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Notes to the consolidated financial statements

1 General information

Kaolin AD is a joint-stock company registered in the regional court of Rousse. 

The domicile and management address of the Company is in Bulgaria, the town of Senovo, Vyatovo District, № 8 Dabrava Str.

The chairman of the Supervisory Board of the Company is Konstantin Vasilev Nenov and the members are Ivan Valev Slivov and Stanimir Krastev Krastev. 

The Managing Board of the Company is chaired by Alexander Prokopiev and consists of the following members: Anelia Angelova Tumbeva, Dimitar Angelov, Ivaylo Timanov, Andrian Valchev, Vasil Vasilev and Pencho Penchev. 
The executive director of the Company is Alexander Georgiev Prokopiev. As of 8 January 2007, Anelia Angelova Tumbeva and Dimitar Angelov are also representatives of the company /jointly and severally/. 
The main activity of Kaolin AD is the extraction of sand and mineral resources and their processing into the following main products: kaolin, silica sand, chamotte and carbonate fillers. 
The consolidated financial statements of the Group as of 31 December 2006 (including the comparative information as of 31 December 2005) were approved by the Managing Board on 21 March 2007. 

2 Accounting policies
3 Basis for preparation of the financial statements

The consolidated financial statements of the Group have been prepared in accordance with International Financial Reporting Standards (IFRS) as developed and published by the International Accounting Standards Board (IASB).

4 Basis for preparation of the financial statements

The consolidated financial statements of the Group have been prepared in accordance with International Financial Reporting Standards (IFRS) as developed and published by the International Accounting Standards Board (IASB).
5 Changes in the accounting policies 

4.1
Revised IFRS in effect from 2006
IAS 19 (Amendment), Employee Benefits is mandatory for accounting periods beginning on or after 1 January 2006. As the Group does not intend to change the accounting policy adopted for recognition of actuarial gains and losses and does not participate in any multi-employer plans, adoption of this amendment only impacts the format and extent of disclosures presented in the accounts.

4.2
Standards adopted in early periods
IFRS 7, Financial Instruments: Disclosures, and the complementary Amendment to IAS 1, Presentation of Financial Statements – Capital Disclosures, were early adopted in 2006. IFRS 7 introduces new disclosures relating to financial instruments. This standard does not have any impact on the classification and valuation of the Company’s financial instruments.
4.3
Standards, amendments and interpretations effective in 2006 but not relevant
The following standards, amendments and interpretations are mandatory for accounting periods beginning on or after 1 January 2006 but are not relevant to the Group’s operations:

• IAS 21 (Amendment), Net Investment in a Foreign Operation;

• IAS 39 (Amendment), Cash Flow Hedge Accounting of Forecast Intracompany Transactions;

• IAS 39 (Amendment), The Fair Value Option;

• IAS 39 and IFRS 4 (Amendment), Financial Guarantee Contracts;

• IFRS 1 (Amendment), First-time Adoption of International Financial Reporting Standards and IFRS 6 (Amendment), Exploration for and Evaluation of Mineral Resources;

• IFRS 6, Exploration for and Evaluation of Mineral Resources;

• IFRIC 4, Determining whether an Arrangement contains a Lease; and

• IFRIC 5, Rights to Interests arising from Decommissioning, Restoration and Environmental Rehabilitation Funds.

• IFRIC 6, Liabilities arising from Participating in a Specific Market – Waste Electrical and Electronic Equipment.
6 Significant accounting policies
6.1 Overall considerations
The significant accounting policies that have been used in the preparation of these financial statements are summarized below.

The consolidated financial statements have been prepared on the historical cost basis except for the revaluation of certain assets and liabilities. The measurement bases are more fully described in the accounting policies below.

It should be noted that accounting estimates and assumptions are used in preparation of the consolidated financial statements. Although these estimates are based on management's best knowledge of current events and actions, actual results may ultimately differ from those estimates and assumptions.

6.2 Investment in subsidiaries

Subsidiaries are firms under the control of the Group. Control of a subsidiary is the right to manage financial and operating policies of an entity in order to obtain benefits from its activities. The consolidated financial statements of the Company include the financial statements of the parent company as well as the firms controlled by the Group through full consolidation. In the separate financial statements of the Company, the investment in subsidiaries is accounted for at cost of investment.

6.3 Investment in associates and minority participation

Associates are those entities over which the Group is able to exert significant influence but which are neither subsidiaries nor interests in a joint venture. In the consolidated financial statements investments in associates are initially recognized at cost and subsequently accounted for using the equity method.

6.4 Foreign currency translation

The separate elements of the consolidated financial statements of the Group are presented in Bulgarian Leva (BGN), which is also is the functional currency and presentation currency of the Group.

The financial results and the financial state of the subsidiaries, whose functional currency is different, are translated into Bulgarian leva. The assets and liabilities have been translated at year-end exchange rates. Income and expenses have been translated at the spot exchange rates prevailing at the dates of the transactions or at a rate that approximates the actual exchange rates. 

The year –end exchange rates as of the balance sheet date used for the translation of the financial statements of the subsidiaries, whose functional currency is different from Bulgarian leva, are as follows: 

	
	31 December 2006
	31 December 2005

	Serbian dinar
	1 EURO = 79.000 CSD 
	1 EURO = 85.500 CSD


	
	31 December 2006
	31 December 2005

	Turkish lira
	1 TRY =1.04927 BGN
	1 TRY =1.22823 BGN


	
	31 December 2006
	

	Romanian Leu
	1 RON =0.578049 BGN 
	


	
	31 December 2006
	

	Ukrainian Hryvnia
	100 USD =505 UAH
	


The exchange rate differences, which occurred as a result of the translation, have been classified as Translation reserve in Equity. 

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of the transactions (spot exchange rate as published by the Bulgarian National Bank). Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation of remaining balances at year-end exchange rates are recognized in the consolidated income statement.

The Currency Board was introduced in Bulgaria on 01 July 1997 following the recommendations by the International Monetary Fund (IMF) and fixed the value of the BGN against the DEM in ration 1:1.  Following the introduction of the EURO, the BGN was fixed to the EURO at rate 1 EURO = 1.95583 BGN.

6.5 Income and expense recognition

Revenue is measured at the fair value of the consideration received or receivable taking into account the amount of any trade discounts and volume rebates, allowed by the Group.  In case of similar assets with similar values are exchanged, the transaction is not recognized as generating income.

Revenue from sale of goods is recognized, provided all of the following conditions are satisfied:

•
the Group has transferred to the buyer the significant risks and rewards of ownership of the goods;

•
the Group retains neither continuing managerial, nor effective control over the goods sold;

•
the value of the revenue can be measured reliably;

•
it is probable that the economic benefits associated with the transaction will flow to the enterprise;

•
the cost incurred or to be incurred in respect of the transaction can be measured reliably.

Revenue from rendering of services is recognized, when the outcome of the transaction can be measured reliably. 

Operating expenses are recognized in the consolidated income statement upon utilization of the service or at the date of their origin. Expenditure for warranties is recognized and charged against the associated provision when the related revenue is recognized. Interest income and expenses are reported on an accrual basis. Dividends received, other than those from investments in associates, are recognized at the time of their distribution.

6.6 Borrowing costs

All borrowing costs are expensed as incurred.  Borrowings are recognized initially at fair value, net of transaction costs incurred.  Borrowings are subsequently stated at amortized cost.  Subsequent to initial recognition the borrowings are valued at amortisable amount. Any difference between the proceeds (net of transaction costs) and the redemption value is recognized in the consolidated income statement over the period of the borrowings using the effective interest method.

6.7 Goodwill

Any excess of the cost of the business combination over the acquirer’s share of the net fair value of the acquiree's identifiable assets, liabilities and contingent liabilities at the acquisition date is described as goodwill and recognised as an asset at its cost. The goodwill is initially stated at cost, which is the excess of the cost over the acquirer’s share of the net fair value of the identifiable assets, liabilities and contingent liabilities.  

After initial recognition goodwill as a result of a business combination is carried at its cost less accumulated impairment losses.

Goodwill as a result of a business combination is not amortised. Instead, it is subject to impairment testing once a year or even several times a year if there are indications for impairment due to certain events or changes of circumstances.

If the acquirer's share of the net fair value of the acquiree's identifiable assets, liabilities and contingent liabilities exceeds the cost of the business combination, the acquirer reassesses the identification and measurement of the acquiree's identifiable assets, liabilities and contingent liabilities and the measurement of the cost of the combination; and recognises immediately in profit or loss any excess remaining after that reassessment.

6.8 Intangible assets 

Intangible fixed assets are measured initially at cost. If an intangible asset is acquired separately, the cost comprises its purchase price, including any import duties and non-refundable purchase taxes, and any directly attributable expenditure on preparing the asset for its intended use. If an intangible asset is acquired in a business combination, the cost of that intangible asset is based on its fair value at the date of acquisition.  

After initial recognition, according to the benchmark treatment, an intangible asset is carried at its cost less any accumulated amortization and any accumulated impairment losses. Impairment losses are recognized in the current period consolidated income statement.

Subsequent expenditure on an intangible asset after its purchase or its completion is recognized as an expense when it is incurred unless it is probable that this expenditure will enable the asset to generate future economic benefits in excess of its originally assessed standard of performance; and this expenditure can be measured and attributed to the asset reliably. If these two conditions are met, the subsequent expenditure is added to the cost of the intangible asset.

Depreciation is calculated using the straight-line method over the estimated useful life of individual assets as follows:
· software
2 years
· others

6.7 years


Careful judgment by Group’s management is applied when deciding whether the recognition requirements for development costs have been met. Judgments are based on the best information available at each balance sheet date. In addition, all internal activities related to the research and development of new software products are continuously monitored by management.

The recognition threshold, selected by the Group for intangible fixed assets amounts to BGN 500.

6.9 Property, plant and equipment

An item of property, plant and equipment is initially measured at its cost, which comprises its purchase price and any directly attributable costs of bringing the asset to working condition for its intended use.

Subsequent to initial recognition as an asset, an item of property, plant and equipment is carried at its cost less any accumulated depreciation and any accumulated impairment losses according to benchmark treatment. Impairment losses are recognized in the current period consolidated income statement.

Subsequent expenditure relating to an item of property, plant and equipment that has already been recognized in the consolidated financial statements is added to the carrying amount of the asset when it is probable that future economic benefits, in excess of the originally assessed standard of performance of the existing asset, will flow to the Group. All other subsequent expenditures are recognized as an expense in the period in which it is incurred.

Property, plant and equipment acquired under finance lease agreement, are depreciated based on their expected useful life, determined by reference to comparable assets or based on the period of the lease contract if shorter.

Depreciation is calculated using the straight-line method over the estimated useful life of individual assets as follows:
· Buildings


25 years

· Machines


3.4 years

· Vehicles


10 years

· Cars



 4 years

· Equipment 


6.7 years

· Hardware


2  years
· Others



6.7 years

The recognition threshold, selected by the Group for tangible fixed assets amounts to BGN 500.

6.10 Leases

In accordance with IAS 17 (rev 2003), the economic ownership of a leased asset is transferred to the lessee if the lessee bears substantially all the risks and rewards related to the ownership of the leased asset.

The related asset is recognized in the leasee’s balance sheet at the lower of the fair value of the leased property and the present value of the minimum lease payments. A corresponding amount is recognized in the balance sheet as a finance leasing liability, irrespective of whether some of these lease payments are payable up-front at the date of inception of the lease.
The corresponding finance leasing liability is reduced by lease payments less finance charges, which are expensed to finance costs.

Assets acquired under the terms of finance lease are depreciated in accordance with IAS 16 or IAS 38. 

All other leases are treated as operating lease agreements. Operate lease payments are recognized as an expense on a straight-line basis. Affiliated costs, such as maintenance and insurance, are expensed in the consolidated income statement as incurred.

Assets subject to operating lease agreements are presented in the Group’s balance sheet and are depreciated in accordance with the lessor’s normal depreciation policy for similar assets and on the basis set out in IAS 16 and IAS 38.  Lease income is recognized on a straight line basis in the consolidated income statement for the period of the lease agreement.  

Assets held under a finance lease agreement are presented in the Group’s balance sheet as a receivable at amount equal to the net investment in the lease.  The sales revenue from assets is recognized in the current year consolidated income statement.  The recognition of the financial income is based on a pattern reflecting a constant periodic rate of return of the lessor’s net investment outstanding in respect of the finance lease.

6.11 Impairment of Group’s assets

The Group’s assets are subject to impairment testing at every balance sheet date so as to determine whether indications exist that the value of a certain asset may be impaired.

For the purposes of assessing impairment, the Group’s assets are grouped at the lowest levels for which there are separately identifiable cash flows - cash-generating units. As a result, some assets are tested individually for impairment and some are tested at cash-generating unit level.

Individual assets or cash-generating units are tested for impairment at least annually and whenever events or changes in circumstances indicate that the carrying amount may not be recoverable.

Whenever the recoverable amount of a certain asset is lower than its carrying amount, the asset’s carrying amount should be reduced to the asset’s recoverable amount. This reduction is the impairment loss.

The recoverable amount is the higher of net selling value, reflecting market conditions and value in use, based on the present value of the estimated cash flows to be generated by the asset over its useful life 

Impairment losses recognized for cash-generating units, to which goodwill has been allocated, are credited initially to the carrying amount of the assets of this group as follows: first, to the goodwill relating to the unit, and then pro rata to the carrying amounts of all other assets in the cash-generating unit. With the exception of goodwill, all other Group’s assets are subsequently reassessed by management for indications that an impairment loss previously recognized may no longer exist or be reduced. 

6.12 Financial assets

Group’s financial assets include cash and financial instruments. Financial instruments, other than hedging instruments, can be divided into the following categories: loans and receivables occurred initially within the Group, financial assets at fair value through profit or loss, held-to-maturity investments and available-for-sale financial assets. Financial assets are assigned to the different categories, depending on the purpose for which the investments were acquired. The designation of financial assets is re-evaluated at every reporting date.

All financial assets are recognized on their settlement date.

All financial assets are initially recognized by the Group at fair value. Transaction costs, which are directly attributable to the acquisition or issue of the financial asset of financial liability, are added to the initially recognised fair value, except for financial assets or liabilities at fair value through profit or loss.

Derecognition of financial instruments occurs when the Group losses its control over the contractual rights composing the financial assets – ie when the rights to receive cash flows expire or substantially all of the risks and rewards of ownership have been transferred. An assessment for impairment is undertaken at least at each balance sheet date whether or not there is objective evidence that a financial asset or a group of financial assets is impaired.

Interest and other cash flows resulting from holding financial instruments are recognized in the consolidated income statement when received, regardless of how the related carrying amount of financial assets is measured.

Held-to-maturity investments are financial instruments with fixed or determinable payments and a fixed date of maturity. Investments are classified as held-to maturity if it is the intention of the Group’s management to hold them until maturity. Held-to-maturity investments are subsequently measured at amortized cost using the effective interest method. In addition, if there is objective evidence that the investment has been impaired, the financial asset is measured at the present value of estimated cash flows. Any changes to the carrying amount of the investment are recognized in the consolidated income statement.

Financial assets at fair value through profit or loss include financial assets that are acquired particularly for the purpose of generating profit from short-term price fluctuations or dealer margins. Derivative financial instruments that do not qualify for effective hedge instruments are classified as held for trading. Financial assets at fair value through profit or loss are initially recognised at cost, which is the fair value of the consideration given. Subsequent to initial recognition, the financial instruments included in this category are measured at fair value, except those which have no market value at active markets and hence their fair value cannot be measured reliably. Those without quoted market prices are measured at amortized cost using the effective interest method or at cost in cases when they don’t have fixed date of payment. 

Available-for-sale financial assets include those assets, which do not qualify for inclusion in any of the other categories of financial assets: loan and receivables, held – to – maturity investments and financial assets at fair value through profit or loss. All financial assets within this category are subsequently measured at fair value, unless there is no market value at active markets present and hence their fair value cannot be measured reliably. Those without quoted market prices are measured at amortized cost using the effective interest method or at cost in cases when they don’t have fixed date of payment.

Changes in value are recognized in equity, net of any effects arising from income taxes. Gains and losses arising from securities classified as available-for-sale are recognized in the consolidated income statement when they are sold or when the investment is impaired. 

Loans and receivables that have arisen initially within the Group, are financial assets created by the company through direct provisioning of money, goods or services to a debtor. They are non-derivative financial instruments that are not quoted in an active market. 

Loans and receivables are subsequently measured at amortized cost using the effective interest method, less provision for impairment. Any change in their value is recognized in the consolidated income statement. 

Trade receivables are impaired when objective evidence is received that the Group will not be able to collect all amounts due to it in accordance with the original terms of the receivables. The amount of the write-down is determined as the difference between the carrying amount of the receivable and the present value of estimated future cash flows.

6.13 Inventory

Inventories comprise raw materials, work in progress and purchased goods. Cost includes all expenses directly attributable to the purchase or manufacturing process, processing as well as other direct supply expenses. Financing costs are not taken into consideration. At the balance sheet date, inventories are carried at the lower of cost and net realizable value. The impairment of inventories to their net realisable value is recognised as expenses for the current period.

Net realizable value is the estimated selling price in the ordinary course of business less any applicable selling expenses.  In case inventories have already been impaired to their net realizable value and in the following period the impairment conditions are no longer present, then a new net realizable value is accepted. The inventory recovery amount cannot exceed the carrying amount of the inventories before impairment.  The inventory recovery amount is accounted for as decrease in inventory expenses for the period in which the recovery takes place.

The Group assesses the cost of inventories by using the weighted average cost.

When inventories are sold, the carrying amount of those inventories is recognized as an expense in the period in which the related revenue is recognized.
6.14 Income taxes

Current income tax assets and/or liabilities comprise those obligations to, or claims from, fiscal authorities relating to the current or prior reporting period, that are unpaid at the balance sheet date. They are calculated according to the tax rates and tax laws applicable to the fiscal periods to which they relate, based on the taxable profit for the year. All changes to current tax assets or liabilities are recognized as a component of tax expense in the consolidated income statement.

Deferred income taxes are calculated using the liability method on all temporary differences. This involves the comparison of the carrying amounts of assets and liabilities in the financial statements with their respective tax bases. However, in accordance with the rules set out in IAS 12, no deferred taxes are recognized in conjunction with goodwill. This applies also to temporary differences associated with shares in subsidiaries and joint ventures if the Group can control reversal of these temporary differences and it is probable that reversal will not occur in the foreseeable future. The existing tax losses are assessed using the available criteria for recognition in the financial statements before reporting a deferred tax asset. Such is recognized to the extent that the realization of the related tax benefits through the future taxable profits is probable. 

Deferred tax liabilities are always provided for in full. Deferred tax assets are recognized to the extent that it is probable that they will be able to be offset against future taxable income. 

Deferred tax assets and liabilities are calculated at tax rates that are expected to apply to their respective period of realization.

Most changes in deferred tax assets or liabilities are recognized as a component of tax expense in the consolidated income statement. Only changes in deferred tax assets or liabilities that relate to a change in value of assets or liabilities that are charged directly to equity (such as the re-evaluation of land) are charged or credited directly to equity.  

6.15 Cash and cash equivalents

The Group reports as cash and cash equivalents cash at bank and in hand as well as saving bank accounts, short term or highly liquid investments which can easily be turned into money and contain insignificant risk of change in value.  

6.16 Equity

The Group’s share capital is determined using the nominal value shares that have been issued.

Retained earnings include all current and prior period results as determined in the consolidated income statement.
6.17 Pension obligations and short term employee benefits

The Group has not elaborated and does not apply plans for employee benefits after leaving, nor other long term income and plans for income after leave or ones in the form compensations with shares of the share capital or interest.

The Group reports short-term payables relating to unutilized paid leaves, which shall be compensated in case it is expected the leaves to occur within 12 months after the end of the accounting period during which the employees have performed the work related to those leaves.  The short term payables to personnel include wages, salaries and related social security payments.
6.18 Financial liabilities

Financial liabilities include bank loans and overdrafts, trade and other payables and finance lease liabilities.

Financial liabilities are recognized when there is a contractual obligation for payment of cash or of other financial asset to another company or if there is a contractual obligation for exchange of financial instruments with another company under potentially unfavourable terms. All interest related charges are recognized as a financial expense in the consolidated income statement.

Bank loans are raised for support of the Group’s operations. They are recognized in the Group’s balance sheet at proceeds received, net of direct issue costs. Finance charges, including premiums payable on settlement or redemption and direct issue costs, are charged to consolidated financial statements on an accrual basis using the effective interest method and are added to the carrying amount of the instrument to the extent that they are not settled in the period in which they arise.

Finance lease liabilities are measured at initial value less the capital element of lease repayments.

Trade payables are recognized initially at their nominal value and subsequently measured at amortized cost less settlement payments.

Dividend distributions to shareholders are included when the dividends are approved by the shareholders’ meeting.

6.19 Other provisions, contingent liabilities and contingent assets

Provisions, representing current obligations of the Group arising from past events, the settlement of which is expected to result in an outflow of resources, are recognized as liabilities of the Group.  A provision is recognized only when the following conditions are present: 

· The Group has a present obligation as a result of past events;

· It is probable that an outflow of resources embodying economic benefits will be required to settle the obligation;

· A reliable estimate can be made of the amount of the obligation. 

The amount recognized as a provision is the best estimate of the expenditure required to settle the present obligation at the balance sheet date.  In reaching the best estimate of the provision, the Group takes into account the risks and uncertainties that inevitably surround many events and circumstances as well as the effect of the time value of the money, when it is material.

Provisions are reviewed at each balance sheet date and adjusted to reflect the current best estimate.  If it is no longer probable that an outflow of resources embodying economic benefits will be required to settle the obligation, the provision is reversed. The Group does not recognize contingent assets since this may result in the recognition of income that may never be realized.

7 Basis of consolidation

7.1 Investment in subsidiaries

The following subsidiaries are included in the consolidation: 
	
	Country
	Main 
	2006
	2005

	Name of subsidiary
	of
	activity
	% of
	% of

	
	incorporation
	
	ownership
	ownership

	
	
	
	
	

	Magma 97 AD
	Bulgaria
	Production
	84.79
	77.68

	Keramichni materiali EOOD
	Bulgaria
	Production
	100.00
	100.00

	Feriboten Complex Silistra  EAD 
	Bulgaria
	Port operator
	100.00
	100.00

	Ustrem 2001 AD
	Bulgaria
	Production
	100.00
	85.53

	BRP Invest EOOD
	Bulgaria
	Transport
	100.00
	100.00

	Eve EOOD
	Bulgaria
	Production
	100.00
	100.00

	Ogneuporni glini AD                 
	Bulgaria
	Production
	91.67
	-

	Yugo Kaolin
	Serbia
	Production
	100.00
	100.00

	Kopovi Ub             
	Serbia
	Production
	69.18
	-

	Kaolin Industrial Minerals
	Turkey
	Trade
	80.00
	80.00

	Industrial zone Varna Zapad EAD
	Bulgaria
	Leasing of assets
	100.00
	100.00

	Strandja Mining AD
	Bulgaria
	Production
	50.00
	50.00

	Kaolin Azov     
	Ukraine
	Production
	       100.00
	             -

	Promineral         
	Ukraine
	Production
	         93.00  
	-

	Kaolin Mineral
	Romania
	Production
	100.00
	-


In 2006 a number of new foreign subsidiaries have been acquired and included in the consolidated financial statements – Kaolin Azov - Ukraine, Promineral – Ukraine, and Kaolin Mineral – Romania, and Kopovi Ub – the subsidiary of Yugo Kaolin - Serbia. 

On the territory of the country the main transactions were the acquisition of 91.67% of capital of Ogneuporni glini AD, Pleven, in the end of November 2006, the acquisition of the remaining package of shares of Ustrem 2001 EAD in March 2006, and the increase from 77.68% to 84.79% of the shareholding of Kaolin AD in the capital of Magma-97 AD. 
In 2006, Kaolin AD sold its investments in two of its subsidiaries - Feriboten Complex Silistra EAD /currently fully owned by Alfa Finance Holding AD/ and Eve EOOD, which was sold to a foreign company. 
In 2006, Keramichni materiali EOOD, a subsidiary of Kaolin AD sold its 50% shareholding in the capital of Strandja Mining AD to a foreign investor. 
The accounting method used for presentation of investment in subsidiaries in the separate financial statements of the Company is the cost method. 

8 Segment reporting

The segments identified within the Group are as follows:

· Production

· Others
	Business segments 
31 December 2006
	Production
	Others
	Consolidation
	Group

	
	BGN’000s
	BGN’000s
	BGN’000s
	BGN’000s

	
	
	
	
	

	Revenue
	
	
	
	

	-from external customers
	87,903
	2,260
	-
	90,163

	-from other business sectors
	7,571
	473
	(8,044)
	-

	
	
	
	
	

	Result from operating activity
	12,673
	1,149
	(29)
	13,793

	Financial income/expenses, net
	(2,771)
	(30)
	147
	(2,654)

	Tax expense, net
	(1,538)
	(169)
	- 
	(1,707)

	Net result for the period
	8,364
	950
	118
	9,432

	
	
	
	
	

	Segment assets
	114,722
	3,033
	(15,863)
	101,892

	Consolidated total assets
	114,722
	3,033
	(15,863)
	101,892

	
	
	
	
	

	Segment liabilities
	68,033
	1,828
	(6,261)
	63,600

	Consolidated total liabilities
	68,033
	1,828
	(6,261)
	63,600

	
	
	
	
	

	Capital expenditures
	45,101
	2,540
	(748)
	46,893


	Segments by country 
31 December 2006
	Bulgaria
	Serbia
	Turkey
	Ukraine
	Romania
	Consolidation
	Total

	
	BGN’000s
	BGN’000s
	
	
	BGN’000s
	BGN’000s
	BGN’000s

	
	
	
	
	
	
	
	

	Revenue from external customers
	82,837
	6,546
	780
	-
	-
	-
	90,163

	Assets
	108,029
	8,353
	366
	562
	445
	(15,863)
	101,892

	Capital expenditures
	42,400
	4,783
	8
	36
	414
	(748)
	46,893


	Business segments 
31 December 2005
	Production
	Others
	Consolidation
	Group

	
	BGN’000s
	BGN’000s
	BGN’000s
	BGN’000s

	
	
	
	
	

	Revenue
	
	
	
	

	-from external customers
	69,599
	742
	-
	70,341

	-from other business sectors
	3,227
	231
	3,458
	-

	
	
	
	
	

	Result from operating activity
	9,396
	(176)
	(67)
	9,153

	Financial income/expenses, net
	(498)
	(1)
	-
	(499)

	Tax expense, net
	(1,397)
	(7)
	- 
	(1,404)

	Net result for the period
	7,501
	(184)
	(67)
	7,250

	
	
	
	
	

	Segment assets
	85,256
	605
	(9,639)
	76,222

	Consolidated total assets
	85,256
	605
	(9,639)
	76,222

	
	
	
	
	

	Segment liabilities
	45,282
	326
	(3,737)
	41,871

	Consolidated total liabilities
	45,282
	326
	(3,737)
	41,871

	
	
	
	
	

	Capital expenditures
	32,287
	156
	(733)
	31,710

	Depreciation, amortisation and impairment
	(3,762)
	(7)
	(57)
	(3,826)

	Receivables written off
	(118)
	-
	-
	(118)


	Segments by country 
31 December 2005
	Bulgaria
	Serbia
	Turkey
	Consolidation
	Total

	
	BGN’000s
	BGN’000s
	BGN’000s
	BGN’000s
	BGN’000s

	
	
	
	
	
	

	Revenue from external customers
	67,552
	2,059
	730
	-
	70,341

	Assets
	82,659
	2,918
	284
	(9,639)
	76,222

	Capital expenditures
	30,395
	2,038
	10
	(733)
	31,710


9 Property, plant and equipment

	
	Land
	Buildings
	Machines and equipment
	Vehicles
	Others


	Assets under construction
	Total

	
	
	
	
	
	
	
	

	
	BGN’000s
	BGN’000s 
	BGN’000s
	BGN’000s 
	BGN‘000s 
	BGN’000s
	BGN‘000s

	At 1 January 2005
	
	
	
	
	
	
	

	Cost
	5,416
	7,268
	22,068
	1,655
	232
	1,076
	37,715

	Accumulated depreciation
	(1,948)
	(2,158)
	(10,086)
	(624)
	(128)
	-
	(14,944)

	Net book amount
	3,468
	5,110
	11,982
	1,031
	104
	1,076
	22,771

	
	
	
	
	
	
	
	

	For 2005
	
	
	
	
	
	
	

	Opening net book amount
	3,468
	5,110
	11,982
	1,031
	104
	1,076
	22,771

	Additions
	844
	482
	8,727
	477
	74
	10,704
	21,308

	Disposals
	(27)
	(101)
	(827)
	(42)
	(1)
	(7,599)
	(8,597)

	Depreciation charge
	(65)
	(290)
	(3,085)
	(341)
	(27)
	-
	(3,808)

	Translation difference
	(8)
	(73)
	(93)
	(3)
	-
	(3)
	(180)

	Closing net book amount
	4,212
	5,128
	16,704
	1,122
	150
	4,178
	31,494

	
	
	
	
	
	
	
	

	At 31 December 2005
	
	
	
	
	
	
	

	Cost
	6,225
	7,562
	29,571
	1,953
	305
	4,178
	49,794

	Accumulated depreciation
	(2,013)
	   (2,434)
	(12,867)
	    (831)
	(155)
	          -
	 (18,300)

	Net book amount
	4,212
	5,128
	16,704
	1,122
	150
	4,178
	31,494

	
	
	
	
	
	
	
	

	For 2006
	
	
	
	
	
	
	

	Opening net book amount
	4,212
	5,128
	16,704
	1,122
	150
	4,178
	31,494

	Additions
	2,503
	4,000
	10,490
	5,169
	737
	18,750
	41,649

	Disposals
	(170)
	(13)
	(2,137)
	(274)
	(598)
	(17,942)
	(21,134)

	Depreciation charge
	(75)
	(388)
	(4,570)
	(1,036)
	(50)
	(34)
	(6,153)

	Translation difference
	62
	98
	93
	10
	1
	26
	290

	Closing net book amount
	6,532
	8,825
	20,580
	4,991
	240
	4,978
	46,146

	
	
	
	
	
	
	
	

	At 31 December 2006
	
	
	
	
	
	
	

	Cost
	8,620
	12,002
	37,278
	6,586
	443
	5,038
	69,967

	Accumulated depreciation
	(2,088)
	(3,177)
	(16,698)
	(1,595)
	(203)
	(60)
	(23,821)

	Net book amount
	6,532
	8,825
	20,580
	4,991
	240
	4,978
	46,146


At 31 December 2006, assets under construction relate to the construction of an installation for sieving sand in Ignatievo Factory (BGN 368 thousand), dryer in Devnya Factory (BGN 466 thousand), as well as expenses related to the gasification of the same production area (BGN 89 thousand), and designing costs for the construction of an industrial railway branch in Dimitrovgrad Factory (BGN 352 thousand) and mining works in the mines Essennicite – VIII section and Saragiol – 21 unit.

Depreciation charges are included in “Depreciation/amortisation expenses” in the consolidated income statement.

10 Leases

10.1 Finance leases

At 31 December 2006, the company has forty seven effective finance lease agreements, which mostly relates to vehicles and special equipment for processing of row materials. The assets are included under the heading of “Property, plant and equipment” (see note 5).

Future minimum lease payments as per 31 December 2006 are as follows:

	
	Up to 1 year
	1 to 5 years
	Total

	
	BGN’000s
	BGN’000s
	BGN’000s

	
	
	
	

	Lease payments
	3,475
	4,555
	8,030

	Discounts
	(378)
	(341)
	(719)

	Net present value
	3,097
	4,214
	7,311


Future minimum lease payments as per 31 December 2005 are as follows:

	
	Up to 1 year
	1 to 5 years
	Total

	
	BGN’000s
	BGN’000s
	BGN’000s

	
	
	
	

	Lease payments
	1,161
	1,857
	3,018

	Discounts
	(146)
	(154)
	(300)

	Net present value
	1,015
	1,703
	2,718

	
	
	
	


The lease agreement includes fixed lease payments and a purchase option at the end of the lease term.  

As of 31 December 2006 the Group is a lessor according to four finance lease agreements, which relate to machines and equipment mostly. 

Future minimum lease receipts as per 31 December 2006 are as follows:
	
	Up to 1 year
	1 to 5 years
	Total

	
	BGN’000s
	BGN’000s
	BGN’000s

	
	
	
	

	Lease receipts
	228
	226
	454

	Discounts
	(36)
	(16)
	(52)

	Net present value
	192
	210
	402


Future minimum lease receipts as per 31 December 2005 are as follows:
	
	Up to 1 year
	1 to 5 years
	Total

	
	BGN’000s
	BGN’000s
	BGN’000s

	
	
	
	

	Lease receipts
	133
	205
	338

	Discounts
	(29)
	(19)
	(48)

	Net present value
	104
	186
	290


10.2 Operating lease

The Group’s minimum operating lease payments are as follows:

	
	Up to 1 year
	1 to 5 years
	Total

	
	BGN’000s
	BGN’000s
	BGN’000s

	
	
	
	

	At 31 December 2006
	647
	1,235
	1,882


Kaolin AD is the main source of the future minimum operating lease payments as of 31 December 2006 connected to contracts concluded with the following companies: Port Varna Zapad EAD, contract in effect by 31 December 2008, Mines Maritsa Iztok, contract in effect by May 2010, Sofia central Park EAD, contract in effect by 1 August 2011.

The operating lease agreements contain renewal clauses and do not contain clauses for purchase or conditional payments. 
11 Goodwill
	
	Goodwill



	
	BGN‘000s

	At 1 January 2005
	

	Cost
	                948 

	Accumulated amortization 
	             (174)

	Net book amount
	                 774 

	
	

	For 2005
	

	Opening net book amount
	                774 

	Additions
	                327 

	Disposals
	- 

	Amortization
	- 

	Closing net book amount
	               1,101 

	
	

	At 31 December 2005
	

	Cost
	             1,101 

	Accumulated amortization 
	- 

	Net book amount
	              1,101 

	
	

	For 2006
	

	Opening net book amount
	1,101

	Additions
	2,074

	Disposals
	(327)

	Impairment for the period
	-

	Closing net book amount
	2,848

	
	

	At 31 December 2006
	

	Cost
	2,848

	Accumulated impairment 
	-

	Net book amount
	2,848


12 Intangible assets

	
	Rights
	Software
	Other
	Intangible assets under development 
	Total

	
	
	
	
	
	

	
	
	
	
	
	

	
	BGN‘000s
	BGN‘000s
	BGN‘000s
	BGN‘000s
	BGN‘000s

	
	
	
	
	
	

	At 1 January 2005
	
	
	
	
	

	Cost
	28
	546
	142
	-
	716

	Accumulated amortization 
	(28)
	(539)
	(11)
	-
	(578)

	Net book amount
	-
	7
	131
	-
	138

	
	
	
	
	
	

	For 2005
	
	
	
	
	

	Opening net book amount
	-
	7
	131
	-
	138

	Additions
	4
	67
	28
	-
	99

	Disposals
	(4)
	-
	-
	-
	(4)

	Amortization
	-
	(8)
	(9)
	-
	(17)

	Closing net book amount
	-
	66
	150
	-
	216

	
	
	
	
	
	

	At 31 December 2005
	
	
	
	
	

	Cost
	28
	613
	170
	-
	811

	Accumulated amortization 
	(28)
	(547)
	(20)
	-
	(595)

	Net book amount
	-
	66
	150
	-
	216

	
	
	
	
	
	

	For 2006
	
	
	
	
	

	Opening net book amount
	-
	66
	150
	-
	216

	Additions
	42
	76
	-
	476
	594

	Disposals
	-
	-
	-
	-
	-

	Amortization
	-
	(55)
	(8)
	-
	(63)

	Closing net book amount
	42
	87
	142
	476
	747

	
	
	
	
	
	

	At 31 December 2006
	
	
	
	
	

	Cost
	70
	689
	170
	476
	1,405

	Accumulated amortization 
	(28)
	(602)
	(28)
	-
	(658)

	Net book amount
	42
	87
	142
	476
	747

	
	
	
	
	
	


The newly acquired intangible assets in 2006 include a waste-free technology for production of sand and kaolin, studied and implemented in its first stage using resources of the National Innovation Fund at Bulgarian SME Promotion Agency.  
Amortization is included under the heading “Depreciation/amortization expenses” in Consolidated Income statement. 

13 Long - term financial assets

The amounts recognized in the consolidated balance sheet of the Group comprise mainly the long-term portion of payables under finance lease agreements.
14 Deferred taxes
Deferred taxes arising from temporary differences under the liability method, using a principal tax rate of 15% for 2006 (15% for 2005), can be summarized as follows:
	
	2006
	2006
	2005
	2005

	
	Deferred tax asset
	Deferred tax liability
	Deferred tax asset
	Deferred tax liability

	
	BGN’000s
	BGN’000s
	BGN’000s
	BGN’000s

	Related to: 
	
	
	
	

	Impairment of receivables
	                   -   
	-
	                   -   
	                 (22)

	Provisions of unused holidays 
	                   -   
	(23)
	                   -   
	                 (22)

	   Current assets
	                   -   
	(393)
	                   -   
	               (208)

	Tangible fixed assets
	                   -   
	748
	                   -   
	                 855 

	Others 
	31 
	                   8   
	                   12 
	                   -   

	 
	31
	340
	                   12 
	                 603 


Please also refer to Note 30 for information on the Group’s tax expense. 

15 Inventories
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Raw materials 
	3,178
	1,889 

	Finished goods
	7,278 
	3,720 

	Goods
	1,436
	910 

	Work in progress 
	11
	-

	
	11,903
	6,519


None of the inventories are pledged as securities for liabilities of the Group.

At the time of privatisation of Kaolin AD back in 2000, factual quantities of concomitant sands (products), derived as a buy-product of the production process in prior years and the then applicable technology, were ascertained. At 31 December 2006, according to the conservative assessments the available quantity of these products is about 1,500 thousand tons and is reported in the accounting books in natural measurements only, in compliance with the applicable accounting law. 

16 Short-term financial assets
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Finance lease receivables short-term portion 
	192
	104

	Short-term loans
	162
	3,471

	
	354
	3,575


17 Trade receivables
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Advances paid
	6,142
	5,504

	Trade receivables, gross
	16,368
	13,481

	Impairment of trade receivables
	(42)
	(65)

	Trade receivables, net
	22,468
	18,920


Trade receivables are usually due within 90 days and do not bear any effective interest rate. All trade receivables are subject to credit risk exposure. 

18 Other receivables
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	Tax receivables
	784
	953 

	Other short-term receivables
	2,156
	2,670

	
	2,940
	3,623


Tax receivables are related to VAT refundable in October, November, and December 2006, which has been refunded to Kaolin AD by the date of approval of these financial statements in 2007. 

The other short-term receivables as of 31 December 2006 are related mainly to receivables from court litigation – BGN 988 thousand, and settlements for sea agency – BGN 369 thousand.
19 Cash and cash equivalents
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Cash at bank
	2,194
	           2,406 

	Cash in hand
	337
	1,838 

	Blocked cash 
	176
	                - 

	Cash and cash equivalents in employees
	85
	56

	
	2,792
	4,300


20 Equity

20.1 Share capital

The share capital of the Group consists of 3,403,230 ordinary shares with a par value of BGN 1. All shares are equally eligible to receive dividends and the repayment of capital and represent one vote at the shareholders’ meeting of the Group.  

	
	2006
	2005

	
	
	

	Shares issued and fully paid
	
	

	- beginning of the year
	3,403,230
	3,403,230

	- issued during the year
	-
	-

	Shares fully paid 31 December 2005
	3,403,230
	3,403,230

	
	
	


A resolution for increasing the company’s capital to BGN 20,419,380 at the account of the reserves of BGN 17,016,150 was taken by the shareholders’ meeting of Kaolin AD held on 1 December 2006.
The list of the principal shareholders is as follows:

	
	2006
	2006
	2005
	2005

	
	Number of
	%
	Number of
	%

	
	shares
	
	shares
	

	
	
	
	
	

	Name
	
	
	
	

	Alfa Finance Holding AD
	2,926,003
	85.98
	2,922,058
	85.86

	Gramercy Financial Services LTD
	-
	-
	425,404
	12.50

	Mauve Clover Ltd.
	425,404
	12.50
	-
	-

	
	
	
	
	

	Individuals 
	51,823
	1.52
	55,768
	1.64

	
	3,403,230
	100.00
	3,403,230
	100.00


20.2 Reserves 
Reserves are created mainly through the distribution of a financial result. 
20.3 Translation reserve

The exchange rate differences, which occurred as a result of the translation in BGN of the results and the financial status of the subsidiaries which functional currency is different, have been classified as Translation reserve in Equity.

21 Long - term financial liabilities
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Debenture loans liabilities– long-term portion
	1,955
	5,867

	Finance lease liabilities  – long-term portion
	4,214
	1,703

	Other loans  – long-term portion
	576
	189

	
	6,745
	7,759


Fair values of long-term financial liabilities have been determined by calculating their present values at the balance sheet date, using the effective interest rates method. No fair value changes of the long-term liabilities have been included in the income statement for the period as they are carried at amortized cost in the consolidated balance sheet of the Group.

As of 31 December 2006 the debenture loan of Kaolin AD was stated at its long-term portion, with a maturity date on 9 June 2008. In 2006, the first two principal amounts on the debenture issue together with the corresponding coupon payments were made on the maturity dates set. The term of the debenture loan is five years. The coupon is paid every six months, the interest amounts to 7.5%. The final principal payment will be made on 09 June 2008. 
22 Short – term financial liabilities
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Bank loans – short term portion
	31,084
	15,307

	Debenture loans liabilities– short-term portion
	3,912
	3,912

	Finance lease liabilities  – short-term portion
	3,097
	1,015

	
	38,093
	20,234


Please refer to notes 9.1 and 20 for further information on the finance lease liability.

Loans amounting to BGN 31,084 thousand represent liabilities of Kaolin AD for working capital and bridge financing to Citibank N.S. – branch Sofia, their maturity dates are 30 November 2007 and 30 September 2007, as well as liabilities on three credit lines in Bulbank AD, the maturity for the utilized amount being 31 May 2007, and payments in equal monthly instalments depending on the agreed-upon repayment schedule to each one of the three contracts. At the date of this disclosure the company is in a process of negotiating with Bulbank AD the aggregation of the three credit lines into one general line, offering better interest rate terms in view of the company’s intention to reduce partially, to EUR 10 million, its effective credit exposure to the Bank.
23 Trade and other payables
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Trade payables
	10,736
	6,163

	Payables to personnel and social security institutions 
	3,694
	3,774

	Tax liabilities 
	658
	938

	Concession payables 
	1,070
	866

	Other liabilities 
	1,528
	1,134

	
	17,686
	12,875


23.1 Concession payables
At the year end, Kaolin AD possesses nine concession rights and payments of the concession royalties for the fields “Vetovo”, “ Dojranci”, “ Dabravino”, “Saragiol – Jalti dol”, “ Srednia”, “ Kireshlika”, “ Esennicite – VIII”, “Saragiol – 21”, “Svoboda” and in the current year they are continued to be accounted for as current period expenses according to the policy of the Group for reporting in relation to the change of the accounting base in 2003. 

At the year end, no real extraction has yet started from the concessions fields “ Esennicite – VIII”, “Saragiol – 21”, and “Svoboda”, acquired by Kaolin AD in 2003. However, the company is paying the minimal concession fees, according to the concession agreements, since the grace period for mine construction, respectively for acquisition of the land ownership, has expired. 
In 2006, Magma – 97 AD was paying a concession fee only for one of the all four fields - “Kanarata”, which is the only one functioning. At 31 December 2006 the extraction in the other concession fields of Magma – 97 AD - “Kanarata- West”, “Ustrem” and “Melnitsa” has not started yet.
Ogneuporni glini AD was paying for the sixth concession rights owned by it - „Slavianovo”, „Brashlianica”, „Chuchura”, „Biala voda”, „Iskar” and „Suh kladenec”.

In relation to the concession rights owned by subsidiaries abroad in 2006 no concession fees are due – for the fields in Serbia because of legal provisions and for the fields in Ukraine, since no extraction has commenced yet.  
The fees due and paid by Kaolin AD to the Ministry of the Economy as concession fees for 2006 are detailed in the table below.

	№
	Field 
	Net sales of basic products under concession contracts,  BGN’000
	%
	Liability
	 Minimal concession liability in BGN’000
	Liability for yearly surcharge

	1
	Mine  "Vetovo"
	23,403
	4
	936
	343
	594

	2
	Mine  "Dojranci"
	5,671
	4
	227
	17
	209

	3
	Mine  "Jalti dol"
	1,449
	5
	73
	98
	

	4
	Mine  "Srednia"
	76
	4
	3
	3
	

	5
	Mine  "Dabravino"
	646
	5
	32
	41
	

	6
	Mine  " Esennicite – VIII”
	
	3
	
	90
	

	7
	Mine  “Saragiol – 21 nest”
	
	3
	
	81
	

	8
	Mine  “Kireshlika”
	314
	2
	6
	47
	

	9
	Mine „Svoboda”
	
	
	
	8
	

	 
	Total 
	31,559
	
	1,277
	728
	803


The concession payments as of 31 December 2006 include payables of the Group for yearly surcharge and minimal concession liability for the forth quarter of 2006. 

	Field
	2006

BGN’000s

	Mine  "Vetovo"
	675

	Mine  "Dojranci"
	214

	Mine  "Jalti dol"
	23

	Mine  "Srednia"
	1

	Mine  "Dabravino"
	10

	Mine  " Esennicite – VIII”
	43

	Mine  “Saragiol – 21 nest”
	19

	Mine  “Kireshlika”
	11

	Mine „Svoboda”
	7

	Mine „Kanarata”
	49

	Mine „Slavianovo”
	1

	Mine „Brashlianica”
	1

	Mine „Biala voda”
	2

	Mine „Iskar”
	12

	Mine „Suh kladenec”
	2

	
	1,070


24 Sales revenue
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Sales revenue of finished products
	56,662
	    46,274 

	Sales revenue of goods
	6,646
	      6,757 

	Sales revenue of services
	19,457
	    13,893 

	
	82,765
	66,924


25 Cost of materials
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Basic materials for production
	(12,964)
	(13,323)

	Secondary materials
	(2,153)
	(1,209)

	Maintenance materials
	(2,675)
	(1,451)

	Other 
	(620)
	(519)

	
	(18,142)
	(16,502)


26 Hired services
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Freight and seaport expenses
	(16,647)
	(14,199)

	Hired transportation
	(5,318)
	(4,621)

	Commissions 
	(1,729)
	(1,677)

	Concession expenses
	(1,524)
	(1,352)

	Current repairs
	(942)
	(980)

	Civil contracts
	(711)
	(552)

	Rent expenses
	(327)
	(263)

	Other
	(3,183)
	(2,543)

	
	(30,381)
	(26,187)


27 Payments to employees
Expenses include:

	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Wages and salaries
	(8,589)
	     (6,058)

	Social security payments 
	(1,753)
	     (1,984)

	
	(10,342)
	(8,042)


28 Other expenses
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	Other expenses
	(4,507)
	(4,521)

	Changes in finished goods and work in progress and other corrections
	2,395
	2,957

	Cost of assets sold
	(9,274)
	(5,067)

	
	(11,386)
	(6,631)


29 Interest income and interest expense

Interest-related income and expenses do not include those arising from financial assets at fair value through profit or loss. The following amounts have been included in the income statement line for the reporting periods presented:

	
	2006
	2005

	
	BGN’000s
	BGN’000s

	Interest income resulting from:
	
	

	- deposits granted 
	352
	349

	- loans granted 
	168
	190

	- finance lease
	39
	5

	- others
	56
	3

	Interest income
	615
	547

	
	
	

	Interest expense resulting from:
	
	

	- bank loans received
	(1,192)
	(492)

	- finance lease
	(346)
	(126)

	- debenture loans
	(643)
	(733)

	- others 
	(344)
	(8)

	Interest expense
	(2,525)
	(1,359)


30 Other financial income and expenses
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	
	
	

	Revenue from operations with financial assets
	321
	124

	Result from exchange differences
	(623)
	582

	Others
	(442)
	(393)

	
	(744)
	313


31 Income tax expense

The relationship between the expected tax expense based on the effective tax rate at 15 % and the tax expense actually recognised in the consolidated income statement can be reconciled as follows:

Please refer to note 13 for information on the deferred tax assets and liabilities.

	
	
	2006
	
	2005

	
	
	BGN’000s
	
	BGN’000s

	Result for the year before tax
	
	11,139
	
	8,654

	Tax rate
	
	15 %
	
	15 %

	Expected tax expense
	
	(1,671)
	
	(1,298)

	
	Base amount 
	Tax effect
	Base amount
	Tax effect

	
	
	at 15%
	
	at 15%

	Adjustment for tax exempt income
	8,420
	1,263
	4,459
	669

	
	
	
	
	

	Adjustment for non-deductible expenses
	(8,970)
	(1,346)
	(5,286)
	(793)

	Current tax expense
	
	(1,754)
	
	(1,422)

	Deferred tax income/(expense), resulting from
	
	
	
	

	- origination and reversal of temporary differences
	
	47
	
	18

	Actual tax expense, net
	
	(1,707)
	
	(1,404)


32 Earnings per share and dividends 

The weighted average number of outstanding shares used for basic earnings per share as well as profits attributable to shareholders is as follows:

	
	2006
	2005

	
	
	

	Profit attributable to equity holders of the Group in BGN’000s
	9,184
	7,267

	
	
	

	Weighted average number of shares
	3,403,230
	3,403,230

	
	
	

	Basic earning per share (BGN per share)
	2.70
	2.13


33 Related party transactions
33.1 Transactions with owners
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	Deposits 
	
	

	- Alfa Finance Holding AD
	8,513
	5,570


33.2 Year end balances
	
	2006
	2005

	
	BGN’000s
	BGN’000s

	Receivables from owners
	10,972
	6,268

	Receivables from other related parties 
	472
	-

	
	11,444
	6,268

	
	
	

	Payables to owners
	400
	400

	Payables to other related parties 
	336
	-

	
	736
	400


34 Contingent assets and other contingent liabilities

As of 31 December 2006 the bank guarantees issued according to the requirements of Kaolin AD in favour of third parties are as follows:

	
	Amount of the guarantee
	Currency 
	Validity date

	BULBANK AD:
	
	
	

	 - Ministry of Economy
	6,300
	USD
	15.02.2007

	 - Ministry of Economy
	30,000
	USD
	17.03.2007

	 - Ministry of Economy
	22,000
	USD
	15.02.2007

	 - Ministry of Economy
	11,200
	USD
	15.02.2007

	 - Ministry of Economy
	1,800
	USD
	15.02.2007

	 - Ministry of Economy
	15,000
	USD
	17.03.2007

	 - Ministry of Economy
	13,100
	USD
	17.03.2007

	 - Ministry of Economy
	2,335
	USD
	17.03.2007

	 - Ministry of Economy
	2,615
	USD
	15.02.2007

	 - Ministry of Finance
	7,560
	BGN
	05.04.2007

	 - Ministry of Economy
	6,000
	USD
	15.02.2007

	 - MEPPCO
	13,950
	USD
	15.05.2007

	 - National Innovation Fund at Bulgarian SME Promotion Agency
	175,680
	BGN
	01.05.2007


	CITIBANK AD:
	
	
	

	 - Trakia glass Bulgaria
	879,656
	BGN
	30.06.2007

	 - Citibank Ukraine
	250,000
	USD
	20.10.2007

	 - Egypt American Bank
	30,000
	USD
	31.08.2007

	- TPP Maritsa Iztok 2

- TPP Maritsa Iztok 2
	160,000

90,000
	BGN

BGN
	19.03.2007

19.03.2007


The liabilities for payment of a minimum concession fee by the newly acquired in 2006 subsidiary Ogneuporni glini AD are also secured by bank guarantees. 
35 Reclassification of information
The following comparatives in the consolidated cash flow statement were reclassified. 
Consolidated statement of cash flows (direct method)

	
	2005
	Reclassification 
	2005
Reclassified

	
	BGN’000s
	
	BGN’000s

	Cash flows from operating activities
	
	
	

	Cash receipts from customers
	74,581
	-
	74,581

	Cash paid to suppliers 
	(58,979)
	-
	(58,979)

	Cash paid to employees and social security institutions
	(7,806)
	-
	(7,806)

	Income tax paid
	(1,029)
	-
	(1,029)

	Other cash outflow for operating activities, net
	      (2,544)
	                -
	      (2,544)

	Net cash flows from operating activities
	4,223                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                        
	-
	4,223                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                        

	
	
	
	

	Cash flows from investing activities
	
	
	

	Payment for business combinations
	(52)
	
	(52)

	Purchase of property, plant and equipment and intangible assets
	(5,676)
	-
	(5,676)

	Sale of property, plant and equipment and intangible assets
	692
	-
	692

	Payment for finance leases
	-
	(1,308)
	(1,308)

	Other cash outflow for investing activities, net
	             145
	-
	           145

	Net cash flows from investing activities
	     (4,891)
	(1,308)
	    (6,199)

	
	
	
	

	Cash flows from financing activities
	
	
	

	Proceeds from loans received or repaid
	29,970
	-
	29,970

	Payments for loans repaid or granted
	(24,879)
	1,308
	(23,571)

	Interest paid
	(1,325)
	-
	(1,325)

	Other cash outflow for financing activities, net
	      (1,509)
	-
	     (1,509)

	Net cash flows from financing activities
	2,257
	1,308
	3,565

	
	
	
	

	Foreign currency exchange gains/losses
	286
	-
	286

	Translation differences related to cash
	(38)
	
	(38)

	Net increase/decrease of cash and cash equivalents
	1,837
	-
	1,837

	Cash and cash equivalents at beginning of period
	2,463
	-
	2,463

	Cash and cash equivalents at end of period
	4,300
	-
	4,300


36 Risk management policies

Considering its activity, the Group is exposed to a foreign currency risk, credit risk, and an interest rate risk. 

37 Foreign currency risk
The Group has received loans in foreign currency from financial institutions. As a result, the Group is imposed to a risk, related to possible changes in the exchange rates. Due to the fixed exchange rate of EURO to Bulgarian lev in relation to the credit exposure of the Group, the foreign currency risk is minimal. The exchange rate changes for the last year were not in favour of the Group.

38 Credit risk
The maximum credit risk exposure of financial assets is the carrying amount of the financial assets as shown on the face of the consolidated balance sheet of the Group. 

The Group’s trade and other receivables are actively monitored by the management to avoid concentrations of credit risk.

39 Interest rate risk 
The interest risk is the risk that the value of the Group’s interest – bearing loans might vary as a consequence of the changes in the market interest rates. The interest bearing loans, as described in Note 21 include loans with floating interest rate, which results in a risk for the Group. The Group has initiated negotiations for reducing the credit exposure and its hedging.   

40 Events after the balance sheet date
By virtue of a decision of the regional court of Rousse dated 8 January 2007, the capital of Kaolin AD was increased from BGN 3,403,230 to BGN 20,419,380.

At the date of approval of these financial statements, Sofia City Court has issued a decision in favour of Kaolin AD on the appealed tax assessment issued in 2006. The final ruling on the dispute with the National Revenue Agency is to be issued by the Supreme Administrative Court in 2007.

A three-member panel of the Supreme Administrative Court has issued a decision on the right of Kaolin AD to be refunded the deposit detained by the Privatisation Agency after the refusal of Kaolin AD to take part in a privatisation deal for the sale of 70% of the shares of the share capital of “Parahodstvo BRP” AD in 2006. The final ruling on this case is to be taken by a five-member panel of the Supreme Administrative Court in 2007.

I, the undersigned Dobrinka Petrova Krasteva, hereby certify the correctness of the translation made by me from Bulgarian into English of the document herewith enclosed Consolidated financial statements of Kaolin AD for 2006. The translation consists of 40 pages.

Translator: ________________

Dobrinka Petrova Krasteva, personal ID 6909070738
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The notes on pages 7 to 40 are an integral part of the consolidated financial statements.
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