Balkancar ZARYA 
Unconsolidated Report Q1-Q3 2008 


Sales 
The total sales Balkancar ZARYA increased by 39.5 % in the third quarter of 2008 compared to the third quarter of 2007. The Company’s production sales in the third quarter of 2008 totaled to BGN 1.5M an increase by 8.3 % compared to the third quarter of 2007 (the second quarter of 2008: 28.9 % growth in production sales).
The slowdown of the sales growth is due to the fall-off in the demand for industrial vehicles. At the end of August the market statistics for Europe indicate a fall-off in the demand for warehouse equipment by about 2 % compared to the same period last year, the demand for counterbalanced trucks increased by 4 %. The trends of market development in a global recession environment were discussed at the meeting of the Industrial Truck Association in October 2008:  The expectations for 2008 are for a growth of 0% to 5% in demand for counterbalanced trucks in Europe and a decline of 3 % to a growth of 2 % in the demand for warehouse equipment.

The received orders totaled BGN 1031k as of September 30, 2008 compared to 940k in 2007-end. The order growth in Q1-Q3 2008 was 9.7% compared to 2007-end. The average order lead time is about 50 days. The management targets order lead time of about 40 days, further improvement of the working capital management and achieving better productivity.
Operating Expenses 
The Operating expenses (excluding depreciation costs) of Balkancar ZARYA amounted to BGN 5.4M for Q1-Q3 2008 compared to BGN 3.8M for Q1-Q3 2007 (44.4% growth). For the third quarter of 2008 the operating expenses amount to BGN 1.6M compared to BGN 1.3M for the third quarter of 2007 (21.2 % growth). The increase in the operating expenses is due to the increase of the steel price (rolled coil and steel profile) as well as the costs of hired services, part of which are related to implementation of production optimisation programme. 
The weighted average price of the rolled coil - the main raw material for Balkancar ZARYA production - for the third quarter of 2008 is BGN 1686.00 per ton, by 56.6 % higher than the weighted average price for the third quarter of 2007. The expenses on rolled coil represent a share of 65.7% from the cost of materials in Q1-Q3 2008 compared to 57.8% in Q1-Q3 2007. 
According to MEPS the price of carbon steel in EU (EU Composite Carbon Steel) reached its maximum in July and August - respectively US$ 1344 per ton and US$ 1330 per ton. In September the US$-denominated price of carbon steel was lower by 12.7% and the EUR-denominated price was lower by 9% compared to August (calculated over the exchange rate of the ECB).

Profitability 
Regarding the EBITDA Margin Balkancar ZARYA posted an improvement in Q1-Q3 2008: the margin increased from 17.6 % in Q1-Q3 2007 to 19.1% in Q1-Q3 2008. In order to achieve comparability of the profitability of the current year with the previous year, we  calculate an adjusted  operating profit margin (excl. part of other income – accrued income from court receivables and writs and part of costs of hired services related to the optimisation of the company’s operations). The adjusted EBITDA margin is 14% for the nine-month period of 2008 and 9.3 % for the third quarter of 2008

Working Capital 
The cash conversion cycle as of the third quarter of 2008 was 192 days compared to 182 days for 2007 and 216 days as of the third quarter of 2007. Balkancar ZARYA receivables turnover improved in Q1-Q3 2008: 2.3 times versus 1.9 times in Q1-Q3 2007. The inventory turnover deteriorated from 6 times in the third quarter of 2007 to 4.3 times in the third quarter of 2008. The deterioration was mainly due to the increase of the unfinished production of BGN 830k in 2007-end to BGN 1.4M at the end of September 2008.
Cash Flow 
In the third quarter of 2008 Balkancar ZARYA registered an improvement in the net cash flow from operating activities to BGN  790k versus a negative one of BGN –2.3M in the third quarter of 2007. 


In the third quarter of 2008 Balkancar ZARYA invested BGN 318k in acquisition of fixed assets compared to BGN 196k in the third quarter of 2007. The major capital investments in the third quarter are related to ERP implementation, purchasing a shot blaster, roof repair of the main workshop, gasification, dry equipment to the paining installation, etc. 

Expectations and Outlook 
For the full 2008 we expect sales of about BGN 8.5 - 9.0M, within our forecast from the beginning of the year. Despite the negative trends in the development of industrial vehicles’ sector we are positive that Balkancar ZARYA is capable to resist to the worsening world economic situation.. The company has a greater exposure to the counterbalanced trucks production sub-sector, which is expected to achieve a growth in 2008, unlike the warehouse equipment sub-sector, which has already shown a demand contraction. The Management of Balkancar ZARYA has undertaken measures to avoid any potential dependence the Company profits to be determined by the trade behaviour or economic performance of a customer or a geographical region and has diversified its customer base. Balkancar ZARYA is finalising technical audits and evaluations with new clients to sign contracts for industrial wheels supply, which are expected to take effect earliest in the second quarter of 2009. This would allow the company to offset any possible decline in orders from current clients.  
 
Regarding We now expect the operating profitability to depart from our earlier forecast due to price increase of the steel used for the production.

Presently Balkancar ZARYA is implementing an optimization program aimed at productivity increase and fixed costs reduction. As a result of the measures undertaken we expect a decrease of about 8% -10% of operating expenses in 2009.
Balkancar ZARYA (unconsolidated)

	000’BGN
	Q1 2007
	Q1 2008
	% change
	Q2 
2007
	Q2 2008
	% change
	Q3 2007
	Q3 
2008
	% change
	Q1-3 2007
	Q1-3 2008
	% change

	Sales
	1,366
	2,170
	58.9%
	1,658
	2,391
	44.2%
	1,531
	2,136
	39.5%
	4,555
	6,697
	47.0%

	EBITDA
	250
	297
	18.8%
	320
	421
	31.6%
	232
	561
	141.8%
	802
	1,279
	59.5%

	EBITDA margin
	18.30%
	13.70%
	
	19.30%
	17.60%
	
	15.15%
	26.26%
	
	17.61%
	19.10%
	

	Net income
	98
	-       22
	-122.4%
	95
	100
	5.3%
	99
	-     210
	-312.1%
	292
	-        132
	-59.6%

	
	
	
	
	
	
	
	
	
	
	
	
	

	Cash flow from operating activities
	270
	506
	87.4%
	463
	463
	0.0%
	-  2,324
	790
	134.0%
	-  1,591
	1,759
	210.6%


