STOCK PICKS OF THE MONTH

Positive start after a year on the red
The year was negative for the Bulgarian
stock market despite the mostly positive
trend of world indices. The market cap
weighted index SOFIX was deeply negative
with 15.19% decline, whereas the priceweighted BG40 fell only 2.10%. This was in
contrast to the previous year when SOFIX
outperformed BG40 and jumped 19%. However , the changes in SOFIX could be understating the decline but the broader indices
outperformed and we consider the market as
not in this bad shape.
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not support the prices of largest companies
to levels of the previous month.
The uncertainty is powerful factor for the
market. But there is a possibility that market
participants are feeling generally disappointed as none of the expected privatization
deals took place in 2010. Domestic investors
relied on the forthcoming privatizations of
tobacco companies and shares of utilities for
improvement of the capital flows from
abroad. However , this looks unrealistic at the
moment due to the low liquidity and we
doubt that stocks will attract demand unless
at extremely low valuation. On the contrary,
the fresh supply will likely put additional
pressure on stock prices and thus will contribute to the slide of share prices. And further
avoidance from domestic investors.
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The stock market will depend mostly on domestic investors for its initial boost of prices
and liquidity. Their tendency to investments
will depend on the economic and income
growth during the year as main factors for
the confidence and risk appetite.
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The main reason for the better performance
of small-caps was the absence of foreign investors. Data from the Central bank showed
two periods of large changes of foreign inflows to stocks – decline in March and similar
increase in August. The second period coincided with the largest gains of 2010 and foreign capitals could be the main contributors
as demand in August spread out to large
stocks like Chimimport and banks. But only
temporarily.
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The black swan of BSE
Probably, the main reason not to have bottom of the market in early summer was the
government decision to de facto nationalize
the accounts of professional pension funds.
The market expected solid supply of stocks
when the decision was finally announced but
soon afterwards became clear that stocks will
not be for immediate sell. This news could

For the moment, deposits of households are
rising steadily due to the high interest rates
and the low level of capital expenditures of
individuals, including real estates. The capital
inflows to banks will put additional pressure
on the interest rates this year and we will
witness some interest to investments in
stocks.
We expect that GDP growth will be around
2% this year . At the same time, inflation
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pressure will be more persistent and broadbased as compared to 2010. This will have
only moderate negative effect on the investors’ confidence but will probably support the
risk appetite.
Sectors and stocks for 2011
The better investments in 2011 will be small
caps with sound fundamentals. Those stocks
are in limited number as the majority of
smaller companies are experiencing serious
difficulties or their valuation is too high at
the moment. Banks will attract the market
attention, mainly from international investors
but domestic speculators will also put money
in the financial sector . The reasons are few
but strong – the very good valuation for
three of the four banks. They have profits
and low price-to-earnings ratios, whereas
NPLs are not rising or are contained. The
economy is approaching the point when the
credit activity will start to accelerate. Banks
don’t have many high yield alternatives and
will be forced to slash rates on deposits.
In the previous market comments we emphasized on the change of return on equity
ratios during the last year . The three companies with higher RoE are Monbat, Sopharma
and Chimimport. Their ratios had little
change since the beginning of the year . The
market would like to see some improvement
along with higher cash flows from operations
before to reconsider their attractiveness. The
three companies have large investments
programs, either almost completed or in early stages. The perspectives of growth will
start to dominate in investors’ decisions
when risks of double recession fade and all
eyes turn to rising revenues. This is unlikely
to happen during the first half of the year .
Political issues
The year began with serious political tensions. Medias released the calls between the
customs chief and several high-profile officials that discussed corruption and political
support for private companies. This has huge
impact on the confidence of the government
but it is unlikely that will result to parliamentary crisis as the cabinet have solid support.
However , this is an election year and it is
probable that some changes in the current
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cabinet will take place before the lateautumn votes for president and mayors. The
market is ignoring the political issues and we
consider the risks as low.
Stocks in focus
The year began with modest increase of SOFIX. However , the index is down 13.40% for
the last 12 months and only one third of its
components underperformed.
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We can see some bottom-fishing from speculators in the stocks with huge losses. Eurohold Bulgaria and Industrial Holding Bulgaria
are planning to increase their capital, which
will have negative impact on the stock prices
for the months to come due to the large
supply. Enemona was under pressure for the
same reason in January 2010. Among stocks
that don’t bear the burthen of huge losses in
2010 are Monbat, Sopharma and First Investment Bank. They are good candidates to
attract funds from institutional investors during the first half of the year .
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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 securities or investments may cause the investor to lose the amount invested. Past performance is not a guide to future performance. Changes in exchange rates may have an adverse effect on the value, price or income of the securities or investments.
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. Valuation models are dependent on macroeconomic factors, including interest rates, foreign exchange rates, prices of raw materials, 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. Recommendations 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 expectations over the 12-month period following publication from the perspective of long-only investment clients. ELANA Trading 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 recommendations for Bulgarian stocks as follows:
More than 5% higher as compared to SOFIX and BG40 performance
BUY
Market performance, +/-5% as compared to SOFIX and BG40
HOLD
More than 5% lower as compared to SOFIX and BG40 performance
SELL
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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