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Chimimport (6C4)
BSE Ticker:
Bloomberg:

6C4
6C4 BU

Sector:

Industrials
Industrial conglomerates

Industry:
Stock price:
Free-float:

BGN 2.16
22%

Market capitalization:

BGN 552 mln
EUR 282 mln
BGN 188 000
EUR 96 000

Avg daily turnover:

1 year change:
1 year range:

Chimimport is among the most liquid Bulgarian stocks and is the favorable position of longterm investors and local speculators. The stock is
our top pick for 2014 in terms of expected
price performance.
We consider the stock undervalued and we
see additional gains in mid-term based on the valuation of assets. Our one year price target is BGN
3.47 as the market will steadily close the gap between the fair value and the current price. Moreover, the peak in 2011 was exactly at this price level
and will attract the buyers even above the BGN
3.00.

+29%
1.53-2.55

Valuation
2012

2013E

2014E

EPS

0.44

0.40

0.48

P/E

1.88

5.17

4.27

P/B

0.18

0.25

0.23

One year performance

Five years performance

Investors could buy preferred shares
with the expectations of additional profits from
fixed dividends. They will receive total dividend of
BGN 0.70 per share, whereas the preferred shares
are traded above the ordinary stocks by only BGN
0.30. This difference increased recently as many
investors made trades for arbitrage profits.
Chimimport’s main assets are in the fast
growing financial sector. The main companies include the public listed Central Cooperative Bank
(4CF) and Insurance Company Armeec. Central
Cooperative Bank is undervalued when compared to two of the three sector multiples. The
profit is the biggest drawback for the company’s
market value and investors will stay focused on the
financial results, rather than cheap book value or
the market position in terms of assets. The stock is
valued at BGN 1.85.
The transportation sector is the second
largest and has strategic importance for the development of Chimimport. It includes the air transport
companies and the subsidiaries that operate in the
area of river and maritime transport.
Zarneni Hrani Bulgaria (T43) is one of the
leaders on the Bulgarian market in buying, storing
and trading with grains and oil seeds, the production
of vegetable oils and bio fuels from seeds. The
comparison to the sector of trade with agricultural products valued the company at BGN 229
million. It is including the 55% stake in Oil and Gas
Exploration and Production that we value at BGN 85
million.
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COMPANY OVERVIEW
Chimimport is one of the
largest conglomerates in the
country and is the biggest
among public listed

Chimimport was established in 1947 and has grown from a successful
foreign trade enterprise specialized in trading in chemical products to a
large-scale holding company, which unites more than 70 subsidiary and
associated companies operating in the following sectors:








Financial sector, including banking services, insurance, pension
insurance, mutual fund management and securitization of real estate;
Exploration, extraction and trade with oil and natural gas products;
Production, processing and trade with vegetable oils, grains; production of bio fuels;
Air transport and ground activities related to maintenance, repair
and overhaul services of civil aircrafts and engines;
River and maritime transport, port infrastructure;
Other activities, including brokerage, logistic

The holding performs its activities through acquisition, establishment of
new companies, restructuring and managing of subsidiaries. Chimimport
has leading positions in strategic sectors of the Bulgarian economy and is
ranked 40th in Deloitt’s top 500 for CEE companies for 2013.
FINANCIAL SECTOR
Financial sector is source for
growth

The financial sector is the fastest developed industry in Bulgaria and one
of the sources for economic growth. The objective of Chimimport is to
provide all basic kinds of financial services. The main companies are Central Cooperative Bank and Insurance Company Armeec. The international
subsidiaries are Tatinvestbank and CCB Skopie.
CENTRAL COOPERATIVE BANK (BLOOMBERG: 4CF BU)

Central Cooperative Bank is
the main asset of Chimimport
in the financial sector

Central Cooperative Bank (CCB) is a universal commercial bank. It operates also as an investment intermediary and has been approved by the
Bulgarian National Bank to be primary dealer of government securities.
The bank was created in 1991 and became public listed in March 4, 1999.
Currently, Chimimport holds 68.56% of the shares of the bank through
its subsidiary CCB Group and 9.90% directly.
CCB is rapidly growing with focus on retail segments, including individual
clients and small and medium-sized enterprises. It has strong market positions in card business, payment systems and lending to agricultural
producers. The bank is developing its fee-based services and other noninterest income activities. The branch network is covering very well the
country as the bank has 275 offices in Bulgaria, through which it is servicing 1.4 million clients.
BANKING SECTOR OVERVIEW

The banking sector in Bulgaria is rising steadily

The assets of the banking system are constantly growing but had a temporary drop in the second quarter of the year. The tendency of increase is
returning, albeit at smaller pace. Other interesting fact for the banking
system is the stabilization of the loans-to-deposits ratio to 0.90. Since
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the end of 2009 it has been constant drop, thankfully to the conservative
lending policy and the growth of deposits. Currently credits represent
76% of the assets in the banking system. At the same time, the share of
financial assets is growing steadily as banks tend to invest in government
bonds.
Chart 1: Net interest margin of Bulgarian banking system

The decrease of net interest
margin is forcing banks to
change interest rates

The net interest margin of the banking system is declining from 6% in
2008 to 4.4% in 2013. The second period of decrease is determined by
large level of deposits and stable level of non-performing loans. Banks
substantially lowered interest rates on credits.
The trend of rates on deposits is also on the downside during the past
two years. Banks that maintain high rates on attracted funds have above
average growth of assets. Rising costs are pressuring their financial results. There is significant difference between interest rates on euro and
the local currency despite the stable currency board. Bulgarian banks
were striving to collect more funds from the domestic market in effort to
decrease their foreign obligations, which explains the large difference in
the interest rates. We expect the interest rates in BGN to be higher, but
they have a bigger space to drop.
FINANCIAL ANALYSIS OF CENTRAL COOPERATIVE BANK

Strategy turned from growth
to stable increase of loan
portfolio

After 2008 CCB is growing faster than the banking sector. The situation
changed in 2012, following the large level of deposits in the bank that increased to 89% of assets at the beginning of the last year.
The bank’s policy was driven by the decrease of net interest margin to
4.5% during the third quarter. This is slightly higher than the average for
the banking system of 4.4%. However, CCB had net interest margin of
7% on average until end-2011.
The strategy of CCB is to maintain a slow growth of loans and not to risk
an increase of NPLs. This was the reason for the substantially lower loanto-asset ratio and profit margin.
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Chart 2: Comparison of CCB to Bulgarian banking system

The equity-to-assets ratio of the banking system is better as compared to
CCB. The strong growth of the bank resulted to decrease of the ratio below 10% of assets. This is the primary reason to slowdown the growth of
loans.
Chart 3: Comparison of CCB to Bulgarian banking system

The financial result of CCB is
stable on quarterly basis but
the profits from financial instruments varies substantially

Loans-to-deposits ratio of CCB is much lower than other public listed
banks in Bulgaria and the average for the banking system. The explanation can be found in the more conservative approach to financing sectors
and industries with higher risk. CCB avoided large exposures to real estate projects and retail sector during the crisis.
The net profit of CCB is highly dependent to the financial profits, mainly
from investments in government securities. The increase of impairment
costs is also factor for lower profit in the banking sector. However, level
of NPLs is very low and CCB did not report sizable increase of impairments. The decline of profit is due to lower net interest margin.
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Chart 4: Profit

Credit exposure of CBB are in
sectors with great importance
for the parent holding
Chimimport

The largest sector exposure in the bank’s credit portfolio is to commerce
and finance. Transportation is the second largest group. Those two sectors are the primary areas of operations of the mother company Chimimport. Exposures to individuals represented 15% of total loans and are
usually the primary reason for elevated level of NPLs.
Chart 4: Non-performing loans

CCB has one of the best loan
portfolio among Bulgarian
banks

CCB managed to decrease its level of non-performing loans past due 30
days to less than 6% of its total credit portfolio in 2012. Further improvement in short term is not expected. Moreover, it will require economic growth and wage increases. Other Bulgarian banks already reported increase of bad loans in the effort to clean their balances. We don’t
expect to see a deterioration of credit portfolio’s quality in short term.
FORECASTS

We expect slower growth of
assets but more credits that
will improve profit margins

Our estimations for the banks performance during the next several years
are presented in the table. Assets are expected to grow slower in 2014 as
compared to the last several years, which is related to the current level
of equity. A capital raise is not impossible but we don’t expect the convertible bond issue of 2013 to be followed by issuance of ordinary shares.
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The profit will be the sole factor for increase of equity in 2014.
The level of loans is very low. It is increasing in 2013 although it remains
well below the average for the banking system. Moreover, it is not
providing the bank with good net interest income and CCB is forced to invest in low-yield government securities. Our forecasts are based on the
growth of loans, rather than assets. The profit should rise if the bank
manages to improve its loans-to-assets ratio even to lower than the average for the banking system. Economic and wage growth in the country
will contribute for the increase. Our forecasts are substantially below the
industry averages. However, the bank has potential to become leader in
terms of credit growth.
Table 1: Forecasts

Total Assets
Change
Loans and Receivables
As Percentage of Assets
Total Liabilities
As Percentage of Assets
Total Equity
Net Profit
Change
Return on Equty
Return on Assets

2011
3 003 354
1 875 860
62.5%
2 669 788
88.9%
333 566
13 409
4.02%
0.45%

2012
3 348 020
11.5%
1 836 300
54.8%
3 000 148
89.6%
347 872
10 724
-20.0%
3.08%
0.32%

2013
3 746 278
11.9%
2 104 582
56.2%
3 389 307
90.5%
356 971
10 797
0.7%
3.02%
0.29%

2014E
3 933 592
5.0%
2 281 483
58.0%
3 579 345
91.0%
354 247
9 913
-8.2%
2.80%
0.25%

2015E
4 248 279
8.0%
2 633 933
62.0%
3 876 810
91.3%
371 469
20 494
106.7%
5.52%
0.48%

2016E
4 673 107
10.0%
2 990 789
64.0%
4 289 012
91.8%
384 095
19 389
-5.4%
5.05%
0.41%

2017E
5 233 880
12.0%
3 454 361
66.0%
4 822 433
92.1%
411 447
33 751
74.1%
8.20%
0.64%

2018E
6 018 962
15.0%
4 092 894
68.0%
5 577 916
92.7%
441 046
40 736
20.7%
9.24%
0.68%

VALUATION
The table presents the main valuation multiples of liquid Bulgarian banking stocks. We use the non-consolidates data that include only the banking operations in Bulgaria, although the difference to consolidated reports
is not significant. First Investment Bank is adjusted to the merge with
Unionbank, which was implemented in March 2014.
Table 2: Multiples comparison
Bulgarian American Central
Corporate
First
Credit Bank
Cooperative Bank Commercial Bank
Investment Bank
Last Price
4.70
1.56
86.50
4.17
Number of Shares
12 624 725
113 154 291
6 000 000
110 000 000
Market Capitalization
59 336 208
175 954 923
519 000 000
458 700 000
Net Profit (ttm)
-15 996 000
10 797 000
71 195 000
32 858 000
P/E
Assets (ttm)
P/Assets

-3.71

16.30

7.29

13.96

777 729 000

3 746 278 000

6 740 298 000

8 895 177 000

0.08

0.05

0.08

0.05

16 565 600

356 971 000

605 563 000

739 626 000

P/B

3.58

0.49

0.86

0.62

RoE

-96.56%
-2.06%

3.02%
0.29%

11.76%
1.06%

4.44%
0.37%

Equity

RoA

CCB has the lowest price-to-book ratio among Bulgarian public listed
banks. The bank’s profit is low and investors prefer to focus on earnings
rather than on equity. This is reasonable in the current market environ-
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ment of high level of NPLs, low economic growth and competitive interest
rates.
Table 3: Comparison to peer group

Number of Shares
Price-to-earnings of peers
Net Profit (ttm)
Target price
Price-to-book of peers
Equity
Target price
Price-to-assets of peers
Assets
Target price
Fair Price
Current Price
Premium (Discount)

Central
Corporate
First
Cooperative Bank Commercial Bank Investment Bank
113 154 291
6 000 000
110 000 000
10.23
10.23
10.23
10 797 000
71 195 000
32 858 000
0.98
121.39
3.06
0.69
0.69
0.69
356 971 000
605 563 000
739 626 000
2.19
69.98
4.66
0.09
0.09
0.09
3 746 278 000
6 740 298 000
8 895 177 000
2.93
99.53
7.16
1.85
96.46
4.52
1.56
86.50
4.17
19.11%
11.51%
8.40%

CCB is undervalued when
compared to peer group

The three largest and most liquid Bulgarian public listed banks are under
comparison to banks in Eastern Europe. We use the median of multiples,
which are as follow – P/E is 10.23, P/B is 0.69 and P/Assets is 0.09. The
calculation of fair price of each Bulgarian bank is also included.
CCB is undervalued when compared to two of the three sector multiples.
The profit is the biggest drawback for the company’s market value and
investors will stay focused on the financial results, rather than cheap
book value or the market position in terms of assets. The stock is valued
at BGN 1.85.

Table 4: Discounted cash flows

Discounted cash to equity value:

NPV five year free cash flow
NPV terminal value

27 158
187 176

Value of shareholders' funds

214 334

Shares issued (thousand)

113 154

Value per share

1.89

Share price

1.59

Premium/(discount)

19.36%
RECOMMENDATION AND PRICE TARGET

Recommendation: BUY
Target Price: 1.89 BGN
Increase: 19%

The residual income valuation method is pointing to price that is close to
the fair price, calculated by comparison to banks in Eastern Europe. The
calculations are made with the assumption of long-term return-of-equity
for the banking sector of 12.5%, which represents higher risk than other
Bulgarian stocks due to the NPLs. However, the risk is much higher for
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the sector as compared to CCB’s conservative loan policy.
The model is based on the expectations that the bank will not produce
higher return as compared to the cost of equity. Historically, CCB did not
prove to be a company with high return. Nevertheless, the stock is cheap
and could provide decent gains in long-term.
INSURANCE COMPANY ARMEEC
Armeec became leader on the
insurance market as part of
Chimimport

Armeec was established in 1996 by the Ministry of Defense and Chimimport acquired 91.92% of its capital in a privatization deal in July 2002.
The scope of activities includes insurance, reinsurance, and management
of funds collected from those activities. The company is licensed to perform operations on the territory of the European Union.
The company is outperforming the insurance market. At the end of 2012
it owned 12.8% market share and ranked first in terms of premium income. The portfolio of insurances is constituting of 79% motor insurances
(including 30.3 mandatory motor TPL); 7% property insurances; 14%
other. The company is leader in Bulgaria in aviation insurances, which is
result of the synergy with Chimimport’s aviation business.
INSURANCE SECTOR OVERVIEW

Concentration in motor insurances is due to low personal
income

Bulgarian insurance market is concentrated in motor insurances, which
represented 69.6% of total gross premium income during the first three
quarter of 2013. This category is maintaining stable level in recent years
as the general insurance market is stagnating since 2008.
Property insurances are not popular among the population due to the low
income in the country. They are regarded as additional expenses to the
already high living costs.
Chart 5: Market by premium income

Insurers have to rely on gaining market share from their peers, as the
market is not rising. The dynamic environment is forcing companies to
offer different promotions to attract new customers.
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Chart 6: Market share by premium in 2013

Armeec is ranked second by
market share

Armeec ranked second by market share during 2013. This is decline from
the leading position in 2012, although the market shares of top three
companies are very close to each other.
Table 5: Share of different classes of insurances

Classes of Insurance
Accident
Sickness
Land vehicles
Fire and natural forces
Other damage to property
Motor vehicle liability
General liability
Other
Property insurances have
small share

Market Share
1.8%
2.6%
28.9%
14.6%
3.8%
40.7%
2.4%
5.2%

Insurances of vehicles represented almost 70% of all gross premium income in 2013, whereas property insurances totaled 18%. The biggest
problem for the sector is the low price of motor vehicle insurances, mainly motor third party liability. The low personal income in the country is
limiting the share of property insurances.
Table 6: Claims-to-premium ratio by type

Classes of Insurance
Accident
Sickness
Land vehicles
Fire and natural forces
Other damage to property
Motor vehicle liability
General liability

Claims/Premium
30.5%
67.9%
61.0%
23.6%
21.2%
60.5%
17.8%

The claims paid vary between 30 to 60 per cent of earned premiums. The
most popular classes have higher payments, which is pressuring down
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the profit margins of insurance companies.
FINANCIAL ANALYSIS
Chart 7: Market share of Armeec

Armeec gained market share
from its peers

Armeec steadily gained market share since 2008. The company specialized in car insurances, which is the largest insurance segment and provided the possibility to gain market share through aggressive marketing
policy. The company increased its premium income last year despite the
challenging market environment.
Chart 8: Clams paid and earned premiums

Claims paid are rising faster
than earned premiums

Claims paid increased by faster pace as compared to earned premiums.
The trend continued last year to peak of 51%. Claims paid-to-earned
premiums ratio is better than the averages of its main competitors but is
slightly higher than the average for the sector. The difference is very
small, which is not suggesting for any imbalance of the company’s performance.
Its profitability however, is worse than largest players due to the high
administrative costs. The company is maintaining its growth of premiums
by competitive prices and bonus payments for insurance brokers.
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Net profit is small due to high
administrative and sales
costs

Chart 9: Net profit

VALUATION
The table presents the main valuation multiples of the most liquid Bulgarian insurance company Euroins and the median for Eastern European
companies. The very low P/E ratio of Euroins and the already mentioned
small profit of Armeec are making the comparison unsuitable.
Capitalization of Armeec is
calculated by comparison to
Euroins and EE peers

Table 7: Multiples comparison

Comparison:
P/E
Net profit
Capitalization
P/B
Equity
Capitalization
P/Premium
Premium
Capitalization

Euroins
2.25
463 000
0.97
60 815 000
58 782 279
0.18
152 312 000
27 215 995

Sector
13.03
463 000
6 034 757
1.13
60 815 000
68 784 897
0.76
152 312 000
116 506 695

Table 8: Comparison to peer group

Multiples
P/E
P/B
P/Premium
Цена (лв.)
Fair price of Armeec is BGN
75.3 million

Price
6 034 757
68 784 897
116 506 695

Weight
20%
40%
40%
75 323 588

The fair price according to the peer comparison is BGN 75.3 million. We
give higher weight on P/B and P/Premium ratios as they represent better
the scale and the market share of the company. The profit is highly de-
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pendent on the low income from motor insurances.
CCB ASSETS MANAGEMENT
The group manages 3 mutual
funds

CCB Assets Management was established as a Management company under Public Offering of Securities Act on 22 November 2006. It operates
three mutual funds each of which takes a different amount of risk – high,
moderate and minimal. They share a common investment strategy of retaining and increasing the value of unit holders’ investments, earning a
maximum income and securing liquidity of investments in the fund’s
units. In mid-March 2014 the total value of assets under management is
more than BGN 41 million.
PENSION FUNDS
Chimimport owns 89.25% of the capital of CCB Sila, which is a pension
insurance company managing three pension funds – universal, professional, and voluntary. In August 2009, another Chimimport-owned pension fund, Lukoil-Garant, merged into CCB Sila with all the funds under
management. Chimimport also holds a non-controlling interest of 49.43%
in pension insurance company Saglasie.
TRANSPORTATION SECTOR

Transportation segment is
the second largest

The transportation sector is the second largest and has strategic importance for the development of Chimimport. It includes the air transport
companies and the subsidiaries that operate in the area of river and
maritime transport. The investments in the aviation industry are realized
through Bulgarian Airways Group.
Bulgarian Airways Group’s strategy focuses on the development and the
merge of the existing aviation companies Bulgaria Air and Hemus Air, the
creation of joint ventures with local and foreign companies, the active
participation in the concessions of airports in Bulgaria, and the provision
of comprehensive service to present and future clients. With share capital
of BGN 30.9 million, the sub-holding is a key figure in the Bulgarian air
transportation and maintenance industry.
BULGARIA AIR
Bulgaria Air is the national air carrier of the Republic of Bulgaria. The
company operates regular flights from Varna and Sofia to 28 major destinations in Europe and the Middle East, but also charter and business
flights upon request to more than 100 other destinations. Together with
its partners, Bulgaria Air offers traveling destinations to over 400 cities in
Europe, Asia, Africa and Northern America. The company is member of
International Air Transportation Association (IATA).
Bulgaria Air is using the services of tourist agencies and tour operators to
distribute its services in Bulgaria.
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MARKET SHARE
Chart 10: Growth of passengers in 2013

The company is servicing
more passengers on regular
flights

Bulgaria Air is growing slower than the overall increase of number of passengers. This is due to the lower regular international flight to the seasonal airports of Varna and Burgas on the seaside cost. However, the
company is increasing substantially its passenger traffic in Sofia Airport.
The charter flights are growing faster and are consistent with the annual
increase of tourists in Bulgaria. Bulgarian charter operators are gaining
slowly market shares, according to the Association of Bulgarian Airlines.
They reported 10% increase of number of passengers for the last year as
compared to the total growth of 6.5%.
However, the sector is also facing difficulties with the regulatory requirement in the transportation of Russian tourists from Russia. Only Bulgaria
Air has the right to service Russian tourists. The decrease of Bulgarian
charter flights was compensated by the higher number of Russian,
Ukrainian and Belorussian airlines that operates to Bulgaria.
Bulgaria Air is the most active airline on Sofia Airport, followed by the
low-cost operator Wizz Air.
The airline company has signed Code-share contracts with several leading companies, including Alitalia, Austrian Airlines, Air France, Aeroflot,
LOT, KLM and others.
FINANCIAL ANALYSIS

Revenues are growing fast
but the seat utilization is still
low

The latest report of the non-public company Bulgaria Air is for 2012. It
showed 17.24% increase of revenues from regular international flights,
which totaled 72% of sales. International charter flights represented 21%
of revenues and posted 25.73% growth. Domestic flights were 7% of the
company’s sales and increased by 12.9%.
61% of revenues’ growth was consequence of higher income from passenger, whereas the growing number of transported passengers contributed for 39% of the increase of revenues. Costs grew by 7% in 2012,
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mainly due to the higher expenditures for external services, which represented the leasing of aircrafts. Fuel costs contributed to 4% increase of
material costs. The company reported higher seat utilization of 72% as
compared to 64% in 2011.
The net profit was negligible: BGN 393 000.
LUFTHANSA TECHNIK SOFIA
The group includes repair and
maintenance operations

The company was established in 2007 as joint venture of Bulgarian Airways Group (25%) and Lufthansa Technik AG (75%) with scope of activities the maintenance, repair and painting of air-craft, where priority is
given to the performance of heavy technical structural airplanes with
work-load exceeding 6,000 man-hours.
The company is the fifth platform in Europe for major servicing and
maintenance of narrow fuselage aircrafts of Lufthansa Technik, which is
the global leader in the sector. The activities are carried out at Sofia Airport.
FRAPORT TWIN STAR AIRPORT MANAGEMENT

Participation in airport management

Chimimport has 40% share in the company, which is the largest airport
and ground handling operator in Bulgaria. The company is joint-venture
with Fraport with 60% stake. Fraport is the operator of the airports of
Frankfurt and 13 other on four continents.
In 2006 Fraport Twin Star Airport Management won 35-year concession
to operate the airports in Varna and Burgas. The company is servicing
annually more than 3.5 million passengers and 30 000 flights.
VALUATION OF BULGARIAN AIRWAYS GROUP

The value of the group is BGN
223 million

The small profit and the absence of recent reports are the reasons to value the company by its equity. We use the median of price-to-book of
global airlines, which we calculated at 1.32. The fair value of the investments in Bulgarian Airways Group is BGN 223.5 million.
BULGARIAN RIVER SHIPPING (BLOOMBERG: 5BR BU)

Chimimport is the majority
owner of river transportation
company

Bulgarian River Shipping (BRS) was established on 17th of March 1935.
The beginning of Danube navigation was set with opening a regular passenger and cargo line between ports of Ruse and Vidin. Originally, the
company was named “Coastal River Navigation”. Later on, with special
law, issued on 31st May 1940, it was transformed into a separate company - Bulgarian River Shipping, based in Ruse.
In the beginning of the 90s the fleet of Bulgarian River Shipping consisted
of more than 300 vessels – pushers, passenger ships, open top and covered barges, oil tanks, specialized barges, Ro-Ro barges, etc. Nowadays
the company is among the well-known ship-owners along the Danube
River. Since 2006, Chimimport holds control of Bulgarian River Shipping,
a public company (traded on the Bulgarian Stock Exchange) with capital
amounting to BGN 32.7 million. Bulgarian River Shipping specializes in
the transportation of bulk and general cargos, liquid non-hazardous car-
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gos and fuels and concentrated cargos, regular transportation between
Bulgaria, Romania, and Germany, as well as agency services for Bulgarian and foreign vessel chartering. The company controls around 40%of
the cargo flow along the river Danube to and from Bulgaria. It controls
approximately 12% of lower-Danube freight.
BRS has fleet with capacity of 180 000 t, which consists of 29 ships, 128
barges, 1 ferryboat plat-form and 1 passenger boat for 243 passengers.
The fleet’s capacity utilization is 82%.
FINANCIAL ANALYSIS
Chart 11: Good transported through Bulgarian river ports

The company is dependent to
the transportation of raw
materials from Russia and
Ukraine

40% of the company’s revenues are from transportation services of Russian and Ukrainian raw materials, that are payable in US dollars. The foreign exchange rates are also influencing the company’s performance. The
volumes transported through Bulgarian river ports are declining since
2007.
Chart 12: Goods transported through Bulgarian river ports

The decrease of revenues was due to the negative economic events in
2012. The company is expecting to increase sales this year, following the
recovery in EU markets. The yearly profit of the company is very volatile.
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The main operational risk is the level of Danube River, which is influencing the speed and the capacity utilization of the fleet.
VALUATION
We are comparing the shares of Bulgarian River Shipping to transportation companies. As the company is very specific and substantially smaller
than worldwide transportation peers, it is more appropriate to use the
median of multiples of all companies in the broad sector.
Table 9: Comparison to peer group

Multiples
Price/earnings
Price/book value
Price/sales
EV/EBITDA
Price (BGN)
The fair price of the company
is BGN 48.6 million

Price

Weight
0.92
1.77
0.42
1.80

10%
25%
25%
40%
1.36

The table represents the price per share when comparing to main multiples. We give different weight, focusing mainly on EV/EBITDA. The fair
price of each share is BGN 1.36. Total market capitalization is BGN 48.6
million, according to our calculations. This is 48% higher than the current market capitalization. However, we don’t expect to see large improvement of financial results that will lead to sharp appreciation of the
stock. The market will focus on the current P/E ratio, which is close to the
average on the stock exchange.
PRODUCTION SECTOR
The production sector is representing 12% of total consolidated assets of
the group. The main subsectors are petroleum product extraction and
trade, vegetable oil and production, purchasing, processing, and sale of
cereal crop.
OIL AND GAS EXPLORATION AND PRODUCTION
(BLOOMBERG: 4O1 BU)

The company is the only Bulgarian producer of oil and gas
in the country

Oil and Gas Exploration and Production is the only company for crude oil
extraction in Bulgaria. The company is the successor of the main geological, research and production companies and establishments of the oil industry in Bulgaria with a history of more than 50 years. OGEP has been
granted and operates twelve concession agreements for oil and/or gas
production, while it is also the holder of five permits for oil and gas prospecting and exploration. The petroleum company performs the full range
of activities in the research, exploration, drilling, development and exploitation of oil and gas deposits, as well as the processing of crude oil into
end products for the market.
Oil and Gas Exploration and Production is a concessionaire in twelve concession contracts for crude oil and/or natural gas extraction. The company has permits for the search and exploration in three blocks of total surface over 2 000 sq. km.
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FINANCIAL ANALYSIS
Chart 12: Financial performance

The company is increasing its
sales of fuels

Revenues are rising steadily due to the increase of sales of processed
fuels. This is also improving the profit margin. The company is generating
good profit, although it reported sale of assets in 2013 that is contributing to the net profit.
VALUATION
We compare Oil and Gas Exploration and Production to sector peers, using the median as the Bulgarian company is very small and the comparison to large group of peers is more suitable.
Table 10: Comparison to peer group

Multiples
Price/earnings
Price/book value
Price/sales
EV/EBITDA
Price (BGN)
The fair value is BGN 152.5
million or 53% higher than
current market capitalization

Price

Weight
17.24
10.71
8.96
14.57

10%
25%
25%
40%
12.47

The table represents the price per share when comparing to main multiples. We give different weight, focusing mainly on EV/EBITDA. The fair
price of each share is BGN 12.47. Total value is BGN 152.5 million, according to our calculations. This is 53% higher than the current market
capitalization.
ZARNENI HRANI (BLOOMBERG: T43 BU)

Chimimport consolidated its
trading and production units
into Zarneni Hrani

Zarneni Hrani Bulgaria is one of the leaders on the Bulgarian market in
buying, storing and trading with grains and oil seeds, the production of
vegetable oils and bio fuels from seeds. The company completed the integration of the agriculture business of Chimimport and created a vertically integrated business model covering all staged from producer to end
user. Zarneni Hrani became public listed after an IPO in late-2007. It has

- 17 -

24 April 2014

broad base of investors and is among the most liquid companies on the
stock exchange.
The main spheres of business activity of Zarneni Hrani include:





Trade, including import and export, of grain crops (wheat, barley,
maize), oil seeds (sun-flower, rapeseed);
Production and trade of vegetable oils (cooking oil);
Production and trade with bio diesel, including services of certifying the quality of bio fuels in its own accredited laboratory;
Distribution of fertilizers, herbicides, seeds and fuels.

The company’s assets include also 51.22% of Oil and Gas Exploration and
Production. The holding has 51.22% ownership, which is valued at BGN
62.5 million. Its stake in another public listed company Asenova Krepost
is valued at BGN 21.2 million. The acquisition was finalized in December
2012.
FINANCIAL ANALYSIS
All segments registered solid
increase of revenues

Chart 13: Structure of revenues by segments

Revenues of all sectors increased substantially in 2013. The holding reported positive profit at the amount of BGN 24.1 million as compared to
net profit of BGN 4.7 million a year ago. The entities of the production
segment contributed to the operating profit of Zarneni Hrani.
VALUATION
The fair price per share is
BGN 1.19 or market capitalization of BGN 229 million

Table 11: Comparison to peer group

Multiples
Price/earnings
Price/book value
Price/sales
EV/EBITDA
Price (BGN)

Price

Weight
0.98
1.18
0.25
1.73

30%
30%
10%
30%
1.19
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The comparison to the sector of trade with agricultural products valued
the company at BGN 229 million. It is including the 55% stake in Oil
and Gas Exploration and Production that we value at BGN 85 million.
REAL ESTATE SECTOR
Investments in real estates
are frozen due to the crisis

Chimimport has several real estate subsidiaries. The projects are mainly
frozen due to the economic crisis and the lack of prospects for sale. They
include:





Sport Center Varna - construction of additional office and retail
space, 5-star hotel;
Sports center Mladost Varna - concession for track and field with
capacity of 5 000 viewers, shopping center, hotel and offices;
Project Varna South – shopping center and housing;
Golf Shabla – planned investments in the amount of EUR 80 million.
FINANCIAL ANALYSIS OF CHIMIMPORT

Table 12: Financial results by segments

Non-financial revenues
Non-financial profit
Insurance premium
Insurance income
Interest income
Interest expense
Net interest income
Net income from securities
Net profit
Percentage change
Non-financial revenues
Non-financial profit
Net interest income
Net income from securities
Net profit
All segments turned from
capital gains to operational
profits

Production
2012
2013
147 216 166 554
12 309
24 576

13 304
14 439
-1 135
14 854
12 646

Transportation
2012
2013
370 357 383 712
-18 927
16 921

9 528
13 493
-3 965
11 210
19 335

Finance
2012
2013
39 907
39 355
39 907
39 355
359 862 393 000
19 698
21 701
250 830 252 445
166 020 152 209
84 810 100 236
107 177
61 708
84 077
70 109

13.14%
99.66%
249.34%
-24.53%
52.89%

-1.38%
-1.38%
18.19%
-42.42%
-16.61%

3.61%

11 117
19 558
-8 441
42850
13 050

12 580
17 304
-4 724
3
13 335

-44.04%
-99.99%
2.18%

Consolidation
2012
2013
517 599 541 186
34 038
94 975
352 938 387 963
14 089
17 289
234 393 233 799
159 291 142 696
75 102
91 103
167 167
68 101
125 762 101 440
4.56%
179.03%
21.31%
-59.26%
-19.34%

All segments reported sizable decrease of profits from operations with securities. Nevertheless, operating profits are improving and the holding
reported only 19% decrease of the consolidated results. We consider the
data as very positive due to the lower reliability of securities to the profit.
The growth of revenues in transportation and production sectors is not
very strong but the positive trend, especially in the airline business, is
important for the future development of the holding. We consider a success that Bulgarian Airways Group is working at break-even as the sector
is very competitive.

- 19 -

24 April 2014

Chart 14: Net profit

Lower profits from operations
with securities

The profit of Chimimport is declining during the fourth quarters of the
previous three years. This is due to the rising impairment costs of the
bank and its implication on the consolidated profit. Moreover, profits from
the trading with securities are lower. This category includes government
bonds but the group has also profits from sale of stakes in subsidiaries.
Profits will follow this pattern in 2014. Although several companies in the
group are reporting better financial results, the biggest are yet to show
stability of profits. They include the airline and the production of bio
fuels.
Chart 15: Equity and assets

No need to raise new capital

The level of equity is stagnating during the last two year, which resulted
to slow decline of equity-to-assets ratio. The bank is not rising fast anymore and Chimimport is maintaining the level of equity without raising
new capital. As a result we maintain our mid-term expectations for return
on equity at the present levels.
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VALUATION OF CHIMIMPORT
Low multiples are not suitable
for the valuation of Chimimport

The valuation of Chimimport is based on sum of the parts model. We
consider that the low valuation multiples are not suitable for the price
target for several reasons:




Large profits from operations with securities;
Different sectors of operations that are not comparable to each
other;
Additional assets that have low contribution to the current value
of the holding but will create future profits from its sale.

Price-to-sales and EV/EBITDA are not representative due to the consolidation of the bank. The number of shares includes both ordinary and preferred stocks as they are convertible in mid-2016.
Investors could buy preferred shares with the expectations of additional
profits from fixed dividends. They will receive total dividend of BGN 0.70
per share, whereas the preferred shares are traded above the ordinary
stocks by only BGN 0.3. This difference increased recently as many investors made trades for arbitrage profits.
The table below is representing the main valuation multiples of Chimimport:
Table 13: Multiples

2011
Last Price
Number of Shares
Market Capitalization
Net Profit
P/E
Equity
P/B
Sales
P/S
EV
EBITDA
EV/EBITDA
RoE
RoA

2012

2013

1.35
239 646 267
323 522 460
111 681 000

0.83
239 646 267
199 864 987
105 985 000

2.14
239 646 267
511 644 780
86 456 000

2.90

1.89

5.92

1 197 389 000 1 256 863 000 1 308 373 000
0.27

0.16

0.39

564 391 000

554 934 000

576 194 000

0.57

0.36

0.89

872 425 460
335 665 000

753 874 987 1 236 324 780
296 918 000 280 611 000

2.60

2.54

4.41

9.33%
52.32%

8.43%
49.86%

6.61%
37.48%

The next table represents the fair value per share of Chimimport, calculated by the value of net assets in subsidiaries. Note that Oil and Gas Exploration and Production is excluded in the calculation as the company is
owned by Zarneni Hrani.
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Table 14: Sum of the parts

Public listed companies
Central Cooperative Bank
Zarneni Hrani
Oil and Gas Exploration and Production
Bulgarian River Shipping
Stakes in non-public companies
Armeec
Bulgarian Aviation Group
Other companies
Total (BGN)
Number of shares
Price (BGN)
Our price target is BGN 3.47

Stake
Value
82.31% 214 334 000 176 418 315
69.27% 229 000 000 158 628 300
55.64% 152 500 000 84 851 000
82.89% 48 600 000 40 284 540
96.34% 75 300 000 72 544 020
100.00% 223 500 000 223 500 000
160 412 248
831 787 423
239 646 267
3.47

We consider the stock undervalued and we see additional gains in midterm based on the valuation of assets. Our one year price target is BGN
3.47 as the market will steadily close the gap between the fair value and
the current price. Moreover, the peak in 2011 was exactly at this price
level and will attract the buyers even above the BGN 3.00.
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Financial Data
Statement of Income (in '000 BGN)
Sales
Production expenses
Personnel expenses
Net income from financial activities
Other revenues and expenses
EBITDA
Depreciation
EBIT
Interest expense
Pretax income
Taxes
After-tax income
Minority interest
Net income
Earnings per share in BGN

2010
645 476
594 958
92 283
354 138
8 995
321 368
50 222
271 146
113 255
157 891
9 011
148 880
16 646
132 234
0.55

2011
564 391
466 263
95 212
321 850
10 899
335 665
61 764
273 901
145 293
128 608
6 005
122 603
10 922
111 681
0.47

2012
542 134
542 016
104 790
429 300
11 902
336 530
51 477
285 053
159 291
125 762
10 797
114 965
10 866
104 099
0.43

2013
576 194
548 959
105 146
345 215
13 307
280 611
26 972
253 639
142 696
110 943
9 503
101 440
14 984
86 456
0.36

Balance Sheet (in '000 BGN)
Total Assets
Equity subscriptions receivable
Fixed assets
Tangible fixed assets
Financial investments
Current assets
Inventory
Receivables
Financial assets
Cash and cash equivalents
Total liabilities + equity
Equity
Registered capital
Capital funds
Earnings
Liabilities
Long-term payables
Long-term bank loans
Short-term bank debt
Short-term payables
Other liabilities
Working capital

2010
4 562 433
0
2 045 273
550 630
1 329 308
2 517 160
32 651
1 234 486
556 594
681 959
4 562 433
1 085 161
229 759
216 637
638 765
3 477 272
1 147 536
129 252
92 115
1 757 569
4 120
667 476

2011
5 352 195
0
2 256 706
526 230
1 510 260
3 095 489
36 204
1 286 006
736 289
1 021 696
5 352 195
1 197 389
230 345
296 560
670 484
4 154 806
1 189 414
163 222
222 196
2 358 868
4 262
514 425

2012
5 998 056
0
2 321 537
482 703
1 328 216
3 676 519
36 255
1 457 121
959 841
1 212 020
5 998 056
1 236 431
229 388
299 554
707 489
4 761 625
1 506 431
144 820
121 641
2 613 158
4 877
941 720

2013
6 621 022
0
2 691 469
422 873
1 692 925
3 929 553
34 894
1 547 103
1 004 007
1 335 759
6 621 022
1 308 373
228 182
309 486
770 705
5 312 649
1 688 353
93 740
141 307
2 972 577
4 844
815 669

Cash Flow Statement (in '000 BGN)
Net income
Depreciation
Changes in Working capital
Other operating cash flow items
Net cash from operating activities
Capital expenditures
Other investing cash flow items
Net cash from investing activities
Issuance/ Retirement of Stock, Net
Issuance/ Retirement of Debt, Net
Dividends paid
Other financing cash flow items
Net cash from financing activities
Net change in cash
Beginning-of-period cash
End-of-period cash
Cash per share

2010
132 234
50 222
0
318 594
501 050
(15 939)
(183 753)
(199 692)
0
(7 657)
(8 506)
(41 037)
(57 200)
244 158
437 801
681 959
2.85

2011
111 681
61 764
(153 051)
494 457
514 851
(44 342)
(210 722)
(255 064)
0
100 807
(3 706)
(17 151)
79 950
339 737
681 959
1 021 696
4.26

2012
104 099
51 477
427 295
(351 041)
231 830
(40 306)
(25 027)
(65 333)
0
51 714
0
(27 887)
23 827
190 324
1 021 696
1 212 020
5.06

2013
86 456
26 972
(126 051)
75 799
63 176
(54 389)
46 605
(7 784)
0
118 744
0
(50 397)
68 347
123 739
1 212 020
1 335 759
5.57
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Financial and Performance Indicators
Valuation Ratios
Price/Earnings (P/E)
Book Value (BV)
Price/Book (P/B)
Sales Per Share
Price/Sales (P/S)
Price/Cash per share
EV (in BGN)
EV/Sales
EV/EBITDA
EV/EBIT
Liquidity
Current ratio
Quick ratio
Debt Management
Debt to total assets
Interest coverage
LT Debt/Equity
Total Debt/Equity
Asset Management
Inventory turnover
Days sales oustanding
Fixed asset turnover
Total asset turnover
Profitability
Profit margin on sales
EBITDA margin
Basic earning power
Return on assets
Return on equity
Return on investments
Number of shares:
Price in BGN - period end:
Market cap in BGN - period end:

2010

2011

2012

2013

4.21
4.53
0.51
2.69
0.86
3.05
95 627
0.15
0.30
0.35

2.90
5.00
0.27
2.36
0.57
1.87
(312 756)
-0.55
-0.93
-1.14

1.92
5.16
0.16
2.26
0.37
1.28
(745 694)
-1.38
-2.22
-2.62

4.30
5.46
0.28
2.40
0.64
3.27
(729 260)
-1.27
-2.60
-2.88

1.36
1.34

1.20
1.19

1.34
1.33

1.26
1.25

0.76
2.39
1.18
3.20

0.78
1.89
1.13
3.47

0.79
1.79
1.34
3.85

0.80
1.78
1.36
4.06

19.77
689
0.32
0.14

15.59
820
0.25
0.11

14.95
968
0.23
0.09

16.51
967
0.21
0.09

20.5%
49.8%
5.9%
2.9%
12.2%
5.6%

19.8%
59.5%
5.1%
2.1%
9.3%
4.4%

19.2%
62.1%
4.8%
1.7%
8.4%
3.6%

15.0%
48.7%
3.8%
1.3%
6.6%
2.8%

239 646 267 239 646 267 239 646 267 239 646 267
2.32
1.35
0.83
1.55
556 218 986 323 522 460 199 864 987 371 451 714
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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

HOLD
SELL

Market performance, +/-5% as compared to SOFIX and BG40
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.

For more information, please contact:
Research analyst
Tsvetoslav Tsachev

Phone:
+359 2 810 00 23

E-mail:
tsachev@elana.net

Internet:
www.elana.net

- 25 -

