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Balkancar ZARYA has been awarded a long-term contract to supply complete wheels to one of the leading OEMs for forklift trucks in what appears to be a challenging year for the global material handling industry

 

Balkancar ZARYA (BSE-Sofia: 4BU) has reached an agreement and has signed a long term supply contract with one of the top five leading global manufacturers of forklift trucks and material handling technology and equipment. The contract is for supply of complete wheels and includes all wheel type-sizes of Balkancar Zarya’s current product range. The contract comes into effect on 2009-01-01 and remains valid for three years with the option to renew itself implicitly. This major industry player, identified in the supply contract, accounts with share into Balkancar ZARYA’s total customer base exceeding 10% and represents a level of materiality of over 10% on total company revenues (for the fiscal year ending December 2008). 

 

The management of Balkancar ZARYA considers this contract as an important one to the company. It is viewed as a vote of confidence in our company, products and ability to deliver in reliable, stable, flexible and cost-efficient way. This undertaking, to work together under the terms of a long-term supply contract with one of the leading players in the material handling industry in what appears to be a difficult and challenging year for the global industry, provides Balkancar ZARYA’s management with confidence in the commercial strategy we employ. 

 

The short-term effects of the active commercial strategy run by Balkancar ZARYA management were related to achieving higher volume of sales at the expense of lower profitability.  
 

In a medium term period, due to transforming Balkancar ZARYA from product to system supplier to ОЕ manufacturers, as part of the launched in 2007 investment programme, the effects of the global crisis for the Company would not be so negative as if it retained its focus of product supplier only.    

The management of Balkancar ZARYA takes into consideration the lack of visibility for the first half of 2009 in estimating the prospects for development of the material handling equipment sector and the related sector manufacture of original equipment and spare parts for industrial vehicles. In structuring our forecasts for financial performance of Balkancar ZARYA we stepped on a conservative principle in terms of revenues and operating expenses. 
 

About 30% y/y growth in sales in 2009: on the back of new clients attracted and increase of orders of existing clients 
We expect about BGN11mln unconsolidated sales in 2009, representing some 30% increase over the record sales achieved by Balkancar ZARYA in 2008. The growth of sales would be driven by increase in volume terms, as the prices of the production are expected to be lower than in 2008. The production prices depend on the steel price: the agreements with the major clients allow production prices to be adjusted in line with steel price fluctuations. The structure of the sector in which Balkancar ZARYA operates allows in case of a drastic fall in raw materials prices the production price to be adjusted more slowly and at lower pace than the production price increase, due to uncertainty in development trends of the markets for raw materials and final products. As a result, the increase of the sales due to higher volumes of new clients and increased orders from existing clients in 2009 is expected to be about BGN4.8mln.

Lower than sales operating expense’s growth pace: consequence of productivity improvement programme launched in the summer of 2008  
Balkancar ZARYA Plc, (BSE-SOFIA: 4BU) is the single Bulgarian company specialized in steel wheels and rims manufacturing. The Company is recognized as a leading international manufacturer and supplier of a wide range of industrial wheels to the original manufacturers of fork-lift trucks and tyre producers as well as supplier of original wheel parts for the aftermarket. Balkancar ZARYA news and information are available at www.balkancarzarya.com
ZARYA, ZARJA, ЗАРЯ, Balkancar ZARYA, Moving forward and the Balkancar ZARYA logo are registered trademarks or trademarks of Balkancar ZARYA Plc. and/or its affiliates in the Republic of Bulgaria and certain other countries. All other trademarks mentioned in this document are the property of their respective owners. The use of the word partner does not imply a partnership relationship between Balkancar ZARYA and any other company. This document is Balkancar ZARYA information to the public.
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We expect the unconsolidated operating expenses (excl. amortisation) to grow by 16% in 2009 over the operating expenses of BGN7.7mln in 2008. The positive effect from the decrease of the price of steel is expected to be about BGN600k in 2009. We plan a 19% decrease in employees’ expenses as a result of undertaken measures for productivity improvement and implementing lean manufacturing concepts.   
Risks and opportunities 

The crisis hit the sector in which Balkancar ZARYA operates during the last quarter of 2008 and further intensified in the first quarter of 2009. We expect a recovery of the situation and revival to the normal order intake pattern after the second quarter of 2009. The fact that we are working with leading manufacturers of original equipment (OEMs) allows as making relatively correct plans of sales, leading to better working capital planning. On the other hand, we estimate the prospects for strengthening of Balkancar ZARYA’s position in the aftermarket, which is less cyclical than OEM-segment, as fairly positive.  On macro-level we consider the element of compulsory capital expenditures contributing to the faster recovery from the crisis: (1) in a short-term period a decline in demand for investment goods as industrial vehicles is observed; (2) in a medium term, after a certain period of insufficient investments in industrial vehicles their efficiency eventually worsens; (3) a rubber band effect appears: the more the efficiency of the industrial vehicles deteriorates, as a result of use of old equipment, the more investments are needed to renovate the industrial vehicles fleet (i.e. increase of the maintenance expenses of the old equipment, incl. costs related to  break-downs, leads to increase of the investments in new equipment).  
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	Balkancar ZARYA AD is a Public Limited Company. The Company's shares trade on Bulgarian Stock Exchange (www.bse-sofia.bg) under the symbol "4BU". 

The Company is registered with the Trade Register (www.brra.bg) under the unified identification code 814191256.

VAT No: BG 814191256
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