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their need of capital is more related to the
current operations than the expansion of
capacity.

Hot, But Not Red Hot Yet
September began with some profit-taking for
the liquid positions but quickly returned to
the growth path. The last several sessions for
the month were on the downside as the
weakness of international markets has negative influence on Bulgarian stocks.
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Bulgarian stocks also began to diverge from
other regional indices and the correlation to
developed markets decreased. Share prices
of liquid positions lost between 5 and 10%
during the last week of September. The main
reason for the steeper decline was the broadening of the bid-ask spread during the last
stage of the rally. The market showed its
first signs of overheating in September as
the number of deals increased and shares
were driven mostly by individual investors.
The long-term confidence among investors is
returning. However, institutional investors
were reluctant to buy at the way they did it
several months ago. Pension funds will probably support the market after more prolonged correction, whereas the capital inflows toward mutual funds are well below the
levels of 2006 and 2007.
Nevertheless, we can expect that the demand will increase much faster than the
supply from short-term investors and from
the capital increases of Bulgarian public
listed companies. The IPO market will remain
quiet for some time but the large issue of
preferred shares of Chimimport in June was a
success and will be followed by other Bulgarian companies. However, the crisis changed
significantly the investment policy of many
non-public companies in the country and

Is A Correction Looming?
We don’t think that the Bulgarian market is
too overpriced to start a large correction and
to diverge significantly from rising international markets. On the contrary, the current
valuation of most liquid shares is fair when
comparing to East European markets. The
P/B and P/S ratios are significantly lower
than average for US stocks. The risks for
additional decrease of financial results on
yearly basis are diminishing but could influence the ratios after the third quarter earnings reports. Bulgarian companies started to
feel the crisis during the fourth quarter of
2008. However, the Bulgarian market was
too stretched on the upside and is under a
normal pull-back.
The first stage of the correction of Bulgarian
stocks is on its way – liquid positions were
under some profit-taking as most of them
were already 100% above the February lows.
Volumes were improving during the sessions
with decline, whereas gains are accompanied
with lower demand than a month ago. We
can expect that this stage could continue
even if international markets remain in tight
range and even if they gain several percents
from current levels. In this case Bulgarian
stocks will decrease the spreads between bid
and ask prices and the market will have additional time to investors to get used to the
current price levels.
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The correlation between SOFIX and DAX decreased in September after reaching its peak
of almost 0.80. Bulgarian stocks started the
correction a bit earlier than the developed
markets. This divergence was also supported
by the solid increase of share prices in August and September and was a result of the
100% gains of most blue chips since March.
The correction is imminent and SOFIX could
be under short-term pressure even if European markets experience only mild losses in
October. Bulgarian stocks could underperform due to the low liquidity but we expect
that SOFIX will find support at the levels
around 400 points. Foreign investors were
reluctant to sell during the first weeks of the
correction and without serious deterioration
of the global economic growth during the
fourth quarter it will be unlikely that Bulgarian stocks will test their 2009 lows. We expect that the current correction will form the
base for the next leg up and SOFIX will move
to 700 points in 2010.
The Macro News
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The period of higher growth between 2003
and 2005 was due to the recovery from lower base from the crisis of the previous decade. Since 2005 the industrial production of
Bulgaria is following the percentage of yearly
change in Germany. The Bulgarian economy
is also negatively affected by the global
slump. The connection to the export-oriented
German economy is supported by the international trade and foreign investments from
the largest European economy. Although we
need to see the correlation in time of robust
economic growth, there is no reason to expect that Bulgarian industrial production will
fall behind the global up trend.
Stocks In Focus
Bulgarian-American Credit Bank
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The lower correlation to developed markets
is more a consequence that investors are
worried for the recovery of the global economy than a sign for overheating. The economic news showed only small improvement
of the industry and the export. The next
graph is presenting the yearly change of the
industrial production of Bulgaria and Germany.
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The bank was among the best-performing
positions in both August and September.
Shares jumped to one-year high but remained below the pre-Lehman levels. The
bank announced bad loans of more than 8%
of total credit portfolio in its half-year report
but the news had low impact on the market
price. Moreover, the market seemed in comfort with the figure that is above the average
for the banking system. Large banks are refinancing the credits with difficulties to decrease the pressure on their clients and to
lower the percentage of defaults.
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investors, whereas the gainers during September were mainly small-caps.
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The engineering company announced some
of the details of the forthcoming warrant issue. The number of the warrants would be
5 966 800 or twice lower than the current
number of ordinary shares. The issue will be
converted in ordinary shares after six years
at the price of BGN 18.50 per share. The
conversion price is 65% higher than the current but is lower than the all-time highs
above BGN 20.00 seen last year. The warrants will be a cheap way to play on the long
side for long-term investors as their price is
BGN 0.17.
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The correction erased the previous gains of
Eurohold Bulgaria but the price remained
40% above the July lows. The position was
very volatile as volumes decreased. The
company is trading at P/B of 0.50, which is
among the lowest in SOFIX.
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The ordinary shares of Chimimport were unable to post a new high in September. Moreover, they fell below BGN 2.50 that ended
the consolidation from the previous two
months. This is another confirmation that the
market is in correction. The large and liquid
company is driven mainly by institutional
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Shares of the bottling company jumped after
the newspaper report of the change in ownership at significantly higher value than the
market price. However, the denial of the information from the company’s management
settled down the price to the level of BGN
3.00. The deal should be finalized during the
coming weeks and the price will be announced afterwards. The information for the
deal so far included a range between BGN
3.06 and 3.17.
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Disclaimer
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 instruments. 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 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:
Outperform
More than 5% higher as compared to SOFIX and BG40 performance
Market Perform
Market performance, +/-5% as compared to SOFIX and BG40
Underperform
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.

For more information about the current recommendations, please visit
http://www.elana.net/analysis/reports/bul_f_pazar_7/LIST_Recommendations.pdf
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