected by the Bulgarian Ministries in the Industrial, Trade, Transportation, and 
Construction sectors. Initially, Barents began to work with the Government to target five 
of their 56 "priority" enterprises. 

Barent's achievements on this phase of the contract came quickly.and were significant. 
Specifically, these achievements were: 

Government Relations: 
Reinforcing the Government's commitment to privatization and testing 
the privatization legislation passed in May, 1992; 
Increasing the Government's capacity to plan and execute a large 
number of privatization transactions in 1993 by providing a successful 
methodology and implementation of pilot privatizations; 
Building a solid relationship as advisor to the Agency of Privatization 
and the Ministries of Industry, Trade, and Construction to actively 
implement the first enterprise privatizations in Bulgaria. In this role, 
Barents professionals gained the trust of all the key privatization 
decision-makers in the Bulgarian Government. 
Setting a precedent for success in Bulgaria and making 
recommendations to the Government about legislative or policy 
obstacles that could prevent quick and successful transactions. 

Pilot Privatizations: 
0 Completed the preparation of hvo state-owned enterprises in the textile 

and apparel industries that were identified as one of the high-priority 
candidates by the Agency and the Ministry for privatization as well as 
three additional state-owned enterprises in the confectionery and 
power tools industries. The five companies Barents chose are listed 
below: 

- Velbuid and Pioner. From the beginning, Velbujd was 
viewed as a terrific candidate for foreign investment and 
Pioner as being quite suitable for a management buy-out 
and institutional investment. 
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- Maltchika and Crystal, two confectionery manufacturers 
which were both strong candidates for a technical partner 
from a global confectionery company. 

- m, a manufacturer of power hand tools, was also viewed 
as an excellent candidate for a joint venture or alliance with 
a strategic investor. 

Barents delivered to the Government the relevant enterprise 
assessment documentation and the investment documents. These 
included: 

1) a presentation of strategic issues facing the enterprises; 
2) a detailed business valuation analysis; 
3) a list of potential investors; 
4) a proposed privatization plan and privatization capital structure; and 
5) a schedule of next steps to achieve privatization. 

By March of 1993 we had prepared four of the five targeted companies for privatization 
and the results, as well as their valuations, are as follows: 

Company Name 
Velbuid (Textiles) 

Training 
Delivered intensive, practical, workshops on the privatization process, 
business valuation, enterprise assessment, and the sales and marketing 
of enterprises to the staff of the Agency for Privatization, the Ministry 
personnel, and the management teams of enterprises involved in 
privatization. 
As the privatization process gained momentum over the last few 
months of 1992, these results-oriented workshops facilitated many of 
the initial discussions and accelerated the subsequent decisions that the 
Bulgarian government officials made. 

- .  
Pioner (Apparel) 
Crystal (Confectionery) 
Maltchika (Confectionery) 

Valuation* 
$3- $5 million 

Result 
No interested buyers 

*The Discounted Cash Flow (DCF) methodology was used, on the basis of information given by 
company management and the Agency for Privatization, to achieve a minimum acceptable value range. 

$ 1.5m 
$ <lm 
$ 3.5 - $5m 

Under offer from management 
Ready for privatization 
Sold to Nestle for $4m + $lorn, including 
investment commitments 



Phase 11: Investment Preparation Apprenticeship 

For this part of the project Barents accomplished several tasks. The most important were: 

a) A detailed explanation of the fundamental rationale for privatization of 
state-owned enterprises and the steps involved in the preparation, 
valuation, and sales/marketing, and negotiation phases of the privatization 
transaction; 

b) Skills workshops to develop the functional analysis necessary to execute 
a high-quality enterprise preparation process. Workshops included 
training on: 

- product~customer analysis 
- competitive analysis 
- production capability evaluation 
- western comparative analysis 
- organizatiodmanagement 
- financial restatement 
- valuation 

c) Hands-on apprenticeship in the preparation process through an actual 
privatization transaction, including: 

- information memoranda preparation 
- valuation analysis 
- strategic issues presentation 

d) On-the-job exposure to the sales/marketing and negotiation process, 
including: 

- developing saleslnegotiation strategy 
- identifying potential investors 
- attracting appropriate investors 
- conducting site-visits 
- conducting tenders and negotiations 

By the end of July, 1993, Barents had completed an initial review of 14 building 
materials companies. In the building materials sector Barents had several successes, 
producing a report on the 14 companies @lease see Appendix 11) as a result of our 
detailed co-operation with the Ministry of Construction. Our time in the field was two 
weeks and Barents completed these summary reports over a total five week time frame 
using one specialist team. However, an issue of the rights over mineral deposits 
influenced Barents' choice to move away from choosing companies in that sector. 

Unfortunately, over the same period of time, the attitude towards foreign consultants 
voiced by the head of the Privatization Agency, Mrs. Renata Indjova, caused a standstill 
in the progress of this delivery order. As a result, and in consultation with USAID, 
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Barents prepared a new plan of work to complete the undertaken tasks. The contract was 
put on a care-and-maintenance basis until the Government indicated its desire to move 
forward with US technical assistance for privatization. 

Phase I1 accomplishments can be broken down into: 

an investment preparation apprenticeship where curriculum and 
apprenticeship material was prepared for instruction in the following 
areas required for the privatization process: 

- Data collection process 
- Marketkompetitor analysis 
- Company analysis 
- Valuation analysis 
- Writing an information memorandum 

Identifying potential investors 
Making investor presentations 
Negotiation alternatives 

two privatization preparations where Barents completed the 
preparation of enterprises chosen for demonstration privatizations. 
The preparation included: 

- Information memoranda 
- Valuation analysis 

Strategy presentation 

a list of potential investors for each privatization possibility. 

In line with Phase I1 objectives, the two large companies which Barents prepared for 
privatization were Parnporovo Ski and Republika Confectionery. The valuation of each 
company and its results were: 

* The Discounted Cash Flow (DCF) methodology was used, on the basis of information given by 
company management and the Agency for Privatization, to achieve a minimum acceptable value range. 

Company Name 
Pamporovo Ski 

Republika Confectionery 

By December of 1993, we had six interested parties bidding for Pamporovo Ski. 

Valuation* 
$1-$2m w/o 
debt 

$2m +$5m 
investment 

Result 
Spalding, along with BAEF, was in 
negotiations with enterprise management- 
MBO was accomplished over 1996 summer 
Sold to Jacobs Suchard for $9m, including 
investment 
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Phase 111: Six Enterprise Privatizations 

The objectives of Phase I11 were similar to Phase I1 but applied to an additional six 
enterprises. They included: 

To complete the preparation of enterprises chosen for demonstration 
privatizations, and provide on each the following: 

- Information Memoranda 
- Valuation Analysis 
- Strategy Presentation 

To compile a list of potential investors for each privatization. 

For the additional six enterprise preparations, Barents also provided the needed technical 
specialists to perform the following for each enterprise: 

review the current operations and business strategy including documentation 
of markets, customers, competitive environment, and cost position; 
assess the fixed assets and process technology in place; 
evaluate the chosen company's relative competitive advantage vis-a-vis world 
standards; 
develop statements of financial accounts; 
estimate the value of the enterprise based on the appropriate valuation 
technique; 
identify the alternative structures of foreign investment given enterprise needs 
and objectives; and 
develop a "short-list" of potential foreign investors and initial 
marketinghidding strategy. 

Specifically, we reviewed 24 companies in the building materials sector, selecting 12 for 
sale. We proceeded with the sale of four companies but management opposition in some 
companies as well as Ministry uncertainty prevented progress in general. When the 
Agency cancelled our success fees, the contract was put on a "care and maintenance 
basis", meaning that we continued to monitor changes in the enterprises, but would 
actively proceed with the next steps if and when the Government agreed to move forward 
with reforms. 
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Phase IV: The Bulgarian Mass Privatization Program 

As an essential follow-on to the completion of this delivery order, but also a natural step 
forward, the Bulgarian Mass Privatization program2 helped to achieve one of the main 
objectives of this project, namely, to aid Bulgaria in the divestment of its national wealth 
and to place enterprises into the hands of private owners. A Center for Mass Privatization 
(at times referred to as "the CMP" throughout the document) which would be responsible 
for designing and implementing the Mass Privatization Program was established. 
Subsequently, Barents, funded by USAID, was chosen to undertake this massive effort. 

From the design to the implementation and execution, Barents local staff worked very 
closely with the CMP as the primary, and quite often sole, advisor to them as well as the 
Government of Bulgaria in helping them to meet the tremendous objectives in 
successfully carrying out the MPP. Though detailed results under this phase are provided 
for in Section I1 of this document, principal accomplishments include: 

Compilation of preliminary list of state-owned enterprises to be offered 
Critical path development of the program 
Budget and staffing chart for the CMP 
Assisting CMP in the organization of a registration network 
Auction format 
Voucher design 
Computer system specifications 
Amendments to existing privatization laws and writing of new laws1 
ordinances 
Compiling, tracking, organizing, and disseminating all enterprise data 
Design of information "passport"3 on all enterprises 
Prepared form of legal analyses screening to be carried out on all enterprises 
Prepared instruction manual on legal analyses 
Training CMP staff on legal status of enterprise 
Daily assistance to CMP on supply side issues 
Conducted survey to measure public opinion on MPP 
Assisted the Securities Commission in the preparation of regulations 
Consistent update of the list of enterprises slated for the MPP- i.e., monitoring 
their financial condition 
Assisting the CMP in developing standards to which the investment funds 
and the companies on the MPP list will need to adhere 

2 Throughout this document, the program is sometimes referred to by its acronoym, or "the MPP". 
3 The information "passport" was a summary of each slated enterprise's product and most updated financial 
condition. 
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D. Individuals and Level of Effort 

Individuals 
The project began in March, 1993, with the following team: 

Barents: 
Project Manager: Robyn Davis 
Team Leader: Todd Thomson 
Business Strategist: Brian Murphy 
Business Strategist: Roberto Martinez 
Financial Planners: Attila Gazdag 

Kristina Lukas 
Mark Slavonia 
Jon Lonnquist 
Brett Paschke 
Susan Bruno 

Accountants: Michael Reddrop 
Debra Schloss 
Ira Strassbourg 
Joseph Boyle 

Capital Market Specialists: Philippe LeRoux 
Jennifer McFarland 

Attorneys: Squire, Saunders & Dempsey 
Dan Roules 
Henry Lavine 
Jeffrey Hops 

Industrial Engineer: George Murphy 
Neville Bentley 
Steve Brown 

Over time, new members joined the team as others left (please see Section I1 for complete 
update and job categories): 

Roger Leeds 
Zhivko Nenov 
Vivian Sanchez 
Nickolai Lukov 
Todor Velev 
Iliya Dimov 
Kristina Tzaneff 
Nelli Baeva 
Effremelia Sopadjieva 
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Level of Effort 

For a total level of effort of each USAID funded individual over the life of the project, 
please see Appendix I, Initial Budget and Level of Effort. 



E. Descriptions of Activities1 Methods of Work 

Delivery Order #20 underwent four phases: 

Phase I: Pilot Privatizations 
Phase 11: Investment Preparation Apprenticeship1 Two Privatization Preparations 
Phase 111: Six Enterprise Preparations and Privatization 
Phase IV: The Bulgarian Mass Privatization Program 

For a chronology of key events over the life of the project, see Appendix V, Chronology 
of Events, Phases 1-111, January 1993-January, 1995. 

I Phase I: Pilot Privatizations I 

l~eriod of Time: January, 1993 - March, 1993 1 
Under the first contract, through USAID assistance, Barents -PEG was to prepare five of 
the Government's 56 priority enterprises for privatisation. This involved field research, 
writing memoranda, and assessing the value of the enterprises via discounted cash flow 
(or DCF) methods. After efforts on the part of the Barents' professionals and 
Government officials, it was determined that only two of the enterprises on the list were 
suitable candidates for the light industry project. As a result, Barents professionals were 
required to expend substantial efforts to identify and to select three additional candidates 
fiom field research, interviews, and enterprise visits throughout the country. Each 
enterprise selected for the demonstration privatization program represents a solid (i.e., 
suitable for privatization) enterprise within the light industry. The choices were based on: 

- quality product; 
- export sales and future potential; 
- strong management teams; 
- reasonable machinery and equipment; and 
- access to raw materials. 

For each enterprise, Barents, throughout the USAID program, provided a complete 
enterprise assessment using experts in strategy, finance, operations, accounting, and the 
specific enterprise industry (textile, apparel, confectionery, and power tools). The team 
delivered: 

detailed investment documents; 
a strategic assessment; and 
a business valuation. 

The business valuation included a comprehensive model allowing Barents to demonstrate 
the effects of various investments and future scenarios on the value of the firm. After 
agreement was reached with the Government and the enterprise management, the 
enterprises were aggressively marketed to those investors offering potentially the highest 
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price. These investors included strategic and technical partners as well as financial 
investors. The Agency and the Ministries expressed their desire to subsequently retain 
Barents to sell the enterprises and to assist in negotiations with potential buyers. 

As part of the initial USAID assistance for 1992, Barents conducted technical training 
presentations in the privatization preparation and sales process. These sessions were very 
well-received by the Government and resulted in a high demand for technical 
apprenticeships in the privatization process to allow the Agency staff to apply the western 
business concepts that surfaced during the preparation process. 
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I "Bulgaria I11 & III" I 

I Phase 11: Investment Preparation Apprenticeship/ Two Privatization Preparations I 
t - - 

[period of Time: March 1993- March 1994 I 
1 Phase 111: Six Enterprise Preparations and Privatization 1 
I 

[period of Time: March, 1994- May, 19% I 
"Bulgaria I1 & 111" satisfied the need to transfer expertise and technical know-how to core 
members of the agency staff by creating enterprise preparation teams. This structure of 
working in teams allowed the Agency staff to work side by side with experienced Barents 
staff on two pilot privatizations as well as an additional six enterprises for a total of eight 
enterprises. Transferring know-how in the privatization process through a hands-on 
apprenticeship program allowed key Bulgarian officials to understand the process (and 
execution) of preparing an enterprise for privatization. Achieving these objectives 
provided these officials with an in-depth technical understanding of the preparation, 
valuation, and marketing/sales phases of privatization. The apprenticeship would focus 
on hands-on experience in the preparation of a Bulgarian enterprise by providing on-the- 
job training supplemented by skill workshops when necessary. 



I Phase IV: The Bulgarian Mass Privatization Program I 

r~eriod of Time: March, 1995- June, 1996 I 

Since 1992, the USAID-funded project to assist the Government of Bulgaria and the 
Agency for Privatization with case by case privatization proved difficult. Throughout the 
cycle of the program, various efforts were tried and tested, resulting in the several phases 
of this Delivery Order. Though successhl in aiding the promotion of privatization as a 
concept and the execution of some transactions the purpose of the project had yet to cover 
the privatization of many more state assets. 

Phase IV, or The Bulgarian Mass Privatization Program was a necessary outgrowth of 
the previous three phases. Due to political and economic developments over time, the 
envisioned pilot privatizations had some, but not total, success. While some enterprises 
(Republika, SHZI) were eventually sold, other transactions were halted (Strajlaceramics, 
Pamporovo). Much of this was due to the rapidly changing political environment and the 
lack of a true financial structure to support the privatization process. As a result, Barents 
reviewed the Bulgarian environment and its own progress of the work in April, 1995. 
Barents assessed the need for the ongoing execution of this delivery order. Rather than 
concentrate on case-by-case privatizations, analyses showed that, in order to accelerate 
the privatization process overall, USAID and Barents should rather change their focus to 
a mass privatization effort. 

Mass privatization was a long-awaited step in Bulgarian economic reform. Given the 
tremendous size of this ownership transformation and its long-term impact on the 
structure of the Bulgarian economy, Mass Privatization had been a challenge for a 
number of Bulgarian Governments. As Mass Privatization was a political process with 
lasting socio-economic results, its implementation only became possible once strong 
political support had developed in the National Assembly. Recognizing the importance 
and urgency of such a process, the Government of Bulgaria placed the Mass Privatization 
Program at the core of its economic program during the summer of 1994. 



Section 11: Phase IV: A New Scope of Work 

The Bulgarian Mass Privatization Program 

1I.A. Background 

1I.B. Objectives 

1I.C. Accomplishments 

1I.D. Individuals 

1I.E. Description of Activities/ Methods of Work 

F. Conclusions and Recommendations on Delivery Order #20 
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Phase IV: Bulgaria Mass Privatization Program I 

1I.A. Background 

In 1992, the Bulgaria II/III project, awarded to Barents by USAID, was to assist the 
Government of Bulgaria with case-by-case privatization. The project proved to be 
difficult and was not entirely successful because the Bulgarian Government lacked the 
political will to privatize and hence slowed any progress made. Moreover, there was no 
infrastructure in the financial sector to support the process, causing frustration among any 
interested and potential investors. Specifically, enterprises were overburdened with debt, 
banks were not prepared to change the terms of their loans and there was no equity 
market to supply capital to the businesses, post-privatization. The need to accelerate the 
change of ownership made it obvious that cash privatization was not as viable an option 
as initially thought and that other approaches should be considered seriously. 

In March, 1995, with USAID approval, Barents began an analysis of Bulgaria's financial 
sector in order to define several future technical assistance projects for USAID that could 
facilitate the next wave of privatization in Bulgaria. Out of this review, Barents defined 
and received approval for a new scope of work to complete this delivery order, which 
involved providing assistance to (the newly formed) Ministry of Economic Development 
as well as to the Center for Mass Privatization. The objective was to assist these 
institutions in creating the detailed blueprint for the Bulgarian Mass Privatization 
Program, including defining a set of policies, procedures and guidelines for the operating 
structure of the program. 

Given the tremendous size of ownership transformation that this effort required, as well 
as its long-term impact on the structure of the Bulgarian economy, Mass Privatization 
was by far the most debated approach to privatization. Mass Privatization challenged the 
existing privatization dogma and was debated in all of Bulgaria's changing governments. 

After placing the Mass Privatisation Program at the core of its economic program. These 
primary laws are set out in Chapter Eight of the Law on Transformation and Privatization 
of State-Owned and Municipal Enterprises (also known as the Privatization Law) and 
were approved by the National Assembly in June 1994 and then amended in October, 
1995. Privatization design was further elaborated upon by the Ordinance on the Issue, 
Receipt and Registration of Investment Voucher Booklets and the Ordinance on the 
Organization of the Centralized Auctions approved by the Council of Ministries in 
August, 1995. 

In 1994, the Government announced that enterprises would be privatized using both case- 
by-case (or traditional) and mass methods. Initially, a list of enterprises to be privatized 
needed to be drawn up, specifying the percentage of equity to be divested to employees, 
to cash investors, and to be offered in exchange for vouchers. A deadline for the 
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preparation of enterprise privatization plans and the selection of the proportion to be sold 
with vouchers was initially set for September, 1995. 

The Legal Framework 

The legal framework underpinning the Mass Privatization, provided in Chapter Eight, 
"Privatization through Investment Vouchers", of the newly amended Privatization Law, 
consists of 10 articles, specifically Articles 43-52. In terms of both concept and 
implementation, these articles leave considerable room for interpretation and manoeuvre. 
As a result, they provided the Government with latitude to follow whatever approaches 
andlor policies it chose - whether they were politically or technically driven. 

The main idea of Chapter Eight was to lay out to citizens the principle of Mass 
Privatization through the free distribution of investment vouchers. The law states that 
Bulgaria's citizens would directly or indirectly, through Privatization Funds especially 
created or licensed for this purpose, acquire4 ownership in the part of the national wealth 
to be privatized. These articles include the general framework which guided Barents' 
efforts in the design and implementation of the Mass Privatization Program. 

Shares of state-owned commercial companies would be obtained with investment 
vouchers which were issued in the form of a voucher booklet, each worth 25,000 
investment leva. The book was issued in the bearer's name and he or she had the 
personal, secured right to exchange the designated shares of the companies in the MPP. 
All procedures connected to the issuance, drawing-up, receipt and registration of the 
voucher booklets was set by the Council of Ministers. These investment vouchers were 
inheritable and transferable. In the case of transfer, the investment vouchers could only 
be transferred to direct relatives (parents, grandparents, and children of the bearer) as well 
as brothers and sisters. The vouchers could not be transferred by any other method or to 
any other individuals. The design of the program also included Article 47, which stated 
who has the right to receive investment vouchers. According to the law, every citizen of 
the Republic of Bulgaria, who is a permanent resident and is 18 years of age (as of the 
voucher booklet's registration date) had the right to receive investment vouchers against 
the sums mentioned below, depending on what payment category the citizen fell into, 

The program's implementation mechanism is found in Articles 48-52. The practical 
implementation of the scheme involved setting forth regulations and additional 
legislation as well as creating the required institutional set-up for monitoring the entire 
process, i.e., a Center for Mass Privatization. 

With regard to the voucher booklets, Article 48, par. 2, states that 500 leva had to be paid 
upon registration and that all monies collected were to be received by the Ministry of 
Finance under a special "Privatization with Investment Vouchers" account- pensioners, 
students, and military (current members of the armed forces) would only have to pay a 
fee of 100 leva while all orphans (18 or under) received their investment voucher 

Subject to certain conditions and limitations. 
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booklets free of charge. According to Article 49, individuals participating in this 
program either exchange their vouchers for shares or equity directly from the commercial 
companies or through Privatization Funds. 

Also set up by the Council of Ministers was a Center for Mass Privatization to run the 
processes associated with the Privatization With Investment Vouchers Program. This 
Center for Mass Privatization is a legal entity, headquartered in Sofia with a budget 
secured under Article 48. In addition, the Council of Ministers appointed an Executive 
Director to head the Center and adopted the structural regulation for the Center's 
functions. 

Characteristics of the Bulgarian Mass Privatization Program 

The Bulgarian MPP is as ambitious in scope and size as similar programs in Central 
and Eastern Europe 
"Laissez-faire" Mass Privatization Program (Czechoslovakian model) -- where the 
State issues vouchers and citizens decide how to use them: invest in shares of 
companies directly, or shares of financial intermediaries, which in turn invest in the 
companies 
A Center for Mass Privatization was set up by the Council of Ministers to monitor the 
MPP 
Financial intermediaries would be used -- the Bulgarian Parliament approved a 
detailed Privatization Funds Law 
Swiftness in executing the program was a priority over attention to plan details 
Vouchers were not freely tradable (they were inheritable and non-transferable except 
to close relatives) which restricted their value and therefore their attractiveness. The 
wide distribution of shareholders in this case may eventually lead to a highly 
atomized shareholding structure, which in turn may become possibly harmful to the 
companies' post-privatization performance, since it is unclear how, effectively, 
owners' interests would be represented or how management would be supervised 
Voucher options: citizens can use vouchers in two ways: 

directly bidding for shares of companies to be privatized 
exchanging the vouchers for shares of specialized financial 
intermediaries (Privatization Funds) 

Under the program, all Bulgarian permanent residents receive, against a fee of 500 
BGL, vouchers worth, par value, 25,000 investment Leva that could be used to buy 
shares in over 1000 designated enterprises. 
Bulgarian students, pensioners, and military receive the 25,000 investment Leva 
against a fee of only 100 Leva while orphans receive the booklets for free 

10) Orphans have a right to the investment booklets even if they are not 18 years of age, 
the logic behind this is that if they had parents, these booklets would be inherited by 
them at a later date- this way the orphans are ensured ownership of a voucher booklet 



1I.B. Objectives 

The overall objective in Phase IV was to assist the Center for Mass Privatization and the 
Ministry of Economic Development in creating and executing the detailed blueprint for 
the Bulgarian Mass Privatization Program. More specifically, Barents, with the financial 
commitment of USAID was to define a set of policies, procedures and guidelines for the 
operating structure of the program. 

With the objective to provide strategic directives for AID, Barents conducted a study 
titled, Privatization and Private Sector Development in Bulgaria: Strategic Directives 
for AID in March of 1995 (please see Appendix IV- Phases 1-111). Barents was directed to 
conduct "a brief analysis of the financial sector (including privatization) with a view to 
defining several future technical assistance projects" that AID could initiate to facilitate 
privatization in general. Barents' conclusions were driven by a fundamental underlying 
assumption about AID's primary mission and objective in Bulgaria which was: 

To contribute to increasing the pace and improving the quality of Bulgaria's transition to 
a competitive market economy, and developing a strong, productive private sector by 
providing sharply focused technical assistance. 

Out of this study came three areas which Barents singled out for specific attention. Given 
AID's strategic mission and core competence, Barents concluded that the following areas 
of Bulgaria's economic reform remained to be addressed: 

Privatization assistance - specifically geared towards a Mass Privatization 
Program, and assisting the Center for Mass Privatization and other relevant GOB 
institutions to effectively design and implement the MPP 

Securities Market development - focusing specifically on assistance that would 
create the regulatory and legal infrastructure required for a well-functioning 
secondary equity market, which in turn will be one of the key factors for the 
ultimate success of the MPP. 

Banking Sector reform - that would address some of the most serious problems 
currently undermining the soundness of the financial sector, and limiting the 
capacity of Bulgarian banks to contribute to the privatization process. 

Issues which would be addressed by the above points were the slow transition, new 
government and absorptive capacity (i.e., donors are concentrating resources on many of 
the same or similar technical assistance activities, with limited local absorptive capacity). 
To avoid overcrowding by donors, Barents recommended to AID to carefully target 
activities of maximum impact that support Government priorities. 



Broadly, the resulting recommendations were two fundamental areas which Barents 
recommended that AID in Bulgaria should place as priority in order to assist the 
Bulgarian Government to achieve its primary mission. These objectives were: 

1. Ownership change and other techniques that transfer control of a substantial 
percentage of Bulgaria's productive assets from the state to the private sector. When 
these assets are privately controlled, as we had learned from a mounting body of 
empirical evidence throughout the region and beyond, there was a strong likelihood that 
other changes would follow which would contribute directly to the ultimate objective of 
privatization: enhanced efficiency and competitiveness of the underlying assets 

2. Complementary initiatives which would both accelerate the transition process and 
strengthen the private sector. These included developing a viable equity market that 
would efficiently and fairly intermediate between prospective investors and the 
enterprises that would need large amounts of equity capital, and a healthy banking sector 
that could provide capital to the emerging private sector and k c t i o n  as an outlet for 
savers. 

Sharpening the focus of these recommendations, a Mass Privatization Program became a 
priority with the primary objectives mentioned earlier in this report. These objectives 
included: 

to accelerate privatization and increase the share of the private sector in the national 
economy through the mechanisms of corporate ownership; 

to commit the population, en masse, as well as enterprise management to the process 
of economic transformation by eliminating the vacuum which had formed in the 
governance of state enterprises (and which had resulted in blocking the divestment of 
national assets); 

to heighten structural reform in general, thereby aiding the development of a mature 
capital market in Bulgaria; and, most importantly ...................... 

The Mass Privatization Program will help emure the irreversibility of the economic 
and political reforms in the country by expediting the ownership transformation 
process. 



1I.C. Accomplishments of the Delivery Order 

Barents assessed the environment for a Mass Privatization effort and put together some 
recommendations and checklists based on this assessment. The conclusions of the 
assessment were: 

I )  the political will to privatize was relatively strong, however human resources to 
designlimplement the program were weak; 

2) the Government of Bulgaria was likely to require extensive near and long-term 
technical assistance, both to design details of Mass Privatization and implement the 
program; 

3) if the pace of the Mass Privatization Program was to accelerate within the year, 
immediate delivery of technical assistance was required; 

4) there was ample scope for AID technical assistance to accelerate privatization; and 
5) there were strong indications that key Government decision makers were receptive to 

a quick-start AID program. 

Barents subsequently put together a budget and workplan (please see Appendix VIII- 
Critical Path) for the MPP and identified critical areas for the Center for Mass 
Privatization to concentrate its efforts. Barents met with Mr Roumen Getchev, Deputy 
Prime Minister and Minister of Economic Development, and Mr. Entzislav Harmanjiev, 
Deputy Prime Minister of Economic Development in order to understand these particular 
requirements. Barents also worked in close contact with Dr Joseph Iliev, then Director of 
CMP and his staff towards clarifying and finalizing the enterprise selection criteria, 
assisting and accelerating the corporatization process, and other issues related to the 
supply side. In addition, Barents' assistance was requested on some aspects of the 
demand side requiring urgent resolution, such as auction format, voucher design, 
computer tender specifications, PR tender specifications and evaluation criteria, as well 
as the concept and design for the CMP newspaper. 

Barents identified key factors which were required for the success of the MPP. These 
included: 

unambiguous, strong political support; 
speed; 
simplicity; 
central controlldecentralized execution ("bottom up"); and 
technical assistance. 

The stages of Barents' aid to the CMP were broken down by design, implementation, and 
execution. Each of these phases is explained in detail below: 
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Mass Privatization Program: The Design 

One of the accomplishments under this delivery order was to assess the needs of the 
program itself and subsequently to design the Mass Privatization Program in its entirety. 
At the time we came in for an assessment, Bulgaria was in the process of finalizing a 
basic blueprint and timetable for the MPP. Severely understaffed with a staff of only six, 
the CMP was in urgent need of assistance to design the MPP quickly. Our preliminary 
analysis of the situation demonstrated some of the critical decisions which needed to be 
made, and were based on certain tasks. 

Barents identified the following projects as technical assistance priorities: 

Design of Mass Privatization Framework- this was needed as immediate assistance and 
would increase the likelihood of a relatively rapid start-up as well as the prospects for 
long-tern success. 

Advisory Services for Mass Privatization Implementation- this required a privatization 
team, which would assist the CMP with the day-to-day evaluation of privatization plans, 
foreign investment promotion and training, and a public education team to organize and 
assist with the execution of a public-relations campaign. In addition, a review and 
adjustment to existing regulations would ensure the consistency of comparable MPP laws 
from other countries with the current (Bulgarian) government's privatization program. 
Finally, a regulatory framework needed to be designed for the Privatization Funds, 
auction procedures and the rapid transfer of enterprises to joint stock companies. 

Some issues critical to the successful implementation of the above-mentioned projects 
were: 

Given Bulgaria's disappointing performance in the design and implementation of an 
MPP until now, coupled with the inherent complexity of the process, Barents 
recommended that AID establish clear, time-sensitive performance benchmarks that 
would have to be achieved in order for AID'S program to remain in effect. 

A firm commitment by the Government was necessary to hire and train (with AID 
assistance) a nucleus of professionals who would be the driving force behind program 
sustainability and would serve as day-to-day counterparts for the AID-hded team. 

In connection with the MPP, the need for both securities market development and 
banking reform would also come. Relying on the success of the MPP, but not necessarily 
developing in parallel with it, these broader projects were two separate strategic directives 
for AID which Barents also recommended. Details of the analysis and recommendations 
are provided in the presentation found in Appendix IVY Privatization and Private Sector 
Development in Bulgaria: Strategic Directivesfor AID. 



Supply and Demand Criteria 

For both the supply and demand sides, Barents determined that the following areas and 
their corresponding tasks needed to be addressed by a comprehensive plan which would 
encompass the design, implementation and execution of Bulgaria's Mass Privatization 
Program: 

(1) Enterprises 
eligibility criteria 
voluntary or mandatory participation 
contents of privatization plan 
acceptable valuation methods 
legal transformation to joint stock company or equivalent 
foreign investor participation 

(2) Vouchers 
eligibility requirements 
value ("investment levels") 
registration fee 
registration process 
distribution process 

(3) Auctions 
local vs. central 
price setting 
bidding rules1 procedures 
settlement process 
schedule, staffing, training 

(4) Regulation 
Amend 1992 Privatization Law 
legal transformation to joint stock companies 
privatization fund regulation (e.g., licensing, capital requirements, share valuation) 
voucher registration 
auction procedures 

(5) Public Education Campaign 
mass communication strategy (e.g., print, radio, TV) 
voucher application process 
auction procedures1 schedule 

(6) Institutional Issues 
roles, responsibilities, accountability of Center for Mass Privatization 
staffing requirements, training 
budget and operating plan 



Supply Side 

The immediate goal of the program was to transform more than 20% of state-owned 
property into private property during the first wave of Mass Privatization. Initially, 
1,207, later 1,063, and (as of August, 1 996), 1,050 enterprises5 were proposed to be partly 
or wholly transferred to the population during the first wave. These enterprises employed 
36% of the total workforce found in all state-owned enterprises, ( excluding financial 
institutions and agricultural enterprises). The total registered capital of the enterprises on 
the list amounted to BGL 205 billion: 46.7% of which (BGL 95.3 billion) was to be 
offered for Mass Privatization. In fact, in 82% of the enterprises selected for Mass 
Privatization, the Government committed to privatizing a majority stake (from 67%-90% 
of these companies' capital) thus transfemng completely the ownership into private 
hands. 

Barents designed the program to include two waves, each wave consisting of three 
auction rounds. During the first wave the Government chose to preserve a majority share 
in some of the largest, and "economically strategic" companies (in metallurgy, oil- 
refining, chemical and pharmaceutical industries). The Government communicated that it 
planned on selling its remaining shares for cash to foreign or local investors or placing 
them into the second wave of Mass Privatization. In some cases, part or all of the State's 
remaining block of shares would be used to cover restitution claims. 

The methodology designed for the distribution of enterprise shares was based on the 
percentage of enterprise shares offered for Mass Privatization. Several factors 
contributed to this methodology, including shares reserved for the population, shares 
reserved for the workers, and shares left for the state. Basically, of the shares offered for 
Mass Privatization, 10% were set aside for workers. The remaining shares (those left 
outside the ones set aside for Mass Privatization) were left for the state- with the intention 
to eventually release them by cash privatization. From this remaining portion of shares, 
the workers were entitled to a further 20% of the shares, but at half price. For example, in 
the case of an enterprise offering 25% of its shares in the MPP, 17.5% of the total shares 
(2.5% + 15%) automatically go to the workers of the enterprise. This methodology was 
what Barents developed as an amendment to the MPP Law, specifically, the Ordinance 
on Workers' Preferences. 

The actual list of the enterprises to be privatized against investment vouchers included 
some of the largest and most profitable companies in Bulgaria as well as other smaller, 
agricultural companies. 

This was four times more than the total number of enteprises privatized in Bulgaria during the period 
1993-1995. 
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Though the list for Mass Privatization continues to change, and, under law, is permitted 
to change up until the first round of auctions, the following table is .a breakdown, as of 
mid-August, 1996) by sector, of the enterprises which are to be offered for Mass 
Privatization: 

Sector 

Industrv 

Tourism I 54 1 5.4 1 

Construction 
Agriculture 
Transport 

Number of Enterprises 

65 1 

By percentage breakdown, the same information may more easily be understood: 

Capital to be privatized 
(billions of BGL) 

71.5 
70 

167 
7 3  

o t h e r  
Total 

The average size of the enterprises selected for Mass Privatization was BGL 195 million6 
of registered capital. However, 13% of the total capital offered for Mass Privatization 
was of medium-sized companies with registered capital below BGL 100 million each; 
30% of the capital for Mass Privatization was for large companies with registered capital 
between BGL 100 million and BGL 500 million; 57% of the capital for Mass 
Privatization was of very large companies with registered capital over BGL 500 million. 

4.4 
8.0 
2.5 

35 1 3.5 
1050 I 95.3 

6 By August 1996 exchange rate terms of BGL 200: US $1, this is approximately equivalent to US 
$975,000. 
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The structure of the enterprise list was constructed so that once Mass Privatization 
concluded, all of the privatized companies would be eligible for trade on the stock 
exchange, i.e., would be sufficiently strong to pass all of the rigorous tests which were to 
define listing on the exchange. (Looking forward, this structure also provides an impetus 
to the development of the stock exchange market). In 82% of the selected enterprises, the 
state would privatize a majority stake (over 67% of the capital) through the mechanism of 
voucher privatization. 

Finally, in co-ordinating all of this information, we realized that the information had to be 
organized in an easily accessible and comprehensive manner. Employing a 
manufacturing analogy, the capacity of an MPP such as Bulgaria's would depend more 
on the supply of companies and the demand for shares than on the processing capacity of 
the production line itself. The key to achieving such a production line was to develop an 
information system that would be readily understood by the investing public, easy to 
participate in, and simple to operate. 
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Mass Privatization: Implementation 

Taking off from the experience of other Central and Eastern European and NIS countries 
that had already implemented Mass Privatization programs, Barents foresaw the 
following broad areas which would be required to create the structure of the MPP and 
which would need to be addressed in the implementation and execution phases: 

(1) Assisting enterprises in preparation of privatization plans 

(2) Assisting the Center for Mass Privatization to review and approve privatization 
plans 

(3) Legal drafting of laws and regulations 

(4) Developing local capability to carry out a public education program 
(5) Administering the auction process 
(6) Skills training (valuation, preparing privatization plans and business plans, 

corporate governance) for enterprise managers and both CMP and Government 
staff 

From the initial phases of the Mass Privatization Program, Barents worked closely with 
the Center for Mass Privatization in detailing plans, schedules, and laws which would 
need to support the successful design and implementation of the MPP. After the first four 
months of working with the CMP and the Government of Bulgaria, Barents put in the 
initial infrastructure for the MPP. Barents assisted the CMP in: 

creating and proposing before Parliament a list of enterprises to be included in the 
MPP; 
printing and distributing to respective registration off~ces a list of eligible citizen 
participants; 
the printing of 4,000,000 investment voucher booklets; 
training post office staff in the registration process; 
deciding on the software necessary to support the registration of vouchers and bidding 
for shares; 
beginning co-ordination for the development of this computer system software; 
appointing all sub-contractors; 
drawing up tender documentation for hardware providers. 

A critical path was developed to help guide our efforts and aid in the transparency and 
accountability of the process. All deadlines were met with effectiveness and efficiency 
and the CMP had requested that we become involved in all aspects of the implementation 
phases of the program. This included amending laws, drafting ordinances, drawing up a 
budget, and presenting the program to centers around Bulgaria. 
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Enterprise Preparation 

The preparation process was executed in close co-operation with the Center for Mass 
Privatization and included the development of proprietary software and on-going training 
for personnel. This stage of the process was a necessary one before the sales process 
because it requires that: 

a all investors are well informed; 
a consistent and accurate information is made available to all investors; 

the rules and guidelines are widely publicized and clear to all participants. 

The principal constraint to the preparation process was the large number of enterprises 
that had to be funnelled rapidly through the program. This dictated a set of relatively 
simple procedures that would address the issues most important to the future investors. 

One of these procedures included amassing the important details of an enterprise in a 
compact and comprehensible form. The information was brought together in what came 
to be termed the "enterprise passport". This passport fully summarized an enterprise 
slated for the MPP and included such relevant information as: 

a activity and products/ field of operations 
indebtedness 

a competitors 
personnel 

a average monthly cost of labor 
a financial data for the last three fiscal years 

A blank copy of an enterprise passport can be found in Appendix XII. 

By June, 1995, Barents had supplied the Center for Mass Privatization with the 
following: 

Workplan for the Mass Privatization Program - guidelines and methodology for 
developing privatization plans for selected companies 
Budget for the Mass Privatization Program 
Recommendations on enterprise selection criteria - draft of the legal documentation, 
describing the procedures for forming the list of companies for Mass Privatization 
Recommendations on CMP organizational structure - institutional organization 
Standardized form for creating enterprise passports (short and long forms) 



Set of documents to be used by enterprises in the corporatization7 process: 
1)  Application for transformation into a joint-stock company, 
2) Statute of regulations for an enterprise, 
3) Resolution of the meeting of the Board of Directors, Declarations of the 

members and the Chairman of the Board of Directors, and 
4) Signature specimen 

Alternative methods for the distribution of shares during auctions and comparative 
analysis of the different alternatives 
Evaluation of the options for using the electronic stock exchange for conducting Mass 
Privatization auctions 
Draft decree on how to organize and conduct the Mass Privatization auctions 
A plan for presenting the companies on the Mass Privatization List to the public as 
part of a future awareness campaign 

During the last quarter of 1995 Barents helped the CMP accomplish one of the central 
tasks of the Mass Privatization Program - finalization of the list of enterprises to be 
offered at the auctions. Barents processed data about numerous State-Owned Enterprises 
(or SOEs), scanned their financial and overall competitive positions and selected those 
which were eligible for Mass Privatization. The list of enterprises was subsequently 
approved by the Council of Ministers and by Parliament as part of the official program 
for Mass Privatization. 

Barents also developed database software for the MPP and began to build an 
informational database based on the approved enterprises. This database was to be used 
for the issuance of the enterprise inforination passports that were made available to the 
public before the auction rounds began. 

Barents also assisted the CMP in amending and drafting important pieces of legislation 
critical to the MPP. These included amendments to the Privatization Law and the Law on 
Privatization Funds, which were subsequently passed by Parliament. Additionally, 
Barents aided the CMP in co-ordinating the activities of the Ministry of Territorial 
Development and Construction to compile and print the list of citizens eligible to receive 
vouchers and to send the same lists to the registration offices throughout the country. In 
addition to workers' preferences, the Barents team also worked out the issues of legal 
analysis of an enterprise and corporatization procedures for enterprises included on the 
MPP list. 

' Transferring ownership of the enterprise from state-owned to privately owned, thereby creating a 
corporate entity. 
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Mass Privatization: The Mechanism/ Execution 

The Mass Privatization Program was designed so as to give equal access to all eligible 
citizens. Every citizen over the age of 18 was eligible to receive investment vouchers 
which they could exchange for shares in state-owned enterprises. The only exception to 
the age rule included that for orphans, who were entitled to a free voucher booklet, 
regardless of their age. Initial statistical data showed that 6.7 million Bulgarians were 
eligible to take part in the program. 

Beginning in January, 1996, the investment voucher booklets were collected by citizens 
at over 3,100 registration offices set up at post offices throughout the country. The 
vouchers were non-tradable and dematerialized (each citizen received a computerized 
account where the shares that helshe has acquired will be registered). The cost 
breakdown of participation was as follows: 

Once citizens had registered, three options were available for their participation in the 
auction process. Investment vouchers could be: 

Real Cost of a Mass Privatization Voucher Booklet 
Par Value = 25,000 investment leva 

I. transferred to close relatives to bid with the vouchers; or 
2. invested directly in enterprise shares via voucher auctions; or 
transferred to Privatization Funds, allowing investment finds to bid with the vouchers - 
essentially this allowed a citizen to buy a share in a fund as opposed to an enterprise. 

Cost (Jan. 1996 exchange rate terms = 79 
BGL : $1) 

500 BGL 
100 BGL 
Free 

Eligible Participants 

All Bulgarian Citizens over age 18 
Pensioners, students, soldiers (over 18) 
Orphans (regardless of age) - 



The Players - Public Sector I 
The Mass Privatization Program was organized and implemented by: 

Entity 
Center for Mass Privatization 

Responsibility 
overall responsibility for the 
implementation of the program (the Center 

Post office' 

The auction mechanism was created to be simple. All enterprise shares on offer will be 
put into the first auction. Shares will be allocated among the highest bidders at the bid 
price until all the shares of an enterprise allocated for Mass Privatization are distributed. 
Should any shares go unsold, they will be offered in the next round. By the third round, 
any unsold shares will be distributed, on a pro-rata basis, to those citizens who already 
had a stake in that enterprise. 

is part of the Council of Ministers) 
the one and only interface with the 

Ministry of Finance 
Ministry of Territorial Division and 
Construction 
Securities and Exchange Commission 

] The Players - Private Sector I 

population 
in charge of the central database 
providing information on the "eligible 
population" 
responsible for regulating the Privatization 
Funds 

the Privatization Funds (sometimes referred to as PFs) 

While developing the Mass Privatization scheme it became obvious that the idea of 
distributing ownership rights to such a large number of individual investors would not 
work efficiently without the introduction of intermediaries who were strong- both 
financially and organizationally. The Privatization Funds were expected to play a central 
role in Mass Privatization, pursuing two goals: 

1) as concentrated managers of large packages of shares, PFs were expected to be 
instrurnent.1: 
2 in restructuring privatized companies; 
3 in working out effective development strategies; and 
3 through corporate governance, in monitoring the realization of the strategy. 

8 The collection of the 3 100 post offices participating in the program, found throughout the country. 
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2) as professional managers of diversified investment portfolios, PFs would be able to 
reduce the risk faced by individual shareholders. 

The Law on Privatization Funds (or LPF) envisages that the funds will be licensed and 
regulated by the Securities and Exchange Commission (sometimes referred to as "the 
SEC" throughout the document) with tight control to prevent abuse. The SEC prepared, 
and the Government approved, a number of Ordinances, regulating the activities of the 
Privatization Funds and the first prospectuses of candidates to establish Privatization 
Funds. Preliminary studies showed that many financial institutions, including banks, 
were interested in becoming shareholders in Privatization Funds because they knew that 
the public would have confidence that their investments would be professionally 
managed. Foreign companies were allowed to become shareholders of Bulgarian 
Privatization Funds as long as they operated for more than five years in their countries of 
registration. Solid bank guarantees were also required. 

Moreover, to avoid concentration of ownership, and therefore abuse, the LPF envisaged 
that nobody would be allowed to hold directly, or through related persons, more than 
10% of the capital of a privatization fund. In addition, prudential limits were established 
due to the concern about excessive concentration of ownership by funds. Funds were 
allowed to own up to 34% of the capital of individual companies being privatized. These 
two rules were written to enable funds to take an active role in the corporate restructuring 
so that the unfavorable effects of dilution of ownership among many small investors 
would be avoided. 

As elsewhere in Central and Eastern Europe, the Privatization Funds were expected to 
play a central role in the Mass Privatization Program. 

The funds were licensed and regulated by the Securities and Exchange Commission with 
tight control to prevent abuse. To qualify as a privatization fund, a company had to have, 
at a minimum, 70 million leva (of which 10 million leva must be in cash or Government 
securities) and at least 70% of the required capital in vouchers, i-e., the fund must have 
already attracted these vouchers. For example, provided that the company/PF in question 
puts up $1 million (79m BGL) this worked out to be approximately 7,400 voucher 
bookletsg , in addition to the $1 million in cash, which the company would have to collect 
in order to qualifl as an privatization fund. Only after the fund had qualified, both on the 
basis of required capital and voucher value, could it apply for a license. It was also 
important to find a rational balance among the following: 

restrictions on the activities of the funds; 
formation of the portfolio included; 

9 Given the fact that $lm (79m BGL) is put up in cash, that makes the 100% "required capital" mark equal 
to 264 m BGL for that particular fund because, by law, only 30% of the total required capital can be in 
cash. Therefore, 70% of the capital must be in vouchers, which means that, in addition to this $lm cash 
amount, approximately 7,400 investor booklets must be collected ([(70%*264m BGL)/25,000]= 7,400)in 
order for the company to qualify as a fund. 
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the possibilities to effectively manage the acquired portfolios; and 
the realization of profits. 

The key players in the emerging privatization fund industry were expected to be banks 
and other financial institutions, which had either the distribution capability or the capital, 
but ideally both, to participate successfully in the MPP and beyond. 

The ~imetable" I 
Activity 

Distribution of Vouchers - to last about 
three months (was extended one month) 
Transfer of Vouchers to PFs and 
relatives- to take approx. one month, 
extended by two weeks 
Registration of PFs 
First voucher auction 

10 Please also see Appendix VIII (Phase IV) for Critical Path timeline. 
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Date 
January - May 1996 

July- August 15,1996 

June, 1996- September, 1996 
October, 1996 

First wave completion- consists of three 
auction rounds which will each last approx. 
3 months each 

October, 1996-June, 1997 
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1I.D. Individuals/ Level of Effort 

Individuals 

This phase of the project began in March, 1995 with the folIowing team: 

Barents: 
Project Manager: Philippe LeRoux 
Team Leader: Zhivko Nenov 
Economists: Roger Leeds 

Todd Thomson 
Brian Murphy 

Financial Planners: Georgi Petrov 
Carolyn Winn 
Vivian Sanchez 
Brett Paschke 
Linda Van Gosen 

Accountant: Kristina Tzaneff 

Capital Market Specialist: Philippe LeRoux 
Local Financial Manager: Zhivko Nenov 
Economist: Margaret Linvill 
Local Financial Hires: Todor Velev 

Nikolai Lukov 
Stamen Tassev 
Svetoslav Dimov 
Nely Baeva 
Diana Nikolaeva 
Ilia Dimov 
Daniela Stefmova 
Efi Sopadjieva 
Galina Starodubtseva 
Karamfila Lazarova 

As the program continued, some members of the team left while others came on board. 
In the concluding month of this Delivery Order, our team also included: 

Local Hires: Vladimir Velev 
Galina Stamatova 
Ivan Bakardj iev 
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Level of Effort 

For a total level of effort of each USAID funded individual over the life of the project, 
please see Appendix VI, Extended Budget and Level of Effort. 



1I.E. Description of Activities1 Methods of Work 

Under the new scope of work to aid the Government of Bulgaria and the Center for Mass 
Privatization to accelerate the design and implementation of the Mass Privatization 
Program in Bulgaria, Barents initially held a series of meetings in Sofia to clarify and 
finalize the work plan and identify the critical areas of the program which would need the 
most attention during the initial months. Meetings were held with Dr. Joseph Iliev, then 
Director of the CMP, to discuss the program in general and the specific areas which 
demand critical attention. In addition, Barents met with Mr. Andrei Delchev, Member 
and Head of the Legal Department of the Council of Ministers, in order to clarify the 
specific legal issues which are critical to the MPP. 

Because EC PHARE was funding the "demand side" of the process, agreement was 
reached that Barents should start immediate work on developing the "supply side", 
including the criteria for selection, the information that will be presented, and other 
related issues. In addition, we offered assistance in any of the other broad areas of the 
MPP "until further assistance comes on board", as requested by Dr. Iliev. This was 
particularly important since, as mentioned before, the CMP was extremely short-staffed 
and no other foreign advisors were present in Bulgaria to assist in this crucial start-up 
phase. 

By the end of the calendar year, 1995, Barents helped the CMP to accomplish one of the 
most central tasks of the MPP- finalization of the list of enterprises to be offered at the 
auctions. In achieving this, we had processed data about numerous state-owned 
enterprises (SOEs), scanned their financial and overall competitive positions, and 
selected, against an approved list of criteria which we developed, those enterprises which 
were eligible for Mass Privatization. The fundamental factor across all of the criteria 
used was that the enterprises, post-privatization, would have to have the potential to 
survive in a market economy. The list of enterprises was subsequently approved by the 
Council of Ministers, and by Parliament as part of the program for Mass Privatization. 

By the following detailed list of our accomplishments, clear insight can be gained into 
Barents' activities over this period: 

Compiled a preliminary list of state-owned enterprises to be offered for Mass 
Privatization 
Critical Path Development- designed and proposed the most timely path to follow to 
the CMP in the implementation and execution of the MPP; constantly kept updated 
and ready for CMP7s reference 
Prepared a final budget and staffing chart for the CMP in a format that would be 
readily approved by the Bulgarian Government 
Assisted the CMP in the organization of the network of registration bureaus and 
regional centers 
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Auction Format- chose the best network for this, made presentations to local staff 
who would be handling registration and incoming information, and trained staff 
Voucher Design- actual design of the vouchers to be used in the bidding process 
Presented computer and system specifications (both hardware and software) on the 
MPP computer system which will handle the registration of vouchers and bids, and 
will also determine the distribution of shares 
Assisted in applying the enterprise selection criteria to compile the list of enterprises 
for MPP 
Developed and proposed the technological process of the MPP, including registration 
of vouchers, transfer of vouchers to Privatization Funds and relatives, submission of 
bids, etc. 
Designed, proposed, and evaluated several alternative auction formats with the CMP- 
after a priced bidding auction format was approved by the CMP, Barents finalized the 
Decree on the Issue, Distribution and Registration of Voucher Boob  to Citizens for 
Participation in the Voucher Privatization 
Wrote and finalized Decree on Centralized Auctions for Shares of State Enterprises 
Included in the Voucher Privatization Program 
Designed and finalized the timetable and organization of the MPP 
Prepared, in close co-ordination with the Credit Commercial de France (CCF) team 
("demand side") a set of instructions for the post offkes for the voucher registration 
and transfer process, including the training of its post office personnel 
Assisted the CMP in the organization of the information processing at the central 
computer site 
Assisted the CMP to co-ordinate the activities of the Ministry of Territorial 
Development and Construction that printed the list of all eligible citizens, the 
computer center of the Ministry of Finance that will perform the data-entry, and the 
post offices responsible for the registration 
Compiled, organized, tracked, updated, and processed all data regarding the 
enterprises on the list for Mass Privatization, reviewed their financial and overall 
competitive position, and proposed those enterprises that would be eligible to 
participate 
Advised the CMP on the tender commissions, financial terms and terms of reference 
for the PR campaign of the MPP 
Proposed several ordinances that govern the MPP procedures which were later 
adopted by the Council of Ministers 
Provided technical advice to the CMP regarding competitive tenders for the computer 
network 
Designed and developed the "enterprise passport" (the document with all the 
information regarding an enterprise) as well as the information database which will 
hold and process all information on all enterprises included on the MPP list 
Provided advice to all managers that had inquiries regarding the passport information 
Developed the TOR and budget ($500,000) for a grant funding to the CMP 
Screened all enterprises about which the CMP received letters- suggested changes to 
the list, summarized main issues 



Prepared a resume on the progress of MPP in English which the CMP distributed 
among foreign embassies 
Prepared form for screening the legal analyses of the enterprises 
Aided in monitoring all implementation procedures 
Prepared an instruction manual on legal analysis, design summary information form 
of legal analysis, assist in reviewing legal analyses 
Provided problem solving assistance to CMP 
Trained CMP staff on legal status of enterprises 
Provided daily assistance to CMP on supply-side issues 
Prepared a mechanism for corporatization as well as monitored corporatization 
procedures on all enterprises 
Developed and help to gain acceptance on a Share Allocation Methodology 
Designed an algorithm to calculate workers' preferences 
Prepared proposals on the amendments of the Auction Decree and the Preference 
Decree 
Prepared a proposal for a government decree on corporatization 
Developed an instruction manual and software on preferences 
Prepared a set of documents and instructions for application and execution of 
preference rights 
Continued to build a computer database on enterprises 
Assisted the CMP in the preparation of additional regulations 
Assisted in the preparation of the second phase of the first wave, which includes 
registration of funds and beginning of auctions 
Completed a survey measuring the public's opinion of the MPP 
Assisted the Securities Commission in the preparation of regulations- they were 
reviewed and accepted by the Government and included the ordinances for 
Privatization Funds, Fund Prospectuses, the Transfer of Shares, and Workers' 
Preferences, Tariffs, and Registries 
Updated the enterprises slated for privatization 
Analyzed and selected new enterprises to be swapped with those already on the list 
but no longer suitable for participation in the MPP 
Provided the CMP with complete financial and economic analyses on an additional 
235 enterprises which later replaced some of the original 1063 
Analyzed and determined requests for credit by some enterprises included on the list 
Assisted the CMP in developing accounting standards to which the Privatization 
Funds and the companies on the MPP list will need to adhere. 



F. Conclusions and Recommendations on Delivery Order #20 

Despite the Bulgarian Government's willingness to continue in its efforts of economic 
reform, broad political problems with the privatization process were present throughout 
the life of this contract. When this delivery order commenced, in March of 1993, our 
work was hindered by Bulgarian firms which were targeting the acquisition of domestic 
assets, at the expense of encouraging foreign investment. The following paragraphs 
separate, into categories, the major obstacles which Barents came across in meeting the 
objectives of this delivery order. 

Privatization Agency 

-- -- 

problem: 
In 1993 the Head of the Privatization Agency, Ms. Renata Indjova, revoked our 
contracted success fees because she felt that there was "no use for foreign consultants in 
Bulgaria". We disagreed: we saw a correlation of the fact that so few deals were being 
completed in Bulgaria and the fact that there was a lack of understanding by the Agency 
on how to close a transaction. Nevertheless, this, in effect, put a halt to our Phase I work. 
At the same time, the Agency had entered a period of flux and was a concern to most 
foreign investors. 

Mrs. Indjova's performance during negotiations was disappointing- she voiced profound 
distrust of foreign advisors in general and success fees in particular. We were therefore 
unable to build a relationship of trust with her and unable as well to close a transaction 
that had few legal complications and a willing buyer. 

Solution: 1 
Fortunately, by the way the laws were set up, a number of the construction companies we 
had targeted under Phase I, as well as Pamporovo Ski Co., fell under their respective 
Ministries (for privatization) rather than under the Agency. For the short-term we worked 
around the Agency until management there renewed their mandate. 

A stronger legal infi-astructure in Bulgaria at the time would have alleviated the problem 
instantly. However, the lack of one showed, back then, potential for conflict between the 
Agency and any future foreign consultants, or investors. This issue was settled when the 
Agency requested, and USAID agreed (subject to a modification to the contract), to fund 
a larger component of local consultants. 



Legislation 

I Problem: I 
Under Phase I, a serious concern was some of the Bulgarian legislation. In particular, the 
legislative environment in Bulgaria was not conducive to facilitating privatization in the 
building materials sector. Our attorneys reported that the mineral extraction law was 
substantially less favorable to potential privatizations than we had originally anticipated. 
Specifically, the Bulgarian Government owned all minerals and was allowed to cede only 
the right of extraction on a temporary basis; it was prevented from granting irrevocable 
extraction rights. 

1 Solution: 
After locating a few potential investors, the law impeded further efforts and Barents 
decided to focus on smaller-scale efforts (Delivery Orders #21 and #47 were a result) 
while the Government decided on its future course of action. 

Investor Preference 

1 Problem: 
In 1994, continuing delays from the Agency and the resistance to privatization from some 
of the companies themselves continued to discourage foreign investors. One general 
director of one of our construction companies in particular was openly hesitant about any 
immediate intentions that a Dutch fiberglass company had to joint venture or privatize. 
While we continued to market the construction companies to foreign investors, we 
concluded that, under these conditions, a domestic auction could be the most attractive 
way to privatize the companies. 

Foreign investors increasingly became frustrated and confbsed with the activities of the 
Privatization Agency. Nabisco's unsuccessful high offer, made in February of 1994, was 
for $4m for Sofia Confectionery and an additional $12 million of investment. Nestle and 
United Biscuits were among the other contenders. In the end, the Privatization Agency 
negotiated and approved the sale for 70% of Sofia Confectionery's shares to Nestle for 
only $2.1 m cash, $4.27 in assumed debt, 'and a pledge of $7m of additional investment 
over time. Nabisco's unsuccessful higher offer for Sofia is a good example of the 
challenges investors faced. 

Regarding Pamporovo Ski, the negotiations and closing were hampered by the question 
of authority over the possible sale. This procedure tested the Ministry of Industry's 
ability and willingness to execute privatizations and provided them with an opportunity to 
distinguish themselves from the Agency. However, due to frustrations and delays with 
privatization in general, and in large part due to the indecision on the part of the Ministry, 
the negotiations and closing of Pamporovo Ski stalled nevertheless. 
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Additionally, given the obvious preference for Bulgarian investors, the concept of a 
domestic auction at one point seemed to be the most attractive way to privatize the 
companies we had targeted. However, securing the needed financing1 underwriting from 
Bulgarian banks proved to be difficult. Moreover, many of the companies which we 
examined under this project were likely to be included on the (then) much-talked-about 
Mass Privatization list, confusing the actual shares available for distribution to Bulgarian 
investors. This further delayed our efforts and conveniently prevented foreign purchase. 
Moreover, the Ministry, at one point, wasn't encouraging m y  privatization. 

I Solution: 
Barents targeted buy-side investors after sell-side work proved to be impossible. 
However, with the trend towards the Government's obvious preference for the domestic 
(Bulgarian) investor, Barents explored the options under a mass privatization effort. 

Political Changes 

I Problem: 
In September, 1994, the Berov Government, Bulgaria's sixth since reforms began in late 
1989,- collapsed, adding to the fmstrations of the people and investors in particular. 
Privatization came to a crawl and projects were put on hold until elections were held in 
December and new officials took office. Due to all of the above-stated factors, this 
delivery order was put on a "care and maintenance" basis for a while, meaning that 
Barents would wait until the Bulgarian Government and USAID decided upon a more 
appropriate time to pursue M e r  the contract. 

/ Solution: 1 
As a result then, and due to the overall reluctance on the part of the Bulgarian 
Government to privatize enterprises, we initially (before the assessment for the 
accelerated development of the MPP) changed our strategy to focus USAID-funded 
technical assistance at the municipal level, where we judged real progress to be feasible 
and valuable with the objective of stimulating privatization. These were Barents' 
separate delivery orders, specifcally delivery orders #21, and #47, which came before the 
final phase of this delivery order, Phase IV- the Bulgarian Mass Privatization Program. 

The Mass Privatization Program 

In order to meet the primary goal of the GOB and accelerate the privatization process, the 
determination of the Barents team in March, 1995, that a Mass Privatization effort had to 
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be put into place and executed immediately was made based on our overall economic 
analysis. 

Advertising 

I problem: 
When the Mass Privatization Program officially opened, with the registration phase, on 
January 8, 1996, several issues were already at the forefront. One was the advertising 
campaign for the MPP, which, rather than having begun far before then began within the 
same quarter. The campaign itself was to be awarded to a private group which would be 
responsible for the PR element of the MPP. However, the Government, in this instance, 
insisted upon taking over this responsibility and placed the responsibility for this 
campaign on the Government of Bulgaria's Press Center. Instead of having begun in 
September of 1995, in order to alert and begin educating Bulgarian citizens, the 
infomercials and other media did not truly begin until the same time the registration 
phase began, in January, 1996. 

From the onset, it was clear that many eligible Bulgarian citizens were waiting to register 
in the third month of the registration phase, making it difficult to determine how 
successful any of the advertising campaign had been. Delayed and lacking dynamism, 
the campaign hardly succeeded in immediately attracting, and more importantly, 
convincing, a large number of the population to register during the early stages of the 
MPP. The infomercials, though somewhat informative, were weak in reaching a larger 
portion of the population via television because of the fact that they were often released 
after prime-time. Moreover, these infomercials lacked logic in their presentations and 
barely presented the breadth of the knowledge spectrum required by the uniformed 
public. 

I Solution: 
In May, 1996, to correct the undynamic efforts of their advertising campaign, the 
Bulgarian Government extended the registration deadline since a large portion of the 
population were still expected to register in the final weeks of the registration phase. By 
then, onIy 2.5 million, or 37% of the eligible population had registered. Part of the 
population's rationale seemed to be to wait until the exchange rate fell, but also to see if 
others would buy, and therefore make it worth their while and expense to buy the voucher 
booklets. Due to this extension all other phases of the MPP were pushed back by four to 
five months, putting off the entire implementation schedule. This pushed back auction 
rounds to September of 1996, at the earliest. However, as of August, 1996, registered 
participants increased to 3.2 million Bulgarian citizens (or 47% of the eligible population) 
and 92 Privatization Funds had been approved. 



Technical Support 

1 Problem: 
Another issue throughout the entire period of advice to the Center for Mass Privatization I 
was the continual support which Barents provided to both the CMP and later the SEC. 
The Center for Mass Privatization was severely understaffed for the overwhelming 
amount of work which needed to be accomplished for the Mass Privatization Program. 

Solution: 
From inception, to design, implementation, and execution, Barents consistently provided 
assistance to, and in some cases led, the CMP in proposing amendments to existing 
decrees and writing draft regulations. Barents also provided advice and training to 
regional information centers as advisors to enterprise managers in their responsibilities 
during the MPP. 

In addition, due to the immense amount of preparation which the MPP required at all 
phases, Barents often found itself straddled over both the demand and supply sides of the 
MPP. For the Barents team, this meant that, for example, finishing analyses on 235 
enterprises which were to be swapped with the financially weak enterprises already slated 
for Mass Privatization (supply side), and designing the voucher booklets to be used by the 
public (demand side) was not an unusual order. 

Especially in the initial stages of the MPP, assistance of this kind on the part of Barents 
was extremely important, primarily because the CMP as extremely short staffed and there 
were no other foreign advisors present in Bulgaria to assist in the crucial start-up phases 
of the program. When EC PHARE (who had won the demand side of the process) came 
in by August of 1995, Barents had already designed and gained approval on a majority of 
the requirements under the demand side. 

Lack of Funding 

I Problem: 
Increasingly, it also became clear that the CMP program was underfunded. 

Solution: 
Barents worked with the CMP to identify other sources of funds and write outline terms 
of reference for funding of additional work. In addition, the CMP and PHARE had not 
begun to market the concept of voucher privatization to the enterprises or the public by 
that point. Without support from the major stakeholders, it was thought that the project 
could come under fire. Some donors took a skeptical view of the program because it did 
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not meet their paradigm. However, for Bulgaria, this program, if successful, would be a 
great leap forward. The issue here was that donors needed to be convinced of the merits 
of the program as well as the will of the Government. 

List of Enterprises 

I Problem: I 
By the end of October, 1995, while significant progress had been made, important 
obstacles to the success of the MPP remained to be overcome. These included the list of 
enterprises selected for the first wave which awaited Parliamentary approval at that point. 
As the most critical issue, this approval of this list was met with opposition from various 
vested interests in the success or failure of the MPP. Ironically, there were already over 
100 applications from companies which wanted to be excluded from the list. 

I Solution: 
Barents aided the CMP in the analyses of these applications and conducted all the 
analyses necessary on 235 companies which were eventually swapped for companies 
already on the list but in increasingly poor financial condition. In addition, amendments 
in the Privatization Law, as they concerned the MPP, were written and awaited 
Parliamentary approval as well. Finally, the Privatization Funds (PF) Law, one of 
primary drivers for success of the MPP, was approved in Parliament at its first reading, 
however, was later scheduled to undergo more readings. 

Securities and Exchange Commission 

I Problem: 
Assistance to the Securities and Exchange Commission and the Auction Commission 
needed to be provided in establishing the final structures necessary before auction rounds 
begin, as well as continued training to regional information centers. 

- - I Solution: 
Barents aided the CMP in drawing up initial regulations governing SEC activities. 
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Next Steps ................... 
In April of 1996, Barents took stock of objectives achieved over the previous year and 
considered what still needed to be accomplished in order for the MPP to be a great 
success. In light of the fact that the entire timetable for the MPP had been extended with 
some of these delays, it was clear that much more work needed to be done. The Barents 
team met with USAID to discuss the issues and next steps for the continuation of the 
program, in order to help implement and execute the following stages of the MPP. 

An extension to complete successfully the Mass Privatization Program was awarded to us 
and includes, among other objectives, the completion of an information database on 
selected enterprises, additional proposed amendments to the Decree on obligatory 
information, the design of the information form for a catalogue on enterprises, the 
development of an auction pricing methodology and continued close assistance to the 
CMP in establishing a hot-line. 



Appendices (Phases 1-111) 



Appendix I: Initial Budget and Level of Effort 



Delivery Order No. 20 
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ARTICLE I - TITLE 

Project No. 180-0014/Title: Enterprise Restructuring and 
Privatization Project for Central and Eastern Europe. 
BULGARIA -- 8 State-Owned Enterprises from the Industrial, 
Trade, Transport and Construction Sectors. 

ARTICLE I1 - OBJECTIVE 

(See Attachment A) 

ARTICLE I11 - STATEMENT OF WORK 

(See ATTACHMENT A )  

ARTICLE IV - REPORTS/DELIVERABLES 
As stipulated in Section C.3.(c)(2) of the basic I.Q.C., and as 
provided in ATTACHMENT B. 

Copies of each of the reports shall be delivered to (i) the 
Director of the Privatization Office, Ministry of Economics, 
and (ii) the USAID/EUR/RME/ER Project Officer. 

ARTICLE V - TECHNICAT, DIRECTIONS 
Technical directions during the performance of this Delivery 
Order will be provided by EUR/RME/ER/PF, Mark Karns, or his 
designee, as defined in Section F.10 of the basic I.Q.C. 
Contractor will work under the general supervision of the A.1.D 
Representative in Sofia and liaise closely with the A.I.D. 
Project Officer in Washington or their designates. 

ARTICLE VI - TERM OF PERFORMANCE 
A. The effective date of this Delivery Order is March 15, 

1993, and the estimated completion date is March 15, 1994. 

B. Subject to the ceiling price established in this Delivery 
Order and with prior written approval of the Project 
Officer (see block 5 of the Cover Page), Contractor is 
authorized to extend the estimated completion date, 
provided that such extension does not cause the elapsed 
time for completion of the work, including furnishing of 
all deliverables, to extend beyond thirty (30) calendar 
days from the original estimated completion date. 
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Prior to the original estimated comvletion date. the Contractor 
shall provide a copv of the Project Officer's written a~uroval 
for any extension of the term of this delivery order to the 
Contractina Officer. In addition, the Contractor shall attach a 
copy of the Project Officer's approval for any extension of the 
term of this delivery order to the final voucher submitted for 
payment. 

It is the Contractor's responsibility to ensure that Project 
Officer-approved adjustments to the original estimated 
completion date do not result in costs incurred which exceed the 
ceiling price of this Delivery Order. Under no circumstances 
shall such adjustments authorize the Contractor to be paid any 
sum in excess of the Delivery Order. 

A D J U S m N T S  WHICH WILL CAUSE THE ELAPSED TIME FOR COMPLETION OF 
THE WORK TO EXCEED THE ORIGINAL ESTIMATED COMPLETION DATE BY 
MORE THAN 30 DAYS MUST BE APPROVED IN mVANCF BY THE CONTRACTING 
OFFICER. REQUESTS FOR SUCH APPROVALS MUST BE SUBMITTED IN 
WRITING TO THE CONTRACTING OFFICER WITHIN 15 CALENDAR DAYS AFTER 
THE ORIGINAL ESTIMATED COMPLETION DATE OF THE DELIVERY ORDER. 

ARTICLE VII - WORK DAYS ORDERED 

A. Functional Delivery Days Fixed Daily 
Labor Specialist Ordered Rate Total 

Economist - 
(DAVIS) 
Economist - 
(THOMSON) 

~coriomi s t - 
(MARTINEZ-) .-. . 
A,--. 

Project Managel 
80  

Team Leader 
90 

Bus-Strategist 20 

Bus-Strategist 60 p5' 
-. 

Firancial Planners - Mgrs. $8 0 0  
(Gt. JAG, L v  ,..@AVONIA, 
LONGQUIST, PASCHKE. BRUNO) 

\-- -3 
Industrial Engineers - 170 $900 
(8 Positions TBD) 

Accountants - Auditors 250 
(REDDROP, SCHLOSS) 

Capital Market Spec. - 160 
Money Market Specialists 
(LEROUX, MCFARYIlJD) 

~ttorneys (SQUIRE & SAUNDERS) 255 $1,350 
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0 .  The individuals identified above are designated as 
essential/key personnel pursuant to Section F.12 of the 
basic I.Q.C. Labor categories with "TBD" represent to be 
determined individuals, and upon their identification 
will require A.I.D. Project Officer and Contracting 
Officer approval prior to their utilization. Eastern 
European local hire professionals may not be utilized 
under this delivery order without specific prior written 
approval of the Contracting Officer. 

C. Subject to the prior written approval of the Project 
Officer (see Block No. 5 on the Cover Page), the 
Contractor is authorized to adjust the number of days 
actually employed in the performance of the work by each 
position specified in this order. Contractor shall 
attach copy of the Project Officer's approval to the 
final voucher submitted for payment. 

D. It is the Contractor's responsibility to ensure that 
Project Officer-approved adjustments to the work days 
ordered for each functional labor category do not result 
in costs incurred which exceed the ceiling price of this 
Delivery Order. Under no circumstances shall such 
adjustments authorize the Contractor to be paid any sum 
in excess of the ceiling price. 

ARTICLE VIII - CEILING PRICE 

(1) For Work Ordered $1,297,500 

(2)  For Other Direct Costs 212,215 

Ceiling Price (1) + (2) $1,509,715 

The Contractor will not be pa id  any sum i n  excess of t h e  
ceiling p r i c e -  

ARTICLE IX - USE OF GOVERNMENT FACILITIES OR PERSONNEL 

I A. The Contractor and any employee or consultant of the 
Contractor is prohibited from using U.S. Government 
facilities (such as office space or equipment) or U.S. 
Government clerical or technical personnel in the 

I performance of the services specified in the Contract, 
unless the use of Government facilities or personnel is 
specifically authorized in the Contract, or is authorized 
in advance, in writing, by the Contracting Officer. 
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B. If at any time it is determined that the Contractor, or 
any of its employees or consultants have used U.S. 
Government facilities or personnel without authorization 
either in the Contract itself, or in advance, in writing, 
by the Contracting Officer, then the amount payable under 
the Contract shall be reduced by an amount equal to the 
value of the U.S. Government facilities or personnel used 
by the Contractor, as determined by the Contracting 
Officer . 

C. If the parties fail to agree on an adjustment made 
pursuant to this clause, it shall be considered a 
"dispute" and shall be dealt with under the terms of the 
"Disputes" clause of the Contract. 

ARTICLE X - EMERGENCY LOCATOR INFORMATION 

The Contractor agrees to provide the following information to 
the Mission Administrative Officer on or before the arrival in 
the host country of every contract employee or dependent: 

A. The individual's full name, home address, and telephone 
number. 

B. The name and number of the contract, and whether the 
individual is an employee or dependent. 

C. The Contractor's name, home office address, and telephone 
number, including any after-hours emergency number(s), 
and the name of the Contractor's home office staff member 
having administrative responsibility for the contract. 

D. The name, address, and telephone number(s) of each 
individual's next of kin. 

E. Any special instructions pertaining to emergency 
situations such as power of attorney designees or 
alternate contact persons. 

ARTICLE XI - ACCESS TO CLASSIFIED INFORMATION 

The Contractor shall have access to classified information. 

ARTICLE XI1 - DUTY POST 

The Duty Post for this Delivery Order is Sofia, Bulgaria. 
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Budgeted I Days ITD 1 Remaining 1 Amount Budgeted 1 Amount Spent 1 Remaining 
TOTALS 1,602 / 986 1 588 $ 1,204,369.40 / $ 890,445.63 , $ 390,401.16 

I I 

t 

Economists I I I 
I 

R Dav~s 55 I 55.001 0.00 , $ 53,625.00 1 $ 53,625.00 $ 
R Leeds 55 1 16 00' 39.00 $ 53,625.00 1 $ 15,600.00 , $ 38,025.00 
R Martrnez -- 0,  0.00 0.00 , $ - I $  - $ _--I- -- 
B Murphy 23.88 i 23.88 0.00 $ 23,283.00 , $ 23,278.13 $ 4.87 
T Thomson 38.75 1 38.75 0.00 ' $ 37,781.25 ' $ 37.781.25 $ 

TOTAL 172.63 1 133.63 39.01 $ 168,314.25 $ 130,284.38 $ 38,029.88 
i 

I I I i 

Attorneys I I I I I 

Squire & Sanders 139 , 92.49 46.29 $ 187,349.63 $ 124,858.13 $ 62,491.50 
TOTAL I 138.78 / 92.49 46.29 1 $ 187,349.63 $ 124,858.13 i $ 62,491.50 

I I I I I 

PlannerJManagers ! I I 
S Bruno 120.371 120.38: (0.00) $ 96,296.00 : $ 96.300.00 $ (4.00) 
A Gazdag 123.25 / 123.25 1 0.00 $ 98,600.00 1 $ 98,600.00 $ 

I Days / 1 Days 1 

J Lonquist 0 1 0.00 I 0.00 $ - 
G Petrov I 101 / 51 .OO / 50.00 ' $ 80,800.00 
C Winn 84.383 / 39.38, 45.01 , $ 67.506.40 
K Lukas 39 ' 39.00 1 0.00 I $ 31,200.00 

1 Amount 

$ - $ 
$ 40,800.00 , $ 40,000.00 
$ 31,500.00 $ 36,006.40 
$ 31,200.00 1 $ 

1 ! i 
Accountants i I I j I I 

I 

Local Hire Financial I I I 
I I 

I I I I I 

Manager 1 I I I 
Nenov 48.2907 1 0.00 1 48.29 I $ 16,177.38 $ - $ 16.177.38 
Lukov 45 I 0.00 I 45.00 1 $ 15.075.00 l $ - $ 15.075.00 

D Schioss 
M Reddrop 
K Tzaneff 
l Strassberg 

-- - 

Velev 45 i 0.00 45.00 $ 15,075.00 1 $ - I $ 15,075.00 
D I ~ O V  I 45 1 0 001 45.00 $ 15,075.00 / $ - ' $ 15,075.00 
Sopadj~eva I 45 1 0 001 45.00 1 $ 15,075.00 j $ - I $ 15,075.00 
S Tassev 65l 0.00 / 65.00 1 $ 21,775.00 , $ - I $ 21,775.00 

TOTAL 293.29071 0.00 I 293.29 $ 21,775.00 $ - I $ 98,252.38 
I I I 

19.00 ~ 0.00 ' $ 15,200.00 1 $ 15,200.00 1 $ 
4.00 1 16.00 $ 16.000.00 $ 3,200.00 i $ 12,800.00 

134.00 ~ 0.00 ; $ 107,200.00 1 $ 107,200.00 l $ 

B Paschke I 19 

0 
0 

40 
9.25 

0.00 1 0.00 1 $ i i $ 

1 CapitallMoney Market 1 
Specialists I 

Page 1 of 1 

TOTAL' 641 -003 1 530.00 1 111.00 $ 512,802.40 I $ 424,000.00 , $ 88,802.40 
I I I I I 

V Sanchez 

0.00 ~ 0.00 1 $ 

J Boyles 1 9.31 I 9.31 j 0.00 

I 
i 

20 

I $ 

$ 4,190.63 I $ 4,190.63 1 $ 

M H~ggins 35 
P LeRoux 21 1 

M Slavonia I 134 

TOTAL 1 58.5625 1 18.56 1 40.001 $ 26,353.13 1 $ 8,353.13 $ 18,000.00 
I I I 

0.00 1 40.00 $ 18,000.00 / 1 $ 18,000.00 

J McFarlane 151 0.00 15.00 $ 14,625.00 1 $ - $ 14,625.00 
TOTAL 261 t 174.00 58.00 $ 254,475.00 $ 169,650.00 , $ 84,825.00 

6.00 29.00 / $ 34.125.00 ! $ 5.850.00 
168.00 43 00 $ 205,725.00 1 $ 163,800.00 

9.25 1 0.00 

$ 28,275 00 
$ 41,925.00 

$ 4,162.50 / $ 4.162.50 1 $ 
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TRAVEL - -. - - . - - - - - -. - - -. - . 
Int'l. Airfare . ~ 

~ .- -~ ---- ~ 

Local Travel I I I 
( $ 156,798.00 ( $ 131,236.07 1 $ 25,561.93 
I I I 

Page 1 of 1 

ODCs r-- 1- 
Translation Services -- --- -- -- - 

SOS Medical Eva5 Ins - - - - 

~mmunlcatton - - --- --- 

Medical Exam 
Secretarial Support -_ _- 
Local Hire Attorney 
Report Production Costs 

1 $ 148,548.06 

-I-.- - - -  

- 

- 

- -- - 

-- 

-- 

- 

$ 73,712.43 

-- 

- 

- 

- - - -  

- - 

$ 74,835.63 
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The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the ~rivatization of 

Letnitsa Cerarnica Enterprise 
Letnitsa, Bulgaria 

An integrated producer of clay bricks. Planned construction of a new 
production facility with modern "Fuchs" technology. 

Production capacity is 5,000,000 double frame bricks (BH-2) per year. 

Recent annual output of approximately 1,800,000 BH-2. Clay reserve 
located 2 km from enterprise, with an estimated reserve of 60 years. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Letnitsa Cerarnica Enterprise. For further information on the Enterprise or the 
investment process, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick KPMG Peat Marwick 
200 1 M Street, NW 2001 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 

Low operating costs. 

Favorable investment environment. 

Attractive investment incentives / tax abatements. 

- 



" Letnitsa Ceramica" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document. 

The Investment Opportunity 

Letnitsa Ceramica (the "Enterprise"), located in the north central Bulgarian town 
of Letnitsa, is a ceramic brick manufacturer. The enterprise was included as part of an 
overall investment plan developed by the Ministry of Construction for the modernization 
of the ceramic sector in Bulgaria. This investment plan envisioned the construction of a 
new production facility equipped with Fuchs technology at Letnitsa. In 1990, however, 
the plant had to halt production indefinitely due to lack of capital to finish the installation. 
At this point, some equipment had already been delivered. The enterprise has inherited an 
unfavorable capital structure which is responsible for the current shaky financial situation 
of the enterprise. A new young General Director was just named two months ago. The 
General Director, an economist, appears very bright and will be an asset in terms of the 
future direction of Letnitsa Cerarnica. 

Products, Production and Pricing 

In 1992, the enterprise was engaged in the production of roof tiles, as well as 
single frame (BE) and double frame (BH-2) bricks. After 1992, the roof tile workshop 
was given back to the previous owners of the land, and the enterprise is primardy engaged 
in the production of bricks at present.. In 1992, Letnitsa Cerarnica produced 
approximately 1,800,000 BH-2. Total production capacity is approximately 5,000,000 
million BH-2. At present, production capacity is occurring in one old workshop with two 
production lines. 

The clay deposit which the enterprise uses is located about 2 krn from the plant 
Reserves from the deposit should be available for 60 years. Clay is of the "mergyl" type, 
which is a high quality clay in Bulgaria 

The enterpfise has set its product price at 4.2 leva, including the 2% turnover tax. 
An additional 20 stotinki is added to this price for loading costs, bringing the final retail 
price established by the enterprise at 4.4 leva. 

Distribution 

The enterprise distributes its products primarily on a cash and carry basis. 
Customers typically place orders one month prior to pick-up. Due to diminishing demand 
at the time, the General Director indicated that he would like to sign contracts with 



disaibutors in the region to ensure a steady sale of products. Letnitsa has recently signed 
contracts with three private companies in the Sofia region, granting these companies a 
discount based on the quantity sold. The enterprise does not have a steady list of 
customers. and thus is unable to predict sales from month to month. Management expects 
to use a network of wholesalers and distributors in the future in order to increase sales. 

In addition, the Letnitsa lacks transport vehicles for product delivery and must 
contract transportation services to deliver its product. This increases the cost of delivered 
goods substantially. 

Competition 

The main market region for the enterprise is the Pleven region and in surrounding 
areas. The enterprise is situated in a very competitive market, and there are several 
formidable competitors for Lemitsa Cerarnica located nearby, including Sevlievo and 
Lukovit. Both of these competitors have higher levels of production and sales and are 
more aggressive in their sales and marketing strategies. 

Equipment and Facilities 

Letnitsa was included in the Ministry of Construction's investment plan for the 
construction of new ceramic workshops with Fuchs technology. This new production line 
was projected to have a 30 million BEIyear capacity. In 1990, construction of the new 
site froze due to lack of capital at the enterprise; some equipment had already been 
delivered. According to the General Director, some of the delivered equipment was not in 
the best shape. Management estimated that nearly 3 million leva was required at the time 
for the installation of the Fuchs system. Today, the cost would be much higher. 

At present, production takes place in an old workshop in Lemitsa, with completely 
outdated technology. There are two divisions to the workshop: Division 1 handles clay 
processing, and Division 2 is engaged in dryrng and firing of the bricks. The problem is 
that there is a 3 km distance between the two divisions, and, as such, there are 
prohibitively high transportation costs involved in the production process. The enterprise 
has its own trucks for transport between the two divisions. The General Director stated 
that he is in the process of negotiating with transport companies in the area, because he 
feels it may be cheaper to contract out the transportation between the two divisions. 

The production workshop has ring kiln technology, which by today's standards, is 
completely obsolete. General reconstruction of much of the equipment in the workshop 
began in June 1993. In addition, the enterprise has installed some clay processing 
equipment near Division 2, which in engaged in drying and firing of the bricks. This 
logical installation of clay processing equipment near Division 2 will save the enterprise 
costs on transportation. For the meantime, the clay processing Division 1 is still 
operating. 



Overall. the present production process at Letnitsa is extremely labor intensive and 
there are major bottlenecks in the process, most importantly the nansport of materials 
bemeen the two divisions. The enterprise will not be able to compete with its current 
problems in the future. 

Financial Zssues 

Based 'on information presented by management, the financial position of the 
Letnitsa Ceramica is very weak. It appears that the old management was not dedicated to 
the success of the enterprise. The new General Director has inherited huge financial 
problems which must be addressed. According to management, the enterprise is currently 
operating at a net loss, and the interest rates on loans taken by the enterprise are further 
reducing net income. Overall, 1992 net loss amounted to nearly 1 million leva. 

The principle alone on a loan for the installation of the new Fuchs system amounts 
to 775,000 leva. The General Director indicated that they are currently paying the 
installments on the loan, which has a three-year term. Interest expenses for the loan in 
1992 were 1,230,000 leva. The enterprise also has a working capital loan in the amount 
of 500,000 leva. which has been rescheduled at 125,000 leva per month, for the second 
half of 1993. Overall, with interest expenses and prohibitively high costs associated with 
production, the enterprise has been suffering a net loss of 250,000 leva each month for the 
first half of 1993. 

Legal Issues 

Lemitsa Ceramic is a 100% state-owned company. 

In addition to operational and financial problems, there are some restitution issues 
which may become more serious in the near future. In particular, 55% of the main 
production workshop in which the ring kiln is located is the property of a previous owner. 
In addition, the new division, if ever completed, is being constructed on land which has a 
previous owner, according to the General Director. There have been no claims for the 
land on which the new facilities are being constructed, and the General Director could not 
predict whether there would be any claims in the near future. 

Summary 

Based on information provided by management, Letnitsa Ceramica does not have 
the resources to be a profitable, competitive enterprise, and does not appear to be an 
attractive investment opportunity. In essence, Letnitsa has no competitive advantage in 
the production of bricks: production and sales are low, costs are high at the main 
production workshop due to transportation costs between the two divisions, the enterprise 
is in a weak financial position, and there are major competitors in the same region with 
competitive advantages over Letnitsa Ceramica. The recently appointed General Director 



should be an asset for the future direction of the enterprise, but there are many operational 
and financial challenges which must be overcome. 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy changes and measures undertaken by the Bulgarian Govemment mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Govemment remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
govemment spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the govemment is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria. 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The followkg section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all appIicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agricultural land. A 
foreign person may acquire ownership of buildings and resmcted real rights over 
irnrnova bles. 

B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable properry in particular geographical areas 
designated by the Council of Ministers; 

4. exploration, development and extraction of natural resources in 
territorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole uader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption from profit taxes for a five year period. 

Repatriation of Profit 

A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the privatization of 

Ceramic Razdelna Enterprise 
Varna, Bulgaria 

An integrated producer of clay bricks 

Strategically located in the attractive and growing Varna region. 
Less than 20 km from Varna; 10 meters from rairoad line. 

Production capacity is 35 million BE per year. Construction currently 
underway for new modern facility next to clay site with modern "Fuchs" 
equipment from Austria. 

Low operating costs. Large clay deposit on-site, with 100 year reserve. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Ceramic Razdelna Enterprise. For further information on the Enterprise or the 
investment process, please contact: 

MI. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick KPMG Peat Marwick 
200 1 M Street, NW 200 1 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



"Ceramic Razdelna Enterprise" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document. 

The Investment Opportunity 

Ceramica Razdelna, located approximately 20 krn. from Varna, is situated in one 
of the most attractive and growing market regions of Bulgaria. The plant is very old and 
the equipment for the production of bricks is obsolete by today's standards. However, 
one advantage is that the plant has a large clay deposit on site. In addition, the Enterprise 
was included in the investment program for ceramic plants completed by the Ministq of 
Construction in the late 1980's. The plan called for the construction of an entirely new 
production facility closer to the clay deposit on site, using modem German "Fuchs" 
equipment. Today, the infrastructure for the plant has been built, but no equipment has 
been ordered or delivered for this new facility. As a result, production continues to take 
place in the old facility, with an extremely labor-intensive production process. In essence, 
Enterprise management's objective is to procure the required capital and foreign 
investment to complete construction of the new building and to purchase state-of-the-art 
equipment for production. 

Enterprise History 

The Enterprise was built in 1950 and production of bricks began the following year 
in 195 1. Production equipment was purchased at the time in 1950/195 1, including a ring 
kiln, and continues to be in use today. In 1975, the Enterprise became an independent 
Enterprise called Ceramic Plant Varna, with three workshops in nearby villages. In 1989, 
a new production house began to be constructed on the Enterprise site. In 1990, the 
Enterprise was re-registered as an independent company, by the name of Ceramic Plant 
Razdelna. There has been no major reconstruction or replacement of equipment at the 
main production site over the past few years. Today, the Enterprise is operating with no 
subsidiaries. Construction of the new plant site has halted due to the lack of investment 
funds. 

Products, Production and Pricing 

Razdelna is a producer of bricks of the ty-pe BH-2 and single kame. (One BH-2 
brick is 4.5 greater than the size of a single frame brick.) At present, the Enterprise is only 
producing single frame bricks. The Enterprise's general market region spans of radius of 
40 krn. around the coastal city of Vama. The facilities are located 5 krn. from the port and 
ferry lines of the port of Varna, and is 10 meters fiom the railroad line. 



At full operational capacity, the Enterprise is able to produce 35 million bricks 
(BE) per year, making the capacity of the plant one of the largest in Bulgaria. In 199 1, the 
Enterprise produced 5,100,000 units (BE and BH-2); in 1992, production reached 
5,212.000 units. In the current workshop, the Enterprise employs prison labor and 
maintains a building which houses the prisoners on the main premises. 

When the new plant is constructed, the Enterprise plans to obtain equipment for 
the production of BH-2 bricks, to be able to compete effectively with other brick 
companies selling this type of brick to the market region. The new plant is located closer 
to the clay reserve than the current plant is located, and thus transportation cost will be 
very low. In fact, the Enterprise intends to have a conveyor system for the transport of 
clay from the quarry to the clay processing area in the new facility. 

There is a significant number of competitors in the region, vying to obtain a share 
of the attractive Vama market. Caspichan is one of the formidable competitors in the 
region, but is selling BH-2 bricks, which are currently not being produced at Razdelna 
Caspichan bricks are known in the region for the good quality. In addition, there are 
three competitors for single frame bricks in the region, located in Debranov, Devnja and 
Volchedo. These competitors are able to compete directly with Razdelna at the time 
because the market in undeserved, and Razdelna can not meet local demand. 

Retail price of one single frame brick is 1.5 leva, including transportation from the 
quarry and 2% turnover tax. The Enterprise's selling price is significantly less than the 
retail price of small local competitors, who are charging 1.70 leva. 

The average cost to produce one brick is approximately 70 stotinki. One of the 
Enterprise's highest costs is the cost of hired transport services, which are currently 
transporting clay from the deposit to the Enterprise site located 500 krn away. The cost of 
clay, which includes the cost of transport services, is 30% of total production costs. At 
the new production facility, this situation should be avoided, with a type of conveyor belt 
system for transporting clay to the clay processing area of the plant. In addition, wage 
expenses are extremely high, amounting to approximately 48% of total production costs, 
particularly because the production process is highly labor intensive. 

Coal dust for firing comes from near Sliven, and coal as a fuel source comes from 
near Sofia. These regions have very low prices for the respective materials. Coal is 
delivered by rail to the Enterprise. In the future, the Enterprise would like to use gas as 
the major fuel source. Gas is located approximately 4 krn. from the Enterprise. In fact, 
the future plant is designed to be fueled by gas, which will save on the cost of fuel. 

Reserves 

Geological studies indicate that the Enterprise has deposits of more than 100 years 
on site. In addition, the quality and consistency of this clay for brick production is very 
good, allowing the Enterprise to dry the clay in a shorter period of time. The consistency 



of the clay from this site is not suitable for the production of roof tiles, but the Enterprise 
should consider introducing roof tile lines at the new site and obtaining appropriate clay 
for this production from the region. 

Distribution and Customers 

60% of the Enterprise's product is delivered on a cash and carry basis to local 
construction companies and individuals buying bricks for home-building. The Enterprise . . ~. . 2 . .  - -- - - -  . . .~ 

- - -- - - . - - - - - - - . - - . - - - - - -. ...- ...-..... ---- - '-' --- rev--  -re *.." 
Enterprise, as mentioned above, often has to turn away customers to other competitors 
because it is not in a position to accept all orders. The Enterprise has very little, if any, 
back stock. 

The remaining 40% of product is devoted to state-owned and private distributors, 
with a discount based on the quantity sold each month. Two of the Enterprise's 
distributors are state-owned and two are private. If the distributor can buy more than 
150,000 BE per month, he is given a discount of 20%. Distributors selling less than this 
amount lose their discount. Most distributors have their own representatives at the plant 
for dispatching the product. The Enterprise is currently looking to widen its list of 
distributors. 

Overall, the breakdown of customers is 70% state customers and 30% private. 
Customer base varies over time. 

Facilities and Equipment 

Enterprise facilities and equipment date back to 1940. There is a one story 
production facility and a two-story administration building, both which are very old. 
Overall, equipment is obsolete, and an investor would most likely not put any capital 
investment into the current production facility. No refurbishment has taken place over the 
last 14 years. Operations at the site are very labor-intensive. Equipment is predominantly 
Bulgarian, with some equipment from the former Soviet Union. The newest piece of 
equipment is a Bulgarian-made vacuum press, which is 2 years old. 

The process is a typical Hoffman kiln/air drymg process. There are 46 chambers in 
the kiln. The process is completely manual, and the Enterprise uses prison labor. The 
Enterprise has between 70 to 80 direct manufacturing employees and 6 administrative 
personnel. (Note: The Enterprise does not intend to employ prisoners in the new 
production facility.) 



Financial Information 

The financial information summarized below and contained as an Appendix has 
been assembled from information provided by management and has not been 
independently verified. Potential investors are encouraged to conduct their own financial 
review of the Enterprise. Summary fmancials are included in the following table. 

Selected Restated Financial Dam (Unaudited) 
(000's Leva) 1992 199 1 

Income Statement Data: 
Net Sales 3.674 3.056 
Cost of Sales 3.307 2.890 
Gross Profit 367 166 

Gross Margin 10% 5% 
GenJAdrnin Expense 154 20 1 
Other Expenses 1385 403 

Interest Expenses* 1,282 538 
Net Loss ( 1,072) (438) 

Balance Sheet Dora: 
Accounts Receivable 1567 1.131 
Inventories 787 568 
Total Assets 32.996 7,176 
Bank loans payable 0 50 
Long Term Debt 0 1,423 
Capital 31.401 4,461 

* lncluded in "Other Expenses" 

In 1992, Ceramic-Razdelna generated profits of 3.6 million leva, an increase of 
20% over 1991 sales. The increase may be explained, in part, by increased production in 
1992, which grew slightly by 2%. According to the Bulgarian Government, inflation in 
1992 was approximately 80%, which may also explain the increase in sales. The gross 
profit margin in 1992 was lo%, up from a gross profit margin of 5% in 199 1. Part of this 
may be explained by the fact that production costs relative to sales declined in 1992. Cost 
of sales amounted to 90% of revenues in 1992, compared with 94% of revenues in 1991. 
Interest expenses increased significantly, however, in 1992, which further squeezed net 
income. 

Accounts rkeivable turnover increased in 1992 to 156 days, up from 135 days in 
199 1, indicating poor management policies. In addition, the number of days in inventory 
increased from 71 days in 1991 to 87 days in 1992. Total assets have increased 
significantly in 1992, however the increase merely reflects the periodic revaluation of 
assets, according to Bulgarian accounting methods, to reflect inflationary increases in the 
value of these assets. Ceramic-Razdelna's long-term debt was transferred to the state at 
the end of 1992. 



According to information presented by management, Ceramic-Razdelna is 
currently not in a financially stable situation. Management should focus on exerting more 
control over the Enterprise's financial status. 

Legal In formation 

At present, the Enterprise has no restitution problems for the Enterprise plant and 
facilities and the clay deposit. 

Summary 

Based on information presented by management, Razdelna Enterprise is in an 
excellent market position on the edge of Varna and the industrial region around Devnja. It 
would be an excellent site for a complete new labor force and new plant. The present 
production facilities will be of little use or interest to an investor. An international or local 
investor, however, would be interested in Razdelna's attractive market position and 
competitive advantages against remote factories, vying for a share of the Vama market 
and with high haulage costs. Significant capital investment would obviously be required to 
complete construction and installation of the new production facility. 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Ballcan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Vama and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria. 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Lnvestments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participatio'n of over 50% may not acquire ownership of agricultural land. A 
foreign person may acquire ownership of buildings and restricted real rights over 
immovables. 

B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration, development and extraction of natural resources in 
territorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. Ir is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption fiom profit taxes for a five year period. 

Repatriation of Profit 

A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certifkate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the ~rivatization of 

Xan Omypaht - Shoumen 
Shoumen, Bulgaria 

A leading quality ceramics manufacturer in Bulgaria. 

Integrated producer of ceramic wall tiles and concrete roof tiles; 
capability to manufacture ceramic floor tiles a t  new plant. 

Solid and broad distribution network. 

Over 90% of ceramic tiles exported internationally. 

New plant for ceramic wall (and floor) tiles completed in June 1993, 
equipped with Italian machinery; concrete roof tile plant is five years 
old and is equipped with Swedish machinery. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 

The Policy ~ c o n o r n i c ~ ~ r o u ~  of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Xan Omypaht - Shoumen Enterprise. For further information on the Enterprise 
or the investment process, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick KPMG Peat Marwick 
2001 M Street, NW 200 1 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



"Xan Omypaht - Shoumen" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document, 

The Investment Opportunity 

Xan Omypaht (the "Enterprise") is an integrated producer of ceramic wall tiles and 
concrete roof tiles, located in Shoumen, in north eastern Bulgaria. The Enterprise is 
equipped with state-of-the-art technology for both ceramic tiles and concrete roof tiles and 
intends to begin producing ceramic floor tiles in the near future. There are three 
production workshops on-site in Shoumen: (1) A one year old production workshop for 
decorated ceramic tiles with equipment manufactured by Kast Company, Italy; (2) A 
workshop built in 1975 for ceramic tile production with equipment from Sacrni, Italy; and 
(3) A five year old concrete roof tile workshop with equipment supplied by ABC, Sweden. 
The Enterprise focuses predominantly on the production of ceramic tiles and exports over 
90% of its ceramic tiles to European countries, including France, Germany and Italy, as 
well as to Australia, Saudi Arabia and Lebanon. Concrete roof tile production is sold 
primarily within the domestic market. The Enterprise has a total of 428 employees, 377 of 
which are involved in direct manufacturing production. 

Enterprise History 

Construction of Xan Ornypaht began in 1972 on a 250.000 square meter plot of 
land. The first production workshop for decorated ceramic tiles, size 15x20 rnrn and 
20x20 mrn, began operations in 1975, with a capacity of 1.2 million square metersfyear. 
Between 30% to 40% of these ceramic tiles were exported at the time, with the remainder 
sold in the domestic market. In 1977, a second workshop with German technology was 
built for the production of metal frames for the construction industry, at the capacity of 
3,000 tonsfyear. Operations at this workshop for metal frame production ceased in the 
early 19901s, due to the contraction of the domestic construction industry. The Enterprise 
also opened another workshop in 1977 for the production of concrete panels with the 
capacity of 3,000 tonslyear. In 1981, this latter workshop closed. In 1989, the Enterprise 
opened a workshop for the production of concrete roof tiles, with Swedish technology and 
a capacity of 8,500,000 unitslyear. In 1992f1993, the Enterprise has completed the 
installation of a new production line for decorated ceramic tiles, size 15x20 rnrn, with 
technology and equipment imported from Italy. The next stage of this production Iine for 
decorated ceramic tiles will introduce decorated ceramic floor tiles. 

Products, Production and Pricing 

At present, Xan Omypaht is engaged in the production of two product lines: (1) 
Ceramic tiles, 15x15 mm(o1der line) and 15x20 rnrn (new line), and; (2) concrete roof 



tiles. In the future, the Enterprise will commence production of ceramic floor tiles in the 
new workshop for decorated ceramic tiles. These floor tiles will range in the size of 
20x20 nun, 20x30 rnm and 30x50 mrn. Over 90% of ceramic tile production is exported 
to countries including Italy, France, Germany, Holland, Austria, Greece, Spain, Lebanon, 
Saudi Arabia and Australia. Concrete tile production is primarily a domestic market. 

The projected capacity of the ceramic tile workshop built in 1975 is 1.2 million 
square meters: At: present, the Line is working at full capacity according to Enterprise 
management, with exports totaling approximately 94% of production. The new 
production line for decorated ceramic tiles has recently commenced production. The 
capacity of the line is 660,000 square meters. The Enterprise expects to export over 90% 
to Italy, where demand for ceramic tiles is particularly high. 

The workshop for concrete roof tile production has a projected capacity of 8.5 
million units. In 1992, the concrete roof tile line was working at 25% of full operating 
capacity, or roughly 2 million units. This decline in concrete roof tile production was due 
primarily to the decreasing demand for the product and diminishing construction activities 
recently. However, the construction sector in the country is beginning to revitalize, 
according to Enterprise management. In addition, the home-building market is beginning 
to use color concrete tiles, in the red and green tones, particularly in the coastal market, 
where colored tiles are considered more stylish. 

Concrete roof tiles have some definite advantages over ceramic tiles, which 
dominate the roof tile sector. These advantages include: (1) Greater durability of concrete 
roof tiles, which last about 50 years; (2) More stylish tiles are beginning to become more 
popular, particularly in the coastal markets; (3) Construction companies can easily place 
concrete tiles at higher angles and in different positions, versus ceramic roof tiles. Overall 
the concrete roof tile business could be a profitable business, particularly in the north 
eastern part of the country where most consauction companies use concrete tiles. 

The average "ex-factory" price for decorative ceramic tiles ranges from 70-78 leva 
per square meter (33 15x20 mm tiles, and 44 15x15 mrn tiles). Decorative tiles are at the 
higher end of the product price range, Prices fluctuate due to increases in product inputs. 
The average price for concrete roof tiles is 5.50 leva; colored concrete roof tiles (red or 
green) tend to be more expensive. 

Fuel and energy and material expenses are the Enterprise's highest costs. Raw 
material costs, at 30% of total production costs, are significant because the Enterprise is 
paying for its raw materials from the different quarries in addition to transportation costs. 
Fuel and energy costs account for approximately 35% of total production costs. 

Raw Materials 

The Enterprise purchases clay and other materials from several deposits located 
within 40 krn of the Enterprise. These materials, clay, kaolin, feldspars, quartz and 
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cement, are Bulgarian. The clay the Enterprise uses for the production of ceramic tiles 
consists of several sources of materials, including: (1) Sand and Kaolin clay located 
northeast of Shoumen; (2) Limestone from a quarry in Devnja: (3) Another type of clay 
sourced from a quarry in the Pleven region; (4) Feldspars clay located the farthest from 
the plant of a l l  raw materials - this type of clay makes up only 2% to 3% of the whole 
mass. 

One tan of clay costs approximately 240 leva, "ex-factory" price. The 
transportation cost, which the Enterprise pays, is added to the ex-factory price of clay. 
Clay is typically delivered by rail; the Enterprise has its own railroad terminal on-site. 

Pigments for coloring and decorating tiles are sourced locally for the most part; the 
Enterprise traditionally imported most pigments, but the cost of importing them has been 
increasing. As a result, a small amount of pigments are currently imported. The 
Enterprise imports certain materials from Australia, such as boric acid and zirconium 
silicate, zinc oxide and borax, for glazing the tiles. Zinc Oxide, used for glazing, is 
sourced locally. 

The Enterprise has to pay an import tax of 25% for importing materials. Imports 
are predominantly for decorative ceramic tiles. 

Sand and cement for the production of concrete roof tiles are sourced locally from 
the Silistra region. 

Distribution and Customers 

The Enterprise has a sales department on the main site in Shoumen. The sales 
force, consisting of approximately 3 employees, is in direct contact with several foreign 
clients. As a result, the Enterprise does not utilize any wholesalers or intermediaries. 

The Enterprise has a solid customer base, which accounted for approximately 90% 
of total sales in 1992. These customers include: 

Technotilo Engineering, Italy: Engaged in the export of products to Italy, Germany 
and France, as well as other European Countries; 25% of total sales. 

Lebanese Trading Bank, Lebanon: An Enterprise primarily engaged in the export of 
products to Lebanon and Saudi Arabia; 21% of total sales. 

Sonoci, Ltd. Sofia, Bulgaria: A private Enterprise engaged in the export of products 
to France and Austria; 25% of total sales. 

Latrima, Piraeus, Greece: A private Greek company engaged in the export of Xan 
Omypaht products throughout Greece; 9% of total sales. 



. Talim Banks, Lebanese: A Lebanese trading bank exporting products throughout 
Lebanon; 1 1 % of total sales. 

Other customers are obtained through the company's sales force - either 
domestically or internationally. Many customers call the Enterprise directly to arrange or 
the purchase of ceramic tiles. 

For concrete roof tiles, main customers are predominantly in the northeastern part 
of the country. Customers are predominantly construction companies located in Varna 
and Ruse. 

Competitors 

There are two other Enterprises besides the Shoumen plant which produce ceramic 
roof tiles in Bulgaria - one is Caspichan and is 3.5 times larger than Shoumen, and one is 
in northern Bulgaria, and produces 40% less than Shoumen. According to Enterprise 
management, the Shoumen plant is the largest exporter of decorative ceramic tiles. 

There are five competitors for concrete roof tiles. Overall, the sector has been in a 
state of slight decline, due to the stagnation of the construction industry. The five 
companies are quite competitive and follow demand on the local market. Prices are very 
competitive. In general, the capacities of these five competitors is approximately the 
same, but production levels vary. According to Enterprise management, Xan Omypaht is 
one of the larger producers, and is situated in a prime market for concrete roof tiles. None 
of the other competitors is located in the same region as Xan Omypaht. The Enterprise 
forecasts that the sector will grow in the future. The Enterprise is well-positioned to be 
competitive, particularly because it is producing a broad range of concrete roof tiles, and 
is trying to capture niche markets with colored roof tiles. 

Facilities and Equipment 

Xan Omypaht consists of an administration building, two workshops for the 
production of decorative ceramic tiles, one production workshop for concrete roof tiles, 2 
construction workshops (which can serve as storage warehouses today since these 
workshops are currently closed), and a workshop for repairs. The Enterprise has its own 
steam station and gas station, where gas comes directly from "Bulgargas", the gas 
company nearby, for the different workshops on-site. The capacity of the gas station is 
2,500 cubic rneters/hour. The steam station is able to supply two plants instead of one, 
according to Enterprise management. 

Ceramic Tile Production Process: 

Old Plant: 



The old plant for ceramic tile production was installed in 1972-1979 with Italian 
equipment by Sacrni and Kast companies. There are 5 serni-dry processes producing five 
tiles each with automated stacking of kiln cars. Movement of kiln cars to three kilns firing 
at 1060 degrees Celsius is manual. Fired tiles are manually transferred to eight glazing 
lines. The glazing lines have a 54 hour cycle time and include 55 wagons in the kiln with 
6,000 tileslwagon. The glazing process is automated up to the loading of 15 tile 
cartridges. Carnidges are manually transferred to vitrifying kiln cars. This transfer process 
is pneumatic. Vihfying process is 14 hours. There are three gas-fued kilns, with side and 
roof injection. Glazed 6les are restocked manually and transferred to automated 
packaging, including the transfer of full boxes to pallets for shrink wrapping. Capacity of 
the lines is 1.2 million square meters, employing 24 people. 

In general, the old plant has generally sound equipment and is producing a product 
manufactured to international standards. Maintenance of the plant is very good and the 
plant is very clean. 

New Plant: 

This plant was installed and completed in mid-1993 and was being commissioned 
during the KPMG visit in June, 1993. Equipment was manufactured and installed by the 
Sacrni and Kast (Italian) companies. The process is fully automated. There are two 
vacuum presses feeding two lines with automated drylng of pressed tile bases on a 50 
minute cycle. After application of glaze, the tile can enter a stack which is microprocessor 
controlled to ensure a continuous supply to the firing process. There is a video control of 
entry to the kiln and microprocessor control of the firing process, which is split into 13 
zones. This procedure ensures maximum killing efficiency. The tiles are transported 
through the kiln on rollers which are grouped into eight zones and the speed in each can 
be varied. Maximum firing temperature is 1100 degrees Celsius and the kiln cycle time is 
49 minutes. Tiles are automatically transferred from kiln for packaging, after visual 
quality inspection. The whole process employs six people for a maximum production level 
of 660,000 square meterslyear. 

This plant has very modem, highly efficient equipment which will provide a 
substantial reduction in labor and energy costs. The quality of the product is highly 
acceptable on the international market. 

Roof Tile Production: 

Roof tiles are manufactured from sand and cement and are colored with pigment, 
This type of roof tile had in general taken over from clay wherever this technology has 
been introduced, as it is normally a cheaper product both to manufacture and install. The 
tiles currently sell at 5 leva each compared to the Stralja clay tile of 7 leva delivered 
anywhere in Bulgaria. The concrete tile is 1.5 times bigger, has a life expectancy of 50 
years. In addition, the colored roof tiles the Enterprise is producing are considered more 
fashionable. 10 people are employed in this totally independent operation. The plant has a 



capacity of 8.5 rnillion/year, using equipment installed by ABC Sweden in 1989. Product 
quality of the tiles is very high. 

Management and Staff 

Management at Xan Omypaht was extremely sophisticated. The market for the 
Enterprise's products is international, primarily for the decorative ceramic tiles, and the 
management is dedicated to operating an efficient, competitive Enterprise. Management 
has a strategic plan for the future, regarding diversifying their product line and entering 
new markets internationally. The organization is set up along western lines, with 
management positions, such as Marketing Manager, Sales Department and ,Sales 
Representatives, and a Chief Financial Officer. 

Staff is well-educated and trained in operating modem technological equipment in 
the various workshops. The average salary for direct manufacturing employees has 
increased over the last six months: in January 1993, the average salary was 1,600 
levalrnonth; in May 1993, the average salary rose to 2,500 leva/month. 

Financial Information 

The greatest challenge facing Xan Omypaht at present is its financial situation. 
According to Enterprise management, the Enterprise has inherited an integrated capital 
structure from the past. This, in addition to extremely high interest rates on loans for the 
consauction of new facilities, are hurting the Enterprise. The financial information 
summarized below and contained as an Appendix has been assembled from information 
provided by management and has not been independently verified. Potential investors are 
encouraged to conduct their own financial review of the Enterprise. Summary hancials 
are included in the following table. 

Selected Restated F i c i a l  Data (Unaudited) 
(000's Leva) 1992 1991 

Income Statement Data: 
Net Sales 73.3 14 27,839 
Cost of Sales 65.245 22,55 1 
Gross Profit 8.069 5288 

Gross Margin 11% 19% 
Gen./Admin Expense 3.601 1,989 - Other Expenses 1 5.760 8,732 

Interest Expenses* 15,703 8.482 
Net hcome (1 1.292) (5.716) 

Net Margin (15%) (20%) 

11 Balance Sheet Data: 11 
Accounts Receivable 
Inventories 
Total Assets 
Bank loans payable* 
Long Term Debt 



Capital 122,976 10.340 
* Included in "Other Expenses" 

Revenues from ceramic tile sales for Xan Omypaht in 1992 totaled 73 rnillion leva, 
an increase of over 163% from 1991 revenues. According to the Bulgarian Embassy, 
inflation was approximately 80% in 1992, which may help explain the significant increase 
in sales in 1992 over the previous year. Gross margin declined from 1991 to 1992 due to 
increased production costs. Net loss in 1992 increased to 11.3 million leva, up from a net 
loss of 5.7 million leva in 1991. This is due in large part to an 85% increase in interest 
expenses in 1992 over the previous year. 

Total assets appear to have increased significantly in 1992, however the increase 
merely reflects the periodic revaluation of assets according to Bulgarian accounting 
methods to reflect inflationary increases in the value of these assets. Accounts receivable 
turnover declined from 19 days in 199 1 to 10 days in 1992, representing sounder 
managerial policies for credit customers. The total number of days in inventory days has 
declined in 1992 as well, from 41 o inventory days in 1991 to only 1 19 days in 1992, 
indicating stricter management policies. 

The Enterprise has three major loans: 

A 1990 long-term loan in the amount of $4.5 rnillion USD fiom the Construction Bank 
in Sofia. This loan was for equipment delivery and installation of the new Kast 
ceramic tile production line. The term of the loan is 3.5 years with 7 installments 
(every six months.) At the present, the Enterprise is not paying the installments on the 
loan. 

A 1990 long-term loan in the amount of 20.5 million leva from the Construction Bank 
and the United Bulgarian Bank. This loan was for the construction of facilities. 7.5 
million leva was granted by the Construction Bank. 13.5 million leva was granted by 
the United Bulgarian Bank, Shoumen branch. The term of the loan is 7 years. At 
present, the Enterprise is not paying installments on the loan. 

A 1991 short-term loan in the amount of 19 rnillion leva from the Shournen branch of 
the United Bulgarian Bank. This loan was for working capital. The term of the loan is 
one year. 

The interest rate for these loans is currently 6896, which is the main reason the 
Enterprise is losing money. The Enterprise is trying to transfer some of these loans to the 
state. One problem is that there is an act in Bulgaria which says that loans in leva may be 
 ans sf erred to the state, but loans in other foreign currencies cannot be transferred to the 
state. As a result, the Enterprise may have a problem transferring the $4.5 rnillion USD 
loan, but is currently exploring ways to transfer loans to the state, as has been the pattern 
with other Bulgarian Enterprises. 



Xan Omypaht intends to combat its present financial situation by increasing its 
sales substantially from approximately 45 million units in 1992 to 130 million units in the 
next few years. Production and revenues for the fist six months of I993 are substantially 
higher over the same period in 1992. 

Summary 

Based -on information provided by Enterprise management, Xan Omypaht is a 
prime candidate for privatization for an international investor. The Enterprise is exporting 
the majority (over 90%) of ceramic tiles, making the company truly international. The 
workforce is well-educated, and wages are low. The Enterprise is producing high quality 
products. While the Enterprise is currently facing financial difficulties. the Enterprise has 
the potential to be profitable. Unfortunately, loans taken out for equipment and 
construction for the new production line are responsible for the present financial state of 
the company, primarily because interest rates are extremely high and the Enterprise is not 
able to keep up with payments. installation of the new Kast ceramic line was an 
investment in the future of the Enterprise, according to management. Overall, this 
Enterprise is extremely attractive, efficient, has a very strong market position and needs 
general reconstruction only on the 20-year old Italian ceramic tile line. 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based econonlic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy smggIes to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern pan of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea. accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the counny's foreign debt probIem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. En November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the Ievel of foreign investment and private ownership in 
Bulgaria. 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agricultural land. A 
foreign person may acquire ownership of buildings and restricted real rights over 
immovables. 

B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration, development and extraction of natural resources in 
territorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a soie uader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption from profit taxes for a five year period. 

Repatriation of Profit 

A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the privatization of 

Mizia Enterprise 
Gorna Orjahovica, Bulgaria 

An integrated quality producer of clay bricks, roof tiles and floor tiles. 

Production capacity of the different product lines: 100 million BE per year; 
5 million roof tiles per year; 180,000 square meters of floor tiles per year. 

Recent annual output of 22,000,000 BE, 1,500,000 roof tiles and 76,000 
square meters of floor tiles. 

Low operating costs, Clay deposits for different products 4 krn from site. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Mizia - Gorna Orjahovica Enterprise. For further infomation on the Enterprise or the 
investment process, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick. KPMG Peat Marwick 
2001 M Street, NW 2001 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



" Mizia Enterprise" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document. 

The Investment Opportunity 

Established 100 years ago, Mizia Enterprise (the "Enterprise"), located in Gorna 
Orjahovica, is an integrated producer of ceramic bricks, roof tiles and floor tiles. The 
Enterprise has four workshops on the premises for production. The Enterprise is 
primarily engaged in brick production. Equipment and technology at the plant is primarily 
outdated, and the production processes are very labor-intensive. The Enterprise has a 
good market position for the production of roof tiles and ceramic floor tiles; however, 
there are several other competitors in the region for brick production. The main market 
for the Enterprise's products include Sofia, PIovdiv, Veliko Tarnovo, Stara Zagora, and 
Lovec. In addition, the Enterprise has a workshop for milling sand, which is in use only 
when customers place orders. The Enterprise has a total of 400 employees. 

Products, Production and Pricing 

Mizia Enterprise is engaged in the production of three separate product lines: 
ceramic bricks, ceramic roof tiles and floor tiles. The different workshops for the 
production of these products are located at the main Enterprise plant in Gorna Orjahovica. 

Projected capacity for the different product lines are: 100 million BEIyear; 5 
million roof tileslyear, 180,000 square meters of floor tiles/year, 300 tons of milled 
sandyear. The following table outlines actual production levels for 1991 and 1992, as 
well as projected production leveb estimated by the management for bricks and roof tiles 
for 1993- 19%. 

.As the above table indicates, production of the different product lines in 1992 
decreased. This is due primarily to the conaaction of the consauction sector. Ceramic 
floor tile sales declined as well, primarily because the home-building sector was 
experiencing a recession. Overall, 1992 brick production was only 22% of full operational 
capacity; ceramic roof tile production was 30% of full operational capacity; ceramic floor 
tile production was 42% of full operational capacity; and sand miUing at the Enterprise 
reached over 60% of full operational capacity in 1992. 



The Enterprise is situated in a highly competitive market, particularly for bricks, 
and consumers are highly price sensitive. As a result, Mizia attempts to keep costs down 
and set competitive prices for its products. The Enterprise is able to keep the cost of 
production down for bricks because it uses coal for the kiln firing process. As a result, the 
Enterprise has been able to establish cost competitive prices for its products. The retail 
price for 1 BH-2 in June, 1993 was 3.5 leva: 1 BE cost 1 leva. The cost to produce one 
BH-2 amounts to 2.5 leva, providing the Enterprise with a gross profit of over 508.  

Reserves 

The clay deposit for brick production is located approximately 4 krn from the 
Enterprise site. The reserve should last for 100 years. The clay is "mergyl" type and is of 
high quality for brick production. Clay for roof tiles is also located approximately 4 km 
from the main Enterprise site. Clay for roof tiles is mixed at 50% clay/50% mergyl clay. 
The clay deposit for floor tiles is located in the neighboring area as well, about 3 krn from 
the Enterprise. Clay for floor tiles is mixed at 70% clay/30% mergyl type clay. Deposits 
in the area are plentiful, and the Enterprise faces no problems with obtaining clay from 
neighboring deposits for the long term. 

Distribution and Customers 

Until 1990, Mizia utilized a network of state-owned wholesalers for product 
dish-ibution. In 1990/1991, the Enterprise began selling product. on a cash and cany basis 
and by receiving orders via telephone. Mizia Enterprise has no sales representatives. 
Today, orders are generally received by telephone, and customers either prick up the 
product or Mizia transports the product to customers using a transport service. When the 
transport service is used to deliver products, the final retail price for the customer includes 
the transportation cost. Product delivery is typically by road; the Enterprise is also Iocated 
on the main Bulgarian rail line. A breakdown of customer sales by region is included in 
the following table. 

1992 Sales by Region 

Other I 7 I 24 I 19 
Tatal 100% 100% 1 100% - - I 

Customers in these large markets are typically large consauction and other private 
companies. Because of decreased production over the past two yeas, the Enterprise is 
actively trying to work with new state and private dismbutors to maintain a certain market 
share in these competitive regions. 



Competitors 

The Enterprise faces significant competition for brick production from neighboring 
Enterprises within 100 km. of Gorna Orjahovica. In addition, since Mizia has built a solid 
customer base in large cities in Bulgaria. they face even more competition, i.e. in the Sofia 
and Plovdiv markets. The Enterprise is able to price its product very competitively, due 
primarily to-its low energy cost. 

According to Enterprise management there are no competitors for roof tiles 
nearby. The closest competitor is located in Stralja. This Enterprise in Stralja has a 
commanding share of the market and producers much more than Mizia is capable of 
producing at present. Enterprise management intends to increase roof tile capacity in the 
near future to compete more effectively in this potentially lucrative market 

Ceramic floor tiles are also a potentidy lucrative market in Bulgaria. Mizia is 
currently the only producer of ceramic floor tiles in the region. The ceramic enterprise in 
Shoumen intends to enter the floor tile production market, increasing competition for 
Mizia products. 

Enterprise and Facilities 

Mizia Enterprise consists of four main workshops, an administration building and a 
transportation workshop on the premises in Gorna ~ a h o v i c a  The breakdown of 
production at the four main workshops is as follows: 

Worksho~ No. 7: This is the most modem workshop, constructed between 1970 and 
1986, but is currently not in operation because of the high cost of production. The 
shop contains two 100 meter tunnel kilns, fired by diesel fuel. The plant is currently 
being recommissioned and is expected to be back in production by July 1993. There 
are two lines, each with a Russian vacuum press. Automation is under Keller license. 
The drying block contains 2x8  chambers (Italian design), one each end with a capacity 
of 6,200 brickskhamber. Drying time is 36 hours. There is a multi-cutter (4) 
followed by 90 degree rotation to suit dryer air flow. Dust collection equipment was 
incorporated in the plant. 

Worksho~ Na. 1: This is the oldest shop (1967-1968) and produces both bricks and 
roof tiles from one Hoffman 44 chamber kiln. Generally, equipment is of Bulgarian 
origin, but it is not operating efficiently, as the rotating tile cutter is faster than the 
presses, resulting in some 50% being recycled. Movement to the drying chambers is 
by small hand carts and an overhead chain carrier for transportation is mechanized to 
the extent that hand-loaded wagons are moved on rails by a small diesel engine. 

Worksho~ No. 4: This workshop is fairly new and is used for ceramic floor tile 
production. There are three kilns in the workshop. Mergyl clay is used, with a 



moisture content of 42% prior to homogenizing in tanks. The equipment is 
manufactured by Sacrni (Italy), and there are 6 presses. The process is labor intensive, 
with m&ud loading of ceramic tiles and manual transfer of tiles to two tunnel dryers. 
The drying and firing processes are each two hours. The line consists of a double 
layer vitrifying kiln, taking 230 square meters of tileshwo shifts. 

Workshop Nos. 2.3: These two workshops are old workshops for the production of 
bricks, and the quality of bricks is very poor. The workshops have small Hoffman 
kilns, Bulgarian clay processing equipment, single wire cutters and predominantly 
manual loading and transfer equipment. Workshop 3 produces single bricks and 
Workshop 2 produces BH-2 bricks. 

In general, productivity of equipment located in the old workshops is in good 
working condition. A partial reconstruction of the workshop for floor tiles took place in 
1990, but since then there has been no reconstruction at Mizia 

Management and Staff 

Management at Mizia appeared to be competent, given the consuaints of the 
Enterprise. There appeared to be a high proportion of qualified engineers and supervisors, 
compared to other clay manufacturers. The management understands, however, that to 
compete in the future, a well-thought and developed strategic plan is critical. Enterprise 
management shared their view with our team concerning a future strategic plan for the 
Enterprise, which included the following: 

Closing the three workshops, Nos. 1, 2-3, and 4, primarily because the technology in 
five to six years wiU be outdated and wage prices will increase sigmlicantly due to the 
highly labor intensive production process. Management would like to concentrate the 
production of bricks, roof tiles and floor tiles into one production workshop. 

The Enterprise would like to transfer from diesel to gas firing in the future, which will 
save sigmficantly on the cost of fuel. 

Enterprise management wouid like to increase the production capacity for the different 
product lines in the future to: 7 million roof tile units, 350,000 square meters of floor 
tile production and increase present brick production by 30 million BEIyear, 

Enterprise management would like to install automated machinery, thereby cutting the 
direct manufacturing workforce from the present 400 employees to between 65-70 
employees. 

Management feels that, as an integrated producer of ceramic bricks, floor tiles and 
roof tiles, they will have an advantage over other companies engaged only in the 
production of one product line. In essence, Mizia would like to be a "one-stop shopping" 
point for construction companies and other private customers. 



Overall, Mizia management was very visionary and have taken time to discuss 
future operational and strategic issues, more so than other Enterprises visited. 

Employees at the Enterprise total 400. The Enterprise is fully aware that it will not 
be able to support this level of employees in the future. 

Financial Information 

The financiai information summarized beIow and contained as an Appendix has 
been assembled from information provided by management and has not been 
independently verified. Potential investors are encouraged to conduct their own financial 
review of the Enterprise. Summary financials are included in the following table. 

Net Sales 
Cost of Sales 
Gross Profit 

Gross Margin 
Gen./Admin Expense 
Other Expenses 

Interest Expense* 
Net Loss 

Net Margin 

Selected Restated Financial Data (Unaudited) 

Income Srarernenr Dafa: 

I------ * Included in "Other Expenses" 

Balance Sheer Data: 
Accounts Receivable 
Lnventories 
Total Assets 
Bank loans payable 
Long-teim Debt 
Capital 

Mizia generated 1992 revenues of nearly 28 million leva, a 42% increase over sales 
in 199 1. Cost of production over the same time period increased, and thus the increase in 
sales is due, in Iarge part, to increased prices. Gross margin from 1991 to 1992 declined 
to 10% of sales, due to increasing production costs. In essence, product prices failed to 
keep up with increasing input costs. Interest expenses increased in 1992, resulting in a 
higher net loss for the Enterprise in 1992. . 

Total assets appear to have increased sigruficantly in 1992, however the increase 
merely reflects the periodic revaluation of assets, according to Bulgarian accounting 
methods, to reflect inflationary increases in the value of these assets. Accounts receivable 
turnover has declined from 6 days as of December 31, 1991 to less than 3 days as of 



December 3 1 1992, as a result of smcter management policies in approving customers for 
credit and requiring timely payment. The number of days in inventory has declined in 
1992 as well, from 198 inventory days in 199 1 to 133 days in 1992, indicating sounder 
management practices. 

The long term investment loan which appears on the Balance Sheet for 1991 and 
1992, which was for the production of a new brick line completed in 1986, has recently 
been transferred to the state. As a result, Enterprise management expects to make a profit 
in 1993, primarily because of the decrease in interest expenses. 

In summary, Enterprise management reported that Mizia is beginning to 
turnaround its financial situation, and expects 1993 to be a profitable year. 

Legal Infunnation 

Mizia Enterprise is a joint stock company, 100% owned by the Government of 
Bulgaria. There are no pending restitution claims for the workshops or the administration 
building on the Enterprise premises. There are some claims concerning the land on which 
the old production workshops have been built, but these claims are not clear at this point. 
in addition, there is a claim for the new workshop, with the capacity of 60 million BE, 
which is currently not in operation. These restitution claims need to be addressed by al l  
parties involved. 

Summary 

Based on information presented by management, Mizia - Gorna Orjahovica is a 
large Enterprise with a competent work staff and the advantage of being an integrated 
producer of ceramic bricks, floor tiles and roof tiles. The problems, however, are that the 
Enterprise has obsolete technology in its workshops, the most modem workshop for brick 
production is currently not in operation, and the Enterprise is situated in a very 
competitive market region. For this Enterprise to be competitive in the future, new 
technology must be imported and new production facilities need to be constructed. The 
Enterprise should conduct market research to determine whether it should continue to 
produce three separate product lines: roof tiles, bricks and floor tiles. The main issue is 
whether this Enterprise is situated in an attractive market region for an investor. 



BULGARIAN INVESTMENT ENVTRONMENT 

The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. BuIgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. Ln the last twelve months, the 
national currency, the Lev, has become convertil5le and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria. 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C .  The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

I. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agricultural land. A 
foreign pe&on may acquire ownership of buildings and restricted real rights over 
immovables. 

B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration, development and extraction of natural resources in 
territorial waters, continenti4 shelf or the exclusive economic zone. 

- These licenses shall be issued by the Council of Ministers according to 
conditions pubiished in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. ?he Council of Ministers may suspend a l l  or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such a s  agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption from profit taxes for a five year period. 

Repatriation of Profit 

A. A foreign investor is free to repamate a l l  profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Government of the Republic of ~ulgaria 
is interested in identifying an international investor 

for the privatization of 

Rahovets 91 Enterprise 
Nova Shipca, Bulgaria 

An integrated producer of clay bricks and roof tiles. 

Strategically located close to the growing Varna and Bourgas regions. 
Less than 60 km from Varna. 

Production capacity is 30 million BE per year and 20,000,000 roof tiles 
per year. 

Low operating costs. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Rahovets 91 Enterprise. For further information on the Enterprise or the 
investment process, please contact: 

Mr. ~ h i l i ~ p  LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick . KPMG Peat Marwick 
2001 M Street, NW 200 1 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tei: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



"Rahovets 91 Enterprise" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document. 

The Investment Opportunity 

Rahovets 91, located in Nova Shipca, is situated in eastern Bulgaria, 
approximately 60 krn from Varna. Rahovets is an integrated producer of ceramic bricks 
and roof tiles. The equipment and technology at the enterprise is quite old, and the 
company faces significant competition fiom other brick and roof tile producers in the 
region. The bottleneck at the enterprise concerns the inefficient use of technology, in that 
the enterprise is producing bricks on a reconstructed roof tile line. 

Enterprise History 

Rahovets 91 was established in 1969 with two production Iines: one engaged in 
the manufacture of bricks and the other in the production of ceramic roof tiles. Brick 
technology is from Keller ( ~ e r m a n ~ ) ,  and roof tile technology is from Morando (Italian). 
Jn 1977, a general reconsmction took place, in which the brick production line was 
replaced and two roof tile production lines were installed, each with 3 revolving presses. 
In 1982, another general reconstruction took place, in which old machinery was replaced 
with Bulgarian equipment. In 1989, roof tile production halted and one of the roof tile 
lines was adapted for ceramic brick production. In 1991, the enterprise began working 
with the second roof tile production line. At present, Rahovets 91 is working with two 
production lines - one line for the production of roof tiles and one line with two revolving 
presses for the production of ceramic bricks. 

Products, Production and Pricing 

Rahovets 91 has a projected capacity of 30 million BE/year and 20 million roof 
tileslyear. The enterprise produces BH-2a and single m e  (BE) bricks. The following 
table highlights production levels for ceramic bricks and roof tiles for 1991 and 1992, as 
well as projected 1993 levels. 

Product/vnits 1 1991 [ 1992 1 1993 E 
Ceramic Bricks (BE) 11 6,470.000 1 6.608.000 1 7208.000 

1 Roof tiles 11 526.000 1 1.7.52.000 1 4500.000 1 
Ceramic brick production has declined from 1991 to 1992, while at the same time 

roof tile production has increased significantly. In 1992, brick production was only 22% 
of projected capacity; roof tile production was roughly 9% of projected roof tile capacity. 



The enterprise was not able to sell all of its roof tile production in 1992, and, as a result, 
there is currently a huge stock of roof tiles on site. Enterprise management stated that the 
demand has shifted to bricks. 

The market for Rahovets products is primarily in the Varna region for bricks and 
for roof tiles. Some sales go to Bourgas and Stara Zagora. 

The enterprise tries to establish a competitive price for its products in the market 
place. The established retail price for a BH-2a brick is 4.2 leva; the retail price for roof 
tiles is 5.6 leva. There are frequent price fluctuations, pamcdariy in the winter months 
when the cost of diesel is much higher than in the summer months. 

The enterprise has extremely high costs associated with production. According to 
enterprise management, energy and fuel represents 70% of the cost of production. When 
the enterprise completed its last reconstruction in 1982, Bulgarian equipment, which uses 
significantly more fuel than western machinery, was installed. The installation of this 
equipment has increased costs substantially for the enterprise. In addition to the high cost 
of diesel, the enterprise is experiencing problems with obtaining diesel. The enterprise is 
currently sourcing diesel from Bourgas. The diesel fkom Bourgas contains 3% sulfur, 
however, which damages the kiln. This in turn adversely affects product quality. Wages 
and raw materials are relatively small cost factors. 

Reserves 

The enterprise is using two cIay quarries for production - one quarry is located 
approximately 6 krn to the south, and the other quarry is located approximately 6 km to 
the southwest of the enterprise. One of the two quarries is of the "mergyl' type of clay. 
Each quarry has a 10-year reserve at the minimum. Other deposits are located about 8 lan 
from the enterprise and have a much larger reserve. 

Distribution and Comgefifors 

Rahovets 91 works with different private and state wholesalers for product 
delivery. The enterprise awards a discount to whoIesalers depending on the quantity 
purchased. For example, the enterprise awards a 3.5% discount for 20,000 pieces of roof 
tiles purchased. There are no discounts awarded for customers purchasing large numbers 
of bricks. Bricks are purchased predominately on a cash and carry basis. Management is 
trying to find new ivenues for distribution for roof tiles. 

Main competitors for t i c k  production are enterprises located in Caspichan, 
General'Toshevo and even Vama These competitors are producing better quality 
products than Rahovets, and, as a result, the enterprise is finding it difficult to compete 
effectively. The main roof tile competitor is located in Stralja and is reducing sales of 
Rahovers in the roof tile sector. The competitor in Stralja is producing a very high quality 
product using new equipment and technology. 



Equipment and Faciliiies 

Overall, significant capital expenditure is required to completely modernize 
operations at Rahovets 91. Equipment in the plant is of Bulgarian origin primarily. The 
production process is highly labor intensive and equipment is fully obsolete. There is no 
automation in the production process. In general, the production process is inefficient, 
primarily because the roof tile production h e  is used for brick production. This situation 
creates a bottleneck in the production process. The quality of bricks was below average, 
with several cracks in the bricks and wide color variation. There is a great amount of 
wastage in the main enterprise facilities. 

The last reconstruction occurred in 1982, at which time Bulgarian equipment 
replaced existing equipment at the time. The two production lines in the enterprise were 
reconstructed in such a way that capacity was low and overheads very high.. At present, 
the enterprise has two kilns, but only one is operational. The kiln which is working is 
operating at a 35% efficiency rate. 

Management and Staff 

The enterprise is in need of more effective management from the top down. 
Enterprise management do not appear to be adequately addressing pertinent issues and 
problems at the plant. There was little or no indication that enterprise management is 
thinking about its future and how to be more competitive. W e  management 
understands there are problems with the enterprise, the organization as a whole will not be 
successful in the future unless it addresses its problems and develops a cohesive strategic 
plan for the enterprise. 

The labor force totals 118 employees, 105 engaged in direct manufacturing 
production and 13 engaged in administration. 

Financial Information 

In 1992, Rahovets 91 generated revenues of 9.5 million leva, sigmficantly greater 
than 1991 sales, according to enterprise management This increase may be explained in 
part by increased sales, which grew slightly 2% over 1991 sales. In addition inflation, 
estimated to be approximately 80% by the Bulgarian Government in 1992, may also be a 
factor contributing'to increased revenues. Despite the increase in production and the 
increase in revenues, the enterprise suffered a net loss of 84,000 leva in 1992, indicating 
that price increases faded to keep pace with rising production costs of the enterprise. 
RahovetS 91 has a long term loan granted by the Construction Bank in Sofia for 508,000 
leva, or $20,320 USD. 



Legal Issues 

In 1991, the enterprise was established as an independent, joint stock company, 
100% owned by the Government of Bulgaria. There are currently no restitution issues 
pending at the enterprise, The property of the enterprise facilities is property of the 
municipality. Management indicated that only one decar, at most, may be claimed by a 
previous owner in the future. 

Summary 

According to information presented by managemenc the KPMG team did not find 
Rahovets 91 to be a salable enterprise. The enterprise is a relatively small producer of 
bricks and roof tiles produced by the company are in stock. Equipment and technology at 
the enterprise is obsolete, and it would require sigmficant capital expenditure to replace. 
In addition, there are several competitors in the region in which Rahovets 91 is located 
which are doing better than the enterprise. In the roof tile segment, a roof tile producer in 
Stralja is squeezing sales of roof tiles at Rahovets 91. There are formidable bricks 
competitors in the region, which produce a higher quality brick and have stronger market 
positions. The enterprise's main challenge is that it is situated in one of the most 
competitive regions, but it is currently not competing effectively. Rahovets 91 is also not 
doing well financially. Lf the enterprise is to survive in the future, it will need to develop a 
comprehensive strategic plan to compete effectively with other brick manufacturers in the 
region. 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and propeq .  

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Vama and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
national currency, the Lev, has become convemble and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT' accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have a l l  the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exchsively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2, The expropriation shall be subject to an appeal before the 
Supreme Court- 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participatien of over 50% may not acquire ownership of agricultural land. A 
foreign person may acquire ownership of buildings and restricted real rights over 
immovables. . 
B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration, development and extraction of natural resources in 
territorial waters, continental shelf or the exclusive economic zone. 

These Iicenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C .  A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and u n ~ p e c ~ e d  high tech sectors may be eligible for complete 
exemption &om profit taxes for a five year period. 

Repatriation of Profit . 
A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the privatization of 

Silicatceram Enterprise 
Plovdiv, Bulgaria 

A leading quality clay products manufacturer in Bulgaria, 

Strategically located in the attractive and growing Plovdiv region, 
the second largest city and a major distribution center in Bulgaria. 

Recent annual output of 53,000,000 BEJper year. Production and 
sales growth over the last few years. Capacity at  enterprise is 
150,000,000 BEIper year. 

Solid and broad distribution network. 

Significant share of the regional market for clay products. 

Attractive investment incentives 1 tax abatements. 

Favorable investment environment. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Siiicatceram - Plovdiv Enterprise. For further information on the Enterprise or the 
investment process, please contact: . 

' Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick KPMG Peat Marwick 
200 1 M Street, NW 200 1 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



"Silicatceram - Plovdiv" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document 

The Investment Opportunity 

The joint stock company Silicatcerarn is headquartered in Plovdiv, with three main 
workshops or subsidiaries to the west, northwest, and northeast. The Enterprise is an 
integrated producer of red bricks at each site, in addition to calcium silicate bricks at the 
Plovdiv site only. In 1992, total brick production of the Enterprise totaled 52 million BE. 
The Enterprise is ideally situated in the Plovdiv area, the second largest city in Bulgaria, at 
120 km from Sofia. The Enterprise employs 350 people, with 330 involved in direct 
manufacturing production. 

Products, Production and Pricing 

Silicatceram makes different types of bricks at each of the workshops. 

Plovdiv Main Site: This site produces red bricks, size BH-2, and calcium silicate 
bricks the size of one BE. The Enterprise is the only producer of calcium silicate 
bricks in Bulgaria. There is no signdicant difference between red bricks and calcium 
silicate bricks, since both are used for general consauction purposes. 

Chernorrorat Worksho~ No. 1: Produces BH-2 bricks, using air-drying technology 
and a ring kiln for firing, and is a seasonal operation from approximately March 15 
through November. 

Workshop No. 2: Produces single thick bricks (BE) and is a seasonal operation which 
uses air drying technology and a ring kitn for firing. 

Worksho~ No. 3: Produces single h e  (BE) and is a seasonal operation which uses 
air dryrng technology and a ring kiln for firing. 

T o d  capacity of the Enterprise, including subsidiaries, is 150 million BE/year. 
The Enterprise achieved this capacity level during the 1970's. At full operational capacity, 
the main site in Plovdiv is able to produce 25 million BE and 55 million calcium silicate 
bricks. In 1992, the Enterprise was producing a total of 52 million bricks, up from 48 
million in 199 1. Enterprise management forecasts a 58 million production level for 1993, 
62 million for 1994, and 70 million for 1995. General demand in the Plovdiv area is 
apparently increasing, and the construction sector is doing well. 



1992 production breakdowns for the Enterprise are as follows: 

Workshop No. 1 

Total = 52 rn BE 
100% 
90% 1 7 5.3 -+ m BE Workshop NO. 2 

. . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - . . . . . . . . . IovdivIMain Site 
30% 
20% 18 rn BE 

80% 

Management estimates that Silicatceram has approximately a 10- 12% share of the 
ceramic brick market, making it one of the largest brick manufacturers in Bulgaria. There 
are no competitors between Sofia and Plovdiv, which gives Silicatcerarn an ideal market 
position. 

Workshop No. 3 

Generally the Enterprise produces to order. As a result, the Enterprise sells 
practically all of its production and has very little inventory on hand at any one time. 

The Enterprise is fiee to establish its own prices, which are very competitive with 
other brick manufacturers in the country. The Enterprise establishes its price by taking 
into account its production costs, including cost of energy, fuel, wages, labor and raw 
materials. The cost for one BH-2 is 5.45 leva, and the retail price for a calcium silicate 
brick is 1.19 leva. The three subsidiaries have set retail prices approximately 5-10 stotinki 
less than the main site in Plovdiv. 

Total cost for producing one BE is 0.745 leva. The highest cost associated with 
the production of red bricks at the Plovdiv site is the cost of diesel fuel, representing 52% 
of total production costs, or 39 stotinki for each BE produced. The transfer to gas-fired 
kilns will alleviate this burden in the future. Raw materials costs amount to 9% of total 
production costs, approximately 7 stotinki for BE. 

The cost structure of calcium silicate bricks is much different, with raw material 
costs accounting for 42% of total production costs, due to the fact that sand and lime for 
ca lc ig  silicate production are purchased on a delivered basis. One calcium silicate brick 
costs approximately 0.766 leva. Raw material cost for one calcium silicate brick amounts 
to nearly 32 stotinki. Fuel is the second largest cost factor for calcium silicate bricks, at 
27% of total production costs, or approximately 20 stotinki for each brick produced. 



Cost of production at the subsidiaries are sigmficantly less, due to the outdated 
technology and lower wage amounts. The cost of producing one brick at the Chernogorat 
subsidiary; for example, is 0.557 leva. 

The significantly high raw material cost associated with calcium silicate production 
is a disadvantage, particularly in the brick industry, where low raw material costs is a key 
competitive success factor. As a result, red bricks have much greater sales potential for 
Si1icatceram.- 

Reserves 

Clay is extracted from reserves situated 16 km from the Plovdiv site.' The 
Enterprise controls the deposit and is responsible for extraction. Reserves have variable 
beds across the deposit. There is no free lime in the clay. The reserves are estimated to 
be sufficient for 25-30 years at the present rate of extraction, with further reserves 
available at the subsidiaries. Clay is delivered by 6 company-owned vehicles. The clay is 
currently reserved for brick production, but is also suitable for making tiles. Sand and 
lime for calcium silicate bricks are purchased on a delivered basis. 

Distribution and Customers 

The Enterprise has a solid and broad distribution base. The following distribution 
methods are currently employed: 

Regional Distributors in the Plovdiv area: The Enterprise takes orders by telephone 
and distributes products to customers in the Plovdiv area. The distributor arranges for 
the pick-up and delivery of the product and typically adds a 30% commission. 

Coooerative Wholesalers: Cooperatives in small towns and villages act as wholesalers 
for product distribution. These cooperatives receive orders and make product 
deliveries in exchange for an added margin on the retail price. 

State-owned wholesalers: These wholesalers are predominantly engaged in 
distributing construction and building material products in addition to oil and diesel. 

Cash and Cam: The remainder of sales are achieved through cash and carry 
transactions. 

The bregdown of the Enterprise's sales base is as follows: 

Private Companies: 10% 
State-Owned Companies: 10% 
Individuals: 80% 



As was mentioned earlier. the Enterprise is situated in a prime and growing 
market. There are no competitors located near Silicatceram, which is the largest producer 
of bricks in the Plovdiv region. The Enterprise is the only producer of calcium silicate 
bricks in Bulgaria, and therefore there are no competitors for this specialized market. In 
summary, there is a large potential market for Silicatcerarn products, stretching from Sofia 
in the west and to Bourgas and the coast in the east. 

In addition, Silicatceram has local advertising managers at each of the workshops, 
and is currently advertising in local newspapers and on the radio. 

Equipment and Facilities 

The main Enterprise site in Plovdiv consists of a 5-story administration building 
and two production workshops: one for red brick production, and one for calcium silicate 
production. In addition, there is a general repair shop, storage for transportation 
equipment, and a facility for steam production. The origin of this equipment is 60% 
Bulgarian, 20% Russian and 20% Polish. 

Plovdiv: Red Brick Workshop: An oil-fired tunnel kiln was installed in 1976 
which has an annual rated capacity of 25 million BE. The kiln bums 320 kghour and 
current consumption is 6-7 tonslday at 2,500 levahon. Clay is processed in three stages 
and held in stock for approximately one week. There is one production line, which 
consists of one vacuum press, single wire cutter and a semi-automated stacking machine 
which stacks bricks in to eighteen 3,000-capacity drylng chambers. The stacking and 
unloading of kiln cars is done manually. 

Calcium Silicate Workshop: This is a fully automated operation consisting of four 
lines, with two mechanical and two hydraulic presses. 22,400 bricks are produced in an 
eight-hour cycle, with 16 atmospheres pressure at 205 degrees Celsius. Overhead cranes 
handle the smpping, stocking and loading of bricks outside. 

Cherno~orat Subsidiary: AU subsidiaries involve airdrying and Hoffman Ring 
Kilns. The process is extremely labor intensive. A new Fuchs system has been partially 
installed. The clay processing area is 70% complete, and the kiln structure is in place. 
The new Fuchs line is designed with a capacity of 30 million BEIyear. Management 
estimates that approximately 50 miUion leva is required to complete the installation of this 
line. 

The equipment in the main Plovdiv site seems to be working efficiently, but due to 
the f a a  that it is 16 years old, it may not have much more of a life. Product quality 
appears to be higher than other Bulgarian producers. The color of the brick is consistent, 
with only minimal product damage visible. Overall, the products seem to meet all 
standards and appear very marketable. 



The Enterprise has outlined desired capital expenditure in the following areas: 
- Upgrading the clay processing workshop in Plovdiv. 
- Gas installation at the Enterprise (at least in Plovdiv) to save on energy costs. 
- Installation of new heating generators. 
- General maintenance of bulldozers and excavators. 

including all subsidiaries, the Enterprise employs 350 employees, 330 involved in 
direct manufacturing production and 20 involved in the administration of the Enterprise. 

Firuznciul Issues 

The financial information summarized below and contained as an Appendix has 
been assembled from information provided by management and has not been 
independently verified. Potential investors are encouraged to conduct their own financial 
review of the Enterprise. Summary financiais are included in the following table. 

Selected Restated Financial Data (Unaudited) 
(000's Leva) 1992* 1991** 

Income Statement Data: 
Net Sales 
Cost of Saies 
Gross Profit 

Gross Margin 
Gen./Admin Expense 
Other Expenses 

Interest Expenses*** 
Net Income (Loss) 

Balance Sheet Data: 
Accounts Receivable 111 2.849 
Inventories 5,195 3.955 
Total Assets 80.130 20.829 
Bank loans payable (current) 700 1,000 
Long Term Debt 2,795 13,908 
Capital 7 1.346 2.130 - 

* 1992 exchange rate (24 leva/$ 1 USD) 
* * 1991 exchange rate (20 leva/$lUSD) 
*** Included in "Other Expenses" 

The Enterprise generated sales of 39.8 and 25.8 million leva on production of 52 
and 48 million BE during 1992 and 199 1, respectively. Sales during 1992 increased 54% 
over 1991 sales levels. The increase may in part be explained by increased production in 
1992, up 8% over 1991 production. According to the Bulgarian Government, inflation 
was approximately 80% in 1992, which may explain the s i e c a n t  increase in sales in 
1992 over the previous year. Gross profit margin declined to 8% in 1992, from 12% of 
revenues in 199 1, due to increased cost of sales. Net profit margin during the same time 



period increased to 1% in 1992, up from a net profit margin of (8%) in 199 1. This change 
is primarily due to decreasing interest expenses during 1992. 

Total assets appear have increased significantly in 1992, however the increase 
merely reflects the periodic revaluation of assets, according to Bulgarian accounting 
methods. to reflect inflationary increases in the value of these assets. Accounts receivable 
turnover has declined from 40 days as of December 3 1,199 1 to less than 2 days as of 
December 3 I. 1992, as a result of stricter management policies in approving customers for 
credit and requiring timely payment Number of days in inventory has declined in 1992 as 
well, from 63 days at December 3 1, 199 1 to 5 1 days at December 3 1, 1992, indicating 
sounder management practices. 

At December 3 1, 199 1, the Enterprise had a loan in the amount of 13,908,000 
Ieva, or $556,000 USD, for the construction and installation of the new Fuchs system at 
the Chernogorat subsidiary. A majority of this loan was transferred to the state. At 
December 31, 1992, long term debt amounted to 2,795,000 leva, or $1 11,800 USD. This 
1992 has been transferred to the state as well. 

Legal Issues 

The Enterprise is a joint stock company, 100% owned by the state. There is no 
restitution issue for the main site in Plovdiv or for any of the three subsidiaries. 
Management does not expect any forthcoming claims. Management at the Enterprise is 
located at the main site in Plovdiv. Silicatceram has a Board of Directors, consisting of 
the General Director, Deputy Director, Manager in Plovdiv, and Representative from the 
Ministry of Construction. There is currently no private investment in the business. 

Summary 

Based on information provided by management, Silicatceram appears to be a solid 
Enterprise, with efficient technology, a competent management staff, and a good market 
position. The Enterprise is attractive primarily because it is located in an attractive 
market, the second largest city in Bulgaria, with potential for sales from Sofia to the 
coastal areas. It would be desirable to complete the installation of the new Fuchs system 
at one of the subsidiaries to decrease product costs and improve product quality. Overall 
product quality appears very good, and the financial position of the Enterprise has 
apparently been improving. Capital investment is required in the near term for 
modernization of operations, and in the longer term for replacement of machinery. 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy'changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia 

The total population of Bulgaria, estimated at 9.0 million in 199 1, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

in February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria. 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors.' Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives apphcable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Manvick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons. having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
resmcted. 

D. Property of foreign persons may be expropriated oniy for exclusively 
important state purposes which cannot otherwise be met 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agricultural land. A 
foreign person may acquire ownership of buildings and restricted real rights over 
immovables. 

B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance: 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration. development and extraction of natural resources in 
temtorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
Nationai Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemptio~~from profit taxes for a five year period. 

Repatriation of Profit . 
A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the privatization of 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Badeshte - Boutovo Enterprise. For further information on the Enterprise or the 
investment process, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Manvick KPMG Peat Marwick 
200 1 M Street, NW 200 1 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 

Badeshte Enterprise 
Boutovo, Bulgaria 

An integrated quality producer of clay bricks, floor bricks and facing bricks. 
Minimal competition for facing bricks and floor bricks in the market. 

Production capacity is 60 million BE per year. 

Recent annual output of approximately 30,000,000 BE. Clay reserve 
located on-site, with an estimated reserve of 80 years. 

Low operating costs. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 



l1 Badeshte Enterprise" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document. 

The Investment Opportunity 

Badeshte Enterprise (the "Enterprise") is located in Boutovo, is situated in the 
north/central Bulgarian ceramic market. The enterprise is an integrated producer of single 
frame and double frame bricks, floor bricks, and facing bricks. The enterprise consists of 
five workshops - two are located on the main plant site in Boutovo, and three are located 
in surrounding areas and were established in 1900. The enterprise is the only producer of 
facing brick in the region. Overall, the plant is very old with obsolete technology. 
Significant investment would be required at the main plant site alone. 

Products, Production and Pricing 

Badeshte Enterprise is engaged in the production of three main product lines: 
ceramic bricks (for construction purposes), facing bricks and floor bricks. The present 
capacity of the enterprise is 60 million BE/year. The enterprise at present is producing 
significantly less than the capacity level, due to the contraction of the construction market. 
According to enterprise management, the workshops are working at a current efficiency 
rate of less than 50%. 

The clay reserve is on-site, with approximately 80 years supply. The clay is 
consistent, for optimum plasticity and minimal shrinkage. 

Product prices are established based on demand. The retail price is competitive 
with other manufacturers in the region. Current product prices are: 

BH-2: 4.5 leva 
Floor bricks: 3.7 leva 
Facing brick: 2.6 leva 

. Single thick (BE): 1.5 leva 

The enterprise can afford to raise costs for facing bricks because there is no 
competition in this market. Management has set a comparatively low price for BH-2 
bricks, due to the fact that several competitors in the region are vying for increasing 
market share in the brick market. The higher price of facing bricks compensates for the 
lower price established for BH-2 bricks. 



Distribution 

Badeshte Enterprise does not have any distributors or wholesalers for product 
distribution. All sales are achieved on a cash and carry basis. Some customers pay in 
advance and receive a slight discount on sales. Discounts are quantity-based and are 
limited to 10%. Deliveries are made by road and by rail, hand-loaded to pallets. The 
enterprise has a railroad terminal on the enterprise site, and thus can easily load bricks on 
trains for rail. transport. The location in northkentral Bulgaria gives access to the major 
markets of Plovdiv, Pleven and Sofia. Customers pay for the transport cost for product 
delivery, which increases the final price of the product substantially. 

Competitors 

The enterprise achieves all sales predominantly in the Sofia and Pleven region. In 
these areas, there are several competitors engaged in brick production. The most 
formidable competitor is located in Sevlievo, and has modem equipment and technology. 
Other competitors around the enterprise are situated in Lemitsa and Lukovit. 

Equipment and Facilities 

Badeshte Enterprise consists of five workshops, two on the main site in Boutovo 
and three in surrounding villages. The three workshops not on the main site have ancient 
technology; equipment at these sites has not been changed in nearly 60 years. Equipment 
is d u t y  and does not appear to operate efficiently. The buildings and facilities have not 
been well-maintained. 

The main site has one recent plant erected in 1967, 60 million BE capacity, with 
Morando and Keller equipment. The clay processing equipment at the main site is 
standard for Bulgaria and is showing its age. The workshop is a typical dual workshop; 
however, in most parts of the process only one belt or one line was operating, with the 
other appearing not to be in working order. The facility had Keller dryers with automated 
unloading followed by manual transfer to kiln cars. 

The tunnel kiln at the main site was renovated in 1989, at which time a new diesel 
firing system by the Italian company Bemini was installed. There are eight multipoint 
firing stations, each with a monitor controlling temperature, but no overall 
microprocessor control, The kiln fires at 948 degrees Celsius, and waste heat is 
transferred to the underfloor heated dryers. 

.The plant is generally poorly maintained,' particularly the clay processing 
equipment, but even the new firing equipment leaks and is generally in poor condition. In 
most areas, only half of the plant is operational, and it is unlikely that full production could 
now be achieved without expenditure. 



The clay at the enterprise is capable or producing a high strength brick and also a 
facing brick, both of which appeared of average quality. The facing brick was 
unimaginative in design, but the product definitely has potential in the market. The 
appearance and general quality of most of Badeshte's products are, however, below 
average. Enterprise management admitted to the generally poor quality of products. In 
essence, the irregular shaping at the moulding stage and the hand loading for firing causes 
cracking. Approximately 15% of bricks are damaged, according to management 

Overall. technology at the enterprise is obsolete and the production process is 
highly labor-intensive. Reconstruction of the whole plant is necessary, but the enterprise 
does not have the capital to pursue modernization at this time. Badeshte was also a 
candidate for installation of the Fuchs system under the direction of the Ministry of 
Construction. The infrastructure of the new site was built on the premises of the plant, 
but construction came to a halt a few years ago. Today, a large building, empty inside, 
remains on the site. 

Financial Information 

According to enterprise management, Badeshte Enterprise is breaking even, with 
no profit or loss. The enterprise has no outstanding loans at present, because management 
has been able to transfer its debt to the state. The enterprise has taken out no other loans 
for working capital. The enterprise has substantial payables to its diesel supplier in Varna. 
Badeshte has negotiated with the Varna diesel company and has rescheduled their 
payments tot he company. Enterprise management expects to make a small profit in 1993. 

Legal Issues 

At present, there are no restitution claims for the equipment or facilities at the 
main site in Boutovo. There are a few restitution claims for two of the workshops located 
outside of Boutovo. However, enterprise management indicated that the previous owners 
are not interested because they are not in a position to make the si@cant capital 
invesment required to modernize the facilities. As a result, enterprise management does 
not expect any problems relating to restitution in the future. 

Summary 

Based on information presented by management, Badeshte Enterprise does not 
appear to be an attractive candidate for investment One of the main challenges is that the 
enterprise is located in one of the most competitive markets - with major competitors to 
the eaa, west and south. Badeshte competes in the same market as Sevlievo, which is a 
much more attractive candidate for investment It appears that the enterprise can only 
survive with its current technology while labor remains a low cost factor. Sipticant 
capital investment is required to upgrade the entire production facilities. The three 
workshops with antiquated ring kiln technology certainly will not be able to compete with 



more modem facilities in the future. Product quality is also worse than in other ceramic 
brick producers, and the workshops are operating at an efficiency rate of less than 50%. 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterpiise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the counay is marked by the 
presence of the capital, Sofia. 

a 
The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the 'last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The foIIowing section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. GeneralIy, the laws governing foreign 
investment in Bulgaria are very Iiberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and Iegal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
resmcted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agri~IIkUd land. A 
foreign may acquire ownership of buildings and restricted red rights over 
immovables. 

B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance: 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers: 

4. exploration, development and extraction of natural resources in 
territorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general panner in a limited pmership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exempaon'fkom profit taxes for a five year period. 

Repatriation of Profit 

A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the privatization of 

Uspeh Enterprise 
Lukovit, Bulgaria 

An integrated producer of clay bricks. Located less than 100 km from Sofia. 

Production capac,ity is 60,000,000 BE per year. Enterprise consists of 
four workshops, two at  the main site in Uspeh. One of the largest plants 
in the Sofia and Pernik region, south of Sofia. 

Recent annual output of 50,000,000 BE per year. Clay reserve 
located on-site for the main facility in Uspeb. Clay reserves for 
subsidiary workshops located less than 1 km from facilities. 

Low operating costs. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Uspeq - Lukovit Enterprise. For further infoxmation on the Enterprise or the 
investment process, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick KPMG Peat Marwick 
200 1 M Street, NW 2001 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



"Uspeh - Lukovit Enterprise" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to tbe accuracy or completeness of the information in this summary document. 

The Investment Opportunity 

Uspeh Enterprise (the "Enterprise") is located in Lukovit, approximately 100 lan 
from capital city of Sofia. The Enterprise is comprised of four workshops: Two 
workshops are on-site in Lukovit; two workshops are remote at 15 krn and 25 krn from 
the Enterprise (closer to Sofia), with seasonal air-drymg processes. The Enterprise is 
situated in an attractive market location and has no significant competitors in the region. 
The main problem at the Enterprise is the equipment in the production workshops, which 
is generally operational but in poor condition. In addition, the Enterprise has been 
operating at a net loss. An investor would be interested in this Enterprise for its market 
location and its large "gray mergyl" clay deposit with a 100-year reserve on-site, which is 
rated as one of the best in Bulgaria and is suitable for producing both roof tiles and bricks; 
Enterprise equipment and facilities, however, would have to be replaced in the mid-term, 
and financial cost accounting issues need to be discussed at the managerial level. The 
Enterprise employs approximately 300 people. 

Products, Production and Pricing 

Total production capacity of the four workshops at Uspeh Ceramics is 60 million 
BE/year. The Enterprise is currently producing approximately 50 million BE/year. It is 
one of the largest plants located in the Sofia and Pernik region, south of Sofia. The main 
market region for the Enterprise is the Lovec - Pleven - Lukovit - Sofia - Pernik - 
Botevgrad market area, situated to the north, south and east of the capital city. Products 
produced at the different Enterprises are as follows: 

Worksho~ No. 1 - Lukovit: This workshop began the production of ceramic 
bricks in 1970. Products range in BH-2, single frame and single thick bricks. At 
present the main product is the BH-2 brick. The workshop has two tunnel kilns 
with a projkcted capacity of 45 million BEIyear. The Enterprise is currently using 
a tunnel kiln, with a capacity of 30 million BE/year. The clay deposit is located 
on-site. 

Worksho~ No. 2 - Lukovit: Constructed in 1960, this workshop is producing 8 
million single frame BE/year, and has reached capacity in recent years. The clay 
deposit is located on the Enterprise premises. 



Workshou No. 3 - 15 krn from Uspeh: Established in 1947, this is a seasonal 
workshop with primarily Bulgarian equipment. Projected capacity at the 
Enterprise is 6 million BE/year. The workshop produces a low cost product. The 
clay reserve is approximately 1 krn from the workshop, and the deposit has been 
supplying materials since 1947. 

Workshop No. 4 - 25 krn from Usueh: This workshop is closest to the capital city 
Sofia (60 krn from Sofia) and began producing bricks in 1947 with seasonal air 
drying capacity. Projected capacity of the workshop is 8 million BE/year. The 
workshop is currently producing close to 8 million single frame bricks. The clay 
deposit for this workshop is located 1,000 - 1,500 meters from the main facilities, 
and the reserve is very large. 

The Enterprise establishes prices for its product to be very cost competitive with 
other ceramic brick producers. In fact, the Enterprise has set one of the lowest retaii 
prices for its product in the region. The established re& price for I BE is 1.10 leva; the 
average retail price for a double h e ,  or BH-2, is 4.9 leva. The Enterprise has increased 
product prices over the last year due to inflation and increasing input costs. 

The cost to produce one brick is approximately .698 leva. The major costs for the 
Enterprise as a whole are the cost of fuel and wage costs. Fuel costs represent 37% of 
total product costs, according to Enterprise management. The cost of diesel fuel has been 
increasing over the last two years. Recently, the Enterprise began firing the kiln at 
Workshop No.1 with coal, saving a substantial amount on the cost of fuel. Gas 
installation will allow the Enterprise to compete more effectively with Enterprises in the 
future. Gas for firing ins available 4 km. fTom the Enterprise site in Lukovit. Wage costs 
represent approximately 34% of total production costs. Wage costs are so high primarily 
because the production process at the main workshops at Lukovit, and to a greater extent 
at Workshops Nos. 3 and 4, is extremely labor intensive. In the future, the Enterprise may 
find it difficult to compete effectively as wage prices rise and other Enterprises install 
more efficient and modem machinery. 

Distribution and Customers 

Uspeh currently does not work with any distributors or wholesalers for product 
dismbution under contract. All sales are primarily completed on a cash and carry basis. 
There are several'methods of payment for product purchases: ( I )  Cash payment on-site at 
the point of purchase; (2) Credit basis for regular customers; (3) Advance payment by 
customers; management reported that customer who make advance payments typically 
want same discoun~ but management is reluctant to give discounts because product prices 
are already lower than other brick producers. 

The Enterprise has established customers in the Lovec, Pleven, Lukovit, Sofia and 
Botevgrad areas. Management reported that state-owned companies accounted for 
approximately 10- 15% of sales in 1992 and private companies accounted for the 



remaining 8590% of sales. The breakdown in 1993 is relatively the same. Management 
may start awarding discounts to certain loyal customers, depending on quantity purchased. 

Competitors 

Overall, Uspeh, with its four main workshops, is situated in a prime market 
location. Its prices are cost competitive and the Enterprise's main advantage is that it is 
one of the largest brick manufacturers in the region. The clay deposit on the premises in 
Lukovit is a distinct advantage; however. with the current outdated equipment and 
technology, product quality is below average. 

Two other large competitors are to the east of the Enterprise in Sevlievo and to 
the south of Sofia. Uspeh does not consider Sevlievo a considerable threat at least in the 
Sofia market, particularly because it is located farther from Sofia. However, the 
Enterprise located to the south of Sofia is a main competitor to Uspeh in the Sofia market 

Facilities and Equipment 

In general, equipment was operational at the Enterprise but in poor condition. 
Machinery and equipment has been changed over the years, some successfully and others 
not as successfully. This has created a situation in which some equipment is not working 
efficiently and is not capable of working at designed capacity. Materials and the 
production process at the two main workshops in Lukovit follows. 

Workshop No. 1 - Lukovit: Essentially Italian technology (Morando) with some 
imported equipment and some manufactured in Bulgaria under license. Partial 
replacement of equipment has taken place over the last two years. Clay is milled in this 
workshop in 2 stages to 5-8 mrn prior to transporting clay on an overhead conveyor to 
stock. milling mixing process is carried out on 2 parallel lines followed by single 
wire cutters; the loading of two dryers is automated. Both dryers are operating, one 
utilizing waste kiln gases, the other relying entirely on diesel generated heat. Bricks are 
dried at 60 - 80 degrees Celsius for 48 hours. Ventilation of the drier is a major problem 
leading to higher costs and poor quality. Kiln cars are manually loaded and fired in only 1 
kiln; there is a second kiln, which is currently not is use. Kiln capacity is 28 cars for 24 
hours. Kiln cars are manually unloaded. The major bottleneck at this plant is the drying 
process before firing - in the past, the Enterprise has only operated one of its two kilns due 
to the extremely high cost of diesel. The workshop has converted to coal from diesel as  
the main fuel because of increasingly high diesel costs. Coal is fed by a conveyor to the 
roof of  the kiln, where it is manually fed into the kiln. The use of coal in this workshop 
reduces product quality, but the product meets the strength standards required. 

Workshou No. 2 - Lukovit: This workshop was constructed in 1960, with general 
reconstruction taking place in 1982. The tunnel kiln in this workshop at 48 meters is one 
of the shortest in Bulgaria and has a capacity in excess of 8 million BEIyear. The 



workshop has Bulgarian clay processing equipment and a single wire cutter. There is 
currently no automation involved in the production process - Employees manually load 
bricks fir drymg and firing; drying cars are manually pushed. Overall, the entire process is 
extremely labor intensive. Kiln capacity is 24 cars for 24 hours. Kilns operate at 850 
degrees Celsius and waste heat is circulated to the dryng chambers. The workshop 
utilizes coal for the firing process, which is manually fed into the kilns. Product quality for 
this workshop is generally poor, due to the fact that the kiln is too short and heating and 
cooling takes'place too quickly. 

Workshop 3 - 15 km from plant: Workshop is a seasonal operation, utilizing 
Bulgarian equipment (5-6 years old). Ring kiln technology at the plant is completely 
outdated. Low input costs at the workshop enable the Enterprise to produce a very low 
cost bricks at this site. 

Workshop 4 - 25 krn from plant: This workshop is on the main road to Sofia and 
is in a good market location. The workshop has a ring kiln and the operation is seasonal 
for air drying of bricks. The Bulgarian equipment at this site, according to Enterprise 
management. is in better condition than in Workshop No. 3. 

Management and Stuff 

Overall, management at this Enterprise appeared to be average. The General 
Manager is not engineering-trained and did not seem to have a good strategic overview 
for his Enterprise. Decisions appeared to be taken for short tern cost reasons and not in 
accordance with any clear engineering, quality or market strategy. Workshop No. 1, 
potentially the most efficient with the best product, was the highest cost producer and was 
not able to operate at full capacity. Labor intensive workshops were operating at full 
capacity producing lower quality products. The Enterprise is currently operating at a 
sizable net loss, and management does not appear to have any solid decisions to reverse 
the situation. A thorough analysis of production, costs and pricing needs to be completed 
by Enterprise management. 

Workshop No. 1 employs 65-68 workers in 3 shifts; Workshop No. 2 employs 48- 
50 workers in 3 sm Workshops Nos. 3 and 4 each have approximately 55 workers 
each. Employees did not appear to be as well-trained as in other Enterprises visited by the 
team and production efficiency could improve. 



Financial Issues 

The financial information summarized below and contained as an Appendix has 
been assembled from information provided by management and has not been 
independently verified. Potential investors are encouraged to conduct their own financial 
review of the Enterprise. Summary fmancials are included in the following table. 

Selected Restated F i c i a l  Data (Unaudited) 
(000's Leva) 1992 1991 

Income Statement Data: 
Net Sales 21,451 14.182 
Cost of Sales 2 1.804 16.164 
Gross Profit (353) ( 1,982) 

Gross Loss (2%) (14%) 
Gen.1Admi.n Expense 490 370 
Other Expenses 4 5  19 2.046 

Interest Expense* 4.284 1.960 
Net Loss (5,362) (4.398) 

Balance Sheet Data: 
Accounts Receivable 
Inventories 
Total Assets 
Bank loans payable 
Long term debt 
Capital 

* Included in "Other Expenses" 

In 1992, Uspeh generated revenues of 21.4 million leva, up 51% over 1991 
revenues. Production in both years, however, remained roughly the same. According to 
the Bulgarian Embassy, inflation was approximately 80% in 1992, which is the main 
reason for the significant increase in sales in 1992 over the previous year. Cost of sales 
for 1991 and 1992 was greater than revenues, indicating that price increases are failing to 
keep up with increases in cost of production. The Enterprise's highest cost factor is the 
price of diesel fuel, which has been increasing over the last two years, according to 
Enterprise management. In addition, interest expenses increased close to 119% from 1991 
to 1992, adding to the net loss of the Enterprise. 

According to Enterprise management, the Enterprise was profitable between 1983 
and 1987. After this time, major reconstruction of Workshop No. 2 commenced, while at 
the same time demand for bricks was decreasing in the region. 

The Enterprise has been able to improve its account receivable policy. Accounts 
receivable turnover has declined from 26 days in 1991 to approximately 20 days in 1992. 
At the same time, the number of days in inventory has declined from 96 days in 1991 to 91 
days in 1992, indicating that management is beginning to adopt stricter policies. 1992 



assets of the Enterprise increased substantially; however, the increase merely reflects the 
periodic revaluation of assets, according to Bulgarian accounting methods, to reflect 
inflationary increases in the value of these assets. 

In 1992, the Enterprise had a short term loan for working capital for 6.3 million 
Leva. Today, the Enterprise continues to pay only the interest and not the principle for 
this loan; in 1992. Uspeh paid 4.3 million leva in interest expenses alone. Uspeh is trying 
to reschedule-this loan with the local branch of the Trade Bank. 

In general, the financial situation at Uspeh is not very positive. However, it 
appears that the Enterprise has begun to address some problems and improve the financial 
situation of the Enterprise. 

Summary 

According to information provided by Enterprise managemenq Uspeh-Lukovit 
products are nationally known and respected. The Enterprise is one of the largest brick 
producers in the country with one of the highest quality clay deposits on the premises of 
the main workshop in Lukovit. While the equipment is old and the technology at the 
subsidiaries is obsolete, Uspeh is an amactive Enterprise, particularly because of its 
market position - major cities and areas surrounding the Enterprise at 100 h or less 
include Sofia, Pleven, Pernik, Lovec and Botevgrad. With the high cost of transport, the 
subsidiary at only 60 krn from Sofia has distinct cost advantages which should be 
exploited. While the Enterprise has not been financially stable over the past two years, it 
does appear that Enterprise management is beginning to turn around this situation. 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure fiom the former command conuol type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Ausma or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the counay's foreign debt problem, and rationalize 
government spending. These refoms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the govenunent is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C .  The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participati'on of over 50% may not acquire ownership of agricultural land. A 
foreign person may acquire ownership of buildings and resmcted real rights over 
immovables. 

B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance: 

' 3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration, development and extraction of natural resources in 
territorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose counmes discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption from profit taxes for a five year period. 

Repatriation of Profit 

A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the privatization of 

Ceramic Sliven Enterprise 

An integrated producer of clay bricks. 

Situated between the prime regions of Plovdiv and Bourgas. 
Main customers are located in the Bourgas and Haskovo regions, 
to the east and south of Ceramic Sliven. 

Production capacity of 40,000,000 BE per year. Recent annual 
output of 27,000,000 BE/per year. 

Low operating costs. 

Attractive investment incentives / tax abatements. 

Favorable investment environment, 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Ceramic Sliven Enterprise. For further information on the Enterprise or the 
investment process, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick KPMG Peat Marwick 
2001 M Street, NW 200 1 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



"Ceramic Sliven Enterprise" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMC can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document. 

The ~nves&nt Opportunity 

The state-owned enterprise, Ceramic-Sliven (the "Enterprise") (map Reference No. 
2), is located in the city of Sliven in southeast Bulgaria. The enterprise has one subsidiary 
located approximately 12 km from the main plant site in Sliven. The enterprise is engaged 
in the production of ceramic bricks. In 1992, total production totaled 26 W o n  bricks at 
both workshops. The enterprise's main market area is in the regions of Bourgas and 
Haskovo, extending to the east and south of Sliven. The enterprise also has the facilities 
to produce glue and accelerator substances for concrete, but is presently not engaged in 
the production of these materials. The enterprise is in the middle of two regions - Plovdiv 
and Bourgas - and is aggressively trying to penetrate these markets to increase sales. The 
enterprise has a total of 204 employees, with 173 direct manufacturing workers. 

Enterprise History 

Ceramic-Sliven was established in 1947, when an existing private brickyard for 
ceramic production was nationalized. In 1954, the enterprise was renamed as the State 
Industrial Enterprise - Sliven. In 1967, a new enterprise facility for the production of 
bricks was constructed in the industrial zone of Sliven, where the main headquarters is 
now located. The new enterprise facility commenced production in 1970, supported by 
one subsidiary located approximately 12 km from Sliven. In 1989, the industrial ceramic 
enterprise was re-registered with the name, Ceramic - Sliven. 

Products, Production and Pricing 

Ceramic - Sliven produces two main types of brick, the main workshop in Sliven 
produces a BH-2 size brick; the subsidiary produces single thick bricks. The subsidiary 
workshop is seasonal, utilizing air drylng technology and a ring kiln for the firing of bricks. 

The capacity of the Sliven plant is 40 million bricks per year. At present, the 
Sliven enterprise is producing 26.5 million BE/year, down from 29.6 million in 1991. Out 
of this total, the subsidiary is producing approximately 5-6 million BE/year. Projected 
production until 1995 is as follows: 



The regional market of the enterprise extends from Bourgas to Haskovo, and the 
enterprise is actively trying to sell bricks in and around Bourgas itself, to capture sales in 
this lucrative market. Production at the enterprise is based on demand - which varies 
substantially during the year. At times, however, Ceramic-Sliven is not able to satisfy 
local demand. 

Overall brick quality is variable and poor - there are inconsistencies in the color of 
the bricks and fired bricks typically have several cracks. The quality of the bricks from the 
seasonal workshop is poor. 

The enterprise has been engaged in research regarding potential export to Greece. 
Ceramic - Sliven has produced two Greek brick types, but needs to improve the overall 
strength of the bricks. The enterprise needs to improve the appearance of the bricks 
before export to counmes, including Greece and Russia, would be possible. 

Ceramic - Sliven has established a retail price for BH-2 bricks at 5.10 leva, 
including the 2% turnover tax. The cost of producing each brick, according to enterprise 
management, is approximately 3.7 leva, giving the enterprise a 37% margin. Retail prices 
have fluctuated over the past two years, due to inflation and increased production costs. 
Costs of production are sigmficantly less in the summer, due to decreasing fuel costs. 

The average cost per bricks amounts to .758 leva. The greatest cost involved with 
production is the cost of energy, which is approximately 22% of total production costs. 
Ceramic - Sliven has been able to save ~ i ~ c a n t l y  on the production of bricks by recently 
switching to gas as the major source of fuel for the drying and firing processes. In 
addition, labor costs are particularly high, accounting for 19% of total production costs, 
particularly because the process is labor intensive. Raw material costs are low, 
accounting for between 10-12% of total production costs. Cost associated with 
production have been rising faster than the enterprise has increased the retail price. 
Enterprise management should address financial Cost accounting issues. 

Reserves 

Clay is situated at 21 km from the plant, with present annual usage estimated at 
97,000 tomes. The reserve is sufficient for 45-50 years. Enterprise management did not 
indicate any consistency problems with the reserve; however, product quality is not 
consistent, which is either the result of the production process or the clay itself. Future 
reserves are located 45 km, 25 km and 8 lan from the enterprise. The workshop has a 
clay deposit on the premises, with a one to two year reserve. 

Ceramic Sliven has a solid distribution base, consisting of the following 
distribution methods. 



Private Dismbutors in the SLiven area: These dismbutors are not awarded a discount 
by the enterprise, but instead adds a 1-3% mark-up on the retail price of the brick to 
the final consumer. 

State-owned wholesalers: A state-owned wholesaler in the fuels and building 
materials sector distributes products for Ceramic - Sliven. The wholesaler purchases 
bricks at the "ex-factory" cost and is not granted a discount by the enterprise. 

Cash and Carrv: Cash and carry is, as for most ceramic manufacturers, a predominant 
distribution method. Physical persons place orders the enterprise in advance and 
purchase bricks at the "ex-factory" cost. There are no discounts granted to cash and 
carry customers. 

The enterprise has a solid customer base. Main customers are located in the 
Bourgas and Haskovo regions. The breakdown of sales to the enterprise's customers in 
1992 was the following. 

Bourgas region companies: 80% 
Haskovo region companies: 6% 
Milimry construction units: 10% 
State companyrJarnbol: 4% 

Equipment and Facilities 

Overall, the equipment at the main workshop in Sliven ranges from 2 to 31 years 
old. Equipment is primarily Bulgarian, with some Russian equipment. The main 
workshop began general reconstruction and upgrading of some areas within the facility 
about 5 years ago. One of the major improvements has been the gas installation, 
completed about three years ago with German equipment. The transfer from diesel to gas 
has been a signrficant cost savings on fuel for Ceramic - Sliven, with an approximate 
400,000 leva per month savings. In addition, the enterprise purchased a new vacuum 
press in 1991 and new clay processing machinery in 1988/1989. The tunnel kiln and firing 
equipment, a 23 years old, is the oldest equipment in the plant This outdated equipment 
affects the quality of the bricks. 

Equipment and machinery at the subsidiary is completely obsolete. There are two 
bricks production fines, with only one in operation at present. Firing occurs in an obsolete 
ring kiln. The General Director indicated his intentions to close the workshop in the 
future; however, sales from this workshop are still generating a profit for the enterprise. 

Production Process; The main workshop has a Morando tunnel kiln, installed 23 years 
ago, with gas installation and 40 firing points. 90 meters of chamber are monitored and 
the gas flow is by a controlled microprocessor. The drying time is high, at 48-56 hours, 
ad hence expensive on energy. The milling process of the clay occurs in three stages and 
is milled to 5 mrn, which may not be sufficient to ensure consistency. The production 



process is automated until the loading of the kiln wagons, which is a manual operation. 
Kiln wagons are also manually unloaded. 

Equipment is in generally poor shape; some fairly good equipment has broken 
down and is waiting repair. This affects the quality of production. 

Management would Like to make the following improvements to increase the 
efficiency at the enterprise: 

Replacement of clay processing line with Bulgarian equipment, estimated at 6 miUion 
leva; 
Automation of kiln wagon loading, estimated at 4 million leva; . Overall maintenance of kiln wagons, estimated at 5 million leva; 
Completion of automatic control for wagon selection for firing and drying, estimated 
at 1 million leva 

These capital expenditure improvements amount to 16 million leva, or approximately 
$640,000. Management believes that additional investment will be needed at the 
enterprise in the near term, primarily for reconstruction and replacement of obsolete 
machinery. 

The enterprise currently employs 204 employees, 173 of which are engaged in 
direct manufacnuing production and 31 administrative personnel At the main site in 
Sliven, employees in the clay processing area work two shifts, there are three shifts for 
the drymg and firing stages of the process. 

Financiai Infomation 

In 1992, the enterprise generated a profit of 3.1 million leva on revenues of 18.9 
million leva, excluding the 2% turnover tax. After interest expenses and taxes, the 
enterprise is making a small net profit 

Ceramic - Sliven has a current loan in the amount of 2,500,000 leva for 
investment The enterprise is trying to transfer this loan to the state; in the meantime, the 
enterprise has been paying installments for the amount of 257,000 leva to the local branch 
office of the state Construction Bank. The term of the loan is until the year 2009. The 
enterprise had very high payables in 1992, panicularly for suppliers of fuel and energy. 

Ceramic-Sliven is a fairly stable enterprise financially, and is trying to combat 
previous high costs related to production, particularly the high cost of diesel, by installing 
a gas system for the production process. 



Legal Issues 

Ceramic - Sliven is a state-owned enterprise. 100% owned by the Government of 
Bulgaria, and must be re-registered prior to privatization to become a joint stock 
company. At present. there are no restitution claims for the enterprise or for any of the 
clay deposits. There is no existing private investment in the business. 

Summary - 

Based on information provided by management Ceramic-Sliven did not appear to 
be a particdarly attractive investment oppomnity. The product quality of the becks is 
below average compared to other ceramic producers in the region, and equipment is not in 
good operational order. Significant capital investment is absolutely necessary, in order to 
upgrade and modernize facilities in the main workshop. The equipment and technology at 
the subsidiary is completely obsolete, and wouid be of no interest to an investor. It 
appeared that attention to everyday detailed maintenance and running of the equipment 
and production process was absenr. The enterprise is situated between two prime markets 
- Plovdiv and Bourgas - and must rely on entering these markets to maintain sales volume. 
Transportation costs to Bourgas and Plovdiv, however, may prohibit the enterprise from 
successfully maintaining sales in these areas. 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1992, is similar in size to 
that of Sweden, Ausma or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of BuIgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. Ln the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for KMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT accords. 

Bulgaria's Rivatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria. 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The folloiving section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot othenwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agricultural land. A 
foreign person may acquire ownership of buildings and restricted real rights over 
immovables. 

B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

' 

3. acquisition of immovable property in particular geographical areas 
designated by the CounciI of Ministers: 

4. exploration, development and extraction of natural resources in 
territorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
parmership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C.  Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption'from profit taxes for a five year period. 

Repatriation of Profit 

A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certifkate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the urivatization of 

Ceramic Bourgas Enterprise 

An integrated quality producer of ciay bricks. 

StrategicaIly located in the attractive and growing Bourgas region. 
Demand for bricks in the Bourgas region estimated at 120,000,000 
BE per year. 

Recent annual output of 35,000,000 BE/per year. Operating near 
capacity, with room for expansion on-site. 

Low operating costs. 

Significant share of the regional market for ciay products. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Ceramic Bourgas Enterprise. For further information on the Enterprise or the 
investment process, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick KPMG Peat Marwick 
2001 M Street, NW 200 1 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



"Ceramic Bourgas" 
A Bulgarian Enterprise Offered for Privatization 

The f~&mbg enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document. 

The Investment Opportunity 

Ceramic Bourgas, located on the eastern coast of Bulgaria in Bourgas. is engaged 
in the production of ceramic bricks. The enterprise is located in one of the most attractive 
regions in Bulgaria, estimated at 120 million BE/year. Enterprise facilities and equipment 
are extremely old, but in good operational order. In addition, the enterprise appears to be 
well-maintained and well-managed. In essence, the Bourgas region is an extremely 
attractive market, but significant capital investment would be required at the Ceramic 
Bourgas for replacement/modernization of existing machinery. The enterprise employs 
278 people, 252 involved in direct manufacturing production. 

Products, Production and Pricing 

Ceramic Bourgas is an integrated producer of ceramic bricks in the Bourgas 
region. The main workshop in Bourgas produces single frame bricks, and the subsidiary 
near Bourgas produces bricks of the type BH-2a. 

The enterprise does not carry stock. In fact, the enterprise typicaUy is not able to 
satisfy local demand. Enterprise management indicated that there is a huge market 
demand in the Bourgas region. In general, production and sales over the past few years 
have increased. In 1991, the enterprise was producing 30.3 million BE; in 1992, 
production increased to 35 million BE; production figures for 1993 are forecast at 35.5 
million BE. The capacity at the main facility in Bourgas is 30,000,000 BE/year. In 1992, 
actual production capacity at Bourgas reached nearly 27,000,000 BE, 90% of N1 
operational capacity. The main subsidiary produced approximately 9 million BE in 1992. 

Product prices of the enterprise are competitive with other brick manufacturers in 
the region. The retail price of one BE is 1.6 leva, which includes a 2% turnover tax. The 
retail prices of a BH-2a brick h e  is 2.85 leva, including the 2% turnover tax, There is 
typically no discount given to customers, according to enterprise management. 

The cost to the enterprise to produce on BH-2 is 2.85 leva. The major cost factors 
at the enterprise are the cost of labor since the production process is so labor intensive, 
and the cost of fuel for the firing and drylng processes. 



Reserves 

Clay reserves are situated near the plant, requiring transportation to bring clay to 
the enterprise. The reserves are sufficient for 100 years but are not owned by the 
company. The clay is of the "mergyl" type , which is an excellent quality clay, but has the 
disadvantage of being very plastic and requires the addition of sand to improve the 
product quality. This causes a great deaI of wear and tear on the modding equipment. 
The sand reserves are near exhaustion and an alternative source has been located at 22 krn 
from the plant. Investigations, however, are not complete and the reserve is not yet 
secure. The mixture is 70% clay, 30% sand, with added coal dust. 

Distribution and Customers 

The predominant distribution method of the enterprise is on a cash and carry basis. 
The enterprise rarely works with regional wholesalers. Management has stated that 
demand in the Bourgas area is so great that most customers come directly to the 
enterprise for the purchase of brick. 

Ceramic's main customers are physical persons and private construction companies 
in the Bourgas region. A breakdown of the enterprise's customer base for 1992 is as 
follows: 

Private Construction Companies: 72% 
Individuals: 20% 
State Construction Companies: 5% 
Military Construction Units: 3 8  

Management indicated that preferential status, in terms of ensuring product 
delivery, is awarded to private construction companies and state-owned construction 
companies, which tend to purchase large amounts. 

Competitors 

The market region for brick products from the enterprise includes the entire 
southern coastline in the Bourgas region, as well as the areas north an west of Bourgas. 
There are no formidable competitors in this region, although several brick manufacturers 
in neighboring regions are attempting to gain share in this market. There are two small, 
seasonal competitors in the region; one is near Bourgas, and the other is located to the 
northwest of Bourgas, about 70-80 krn away. Both seasonal operations make about 5-6 
million-BE/year. Since Ceramic Bourgas is not able to meet demand estimated at 120 
million BE, these small competitors are able to sell their products in the market 

Enterprise management is not threatened by local or regional competitors, because 
they feel that their product is of higher quality and more price competitive than its 
competitors' products. In addition, clay produces a good brick at Ceramic Bourgas with 



high insulation and low density, two characteristics preferred by customers in the Bourgas 
region. 

Facilities and Equipment 

Facilities at Ceramic Bourgas include a two-story administration building and one 
main production facility. The equipment is over thirty years old, Bulgarian origin and fully 
depreciated. -The plant has had no reconsuuction of modernization since its inception. 
There have been general repairs of equipment, but no replacement of obsolete machinery. 
The enterprise typically conducts repairs one month per year. Recently purchased 
equipment includes a new vacuum press bought in May, 1993 for 700,000 leva, $28,000 
USD, and a cutting machine for 90,000 leva, $3,600 USD. 

The production process is highly labor intensive; the enterprise employs 180 
persons at three shifts in the main Bourgas workshop. The tunnel kiln is coal-fired, 
requiring an annual shutdown to remove ash. The process includes a single simple 
production line, with a single wire cutter. A second production line operates only two 
days/week. The entire process has manual transfer, with no automation. There are 3 
kilns, with 30 wagons per kiln. The drymg time is 36 hours in winter and 24-28 hours in 
the summer. Kilns fire at 920-962 degrees Celsius. Coal consumption is 350 kg11000 BE. 

In essence, the equipment has been well-maintained but is very old, requiring a 
complete replacement in the future. Quality of the bricks is adequate due to the 
production process. A purchaser would need to finance the construction of an entirely 
new production facility. 

Management and Staff 

The General Director and the entire management team, with the exception of one 
manager, are female and are highly competent and dedicated to the success of the 
enterprise. There are 26 persons involved in the administration of the enterprise. 

There are 252 employees invoived directly in manufacturing at the enterprise. 
Employees appear to be well-trained and efficient 



Fimnciul Issues 

~he'financial information summarized below has been assembled from information 
provided by management and has not been independently verified. Potential investors are 
encouraged to conduct their own financial review of the enterprise. Summary financials 
are included in the following table. 

Selected Restated Financial Data (Unaudited) 
(000's Leva) 1992* 199 1 ** 

lncome Slatement Data: 
Net Sales 28,127 17.113 
Cost of Sales 27,712 14.949 
Gross Profit 4 15 2.164 

Gross Margin 
GenVAdrnin Expense 305 264 
Other Expenses 70 1.120 

Interest Expenses*** 296 186 
Net Income (1) (33) 

Balance Sheer Data: 
Accounts Receivable 
Inventories 
Total Assets 
Bank loans payable 
Long T e n  Debt 
Capital 

* 1992 Exchange Rare (24 leva/l$USDI 
** 1991 Exchange Rate (22 leva/l$USD) 
***Included in "Other Expenses" 

In 1992, Ceramic Bourgas generated revenues of 28 million leva, from the sales of 
35 million BE In 1991, the Enterprise generated revenues of 17 million leva on the sale of 
17 million leva Revenues in 1992 increased approximateIy 65% over 1991 sales. 
According to the Bulgarian Government, inflation was approximately 80% in 1992, which 
may explain the sigmf5cant increase in sales in 1992 over the previous year. Gross profit 
margin increased slightly in 1992 to 14%, up from 12% in 1991, indicating that the 
increase in prices kept up with the increase in the cost of sales. The Enterprise suffered a 
net loss in 1992, down substantially from the 1991 net loss of 33.000 leva 

Total assets appear have increased significantly in 1992, however the increase 
merely reflects the periodic revaluation of assets, according to Bulgarian accounting 
methods, to reflect inflationary increases in the value of these assets. Accounts receivable 
turnover has remained roughly the same at 10 days as of December 31,1991 and 
December 31 1992. During the same time period, number of days in inventory has 
declined, from 50 days at December 3 1, 1991 to 40 days at December 31, 1992, indicating 
sounder management practices. 



In 1992, the Enterprise paid interest of 296,000 leva on a long-term loan of 
365,000 leva. The long-term loan was granted by a local branch of the Construction Bank 
of Sofia. The enterprise has regularly paid installments on the loan and anticipates no 
problem in paying off the loan by the end of 1994, which is the present term of the loan. 
A 1993 investment loan is projected at 180,000 leva. The new vacuum press and cutting 
machine purchased by the enterprise in 1993 is recorded as a short-term debt. The only 
other short-term debt is a loan for working capital for the amount o 600,000 leva, which 
the enterp& indicated would be paid back within two months to the Bulgarian Trade 
Bank. 

Legal Issues 

Ceramic Bourgas is 100% state-owned by the Government of Bulgaria. The land 
on which the production facilities are built is property of the municipality. There is, 
however, a small claim for a workshop which is currently no being utilized. At present, 
the enterprise is experiencing no restitution problems. There may be a potential problem 
with the quarry, in that there is a previous owner for the land at the quarry. Lf a previous 
owner is given legal right for the property on which the quarry is located, the enterprise 
would have to pay the owner for use of the quarry. 

Summary 

Ceramic Bourgas is located in an extremely attractive market, and has a 
commanding market position at present. According to enterprise management, the market 
potential is estimated at 120 million BE. There is room, therefore, for substantial growth 
in the market, and the Bourgas region is a growing market. Significant capital expenditure 
is required to modernize this plant over the long term. There would be potential for 
export to Greece for an efficient modem operation at this site. 



BULGARIAN INVESTMENT ENVIRONMENT 

The changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enteerise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastem border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. Ln the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatizatipn Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria. 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agricultural land. A 
foreign perion may acquire ownership of buildings and restricted real rights over 
immovables. 

B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration. development and extraction of natural resources in 
territorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose counmes discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemptionfrom profit taxes for a five year period. 

Repatriation of Profit 

A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Ceramic GT - General Toshevo Enterprise. For further information on the Enterprise 
or the investment prodss, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick KPMG Peat Marwick 
2001 M Street, NW 200 1 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 

The Government of the Repubiic of Bulgaria 
is interested in identifying an international investor 

for the privatization of 

Ceramic GT Enterprise 
General Toshevo, Bulgaria 

An integrated quality producer of clay bricks. 

Strategically located in an attractive and growing market region in 
northeast Bulgaria, near the coast and the industrial area of Dobric. 

Recent annuai output of 25,000,000 BE/per year. Operating near 
capacity, with room for expansion on-site. 

Low operating costs. 

Corn peten t management team. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 



"Ceramic GT - General Toshevo" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. I@MC can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document. 

The Investment Opportunify 

Ceramic GT (the "Enterprise"), located in General Toshevo in the northeastern 
corner of Bulgaria, was established in 1969 for the production of ceramic bricks. The 
enterprise serves primarily the Dobric region, with a smalIer market share in Vama 
Equipment in the main production workshop at Ceramic GT is in good operational order 
and well maintained, and the enterprise produces a good quality brick. In addition, 
management at the enterprise is competent with a greater than normal knowledge of the 
business. Enterprise management predicts that Ceramic GT is situated in a growing 
market region, near Dobric and the northeastern coast of Bulgaria, which is beginning to 
be developed as a prime tourist location. The enterprise consists of 92 employees, 77 of 
which are involved in direct manufacturing production. 

Enterprise History 

Ceramic GT was established in 1969 with Keller automation equipment for the 
production of single thick bricks. The enterprise was installed with a production capacity 
of 30 million BEIyear. In 1975, the enterprise began to produce double thick bricks, or 
BH-2a bricks. for the Dobric and Vama regions. Since 1988, Ceramic GT has been 
engaged in the production of single frame and BH-2 bricks. The enterprise is served by a 
large clay deposit less than 1 h from the enterprise, with a 150 year reserve at present 
rates of extraction. In 1985, general reconstnrction of the clay processing division 
commenced; in 1988, the Morando tunnel kiln changed to diesel-fired using Bellini 
(Italian) equipment. The enterprise has no subsidiaries. 

Products, Production and Pricing 

Ceramic GT produces single thick, BH-2a and BH-2 bricks at the main production 
facility in Generat Toshevo. At present, the enterprise is producing only the BH-2, or 
double fiame, brick, due to increasing demand for the product in the region. Production 
capacity at the enterprise is 30 million BEIyear. Peak production years for the plant were 
from 1990 to 1992. In 1990, the enterprise produced 28 million BE; in 1991, Ceramic GT 
produced nearly 25 million BEIyear. Production continued to shrink slightly in 1992, for a 
production level of 24.5 million BEIyear. According to enterprise management, demand 
for bricks has been diminishing in the region, but is beginning to pick.up again, particularly 
in the northeastern coastal region. 



The enterprise has explored export opportunities to Romania. but currently 
standards in Romania are lower and local competition keeps prices in the country down. 

The enterprise establishes its price to be competitive with other brick producers in 
the region. The price for a BH-2 brick, including the 2% turnover tax and transportation 
cost, is 4.7 leva. According to enterprise managemem the product price is the lowest of 
all competitors locally. Ceramic GT's main competitor in the region sells bricks for 4,8 
leva/bricks. Management estimates that it cost the enterprise between 3.8 and 4.0 leva to 
produce one BH-2 brick. Costs are expected to decrease when the planned gas 
installation is completed. 

In general, demand for the product varies in the region kom time to time. As a 
result. the enterprise has made adjustments to the price depending on demand. For 
example, in the first half of 1993, product price changed six times. The retail price for one 
brick at the beginning of the year was 2.69 leva. and then gradually increased during the 
f i s t  six months to 3.5 leva, 3.6 leva, 3.8 leva, 4.3 leva and the present 4.7 leva. Demand 
is lower in the winter months, but costs are significantly higher due to higher fuel costs. 
However, enterprise management indicated that they are not in a position to raise product 
prices in the winter because demand is much lower during this time. 

tn mid 1993, the cost to produce one BE at Ceramic GT amounted to 0.563 leva 
The highest cost factors for the enterprise are the cost of clay and the wages/social 
insurance cost. The cost of clay is extremely high because the enterprise has been using 
contract transport services to extract clay, which was included in the product price. Clay 
costs have typically accounted for 308 of total production costs. However, this situation 
has recently changed, and the enterprise has purchased its own equipment to extract clay, 
which will save sigmficantly in the future on the cost of production. Wages also account 
for roughly 30% of total production costs. Ceramic GT wiU also save in the future on the 
cost of fuel when the gas system installation is completed. Diesel fuel typically accounts 
for 1 1 % to 15% of total production costs. 

Reserves 

The enterprise's clay reserve approximately 1 krn f3om the enterprise is estimated 
to be sufficient for 150 years at present extraction levels. Previously, the clay was 
extracted under contract, but Ceramic GT recently purchased its own equipment and 
expects the cost t~ be reduced significantly. A second deposit is located 20 km from the 
enterprise site. 

Distribution and Customers 

Ceramic GT has two main dismbution methods: ( I )  The enterprise has a private 
wholesaler primarily for the Dobric region, who receives a 5% discount. The Dobric 
region is where a majority of the enterprise's products are sold. (2) The remainder of 
product supply is sold on a Cash and Cany method at the enterprise itself. There is 



typically no discount given to customers when demand is high. However, when demand is 
low, enterprise management will allow a discount on sales to large customers to 
effectively compete in the region. 

Today, demand for the product is high, according to enterprise management The 
enterprise coilects order from customers for the following month. Preference is given to 
larger customers, such as private and state-owned consauction companies. The 
breakdown of customer orders in 1992 was 37% state construction companies, 9% state- 
owned companies, 11% private companies, 15% individuals, with the remainder on a cash 
and carry basis; in 1993, the breakdown of customer orders in the first six months has 
been 48% state-owned construction companies, 24% private companies, 15% individuals, 
with the remainder on a cash and carry basis. Nearly half of the enterprise's sales are in 
the Dobric region. A breakdown of sales by region for the first half of 1993 is: 

Do bric: 46% 
Toshevo: 12% 
Balchik: 12% 
Kavarna: 12% 
Sabla: 11% 
Varna: 6% 
Tervel: 1% 

Competitors 

The enterprise has three formidable competitors in the southern regions, including 
for the attractive Varna market. These competitors to the south include: (1) Caspichan, 
Ceramic GTs main competitor for the Varna region; (2) Razdelna, the brick company in 
Varna, with a projected capacity of 30 million BE/year; (3) Nova Shipca enterprise, with a 
projected capacity of 60 million BE/year. These enterprises are competitors particularly in 
regions to the south and southeast, i.e. the Varna market and region. 

However, enterprise management indicated that it does not face any competition in 
the north east comer of the country and in the Dobric region, where sales are 
predominantly situated. The remote position of the enterprise in the northeast comer of 
the counny reduces competition in this area. Local demand for the enterprise's products is 
normally sufficient with the opportunity to enter the Varna market when needed. The 
General Director stated that the enterprise is considering working with different 
wholesalers in the Varna region in the future to enter this lucrative market 

Equipment and Facilities 

The plant was installed in 1969 with Keller automation. Clay processing was 
reconditioned in 1985 and the Morando Tunnel Kiln changed to diesel fire in 1988 using 
Bellini equipment. The kiln process is controlled in 5-8 zones with 64 injection points 
manually inspected each hour. The kiln has run continuously for 24 years. There are 18 



Ferrara drylng chambers which take two brick types from single wire Keller cutters. 
Automated stacking and transfer of drylng cars leads to manual transfer to kiln cars; 6 
employees per shift load 14-16 kiln cars. The kiln runs three shifts and holds 48 cars. 

CIay is mixed with 7% coal and 10% saw dust ;prior to firing. The saw dust 
reduces the weight of the fhished bricks and reduces the natural shrinkage of the clay 
from 10% to a normal level of 4-6%. Clay is milled at 3-4 rnm prior to final mixing. 
Metal detectors are installed, but this process is not fully effective. Clay is homogenized 
in surge stock for approximately one week. Fork lift mcks unload kiln cars for direct sale 
as well as for stock. 

The equipment in the plant is generally well-maintained. Automation is nbt fully 
effective and accurate and as a consequence manual intervention is frequently required to 
adjust the position of bricks to prevent blockages. Metal detection is not fully efficient 
Molds for the vacuum press last approximately one month, but a spare is always available 
after reconditioning in the on-site workshop. 

The management appears to control the quality of bricks to a standard acceptable 
in the market, but concedes that it could be higher. The bricks are fired at 860 degrees 
Celsius, which produces a degree of inconsistency. Bricks could be fired at a higher 
temperature, but management does not see the need to incur the additional cost. Metal in 
the product causes damage estimated at 3-4%. Damaged bricks are crushed to produce 
material for tennis court construction which sells at an equivalent price per ton. The brick 
design produced had a reduced air space enabling the same brick to be used for load 
bearing and infiLl panels. 

The enterprise operates two shifts per day, 5 days per week. There are 92 
employees, 77 involved in direct manufacturing and 15 adminisuative/managerial 
personnel. Capital expenditure is required for completing the gas installation process, 
purchasing a new generator for heated air, upgrading transport automation (Keller) 
equipment; modemizing cutting machine, which is a bottleneck at preset because there is 
only one cutting smp. 

Managemenf and Sfaff 

Ceramic GT has a competent management team with a wider than normal 
knowledge of the business. Most aspects of the business appear to have k e n  considered 
and actions including pricing policy tend to be the result of a conscious decision. Staff at 
the enterprise appeared to be very efficient and industrious. The management team has 
d e v e l o ~ d  a strategic business plan for the future, which includes diversrfying the product 
line to capture new markets and take advantage of business opportunities. 



Financial Information 

The financial information summarized below and contained as an Appendix has 
been assembled from information provided by management and has not been 
independently verified. Potential investors are encouraged to conduct their own financial 
review of the enterprise. Summary financials are included in the following table. 

Selected Restated Financial Data (Unaudited) 
I 

(000's Leva) 
lncome Sraremenr Dara: 
Net Sales 
Cost of Sales 
Gross Profit 

Gross Margin 
GenJAdmin Expense 
Other Expenses 

Interest Expenses* 
Net lncome 

Net Margin 

Balance Sheet Dara: 
Accounts Receivable 
Inventories 
Total Assets 
Bank loans payable 
Long Term Debt 
Capital 0 * fncluded in "Other Expenses" 

In 1992, Ceramic GT generated revenues of 14.6 million leva, up 38 from 1991 
sales of 10.6 million leva. Sales increased mainly because of increased sales prices. W e  
revenues from sales have been increasing over the past two years, production costs have 
been increasing at a greater rate, diminishing the operating profit of the enterprise. Cost 
of sales accounted for 9 1% of total production costs in 1992; in 1991, cost of sales 
accounted for only 79%. One factor contributing to the increase n cost of sales has been 
the high price of clay, because the enterprise was employing contract services to extract 
clay; raw material prices are expected to decrease, due to the fact that the enterprise has 
recently purchased equipment for extracting clay. Overall, product prices have not kept 
up with increasing Production costs, which is typical of many enterprises in Bulgaria Net 
income has declined over the years, due to increasing product inputs and increasing 
interest expenses. In 1992, the enterprise had net income of 100,000 leva, representing 
less than*l% of total sales, down from a net profit margin of 4% in 1991. 

The enterprise has had a slight change in accounts receivable policy, due to 
management's pIan to implement stricter receivable policy. As a result, accounts 
receivable turnover has declined from 5 days to approximately 4 days. Inventory as a 



percentage of sales has declined slightly in 1992, indicating better management policies. 
Total number of days in inventory in 1992 was approximately 69, down from roughly 89 
days in 199 1. Assets were revalued in 1992, which explains the significant increase in 
total assets. The enterprise has two outstanding loans: (1) Long-term investment loan 
from the Consmction Bank for 270,000 leva. Ceramic GT is currently making 
instahents on this loan and the term is 10 years. (2) A two-year loan for gas installation 
for the amount of 340.000 Ieva. The enterprise is in the process of completing installation 
of gas pipelines and connection. 

Legal Issues 

Ceramic GT is a joint stock company, 1008 owned by the Government of 
Bulgaria. At present, the enterprise is not faced with any restitution issues concerning the 
plant facility and land on which the production facilities are built There may, however, be 
some restirution claims with regard to the land at the clay deposit. The clay deposit used 
by the enterprise is built on arable land, and there is a private owner of the land itself and 
not the deposit. There are no claims for the quarry itself. The future relationship between 
the legal owner of the land and the enterprise needs to be determined in the near future. 
Ceramic GT is currently trying to convince the municipality of Vama to purchase the land 
from the owner, so that the enterprise wiU be able to extract materials for production 
without a license from the municipality. A negotiation process will most likely ensue in 
the upcoming months with the owners of the land. 

Summary 

Based on information provided by management, while Ceramic GT is situated in 
somewhat of a remote location and it is outside the larger markets, it is a well managed 
operation with old but efficient technology and a solid regional market. Demand should 
continue to be strong, particularly if the northeastern coastal areas of the country continue 
to be developed. Small capital investment to install gas fling and additional automation 
improvements will maintain this plant for a period of 5 years, after which time a full 
reconsauction may be necessary. 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the counuy is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 199 1, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatization Law and Foreign investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria. 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable Iaws and 
reguiations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons. having equal rights with them except if otherwise 
provided by Iaw. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agricultural land. A 
foreign person may acquire ownership of buildings and restricted real rights over 
immovables. 

C 

B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration. development and extraction of natural resources in 
territorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose counmes discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption-fiom profit taxes for a five year period. 

Repatriation of Profit . 
A. A foreign investor is free to repamate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Government of the Republic of ~ u l ~ a r i a  
is interested in identifying an international investor 

for the privatization of 

Napredak - Sevlievo Enterprise 
Sevlievo, Bulgaria 

An integrated quality producer of clay bricks. 

Increased production of bricks over the past two years; capacity 
of plant is 60 million BEIper year. 

Equipped with medern ceramic technology of Austrian origin, 
supported by large on-site clay quarry. 

Low operating costs. 

Significant share of the regional market for day products. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Napredak - Sevlievo Enterprise. For further information on the Enterprise or the 
investment process, please contact: . 

Mr. PhiLippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick KPMG Peat Marwick 
2001 M Street, NW 200 1 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



"Napredak - Sevlievo" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document. 

The Investment Opportunity 

Napredak Brick Company (the "Enterprise") is located in Sevlievo, in north/cenual 
Bulgaria, approximately 200 km from Sofia. The Enterprise became a joint stock 
company in May 1993, 100% owned by the Government of Bulgaria. Napredak is an 
integrated producer of single frame (BE) and double frame (BH-2) bricks and is one of the 
leading and largest brick producers in Bulgaria, with a capacity of 60 m BE. Napredak 
was included in the Minisay of Construction's investment plan for modernization of 10 
Enterprises in the ceramic sector formulated in the mid- 1980's. As a result, the Enterprise 
is one of two Enterprises which have been fully equipped with modem ceramic technology 
and "Fuchs" system equipment from Austria. The Enterprise is currently operating two 
production lines in Sevlievo - (i) the new workshop with Fuchs equipment, and (ii) the old 
workshop with equipment from the Morando company, Italy. The Enterprise is producing 
a high quality brick in both workshops. The Enterprise has a total of 138 employees, 130 
involved in direct manufacturing. 

Enferprise History 

Sevlievo brick Enterprise was established in 1940 with two factories, one for the 
production of bricks and the other for roof tiles. After World War II, the two factories 
merged and were located in one site in Sevlievo. The Enterprise continued producing roof 
tiles until the rnid-1980's, when management decided to focus on brick production due to 
increasing demand for the product. In 1989, renovation of all facilities commenced, and a 
modem Fuchs production line was installed in one of the Enterprise's production houses, 
built in 1950. Today, the Enterprise has two production houses on site - one equipped 
with Fuchs technology, and an older line equipped with Italian Morando technology. The 
Enterprise became a joint stock company in 1993, with the name Napredak Enterprise. 

Products, Production and Pricing 

Napredak produces both single h e  and BH-2, double frame, bricks. At full 
operatibnal capacity, the Enterprise is able to produce 60 million BE per year on both 
production lines, making it one of the largest producers in Bulgaria. In 1992, the 
Enterprise produced nearly 28 &on BE. Production has sigmficantly increased in 1993; 
in the first half of 1993, the Enterprise produced more than 19 million BE. Enterprise 
management expects brick production in the second half of 1993 to maintain or exceed the 



first half ;production volume. Enterprise management projects brick production to 
increase to full capacity of 60 million BE within the next five years. 

The Enterprise has explored export opportunities in Greece, Romania and 
Yugoslavia, Management believes there is the greatest potential in Greece and has 
actually made several attempts to export its product to Greece. However, the main 
obstacle is that the transport cost is very high, particularly because the Enterprise is 
located in the northerrdcentral portion of Bulgaria. 

Napredak has established the price of its BH-2 brick at 4.25 leva, one of the lowest 
prices of manufacturers in Bulgaria The Enterprise is able to establish such a low and 
cost competitive price mainly because of the low cost associated with clay since the quarry 
is located on site. Management indicated that the cost to produce one brick is 
approximately 3.50 leva, thus providing a margin between 17% to 18%. Raw material 
costs account for 3.5% of total production costs, representing a sigmficant cost 
advantage. 

The major cost for the Enterprise is the cost of diesel fuel, which accounts for over 
half of the cost of producing one brick. To save on the cost of fuel, management indicated 
that there are several small deposits of gas in the region, which may be a possibility. The 
nearest gas pipe at present is 60 km from the Enterprise. As a result, gas installation may 
not be feasible at present. 

The main cost variant is the cost of diesel fuel, which is significantly higher in the 
winter months. Because of the frequent fluctuations of the cost of diesel fuel, the cost of 
producing bricks is highly dependent on the cost of fuel. The Enterprise mes to keep a 
constant price for bricks. This strategy has been successful, because when the cost of 
diesel is low, it compensates for the periods in which diesel costs are signdicantly higher. 
The Enterprise believes that customers are more satisfied with a constant price, rather than 
several price fluctuations. 

Reserves 

Napredak is supported by a large clay quany on the Enterprise site. The 
Enterprise owns a portion of the clay deposit which wilI supply the raw material for 
approximately 15 more years. However, the clay deposit is much greater and will be able 
to supply the Enterprise for over 100 years. At present, there is a private owner for a 
large portion of the deposit for which Napredak does not have legal right; in the future, 
the Enterprise may have to buy the land for excavation purposes. (These issues have yet 
to be decided by the Enterprise, the private owner and the government) 

Disbibution and Customers 

At present, Napredak Enterprise deals directiy with customers on a cash and carry 
distribution method. The Enterprise has a solid base of customers and prefers to sell to 



larger customers. Most of their larger customers are located in cities, including Sofia, 
Stara Zagora, Plovdiv and Pleven. 

Napredak has about 6 very large construction companies as constant customers 
throughout the year. This is important because the Enterprise knows that it will be able to 
sell a significant portion of its production. These large construction companies which 
have been traditional and large customers of the Enterprise, account for approximately 
3 0 8  to 40% of the Enterprise's production. These customers are not given a special 
discount at the time. Other customers, including construction companies, proceed on a 
cash and carry basis at the Enterprise. 

Napredak recently has begun working with a dismbutor in Plovdiv and has 
established relations with distributors in other cities. The Enterprise sold only 1.2 million, 
or less than 1% of production, through this distributor in 1992. Enterprise management 
has been successful dealing directly with customers in the past does not know how they 
will proceed in the future in terms of dealing with regional distributors. 

Competitors 

Napredak is located in a strategically good location, in north central Bulgaria The 
Enterprise has been successful dealing with customers in Sofia, Pleven, Plovdiv and Stara 
Zagora, regions located in a wide radius from Sevlievo. There are no si@cant 
competitors to the Enterprise in the Sevlievo region. However, since the Enterprise is 
selling to customers in several regions located throughout Bulgaria. its main competitors 
may include the brick manufacturer located throughout these regions. 

For example, the Enterprise's main competitor in the Sofia region is an Enterprise 
which is located approximately 100 km from Sofia, closer to the capital city market than 
Sevlievo. Napredak's advantage over the Enterprise located closer to Sofia is that it's 
production,volume is two times the competitor's production volume. In addition, Sevlievo 
has some lower costs associated with production over the plant located closer to Sofia, 
particularly because the clay deposit is located on-site. Napredak sets the price of its 
bricks lower than Enterprises in nearby markets to compete effectively with competitors. 

Equipment and Facdifies 

Napredak ~onsists of a three-story administration building and two production 
workshops. One workshop consists of the modem Fuchs system technology which was 
installed in 198911990. The other workshop is equipped with Italian Morando equipment 
from the 1970's. The production process of the "Fuchs" workshop is fully automated, 
with very little labor involved. The older workshop with Morando equipment is much 
more labor intensive. According to Enterprise management, the Italian Morando company 
offered to automate and upgrade equipment in the old workshop for 5 million leva, or 
$200,000. Upgrading equipment in this workshop would cut labor down on the 
production line to 7 people from the present 30 people. However, the Enterprise is not in 



a position at this time to make this capital investment For the meantime, equipment in 
this workshop is operating well. 

The Enterprise has a total of 138 employees: 130 involved in direct manufacturing 
production and 8 managerial and administrative personnel. 

Clay reserves are located adjacent to the factory and are currently estimated to be 
sufficient for- 10 years. Reserves in the surrounding area are considered suitable to 
provide a substantial life. Power station ash is imported for mixing with clay in the old 
workshop but not in the new one where only pure clay is used. 

Old Workshop: The old workshop is utilizing typical 60fs/70's technology with 
serni-automation. Diesel dryers produce heat for dryers with 14 chambers and capacity of 
55,000 bricks. There is a single production line with a single wire cutter and automated 
stacking and unloading of drylng cars. Employees manually load and unload kiln cars. 
Equipment is in average condition for old equipment, and will need replacement within 
five years. 

New workshop: (Installed 19891: This workshop contains the standard Fuchs 
technology devised during the 80's for installation at up to 10 sites, but rarely completed. 
Clay processing equipment is of Bulgarian manufacture. with the exception of some of the 
mixers which are imported. There is one vacuum press producing two lines of bricks to an 
I I-wire multi-cutter, producing 20 bricks/cycle. There is fulI automation of all handling 
controlled from one central control room, with remote video, from which all points are 
visible. Kiln cars have a capacity of 260 bricks in 2 layers, and pass through, in sequence, 
a pre-dryer, dryer and kiln. The 2 diesel fired kilns are situated above the two dryers with 
the pre-dryer adjacent. Drylng temperatures are 1601180 degrees Celsius; firing 
temperature is 850 degrees Celsius. 

The production line has a micro-processor for controlling aU operations and kiln 
car movement Speed of drying and firing can be varied to suit summer or winter 
conditions and as at present, the output required to meet sales demand. The production 
line is currently being operated on a 1 wagod35 minute cycle, some 20% below designed 
capacity of a 28 minute cycle. The finished product is stacked on pallets and banded. 

Overall, the equipment is running very efficiently. Maintenance standards, 
particularly in the clay processing shop, could be improved, but are expected to remain in 
solid operational condition for the next 10- 15 years. 

-Product quality is above average. There is some color variation (yellow/red) in the 
finished product, which is due mostly to the type of clay used. 

Management curd Staff 



The Enterprise has 8 managerial and administrative personnel, consisting of the 
General Director, a Chief Operating Officer, the Chief Accountant and his staff and other 
adrninisaative personnel. The General Director is highly competent and assumed his 
present position in December of 1992. In 1991. the Enterprise suffered a net loss of 3 
million leva, approximately $140,000. In 1992, the Enterprise continued to operate at a 
net loss. in December of 1992, the new General Director came in and turned around the 
financial situation of the company. As a result of his efforts, the Enterprise finished the 
1992 year with a 89,000 leva loss, approximately $3,560. 

Overall, the Enterprise saves significantly on overhead charges because there are 
only 8 manageriaVadministrative staff, significantly lower than other Enterprises. This is 
indicative of a well-managed company. 

Employees are well-educated, according to Enterprise management. (Located 
near the Enterprise is a training center for students interested in the ceramics industry.) As 
a result, Enterprise management stated that they never have a problem in finding well- 
qualified employees. In both production houses, the production process was running 
smoothly and efficiently. This latter point is more si@~cant in the older workshop with 
Morando technology, because of the labor intensive nature of the production process. 

Financial Informafion 

The financial information summarized below and contained as an Appendix has 
been assembled from information provided by management and has not been 
independently verified. Potential investors are encouraged to conduct their own financial 
review of the Enterprise. Summary financials are included in the following table. 

Selected Restated F i c i a l  Data (Unaudited) 
(000's Leva) 1992 1991 

Income Statement Data: 
Net Sales 
Cost of Sales 
Gross Rofit 
Gross Margin 

GedAdmin Expense 
Other Expenses 

Interest Expenses * 
Net Income 

Balance Sheet Data: 
Accounts Receivable 1551 181 
Inventories 1,667 2,090 
Total Assets 46.023 15558 
Bank loans payable 1,802 1202 
Long-Tm Debt 1.059 10,986 
Capital 4 1 . a 0  405 

* Included in "Other Expenses" 



In 1992, Napredak generated revenues of 22 million leva on production of 28 
million BE. Sales increased over 108% from 199 I to 1992. The increase in sales may be 
partly explained by to inflation, which the Bulgarian Embassy has indicated was as high as 
80% in 1992. The Enterprise suffered a net loss in 1992 of 89,000 leva, down 
significantly from the rather high net loss in 1991 of 3.3 million leva. The high interest 
expenses in 1992,7.5 million leva, were offset in large part by other income generated by 
the Enterprise. 

Accounts receivable increased substantially in 1992, from accounts receivable 
turnover in 1992 of 26 days, up from under 7 days in 1991. This may be explained, in 
large part, to the fact that the Enterprise works with a set of constant customers, to which 
the Enterprise has granted longer periods for payment. During the same time frame, total 
number of days in inventory declined in 1992 to 25 days, down from neariy 75 days in 
199 1. Overall, this represents sound managerial guidance in the daily production of 
bricks. 

The Enterprise had a long-term debt of 21,000,000 leva, approximately $840,000, 
for the installation of the new Fuchs production h e .  The debt has k e n  transferred to the 
state budget. At present, the Enterprise is paying installments on a 1,059,000 leva loan, or 
$42,360 USD. 

In essence, the financial situation of the Enterprise is improving tremendously, due 
in large part to the dedication of the management team. 

Legal Issues 

The Enterprise is a joint stock company, with no existing private investment. 
There are some restitution claims on the land on which a portion of the Enterprise facilities 
are located. According to Enterprise managemen& the previous owners of this land do 
not want to manage Napred& the Enterprise will either pay rent or buy the land in the 
future if it becomes an issue, according to the General Director. At present, the situation 
is being analyzed at the Minisuy of Construction, who wilI determine how to proceed with 
this scenario. 

Summary 

Based on information provided by management, Napredak-Sevlievo appears to be 
an attractive company. The new production workshop equipped with Fuchs technology is 
particukly amactive. The clay deposit located on the premises of the Enterprise is also 
an advantage, because it saves on the cost of raw materials and transportation. The 
management is visionary and dedicated to the success of the Enterprise. Napredak 
SevLievo is also in a good market position, located on major transportation routes to Sofia 
.and east to the coast. 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy- changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Ausma or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria. 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act, 

C. The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agricultural land. A 
foreign person may acquire ownership of buildings and restricted real rights over 
immovables. 

0. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration, development and extraction of natural resources in 
temtorial waters. continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose counmes discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption from profit taxes for a five year period. 

Repatriation of Profit 
. 
A. A foreign investor is free to repamate all profit, revenues, and disinvesrment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the privatization of 

Straljaceramic Enterprise 

A leading clay products enterprise in Bulgaria. 

An integrated producer of day roof tiles, with technical capabitity 
to manufacture brick products with existing machinery. 

Recent annual output of 10,000,000 roof tiles. Potential to 
increase output to 25,000,000 roof tiles per year. 

Low operating costs. 

Significant share of the domestic market for roof tile products. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Straljaceramic Enterprise. For further information on the Enterprise or the 
investment process, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick KPMG Peat Marwick 
200 1 M Street, N W  2001 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



" Straljaceramic" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management, KPMG can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document 

The Investment Opportunity 

Straljacerarnic, Iocated in Stralja in south east Bulgaria, was established in 1985 
and is an integrated producer of ceramic roof tiles and recently the production of bricks, 
with a market region which covers southern Bulgaria and northern Bulgaria as well. The 
Enterprise is a very modem and efficient operadon. In 1992 and 1993, the Enterprise has 
significantly increased its market position in the roof tile sector. According to Enterprise 
management, the Enterprise is the largest producer of roof tiles in the country. Enterprise 
management's preferred strategy involves diversifying Straljaceramic's product line in the 
future and obtaining the appropriate technology for the production of facing bricks. The 
technology at the Enterprise is sophisticated, fully mechanized and of Italian origin 
(Morando). 

Products, Production and Pricing 

Straljacerarnic is engaged predominantly in the production of roof tiles of the type 
"Mizia", and recently the production of bricks. The same line is used interchangeably for 
the production of roof tiles and of bricks. The Enterprise has very good brand name 
recognition. According to Enterprise management, the market potential of Bulgaria for 
roof tiles is 60 million units per year. At full operational capacity, StTaljaceramic is able to 
produce 25 million units. There is plenty of room available at the enterprise site for 
expansion of operations. 

In 1992, the Enterprise produced 10,000,000 roof tiles and was thus running at 
40% of full operationai capacity. The Enterprise has projected a steady increase in roof 
tile production, for a 1995 output at 20,000,000 roof tile units. 

The Enterprise is free to set prices for its products. In June 1993, the retail price 
of one roof tile was 7 leva, which included the turnover tax and the transportation cost In 
August 1993, management decided to cut the retail price of roof tiles from 7 Ieva per 
piece to 3 leva per piece, a strategy which has resulted in a si-cant increase in sales. 
According to the General Director, the Enterprise was able to sell nearly 700,000 roof 
tiles in @ur days after decreasing the retail price. Straljaceramic has been able to achieve 
success through fluctuations in the retail price of its roof tiles, given that there is not a 
significant level of competition for the product 



Reserves 

The Enterprise is sourcing its clay from two deposits located in Stralja: one is 13 
km. from the Enterprise, the other is 15 krn. from the Enterprise. Each deposit is 
estimated to have a 60 year reserve. During the clay processing stage at the Enterprise, 
clay from the two deposits is mixed at a ratio of 60:40. 

Distribution 

The Enterprise has a solid distribution base. Approximately 60% of product is 
distributed through large state wholesalers for the fuel and building materials sector. 
Roughly 40% is sold directly to private construction companies and other private 
companies in need of roof tiles. predominantly on a cash and carry basis. The Enterprise 
will give a discount for cash and carry customers, which varies based on the amount of 
product people or companies buy on site. Enterprise management has recently embarked 
on an aggressive advertising campaign in the local print and radio media. 

Equipment and Facilities 

Straljaceramic operates out of one two-story administrative building and one 
production workshop for roof tile and brick production. The plant site is approximately 
80 decars, and the manufacturing area is roughly 35 decars. 

All equipment at the Enterprise is from 1985 and is predominantly of Italian 
(Morando) origin. The clay processing machinery is of Bulgarian origin. There are 2 
production Lines for the production of roof tiles (and bricks). Overall, the entire 
production process is highly mechanized, with the entire production process - clay 
processing, forming, drymg and firing, and loading, is controlled by four control rooms 
located in the main workshop. 

Workforce 

The Enterprise runs at 2 shifts per day. There are a total of 113 employees at the 
Enterprise, 105 of which are engaged in direct manufacturing production and 8 in 
administration. In an effort to curb waste, management has significantly reduced the 
workforce at Stdjaceramic, from over 230 employees at the beginning of 1991 to some 
75 employees in mid-1993. Future plans expressed by management include curtailing the 
workforce further to approximately 35 workers, which is the appropriate number required 
at current production levels as well as at planned increased production levels. This cut in 
the workforce is indicative of management's commitment to increase efficiency at 
S traljaceramic. 



Legal information 

Straljaceramic is a joint stock company prepared for privatization. The state is the 
sole shareholder of the company. There are no restitution problems at the moment. The 
Enterprise is the Iegal owner of the land where the facilities are located as well as the land 
at the quames itself, located in Stralja. 

Further Information 

Additional information concerning Straljaceramic is available from KPMG Peat 
Marwick for interested investors, including 1) more detailed information on the operations 
of the enterprise, 2) financial reports, and 3) expanded capital equipment list KPMG will 
also arrange a visit to the enterprise in Bulgaria for interested parties. Please direct 
inquiries to: 

Ms. Susan Bruno 
Consultant 
KPMG Peat Marwick 
Policy Economics Group 
200 1 M Street NW 
Washington, DC 20036 
Tel: (202) 467-3625 
Fax: (202) 728-0546 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy, changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

w Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Ausma or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 858 of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria. 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The foIlowing section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. .4 complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Lnvestment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agricultural land. A 
foreign pe&on may acquire ownership of buildings and restricted real rights over 
immovables. 
. 
B. A foreign person or a company under foreign control shall have to obtain a 
License in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers: 

4. exploration, development and extraction of natural resources in 
territorial waters. continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazene. Applications will be considered 
within a period of 45 days. 

C .  A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose counmes discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption-£rom profit taxes for a five year period. 

Repatriation of Profit 
. 
A. A foreign investor is free to repamate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the privatization of 

Zvezda - Caspichan Enterprise 

An integrated quality producer of day bricks. 

Strategically located in the attractive and growing Varna region. 
Main customers are located in the Shournen, Varna and south 
to Bourgas region. 

Production capacity of 40,000,000 BE per year. Recent annual 
output of 25,000,000 BE/per year. Room for expansion on-site. 

Low operating costs. Clay deposit on-site, with estiamted 50-year reserve. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Zvezda - Caspichan Enterprise. For further information on the Enterprise or the 
investment process, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 

- KPMG Peat Marwick KPMG Peat Marwick 
2001 M Street, NW 200 1 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



" Zvezda - Caspichan Enterprise" 
A BuIgarian Enterprise Offered for Privatization 

The foilowing enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to the accuracy or compieteness of the information in this summary document. 

The Investment Opportunity 

Zvezda Enterprise (the "Enterprise"), located in Caspichan, is situated in the Varna 
market. The enterprise is an integrated producer of bricks for the Vama, Bourgas and 
Shournen regions. This market regions is extremely competitive, with brick producers 
from outside these regions attempting to enter the market. One of Caspichan's main 
advantages is the Iow cost of raw materials, primarily because the clay deposit is on the 
premises of the enterprise. The enterprise employs 189 people, 167 involved in direct 
manufacturing production. 

Enterprise History 

The enterprise was established in 1893 for the production of bricks and roof tiles. 
In 197 1, the construction of a new workshop commenced, utilizing Italian and Bulgarian 
equipment from 1965. The capacity of the new workshop with runnel kiin technology was 
30 miUion BWyear. The workshop began operating in 1976. There were also two other 
workshops, both with ring kiln technology, and total capacity between the two workshops 
of 40 million BE/year. Total capacity of all workshops was 70 million BEYyear. In 1991, 
one of the ring kiln workshops, with a capacity of 30 million BEIyear, closed. Today, 
Zvezda Enterprise is operating one tunnel kiln workshop and one ring kiln workshop. 

Products, Pmduction and Pricing 

Zvezda is an integrated producer of single frame and BH-2 , double frame, ceramic 
bricks. The main facility is engaged in the production of BH-2 bricks, and the subsidiary 
produces single frame and BH-2a bricks. The enterprise used to be engaged in the 
production of ceramic roof tiles, but has ceased production of this product line because 
there is generally more demand for brick products in the region. The General Director 
stated that demand sometimes exceeds supply. 

For brick p;oduction, Zvezda Enterprise has a total combined capacity for the two 
workshops of 40 million BE/year. The subsidiary with the ring kiln technology is located 
in a neighboring village. In 199 1, the enterprise produced 34 d o n  BE/year; in 1992, 
productih volume declined to 25 rrdllion BWyear, due to the contraction of the 
construction industry. According to enterprise managemen& projected production for 
1993 is 25.7 million BE. 



The main market region of the enterprise extends from Shoumen, to Varna and 
south to Bourgas. It is a prime market and at the same time a very competitive market for 
brick manufacturers. Main competitors are located in Vama, General Toshevo, Nova 
Shipca and Bourgas. 

The enterprise looks to establish a competitive price for bricks, since the region in 
which Caspichan is located has several competitors. The retail price of the BH-2 brick is 
4.8 leva. including the 2% turnover tax and the loading cost. 

Total production costs for one brick amount to between 4.2 to 4.3 leva. The 
enterprise's major cost is the cost of diesel, which is prohibitively expensive, according to 
enterprise management. Gas pipelines are located 15 km from the enterprise; however the 
General Director feels that it may be more cost effective for Zvezda to continue using 
diesel, since prices of gas have been rising. 

Reserves 

Clay reserves are located on-site and consist of two types of mergyl clay, blue and 
yellow. These are mixed in the proportion of 1:2 to obtain the correct plasticity. Clay is 
mixed with coal prior to moulding in the clay processing division. The enterprise also 
owns reserves of tile clay, but has chosen not to produce tiles. The present deposit on the 
premises is estimated to be a 50 year reserve. 

Distribution and Customers 

Zvezda has established contracts with private and state companies selling their 
production. The enterprise does not grant any discounts at present. Approximately 50% 
of the distributors are private companies and 50% are state-owned companies. In 
addition, the enterprise is accustomed to selling its products through cash and carry 
transactions. Customers are located primarily in the Varna and Shoumen areas. Since the 
area is such a competitive market, the enterprise is aggressively trying to secure new 
customers, preferably large construction companies in the Shoumen and Varna areas. 

Enterprise and Facilities 

Zvezda Enterprise was included in the Ministry of Construction's investment plan 
for the consaucticm and installation of a new production facility with modem Fuchs 
technology. However, no construction commenced at Caspichan for this new facility. 
The enterprise is operating one workshop in Caspichan with tunnel kiln technology and 
one older workshop located near Caspichan with obsolete ring kiln technology. 

The tunnel kiln at the main facility was installed in 1971-1976 and may be shut 
down this winter for maintenance. Stocks of excavated clay are maintained throughout 
the winter to ensure continuity in wet weather. Clay is excavated and fed tot he plant by a 
towed scraper. The clay is processed in the conventional way and final milling takes place 



at 2 mrn. There is one vacuum press with 1 double acting wire cutter producing six 
bricks, with the waste recycled. The enterprise has conventional dryrng and firing 
technology with only minimal automation and extensive manual intervention. 

The equipment in the mah facility is Bulgarian and generally outdated. Overall 
maintenance of the plant is poor and machinery is dirty. Kiln car maintenance is the major 
problem. The enterprise is using HA cement for the beds, but this still causes problems in 
terms of increase maintenance costs. 

The quality of the brick is generally below average. There is extensive "blowing" 
in the firing process, due to the presence of free Lime indicating impurities in the clay and 
less than optimum processing prior to furing. 

Significant capital expenditure would be required to complete a general 
reconstruction of the workshop. There has been no reconsmction to date; the 
management has. however, recently replaced the vacuum press. 

Employees work two shifts per day. The production process is exaemely labor 
intensive. The enterprise has a total of 189 employees: 137 direct manufacturing 
employees at Caspichan, 30 direct manufacturing employees at the subsidiary workshop, 
and 22 administrative personnel. 

Financial Infomation 

The enterprise generated revenues in 1992 of nearly 19 million leva, an increase of 
approximately 23% over 1991 revenues. Production during the same time period, 
however, decreased roughly 25%. This indicates that the increase in sales may be 
explained in part by inflation, which was approximately 80% in 1992, according to the 
Bulgarian Embassy. The general increase in sales may also be explained by real price 
growth. Interest have increased from 1991 to 1992, and have squeezed enterprise profits 
more than in 1991, according to management. 1992 pretax profit, according to enterprise 
management, was 120,000 leva. 

The General Director stated that long term debt amounted to 1.3 million leva. The 
enterprise is waiting for this loan to be transferred to the state in the near future. With 
interest, this loan exceeds 2 million leva. Zvezda Enterprise has frozen installment of this 
loan at present. b o t h e r  working capital loan for 300,000 leva was recently paid off in 
early 1993. Management estimated that total receivables for the first half of 1993 amount 
to nearly 1 million leva: management is beginning to adopt stricter policies in order to 
receivepayment in a timely manner. 

In general, it appears that the enterprise is in a satisfactory financial position. 



Legal Issues 

Zvezda Enterprise is a joint stock company, 100% owned by the Government of 
Bulgaria. According to enterprise management, there were previous owners for a small 
area of the plant facilities. At this point, however, there have been no claims by previous 
owners. 

Summary 

Based on information provided by management, Zvezda Enterprise is an average 
operation. The fact that the enterprise has a clay deposit on-site is a clear advantage. 
However, the machinery and equipment in the enterprise is obsolete and generally not 
well-maintained. Significant investment is required in the near term. The enterprise is also 
situated in a very competitive market. The enterprises which are modem and efficient will 
be the successful operations in this kind of competitive environment 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43.000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Vama and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
nationai currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this counny and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation sliall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agricultural land. A 
foreign person may acquire ownership of buildings and restricted real rights over 
immovables. . 
B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration, development and extraction of natural resources in 
territorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend a l l  or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reducfion in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption from profit taxes for a five year period. 

Repatriation of Profit - 
A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a ce&cate for paid taxes. 



first half ;production volume. Enterprise management projects brick production to 
increase to full capacity of 60 million BE within the next five years. 

The Enterprise has explored export opportunities in Greece, Romania and 
Yugoslavia. Management believes there is the greatest potential in Greece and has 
actually made several attempts to export its product to Greece. However, the main 
obstacle is that the transport cost is very high, particularly because the Enterprise is 
located in the northernlcentral portion of Bulgaria. 

Napredak has established the price of its BH-2 brick at 4.25 leva, one of the lowest 
prices of manufacturers in Bulgaria. The Enterprise is able to establish such a low and 
cost competitive price mainly because of the low cost associated with clay since the quarry 
is located on site. Management indicated that the cost to produce one brick is 
approximately 3.50 leva, thus providing a margin between 17% to 18%. Raw material 
costs account for 3.5% of total production costs, representing a s i d c a n t  cost 
advantage. 

The major cost for the Enterprise is the cost of diesel fuel, which accounts for over 
half of the cost of producing one brick. To save on the cost of fuel, management indicated 
that there are several small deposits of gas in the region, which may be a possibility. The 
nearest gas pipe at present is 60 krn from the Enterprise. As a result, gas installation may 
not be feasible at present 

The main cost variant is the cost of diesel fuel, which is sigruficantly higher in the 
winter months. Because of the frequent fluctuations of the cost of diesel fuel, the cost of 
producing bricks is highly dependent on the cost of fuel. The Enterprise tries to keep a 
constant price for bricks. This strategy has been successful, because when the cost of 
diesel is low, it compensates for the periods in which diesel costs are signzficantly higher. 
The Enterprise believes that customers are more satisfied with a constant price, rather than 
several price fluctuations. 

Reserves 

Napredak is supported by a large clay quarry on the Enterprise site. The 
Enterprise owns a portion of the clay deposit which will supply the raw material for 
approximately 15 more years. However, the clay deposit is much greater and will be able 
to supply the Enterprise for over 100 years. At present, there is a private owner for a 
large portion of the deposit for which Napredak does not have legal right; in the future, 
the Enterprise may have to buy the land for excavation purposes. (These issues have yet 
to be decided by the Enterprise, the private owner and the government) 

Distribution curd Customers 

At present, Napredak Enterprise deals directly with customers on a cash and carry 
distribution method. The Enterprise has a solid base of customers and prefers to sell to 



larger customers. Most of their larger customers are located in cities, including Sofia, 
S tara Zagora, Plovdiv and Pleven. 

Napredak has about 6 very large construction companies as constant customers 
throughout the year. This is important because the Enterprise knows that it will be able to 
sell a significant portion of its production. These large consmction companies which 
have been traditional and large customers of the Enterprise, account for approximately 
3 0 8  to 40% of the Enterprise's production. These customers are not given a special 
discount at the time. Other customers. including consmction companies, proceed on a 
cash and carry basis at the Enterprise. 

Napredak recently has begun working with a distributor in Plovdiv and has 
established relations with distributors in other cities. The Enterprise sold only 1.2 million, 
or less than 1% of production, through this distributor in 1992. Enterprise management 
has been successful dealing directly with customers in the past does not know how they 
will proceed in the future in terms of dealing with regional distributors. 

Competitors 

Napredak is located in a strategically good location, in north central Bulgaria The 
Enterprise has k e n  successful dealing with customers in Sofia, Pleven, Plovdiv and Stara 
Zagora, regions located in a wide radius from Sevlievo. There are no sigmficant 
competitors to the Enterprise in the Sevlievo region. However, since the Enterprise is 
selling to customers in several regions located throughout Bulgaria, its main competitors 
may include the brick manufacturer located throughout these regions. 

For example, the Enterprise's main competitor in the Sofia region is an Enterprise 
which is located approximately 100 krn from Sofia, closer to the capital city market than 
Sevlievo. Napredak's advantage over the Enterprise located closer to Sofia is that it's 
production,volume is two times the competitor's production volume. In addition, Sevlievo 
has some lower costs associated with production over the plant located closer to Sofia, 
particularly because the clay deposit is located on-site. Napredak sets the price of its 
bricks lower than Enterprises in nearby markets to compete effectively with competitors. 

Equipment and Faciliries 

Napredak konsists of a three-story administration building and two production 
workshops. One workshop consists of the modem Fuchs system technology which was 
installed in 198911990. The other workshop is equipped with Italian Morando equipment 
from the 1970's. The production process of the "Fuchs" workshop is fully automated, 
with very litcle labor involved. The older workshop with Morando equipment is much 
more labor intensive. According to Enterprise management, the Italian Morando company 
offered to automate and upgrade equipment in the old workshop for 5 million leva, or 
$200,000. Upgrading equipment in this workshop would cut labor down on the 
production line to 7 people from the present 30 people. However, the Enterprise is not in 



a position at this time to make this capital investment- For the meantime, equipment in 
this workshop is operating well. 

The Enterprise has a total of 138 employees: 130 involved in direct manufacturing 
production and 8 managerial and administrative personnel. 

Clay reserves are located adjacent to the factory and are currently estimated to be 
sufficient for 10 years. Reserves in the surrounding area are considered suitable to 
provide a substantial Life. Power station ash is imported for mixing with clay in the old 
workshop but not in the new one where only pure clay is used. 

Old Workshop: The old workshop is utilizing typical M)'sl7O's technology with 
semi-automation. Diesel dryers produce heat for dryers with 14 chambers and capacity of 
55,000 bricks. There is a single production line with a single wire cutter and automated 
stacking and unloading of drying cars. Employees manually load and unload kiln cars. 
Equipment is in average condition for old equipment, and will need replacement within 
five years. 

New workshop: (Installed 19891: This workshop contains the standard Fuchs 
technology devised during the 80's for installation at up to 10 sites, but rarely completed. 
Clay processing equipment is of Bulgarian manufacture. with the exception of some of the 
mixers which are imported. There is one vacuum press producing two lines of bricks to an 
1 1-wire multi-cutter, producing 20 bricks/cycle. There is full automation of all handling 
controlled from one central control room, with remote video, from which all points are 
visible. Kiln cars have a capacity of 260 bricks in 2 layers, and pass through, in sequence, 
a pre-dryer, dryer and kiln. The 2 diesel fired kilns are situated above the two dryers with 
the pre-dryer adjacent. Drylng temperatures are 1601180 degrees Celsius; firing 
temperature is 850 degrees Celsius. 

The production line has a micro-processor for controlling all. operations and kiln 
car movement Speed of drying and firing can be varied to suit summer or winter 
conditions and as at present, the output required to meet sales demand. The production 
line is currently being operated on a 1 wagon135 minute cycle, some 20% below designed 
capacity of a 28 minute cycle. The finished product is stacked on pallets and banded. 

Overall, tQe equipment is running very efficiently. Maintenance standards, 
particularly in the clay processing shop, could be improved, but are expected to remain in 
solid operational condition for the next 10- 15 years. 

-Product quality is above average. There is some color variation (yeLlow/red) in the 
finished produc~ which is due mostly to the type of clay used. 

Management and Staff 



The Enterprise has 8 managerial and administrative personnel. consisting of the 
General Director, a Chief Operating Officer. the Chief Accountant and his staff and other 
administrative personnel. The General Director is highly competent and assumed his 
present position in December of 1992. In 1991, the Enterprise suffered a net loss of 3 
million leva, approximately $140,000. In 1992, the Enterprise continued to operate at a 
net loss. In December of 1992, the new General Director came in and turned around the 
financial situation of the company. As a resuIt of his efforts, the Enterprise finished the 
1992 year with a 89,000 leva loss, approximately $3,560. 

Overall, the Enterprise saves significantly on overhead charges because there are 
only 8 managerial/adminisuative staff, significantly lower than other Enterprises. This is 
indicative of a well-managed company. 

Employees are well-educated, according to Enterprise management. (Located 
near the Enterprise is a training center for students interested in the ceramics industry.) As 
a result, Enterprise management stated that they never have a problem in finding we& 
qualified employees. In both production houses, the production process was running 
smoothly and efficiently. This latter point is more significant in the older workshop with 
Morando technology, because of the labor intensive nature of the production process. 

Financial Information 

The financial information summarized below and contained as an Appendix has 
been assembled from information provided by management and has not been 
independently verified. Potential investors are encouraged to conduct their own financial 
review of the Enterprise. Summary financials are included in the following table. 

Selected Restated Financial Data (Unaudited) 
(000's Leva) 1992 1991 

Income Statement Data: 
Net Sales 
Cost of Sales 
Gross Rofit 

Gross Margin 
GenJAdmin Expense 
Other Expenses 

Interest Expenses* 
Net Income 

Balance Sheer Data: 
Accounts Receivable 
Inventories 
Total Assets 
Bank loans payable 
Long-Term Debt 
Capital 



In 1992, Napredak generated revenues of 22 million leva on production of 28 
million BE. Sales increased over 108% from 1991 to 1992. The increase in sales may be 
partly explained by to inflation, which the Bulgarian Embassy has indicated was as high as 
80% in 1992. The Enterprise suffered a net loss in 1992 of 89,000 leva, down 
significantly fiom the rather high net loss in 1991 of 3.3 million leva. The high interest 
expenses in 1992,7.5 million leva, were offset in large part by other income generated by 
the Enterprise. 

Accounts receivable increased substantially in 1992. from accounts receivable 
turnover in 1992 of 26 days, up from under 7 days in 1991. This may be explained, in 
large part, to the fact that the Enterprise works with a set of constant customers, to which 
the Enterprise has granted longer periods for payment. During the same time frame, total 
number of days in inventory declined in 1992 to 25 days, down from nearly 75 days in 
1991. Overall, this represents sound managerial guidance in the daily production of 
bricks. 

The Enterprise had a long-term debt of 2 1.000,000 leva, approximately $840,000, 
for the installation of the new Fuchs production line. The debt has been transferred to the 
state budget. At present, the Enterprise is paying installments on a 1,059,000 leva loan, or 
$42,360 USD. 

In essence, the financial situation of the Enterprise is improving tremendously, due 
in large part to the dedication of the management team. 

Legal Issues 

The Enterprise is a joint stock company, with no existing private investment 
There are some restitution claims on the land on which a portion of the Enterprise facilities 
are located. According to Enterprise management, the previous owners of this land do 
not want to manage Napredak; the Enterprise will either pay rent or buy the land in the 
f u m e  if it becomes an issue, according to the General Director. At present, the situation 
is being analyzed at the Ministry of Construction, who will determine how to proceed with 
this scenario. 

Summary 

Based on information provided by management, Napredak-Sevlievo appears to be 
an attractive company. The new production workshop equipped with Fuchs technology is 
particukiy attractive. The clay deposit located on the premises of the Enterprise is also 
an advantage, because it saves on the cost of raw materials and transportation. The 
management is visionary and dedicated to the success of the Enterprise. Napredak 
Sevlievo is also in a good market position, located on major transportation routes to Sofia 
and east to the coast. 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43.000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. Ln the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GATT' accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right To Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
Investments Act. 

C. The extent of foreign participation in new or existing companies shall not be 
restricted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

I. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value, 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participation of over 50% may not acquire ownership of agricultural land. A 
foreign persin may acquire ownership of buildings and restricted real rights over 
immovables. 

0. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration. development and extraction of natural resources in 
territorial waters. continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
parmership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption $.om profit taxes for a five year period. 

Repatriation of Profit 

- 
A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a ceriificate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the privatization of 

Straljaceramic Enterprise 

A leading cIay products enterprise in Bulgaria. 

An integrated producer of clay roof tiies, with technical capability 
to manufacture brick products with existing machinery. 

Recent annual output of 10,000,000 roof tiles. Potential to 
increase output to 25,000,000 roof tiies per year. 

Low operating costs. 

Significant share of the domestic market for roof tile products. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Stralja~eramic Enterprise. For further information on the Enterprise or the 
investment process, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 
KPMG Peat Marwick KPMG Peat Marwick 
2001 M Street, NW 200 1 M Street, NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



" Straljaceramic" 
A Bulgarian Enterprise Offered for Privatization 

The foilowing enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management. KPMG can not and does not make any 

representation as to the accuracy or completeness of the information in this summary document. 

The Investment Opportunity 

Straljaceramic. located in Stralja in south east Bulgaria, was established in 1985 
and is an integrated producer of ceramic roof tiles and recently the production of bricks, 
with a market region which covers southern Bulgaria and northern Bulgaria as well. The 
Enterprise is a very modem and efficient operation. in 1992 and 1993, the Enterprise has 
~ i g ~ c a n t l y  increased its market position in the roof tile sector. According to Enterprise 
management the Enterprise is the largest producer of roof tiles in the country. Enterprise 
management's preferred strategy involves diversifying Sualjaceramic's product line in the 
future and obtaining the appropriate technology for the production of facing bricks. The 
technology at the Enterprise is sophisticated, fully mechanized and of Italian origin 
(Morando). 

Products, Production and Pricing 

Straljaceramic is engaged predominantly in the production of roof tiles of the type 
"Mizia", and recently the production of bricks. The same line is used interchangeably for 
the production of roof tiles and of bricks. The Enterprise has very good brand name 
recognition. According to Enterprise management, the market potential of Bulgaria for 
roof tiles is 60 million units per year. At N1 operational capacity, Straljaceramic is able to 
produce 25 miilion units. There is plenty of room available at the enterprise site for 
expansion of operations. 

En 1992, the Enterprise produced 10,000,000 roof tiles and was thus running at 
40% of full operational capacity. The Enterprise has projected a steady increase in roof 
tile production, for a 1995 output at 20,000,000 roof tile units. 

The Enterprise is £fee to set prices for its products. h June 1993, the retail price 
of one roof tile was 7 leva, which included the turnover tax and the transportation cost. In 
August 1993, manigement decided to cut the retail price of roof tiles from 7 leva per 
piece to 3 leva per piece, a strategy which has resulted in a significant increase in sales. 
According to the General Director, the Enterprise was able to sell nearly 700,000 roof 
tiles in b u r  days after decreasing the retail price. Straljaceramic has been able to achieve 
success though fluctuations in the retail price of its roof tiles, given that there is not a 
significant level of competition for the product 



Reserves 

The Enterprise is sourcing its clay from two deposits located in Stralja: one is 13 
km. from the Enterprise, the other is 15 km. from the Enterprise. Each deposit is 
estimated to have a 60 year reserve. During the clay processing stage at the Enterprise, 
clay from the two deposits is mixed at a ratio of 60:40. 

Distribution 

The Enterprise has a solid dismbution base. Approximately 60% of product is 
disuibuted through large state wholesalers for the fuel and building materials sector. 
Roughly 40% is sold directly to private construction companies and other private 
companies in need of roof tiks, predominantly on a cash and carry basis. The Enterprise 
will give a discount for cash and carry customers, which varies based on the amount of 
product people or companies buy on site. Enterprise management has recently embarked 
on an aggressive advertising campaign in the local print and radio media. 

Equipment and Facilities 

Straljacerarnic operates out of one two-story administrative building and one 
production workshop for roof tile and brick production. The plant site is approximately 
80 decars, and the manufacturing area is roughly 35 decars. 

AU equipment at the Enterprise is from 1985 and is predominantly of Italian 
(Morando) origin. The clay processing machinery is of Bulgarian origin. There are 2 
production lines for the production of roof tiles (and bricks). Overall, the entire 
production process is highly mechanized, with the entire production process - clay 
processing, forming, drying and firing, and loading, is controlled by four conaol rooms 
located in the main workshop. 

The Enterprise runs at 2 shifts per day. There are a total of 113 employees at the 
Enterprise, 105 of which are engaged in direct manufacturing production and 8 in 
administration. an effort to curb waste, management has sigruficantly reduced the 
workforce at Straljaceramic, from over 230 employees at the beginning of 1991 to some 
75 employees in mid-1993. Future plans expressed by management include curtailing the 
workforce further to approximately 35 workers, which is the appropriate number required 
at current production levels as well as at planned increased production levels. This cut in 
the workforce is indicative of management's commitment to increase efficiency at 
S traljaceramic. 



Legal information 

Straljacerarnic is a joint stock company prepared for privatization. The state is the 
sole shareholder of the company. There are no restitution problems at the moment. The 
Enterprise is the legal owner of the land where the facilities are located as well as the land 
at the quarries itself, located in Stralja. 

Further In formation 

Additional informatian concerning Straljacerarnic is available from KPMG Peat 
Marwick for interested investors, including 1) more detailed information on the operations 
of the enterprise, 2) financial reports, and 3) expanded capital equipment list KPMG will 
also arrange a visit to the enterprise in Bulgaria for interested parties. Please direct 
inquiries to: 

Ms. Susan Bruno 
Consultant 
KPMG Peat Manvick 
Policy Economics Group 
200 1 M Street NW 
Washington, DC 20036 
Tel: (202) 467-3625 
Fax: (202) 728-0546 



BULGARIAN INVESTMENT ENVIRONMENT 

1 The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 

I creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy sauggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43.000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula, directly south of Romania. and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the BIack Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
.Ian 300,000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 

ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were implemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GA?T accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
F garia. 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration. development and extraction of natural resources in 
territorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the CounciI of Ministers according to 
conditions published in the Official Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend all or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C. Foreign investment in certain targeted indusmes such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption from profit taxes for a five year period. 

Repatriation of Profit 
. 
A. A foreign investor is free to repatriate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 



The Government of the Republic of Bulgaria 
is interested in identifying an international investor 

for the privatization of 

Zvezda - Caspichan Enterprise 

An integrated quality producer of clay bricks. 

Strategically located in the attractive and growing Varna region. 
Main customers are located in the Shoumen, Varna and south 
to Bourgas region. 

Production capacity of 40,000,000 BE per year. Recent annual 
output of 25,000,000 BE/per year. Room for expansion on-site. 

Low operating costs. Clay deposit on-site, with estiamted 50-year reserve. 

Attractive investment incentives / tax abatements. 

Favorable investment environment. 

The Policy Economics Group of KPMG Peat Marwick is assisting the Government of Bulgaria in the 
privatization of Zvezda - Caspichan Enterprise. For further information on the Enterprise or the 
investment process, please contact: 

Mr. Philippe LeRoux Ms. Susan Bruno 
Senior Advisor Consultant 

. KPMG Peat Marwick KPMG Peat Marwick 
2001 M Street, NW 200 1 M S tree& NW 
Washington, DC 20036 Washington, DC 20036 
Tel: (202) 467 - 3898 Tel: (202) 467- 3625 
Fax: (202) 728 - 0546 Fax: (202) 728-0546 



" Zvezda - Caspichan Enterprise" 
A Bulgarian Enterprise Offered for Privatization 

The following enterprise description is based on discussions with and representations by the 
Bulgarian government and enterprise management KPMG can not and does not make any 

representation as to tbe accuracy or completeness of the information in this summary document. 

The Investment Oppor tuni~  

Zvezda Enterprise (the "Enterprise"), located in Caspichan, is situated in the Varna 
market. The enterprise is an integrated producer of bricks for the Varna, Bourgas and 
Shournen regions. This market regions is extremely competitive, with brick producers 
from outside these regions attempting to enter the market. One of Caspichan's main 
advantages is the low cost of raw materials, primarily because the clay deposit is on the 
premises of the enterprise. The enterprise employs 189 people, 167 involved in direct 
manufacturing production. 

Enterprise History 

The enterprise was established in 1893 for the production of bricks and roof tiles. 
In 1971, the construction of a new workshop commenced, utilizing Italian and Bulgarian 
equipment from 1965. The capacity of the new workshop with tunnel kiZn technology was 
30 million BE/year. The workshop began operating in 1976. There were also two other 
workshops, both with ~g kiln technology, and total capacity between the two workshops 
of 40 million BE/year. Total capacity of all workshops was 70 million BE/year. In 1991, 
one of the ring kiln workshops, with a capacity of 30 million BE/year, closed. Today, 
Zvezda Enterprise is operating one tunnel kiln workshop and one ring kiln workshop. 

Products, Producfion and Pricing 

Zvezda is an integrated producer of single frame and BH-2 , double h e ,  ceramic 
bricks. The main facility is engaged in the production of BH-2 bricks, and the subsidiary 
produces single frame and BH-2a bricks. The enterprise used to be engaged in the 
production of ceramic roof tiles, but has ceased production of this product line because 
there is g e n d y  more demand for brick products in the region. The General Director 
stated that demand sometimes exceeds supply. 

For brick p;oduction, Zvezda Enterprise has a total combined capacity for the two 
workshops of 40 million BWyear. The subsidiary with the ring kiln technology is located 
in a neighboring village. In 1991, the enterprise produced 34 million BE/year, in 1992, 
productih volume declined to 25 million BE/year, due to the contraction of the 
construction industry. According to enterprise management, projected production for 
1993 is 25.7 W o n  BE. 



The main market region of the enterprise extends from Shoumen, to Varna and 
south to Bourgas. It is a prime market and at the same time a very competitive market for 
brick manufacturers. Main competitors are located in Varna, General Toshevo, Nova 
Shipca and Bourgas. 

The enterprise looks to establish a competitive price for bricks, since the region in 
which Caspichan is located has several competitors. The retail price of the BH-2 brick is 
4.8 leva, inchding the 2% turnover tax and the loading cost. 

Total production costs for one brick amount to between 4.2 to 4.3 leva. The 
enterprise's major cost is the cost of diesel, which is prohibitively expensive, according to 
enterprise management. Gas pipelines are located 15 km from the enterprise; however the 
General Director feels that it may be more cost effective for Zvezda to continue using 
diesel, since prices of gas have been rising. 

Clay reserves are located on-site and consist of two types of mergyi clay, blue and 
yellow. These are mixed in the proportion of 1:2 to obtain the correct plasticity. Clay is 
mixed with coal prior to moulding in the clay processing division. The enterprise also 
owns resemes of tile clay, but has chosen not to produce tiles. The present deposit on the 
premises is estimated to be a 50 year reserve. 

Distribution and Customers 

Zvezda has established contracts with private and state companies selling their 
production. The enterprise does not grant any discounts at present. Approximately 50% 
of the distributors are private companies and 50% are state-owned companies. In 
addition, the enterprise is accustomed to s e h g  its products through cash and carry 
transactions. Customers are iocated primarily in the Vama and Shoumen areas. Since the 
area is such a competitive market, the enterprise is aggressively trying to secure new 
customers, preferably large construction companies in the Shoumen and Varna areas. 

Enterprise and Faciiiries 

Zvezda Enterprise was included in the Ministry of Consauction's investment plan 
for the construction and installation of a new production facility with modem Fuchs 
technology. However, no construction commenced at Caspichan for this new facility. 
The enterprise is operating one workshop in Caspichan with tunnel kiln technology and 
one older workshop located near Caspichan with obsolete ring kiln technology. 

The tunnel kiln at the main facility was installed in 1971-1976 and may be shut 
down this winter for maintenance. Stocks of excavated clay are maintained throughout 
the winter to ensure continuity in wet weather. Clay is excavated and fed tot he plant by a 
towed scraper. The clay is processed in the conventional way and final milling takes place 



at 2 mrn. There is one vacuum press with 1 double acting wire cutter producing six 
bricks, with the waste recycled. The enterprise has conventional drylng and firing 
technology with only minimal automation and extensive manual intervention. 

The equipment in the main facility is Bulgarian and generally outdated. Overall 
maintenance of the plant is poor and machinery is dirty. Kiln car maintenance is the major 
problem. The enterprise is using HA cement for the beds, but this still causes problems in 
terms of increase maintenance costs. 

The quality of the brick is generally below average. There is extensive "blowing" 
in the firing process, due to the presence of free lime indicating impurities in the clay and 
less than optimum processing prior to firing. 

Significant capital expenditure would be required to complete a general 
reconstruction of the workshop. There has been no reconstruction to date; the 
management has, however, recently replaced the vacuum press. 

Employees work two shifts per day. The production process is extremely labor 
intensive. The enterprise has a total of 189 employees: 137 direct manufacturing 
employees at Caspichan, 30 direct manufacturing employees at the subsidiary workshop, 
and 22 adminismtive personnel. 

Financial Informafion 

The enterprise generated revenues in 1992 of nearly 19 million leva, an increase of 
approximately 23% over 1991 revenues. Production during the same time period, 
however, decreased roughly 25%. This indicates that the increase in sales may be 
explained in part by inflation, which was approximately 80% in 1992, according to the 
Bulgarian Embassy. The general increase in sales may also be explained by real price 
growth. Interest have increased from 1991 to 1992, and have squeezed enterprise profits 
more than in 199 1, according to management. 1992 pretax profit, according to enterprise 
management, was 120,000 leva. 

The General Director stated that long term debt amounted to 1.3 d o n  leva. The 
enterprise is waiting for this loan to be transferred to the state in the near future. With 
interest, this loan exceeds 2 million leva Zvezda Enterprise has frozen installment of this 
loan at present Another working capital loan for 300,000 leva was recently paid off in 
early 1993. Management estimated that total receivables for the first half of 1993 amount 
to nearly 1 million leva; management is beginning to adopt smcter policies in order to 
receivepayment in a timely manner. 

In general, it appears that the enterprise is in a satisfactory financial position. 



Legal Issues 

Zvezda Enterprise is a joint stock company, 100% owned by the Government of 
Bulgaria. According to enterprise management, there were previous owners for a small 
area of the plant facilities. At this point, however, there have been no claims by previous 
owners. 

Summary 

Based on information provided by management, Zvezda Enterprise is an average 
operation. The fact that the enterprise has a clay deposit on-site is a dear advantage. 
However, the machinery and equipment in the enterprise is obsolete and generally not 
well-maintained. Significant investment is required in the near term. The enterprise is aIso 
situated in a very competitive market. The enterprises which are modem and efficient will 
be the successful operations in this kind of competitive environment 



BULGARIAN INVESTMENT ENVIRONMENT 

The policy changes and measures undertaken by the Bulgarian Government mark a sharp 
departure from the former command control type economy and represent a move towards 
creating a market based economic structure. Though recent market reforms have created 
a pronounced short term recession as the Bulgarian economy struggles to adjust, the 
Government remains committed to reforms and the creation of an economy based on 
private enterprise and property. 

Bulgaria occupies 43,000 square miles (roughly the area of Pennsylvania) on the 
eastern part of the Balkan peninsula. directly south of Romania, and also shares 
borders with Turkey, Greece and the former Yugoslav republics. The eastern border 
of Bulgaria is formed by the Black Sea, accessed by the ports of Varna and Burgas, 
while the more mountainous Western portion of the country is marked by the 
presence of the capital, Sofia. 

The total population of Bulgaria, estimated at 9.0 million in 1991, is similar in size to 
that of Sweden, Austria or Belgium. Bulgaria has three cities with population greater 
than 300.000; Sophia, the largest city, has a population of 1,200,000. Bulgaria is 
ethnically homogenous, with 85% of the population of Bulgarian ethnicity. 

Bulgaria's economy is undergoing a major transition. In the last twelve months, the 
national currency, the Lev, has become convertible and has stabilized at around 23 
Lev to one U.S. dollar. 

In February 1991 the government embarked on a broad series of initiatives designed 
to reform the economy, manage the country's foreign debt problem, and rationalize 
government spending. These reforms were iniplemented with the intention of 
enhancing Bulgaria's creditworthiness and eligibility for IMF and World Bank 
lending. In November, 1991 the United States granted Bulgaria Most Favored Nation 
status, and the government is petitioning for inclusion in the GA'IT accords. 

Bulgaria's Privatization Law and Foreign Investment Law, both passed in May 1992 
are sought to increase the level of foreign investment and private ownership in 
Bulgaria. 



FOREIGN INVESTMENT LAWS AND INCENTIVES 

The following section outlines the most pertinent laws and regulations for foreign 
investors. Numerous incentives for foreign investment have been instituted by the 
Republic of Bulgaria. Some special incentives applicable to specific investment 
opportunities may not be detailed here. Generally, the laws governing foreign 
investment in Bulgaria are very liberal. A complete copy of all applicable laws and 
regulations can be obtained through the Bulgarian Embassy or through Policy Economics 
Group - KPMG Peat Marwick. 

Right T o  Conduct Business Activity 

A. A foreign person may conduct business activity in this country and acquire 
share or stakes in commercial companies by the procedure provided for Bulgarian 
citizens and legal persons, having equal rights with them except if otherwise 
provided by law. 

B. Companies with foreign participation shall have all the rights of a company 
without foreign participation except in the cases provided for in the Foreign 
lnvestrnents Act. 

C .  The extent of foreign participation in new or existing companies shall not be 
resmcted. 

D. Property of foreign persons may be expropriated only for exclusively 
important state purposes which cannot otherwise be met. 

1. The expropriated property may be taken possession of only after 
the due compensation of the owner at market value. 

2. The expropriation shall be subject to an appeal before the 
Supreme Court. 

Foreign Investment Restrictions 

A. A foreign person may not acquire ownership of land. A company with foreign 
participatidn of over 50% may not acquire ownership of agricultural land. A 
foreign person may acquire ownership of buildings and reshicted real rights over 
immovables. . 
B. A foreign person or a company under foreign control shall have to obtain a 
license in the following cases: 

1. production and trade of weapons, ammunition, and accouterments; 



2. conducting banking and insurance; 

3. acquisition of immovable property in particular geographical areas 
designated by the Council of Ministers; 

4. exploration, development and extraction of natural resources in 
temtorial waters, continental shelf or the exclusive economic zone. 

These licenses shall be issued by the Council of Ministers according to 
conditions published in the Officid Gazette. Applications will be considered 
within a period of 45 days. 

C. A foreign person shall need a permit for permanent abode in Bulgaria in order 
to be registered as a sole trader, to participate in a cooperative or a general 
partnership or to act as general partner in a limited partnership. 

D. The Council of Ministers may suspend alI  or part of the Foreign Investments 
Protection Act to foreign persons whose countries discriminate against Bulgarian 
companies or citizens. 

Tax Incentives for Investors 

Note: Bulgarian tax law is undergoing major changes. Taxes are currently levied 
by decree of the Ministry of Economics, not by legislation. It is expected that the 
National Assembly will pass a tax law, including the imposition of a value added 
tax and the reduction of most other taxes. Potential investors are encouraged to 
contact Policy Economics Group - KPMG Peat Marwick or the Bulgarian 
embassy for the most recent tax regulations. 

A. Bulgaria's base corporate profit tax rate is 40%. 

B. Majority foreign investments with invested capital of over US$100,000 receive 
a reduction in corporate taxes to a rate of 30%. 

C .  Foreign investment in certain targeted industries such as agriculture, food 
processing and unspecified high tech sectors may be eligible for complete 
exemption.fkom profit taxes for a five year period. 

Repatriation of Profit - 
A. A foreign investor is free to repamate all profit, revenues, and disinvestment 
earned in Bulgaria, subject to the submission of a certificate for paid taxes. 
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Neither KPMG oor the Government of Bulgaria maka m y  mprtscntations, express or implied, u 
to the completeness or accuracy of the information or StatemenU contained herein or  made 
otherwise available to interested partics in connection with the sllt of ~hrvts of Repubiikr 
Confectionery. Information included herein regardhg RcpubLika Confectionery, such as legl issues 
and rutitmion clrims, waa compiled bued on convenrtioar bmrcm KPMG and enterprise 
management and other appropriate parties, wefl PI d-ta givm to KPMG by enterprise 
mvrpgemcztt Neither KPMG nor the Government of Bdguia maku any statement about the 
impm of changcs in the supplied informition after the date the information wu compiled. 

The contents of this Memorandum arc strictly coafidcntid and may not be disclosed, reproduced or 
used, in part o r  in whok, for m y  purpose other thin the propored purposc of cxpl+ining the 
vdurtim methodology u d  by KPMG, nor may it be furnished to any penoar other than thorc to 
whom copier have been made availabk by KPMG or the Governmtllt of B d @ t  . 

Neither the delivery of thia Memorandum nor the srk of m y  shvcr of Republilu Coufeaioany 
shall under m y  drrumruncu cnWc my impKcatioa th.t them h u  ktn no change in the dfdn of 
Republik. Confectionery since the date h e d .  



Valuation Methodology 
Republika Confectionery 

I. EXECUTIVE SUMMARY 

KPMG Peat Marwick ("KPMG") was selected by the Agency for Privatization (the 
".Agency") in Bulgaria to perform a thorough business valuation of Republika 
Confectionery and hnher to represent the Government of Bulgaria in negotiations with 
potential investors. Republika Confectionery has been selected by the Govenunent to 
participate in its light industry privatization program. Under Bulgarian law, management 
and employees can acquire up to 20% of the shares of the enterprise. The Govenunent 
intends to sell its remaining interest to a foreign strategic investor. KPMG and the Agency 
will commence negotiations with a potential strategic partner in mid-October, with the 
objective of achieving a fair market price for the enterprise, in addition to substantial 
capital investment in the company. This memorandum explains the various valuation 
methods utilized by KPMG to derive a value range for the equity of Republika 
Confectionery. 

Repubiika Confectionery is the oldest establishment engaged in confectionery 
production in Bulgaria, and is recognized as a leader in quality chocolate production. 
The Enterprise consists of two production centers: 1) Republika - Svoge is engaged in 
the production of quaiity chocolate bars, bonbons, wafers and other confectionery 
desserts; and 2) The Thompson Biscuit facility is engaged primarily in the production 
of biscuits and marmalade roll d e s m .  In 1992, the Enterprise produced 9,492 tons 
of confectionery products. In 1993, it is expected that the Enterprise will produce 
between 8,500 to 8,800 tomes of confdonery products. At peak production levels 
in 1 988/1989, Republika produced l7,OOO tons of confectionery products. 

There art three legal issues which need resolution before a transaction can occur: 1) 
Republika is a limited liability company (OOD), which requires unanimous consent of 
ail shareholden for any action taken by the company, 2) Thm is a restitution claim by 
the ori@ ownen of the Enterprise, the Pew f%dy ,  who owns approximately 13.5% 
of the assets of the Enterprise, and 3) The Thompson Biscuit faciiity must be split and 
sold sepmdy, as the current confectionery investor is not interested in this operation. 

Based on KPMG's analysis of Republika Confectionery, approximately % 10.0 million is 
required in capital investment, $1.0 - S1.5 million for the purchase of the Peev M y  
assets, and $275,000 to cover the Enterprise's estimated outstand'ig obligations. 
These capital expenditures will affect the purchase price of the Enterprise. 

To determine a value range for Republika Confectionery, KPMG performed several 
analyses, including discounted cash flow analysis and comparable transaction 
evaluation. In addition, KPMG's analysis separates the value of the Thompson Biscuit 
facility, which presently is 10% of the Enterprise Net Assa Value, but provides little 



cash flow to the Enterprise and is not expected to become a large part of the overall 
confectionery business. 

. The stand alone value of a 100% equity share in Republika, in the absence of a 
strategic partner, is $0.5 rnm to S 1.2 mm, but the value of the Enterprise to a strategic 
partner is in the range of $2.0 - S5.0 mrn. Both the discounted cash flow analysis (at 
25?/o to 20% discount rates) and the comparable transaction analysis value 80% of the 
equity in the confectionery business in this range. (Note that the initial investor offer is 
for 80% of the equity, because under Bulgarian law, management and employees can 
acquire up to 20% of the shares in the Enterprise.) 

The following valuation methods are detailed in this memorandum: 
- Net Asset Value: EWMG analysis places the value of the property, plant and 
equipment of the enterprise, less estimated obtigations, at approximately $3.5 mm. 
- Liquidan'on Value: In a liquidation scenario, KPMG's analysis values the 
property, plant and equipment of Repubiika, less estimated obligations, at 
approximately $2.2 rnm. 
- Stand Alone Discounted Cash Flow: In the absence of a foreign investor, with 
$1.75 mm planned for capital investment, the vdue of Republika is rmnimal, at 
$0.7 mm.- $1.5 mm. The Enterprise's $275,000 in estimated obligations must be 
subtracted from this amount to yield an equity value range of $0.5 mm to $1.2 
mm. 
- Strategic Partner Discounted Cash Flaw: Assuming a strategic partner, 
KPMGs analysis reveals a value for Republika in the range of $3.1 mm - $6.7 mm, 
a value which factors in the purchase of the Peev M y  assets and $10.0 rnm in 
capital injection, to be made primarily in the first three years after purchase. After 
subtracting the vaiue of the obligations and an estimated value of the biscuit tBcility 
($250,000), this yieids a total enterprise value in the range of $2.5 mm - $6.1 mm. 
Since a foreign investor would initially purchase 80% of the State's shares, the 
total cash outlay for those shares of the Enterprise is in the range of $2.0 mm - 
$4.9 mm. 
- Comparable Transaction Evaluation: KPMG analyzed conftaionery 
transactions in Eastern Europe in order to determine a comparable transaction 
value for Republika Using these transactions as a base for understanding a 
potential value the Government would Likely receive for Republika, KPMG derived 
a comparable transaction value for 80% of the equity of Republika - Svoge of 
$23 mm to $3.7 mm, 

While KPMG has utilized several valuation methods to vaiue Republika Confectionery, 
tge discounted cash flow analysis is the most important. This analysis values 80% of the 
equity of Republika Confectionery at $2.0 - $4.9 mm. The ultimate determinant of value, 
however, is what the buyer is willing to pay. To realize a purchase price in this range, a 
highly coordinated negotiating strategy must be developed and implemented. Although 
expediency is a factor, the ovemding god must be to achieve a "fair" value for the 
Enterprise. 



II. ENTERPRISE OVERMEW 

Republika Codectionery ("Republika" or "the Enterprise") is the oldest enterprise 
engaged - in the production of confectionery products in Bulgaria. Founded by the Pee" 
family in 1905, the original site of the Enterprise was in Sofia, but in 1924 production 
moved north to Svoge. Republika is the largest producer of chocolate confectionery 
products in Bulgaria. Today, the Enterprise has two production centers: (1) Republika - 
Svoge Is engaged in the production of milk chocolate bars, chocoiate bonbons, hi@-end 
specialty products, plain and chocolate-covered wafers, toffee and other chocolate 
confectionery products, such as frosting; and (2) The Thompson Biscuit Faciiity is 
engaged - in the production of plain and cream-filled biscuits and marmalade roll desserts. 

Republika Confectionery has been selected by the Government of Bulgaria to participate 
in its light industry privatization program- - Under Bulgarian law, management and 
employees can acquire up to 20% of the shares in the Enterprise. The government intends 
to sell its remaining majority interest to a foreign strategic investor. 

Products and Markets 

In 1992, Republika Confectionery produced 9,492 tonnes of confectionery products, and 
in the first eight months of 1993, the Enterprise produced 4,768 tonnes of confectionery 
products. A breakdown of ~roduction by product line appears in the following table. 

Chocolate Bonbons 
Chocolate Desserts 
wafers 
Biscuits 

Confectionery Production by Product Line 
1992 

Enterprise management expects to reach 8,500 to 8,800 tomes by the end of 1993. At 
peak produotion levels in 1988 to 1989, the Enterprise produced 17,000 tonnes of 
confectionay products. The fXl in production is attributable to decreased demand for 
confectionery products due to economic recession, the decline in purchasing power of the 
p~pulation, and competition fiom imports. Republika cumntly experiences no significant 
problems in obtaining raw materials for production 

4 

1993 
(first 8 months) 

Other 898 
TOTAL 9,492 

As the largest chocolate confectionery producer in Bulgaria, Republika has gained 
significant market shares particularly for its chocolate confectionery products. 
Management estimates that the Enterprise has approximately 32% to 35% of the current 
market share in chocolates. The Enterprise is also a quaiity producer of wafers, biscuits 

Chocolate Bars 1,531 ) 945 

528 
4,768 



and other confenionery products and has market shares in these categories according to 
enterprise management up to 12%. Republika recently started exploring opportunities. 
TO date, sales to Eastern and Central Europe and the former Soviet Union and have been 
minimal. 

The variety of the Enterprise's product mix and its reputation as a high quality producer 
has allowed management to deveiop strong ties with buyers throughout the country. The 
Enterprise seils its products to over 150 customers who distribute the goods through a 
broad distribution network of private kiosks, comer stores, private and state distributors, 
and large, state-owned retailers. 

The prospects for the Bulgarian confectionery enterprise appear positive in the future. In 
particular, it is expected that over time, general economic recovery will result in an 
increase in confectionery consumption to historical levels which existed prior to the 
economic dislocation experienced throughout Eastern Europe and its transition to a 
market economy. In addition, hrther growth in demand may result %om higher 
confectionery purchases per capita as Bulgarian consumption levels increase to more 
closely reflect that of neighboring western European countries, such as Italy. 

The Enterprises manages two separate production fhdities. The main facility for the 
production of chocolate products, wafers and other confectionery products is located in 
Svoge, approximately 60 krn from Sofia The Svoge site encompasses 61,700 square 
meters of land and accounts for over 90% of total Enterprise confectionery tomes 
produced. The second f d t y ,  the Thompson biscuit operation, is located 6 km £?om the 
Svoge facility and is situated on 5,850 square meters of land. The Thompson facility is 
engaged solely in the production of biscuits and related products, such as marmalade rolls. 

In addition, the Enterprise has a restitution claimant, the Peev family, whose share in the 
Enterprise has been estimated at 13.5%. The Pew family claim is only for land and 
buildings of the Enterprise, and not machinery. This claim has been settled by transferring 
ownership of the clahed assets to the Peev family. Currently, the Enterprise is paying 
rent to the Pew b d y .  

Republilca operates a mix of equipment &om Western East German and Bulgarian 
marmfactuien. Its Western production includes the "C&MW (Italian) and Loesch 
(Gennan) modding/wrapping line for chocolate tablets and pralines, and an extruded 
biscuits line fiom manufacwen in England and Holland. In addition, the Enterprise 
dtilizes French Aucouturier wrapping machines. Overall, the Enterprise operates 22 lines. 
Based on KPMG industry analysis, the equipment and machinery appears to be in very 
good operational order 



Republika Confectionery has a stable, educated and experienced workforce. The 
Enterprise employs approximately 8 10 employees, 714 of whom are involved in direct 

production and 96 administrators, personnel, and other indirect employees. 

Tax Situation 

Republika Confectionery currently pays 52% tax on Bulgarian accounting profit to state 
(40%). municipal (lo%), and local utility tax (2%). In cases where foreign investors 
commit a majority of the capital in an investment totaling over $100,000, Bulgarian law 
allows for a 10% reduction in state profit tax, thus reducing the tax burden to 42%. 

In Bulgria, there are no excise taxes on domestic confeaionery products. There is, 
however, a 22% turnover tax, which is similar to a Value-Added Tax (VAT), and affects 
all conf'ectionery and other food industry products. Confectionery imports are also subject 
to a 22% turnover tax. In addition, a decision was rendered in August 1993 requiring that 
the 40% duty on confectionery imports must be paid on entry into the country, as opposed 
to at the time of sale. Confectionery imports have thus declined, due to the fact that this 
duty on imports must be paid on entry, while at the same time providing considerable 
protection for domestic confectionery producers. In Republika's case, the Enterprise 
increased production 10% to 15% after this import regulation came into effect in August. 

Legal Issues 

Republika Confectionery is a limited liability company (OOD) whoIIy-owned by the State 
and registered in the commercial register maintained by the local District Court. Under 
Bulgarian law, a limited Iiabity company (OOD) may only amend its foundation 
documents, sell and acquire immovables, or increase or decrease its capital with the 
unanimous consent of all members in the company. The leg& status of the Enterprise as 
an OOD company raises some legal issues which must be addressed before a potential 
investor would purchase the equity of the company. In addition, as was mentioned above, 
there is a restitution claim by the Peev W y Y  ori@ owners of the Enterprise. which is 
examined in greater detail below. 

The following sections detail the valuation methodology utilized to value Repubiika 
Confectionery. KPMG has performed several analyses, including discounted cash flow 
analysis and comparable nansaction evaluation to derive a value range for Repubiika 
~nfectionery, inciuding separate values for the Republika - Svoge site and the Thompson 
Biscuit facility. 



II. VALUATION 

Valuation is a process used to estimate a range of values that an investor is to pay 
for an enterprise. It does not provide a definite, scientific, or precise answer. Valuation is 
based on Future expectations of pafof'mance, not on past performance. though p a t  
performance may provide a context for hture predictions. Valuation is not the same for 
everv . buver. . The value of the enterprise is different for different purchasers, and KPMG 
has examined a range of values for Republika Confectionery ("the enterprise") based on 
who the purchasers may be. 

Several methods are used for enterprise valuation, including net asset value, comparable 
transactions value, and discounted cash flow value. The discounted cash flow method is 
the standard method used to value ongoing business, although net asset value and 
comparable transactions provide a useful check of the results of the discounted cash flow 
method. 

Management VaIuation 

Before KPMG's analysis, an asset valuation for the Republika enterprise was conducted by 
local Buigarian engineers. This analysis breaks down the assets of the enterprise as 
follows: 

The assets listed in the above table take into account the revalued assets of the entire 
enterprise, inciuding the Thompson biscuit operation. The above assets of Republika 
enterprise are converted from leva into dollars at a 1992 average exchange rate (23:l). 
Using this Hverage exchange rate, total asseu of Republika enterprise are valued at 
$5,425,000 USD. 

Repubiika - Svoge Assets 

Land 
Buildings 
Machinery and Equipment 
Transport Materials 
Inventory 
Total 

la addition, the local Bulgarian engineering fjrm also split the total asset value between the 
Republika - Svoge piant and the Thompson biscuit facility. A breakdown of the assets 
belonging to Republika - Svoge and the Thompson faciiity appear in the following table. 

Value 
('000 leva) 

978 
30,101 
85,806 
5,843 
2,077 

124,805 



I Location I Asset Value I Asset Value I 

The value of the assets for each facility are converted from leva into dollars at an average 
1992 exchange rate of (23: 1). The assets of the Thompson facility represent 10.3% of 
assets of the entire enterprise, implying an asset value of approximately $550,000 USD. 

('000 SUSD) 
4,868 

('000 Leva) 

Thompson Plant 
Total 

Using a sirmiar methodology, a local consultant also determined the share of the 
restitution claimants', the Peev f d y .  This value is not included in the total value of the 
assets listed above. The value of the assets owned by the Pew family is outlined below. 

Republika -Svoge 1 1 1,978 
12,827 

124,805 

The above table represents the total assets owned by the Pecv famiiy, which amounts to 
19,565,000 Ieva,. or $850,652 USD, at the 1992 average exchange rate of (23: 1). When 
this amount is added to the total asset value of the enterprise at 124,805,000 leva, the total 
asset value of the enterprise including the Pew share amounts to 144,370,000 leva 
Although this analysis has some minor unresolved issues, it approximates the state 
ownership of Republikays assets at 86.5%. 

557 
5,425 

('000 Leva) 
Assas of Rcoubiika 1 11,978 

Land 
Old Administration Bldg. 
Housing Facilities 
Operations Building 
Power Station 
Current Administration Bldg. 
Chemical Laboratory 
Dike 
BridsefRoad 
Total 

AS- ofTLmpson 
TOTAL 

Assets of Peev family 

Totai 
('000 Leva) 

14,553 
1028 
900 

1 1,250 
135 
764 

1,162 
289 
195 

30,276 

P e w  Family 
('000 Leva) 

4,773 
25 1 

44 
1 1,250 

135 
447 
925 
289 
110 

19,565 

% of tow 

33% 
24% 

5% 
100% 
1 000h 
58% 
79% 

1000/0 
56% 

- 

I State share of Ente I 86.5% I 
TOTAL (in& P& farniiy) 

Peev share of Enterprise 
144,3 70 
13.5% 



KPMG Valuation 

;Vet Asset Value 
KPMG also performed a valuation of the assets of the company. This analysis was 

through site inspection by a confectionery industry expert and relies on industry 
experience. To determine this value, KPMG industry experts study the equipment of the 
enterprise. The net asset value valuation provides a comparable book value of Republika's 
fixed &sets. This value is only a yardstick for the potential book value of the enterprjsels 
assets. KPMG industry analysis of Republika Confectionery shows that the plant 
and equipment of the company (including the Thompson Plant) has a net asset value 
of approximately S3 million. 

Li~uidation value 
KPMG's industry expert valued the equipmen6 not including the buildings, of Republika - 
Svoge and the Thompson facility in a iiquidation scenario. The foilowing table outlines 
the liquidation values of the equipment estimated for Republika - Svoge and the 
Thompson Biscuit facility. (Appendix A includes a compiae list of the liquidation values 
given for the equipment at both Repubiika - Svoge and the Thompson plant.) 

Faciiity Equipment Liquidation 

Republika - Svoge 
I Thompson Biscuit I $221,500 1 
[ TOTAL 
- 

1 ~1,@1,500 ] 

KPMG analysis estimates the liquidation value of the equipment of the Republika 
Confectionery Enterprise, including the Thompson fkdity, at $1,921,500. The liquidation 
value for the Enterprise is s o m ~  lower than KPMG's net asset value analysis. 

The value of the land of Republika C o M o n e r y  is much more difticdt to assess in the 
absence of a M y  devdoped red estate mht in Bulgaria Consultants familiar with the 
Bulgarian red estate market are cummiy conducting a study in order to determine the 
likely value of the company's properties, based on comparable transactions which have 
recently occurred in the market. Company management expects that the market value of 
the company's land holdings may be as high as $1 - $1.5 million However, uncertainty 
that a buyer cumkntly exists who would seek to buy the lnnd at the expected price 
piacts downward pressure on such a "market estimate" of the company's true land 
%due. 



summary, the estimated net asset values and liquidation values for the land, buildinss 
and equipment of Repubiika Confectionery, based on KPMG analysis, would be as 
follows: 

The value of Republika's long-term debt at $1 10,000 and an estimate of the enterprise's 
potential obligations at $165,000 must be subtracted f?om this value. In addition, the 
estimated value of the Thompson Biscuit facility must be subtracted fiom this amount. As 
a result, the value of 100% of Republika Conf'donery, both with and without the Peev 
family assets, is as follows: 

Repubiika - Svoge 
Land 
Buildings 
Equipment 
Total Value 

Thompson 
Land 
Buildings 
Equipment 
Total Value 

TOTAL 
Land 
B ~ d i g s  
Equipment 
Total Value 

KPMG KPMG 
Net Asset Value i Liquidation Value 

KPMG 
Net Asset Value 

('000 USD) 

5800 - $1,300 
9700 

$2,000 
S3,500 - S4,OOO 

$200 
$50 

$250 
$500 _____........_~.._,.~..........-~..~.................._...--.~-............---.--..-..--.----.- 

$1,000 - $1,500 
S750 

$2,250 
$4,000 - $4,500 

Although these estimates are helpful, buyers g e n e d y  are more concerned with the cash 
flow of the potential investment than the assets. The following section outlines the 
discounted cash flow methodology used to vaiut Republika - Svoge. 

EU'MG 
Liquidation Value 

('000 USD) 

S400 - 5500 
$3 50 

51,700 
$2,450 - St, 550 

$100 
$25 

$220 
5345 .... -.--..... ...... _._ ....... 

$500 - $750 
$3 75 

$1,920 
$2,795 - $3,045 

Republika Confectionery* 
Ninus PW f d i y  assets** 
State's shares 

('000 USD) ('000 USD) 
$3,225 - $3,725 ) $2,175 - $2,425 

$510 - $675 ! $255 $340 
$2.715 - $3,050 1 $1,920 - $2.085 

* Swgc *, adjust4 for long-term debt and other obligatiozu. 
** Prm claim = 33% of Svoge land; 35Y0 of Svogc buildings. 



THE DISCOUNTED CASH n o w  METHOD 

The discounted cash flow method is the preferred method of valuing businesses, as it uses 
the current business situation and an analysis of the hture changes in that position as its 
base. Further. the discounted cash flow method provides a tool to evaluate varying 
investment scenarios. The discounted cash flow method allows a dynamic approach to 
valuation but it requires thou_nhthl analysis. The steps involved in the discounted cash 
flow method are outlined below. 

Discounted Cash Flow ~Methodolo~v 

1. Set assumptions to project hture cash flows for the business 
Revenues 

- Volume 
- Product Prices 

Costs and Profit Margins 
Capital Expenditures 

2. Estimate a terminal value for the business beyond the end of the 
projection period to value the business as an ongoing entity. 

Usually a simple multiple of sustainable earnings at end of 
projection 

3. Calculate the value &y of cash flows to be received in the future 
Set a rate of return based on interest rate, risk of investment 
Discount future cash flows by the rate of return 

The model for RepubIika Confectionery derives the enterprise's income statement and 
balance s h e  for the next five years, and uses these pro-foma financial statements to 
derive cash flows for a five year period. Each balance sheet and income statement item is 
derived individually. Most of the income Statement items and 'many of the balance sheet 
items, unless they are subject to one of the assumptions below, are assumed to be a 
constant percmtage of the unit sales volume (i.e. they grow with sales voIume). 

The discounted cash flow method of valuation allows the development of varying 
scenvios which are based on different sets of assumptions. In the case of Republika 
Confictionery, KPMG has developed two scenarios - stand done and strategic partner. 
In the stand done scenario, it is assumed that the enterprise continues to operate as a state 
owned enterprise with no injection of capital or technical know-how fiom an industry 
investor or a technical partner. In the strategic partner scenario, it is assumed that the 
aterprise takes on a strategic partner as an investor, lender or a joint venture panner. 

The model uses two types of assumptions: 

- Global Assumptions, which relate to general economic conditions or operations of 
the company that do not change tiom scenario to scenario. These assumptions are 
described below. 



- Scenario Assumptions, which are changed &om scenario to scenario to ream 
changes in the company under the different ownership stnmures. These assumptions 
are described in the scenario sections on the following pages. 

GLOBAL ASSUMPTIONS 

~urren&, Inflation. and Exchan~e Rate 
The discounted cash flow model for the enterprise operates under the assumption ofztro 
inflation. Only real price changes of inputs and finished goods based on quality, product, 
or macroeconomic factors are projected. 

The current income statement items for the enterprise are convened fkom leva into dollars 
at the 1992/1993 average exchange rate (24.85: I), wMe the balance sheet items are 
converted fkom leva into dollars at the June 1993 initial exchange rate of (26.7: 1). The 
model uses these convened financial statements a s  the basis for projections. This 
convention eiiminates the potential distortions caused by inflation in the leva and changes 
in the dolladleva exchange rate. Assuming that the exchange rate moves in opposition to 
the inflation rate so that current levels of relative purchasing power are prwervcd, the 
valuation analysis is independent of the leva infiation rate. 

Tar Rate 
Repubb  Confstionezy c u r d y  pays 52% Ux on Bulgarian accounting profit to 
state (40%), municipal (lo./.), and loul  utility tax (2%). Although the Bulgarian tax 
system is expected to be changed in the near future, our modd assumes that the net tax 
burden on enterprises remains the same. In cases where foreign investon contribute a 
majority of the capitai in an investment totaling over U.S. $100,000, Bulgarian law allows 
for a 10% reduction in state profit tax, reducing the total tax burden to 42%. The 
strategic partner scenario uses this lower tax rate. 

M d  sizc 
The discounted cash flow valuation operates under the assumption that the Bulgarian 
confectionery market will recover to 1989 leveh of per capita consumption within five 
years. It is possible that an incnase in demand may d t  h m  growing confectionery 
p u r c h  per capita as Buigarian consumption Ievds increase to more closely reflect 
consumption levels in western European countries. The following table highlights per 
capita consumption figures for three major European confktionery producers compared 
with per capita I d s  in Bulgaria for 1989 and 1991. 

Consumption Per Capita 
I U.K. i France :i I* f Bulgaria j Bulgaria I 



Thus, opportunity for increased growth in the Bulgarian confmionery marker exists to 
recapwe historical consumption levels which existed prior to general economic decline in 
BulgKLz and throughout eartern Europe. Currently, the Bulgarian confectionery market 
can be broken down as follows: 

I Confectionery Products I 1989 Volume 1 1992 Volume (Est) 

Wafers 
Biscuits 
Hard Candy 

Chocolate 

.h indicated in the table above. the estimated size of the confectionery market in Bulgaria 
in 1 992 is approximately 55% of the 1989 peak size of the market. 

(tonnes) 
3 8,000 

Other 

Raw Moterrerrah Rice Increase 

(tomes) 
19,000 

Republika Confectionery pays a market based price for those materials which are 
imported, such as cocoa, but pays substantially less than worid market prices for 
domestically produced commodities, such as glucose and dairy products. The valuation 
model assumes that the prices for. all raw materials will go to the world market price levels 

, TOTAL 1 19,000 66,000 
14,000 

fairiy quickly, within & years. For those raw material prices which are already at world 
market levels, the model assumes that those prices will remain steady during the five year 
projected period. The model uses the European Economic Community price for sugar, on 
the assumption that Bulgaria's increasingly strong ties to the EEC wiII lead to an 
acceptance of the EEC's agricultural policies. The five yea. price projections for the 
primary raw materials used at the enterprise is shown in the table below, along with the 
current Western price. 

8,000 

Raw Materials Prices 
1 W e  1993 I s n  1993 Ymrl Ymr2 Year3 Year4 Year 5 1 . ............................-..-...-...-............. --..-.-.--.-.- ...- ..--.--..- .... -...-.-- .- ..-----...-....--........-.-..--.............-... 

............................ ........... ...... ...... .... .... ..... ................... I Cocoa Beans $1.73 40 $1.61 7 $1.73 $1.73 $1.73 $1.73 --- - ........-. -...-- -.-..-- -..- - 
Flour $0.15 3 $0.14 $0.14 $0.14 W.14 50.14 $0.14 ................................................................................................................................................................................................................ 
Suaar S0.79 8 $0.32 S0.51 $0.79 $0.79 $0.79 $0.79 I 
- - - ~  ............--- ...... ...... ............. ... ................ ......................................................................................... 
Oil $1.13 16 $0.84 $0.86 51.14 $1.14 $1.14 $1.14 ..... ...........--.... .......................................................................................... ....................................................................................... 
Butter .. * S1.97 44 $1.75 $1.86 $1.97 $1.97 $1.97 $1.97 -- ... .- .-- - ........ -.-. ................. .- ................. ---... . - .. .-. ... - ............................... 
Milk Powder $238 32 $1.29 $1.75 $2.38 $2.38 $2.38 $238 

E n m  Cost Increase 
Energy prices in Bulgaria are currently heady subsidized. The model assumes that per 
unit energy costs increase by 15% per year (above inflation) over the five year period 
that is projected. After five years, this will lead to energy prices equal to those found in 
most market economies. 



Debt and Other Obli~atiotts 
~epublika Confectionery currently carries approximately 5 1.8 mm of short tern 
obligations on its balance sheet. Most of this amount is used for working capital 
purposes, purchasing raw materials and buiiding up raw material inventory. However, the 
Enterprise has an outstanding debt in the amount of $1 10,000 to the Plovdiv Bank of 
.Agriculture for the purchase of two pieces of machinery which the Enterprise never 
received. The Enterprise has made no payments to this debt, and as a result, it is recorded 
as 10n4 term debt on the valuation model balance sheet. To be conservative, it is 
estimated by Enterprise management that approximately 10% of the Enterprise's inventory 
is not good, for a total of $166,000. The model projects the cash flows of the business in 
the absence of any payments to the $166,000 to achieve a value of the entire enterprise. 
The total long-term debt burden and the estimate of other obligations is approximately 
5275,000 and must be subtracted f?om the total t k n  value to yield the value of the 
existing equity. 

Discount Rate 
The discounted cash flow valuation of Republika Confectionery uses a range of discount 
rates from 20% to 25% for the investment in the company. The discount rate represents 
the annualized percentage return on investment that a potential investor in Republika is 
likely to expect before inflation. Although it is impossible to predict the exad return that 
investors wdl expeq consumer goods investors in deveioping markets typically require a 
real rate within the range of 20% to 25% for the equity of a debt h e  company. 

The composition of the discount rate used for the valuation of Republika is presented in 
the table below. 

Discount Rate Components 
Base Return 

- Real interest rate 
Unique Risk 

- Riskiness of the enterprise 
- Volatility of businesdenterprise 

Country Risk 
- Politid risk 

As the model uses constant 1992/1993 dollan, no inflation component is added to the 
discount rate - the discount rate shows the rate of return that is expected over and above 
the rate of inflation. 

% 
3% - 5% 

8% - 1 OYO 

9Yo - 10% 

- Economic Risk 
TOTAL 20% - 25% 



Tffrnirrczl vdue 
all scenarios, the terminal value is found by capitalizing the final yeds net income by 

the assumed discount rate. This assumes a no-growth perpetuity of income into the future 
(thus no working capital or PP&E investment) and would be considered conservative but 
realistic in this business. 



SCENARIO ASSUMPTIONS 

In developing the stand alone scenario and the strategic partner scenario, several 
assumptions are varied in order to reflect changes in the company under the different 
ownership structures. These assumptions are: 

Unit Sales Growth; 
Per Unit Price Increases; 
Wagt Rate Changes; 
Worker Productivity Improvements; and 
Capital Expenditures. 

Republika's performance in each of these five categories is likely to change depending on 
the ownership of the company. The specific assumptions used in each scenario for each of 
these categories is described in the assumptions section of the scenario. 

THE STAND ALONE SCENARIO 

The stand alone scenario assumes that the enterprise receives no outside assistance &om 
an industry ihvestor or a technical partner. This structure creates three major challenges 
for the company, which are reflected in the assumptions. First, in the absence of 
privatization, there are no strong incentives for the management and employees to 
encourage growth and profitability in the enterprise. Second, no outside expenise is 
added to assist development in production and marketing. Third, less capital is available 
for improvements and additional equipment. 

Stand Alone Assumptions 

Unit Sales Growth 
In the stand alone scenario, it is assumed that Repubiika loses market share in Bulgaria as 
competition increases fiom both domestic competitors and imported products. Although 
the market is assumed to 1989 levels of per capita consumption within five years, in the 
stand alone scenario Republika's unit sales growth lags the growth of the market. As 
discussed above, market is assumed to be 14% per year, leading to a full recovery in five 
years, while Repubiika's growth is half of this figure, or  7% per year. The following table 
highlights Republika's unit sales growth for each of the main product lines in the stand - - 

alone .. scenario for the five year projected period. 



Unit Salts Growth - Stand None Scenario 

Others 696 745 797 853 913 977 
TOTAL 8,609 9,211 9,856 10,546 11.284 12.074 

- Tonnes Sold - 

In the absence of a foreign investor, Repubiika experiences very slow growth within the 
five year projected period and never reaches fill capacity of 16,000 tomes. At these unit 
sales growth rates, the market shares of each product decline. Notabiy, Republika loses 
market share in the chocolate confectionery area, which is the enterprise's major product 
line in terms of revenues and profits. The following table shows the estimated market 
share by product in the stand alone scenario. 

I Product Current Year 1 Year 2 Year 3 Year 4 Year 5 
Chocolate B a n  1 .702 1.821 1.949 2.086 2.232 2.388 
Chocolate Bonbons 3 .OU 3.257 3.485 3.729 5.990 4.269 
Wafen  1.5 13 1.6 19 1.732 1.854 1.985 2.122 
Chocolate Desserts 1.290 1.380 1.476 1.580 1.690 1.809 
Bisctuts 361 3 86 413 442 502 570 

Per Unit Rice Increases 
In the stand alone scenario, as costs for raw materials increase, the enterprise is able to 
pass some of these costs on as higher prices. However, it is assumed that costs will 
increase faster than prices, and this resuits in shrinking margins over time. For example, 
raw material prices increase to worid market levels within two years, but the enterprise is 
not able to raise product prices enough to offset the si@cant increase in material costs. 

Market Share by Product 

As a result, gross margins continue to decline. 

Product Line 
Chocolate 
Wafers 
Biscuits 
Others 

Per Unit Price Incrcwes 

Current Year 1 Year2 Year3 Year4 Year5 
3 2% 28% 25% 22% 22% 22% 

YO 8% 8% 8% 89'0 89'0 
. 3% 2% 2% 2Yo 2% 20/0 

8% 8% 7% T/O 76/0 7% 

(S USD) 
I C) 3 4 5 I iL - 

Chocolate Bar8 243  2.68 289 3.12 3.35 
Chocolate Bonbons 1.73 1.91 2.09 2.27 2.45 
Chocolate Dessuta 1.23 1.45 1.68 1.90 2.13 



On average, prices are assumed to reach 40% of world market levels. Given thew price 
incream relative to material input increases and wage increases over the five year 

period, the following table outlines the estimated gross margins for each product 
line. 

Gross iMargin By Product Type 

Current Year 1 Year 2 Year 3 Year 4 Year 5 
Chocolate Ban 30% 27% 22% 26% 30% 33% 
Chocolate Bonbons 15% 15% 9% (11% 4% 8% 
Chocolate Desserts 24% 22% 14% 24% 32% 37% 
Biscu~ts 5% (4%) (17%) (16%) (14%) (14%) 
Wafers 22% 4% (20%) (19%) (17%) (16%) 
Other 34% 24% 9% 7% 5% 2% 

All Products 21% 14% 5% 9% 13% 16% 
rn 

Raw material prices and other costs refated to production continue to rise faster than the 
Enterprise is able to increase product prices. As a result, Repubiika experiences shrinking 
gross margins during the five year projected period in the stand done scenario, particularly 
for biscuits and wafers. Some gross margins increase minimally in years four and five 
product prices increase slightly. 

W o r k  Pn,drrchchvihr ImrovemenB 
The stand done scenario assumes that in the absence of ownership incentives and 
sufficient capital for productivity-improving capital expenditures, the enterprise wl 
experience no worker productivity improvements in the fvst three yeam, with slight 
worker productivity improvements of 5% in yurs four to frve. This slight 
productivity improvement is a response to increased pressure %om competition in the 
domestic market and ftom confectionery imports. 

W a ~ e  Rate Changes 
The stand alone scenario predicts a red wage rate growth (above inflation) of 5% per 
year, based on growth in the Bulgarian economy and no productivity increases at the 
enterprise. This growth applies to both direct and indirect employees. 

Ciwital Eroerrdiava 
In the stand alone sccnaxio, minimal capital expenditures of $500,000 per year for the 
first two YM and S250,W per thereafter are budgeted for maintenance of 
current production capability, renovations, and the projected increase in unit volume. 
The totai investment over 5 years is estimated at S1,750,000. 



Stand Alone Scenario - Operating Performance 

The following tabIe shows the operating perfonance of the enterprise based on the stand 
alone assumptions above. 

Stand Alone Scenario Operating Performance 

Current 1 2 3 4 5 
Volume' 8.609 9,211 9,856 10.546 1 1.284 12.074 
Revenue S12.5rnm 514 8mm S17.4mrn S20.3mm S23.5mm $ 2 6 . ~ ~ ~  
Gross Margm 21% 14% 5% 9% 13% 16% 
Net income S647k S348k b(369k) B51 k 8575k 51.2mm 
Net Income % Soh 2% (2%) 0% 2% 4% 

of sales 
Assets 56.2mm S7.0mm 87.7mm S8.2mm 58.8rnm f9.4mm 
Employees 81 0 867 927 992 101 1 1030 

Stand Alone Valuation 

By discounting the cash flow derived from the operating statistics shown above at 
discount rates ranging from 20% to 25%, including the normalized terminal value, the 
stand alone scenario yields an estimated valuation range for 100% of the enterprise at SO.7 
mm to $1.5 mm. 

When the debt obligations of $275,000 is subtracted, the stand done scenario yields an 
estimated value range for the 100%swned equity of the enterprise (inchdig Thompson) 
that is in the range of S0.5mm to Sl.2mm. 



THE STRATEGIC PARTNER SCENARIO 

rn the strategic pamer scenario. KPMG has estimated the value of the enterprise if the 
company takes on a strategic partner as an investor, lender, or joint venture partner. The 
three advantages of a strategic partner at Republika are the added incentives for owner, 
management and employees to make the company grow and become more profitable, the 
addition of expertise in production and marketing, and the additional hnds available for 
capital expenditures and technology investment. The assumptions that reflect these 
advantages are outlined below. 

Strategic Partner Assumptions 

Unit Sales Growth 
In the strategic partner scenario, it is assumed that Repubiika Confectionery roughiy 
maintains its current market share. As in the stand alone scenario, the Bulgarian 
confectionery market is assumed to recover to pre-recession levels of consumption in five 
years. In the strategic partner scenario, however, Republika's unit volume reaches a level 
approximately equal to the pre-recession production of 16,000 tons (incfudig biscuits) in 
4 years, and then grows at a modest rate of 5% per year thereafter. 

Unit Soles Growth - Strategic Partner Scensrio 
- Tonnu Sold - 

Product C u n n t  Year 1 Year 2 Year3 Year 4 Year S 
Chocolate Bars 1703 1924 2 174 2457 2776 29 15 
Chocolate Bonbons 3044 3561 4167 4876 5705 5990 
Wafers 15 13 1672 1848 2042 2257 2370 
Chocolate Dcssem 1290 1599 1983 2459 3049 3202 
Biscuits 36 1 440 536 653 795 835 
Others 697 824 975 1153 1364 1432 
TOTAL %608 10,022 11,684 13,641 15.947 16,744 

This assumption in which Republika reaches its statal capacity in 4 years results in fairy 
stable market shares for the Enterprise. Market sham lag siightly behind the market 
growth rate until the Enterprise grows production. 

Market Sham by Product J 
- - 

Cunnt Yuv 1 Year 2 Year 3 Year4 Year 5 
C h o c o l ~  Buj 32% 3 1% 30% 29% 3 2% 32% 

\. 
Chooolate Bonbons 32% 3 1% 30% 29% 32% 32% 1 
Wafin 8Vo 9% 9% 9?/* 9./0 9% 
Chocolate Desserts 32% 3 1% 30% 2% 3 2Y0 3 2% 
Biscuits 2740 2% 20/0 3% 3% 3 O h  

Others 8% 9% 9% 9% 10Yo 1 O?/o 



pm Unit h'ce Increases 
In the strategic pmner scenario, it is estimated that Republika Conf'ionery is able to 
pass on increased costs in raw materials in the form of higher prices to consumers. a so ,  
it is assumed that through quality increases and additional spending on advenising, 
Repubfika Confectionery is able to increase margins slightly. The resulting finished 
product prices are assumed to reach 65% of world market levels by Year 5. The first 
table below shows the average realized price per kiio of each major product line. 

Per Unit Price Increases 

- -  . 

Chocolate Bars 2.43 2.66 2.89 3.12 3.35 
Chocolate Bonbons 1.88 2.21 2.53 2.86 3.19 
Chocolate Oesserts 1.36 1.71 2.06 2.41 2.76 
Biscu~ts .94 1.07 1.20 1.33 1.48 
Wafen 95 1.05 1.16 1.26 1.37 
Other 1 34 1.45 1.56 1.67 1.79 

This results in an average price per kilo of %2.45/kilo. As stated above, this is about 65% 
of average world market pricesMo. Given these real price changes in the strategic 
partner scenario, gross margins for each major product line are estimated as follows. 

Gross Margin By Product Type* 

1992 1993 1994 1995 1996 1997 
Chocolate Ban 30% 27% 23% 27% 30% 33% 
Chocolate Bonbons 1 5% 15% 16% 13% 22% 28% 
Chocolate Desserts 24% 29% 29% 39% 47% 53% 
Biscults 5% 3% (11% 7% 11% 15% 
Waf- 22% 10% (5% 3% 8% 13% 
Gthsr 34% 28% 20% 24% 25% 27% 

All Products 21 % 17% 13% 20% 27% 31% 

'does not include depncialion 

As raw materid prices as well as other costs related to production rise siightiy faster 
relative to product price increasu made by the Enterprise, Republika's gross margins for 
most product lines contract for a slight period before being able to recover and grow 
slightly. By year 5, Republika is able to pass on incnased costs in raw materials in the 
form of higher prices to consumers and grow gross margins. 

Worker pt.6ductivih I m m c n t r  
Based on KPMG industry analysis, with additional capital expenditures and incentive 
programs, the workers- at bepub&a could approxbnately 60% more 
confectionery tonnage with appropriate incentives, training and technology. For the 
purposes of the model, productivity is defined as labor hours p a  ton of production. The 
strategic partner model assumes that these efficiency gains are made quickly in the first 
three years and then assume modest improvements thercaftef. In the five year period that 



is modeid, productivity grows by 17% per year for the f in t  t h m  yean and 5% in 
the remaining two years. These productivity gains reflect worker training, system 
improvements, the addition of new equipment, and worker incentive programs. 

Wage Rare Chanees 
The strategic partner model assumes that since the work force will be asked to work more 
eficientty, as pan  of a globally competitive company, the wage rate will grow faster than 
the general wage rate in the economy. The model assumes a wage rate increase of t50/. 
in the fint year and 5% per year thereafter for the five year projected period for 
direct manufacturing employees; for indirect cmploytts, the model assumes a wage 
rate increase of 25% in the fint year, and a 5% increase per year thereafter for the 
five year projected period. 

SG&4 Eivenditura 
In the strategic partner scenario, Republika allocates up to 7% of sales in advertising costs 
by the fifth projected year. It is assumed that the increase in advertising and marketing 
knctions at the enterprise enhances the performance of Repubiika as a whole. 

Cauital benditrrrrr 
To increase product quality, capacity and efficiency to the standard of a Western 
producer, it is estimated that the enterprise will require S10 rnm in capital espcnditttrcr 
over three years, which includes S1.2 mm aliocated for the purchase of I.nd from the 
Pew t'amiiy in the &st year. Ma injecting this Id of capital expenditure in che first 
three years, the model then assumes a steady level of capital expenditures in yean four and 
eve of $1 mm. According to KPMG industry analysis, capital irxvestment should be made 
in the following areas: 

Capitd Investment Requirements 

I ~eccssun ~nvutments 1 Amount 1 

I Chocolate h h d k t w b g  
Environmental Concww I $2,000 

I. 

Chocolate Moulding Lines 
(S '000 USD) 
$%o 

Repair and Maintenance 
TOTAL 

$1,000. 
S10,OQO 



The following table outlines a capital investment schedule for the enterprise. 

Yur 1 Year 2 Year 3 Year 4 Year 5 
$3.5 mm $3 mm $3 mm $1 mm $1 rnm 

Inve- in new I n v e s ~ a t  in Completion of General fsnlities Upgrade of 
moulding he. chocolate manu- investment in mOdCrniZati0~ facilities and 
maintenance of tactunng, repair chocolate manu- environmental environmental 
facilities, and and maintenance. factunng, rcpau conczrns netdS 
environmental environmental and maintenance 
concerns concerns 

Strategic Partner Scenario - Operating Performance 

The foilowing tables show the operating performance of the enterprise for the strategic 
partner scenario based on the strategic partner assumptions above. 

Market Recovery by Year 4 
Strategic Partner Scenario Operating Performance 

Current 1 2 3 4 5 
Volume 8,609 10,022 11,604 13.641 15,947 1 6.744 
Revenue S125mm S17.0mm S227rnm S30.0mm $39.1 mm W.4mrn 
Gross Margins 21 % 17% 13% 20% 27% 31 % 
Net Income W 7 k  t517k f189k Sl.6mm S3.5mm SS.1rnm 
Net Income % 5% 3% 1% 6% 9% 11% 

of salu  - - -  

Ass- $6.2 mm 810.0 mm $13.3 mm $16.4 mm $17.8 mm $18.6 mm 
Employem 810 806 803 801 892 892 

Strategic Pvtncr Valuation 
Market Recoven bv Year 4: By discounting the cash flow derived h r n  the opaating 
performance above, including the nonnalited taminal d u e ,  the strategic partner scenario 
in which the enterprise reaches historid capscity by year 4 and then achieves modest 
growth yidds a valuation range for the enterprise of S3.1 mm to S6.7 mm. 

When tfie dqbt obligations of S275k are subtracted, the strategic partner scenario yidds an 
estimtted -on range for 1000/o of the equity of the enterprise (including Thompson) 
of SZ.8 mrn to $6.4 mm. 



The Thompson Biscuit F a c w  

In order to yield a value range for the Republika - Svoge site itself: the vaue of the 
Thompson biscuit operation must be separated from the value of the enterprise. 
Currently, the Thompson Biscuit Facility provides very little cash flow to Rtpubka. 
Further, the Thompson facility is not expected to become a large part of the overall 
confectionery business in the future. As a result, a value range for the Thompson plant 
has been calculated based on the plant's contribution to gross profit margin and 50% of the 
estimated net asset value of the operation. Using this methodology, the value range of the 
Thompson plant has been estimated at %100,000 to $250,000. (For simplicity, in order to 
value the Svoge facility, the value is assumed to be $250,000.) 

This value of the Thompson facility must be subtracted tiom the value of the entire 
confectionery business to determine the vduc of 100% and 80% of the equity in each of 
the two scenarios. 

Comparable Transactions 

i Ass& 1 sc-enulo 

An additional method for eJtimating an appropriate range of values for an enterprise is to 
perform d y s i s  of comparable tranjactions. Transactions can be considered comparable 
on scverai levels including similar industry, geographic region, stage of market 
developme* enterprise size or likely investors. An estimste of vaiue can be derived fkom 
completed cornparabie t r d o n s  by applying an appropriate muitipie of the transaction 
value to an opetating statistic of the company such as production level, saiej or income. 
Alternativdry, in in with developed equity markets, a ratio of the stock market prices 
for comparable enterprises to earnings, sales or production levels can provide a range of 
values fbr ari etltapriss. 

100% ReprbWra* 86% 
Minus Thompson I % ...- 
100% Svoge 77% 

80% S v g  I 62% 

SO3 - S1.2 mm i $2.8 - S6.4 =** 
SlOOk i SUOir, 

SO.4mm - Sl.lmm ! S2.5mm - S6.llrrm 
54l.3ppl- SO.4nlm ; SLOnlm - S4.9rmn 



There have been a number of recent transactions in the confectionery industry, both in 
Eastern Europe and around the world. The following tabie lists the major conf-ionery 
transactions in Western markets over the past three years. 

Target Company Multipie 
Acquirer Target Country Value Sales of  Sales 

Wastern 
Trans-ionq. ........................................................................................................................................................................................ 
Budgens Bakers UK 2.8 ............................................................................................. ........................................ 

6.4 0.44 _ 
Nabisco Stella Doro US 100.0 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ............................................................................................ 65.0 1.54 

. . . .  . . .  . . . .  .... 
seven up Best Foods Greece 17.5 10.2 1.72 ......................................................................................................................................................... ........ .................................................................... 
Nestle Clarke UK 48.1 19.5 2.36 ...................____ ............................................................................................................................................................................................................... 
Unichips PA1 Italy 50.0 54.0 0.93 .................................................................................................................................................................................................................................... 
Claymore Lees UK 6.0 7.9 0.76 .................... _._ ........................................................................................................................................................................... ......................... 
Russdl Stover Whitman's US 39.0 85.0 0.46 ......................................................................................................... .............................................. ...... -. ................................................................... 
Cadbury Citresa Spain 72.6 53.5 1.36 ................. _..____ ................................................................................................................................................................................................................ 
Hazlrmood Luijcks Behear N&. 13.4 10.4 1.29 ........................... ____ ....................................................................................................................................................................................................... 
Nora Nesdlem UK 14.8 23.6 0.63 ............................................................................................................ ._._ ....................................................................... _._... .................................. 
Mano Manischswrh US 42.5 34.2 1.24 ......................................................................................................................... - ........... - ........... -...--- .............. -.- ......................................................... 
Nocthumbrian Lees UK 8.1 14.5 0.50 

................................................................................................................................... 1.. .......-. ...................................................................................... 
Ghirarddli US 20.0 35.0 o.n 1 

The multiple of company value to sales can be appiied to Republika's sales to provide an 
estimate of enterprise value. This implies a sign&ant value for Republika based on 
Repubiika's current sales. However, in these westan acquisitions, there is rarely a need 
for large amounts of capital investmenf as is the we with Republika As a resuit, 
western traasactions should be viewed as an upper limit to what value could be expected 
and it should be noted that in most cases, multiples tiom Western transactions far exceed 
multiples that can be achieved in E a s t a  Europe or other developing markets, primarily 
because of the risk associated with these markets and the need for capital injection into the 
company. 

Them have also been a number of recent confectionery transactions in Eastern Europe 
which save as usdd comparables. Thue transactions are more applicable to providing 
an -of value to Republika than stock market multiples or transactions in Western 
markets due to the similarities in the stages of market devdopmw the investors and the 
size and economic conditions of the enterprises. 



 he following chart lists the recent comparable transactions for Republika. The implied 
Republika value shown h the far right coiurnn is calculated based on a multiple of the 
equity purchase price (not including commitments for capital expenditures) to the 
production capacity. The purchase price is adjusted with respect to the per cent of equity 

in each transaction to yieid an appropriate value for 100% of the equity. 

I ~ o u n t e  Buyer Target % Toones Price C a p h  Cash per I 
tonne 

Hungary Nestle Interscokaladc 97% N/A 626.0 mm S13.J mm N/A 
Hungan S tollwerk Edeipan 100% 50,000 647.8 mm S44.0 mm S.956 mm - 

Vallaiot 
Poland Pepsi Wedel 40% 51.000 610.0 mm 660 mm S.490 mm 
Poland Bahlstn KSS 80% 30.000 610.2 mm 616.0 mm S.425 mm 

Kekrfabrick 
Poiand Jacobs Olza 80?! 14,000 S5.0 mm 61 1.3 mm S.JJ6 mm 

Suchard ......... ̂ ....... .. .............................................-................... - ....... ---.- -.-.----I-.---.-- ..... ---- ........................... 
Poland Fazcr Baltyk 5 1% N/A N/A S20.0 mm N/A 
Slovak Jawbs Figam WA 18.000 $10.7 mm 610.7 nun NIA 

Suchard ............ ._.-..- ....- -....... ..--. --.........-- ----.-.-- .....--. .. ........... 
Kaunas 67% 1 ~ 0 0 0  $3.0 mm S12.0 mm 6.448 mm 

The average price paid for a tonne of confectionery production is approximately S.553 
million. The comparable value can be calculated conservatively, with current production 
tonnes (8,500 tonnes) or using an average for the production buildup period [(8,500 + 
13,000)/2 = 10,750 tonnes.] This value must be adjusted by subtracting the outstanding 
obligations of the enterprise ($275,000) and the land purchase *om the Peev family. 

Total value of 1 W/o of Republika: $5.9 rnm $4.7mrn 
- Land $1.0 - $1.5 $1.0 - $2.5 mm 
- Debt S.275 rnm $.275 

$4.1 -$4 .61m $2.9 - $3.4 mm 

The d u e  of 80% of the equity of R e p u b b  using cornparables is in the range of $2.3 mm 
to $3.7 mrm This valuation provides a uscfhl check on the discounted cash flow 
valuation. It should, however, not be completely relied on as it does not factor in the 
unique characteristics of Repubiika Confectionery or the dynamics of the sale situation. 
For example, it is likely that most of these companies were offered through a competitive 
tender process. 



In summasy, although the operating value of the firm as it currently stands is negligible, 
the potentbid value to a strategic investor is sigdicant. In determining an appropriate 
value for Republika Confectionery, KPMG performed several analyses, including 
discounted cash flow analysis and comparable transaction evaluation. Both the discounted 
cash flow analysis (at discount rates of 25% to 20%) and the comparable transaction 
analysis put the value of 80% of the equity in the confectionery business in the vdue range 
of $2 mm to $5 mm. The table below outlines the valuation ranges derived from each of 
the valuation methods and scenarios described in this document. These ranges were 
determined by the following formula: 

100% Republika (including Thompson) value 
- Value of the Thompson plant (estimated 9% share) 
- Value of the Peev claim (assumed at 13.5%) 
X 80% (less 20% emulovee share) 
- - 62% of Reoubiika (Svoae) to be acauircd bv investor 

- -  - 

Using this methodology, the following value ranges are derived for Republika: 

The stand-alone cash flow is significantly below the "strategic partner" cash flow vdue 
and the liquidation value, suggesting the need for a partner for the business. Using 
d i s c o d  cash flow analysis to determine an appropriate price, the "strategic partner" 
scenuio yidds 8 value range for 80% of the Svoge confectionery busin- of S2.0mm 
to S4.9mm. As might be expected, this range starts at the liquidation value estimate of 
approldmateiy S2.Omm. In addition, comparable transadon analysis narrows the range to 
$2.3 mm to S3.7mm for 80% of the Svoge shares. 

An established competitive process might be expected to yieid results in the upper end of 
them nmgcs. The ultimate determinant of value, however, is what the buyer wiU pay. In 
the of a competitive process, there may be r d t i n g  discounts on the above 
vaiues. These discounts may be acceptabfe in order to move the process forward on a 
timely basis. 

* 

It is, however, possible to capture some of the difference between the "stand-alone" vdue 
and the "strategic partner" value by developing a highly coordinated negotiating strategy. 
This strategy communicates the importance of price paid to the state and the unwillingness 
of Bulgaria to "undersell* Bulgarian companies. It dm docs not eliminate a competitive 
process. These two factors highlight to investors that although expediency is important, a 
"fair" vdue achieved is paramount. 

Compu?blu i %of KPMG j KPMGEn j Stand- 
i Rcpubllk. j LiquidUioa 1 NAV j Aloac DCF 

St-* 
Partner 

r f ' V d w  f 
goo/. miika j 62% j NA . ; S2.2- i $0.3- 
(Svoge) ; S2.5mm i S0.9mm 

DCF I 
S2.0- 
M.9mm 

S2.3- 
S3.7mm 



Appendix A 



Liquidation Values of Eaui~ment at 
Rmublika - Svo~e and The 7'hompson Bisfuit Ov~oh'on 

A. Republika - Svoge 

Line 
............ .-.-.-... ........... ..-.- - ..................... ..- ........ 
Republikr - Svogr 
Cocoa Beans Processing Line 

Steam Roaster 
Bean Breaker 
Mill 
Mill 
Mill 
Tempering Tanks 

Cocoa Butter Liac 
Cocoa Press 
Cocoa Press 

Chocolate M u  P q l l r t i o o  Line 
Sugar Mill 
Mixu 
Rcfinrr 
R&nu 
Concbe 
Tanks 

Chocd.temurPrrpurtioaLi# 
Sugar Mill 
Mixer 340 
R c f i  
Conc& 
Conche 
Tempering Tank8 
Vacuum Form Tray 

c a d  M- u 
Sugar Mill 

.. Mixer a. - .  

Rcfim 
Condm 
Taq3arbgTznb 
O i l W T z n b  
Fat W 

CaocoLbtbIurprrcputtk.Llw 
Sugar Mill 
b 
Refiner 
Conck 420 
Tempcnng Tanlcr 

C o c O a P a r r d e r ~ L l n t  
Cocoa Prodrrtion Li# 

Producer 

Nagema Germany 
Nagema Germany 

Year Liquidation 
........... Value .-..- - ....-....... 



Republika - Svoge (Coat) 

\lagem Germany 
qagema Germany 
rlagema Germany 

Uagema Germany 
rlagema Germany 
rlagerna Germany 



B. 
Tkorrrpr#Biscva F* 
sandwich Biscuits Line 

Packa 
Earuded Biscuit Line 

Mixer 
Tunnel Oven 
Packer 

Marmduk R ~ l c a u  Line 
Egg maker 
Mixer 
OvewForming Conveyor 
Packer 

Extruded Snacks 
Extruder 
coatingpans 

Wire Band Dryer 
Mixen 

Auriliary Equipwnt 
Boilen 

mgerator station 
TOTAL 

The Thompson Facility 

Aucouturier France f 1990 i 1 1 S20.500 

OAS England 
Holland 
Holland 

Sanovo Denmark j 1983 j 1 :  
OAS England i 1983 1 
B&L Frana 1 1983 f ' 1 ;  
AucouturierFraea 1 1983 j 2 i 

Bulgarian 
Bulgmaa 
Bulgalian 
Bulgarian 

Facility i Liquidation Value 
Republika - Svoge S1,700,000 . . Thompson Biscuit Fanltry $221,500 
TOTAL S1,921,500 





Global Production 
Total production = 13,944,000 MT 

60 
BY 
Product 
("w 

40 

Sugar 

Biscuits 

Chocolate 

North America 

Biscuits 

1 Chocolate 
I I I I 1 I 

EEC EE Asia 
Tonnage (%) by Region 

rr' 5 Source: U.N. Industrial Statistics 
Yearbook, IOCCC 

G . . .., ..., 
, .\ 

Confectionery is a large market and produced in 
aln.,st every region of the world 



Repu bli ka Global Industry Overview 

Confectionery Production Growth 

World total 
U.S. 

-..- E. Europe 
..... . ..... .... EEC 

Confectionery is a mature industry, characterized by slow, steady growth. 



Repu bli ka Global Industry Overview 
lndustry Players 

so/, 
Nabisco Co. 7% 

Nestle Co. 19% 

M&M Mars 
29% 

Hershey 
30% 

U.S. 

Other 
30°% 

Cadbury 
17% 

Mars 
18O/o 

Nestle Co. 
23% 

Europe 

A few large multinational producers dominate the 
chocolate confectionery market 

Source: The 7th Annual State of the Contectionery Industry Report; Infoscan. 



Republi ka Global Industry Overview 

European Biscuit Players 

Other 

Bahlsen Germany 

Norlhern Foods PIC 

Mars 

BSN Groupe 

Nestle Rowntree 

United Biscuits 

European Biscuit 
Players 

A few large multinational biscuit producers dominate 
the European biscuit market 



Republi ka Global Industry Overview 

Market Position 

Private Label I 
Branded 

Western Market Mix 

n 

The confectionery market is dominated by branded products 

QJ Source: Industry expert 

7 



Repu bli ka Global Industry Overview 
Qualitative Characteristics 

Generally,'a high level of brand awareness among consumers is critical 
to the success of the product: 

- Packaging 
- Advertising 
- Product differentiation 

Producers strive for good product quality. 
- Uniformity of appearance, taste 
- Superior raw materials 
- Long-lasting shelf-life. 

Chocolate consumers develop a sophisticated taste for the product. 
As a result, recipes must meet regional expectations in order to achieve 
sales growth. 



Repu blika Global Industry Overview 

Industry Summary 

The confectionery industry is very large. Confectionery products are 
producedin almost every region of the world. 

Most countries produce as much confectionery product as they consume. 
As a result, the local market is very important. 

The Western market is mature and consolidated. It is dominated 
by multinational firms with strong brand name recognition. 

Due to the highly competitive nature of the industry, high product quality is essential 
in order to grow sales in the Western market. 

Products differentiation andlor strong brand awareness are critical to the success 
of a product. 

Over 70% of products are targeted fo the mass-market with strong brand-name 
recognition and mass marketing campaigns. 

The remaining products may be positioned as high-end specialty products or 
private label brands. 
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Repu blika Bulgarian Market 

Confectionery Production 

Confectionery production has declined significantly in the past two years 



Republika Bulgarian Market 

Republika 
Representative 
Market Share: 

1992 Market Shares (Estimated) 

Crystal 
21 % 

Sofia 

32% 

Republika 

36% 

Chocolate 

1 .I 3 

Other 

31 % 

Crystal 

20% 

Sofia 

41 % 

Republika 8% 

Biscuits 

Other 

52% 

Crystal 
19% 

Sofia 

Republika 
11% 

Wafers 



Repu bli ka Bulgarian Market 

Estimated Market Size 

1 15,000 tonnes 

Hard Candy 

Other 

Wafers 

Chocolate 

Biscuits 

Production 
Capability 

Source: 1989 Bulgarian production statistics and 1992 average prices 

2,312 MM leva 

Estimated Revenues 
at 1992 prices 





Repu bli ka Bulgarian Market 

Summary 

Sofia, Crystal and Republika are the three largest domestic confectionery 
producers in Bulgaria -- Republika is the market leader in chocolate production 

Confectionery production dropped sharply from 1989 to 1991 but appears to be 
increasing 

Market shares among the respective producers remained relatively consistent 
from 1989 to 1992 as all producers were effected by the economic transition 
fairly equally 

Bulgarians currently consume less confectionery products per capita than other 
European nations, suggesting potential market upside 

Bulgarian domestic production should increase as the recently enacted import 
tariff provides significant protection from import competition 



Reeublika Com~etitive Analvsis 

Global Industry Overview 

Bulgarian Market 

Valuation 

Privatization Alternatives I 



Re~ublika Competitive Analysis 

1992 Republika Operating Review 

$1 4,068,000 

Other 7% 
Wafers 

11 Yo 

Chocolate 

79% 

Revenues 

Other 7% 
Wafers 

Chocolate 

78% 

Cost of Goods 
Sold 

Other 5% 

Wafers 

Chocolate 

83% 

Gross Profit 

- Biscuits <I% 

--I 

Republika is primarily a chocolate producer with all other products accounting for just 
17% of Gross Profit 



Repu bli ka Competitive Analysis 

Republika Sales 
6 

- 
This represents sales for 
the first eight months of 
1993. Management 
expects production and 
sales to increase 
significantly in the fourth 
quarter of 1993 due to 

- the import protection. 

First 8 months 
1993 
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Repu bli ka Competitive Analysis 

Republika Operating Summary 
L 

Republika currently enjoys a significant cost advantage, although input 
costs are expected to increase. 

There is a sizable gap between Western and Republika finished goods 
prices. Narrowing this gap will allow revenues to keep pace with the rising 
input costs. 

Capital investment will be required to improve quality to justify price increases. 
Areas in need of upgrading include chocolate making, packaging and raw 
materials. 

Republika enjoys strong market penetration, particularly in chocolate, achieved 
primarily through private customers and distributors. Significant improvements 
in the distribution process can be made, however, through increasing 
distribution efficiency and access to products. 

Market share gains can be made through a targeted advertising campaign 
and packaging improvements. 











Re~ublika Valuation 

Methods of Valuation 

Net Asset Value 

Stand Alone Discounted Cash 
Flow 

Strategic Partner Discounted 
Cash Flow 

Comparable Transactions 









Repu blika Valuation 
Scenario Specific Assumptions 

I Unprivatized I 
7% per year 

Chocolate bars and bonbons down 
8%in five years, wafers down 2%in 
five years, all others steady 

All materials to World Market 
Prices in three years 

10% per year 

* 5% per year 

I None 

I 15% per year 

I $500,000 U.S. per year 

1 20%-25% (excluding inflation) 

Unit Sales Growth 

Gross Margins 

Materials Real Increases 

Packaging Increases 

Wage Rate Changes 

Worker Efficiency Gains 

Energy Cost Inflation 

Capital Expenditures 

Corporate+Municipal 
+ Other Tax Rate 

Discount Rate 

I Privatized b 
I 

Market Recovery in three jlears 
Constant Market Share 
CAGR = 19% 

To Western levels over 5 years Ave. 
Marg. grows from 18% to 25% 

All materials to World Market Prices in 
three years 

25% /year for first two years 
10% /year thereafter 

25%/year for first year; 5% year 
thereafter 

18% for 2 years/ 5% thereafter for direct; 
18% for 3 years/5% thereafter for indirect 
15% per year 

$4mm first year, $3rnrn second year, $1 mm 
thereafter 

20%- 25% (excluding inflation) 



Repu bli ka 

Raw Material Price Projections 

Prices (in US $ per ton) 1993 1994 1995 1996 1997 

Cocoa beans 1,740 1,740 1,740 1,740 1,740 

Sugar 350 520 780 780 780 

Oil 700 880 1,120 1,120 1,120 

Butter 1,890 1,930 1,970 1,970 1,970 

Milk powder 1,400 1,810 2,360 2,360 2,360 





Republika Market Size and Share 

Current 1994 1995 1996 1997 1998 

Chocolate 
Market size (tons) 
Republika production (tons) 

Wafer 
Market size (tons) 
Republika production (tons) 

Biscuit 
Market size (tons) 
Republika production (tons) 

Other 
Market size (tons) 
Republika production (tons) 



R e ~ u  blika 
Necessary Capital Investments 

New Chocolate Moulding Line to replace 
3 existing lines 
New Chocolate Processing Line - Inclusive 

from cocoa bean roasting to 5 roll refining 
Environmental Upgrade 

-waste water treatment 
-dust collection 
-compressed air system 

Repair and Maintenance of facility 
-metal detectors 
-floor/ceiling repair 
-lighting safety 

Investment in Republika should be concentrated in the first two years 
with a focus toward improving chocolate moulding, chocolate processing 
environmental concerns 





Republika Valuation 

Corn parables 
e 

Implied 
capital Republika 

Country Buyer Target % Acquired Tonnes Price Expend. Value 

Hungary 

Hungary 

Poland 

Poland 

Poland 

Poland 

Slovak 

Lithuania 

Nestle 

Stollwerk 

Pepsi 

Bahlsen Keksfabrick 

Jacobs Suchard 

Fazer 

Jacobs Suchard 

Jacobs Suchard 

lntercsokalade 

Edeipari Vallalot 

Wedel 

KSS 

Olza 

Baltyk 

Figaro 

Kaunas 

Average Implied Firm Value = 6.44mm 
Less Land (1 .OO - 1.50) 
Less Debt (1.50) 





R e ~ u  blika Privatization Alternatives 

Global Industry Overview 

Bulgarian Market I 

Republika 
Competitive Analysis 

Valuation I 





Repu bli ka 
Legal Issues 

Republika Confectionery I 
Restitution I 

Restitution appears legal 
lnvestor must buy-out 
Peev family 
47% of Peev clan does 
not live in Bulgaria - does 
not want leva? 

0. 
Sales agreement contingent 
on Peev family buyout 
Must allow $ payout to Peev 
family 

Re-registration as 
a joint-stock company 

Investors will not accept OOD 
structure because allows even 
one shareholder to block action 
By law, employees will be offered 
20% of shares 

Have 3 options 
-re-register company as joint- 
stock before sale 

-add a provision in company by- 
laws allowing transformation 
after re-registration 

-add a provision to employee 
sale agreeme11 t (for 20%) 
requiring re-registration of 
company 

Splitting at 
Thompson facility 

Must sell separately 
lnvestor for confectionery on 
much faster timeline than 
biscuit facility investor 

Re-register company as two 
joint-stock companies 
Sell Thompson as an 
independent part under 
Chapter 6 of Privatization Law 
Sell 100% to confectionery 
investor, who then sells to 
biscuit investor 



Repu blika 
Legal Recommendations 

Must eliminate legal issues from discussions of price and other financial 
issues: 

- allow investor to come to terms with Peev family 

- agree to put a clause in employee purchase 
agreement (for 20% @ 50% discount) agreeing to re- 
register Republika as a joint-stock company 

- investigate guaranteed buy-back or buy-out option for 
Thompson facility 

- allow investor to develop structure to pay non- 
Bulgarian family members to be paid in non Leva 
currency 



' Republika 

Bulgarian Confectionery 
lndustry 

lndustry Solution 

~dvatitag es: 

C t 

, , Can provide "individual" Most thoughtful approach Addresses whole industry 
. 'I . 

sdlutions treats companies individually Allows investors flexibility to 
in industry context buy what they want 

Interesting approach to 
expedite privatization of 
industry 

I 

Disadvantages: 

I 

May not provide a 
coordinated, and so 
maximum, solution 
May take a long time 

Requires complete 
coordination between 
advisors/Agency 
Requires clear investor 
communications strategy 

May be too complex/confusing 
to coordinate 
Investors may only pursue one 
opportunity 
May confuse pending sales 

Industry 
Tender 

Sell each company 
individually 

* 

Tiered 
Selling Approach 





Republi ka 
Republika Summary 

Republika has a leadership position in quality chocolate production 

The ~ u l ~ a h a n  market is currently depressed, but has significant growth potential 

Approximately $1 0.0 mm in required capital investment, $1.0 - $1.5 rnrn required 
to purchase Peev's assets and $1.5 mm in debt are capital injections which will 
effect purchase price 

The stand-alone value of Republika is minimal, given debt, but the value to a 
strategic partner is in the $2.0 - $5.0 mm range 

There are significant legal issues to resolve: 
-payment for restituted assets 
-0OD re-registration 
-splitting Thompson facility 

To realize a purchase price in the above range, a coordinated negotiating strategy 
must be developed and implemented 

Goal should be to get $3.0 mm+ for 80% of the state shares 
Investor should assume debt and purchase land from Peev family 
Legal issues must be resolved quickly 
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The KPMG Assignment 

During the week of March 20, a Scope of Work for this assignment was discussed and agreed 
between AIDNVashington, AIDIBulgaria and the KPMGIBarents team. The team was directed to 
conduct "a brief analysis of the financial sector [including privatization] with a view to defining 
several future technical assistance projects" that AID could initiate to facilitate privatization 

Three areas were singled out for specific attention by the team in light of AID'S strategic mission 
and core competencies: 

Privatization assistance specifically geared to the mass privatization program (MPP), and 
assisting the Center for Mass Privatization and other relevant GOB institutions to effectively 
design and implement the MPP. 

Securities Market development, focusing specifically on assistance that would create the 
regulatory and legal infrastructure that is required for a well functioning secondary equity 
market, which in turn will be one of the key factors for the ultimate success of the MPP. 

Bankina Sector reform that would address some of the most serious problems currently 
undermining the soundness of the financial sector, and limiting the capacity of Bulgarian 
banks to contribute to the privatization process. 

USAID Bulgaria 1 KPMG A 
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AID Mission 

We recognize that AID has multiple objectives in Bulgaria, and that with a finite amount8of resources the 
Agency is trying to provide technical assistance in a broad spectrum of areas, all of which are important 
to the country's growth and development (e.g. environment, health, energy). 

The KPMGIBarents work during this assignment was driven by a fundamental underlying assumption 
about AID'S primary mission in Bulaaria now and in the foreseeable future: 

Contribute to increasing the pace and improving the quality of Bulgaria's transition to a competitive 
market economy, and developing a strong, productive private sector by providing sharply focused 
technical assistance. 

USAID Bulgaria 1 KPMG A 
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Current Bulgarian Environment 

Achievement of AID'S primary mission must carefully consider the realities of the Bulgarian 
environment. Three features in particular are worth emphasizing: 

1. Slow Transition: . 
Relative to most of the other countries in Eastern Europe, the transition has been slow as 
evidenced by the small number of medium and large companies privatized. 

2. New Government: 

After less than 3 months in power, uncertainties continue to surround new Government's 
priorities, capabilities and the political will to accelerate transition to market economy. 

The new government is still in organizational phase, with limited program delivery 
capabilities. 
For example, the new Ministry for Economic Development has primary responsibility for 
privatization, bank reform, capital market development, but: 

- no staff 
- no premises 
- no program 

Therefore, AID'S strategy must evolve as the Government settles in, more clearly defines 
its priorities and program details, and completes basic staffing. 

USAID ~ u l ~ a r l a  / KPMG IWAR~N'IS 
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Current Bulgarian Environment 

3. Absorptive Capacity: 

Donors are concentrating resources on many of the same/similar technical assistance 
activities -- with limited local absorptive capacity. 

Therefore, to avoid overcrowding by donors, AID must carefully target activities of 
maximum impact that support Government priorities. 



Donor Community's Activities 

Notwithstanding Bulgaria's slow transition to a market economy since 1990, the donor community is 
very active in attempting to promote private sector development. 

Donor Initiatives in Butaria 

T- 
w r i a n  National Bank: 

bank supervision 
restructuring viable banks and resolving 
insolvent banks 
deposit insurance 
credit information database for banks 

T e c h n i c a l . a n k s :  
United Bulgarian Bank 
Other state-owned banks 

S~ecialized Technical Assistance to 
Private and State-owned B-: 

Central Cooperative Bank 
First Private Bank 
Selected Banks for Enterprise8Fund 

* British Know How Fund 

Status 

Long-term advisor resident 
BNB request in process to follow up in 
1/95 mission 
BNB request in process 
short-term technical assistance provided 

ongoing assistance, possible recapitalization 
diagnostic, financial audits completed or in 
process for 8 state-owned banks; further 
assistance contemplated 

long-term resident advisor 
long-term resident advisor 
assistance on-lending to SME's 
on-lending 

US. Treasury (AID) 
U.S. Treasury (AID) 

U.S. Treasury (AID) 
PHARE 

EBRD 

BKHF' 
BKHF' 
PHARE 

USAID Bulgaria / KPMG - WA B ~ N ' T S  
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Donor Community's Activities 

Commercial Bank Tra~rung: 
. . 

International Training Institute 
selected banks for World Bank on-lending 
facility 
Post Bank and State Savings Bank 

Leaal Reform: 
Bankruptcy Law 
Collateral Law 

Privatization: 
Center for Mass Privatization 
Small scale privatization (Kurdzhali) 
Pilot Municipal Privatization (Varna) 

instructors, materials, strategic planning 
agricultural training, export finance, and 
private investment 
general training 

training, implementation of new law 
modernization 

overall assistance on project management 
design and implementation assistance 

German 
BKHF* 

BKHF (in process)' 

AID 
possibly AID 

PHARE 
AID 
BKHF 

No current technical assistance programs for capital market development with the exception of the Foreign Ministry of 
Canada which is assisting in software custody operations. 

USAID Bulgaria 
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Project Execution 

In sum, AID's strategic plan for Bulgaria should include projects that are: 

consistent with and supportive of AID's underlying mission 

realistic and achievable, given the constraints of the Bulgarian environment 

closely coordinated with and supportive of current donor activity. 

Once projects have been identified and selected, AID should define a set of criteria that establish clear 
programatic priorities. The criteria should include: 

urgency of the Government's need to sustain momentum for the transition process 

clear high level political support for the specific project 

counterpart approval and willingness to participate (e.g. management cooperation and support) 

AID's experience in executing similar projects in other countries 

ability to structure performance hurdles that monitor the effectiveness of the project. 

USAID Bulgaria / KPMG BAU~~&N~'S 
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The Current Environment 

The new Ministry of Economic Development has primary responsibility for design and 
implementation of privatization, with oversight of: 

- Center for Mass Privatization 
- Agency for Privatization 

The Ministry is in existence three months - still in start-up phase with extremely limited staff and 
resources; preliminary stages of policy design and program development 

New Government appears to be strongly committed to accelerating privatization; however, there 
will be significant departures from previous Administration's privatization strategy -- currently in 
process of redefinition (e.g. amendments to 1992 Privatization Law) 

Although Government decisions on new privatization program may be imminent, the final 
definition to MPP is still in the design stage, including timing, enterprise eligibility, scope or other 
design details 

New MPP must be submitted to Parliament for discussion and approval --earliest date for 
beginning of this proces? is June; highly unlikely that proaram will be underway until late '95, at 
earliest 

USAlD Bulgaria 1 KPMG BAR~NTS 
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Strateaic Directives - Privatization 

The Current Environment , 

Based on these observations of the current Bulgarian privatization status, we conclude: 

Political will to privatize is relatively strong; human resources to design and implement program are 
very weak 

GOB is likely to require extensive near and long term technical assistance, both to design details of 
mass privatization and implement the program 

If the pace of privatization is to accelerate this year, there must be immediate delivery of technical 
assistance 

There is ample scope for AID technical assistance to accelerate privatization, and there are strong 
indications that key Government decision makers are receptive to a quick-start AID program 
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Bulgarian Mass Privatization Program: Design 

The GOB'S program will use a combination of MPP and "cash" privatization: 

I SOE 

%? 

Auction * (Stock MM) 

cash/ 
Foreign Shares 

%? %? A A  

(Center for Mass Privatization) * 

Invest. 
Fund 

MPP 
Voucher 

(Agency for Privatization) \ 

Cash1 
Shares 

Cash - 
Privatization Employees 

%? 

- 

Shares 

Invest. 
Fund 

- Shares Citizens 

- 
Citizens 

2-4 million 

1 



Strategic Directives - Privatization 

Mass Privatization Program: Design 

Typically, governments have devoted at least 4 - 6 months in the design phase of MPP, and securing 
necessary parliamentary approval. Bulgaria is currently in process of finalizing the basic blueprint and 
timetable for their program, apparently with minimal foreign technical advice. Using the Center for Mass 
Privatization (staff of 6), GOB appears to be in uraent need of assistance in program design. Although 
the KPMG team had no access to any written documents about the Governments MPP, our preliminary 
analysis demonstrates some of the critical decisions, based on a partial "to do" list of tasks: 

Decision Decision Pending 
(i) Enterprises 

- eligibility criteria X 
- voluntary or mandatory participation X 
- contents of privatization plan X 
- acceptable valuation methods X 
- legal transformation to joint stock company, or equivalent X 
- foreign investor participation X 

(ii) Vouchers 
- eligibility requirements 
- value ("investment levels") 
- registration fee 
- registration process 
- distribution process 

USAID Bulgarla / KPMG BAII~PJ'IS 
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Mass Privatization Program: Design 

Decision Decision Pending 
(iii) Auctions 

- local vs. central 
- price setting 
- bidding rules/procedures 
- settlement process 
- schedule, staffing, training 

(iv) Regulation 
- Amend 1992 Privatization Law 
- legal transformation to joint stock companies 
- investment fund regulation (e.g. licensing, capital 

requirements, share valuation) 
- voucher registration 
- auction procedures 

(v) Public Education Campaign 
- mass communication strategy (e.g. print, radio, TV) 
- voucher application process 
- auction procedures/schedule 

(vi) Institutional Issues 
- roles, responsibilities, accountability of Center for Mass Privatization X 
- staffing requirements, training X 
- budget and operating plan X 

"4 18 USAID ~ u l ~ a r i a  I KPMG - L n ( I U I . I I I -  B A R ~ N T S  
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Mass Privatization Program: Implementation 

As in other eastern EuropeanINIS countries that have implemented MPPs, technical assistance 
will be required throughout the execution phase (e.g. in the Czech Republic, the cycle of enterprise 
preparation, voucher registration, public information, and auction bidding took 14 months). For 
example: 

(i) assisting enterprises in preparation of privatization plans (e.g. Czech) 

(ii) assisting Center for Mass Privatization to reviewlapprove privatization plans (e.g. Poland) 

(iii) legal drafting of lawslregulations (e.g. Russia) 

(iv) developing local capability to carry out public education program 
(e.g. Russia, Kazakhstan) 

(v) administering auction process (e.g. Bulgaria, small scale) 

(vi) skills training (valuation, preparing privatization plans and business plans, 
corporate governance) for enterprise managers and center government staff (e.g. all countries) 



Strategic Directives - Privatization A 
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Identified Projects 

The following projects have been identified as technical assistance priorities. 

1 Immediate Assistance: Desian of Mass Privatization Framework. Center for Mass Privatization, 
with a staff of 6, has urgent need for technical assistance to design the details of mass privatization 
framework. Not only would immediate technical assistance increase likelihood of relatively rapid 
start-up, it would improve the quality of design and, therefore, increase prospects for long-term 
success. Executive Director Joseph lliev has indicated his readiness to request immediate 
assistance. (PHARE will be involved, but unlikely to complete competitive tender process in time to 
provide near-term assistance.) * 

2 Advisory for Mass Privatization Implementation: 

Privatization Team (2-4 full-time professionals) inside Center for Mass Privatization to assist 
day-to-day with evaluation of privatization plans, foreign investment promotion and training 
(AID model - Czech Republic, Russia) 

Public Education Team to organize and assist with execution of on-going public relations 
campaign (AID models exist -- Russia, Kazakhstan) 

*Must be closely coordinated with World Bank, which appears to have about US$6-7 million available 
for privatization-related technical assistance (loan funds), and PHARE, which is issuing an RFP valued 
at approximately ECUI.5 million to assist with the demand side of MPP. 



Strategic Directives - Privatization 

Identified Projects 

Critical Issues to Successful Implementation of ldentified Projects 

Given Bulgaria's disappointing performance in the designlimplementation of an 
MPP until now, coupled with the inherent complexity of the process, we recommend 
that AID establish clear, time sensitive performance benchmarks that would have to 
be achieved in order for AID'S program to remain in effect. 

There should also be a firm commitment by the Government to hire and train (with 
AID assistance) a nucleus of professionals who will be the driving force behind 
program sustainablity and would serve as day-to-day counterparts for AID-funded 
team. 
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Strategic Directives - Equity Markets 
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Current Environment 

The current conditions of Bulgaria's equity market are characterized by inefficiency, insufficient 
capacity, and an absence of standard industry practices and procedures. More specifically: 

(i) Multiple stock exchanges (more than 20 separate exchanges) - highly fragmented structure in a 
thin market breeds inefficiencv 

(ii) Low volume (approximately 26 listed companies) and insufficientlinefficient infrastructure to 
handle larae scale tradinq - currently, very little incentive for participation to develop the 
infrastructure 

(iii) No securities and stock exchange legislation resulting in an absence of standard industry 
practices and procedures (new securities law pending). For example: 

no capital requirements for securities firms 
no public disclosure requirements 
minimal regulation of exchange activities, based on commercial law 
specific issues are regulated by normative acts passed by the Council of Ministers, the 
National Bank and the Ministry of Finance 
each exchange has its own regulative structure 
- overseeing board 
- registration and control of brokers 
- arbitration 
- trading 
- settlement procedures 



Strategic Directives - Equity Markets 
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Near-term Changes in the Environment 

The new government is in the process of instituting a number of changes that will improve 
conditions for an efficient market: 

(i) New Securities Law currently before Parliament expected to provide first national 
re~ulatory body to oversee: 

Stock exchanges 
lnvestment brokers 
lnvestment companies 
Securities offered to the public 
Disclosure 
Securities auctioning 

(ii) Rapid consolidation of stock exchanges foreseen as a result of: 

New securities law, which stipulates minimal capital requirements of BGL 
50 million and ownership structure of 213 financial institutions 

Government intention to centralize operations for mass privatization and to 
take initial ownership 

NOTWITHSTANDING THESE POSITIVE DEVELOPMENTS, ACCELERATED 
PRIVATIZATION WILL STRAIN EQUITY MARKET CAPACITY 

USAID Bulgaria /KPMG W P ~ I ~ ~ ~ ~ N I S  
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Creating a Secondary Market 

To Create an 
Efficient Secondary 

Market: 

Policy Framework1 
Government Regulatory Institutions 

promotes a transparency, fairness and 
safety -- prerequisites for broad public 
participation 

Institutional Infrastructure 

facilitates a fair and efficient system 
of brokerldealers, share registration, 
settlement and safekeeping of shares 

USAID Bulgaria / KPMG BAU<~NTS 
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A 
v 

Creating a Secondary Market 

To support the MPP and increase the likelihood of broad public participation, AID'S technical 
assistance should focus on the government's priority of developing security market irifrastructure that 
promotes secondary market trading of shares. This would include, for example, assisting to establish 
efficient share registration (independent registrars) securities clearing and settlement organizations, 
arrangements for safekeeping of securities (share depositories), an accompanying regulatory 
framework and technical training. More specifically: 

1 Review of Capital Markets and Identification of Pilot Institutions 
identify the critical constraints that inhibit rapid market reform and creation of secondary 
market 
design strategieslproposed institutional and regulatory solutions to allow for rapid 
resolution of these constraints 

identify candidates for institutional development, including 
- transfer agents and registars 
- clearing and settlement organization 
- depository and custodians 
- service providers to transfer agents, registrars and depositories 
- service providers to financial intermediaries 

USAID Bulgaria / KPMG BAI!%MI'S 
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Creating a Secondary Market 

2 Institutional Development - Pilot projects 
Identify specific areas of assistance within each institution and execute, including 

- senior,consulting assistance 
- training 
- legal services 
- equipment support (e.g. computer hardware and software, telecom system) 
- detailed set of operating documents and procedures 

3 Policy. Leaal and Reaulatory Framework Development 
Examination of institutions, standards and policies responsible for governing securities market 
behavior, such as the Ministry of Finance, the Ministry of Economic Development and the soon- 
to-be-created Committee for Securities and Stock Exchanges (key government regulatory 
body), and recommend changes as appropriate 

Next Steps for AID 

a) Discuss receptivity of proposed technical assistance project in greater detail with key 
decision markers in Ministry of Economic Development, Center for Mass Privatization and 
Committee for Securities and Stock Exchange (pending). Gain approval in principle. 

b) Obtain clear assurances that MPP will start-up in 1995. 

USAID Bulgaria / KPMG B A R ~ N R S  
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Generic Securities Market Structure 

Issuer 

Independ. 
Registrar 

1 - 
Security Security Security Security 
Buyers Sellers Buyers Sellers 

Broker1 Broker1 
Dealer Dealer 

STOCK EXCHANGE(S) 

CLEARING & SETTLEMENT SYSTEM 
Clearance, Settlement, Custody, Book entry System h 

INVESTORS 

BROKEWDEALER 
("front office") 

SECURITIES 
MARKET 

SECURITIES 
SETTLEMENT 

BROKEWDEALER 
("back office") 

REGULATOR I 
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Implementation of New Securities Law 

In order to promote the fairness and transparency of the market and enhance investor confidence, the 
new regulatory framework (Securities Law) must be effectively implemented. Substantial authority will 
be vested in a new, inexperienced "Committee for Securities and Stock Exchange". Therefore, 
technical assistance should be extended that will: 

organize and conduct a study tour (e.g. U.S. Securities and Exchange Commission) for all the 
Commissioners to ensure their understanding of standard practices, procedures and legal 
principles 

coordinate the working of critical participants (brokerddealers, stock exchanges and financial 
services providers) and instill the fundamental of a successful market through manuals and 
documentation and designing lecture services or through mind-training program 

guide the Committee in fulfilling a number of critical tasks such as establishing operating 
guidelines and procedures, defining key job descriptions and creating an ongoing training 
function for broker/dealers and others that the Commission will oversee. 
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The Current Environment 

By all accounts, the Bulgarian banking system, which is dominated by 10 state-owned banks, is in 
severe difficulties. The credit needs of the private sector are not adequately being met and major 
bank failures appear to be a realistic possibility, which could trigger a more systemic financial 
crisis. Included among the catalogue of bank problems are: 

High level of nonperforming loans 

Other low-yielding assets (i.e. zunk bonds, paying below-market interest) 

Lack of adherence to generally accepted credit standards 

Severe under capitalization 

lnadequate bank supervision 

Significant human resource constraints 

lnadequate laws on collateral/foreclosure 

Exceedingly high levels of interbank funding 

Over reliance on central bank recapitalization /refunding 

USAID Elulgaria / KPMG R A R ~ N ~ S  
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The roots of the current array of banking problems lie in the break-up of the Bulgarian state-owned 
National Bank (BNB) and the transformation of its branches into 100% "unit banks". Under the 
command economy, the BNB would channel funds "off budget" to the SOEs, with the expectation 
that many of t h ~ e  advances would not be repaid. The new unit banks inherited these non- 
performing assets within their portfolios and their financial condition has continued to erode. With 
their current profile, the state-owned banks have little lending capacity and are, therefore, poorly 
positioned to assist Bulgaria in its transition to a market economy. 

Although more than forty private banks have been established since 1990, and there appears to 
be a relatively level playing field between private and state-owned banks, the Government's 
highest priority is to stabilize and strengthen the latter group of financial institutions, which consist 
of 10 major unit banks: 

Economic Express 

Mineral Hebros 

Balkan Sofia 

United Bulgarian Biochim 

SredetzISir Post 
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Identified Projects 

As a result of discussions with officials from the Bulgarian National Bank CBNB), the 
Government hqs requested AID technical assistance in 3 areas, each of which will focus on 
establishing a close working relationship with carefully selected banks from either the list 
above, or possibly with one of the stronger, more reputable private banks. 

Project 1: Pilot Loan Workout Unit 

Project 2: "Twinning" between foreign and local bank 

Project 3: Pilot Bank Privatization 
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Pilot Loan Workout Project 

According to the BNB, all of the unit banks have high levels of nonperforming assets (the KPMG team did 
not have access to bank records that would document the severity of the problem on a bank-by-bank 
basis). One technique for addressing this problem is the creation of a "loan workout unit" within the bank, 
staffed by trained professionals, that would specialize in reducing the quantity of nonperforming loans, 
and strengthen credit risk analysis skills of local bank staff. 

BNB requests that a carefully selected consolidated bank be targeted as the first candidate 
for creation of a loan workout unit on a pilot basis. The objectives of the pilot would be: 

- to serve as an important step in resolving the loan portfolio problems of a major bank 

- to create a "demonstration effect," by establishing a model for other banks to replicate, 
potentially leveraging the efforts of AID 

- to support the ongoing supervisory activity of U.S. Treasury (AID-funded) at the BNB 

- to continue AID'S regional funding of bank workout activity in Eastern Europe 

USAID Bulgaria / KPMG W A I ~ N T S  
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Success of loan work-out units typically depends on the level of management cooperation, 
the skills of the local bank staff, the creation of an adequate legal and regulatory framework 
for loan recovery, and acceptable market mechanisms for enterprise liquidation. If these 
conditions are absent, which may be the case in Bulgaria, there is considerable risk to AID of 
commencing with a TA program that may not have a successful conclusion. 

Next steps for AID 

Contact Mr. Loren Cain, the U.S. Treasury Representative at the BNB during the week of 
April 17 to determine which bank or banks would serve as a pilot; gain final approval from 
BNB. 



Strategic Directives - Banking 

"Twinning" Project 

"Twinning" typically involves the provision of a broad range of technical assistance by a 
carefully selected foreign bank to a troubled local bank. The concept is similar to AID'S 
twinning of Bulgaria's National Electric Company and the Central Maine Power. 

AID support for a pilot project to twin a Bulgarian state-owned bank* with a foreign partner 
(e.g. U.S. bank) would address the core structural problems of one or more of the nation's 
most important state-owned financial institutions. 

- serve as critical step towards the privatization of a carefully selected bank 

- leverage previous audit and short-term technical assistance provided by 
other donors 

- create a demonstration effect that could be emulated by other banks 

*This project could also be implemented with one of the stronger private banks. 



Strategic Directives - Banking A 
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"Twinning" Project (cont'd) 

Although the staffing composition would depend on the specific details of the work program, key on- 
going tasks might include: 

- development and implementation of strategic, financial, and marketing plans 
- revisions in bank organizational structure 
- introduction of improved internal controls 
- development of improved branch management system 
- implementation of key elements of financial management system, including Treasury and 

asset/liability management committee 
- introduction of credit policies and procedures, credit analysis, risk management and loan 

operations and review 
- development of a workout unit to manage problem loans 
- improvement in management information systems 
- implementation of investment and securities department, including trading and analysis 
- analysis capabilities 
- establishment of an internal audit unit 
- development of human resource management systems and training programs 

.If twinning relationship is successful, privatization and/or a joint venture between the two financial 
institutions would follow. 
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Bank Privatization Project 

As elsewhere in Eastern EuropeINIS, Bulgaria's state-owned banks have been slow to privatize 
because of their severely weak financial condition and a lack of political will 

There may nowbe support at the highest levels of the GOB to undertake a pilot bank privatization 
in order to demonstrate the government's commitment to accelerating the transition to a 
predominantly private financial sector, and to lay a solid foundation for future bank privatizations 

Subject to final GOB approval, one of the strongest state-owned banks would be selected as the 
pilot candidate for privatization. The technical assistance project would be multi-phased and 
include: 

- internationally acceptable financial audit 

- minimal pre-privatization financial and operational restructuring to enhance value 

- preparation and execution of a privatization strategy, including: 
full bank appraisal 
valuation 
preparation of information memorandum and other sales documents 
design and execution of competitive tender for foreign joint venture partner 
preparation for participation in MPP (voucher) andlor cash privatization 
program negotiations and closing 

USAID Bulgaria f KPMG B A U ~ N T S  
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Strategic Directives - Banking A 

Bank Privatization Project 

Next Steps for AID 

Contact Governor Vulchev of BNB subsequent to his meetings on the subject with the 
Deputy Prime Minister and the Minister of Finance on April 7 to ascertain that GOB will 
fully support this initiative. 
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Strategic Directives - Banking A 

Collateral Law Project 

Bulgaria's collateral law requires modernization in order to 1) protect banks from multiple 
pledges of chattel security and 2) permit banks to take a perfected security interest in inventory. 
The current law does not provide for these occurrences, which inhibits bank lending and, 
therefore, undermine Bulgaria's transition to a market economy. 

An improved law would: 
- help banks strengthen their loan portfolios 
- build on AID'S support of the Bulgarian Collateral Law Conference 
- expand on success of AID-funded IRIS project in Poland 

Technical assistance would probably require 2 legal advisors (1 expatriate, 1 local) 

AID should continue its current funding of reform in this area, which will assist asset- based 
lending in Bulgaria 



Project Prioritization 

Although a subjective process, the KPMGIBarents team established key criteria for prioritizing potential 
technical assistance projects: 

Project " 

MPP Design 

MPP Implementation 

Roll-out of Small 
Scale Privatization 

Equity Market 
lnfras tructure 
Development 

Implementation of 
New Securities Law 

Loan Workout Unit 

Twinning Project 

Bank Privatization 

i Ranking 

Palltical 

support 

3 

3 

3 

2 

3 

2 

2 

2 

Meesurlrbie 
Results 

2 

Likelihood 
of success 

3 

2 

3 

2 

2 

1 

1. 

1 

Total 
Points 

17 

16 

18 

14 

14 

12 

13 

11 

1 = Low 2 = Medium 3 = High 
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Interviews 
Institution Interviewee 

Agricultural Credit 
Bank Consolidation Company 
Bank Consolidation Company 
British Know How'Fund 
Borislav Boyanov at Law 
Bulgarian American Enterprise Fund 
Bulgarian National Bank 
Bulgarian National Bank 

Bulgarian National Bank 
Bulgarian National Bank 
Bulgarian National Bank 
Bulgarian National Bank 
Bulgarian National Bank 
Bulgarian National Bank 
Bulgarian Investment Fund 
CEELl 
Center for Mass Privatization 
Center for Mass Privatization 
Center for the Study of Democracy 
Center for the Study of Democracy 
Central Cooperative Bank 
Central Cooperative Bank 
Central Cooperative Bank 
EC PHARE 
Bulgarian National Assembly, 
Economic Commission 

Ms. Maya Georgieva, Deputy General Director 
Ms. Roumiana Georgieva, Chief Expert 
Mr. Ognian Kechev, Chief Expert 
Mr. Peter Hardman, Second Secretary UK Embassy 
Mr. Borislav T. Boyanov, Attorney at Law 
Ms. Virginia Rollins, Managing Director 
Mr. Todor Strashimirov, Chief of Cabinet 
Mr. Rumen Simeonov, Head of Inspection Division, 
Bank Supervision Dept. 
Mr. Loren Cain, Advisor, Bank Supervision 
Mr. Krasimir N. Logofetov, Assistant Advisor, Bank Supervision 
Mr. Peter Djodjov, Technical Assistance Coordinator 
Dr. Todor Vulchev, Governor 
Mr. M. Mladenov, Deputy Governor 
Mr. Emil Mutafchiev, Advisor to the Governor 
Mr. Stoyan Mishev, President 
Ms. Sandra Mitchell, Commercial Law Liaison 
Dr. Yosif Iliev, Executive Director 
Ms. Mariana Georgieva, Public Relations 
Mr. Ognian Shentov, President 
Mr. Stephan Kyutchukov, Secretary, Law Reform Program 
Mr. David Barton, Advisor 
Ms. Katerina Zarkova, President 
Mr. Georgi Georgiev, Deputy President 
Mr. Julio Fuster, Advisor 
Mr. Atanas Paparizov, MP Chairman 
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Institution 

European Bank for Reconstruction & 
Development 

European Bank for Reconstruction & 
Development 

European Bank for Reconstruction & 
Development 

European Bank for Reconstruction & 
Development 

First Private Stock Exchange 
German Embassy 
Int'l Bank for Investments & Develop. 
lnternational Banking Institute 
lnternational Monetary Fund 
Ministry of Finance 

Ministry of Economic Development 
Ministry of Economic Development 
Nat'l Assemby of Republic of Bulgaria 
Privatization Agency 
Privatization Agency 
Sofia Bank 
Sofia Bank 
SofiaBank 
Sofia Stock Exchange 
Sofia Stock Exchange 
Sofia Stock Exchange 

Interviews 
Interviewee 

Mr. Timothy O'Neil, Resident Representative 

Mr. Nicholas Stanchoff, Deputy Resident Representative 

Mr. Joaquin Gefaell, Senior Banker 

Ms. Sally Warren, Consultant 

Mr. Victor Papazov, President 
Mr. Hans Stockhausen, Resident Representative 
Mr. Lewis F. Staples, Managing Director 
Ms. Kamelia Stefanova, Director 
Mr. Gregory Dahl, Resident Representative 
Dr. Michael Wyzan, Resident Advisor for Macroeconomic 
& Budget Policy US. Department of Treasury 

Mr. Entisislav Harmandzhiev, Vice Minister, Privatization 
Mr. Gantcho Gantchev, Vice Minister, Capital Markets & Banking 
Mr. Atanas Parparizov, Chairman of the Economy Committee 
Mr. Dimitar Stefanov, Chairman of the Supervisory Board 
Ms. lrina Mouleshkova, Member of the Supervisory Board 
Mr. Jivko Stoimenov, Executive Director 
Mr. Timko Ivanov, Chief Expert 
Mr. Man Petrov, Chief Expert 
Mr. Bozhidar Danev, President 
Mr. Zhechko Dimitrov, Executive Director 
Mr. Mincho Benov, lnternational Department 
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Interviews 

Institution 

US AID . 
US AID 
US AID 
United Bulgarian Bank 
World Bank 
World Bank 
World Bank 
World Bank 

Interviewee 

Mr. John Tennant, Resident Representative, Head Mission 
Mr. E.E. Kissinger 
Ms. Lada Stoyanova, Program Specialist 
Mr. Velko Velkov, Director General 
Mr. Peter Zhotev, Project Officer, Resident Mission 
Mr. Kyle Peters, Principal Economist 
Mr. Robert Anderson 
Mr. Ed Quick 



Appendix V: Chronology of Events, Phases 1-111, January 
1993 - Janzlary 1995 

The following table summarizes the main issues (underlined) and success over the period 
of Phase I1 of the contract: 

Period of Time 
January-March, 1993 

March-June. 1993 

July 1993 

October, 1993 

December, 1993 

IV Quarter, 1993 

January, 1994 

Key Issues/Successes (Phases I1 & 111) 
The sales process was emphasized; Ms. Indjova (Head of Agency for 
Privatization) terminated the Barents success fee arrangements but offered 
to pay our expenses to date. Ms. Indjova has said she doesn't need help 
with negotiations and work from foreign consultants; Bulgarian firms are 
targeting the acquisition of domestic assets at the expense of encouraging 
foreign investment; we received bids for Pamporovo Ski and Sofia 
Confectionery 
Began marketing Pamporovo Ski; commenced work on building materials 
companies- selected and appraised 23 relatively small ($2-$4m annual 
sales); completed initial review of 14 building material companies which 
use clay as primary raw material and 9 building material companies which 
make insulation material and products based on quarries 
Squire, Sanders & Dempsey (SSD) reported on the mineral extraction law, 
which became an issue since it is substantially less favorable to potential 
privatizations, i.e., it states that the Bulgarian Government owns all 
minerals and can only cede the right of extraction on a temporary basis and 
is prevented from granting irrevocable extraction rights 
Work on Republika Chocolates was completed very quickly due to the 
serious interest by Jacob Suchard; a senior team from Barents and SSD 
advised Ms. Indjova during the negotiations with Jacob Suchard: the 
negotiations ended unsatisfactorily because of a value eaD on Republika 
between Jacob Suchard ($lm) and the Agencv ($6-$8ml Ms. Indjova 
publiclv announces profound distrust of foreign advisors in general and 
success fees in particular. 
Requests for bids for Pamporovo Ski went to 6 interested parties; 
discussions with the Agency regarding clay products companies were 
concluded; the Mineral Extraction Law remains an issue but Ministry of 
Construction assures us that an exemption of the law will be obtained for 
the cement privatization that will be applicable to building products; in 
consultation with USAID, we prepared a plan to complete existing work 
and put the contract on a care and maintenance basis until such time as the 
Government indicates it wishes to move forward with US technical 
assistance for ~rivatization 
Continued to work with Bulgarian American Enterprise Fund (BAEF) on 
three of the pilot privatization candidates- Pioner, Pamporovo, and 
Straljeceramics as potential investment opportunities; Worked to develop 
an MBO for Pioner Apparel; Agency requested and USAID agreed. subject 
to a modification to the contract to fund a larger component of local 
consultants; new methodology for a quick appraisal of the construction 
companies gained Ministry support 
Budget refocused on selling of companiedwork already opened rather than 
opening up new transactions; One bid for $800,000 for 80% of Pamporovo 
Ski was received- Valant (USA) and Kastle (Austria) informed of their 
intention to bid shortly; in an effort to improve our relationship with the 
Agency, our employing a higher percentage of local staff was welcomed 
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IV Quarter, 1994 

Key Issues/Successes (Phases I1 & 111) 
[nterested bidders for the building materials companies visited Bulgaria; a 
firm bid on Pamporovo Ski was received for $800,000 including debt of 
F4m; Nestle, Nabisco, and United Biscuits all expressed strong interest in 
Sofia Confectionery- Nabisco ready to pay $4m with additional $12m of 
investment; developed and MBO finance and debt coverage plan for Pioner 
Apparel; also, in consultation with USAID and the Agency, we reviewed 
our privatization work in Bulgaria with a view to USAID funding the sales 
process, rather than this work being covered on a risk/success fee basis. In 
this regard we are in the process of revising the budget to emphasize the 
sales process and the completion of transactions 
Agency began discussions with Nestle on Sofia; Turkish investor interested 
in brick companies waits until Turkish economy improves; leading bidders 
on Pamporovo, BAEF and Valant establish close relationship with 
Pamporovo management; a representative from a Dutch fiberglass 
company visits Simat. Simat's general director is ovenlv hesitant about 
immediate intentions to initiate a joint venture1 privatization- this 
exemplifies the difficulties foreign investors are encountering in Bulgaria 
Privatization Agency negotiated and approved sale of 70% of Sofia 
Confectionery to Nestle for $2.1 million cash, $4.27m in debt, and a 
pledge of $7m of additional investment- sale was a result of our work but 
Agency declined advisory services for negotiation; a team consisting of 
Spalding Sporting Goods Company, the BAEF, enterprise management and 
a local distributor have formed to bid for Pamporovo Ski after the last 
minute departure of Valant Ski due to management constraints- Ministry 
grown co-operative and supportive; interest in 2 construction companies- 
Strajla and Simat results in investor visits 
Ambivalent attitude of Simat management inhibits further progress; PEG 
initiates discussions with local banks to explore the possibility of the banks 
underwriting a domestic share offering and/or fmancing management buy- 
outs for the privatization of some of the smaller construction enterprises; 
PEG restates 1993 year-end financials for Pamporovo Ski 
Barents meets with the team of the Spalding Sporting Goods Company, the 
BAEF, enterprise management and a local distributor, which have formed 
to bid for Pamporovo Ski. Barents discussed the necessary parameters 
required for submission of their official bid and business plan, and 
negotiations should commence shortly. 
Possibilitv of obtaining local bank financing to underwrite managemeni 
buv-outs for some of the smaller construction enterprises appears 
problematic. due to the lack of aupetite for such ventures; the coalition oj 
interested investors form a bid for Parnporovo Ski; as summer vacatior 
schedules, Indiova's declaration and general governmental policq 
discourage foreign investors, no new expressions of interest in any of the - 

other enterprises is expressed by foreign investors 
Construction companies considered to be more suitable for domestic 
privatizations than-for foreign investment privatization, but the Ministry i: 
not encouraging anv urivatization; negotiations and closing of Pamporovc 
Ski has stalled 
No new activity; new Governmental elections in December. 1994; PEC 
changes its official name to Barents Group, LLC 
Ne~otiations and closing of Pamporovo stalled because of indecision on tht 
part of the Ministry Barents to reassess usefulness of project after the neu 
Government takes office 
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I Peat Marwick LLP 
MOI M Streel. N.W. T o l e ~ m  202 467 XQO Tolofax 202 833 1350 
%chirpton. D.C. 23038 

Agency for International Development 
);.UR/PEWEP 

IMXINKM1Sveef 
Arlinglon, VA 22209 

Attention; Mr. Mark Abramovju 

Subject: Technical AbeistMce in Enterprise Restructuring and Privatization for Centrd ~ n d  
Eastom Eumpa - Contract Number EUR-0014-I-00.10S7MI 

Dtu Mr. Abramovitz: 

Pursuant to subjecr mntnct i)elivtry Ordar No. 20 (Technical ASS~S~E~CC for rhe 
Priv~tizatian of Eight Bulgarian Light Indusuy Enterprises - Phascs II and m). ARTICLE W C. - 
W(3KK DAYS ORDERED. ihis leues nspecciully nqucsls Project Officer appruvd to clmgc 
the work day mix as per the arrachcd, revised. budget propusal. As 1 1 ~  (awulad) cumnt and 
revised budgecs indicate. the =vised b u d ~ i  docs nu1 mulr in a r ~  iwiwise to the ceiling price. 

This change to vru. Iklivcry Or&r No. 20 budget tcQtcts our best estimate, at this time, as 
to what effort will k roquind to wccmfully perform and compittt this phase of the dmlivcly 
order. Accordingly, please s i g n i f y  your qprovai of this budget chonp request by signing below ' 
and returning a copy of this document via CacsMilo to (202) 463.6563. 

If you have any questions, please do not hesitate to contact me or Mr. Jmlr Summers. our 
Dkector of Contracts, at (202) 467-3433. 1 very much appreciate yola attention to thia mancr. 

Very uuly yours. 
U M O  Pear warnick 

- .  Gan R. Iiaulcr 

Project Administrator 
APPROVED BY: 



U :livery Order 20 
Bulgaria 2 3 

labor 6.2.95 m d a y  6.26 

Orfainal Davs Days Amount Amount 
wrkday Mlx Days ITD Remaining Budgeted Amount Spent Remaining 

TOTALS 1,510 0 1,025 513 S 1,203.421.90 S 925,720.63 S 277,70198 

Economists 
R Davis 55 55.00 0.00 $ 53,625.00 1 53,625.00 $ 
R Leeds 15 21.00 34.00 $ 53,625.00 $ 20,475.00 $ 33.150.00 
M Linvill 32.5 0.00 32.50 $ - $ - $ 31.687.50 
R Martinez 0 0.00 0.00 $ - $ - $ 
6 Murphy 23.88 23.88 0.00 $ 23.283.00 $ 23,278.13 $ 4.87 
T Thornson 38.75 40.25 (1.50) $ 37.781 .25 $ 39.243.75 $ (1,462.50 

TOTAL 13263 32.5 140.13 65.01 S 168,314.25 S 136,621.88 S 63,379.88 

Financial 
1 

PlannerNanagem 
S B ~ n o  120.37 120.38 (0.00) $ 96.296.00 $ 96.300.00 $ (4.00) 
A Gazdag 123.25 123.25 0.00 $ 98,600.00 $ 98.600.00 $ 
J Lonquist 0 0.00 0.00 $ - $ - $ 
G Petrov 61 58.00 33.00 $ 72.800.00 $ 46,400.00 $ 26.400.00 
C Winn 44.37 40.88 38.50 $ 63,496.00 $ 32.700.00 $ 30.796.00 
K Lukas 39 39.00 0.00 $ 31,200.00 $ 31.200.00 $ 

oaschke 19 19.00 0.00 8 15,200.00 $ 15.200.00 $ 
. Sanchez 20 14.00 6.00 $ 16,000.00 $ 11,200.00 $ 4.800.00 
M Slavonia 134 134.00 0.00 $ 107.2M3.00 $ 107.200.00 $ 

TOTAL 560.99 0 548.50 77.49 S 500,792.00 S 438,800.00 S 61,992.00 

Aitomeys 
Squire 8 Sanders 188 92.49 0.00 $ 124.861.50 8 124,858.13 6 3.37 

TOTAL 188.01 0.00 9249 0.00 S 124,861.50 S 124,858.13 S 3.37 

'industrial Engineers 
N Bentley 0 15.00 0.00 $ 13,500.00 $ 13.500.00 $ 

G Murphy o 14-00 0.00 $ 12.600.00 $ 12.600.00 s 
0 8.00 0.00 $ 7.200.00 $ 7,200.00 $ S Brown 

TBD 167 0.00 0.00 $ - $ - a 
TOTAL 167 0 37.00 0.00 S 33,300.00 S 33,300.00 S 

Accountants 
D Schlos~ 125 0.00 0.00 $ - $ - $ 
M Reddrop 125 0.00 0.00 $ - $ - $ 
K Tzaneff 0.00 40.00 $ 18.000.00 f - $ 18.000.00 
l Strassberg 0 9.25 0.00 $ 4,162.50 $ 4,162.50 0 
J Boyles 0 9.31 (0.00) 16 4,189.50 $ 4,190.63 $ (1.12L 

TOTAL 2% 0 1866 40.00 S 26,352.00 S 8,353.13 f 17,998.88 

pitaWoney Market 
Specialists 
M Higgins/TBA 20 (1 7.50) 17.50 0.00 $ 34.125.00 $ 17,062.50 8 
P LeRoux 171 171.00 37.00 $ 202.800.00 $ 166.725.00 a 36.075.00 
J McFar(anefr6A 0 (1 5.00) 0.00 0.00 $ 14.625.00 $ - S 

TOTAL 191 (32.50) 188.50 37.00 S 251,550.00 S 183,787.50 S 36,075.00 

Local Hlre Financial 
Manager l 
Z Nenov 0.00 48.29 $ 16,177.15 $ - $ 16,177.15 

N LukOV 0.00 45.00 $ 15,075.00 $ - $ 15,075.00 
T V e l ~  0.00 45.00 $ 15,075.00 $ - $ 15,075.00 
l Dimov 0.00 45.00 $ 15,075.00 $ - $ 15,075.00 
E Sopadjieva 0.00 45.00 $ 15,075.00 $ - $ 15.075.00 
S Tassev 20 0.00 65.00 $ 21,775.00 $ - $ 21,715.00 

TOTAL 20 0 0.00 293.29 S 98,25215 S - S 98,25215 
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AMENDMENT OF SOLICITATION/MODIFICATION OF CONTRACT 

14. DESCRIPTION OF AMENDMENT/MOOIFICATION (Organized by UCF section headings, including solicitation/contract 
subject matter where feasible.) - CONTINUATION 

substitute in lieu thereof the following: 

I I 

"A. Functional Labor 
Category & Specialist 

Economist 
Financial Planning/Mgr 

1 
Attorneys 
Industrial Engineers 
Accountants 
Capital Market Specialist 
Local Hire Financial Mgr. 

1. CONTRACT ID CODE 

2. AMENDMENT/MODIFICATION NO. 

Work Days 
Ordered 

PAGE NO. 

2 

Fixed 
Daily Rate 

3. EFFECTIVE DATE 

9/22/95 

Total 

1 3. Delete Article VIII - Ceiling Price in its entirety and insert as follows: 
For Work-Days Ordered $1,638,425 
For Other Direct Costs $ 371,290 

Ceiling Price $2,009,715 
The Contractor will not be paid any sum in excess of the ceiling price." 

4. REPUISIT ION/PURCHASE REa. NO.' 

180-0014.83-3-562-2226 

4. Incorporate Attachment 1, as attached hereto, to the Scope of Work in 

1 Attachment A of the basic delivery order number 20. 

5. PROJECT NO. 
(If applicable) 

180-0014.83 

All other terms and conditions of this delivery order remain unchanged and in 
full force and effect. u 

I STANDARD FORM 30 - CONTINUATION 



The Proiect 

The objective of the project is to rapidly provide assistance to the Ministry of Economic 
Development and the Center for Mass Privatization to create a detailed blueprint for the 
Bulgarian MPP a set of policies, procedures and guidelines that define the operating structure 
of the program. 

Work Method 

It is envisaged that the consuitants, who will consist primarily of Bulgarian speakers, will work 
closely with the Center for Mass Privatization (CMP), and the Ministry of Economic 
Development. Foreign experts ~vith relevant knowledge and experience will be included as 
required. A number of the Bulgarian speaking consultants will be located in the CMP to work 
alongside counterparts during the period in which their work is being executed. 

A _ .  LICLE I - TITLE 

Project: Extension of Bulgaria II/III, contract 20, to provide assistance to CMP in designing 
the mass privatization program. 

ARTICLE I1 - OBJECTTVE 

The objective is to immediately assist CMP to design and prepare the procedures and legislation 
that will subsequently facilitate the execution the Bulgarian mass privatization program. 

ARTICLE 111 - STATEhIENT OF WORKIBENCH3IARKS 

For this project W M G  Peat Marwick will provide the needed local and foreign technical 
specialists to perform the following: 

1 Guidelines and methodology or developing privatization plans for selected companies; 

2. Institutional organization and procedure for selecting companies to include on the mass 
privatization list; 

3. Draft of the legal documentation, describing the procedures for forming the list of 
companies for mass privatization; 

4. Alternative methods for the distribution of shares during auctions and comparative 
analysis of the different alternatives; 

5 .  Evaluation of the options for using the electronic stock exchange for conducting mass 
privatization auctions; 



6. Draft decree on how to organize and conduct the mass privatization auctions; 

7 .  A plan for presenting the companies on the mass privatization iist to the public as part 
of a future au.areness campaign. 

ARTICLE R' - REPORTS 

The following reports will be prepared: 

1. A monthly report, delivered no later than 10 days after the month end, to include a 
summary of activity for the month and milestones to be achieved in the next month. 

2. A quarrerly report delivered no later than 10 days after the relevant quarters which end 
September 30 and December 30. The quarterly reports should follow the same format as the 
monthly repons and summarize the miIestone, problems encountered, and actions undertaken 
*Q resolve them. A11 relevant factuaI data should be included. 

3. A final report covering the entire project period citing lessons learned in the privatization 
process over time. The final report should refer to the quarterly reports, but retain as an 
emphasis, a larger view of the economic, political, management, and other strategic obstacles 
which appeared and had to be over come in order to proceed. The report should make 
thoughtful recommendations on how such an activity might be replicated elsewhere and what 
types of obvious start-up constraints could be avoided with the benefit of hindsight. This report 
is due within one month after completion of the delivery order. 

Copies of each of these reports will be delivered to USAID/ENI/PER.EP to the attention of 
Mark Abramovitz as well as to Skip Kissinger at USAID in Sofia, Bulgaria. 

ARTICLE V - ROLES AND RESPONSIBILITIES 

The consulting team will be under the overall direction of the Project Manger, who will report 
I the Partner-in-Charge of the project for KPMG Peat Marwick in Washington D.C. The 

Project Manager will act as a liaison with OAWSofia and ENVPERIEP. 

ARTICLE VI - PERFORMANCE PERIOD 

The anticipated start date is September 15, 1995 and the estimated completion date is 
January 3 1, 1996. 



ARTICLE VII - JVORK DAYS PERFORhlED 

The contractor will provide US based and local consultants who have special technical and 
industry-specific expertise for this project. The total of effort for the project will be 
approximately 503 days. Approximately 95% of the work effort will take place in Bulgaria, 
with the remaining 5% in Washington, DC or England. 

Position Number Time in davs 

Financial Planners 2 100 

Capital Markets 
Specialists 2 

mcal Hire Financial 
Planners 6 

ARTICLE VIII - AID ILLUSTRATIVE BUDGET 

See Attachment A. 

ARTICLE IX - SPECIAL PROVISIONS 

A. Dutv Post 

This work will be performed in Bulgaria and Washington DC 

J. Languaee Reauirements and Other Reauired Oualifications 

Proficiency in a language other than English is not required, although fluency in Bulgarian 
would be useful. All reports will be produced in Bulgarian but important documents will be 
translated into English. This includes, but is not limited to Quarterly and Monthly reports, 
Financial Statements, Sales Results and Successes. 

C. Loeistics Supuon 

The CMP, as requested by the consulting team, will provide supporting documents, secretarial 
support, office space, logistical support, and access to communications equipment while on site, 
including telephone and fax machine. 



I D. Work Week 

The Contractor is auhorized a six-day week in Bulgaria. 

@ E. Coordination 

All activities will be coordinated with EU Phare and other donor contractors in order to assure 8 an integrated assistance program to the CMP and GOB. This should also include assistance to 
the CMP in the maintenance of the critical pach project management program in order to assist 
the CMP in trackins. monitoring and reporting on the overall progress of the MPP. 
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Delivery Order 20 
Bulgaria Mass Privatization 

Amount Amount 
Budgeted Amount Spent Remaining 

TOTALS $ 371,289.99 ' $ 346,311.24 $ 24,978.75 

odc 5.31.96 

I TRAVEL 
Int'l. Airfare 
Local Travel 

$ 212,202.07 $ 182,025.03 $ 30,177.04 

ODCs 
Translation Services 
MedEvac Ins 
Comms 
Medical Exams 
Office Rent 
Secretarial Support 
Local Hire Attorney 
Report Production Costs 

$ 159,087.92 $ 164,286.21 $ (5,498,291 

Page 1 



Barents Group Confidential 
Barents 1 USAID 

Delivery Order #20 
Final Inventory List 

~ -~ . . - -. . . - . - . - .. . . . . - -. - . . .. . . .. - - .- 
. - . . - . . -. - - -- - - - -. -- - - - 

Approval Turned over 
Type Date (dale to InCountry 
of recv'd from Purchase Counterpart: 

. . . . ... . . . 
-- . - -- - 

vrjy7K 1.94 --- 1 ExCo System 
A-2 10W.020 E D  1995 1995 1 EXCO Syslem- MC 
A - 3  looaono  AID-- ~ e c - 9 5  ~ e c - 8 5  1 Compaq 5/25 

I I I I I I I I I I I I 
I I I I I I I I 

- - - 
Total A+B+D 1 $43,219 11 

Page 1 of 1 



Appendix VII: Chronology of Events, Phase IV, March 1995-June, 
1996 

The following table summarizes Barents' activities over the period which they provided 
support to the Government of Bulgaria, the Center for MPP, the securities commission, 
and USAID, from inception to the present: 

Key Issues/Successes (Phase IV) 
Barents reassesses usefulness of this Delivery Order and begins their review 
with a comprehensive series of meetings with officials from the three major 
areas under review: (1) loan workouts coupled with bank privatization, (2) 
Mass Privatization of medium sized SOEs and (3) strengthening capital 
markets infrastructure; discussions with appropriate Bulgarian officials 
were held to determine where USAID funded technical assistance would be 
most effectively utilized, with the aim of strengthening the financial 
infrastructure over the next two years to eventually result in a higher 
likelihood of success of the Government's privatization program 
Review of the project was completed; meetings with Bulgarian Government 
officials on Mass Privatization, Securities Market Development, and 
Banking Sector Reform were held; Government's feedback was that AID 
should concentrate on (1) transferring control of a substantial percentage of 
Bulgaria's productive assets from the state to the private sector, (2) in 
complementary initiatives to point 1, such as promoting a viable equity 
market and a healthy banking sector. Specifically, the report included the 
recommendation for providing immediate assistance in the framework 
design and implementation of the Mass Privatization Program. In addition, 
assisting to establish independent registrars, share depositories, and an 
accompanying regulatory framework to enable the secondary market 
trading of shares, and providing technical assistance to the banking sector 
in the form of a pilot loan workout, a "twinning" program, and a pilot bank 
privatization program. Thus, a new scope of work for Delivery Order No. 
20 was established, termed the Mass Privatization Program (MPP). 
We held a series of meetings in Sofia to clarify and finalize the work plan; 
meetings were held with Dr. Joseph Iliev, Director of the CMP and Mr. 
Andrei Delchev, head of the Legal Department of the Council of Ministers; 
Barents began immediate work on developing the "supply side" of the MPP 
which included the criteria for enterprise selection as well as the 
information on the enterprises which will be presented to the public 
Barents worked closely with Dr. Joseph Iliev, Director of the CMP, and his 
staff to clarify and finalize the enterprise selection criteria, assisting and 
acceleration of the corporatization process; assistance was also requested on 
the demand side which required urgent resolution such as auction format, 
voucher design, computer tender specifications, PR tender specifications, 
evaluation criteria, and the concept and design for the CMP newspaper. 
The following documents were presented to the CMP: workplan, budget, 
recommendations on selection criteria, recommendations on CMP 
organisational structure; standardization form for enterprise passportization; 
set of documents to be used by enterprises in corporatization process; 
Application for transfer into a joint-stock company (JSC); Statute of 
regulations for an enterprise; resolution of meeting of Board of Directors; 
Declarations of the members and the Chairman of the Board; signature 
specimen 

57 



~ t ! , @ ~  /USAID FINAL REPORT -DELIVERY ORDER #20 

Key ~ssues/~uccesses (MPP) 
Enterprise selection criteria and information passports were finalized; need 
for valuations and alternative valuation methods were discussed; our 
computer specialist provided the CMP with much needed guidance on the 
computer tender specifications for both hardware and software- providing a 
template to be used for the tender; Barents developed and proposed the 
technological process of the MPP, including registration of vouchers, 
transfer of vouchers to Privatization Funds and relatives, submission of 
bids, etc.; Barents prepared a Decree on the Issue, Distribution and 
Registration of voucher Books to Citizens for Participation in the Voucher 
Privatization; evaluated several auction formats; Barents evaluated several 
auction formats with the CMP; two main proposed auction options were 
for priced and unpriced bidding- priced bidding auction format was 
approved by the CMP- Barents prepared a description of the flow of the 
MPP process and a draft of the Decree on Centralized Auctions for Shares 
of state Enterprises Included in the Voucher Privatization Program 
Finalized two of the most important pieces of legislation for the - 
implementation of the MPP- Decree on the Procedure of Issuing, Design, 
Receiving and Registration of Voucher Books for Citizen's Participation in 
the ~rivitization Against Voucher, and Decree on the Procedures of 
Organizing and Implementing the Centralized Auctions for the Sale of 
Shares of the Enterprises to be Included in the Program for Privatization 
through Investment Vouchers; on the supply-side, Barents finished 
compiling the list of state-owned enterprises with open privatization 
procedures at the Agency for Privatization; assisted the CMP in developing 

set of instructions on the registration of voucher books and o n  the 
collection of orders for the centralized auctions for the post office; to 
ensure continuity in the process of the design and implementation of the 
MPP, Barents provided an update of ongoing activities to Credit 
Commerciale de France (CCF), who arrived to start work on the PHARE 
portion (demand side) 
Accumulated necessary information from National Statistics Bureau to 
compile an initial list of 607 of the best state-owned enterprises for the 
MPP; prepared a final budget which was approved by the Bulgarian 
Government and enabled the CMP to start hiring new staff, including 
regional officers as well as to launch tenders for the execution of the PR 
campaign and computer hardware; Barents performed an assessment of the 
information processing arrangements for the MPP and determined the 
additional hardware and software requirements; provided direction and 
specific recommendations about the overall project regarding information 
processing matters; assisted the CMP to finalize the negotiations and sign a 
number of contracts that have helped the MPP to move forward with the 
Ministry of Territorial Division (to access the Citizens National Database), 
the Computer Center (to perform data-entry, process registration forms and 
become the central processing site for the entire MPP) and the post office 
(to provide registration and ordering services with its 3000 branches); the 
teams of  arei its and CCF began meeting weekly to update one another and 
exchange all documentation and discuss kev issues 



BAE~TS /USAID 
-c ,su. . , ,~-  FINAL REPORT -DELIVERY ORDER #20 

Period of Time 
October, 1995 

November, 1995 

December. 1995 

Key Issues/Successes (MPP) 
Council of Ministers adopts two ordinances proposed by Barents Barents- 
these will govern the MPP procedures; computer tender results in signing 
of contracts; contract with the major intermediary of the registration 
process and the auctions (the post office) was signed; lists with names and 
identification data of all citizens authorized by law to receive vouchers and 
participate in the MPP were printed and distributed to respective 
registration offices; list o more than 1200 enterprises selected for first wave 
of the MPP was approved by the Council of Ministers; Bulgarian Prime 
Minister makes public his strong support for the MPP; Council of Ministers 
approved, without amendments, the format for the enterprise data 
"passport" which Barents designed; Barents developed the TOR and budget 
for an IDF grant funding to CMP 
Amendments to the Privatization law have been adopted by the National 
Assembly; discussions on the list of enterprises for MPP continued in the 
Economic Commission of the National Assembly; Barents prepared an 
updated list of 1207 enterprises which was passed on to the Economic 
Commission of the National Assembly for discussions; Barents also 
prepared a resume on the progress of MPP in English that the CMP 
distributed among foreign embassies; Barents developed the enterprise 
database software and has started entering data about the enterprises; - 
Barents prepared a form for screening the legal analyses of the enterprises 
Barents worked with the CMP to finalize the list of enterprises to be offered 
at the auctions- final list was presented to Parliament and at the end of the 
month Parliament passed the MPP, which included the list of enterprises; 
Parliament adopts the Law on Privatization Funds; the final list was 
presented to Parliament and at the end of the month Parliament passed the 
MPP; Barents developed enterprise database software and began entering 
data about the enterprises; Barents began to design a mechanism to 
determine the initial auction share price, to design an algorithm to calculate 
workers' preferences, to prepare proposals on the amendments of the 
Auction Decree and the Preference Decree, to prepare a mechanism for 
corporatization, and to prepare a form for legal analysis review 



The beginning of 1996 marked the beginning of the actual Mass Privatization Program 

Key Issues/Successes (MPP) 
MPP officially takes off on January 8, 1996 with the registration phase; 
citizens registered to receive their voucher booklets, worth 25,000 
investment leva against a fee of either 100 leva (pensioners, students, 
military) or 500 leva (all other Bulgarian citizens); the Securities 
Commission, which will be responsible for creating and supporting the 
rules and regulations which will govern investment funds and their 
fimctions within the MPP, was appointed; Barents began assistance to the 
commission by proposing amendments to existing government decrees, 
including the Decree on Preferences; Barents prepares a form to help 
facilitate the necessary legal transformation of every enterprise into a Joint 
Stock Company (JSC) for eligibility into the MPP; We continued to 
develop the database of information on all 1063 enterprises slated for the 
MPP; Barents attends several Information Center openings throughout the 
country as advisors to those who had questions about the MPP 

- 

Barents continues to aid both the CMP and securities commission with final 
structures of the MPP; Barents continues to assist in the writing of several 
regulations pertinent for various phases of the MPP, including the 
prospectuses for funds as well as on the transfer of investment vouchers; 
Barents is in daily contact with enterprise managers in order to collect 
information to be included on the enterprise "passports"; Barents is also in 
the process of preparing enterprise financial and overall information for 
dissemination to all 3,000+ registration sites; Barents completed the first 
mass comprehensive survey on the MPP, bringing to it more PR, and 
providing the CMP with a first-time profile on the types of people who 
intend to participate in the MPP 
Into its third month, the registration phase was extended another month 
(from April 8 - May 8) by Parliament; only 20% of an eligible 6.5 million 
citizens registered by now; Regulations which Barents assisted on last 
month were accepted by the Government and included the ordinances for 
Privatization ~nvistment Funds, Fund Prospectuses, the Transfer of Shares, 
and Workers' Preferences; Barents continued to aid in the writing of 
ordinances for the Tariffs and Registries; Barents asked by CMP to analyze 
and select new enterprises to be swapped with those already on the list 
which are in financial difficulty; Barents provided the CMP with complete 
financiaVeconomic analyses on an additional 235 enterprises considered as 
replacements; Barents continued to prepare the enterprise information for 
eventual dissemination to all 3,000 registration sites (post offices) before 
auction rounds begin 
2.5 million citizens had registered (37%) of eligible total; the State Gazette 
published (thus legalizing) the ordinance on Tariffs and Registries which 
Barents had assisted the commission in preparing; Barents commenced the 
structuring of a methodology and the design of a corresponding computer 
program to be used for the Determination of Preferences; Barents analyzed 
and made some determinations regarding the request for new credits by 
certain enterprises included on MPP list; Barents was also asked by the 
CMP to analyze and select new enterprises to be swapped with those 
already on the list but in economic- difficulty; the dissemination of 
enterprise information, which includes detailed and overall information on 
all of the MPP enterprises was also underway 



Period of Time 
May, 1996 

June, 1996 

Key Issues/Successes (MPP) 
Barents expanded the database software to include more information on the 
enterprises- legal analysis info, indebtedness info, bankruptcy procedures, 
restitution claims have all been added; 1995 financials for all enterprises 
have been updated; Barents summarized all letters1 suggestions that the 
CMP received for changes to the MPP list- after a thorough information 
check, the list has been updated to 1050 enterprises; schematics for 
calculating the amount of free shares allowed to workers as well as 
instructions have been worked out; software for calculation of workers' 
preferences and instructions on the use of the software were prepared and 
distributed to the 28 regional information centers; people at the Ministries 
who would be responsible for settling workers' preferences were trained by 
Barents; Barents' associates assisted the CMP in the organization of 25 
seminars throughout the country to instruct managers and others involved 
in settling workers' preferences- Barents' also lectured; Barents developed 
the procedure and methodology for setting the initial tender prices of the 
shares 
Finish developing the software and methodology for settling workers' 
preferences; develop the methodology for setting initial prices of the shares 
at the auctions; finalize the database with 1995 financial data; finalize the 
list of enterprises for Mass Privatization as well as the share of their capital 
that will be privatized through investment vouchers 
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.- . - - 
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Jun '96 --..---.-- 
0. Development of Clearing and Settlement lnfrastruchrre t 

146 1 Review1 suggest drafts for legal framework for clearing houses I 
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OrganizaUonal dedgn I 

160 I Computer syslem and llnkage to central system I 
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MPP WORKPLAN 
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registration & regional -+ registration 
centers, and HQ personnel List is finalized 

Nov. 30 a and publicized Compiling I 
enterprise eligibility 
criteria June 30 

" 1 Information 
+ Compile list of potential + Compile criteria-based -+, ) on MP conipanies 

MP companies ,kA MP enterprises Enterprise 
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+ Decree for Enterprise s1iar:s made 
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corporatization of available for auction 

into joint-stock companies 
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Establish auction I 
procedures; Put equipment in 
Decree of CM Order equipment and respective centers Begin to hire and train 

) _--) July 31 --b staff HQ Ocfober 15 auction staff 
- Ocfober 30 Feb 1 

Ju!v 

Establish licensing 
Approve law 011 PIFs-+ and regulatory body 
Jury 31 
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Appendix IX: Mass Privatization Process through Pictures 





Registration 

Printouts I 

Protocol for the transfer of 

Registration Bureau 
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voucher booklet 
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- the transfer of documents I 
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transfer of 
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Transfer of funds to PF 

announcement 
for transactions 

checks the documents 
erecords the orders in the 
voucher booklet transfers to PF in Database ,,Transfersn 

*fills out a protocol for 

Order 

Voucher 
booklet I 

Order for transfer 1 

Protocol for the transfer 
of documents 



order rn 
filled out filled out 
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- 

Registration Bureau of the 
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+checks the documents 
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A 
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/ 
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Order for transfer 1 
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Protocol for the 

transfer of 
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Sending in the Bids for Tenders 

Printouts of the 

voucher booklet 
*fills out a protocol for the 
transfer of documents 

I bids 
3 

Filled out 
voucher 
booklet 

@ , 
I Bidsfor tender ' I 
Protocol for the 

transfer of documents 
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passport 
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I . 
V 
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checks the documents 
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voucher booklet 

I Regional Center 

Printouts of the 
erecording of the results 
in database ,,Resultsc' 

.printouts of the results 
of the tender 

passport 

filled out 
voucher 
booklet P 



Transfer of Funds for Cash Privatization (CP) 

1 ownership, I 1 shares, stakes I 1 Seller 

I 
i 

3 
Order 

Printouts 

Transfer Order 

Protocol for the transfer of 
documents 

I Regional Bureau 

-checks the documents 
arecords the orders @ *fills out a protocol for the 
transfer of documents 
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Appendix X: Voucher Booklets 





ser. .. No .................... 

VOUCHER BOOKLET 
for participation in the Mass Privatization 

of 

/ Christian name / I Surname / 

/ Family name / 

Passport: s e r . 0  NO 0 1  Date of issue 

Address: I 
/ Municipality / The town / village of 

Date: 1 1  
/ Day / /Month/ / Year/ 

Office NO 

....................... Signature of person: Signature: ................... .. ...... 
/ Stamp / 







REGISTRATION TAG 

/ Christian Name / / Surname I 

Civic Nr (EGN) 

/ Family Name / 

Passport: [7 No Date of i i s s u e m l  Voucher bl. ser. No 
ser. 

Address: 

/ Municipality / The city / village of 

/Postal Code/ Nr. Street/Boulevard/Square 

Date: 

/ Day / /Month/ / Year / 

Office NO m l  

Signature of the person: ...................... Signature: .............................. 
I Stamp1 



LIST 

of the persons with confirmed registration for participation in the 
mass privatization 

on date ................... 1 99 '... office No .............. 

No 

I I I I 1 

Name 
(christian, surname, family name) 

Voucher 
booklet 
(ser. No) 

Civic No (EGN) Passport 
(ser. No) 



LIST 

of the persons with unconfirmed registration for participation in the 
mass privatization 

on date : ..................... 199 ... office No .............. 

No Name 
(christian, surname, family name) 

Civic No 

@GN) (ser. No) 

Voucher 
booklet 
(ser. No) 

Reason 



ORDER 
for transfer of funds 
....................... 199 ... 

The herein stated amounts shall be transferred from the account of: 

Family name Serial N p f  Voucher Booklet Office Number 

as follows: 

For the Privatization Fund: uEm 
Invest. Leva 

-n EKPOU Fund name LIIlIm Nr of Voucher Account 
- 

For the participation i n  cash privatization: 
Invest. Leva 

l l l l l l l l l l l l l l l l l l l l l l l l l l  
Organ as per Art. 3, par 1 from the Privatization Law (Seller) Nr of Voucher Account 

EKPOU The Company name of the enterprise to be privatized (the separate part from the enterprise) 
&iLh!$:~' 

The town of St1 Blvd./Square NO 

To relatives: .m 
Invest. Leva 

Family name Serial Noof Voucher Booklet Office Number 

Declaration 
as per Art. 12, Par. 3 of the Ordinance for Receipt and Registration of voucher booklets, 
and orderinglmanagement of the funds in the voucher accounts of citizens in their 

participation in the privatization against investment vouchers 

The undersigned ........................................................................................................................... 
whose address is: ............................................................................................................................... and 

... pers. passport Serid ...., Nr .............................. issued on ........................ 199 by the Ministry of 
Internal Affairs at the town of ....................................................... with Unified Civic Ng. ............................. 

I hereby declare that, .................................................................................................................... 
whose address is: ............................................................................................................................... and 
pers. passport Ser ....., NC .............................. issued on ........................ 199 ... by the Ministry of Internal 
Affairs at the town of ...................................................... with Unified Civic No ............................. to whom 
I hereby transfer the above-stated amount of Investment Leva is my ......................................................... 

I am well aware of the responsability as per Atr. 313 of the Penal Code. 
Declarer: 

............................... 
/Signature of the Applicant1 

............................................ 
/ Signature and stamp of 



APPLICATION 
for participation in a Tender 

Office number Day / Month / Year 

I Family Name I 

Voucher booklet I ser. I Unified Civil Number (EGN) 

Code of the Shares I Unit price I Total amount I Enterprise I ( Nuber of ) ( Invest.Leva ) ( Invest. Leva ) I 

Total amount 
( Invest. Leva ) 

Code of the 
Enterprise 

Code of the 
Enterprise 

Code of the Shares 1 Unit price I Total amount I Enterprise I ( Nuber of) ( Invest.Leva ) ( Invest. Leva ) I 

Shares 
( Nuber of) 

Shares 
( Nuber of) 

Number of lines filled-in 

Unit price 
( Invest.Leva ) 

]Total amount ofthe Application (Inv.Leva) 1 1 I I I I I I I 

Unit price 
( Invest-Leva ) 

Code of the 
Enterprise 

Applicant: . .. . ... . . . .. ... . .. . .. 
( Signature ) 

Total amount 
( Invest. Leva ) 

Unit price 
( Invest.Leva ) 

Shares 
( Nuber of) 

l l p ~ e ~ :  . . . . . . . . . . . . . . . . . . . . 
( Signature and stamp ) 

Total amount 
( Invest. Leva ) 



APPLICATION 
for participation in a tender of the PF 

Title of the Privatization Fund: I  

Reg. No (EKPOU) I Voucher account No of the PF I 

Code of the 
Enterprise 

Code of the 
Enterprise 

Shares 
( Number of) 

Code of the 
Enterprise 

I  

Shares 
( Number of) 

Code of the 
Enterprise 

Page number 
Number of lines filled-in (with accumulation) 

Total value of the Bid (with accumulation) I  I I  I I  

Unit price 
( Invest. Leva ) 

Shares 
( Number of ) 

I I I I  

Code of the 
Enterprise 

Date / Month/ Year 

Total amount 
( Invest. Leva ) 

Unit price 
( I nvest. Leva ) 

Shares 
( Number of ) 

I  

Applicant: . . . . . . . . . . . . . . . . . . . . 
(Signature and stamp) 

Total amount 
( Invest. Leva ) 

Unit price 
( Invest. Leva ) 

I l l  

Shares 
( Number of) 

Total amount 
( Invest. Leva ) 

1 1 1 1 1  

Unit price 
( I nvest. Leva ) 

I I I I  

Total amount 
( Invest. Leva ) 

I l l l l l  

Unit price 
( I nvest. Leva ) 

Total amount 
( Invest. Leva ) 



for Registration No. ........................ 
RESULTS OFTHE TENDER 

Civic No. Voucher Code of the 
No. Name 

(christian, surname, family name) W N )  booklet enterprise 
(serial No.) 

date: ................ 199 .... 

Total I Total I Difference 1 
No. of nominal 
shares I value I reinstated 

I 



PROTOCOL FOR THE TRANSFER OF DOCUMENTS 
................................................................................... for 

/registration tag, bid, order for transfer of funds1 

..... ................ ... No. from 199 

Code of the bureau: ................ 

Code of the regional center: ................ 

Registration tags: 

Tag No. from : ............................ to: ................................... .., for the total of .......... 
.......... Tag No. from : ............................ to: ...................................... for the total of 
.......... Tag No. from : ............................ to: ..................................... for the total of 
.......... Tag No. from : ............................ to: ..................................... for the total of 
.......... Tag No. from : ............................ to: ...................................... for the total of 

( 1. Total number of registration tags: .......... reg. tags 

.......... 1 2. Total number of bids: bids 

.......... 3. Total number of orders for transfers: orders 

Submited by: Name: .................................................................................. 
Ichristian, surname, family name/ 

................................ 
/signature and stamp of the bureau1 

.................................................................................. Courier: Name: 
Ichristian, surname, family name1 

................................ 
/signature and stamp of the courier/ 

Accepted by: Name: .................................................................................. 
Ichristian, surname, family name/ 

.................................. 
/signature and stamp of the center1 



Appendix XI: Mass Privatization List 



List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Indr~stry 



List of Companies 
for Mass Privatization via Voochers 

within the Ministry of Industry 



Lis t  of Companies 
for Mass Privatization via Vouchers 

within the Ministry of lndustry 

Fixed Capit; 

No. Alinstry No. in Cornpany Name Mnnic ipa l i ty l  Sales En~ployees 1:ixetl Capital % Offered under P --- 
Series Location 000s leva $ 0 0 0 ~  000s leva $ 0 0 0 ~  000s leva 

1 2 3 5 6 7 8 9 10 11 12 13 

63 MI 63 Electro~uetnl SO JSC Pnzartlzhik 39,812 603 159 32,307 535 90 29,071 -- 
64 MI 64 ESMOS SO Ltd Isvsky 18J93 277 9! _ ... 71,502 . - - . - 1,089 90 64,352 --- 
65 MI 65 ZHl'lY SO JSC Rousse 566,045 8,574 531 169,661 3,077 65 110,280 
66 MI 66 Iustruu~ent Eqoipu~eut Plaut LTI) S.G. Maliun 4,883 74 114 -- 361,561 - - -- 6,439 25 90,390 -- -- -- - - -. - - 
67 MI 67 Griuding Tool K t  SO Lttl Asseuovgratl 27,938 423 204 194,526 3,802 6 5  126,442 -- 

68 MI 68 ZGhlhl SO Ltd Pen~ik 71,545 1,084 ~ 208 - - -. 107,760 .~- . - 1,638 65 70,044 .- - 
69 MI 69 ZINO-K SO Ltd Kwultlk 29,041 440 254 41,642 - 631 25 10,411 
70 MI 70 ZKD SO Ltd Ivailovgrad 27,244 413 113 65,249 1,020 -- 65 42,412 --- 
71 MI 71 Zhlhl-Vmtm SO Ltd Vratsa 28,014 424 172 68,771 1,075 90 61,894 -- 
72 MI 72 Zhlhl-Dmgham~ovo SO Ltd S. L)mgg;u~ov 17,117 259 112 42,716 648 65 27,765 --- - 

73 MI 73 Zhlhl- Zlatograd SO Ltd Zlatogratl 4,956 75 39 27,709 483 - 65 18,011 
74 MI 74 XhlM-Lhlhl-Slivcu SO Ltd Slivcu 14,310 217 97 - - .- 21,164 - -. 32 -- 1 - - 65 --- - - - .- 13,757 
75 MI 75 Shlhl-Lyoubimcts SO Ltd Syoubiu~ets 12,695 192 49 50,163 - 826 90 45,147 
76 MI 76 Z~~ i -h l e t a l i c  SO Ltd Pazartlzbik 95,396 19445 -_ - - 414 153,472 2,325 65. 99,757 --- - .- -- 

77 MI 77 Zhlhl-Nova Zagom SO Ltd Nova Zagorn 50,297 762 398 305,372 4,626 65 198,492 
78 ZhlM Pobcda-Sliveu SO Ltd Sliveu 21,075 319 354 329,680 -- 5,243 65 214,292 

Sliveu 180,173 2,729 549 283,155 4,675 - 184,051 
80 MI 80 ZMM Stcpl~nu Kar&La SO Ltcl - Rouse 14,821 -- 225 - 97 42,524 - 733 -- - 90 . 38,272 
81 MI 81 ZhlM- Stoluar~ua SO Ltd Silistra 89,857 1,361 381 148,741 2,415 25 37,185 

pppp -- 
82 MI 82 Zhlhl- IIaskovo SO Ltd Ilaskovo 17,030 258 103 70,484 1,133 YO 63,436 --- 
83 - MI 83 Zhlhf- Yakoroutla SO Ltd Yakorouda 82,343 1,247 22 1 39,003 638 65 25,352 
84 MI 84 ZORA SO JSC Targovisl~tc 58,096 880 - .  295 . -. . - 125,680 .- - 2,057 65 81,692 -- --- 
85 MI 85 ZSO SO Lttl I%oytcldnuovtsy 1,453 22 18 10,460 167 90 9,414 
86 MI 86 Izgrcv SO Ltd 11,93!. 181 8 1 - 77,646 1,177 90 - 69,881 --- O~yal~ovo 

.- 

87 -- MI 87 Izgrev-66 SO 1,td Plovdiv 127,939 1,938 30 1 36,481 714 90 32,833 
88 MI 88 IhlhlI SO JSC - Sofia 29,942 454 245 84,125 -- 1,310 65 -- 54,681 
89 MI 89 Ir~rl~~strial-l'cc1111ic SO Ltd Sldpka 34,373 521 -- - 

122 46,289 705 25 1 1,572 --- 
90 MI 90 l~tcoms Iustr~u~~cuts & Mecl~auica SO 1,TD -- - Sofia -- -- - - .- 9,133 138 - 41,714 .___ 635 65 27,114 

- -  
126 . 

91 - MI 91 Iustruu~cuti I Izdeliya SO Ltd Sofia 1,077 16 13 46,957 717 65 30,522 - 
92 MI 92 111tcliuter SO JSC So fin -- F ?  6 15 16,620 -- -. . . .- . - - - . -- -- - 

254 90 
- -. . . - - -- 14,958 

93 MI 93 111tnus111acl1-E~~gi~reeriug SO JSC Sofia 236,581 3,584 580 21 1,820 3,400 25 52,955 -- 
94 MI 94 IS'I'O-111stromer1. IS Spc. Teclu~nl.SO JSC -- - .. 

Slivcu ~ 31,115 471 ~ ~ 196 48,542 -- . - 735 25 12,136 . .~ -- 

95 MI 95 Kcuta SO I ~ t l  Oulyrtag 64,053 970 266 107,836 1,695 65 70,093 







List of Companies 
for Mass Privatization via Vouchers 

witliin the Ministry of Industry 





List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of 111dastr-y 

1 2  3 5 6 7 8 9 10 11 12 13 14 
227 MI 227 Illectro-Start SO JSC Vursl~ets 169,063 2,561 352 99,223 1,508 65 64,495 977 - - 

Vanla 66,451 1,007 31 1 49,899 ......-........ .......... 
757 

... 90 - - - -. - - - - 44,909 680 
Vanlo 295,743 4,480 533 193,746 2,943 65 125,935 1,908 -- - 

230 MI 230 Elum SO JSC 'l'royan 728,996 11,043 1,683 855,001 13,285 25 213,750 3,238 --- ............................... 

231 MI 231 Elpo SO JSC Nikolaevo 70 711 1 071 503 217 821 3 300 65 141 584 2 1431 

No. Minstry --- 
Series 
No. in 

Location 
-- Company Nanic - 

000s leva I $ 0 0 0 ~  
Municipality1 

000s leva I $ 0 0 0 ~  
Sales 

000s leva I $ 0 0 0 ~  
-- Ihnploy_ecs - _ IGxetl Capital % Offered -- 

Fixed Capital offered 
nnder MI'P 



List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Industry 

~heniical  a n z ~ i l  Processing Intlus~ries (including Itubber) -- - - -- - -- -- - - --- 
291 M I ~  291 I ~ c d i c a  SO I.td Sautla~~sky 994,104 15,059 1,001- 251,322 62,831 952 



List of Companies 
for Mass Privatization via Voucliers 

withi11 the Ministry of lrid~istry 



E86'IZ SIZ'ISP'I 

-- ZLU'Z LLLL9EI - 
LI9'6P OEI'SS 181 ZLI'Z LIP'EPI 
ZOE'S99 SZP'ZP 60Z'199'Z ZSI'E E98'8E P~s'SYS'Z 

I ZS ZO6'ZS OLI 161'1 ZS9'8L 
SE6'S £61 8P 66s 616'6~ - 
E69 '08 06 9P8'1 6S9'68 OPP 08P'P 6f L'S~Z 

9 ZP ZEI '8Z S9 S69 611 PSE SLE'CZ -- 
9S8 6LP69S 06 8E0' 1 PSL'Z9 I ZZ ~€8 'I 88Z61ZI 
LP8 9E6'Ss S9 80E'I Ss0'98 OLI - - - - LL8 I06'LS 
LPZ 60€'91 06 1~1'81 801 8ES 66P'SE 
SIS'E - EPO'ZEZ sz -- IL168Z6 -- SS9'1 IZI'IZ LLZ'P6E11 
b98'1 E~O'EZI S9 8ZE6681 LEP COI'L 888'89P 
OLS'I -- 9zYLE01 SZ E69'9 EOS'PIP - 180'1 - - 099'Z 69S'SLI 
9EZ z~S'SI 06 CIE'LI Sb LL ILO'S 
PZ6'E ObO' 6SZ EZS'86C Z6E 8Ps'Y CSZ'ZEP 

ir-~8E6'1 IK'601 6~9'1~1 /~~~--~Ez0'I ~Ezs'L~ 
SOS'SE ISI'Z 610'2~1 IOP'Z 9P6'8SI - - - -. - 

P96 OL9'C9 PLO'E 8L9'PSZ 90s 8LZ'P ~zP'Z~Z 
~€9'1 SS~'LOI S9 8ZS'Z IE6'S91 ZEZ IE6 08P'IY 



List of Companies 
for Mass Privatization via Voucliers 

\sitliin the Ministry of Industry 



List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Industry 





List of Cornpanics 
for Mass Privatization via Vouchers 

within the Ministry of Industry 



List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Industry 





List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Industry 

No. 

1 
550 

MinWy 

2 
MI 

No. in 
Series 

3 
550 

- Company Name 

5 
NIII~IIIIU SO Ltd 

Municipality1 
Location 

6 
Lou] - 

Sales Enlployees -~ 

9 
380 - 

000s leva 
7 
20,359 

$ 0 0 0 ~  
8 

308 

Fixed Capital % Offered 

12 
90 

000s leva 
10 

19,774 

R 000s 
I1 

300 

Fixed Capital offered 
under MPP 

000s leva 
13 

17,797 -- 

$ 0 0 0 ~  
14 

270 





List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Industry 

Fixed Capital offered 
No. Minstry No. in - - - - - - - ( ' I ~ ~ : I I I ~  N:IIII~ Mu~licipalityl -- Sales I'n~ployees Iiixed Capital C/C Offered ul~der MPP 

-- 
Series 1,ocation 000s leva $ 000s 000s leva $ 0 0 0 ~  000s leva $ 0 0 0 ~  

1 2 3 5 6 7 8 9 10 11 12 13 14 
614 MI 614 Coluplect SO I,td Sadclovo 2,148 33 51 7,000 112 90 95 

sofiB-- pp 

3,041 46 9 -- 1,576 
Sofia 10,604 161 30 
Sofia 73,964 1,120 94 -- 

618 Agrocheiu-K SO Ltd Knzauluk 7,379 112 59 18,208 
Kaspitchau 6,875 104 - 53 1,836 -- -- - 1,652 

620 ECO-Business SO JSC Sofia 45,057 683 80 45,354 774 29,480 447 
Sofia 110,160 __ 1,669 - Yo - _ 222,330 - 3,575 25 55,583 842 
Sofia 1,329 20 21 3,182 48 2,864 



List of Companies 
for Mass Privatization via Voucliers 

within the Ministry of lndustry 

Sime Prou~n SO Ltd 
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List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Construction and Land Develop~nent 

-- - - 
Fixed Capital offered 

70 
Offered 

12 
65 
65 
65 
25 
65 
90 
54 

! .  5m loyees 

9 
- 246 

425 
199 

-- 77 
-- 308 

1 82 
20,307 

Municipality 1 
Location 

6 
Harn~anli 
Bowgas - 
Bourgas - 

Vidin 
-- Pernik 
Dimitrovgrad 

under MPP -- Sales Company Name - -- 

5 
Harn~anliyska Ceramica SO Ltd 
Zavodsky Stroezhi- Bourgas SO Ltd 
Metal Panels and Stn~ctures SO JSC 
Gypsfmer (Casts) SO Ltd 
Zavodsky Stoyezl~i-PS-PC Ltd - 
FZS Engineering SO Ltd 

TOTAL 

Fixed Capital 
000s leva 

13 
52,348 
83,063 

121,179 
56,633 
73,524 
46,782 

4,026,915 

000s leva 
7 
63,093 

170,965 
90,512 - -- 

22,970 
65,536 
13,074 

6,411,483 

No. in 
Series 

3 
63 
64 
65 
66 
67 -- 
68 

No, - - 

1 
722 
723 
724 
725 
726 
727 

000s leva 
10 
80,536 

127,789 
186,429 ---__ 

- -- 226,532 - - 

113,114 
51,980 

7,404,848 

$ 0 0 0 ~  
14 

793 
1,258 
1,836 

858 
1,114 

709 
61,000 

$ 0 0 0 ~  
8 

956 
2,590 

-- 1,371 
348 
993 
198 

97,122 

Ministry 

2 
MTDC 
MTDC 
MTDC 
MTDC 
MTDC 
MTDC 

$ 0 0 0 ~  
11 
- 1,926 

1,936 
2,824 
- 3,432 
- 1,721 

788 
118,848 





List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Agriculture and Food Industries 



List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Agriculture and Food Industries 

--- - - -  -- - -- - - - -- - -- 
Fixed Capital 

No. Ministry No. in Conq):~nv Name Municipality1 - - -- --- - - Sales 1Smploy ces -- Fixed Capital % offered under MPP -- 
Serie5 Location 000s leva $ 0 0 0 ~  000s leva $ 0 0 0 ~  Offered 000s leva $ 0 0 0 ~  

1 2 3 5 6 7 8 9 10 11 12 13 14 
781 MAP1 54 Kn5ti1 May SO Lttl - -- Roychinovtsi 119,100 1,804 lo5 - -  14,325 - - 575 --- 70 10,028 152 

Kostenbrod 72,101 1,092 488 219,220 3,371 153,454 2,325 
MAFl I'opovo I 6 1 ,,1-,,,) -- - -- , , . , o f ? ~ + I ~ I ~ i i  - 

Flour Mills 



List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Agriculture and Food Industries 



List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Agriculture and Food Indi~stries 





List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Agriculture and Food Industries 

- -- - - - I No. 1 Ministry No. in 1. Company Name - 
Series Location 000s leva 

1 2 3 5 6 7 
893 MAFl 166 Fouruliy 1,td lhlvcli Mogecli 113,622 -- 
894 MAFI 167 Colcliida L t d  Elhovo 237.172 

MAFI 
MAP1 
MAFI 
MAFI ---- -- 
MAFI 

168 Oustrenl Ltd -- 

169 Skut Ltcl 
170 Vaya-Forage SO Ltd nowgas 201462 
171 Vitaprot Ltd Kostenbrod 211160 -- 
172 Zlatia SO Ltd -- Ualclledrmn 
173 Pdeni  SO Ltd Razgrad 143579 - -- 
174 Protein SO Ltd Slio~~rnen 323845 
175 Razvitie (Develonment) SO Ltcl l'ar~ovishtc 184515 " - .  - t 

903 MAP1 176 ZP-Bakadzhik SO Ltd Y amboi 1 414157 
I I TOTAL 1 22,845,502 

- - I -  - - -- 

Employees Fixed Capital % 
000s leva $ 0 0 0 ~  Offered 

9 10 11 12 

36 - 17,576 33 1 80 
84 37,383 615 80 

117 37,944 -- -- -- 658 20 -- -- 
116 35,709 552 80 
112 32,833 529 -- -- - -- 70 
93 30.417 533 70 

Fixed Cz 
offered undc 
000s leva 

13 

Gtal 
. MPP 

$000~  
14 

213 
453 
115 
433 
348 
323 





List of Companies 
for Mass Privatization 

within the Ministry of Transportation 



List of Companies 
for Mass Privatization 

within the Ministry of Transportation 



List of Companies 
for Mass Privatization 

within the Ministry of Commerce and Foreign Trade 



List of Companies 
for Mass Privatization via Vouchers 

within the Ministry of Culture 

No. 

1 
1004 

-- 

- - Company Name- - -- - - 

5 
ll ie llodino Printing House JSC 

TOTAL 

Ministry 

2 
MC 

Municipality1 - 
Location 

6 
Sofia 

No. in 
Series 

3 
1 

-- -- -- - - 

Sales Employees Fixed Capital 
-- 

% 
Offered 

12 
25 
25 

$ 0 0 0 ~  
11 

13,614 
13,614 

000s leva 
7 

1,135,544 
1,135,544 

Wxed Capital 
offered under MPP 

$ 0 0 0 ~  
8 

17,201 
17,201 

000s leva 
13 

201,795 
201,795 

$ 0 0 0 ~  
14 
3,057 
3,057 

9 
535 
535 

000s leva 
10 
807,178 
807,178 



List of Companies 
for Mass Privatization 

within the Committee for Tourism 

I 1 I 1 I I _ ~L- 

No. Ministry No. in --- Company Name 
- - .- - - - -- Municipality1 - Sales 

Series Location 000s leva $ 0 0 0 ~  
I 2 3 5 6 7 8 

1005 C'I' I 13ellatour SO JSC Petritcli -- 101,277 1,534 - 
1006 CT 2 Kivicra JSC - - -- Varna 139,434 2,112 -- 

1007 CT 3 Interhotel Trimontsiun~ JSC - - - Plovcliv 45,471 689 

1008 CT 4 lnterliotel Novotel I'lovdiv I'lovtliv 128,531 -- 1,947 --- - 
1009 c1' 5 Sokolets-Boroveh SO JSC Saniokov 25,484 386 . . --- -- 
1010 CT 6 Boroinvest SO IJtd Samokov 16,313 247 
1011 CT 7 Borosport SO IAd 97,397 1,475 --- Saniokov 

- 

1012 CT 8 Spartak Tours SO JSC Sandanski 12,572 - 190 --- 
1013 CT 9 Slantcliev Brymg (Sunny Bench) SO JSC Nessebar 707,327 10,715 --- 
1014 c?' 10 Dmji SO JSC Sozopol 148,495 ---- 2,249 -- 
1015 ~ 1 '  11 Primorets Tourist SO JSC --- Bonrgas 48,108 729 

1016 CT 12 Elenite SO JSC --- Nessel)ar 39,461 598 - 
1017 CT 13 Lwyrcn Ilryag SO JSC I'riniorsko 7,116 108 

1018 CT 14 Zlatni Pyasatsi (Golden Sands) SO JSC - - -. . -. - - - - - --- Varna 1,129,271 17,106 -- 

1019 C?' . . 15 . - Slantclicv - Den SO JSC Varna 146,745 2,223 
-- - 

1020 CT 16 Kan~tchia JSC S. Bliznitsa --- -. 
18,044 273 

1021 C'I' 17 l3oi1clin Tourist SO JSC Vidin 8,101 123 
1022 CT 18 Hcnius Tourist SO JSC Gabrovo -- 20,113 305 --- - -- - 

1023 C'I' 19 I'aotalia Tours SO JSC - Ky~~stcnclil 11,817 179 
1024 C'I' 20 Lovetch Tonrs SO JSC Lovetch --- 13,943 211 - -- 

1025 CT 21 Vclina SO Ltd Vclingracl 12,248 -- 186 --- - 
1026 CT 22 Besatour SO JSC I'azardzliik 22,098 335 ---- --- 
1027 CT . 23 - Tlie St. I'ctersbnrg Park Hotel JSC Plovdiv 40,623 - 615 -- - 

1028 CT 24 Laiptzig-91 SO JSC - - -- I'lovcliv 21,432 325 -- - -- - - - . 

1029 CT 25 Diana Tours JSC.. - - - -- - - -- - - Rnzgmd . .. 5,355 81 -- - 

1030 CT 26 Dnniibe 'I'o~irs-91 JSC --- - -. - .- - 
Roussc --- 318,136 4,819 

. . .. . . - -- 

1031 CT 27 Siniti Kanlani (Blue Rocks) Tours JSC Sliven -- -- 10,225 155 
- 

1032 C1' 28 Sniolyan SO JSC 
-- ~ - 

Snlokan 3,457 -- -- 52 

1033 CT 29 I%nporovo SO JSC -- -- - -- Tclicpelnre 
~ --- 279,339 4,23 1 

1034 CT 30 Serdikoni SO JSC Sofie p~ 102,f6i6 1 ,558 -- -. . - . - - 

1035 . Cl' 31 lntcrtravcl Service SO JSC Sofia 122,728 1,859 





List of Companies 
for Mass Privatization 

within the Comtnittee on Energetics 

No. 

1 
1059 
1060 
1061 
1062 
1063 

Ministry 

2 
CE -- 
C E  --- 
C E  
C E  --- 
C E  

No. in 
Series 

3 
1 
2 
3 
4 
5 

- 

Company Name 

5 
Electro Buildings SO Ltd 
Metal Constn~ction Enterprise SO Ltd 
Industrial Energetics- Vratsa SO Ltd 
Metalik SO Ltd 
Industrial Energetics- Varna SO JSC 

TOTAL 

Municipality1 -- 

Location 
6 

Vratsa 
S. Ruullintsi 
Vratsa 
Darditsa 
Varna 

I 
Sales 

-- - -- 

Employees 

9 
83 
23 
25 
36 

104 
271 

000s leva 
7 
12,012 
10,358 
4,047 
8,558 

28,995 
63,970 

$000~  
8 

182 
157 -- 
61 

130 
439 
969 

- Fixed CkGGl % 
Offered 

12 
90 
25 
90 
90 
25 
57 

000s leva 
10 
10,150 
15,065 
21,651 
16,560 
33,974 
97,400 

$ 0 0 0 ~  
11 

173 
242 
328 
258 
566 

1,567 

Fixed Capital 
offered under MPP 

000s leva 
13 

9,135 
3,766 

19,486 
14,904 
8,494 

55,785 

$000~ 
14 

138 
57 

295 
226 
129 
845 



Appendix XII: Enterprise Passport 



Barents Group LLC 
A KPMG Company 

DRAFT 

INFOROMATION REQUIREMENTS FOR ENTERPRISES FOR MASS PRIVATISATION I 

1. NAME OF THE ENTERPRISE: ................................................................................ 
.......................................................................................................................................................... 

2. STATISTICAL CODE No: I-I-I-I-I-I-I-1-1-1 DATE: 1-1-1 1-1-1 1-1-1 
day month year 

3. ADDRESS: City/village ................................................ Zip I-I-1-1-1 
.............................................................. .............................................................. Municipality District 

Street No ............................................................................................................................... 
Tel. (area No) ............................................. Fax ...................................... Telex ....................... 

4. LEGAL STATUS: ........................................................................................................................ 
(type of company according to Commercial Act; other) 

5. REGISTRATION IN THE TRADE REGISTER: 
................................... ......................................... Company File No Register No 

.......................................... Lot No Volumelpage ....................................... 
Company identification No ................................. 
Decision for registry: Court's ............................................................................. 

.................................................... (No, date) Decision of the Council of Ministers 
........................................................................... Order 

6. REGISTRATION CHANGES: 

7. BUSINESS ACTIVITIES: 
.......................................................................................................................................................... 
.......................................................................................................................................................... 
.......................................................................................................................................................... 
.......................................................................................................................................................... 
.......................................................................................................................................................... 

................................................................................................................................... 8. INDUSTRY: 
(acc. to the classification of the National Institute of Statistics) 

9. AUTHORISED CAPITAL: ........................................ (000 leva) (as of the last registration) 

............................... ........................... 10. NUMBER OF SHARES: NOMINAL VALUE: 
(per share) 



Barents Group LLC 
A KPMG Company 

11. TYPE OF SHARES NUMBER NOMINAL VALUE IN PER CENT OF 
PER SHARE CAPITAL 

Common: 
Preferred: 
Registered: 

.......................................... 12. DISTRIBUTION OF SHAREHOLDER'S EQUITY: State-owned % 
(type of ownership in %)) Private ................................................... % 

Municipal.. ............................................ % 
Co-operative.. ...................................... ..% 
Other ................................................... ..% 

13. EQUITY AS OF: 

Registered capital: 
Increase in capital: 
Reserves: 
Retained profit: 
Current period profit: 
Total equity: 

Accumulated loss: 
Current period loss: 

14. BOOK VALUE AS OF: 

Total Assets: 
of which. 
Land: 
Buildings: 
Equipments: 
Other 

Total Liabilities: 
of which. 
Short-term Debt: 
Long-term Debt: 

.......... 199 .... .......... 199 ... 
(date) (date) 

(c. 5034) .................... (000 leva) .................... (000 leva) 
(c. 5059) .................... (000 leva) .................... (000 leva) 
(c. 5558) .................... (000 leva) .................... (000 leva) 
(c. 5562) .................... (000 leva) .................... (000 leva) 
(c. 5565) .................... (000 leva) .................... (000 leva) 
(c. 5570) .................... (000 leva) .................... (000 leva) 

(c. 5547-5638) .................... (000 leva) .................... (000 leva) 
(c. 5638) .................... (000 leva) .................... (000 leva) 

.......... 199 .... .......... 199 .... 
(date) (date) 

(c. 5550) .................... (000 leva) .................... (000 leva) 

(c. 5353) .................... (000 leva) .................... (000 leva) 
(c. 5356) .................... (000 leva) .................... (000 leva) 
(c. 5358) .................... (000 leva) .................... (000 leva) 
(c. 5366) .................... (000 leva) .................... (000 leva) 

(c. 5600) .................... (000 leva) .................... (000 leva) 

(c 5102) .................... (000 leva) .................... (000 leva) 
(c. 51 lo) .................... (000 leva) .................... (000 leva) 



Barents Group LLC 
A KPMG Company 

.......... .... 15. FINANCIAL STATEMENT AS OF: .......... 199 .... 199 
(date) (date) 

.................... 1. Net sales (c. 2678) (000 leva) 

.................... 2. Cost of goods sold (c. 3150) (000 leva) 

.................... 3. Operating margin (1 - 2) (000 leva) 

.................... 4. Financial income (c. 5220) (000 leva) 

.................... 5. Extraordinary income (c. 5230) (000 leva) 

.................... 6. Financial expense (c. 3579) (000 leva) 
incl.: 

.................... interest expense (c. 3880) (000 leva) 

.................... 7. Extraordinary expense (c. 3910) (000 leva) 

.................... 8. Profit before tax (3+4+5-6-7) (000 leva) 

.................... 9. Taxes (c. 5145) (000 leva) 
incl.: 

.................... profit tax (c. 5136) (000 leva) 

.................... other taxes (c. 5640) (000 leva) 

.................... 10. Profit/loss (c. 5~wc.5638) (000 leva) 

(000 leva) .................... 
.................... (000 leva) 
.................... (000 leva) 
.................... (000 leva) 
.................... (000 leva) 

(000 ieva) .................... 

.................... (000 leva) 

.................... (000 leva) 

.................... (000 leva) 

.................... (000 leva) 

.................... (000 leva) 

.................... (000 leva) 

.................... (000 leva) 

16. BUILDINGS (GROSS AREA): - Production ........................................ 
- Warehouses ...................................... 
- Commercial ........................................ 
- Administrative .................................... 

17. PARTICIPATION IN OTHER COMPANIES AND BUSINESS ACTIVITIES: 
.......................................................................................................................................................... 
.......................................................................................................................................................... 
.......................................................................................................................................................... 
.......................................................................................................................................................... 
.......................................................................................................................................................... 

18. MEMBERS OFTHE COMPANY'S MANAGEMENT: 
(Board Directors/Executive Director; others) 

NAME 
ID No 

19. EMPLOYEES: 

SlGNlTURE OF MANAGING DIRECTOR: 

PERMANENT 
JOB 

POSITION 



ZIH@OPMA~~~IOHHA KAPTA 

............................................................................................................................ 1. (DI4PM.A (HAWMEHOBAHME): 

5. AAPEC HA YIIPABAEHWE: Tp. (c.) ............................................................. noueacku kog 1-1-1-1-1 
OGwu~a ........................................................................... O 6 ~ a c m  ............................................................................... 
YA. (kk . ,  kB.,N) ............................................................................................................................................................. 

...................................... T ~ A .  (kog, N) ..................................... Oakc (kog, N) ............................... Te~ekc  (N) 

6. PErWCTPALTMII B T'bPrOBCKMII PETMCT'bP: Pewe~ue  N ....... om ................ ~a ..................................... 
(gum4 (tag) 

................................................................................. no @ u p ~ e ~ o  g e ~ o  N ................ om onuca sa ....................... 2. 

7. KAIIMTAA: ......................................... (XUA. A&) ......................................... (XUA. ~ 6 . )  
(3unucan) (Bnecen) 

10. PA3IPEAEAEHME HA KAIIHTAAA: ,Q%p&aB~a ........................ % 
(no Bug co6cmBerrocm) Y a c m ~ a  ........................ % 

6 m.q. q y k g e c m p a ~ ~ a  ........................ % 
O6wuncka ........................ % 
KoonepamuB~a ........................ % 

........................ A P Y ~ ~  % 
(onuc6a ce) 

11. IIPEAMET HA AE~~HOCT: (cnopeg pezucmpaywma 8 mapzo6ckuR pezucmap) 
........................................................................................................................................................................................... 



14. COECTBEH KAIIMTAA IIO EAAAHC K'bM: 

Oc~oBea kanuma~: 
A o n m ~ u m e ~ e ~  (3anace~) kanuma~: 
Pesep6u: 
Hepasnpege~e~a  neqa~6a  om 
MUHaAU ZOgUHU: 
I T e ~ a ~ 6 a  om mekyuama zoguea: 
0 6 ~ 0  co6cm6ea kanuma~: 
B ~ ~ M ~ H U R  no 3anUCaHU ~ R A O ~ U  B~ocku: 
F a ~ a ~ c o 6 a  sazy6a: 

(ZU. 5034) 
(zu. 5059) 
(UL. 5558) 

(zu. 5562) 
(zu. 5565) 
(zu. 5570) 
(zu. 5097) 
(zu. 5547) 

15. EAAAHCOBA C T O ~ O C T  K'bM: 

0 6 ~ 0  akmu6u: 
,Qa~zompaii~u akmu6u: 

6 m.r.: 
AMA: 
(DUH~HCO~U:  

Kparnkompaii~u akmu6u: 
6 m.r.: 
Mamepu~Hu  sanacu: 
B3eMaHufl: 
(Du~a~coBu cpegcm6a: 

(zu. 5550) 
(zu. 5530) 

(IU. 5351) 
(UL. 5391) 
(w. 5545) 

(zu. 5163) 
(zu. 5003) 
(zu. 5185) 

l 7 p u B ~ e ~ e ~  kanuman: 
6 m.q. 
Kpamkocpor~u s a e ~ u :  
,Q-b~zocpoueu s a e ~ u :  
3aga loke~u~ :  

6 m.s.: 
KXM gocma6~uyu: 
CB'bp3a~u c yracmux 
K ~ M  nepcoaaha: 
K%M 6logAcema: 
n o  couualzsomo ocuzyps6a~e : 
Hpyzu: 
6 m.r.: 

Hemamem ~ w 6 u  no kpegumu: 

(w. 5595) 

(UL. 5102) 
(IU. 5110) 
(zu. 5035) 

(zu. 5128) 
(zu. 5130) 
(zu. 5132) 
(u 5134) 
(zu. 5148) 
(zu. 5150) 

16. IIPOCPOYEHH 3AEMM K'bM: 3 1.12.1993 2. 31.12.1994 2. 

(XUA, A@.) (XUA. ~ 6 . )  



go 12.  Hag 12.  go 12. Hag 12.  go 12. Hag 1 2  
......... ......... ......... ......... ......... ......... 
......... .....,... ......... ......... ..,...... ......... 

17. HEABIGKI4MM WMOTM: 

1. TIpuxogu om geiiaocmma: (zu. 2678) 
0 m.q. 
he me^ p a s ~ e p  Ha npuxogume 
om npogak6u: (zu. 2102) 

2. ~ U H ~ H C O ~ U  IlpUXOgU: (w. 5220) 
3. I/138%HpegH~ npUXOgU: (u. 5230) 
4. Pasxogu 3a geiiaocmma: (~1.3150) 

0 m.q. 
Paaxogu sa nepcoHaAa: (ur. 3600 + ur.3650) 
A M O ~ ~ U ~ ~ U U S :  (w. 3550) 

5. (DUH~HCO~U pa3XOgU: (W. 3579) 
8 m.r. 
AUX~U:  (IU. 3880) 

6. I/13fhHpegH~ pa3XOgu: (w. 3910) 
7. Epyma  nera~6a:  (1 +2 +3-4-5-6) 
8. Aa~ayu:  (ur. 5145) 

6 m.r. 
A a ~ a k  Bapxy nerah6ama: (UL. 5136) 
Apyzu g a ~ w u :  (zu. 5640) 

9. Ilerakia: (ur. 5565) 
10.3azy6a: (ur. 5638) 

20. WACT34.H B APYTM APYXECTBA: 



(3a ce nocor6am weno6erne Ha ca8ema Ha gupekmopurne, caom6emno - Ha y n p a 6 u m e ~ ~ m  ca8em; 3a 
00J - ynpa6umemm Ha gpy1kecm6omo; 3a A@ - ynpa6umemm u w e ~ o 8 e m e  na konmpo~nrur ca8em) 

MME, IIPE3MME, @AMHAMS3 

23. KOHKYPEHTW: ( g h p ~ u - k o ~ k y p e ~ m u  6 cmpanarna u ryA6una) 

H ~ U M ~ H O ~ ~ H U ~  Ceg ~ A U U ~  

...................................................................................... ................................................ 

...................................................................................... ................................................ 

...................................................................................................................................... 

...................................................................................... ................................................ 

...................................................................................................................................... 

.............. .... 24. AATA HA AHAAM3A HA IIF'ABHOTO C%CTOIIHME: 199 2. 

26. IIPWljAM3MTEAH.A CTO~~HOCT HA PECTKIYL1[I4OHHMTE 
........................ IIPETEHqWM CllIOPE,I( IIOCAEAHATA IIPEOqEHKA HA DMA: xun. 428. 


