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The reverse point 
 
Bulgarian stock market hovered the biggest 
part of December at the two-year bottom. 
The sudden reverse at the end of the year 
erased some of the recent losses but failed to 
improve the market bias. The main reason 
for the lack of optimism among local inves-
tors was purely related to demand, which 
remained very stagnant. For example, the 
turnover with the most liquid positions like 
Chimimport and Central Cooperative Bank 
remained near the median of previous ses-
sions. However , even the low volumes were 
enough to provide good gains due to the ex-
tremely low supply. 
 

 
 
The combination of low turnover and rising 
prices is not sign of sustainable improvement 
of the stock market in near-term perspective. 
We emphasize on the very low supply of 
shares at the moment. Usually the end of the 
year is associated with the supply from indi-
vidual investors, which are planning their 
expenditures. The pressure on prices was 
enough to provide stable contraction in No-
vember as it gave a boost to stocks in late-
December .  
 
Liquidity remains top problem 
 
The start of the year came with large number 
of Bulgarian companies traded at attractive 
prices and with good prospects for their 
business in 2012. Most of them are export-
oriented and banks have good market posi-
tions. Their market capitalization is small due 
to the sharp decline of prices. As a conse-
quence the free-float of Bulgarian blue chips 

fell substantially, thus pushing down further 
the liquidity. Moreover , speculative money 
are already aside of the Bulgarian market 
and we cannot see capitals with one-to-
several weeks horizon. Most investors are 
long-term oriented and there aren’t new cap-
itals that could elevate prices and thus im-
prove the supply of shares. 
The liquidity is the main problem for the 
market. Its improvement should be top prior-
ity in all measure for the development of 
BSE. The foreign investors are aside of the 
market. Listing new issues is not a factor for 
improvement of the market environment. 
 
Privatization 
 
The first privatization deal with the minority 
stakes of electricity distribution companies 
took place at the end of the year . The buyer 
was the majority owner of the companies. As 
we expected, institutional investors were 
mainly observers of the process. The number 
of participants in the privatization of EVN 
Electrorazpredelenie and EVN Electros-
nabdyavane was limited to the majority own-
er and one Bulgarian pension fund. The other 
blocks were very small and were suitable for 
individual investors. The privatization deal 
was a success in terms of the realization of 
offered shares. However , the goals of sup-
porting the recovery of stock trading in Bul-
garia was hardly achieved. The big problem 
with low liquidity failed to be addressed. The 
stock prices of both companies appreciated 
significantly on the secondary market. One of 
the reasons for the price jump is the low li-
quidity but the market is expecting mostly a 
tender offer from the majority owner . Delist-
ing of the two companies is the most proba-
ble scenario, which should happen at higher 
prices as compared to the privatization. This 
jump of stock quotes is the only factor for 
the development of the market following the 
deal. Gains from the privatization will be the 
biggest advertising for the next deals and the 
market as whole. They will attract capitals 
from abroad and will facilitate the next round 
of privatization deals. 
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Profit from Bulgarian stocks 
 

 
 
Shares of EVN made significant run as com-
pared to the average privatization price on 
the auction. However , as seen on the graph 
the average privatization price exceeded be-
tween 30 and 40% the minimum price at the 
auction. We have to emphasize also that 
minimum prices were very low in term of 
sector comparison. It is not a surprise that 
prices jumped on the secondary market.  
What happened with the other stocks? 
 

 
 
Sopharma and Chimimport had largest con-
tribution for the decline of SOFIX in 2011. 
They have large weight, whereas the late 
inclusion of Corporate Commercial Bank in 
the index did not support it through the 
course of the year . Another interesting fact is 
the divergence between prices of Stara Pla-
nina Hold and its main subsidiary M+S Hy-

draulic. This was due to the lag behind of 
holding’s shares during the positive first half 
of 2011, which resulted to decline when the 
market moved on the downside afterwards. 
Shares of M+S Hydraulic were among the 
few that appreciated during the first half of 
the year .  
Eurohold Bulgaria also deserves special at-
tention as the company successfully in-
creased its capital. Usually this kind of news 
has negative impact on the market price as 
investors are worried about the dilution. The 
stock price of Eurohold Bulgaria was also 
hurt by the capital raise but received sub-
stantial support from large buyer and man-
aged to recover some of its losses. Other 
Bulgaria companies that increased their capi-
tal lost substantial part of their market capi-
talization.  
Shares of Industrial Holding Bulgaria were on 
the opposite pole – the capital increase in the 
beginning of the year limited their gains dur-
ing the positive period for the stock ex-
change. The negative bias to capital raises 
will persist among investors, especially when 
companies do not provide information about 
their business plans and shareholders expect 
lower return-on-equity. Good corporate gov-
ernance is the only way to diminish this ef-
fect.  
 
What to expect on 2012? 
 
The year is starting with huge dose of pessi-
mism on the market. It is not provoked by 
the worsening data of Bulgarian companies 
but rather of not working capital market. Its 
biggest minus is lack of liquidity and could 
easily turn into factor for price appreciation 
as seen in the beginning of 2011. We cannot 
exclude periods of brief gains but we expect 
that the market will start to move higher in 
much stable and gradual uptrend. It should 
be supported by fundamental support for the 
market and the capital inflows from savers. 
Although speculative money will be primary 
reason for the market dynamics, their im-
portance is low at the moment. 
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Analyst Certification: The research analyst(s) certifies that: (1) all of the views expressed in this document accurately 
reflect his or her personal views about any and all of the subject securities or issuers; (2) no part of any of the research 
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed 
by the research analyst(s) in this document.  
Financial Interest: ELANA Trading may trade or own shares of the analyzed companies. The research analyst(s) is not 
holding shares of the analyzed companies, unless otherwise noted.  
Regulatory Authority: Financial Supervisory Commission, Shar Planina Street 33, 1303 Sofia, Bulgaria 
Information Disclosure: All reasonable care has been taken to ensure the facts stated are accurate and opinions given are 
fair and reasonable. Our recommendations are based on information available to the public that we consider to be reliable 
but for the completeness and accuracy of which we assume no liability. Neither ELANA Trading, nor its directors, officers 
or employees shall in any way be responsible for its contents. The views expressed may differ from the views of other firm 
departments or representatives. Additional information is available upon request. Unless otherwise noted, sources for all 
information in charts and tables are ELANA Trading’s calculations.  
Risks for Investors: Information in this document should not be regarded as an offer to buy or sell any financial instru-
ments. The investment possibilities discussed in this document may not be suitable for certain investors depending on their 
specific investment objectives and time horizon or in the context of their overall financial situation. In particular, the risks 
associated with an investment in the securities or the financial instruments under discussion are not explained in its entirety. 
The prices or values of the securities may go down as well as up and can fluctuate and fall against the investor. The securi-
ties or investments may cause the investor to lose the amount invested. Past performance is not a guide to future perfor-
mance. Changes in exchange rates may have an adverse effect on the value, price or income of the securities or invest-
ments.  
Valuation Methods: Company valuations are based on the following methods: multiple-based (P/E, P/B, EV/EBITDA), 
historical valuation approaches, peer comparisons, discount models (DCF, DDM) or asset-based evaluation methods. Valu-
ation models are dependent on macroeconomic factors, including interest rates, foreign exchange rates, prices of raw mate-
rials, and any expectations about the economy, the market sentiment. The valuation is based on expectations that might 
change rapidly and without notice, depending on developments specific to individual industries and countries. Recommen-
dations and target prices derived from the models might therefore change accordingly. The application of models depends 
on forecasts of a range of economic variables, thus there is a range of reasonable variations within models. Any valuation is 
dependent upon inputs that are based on the subjective opinion of the analysts carrying out this valuation.  
Recommendations: Analyst(s) recommendations are based on the specific factors for the company, sector, country and 
global developments, as compared to market indices. Recommendations and opinions reflect ELANA Trading's expecta-
tions over the 12-month period following publication from the perspective of long-only investment clients. ELANA Trad-
ing reserves the right to express different or contrary recommendations and opinions for different timescales or for other 
types of investment client. Except as otherwise noted, expected performance over next 12 months vary for different rec-
ommendations for Bulgarian stocks as follows:  
BUY More than 5% higher as compared to SOFIX and BG40 pe rformance 
HOLD Market performance, +/-5% as compared to SOFIX and BG40 
SELL More than 5% lower as compared to SOFIX and BG40 performance 
Frequency of Recommendations: No schedule of recommendations is available. The frequency of recommendations 
depends on specific factors to individual companies and the opinion of the analyst(s) for the necessity of minor or major 
changes.  
Copyrights: The copyrights of ELANA Trading analyses belong to the Research Department of the brokerage and their 
content cannot be used for commercial purposes. Replication and redistribution of ELANA Trading analyses content is 
expressly prohibited without the prior written consent of the appointed contacts listed below. 
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