PROSPECTUS dated 27 September 2007

A

SPARKY

b

SPARKY ELTOS AD

(incorporated as a joint-stock company under ths laf the Republic of Bulgaria)

Offering of 2,800,000 Ordinary Shares

Issue Price: BGN 16 per Share

Sparky Eltos AD $parky Eltos, or the Company) is increasing its capital to BGN 16,800,000 (@&pital Increase)
under the terms and conditions of a public offer@dh@,800,000 ordinary shares, each one with a naivialue of BGN 1
(New Share3. The public offering in relation to the Capitalctease (theOffering) shall include the offering for
subscription of New Shares, as well as the rigbtsstubscription of New Sharefights), and the Rights shall be
registered for trading on the Bulgarian Stock Exgjean Sofia AD Bulgarian Stock Exchangeor BSE). This Prospectus
has been prepared in compliance with the Bulgaeaanand the rules for admission to trading on thég&tan Stock
Exchange, and has been approved by the Financiaér@sion Commission of the Republic of BulgariaSC).
Immediately after the registration of the New Skaire the Company Register, Central Depository AD, &&C, an
application shall be submitted to register the Nemares for stock exchange trading, and they slealirdded on the
Official Market of the Bulgarian Stock Exchange tthger with the currently existing shares of Sparkio& (Shareg
under the stock exchange ticker ELTOS. It is exgebthat the trade in New Shares on BSE will commemcer around
17 December 2007.

The New Shares are offered outside the United Stateelation to Regulation Régulation § on the implementation of
the US Securities Act of 1933, as amendd8 Securities Acj. The New Shares are not and shall not be regitender

the US Securities Act, or with any other regulatoogly or jurisdiction outside Bulgaria, and can betoffered or sold in
the United States to, or at the expense of, U3etit (as defined in Regulation S), except whenuamisto an exemption
from registration.

Investment in shares entails certain risks. It isni the investors' interest to read this Prospectushbroughly, paying
special attention to the section on Risk Factors opage 10 of this Prospectus, before deciding on amvestment in
New Shares.

This Prospectus contains essential information parly Eltos necessary for deciding whether to inedNew Shares.

According to Bulgarian law, the members of the Mamagnt Board of Sparky Eltos shall be liable joirgthd severally

for damage caused by false, misleading, or incommmlata in the Prospectus. The persons resporisitiie preparation

of the financial statements of Sparky Eltos shalliible jointly and severally with the membergted Management Board
of the Company for any damage caused by false, adiglg, or incomplete data in its financial statetegand the auditor
of Sparky Eltos — for damage caused by the aufiiteticial statements of the Company. In this regtirel above persons
have declared the relevant circumstances as rejoyréhe law.

THE FINANCIAL SUPERVISION COMMISSION HAS APPROVED T HIS PROSPECTUS BY DECISION ... OF... September 2007,
WHICH IS NOT A RECOMMENDATION TO INVEST IN THE OFFE RED SHARES. THE FINANCIAL SUPERVISION
COMMISSION SHALL NOT BE LIABLE FOR THE ACCURACY AND EXHAUSTIVENESS OF THE DATA CONTAINED IN THIS
PROSPECTUS.

Lead Manager of the Offering
UniCredit Bulbank

27 September 2007



Potential investors can obtain a free copy of Brsspectus at the following addresses:

» At the office of Sparky Eltos, Sofia Branch, atR&8rva Bulgarska Armia Blvdyww.sparkygroup.comntel:
+359 2 932 0 567, contact persons: Rayna Hristfoom 9.00to 17.00 hrsevery business day;

» At the office of UniCredit Bank, 7 Sveta Nedelya.S&ofia, tel. +359 (02) 9320 128, website:
www.bulbank.bg contact person: Yolanda Hristova, frémoto 17.00 hrsevery work day.

This Prospectus and additional public informatienSparky Eltos can also be obtained from the publitster of
the Financial Supervision Commissiamw.fsc.bg, as well as from the Bulgarian Stock Exchange.
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The New Shares carry rights equal to those givethéyther issued Shares, and carry right to aleihd and
other declared distributions made or paid in cotioacto the Shares after the Capital Increase deen
entered into the company register.

UniCredit Bulbank AD, as Lead Manager of the OffigriitheLead Manager or UniCredit Bank), acts on
behalf of Sparky Eltos and no other person in iafato the Offering, and shall not be answerablpdmsons
different from Sparky Eltos for providing proteatisuch as the one it provides to its clients, ompfviding
advice in relation to the Offering or a transactisran agreement referred to in this document.

The distribution of this document and the offerofghe Shares in some jurisdictions may be resulitly law.

In connection with this, neither this document anradvertisement or another material related taDdfering
may be distributed or published in a given jurisidit, except in circumstances that will result ompliance
with the applicable legislature. The persons whme&adnto possession of this document have to actjuain
themselves and comply with any such restrictionsy Aailure to observe the restrictions may contdita
violation of the securities law of such a juristhat For information about the restrictions relatedthe
Offering and the distribution of this document, Sedscription and Sale

Potential investors should rely only on the infotima contained in this document. No person has been
authorized to provide information or to make statata different from the ones contained in this doent,

and if provided or presented, such informationtatesnents must not be considered as authorizedaskp
Eltos or the Lead Manager. Without excluding théigaltion of Sparky Eltos to publish a supplementhe
prospectus in compliance with the Bulgarian Puliiféer of Securities Act of 1999, neither the praers of

this document nor the subscription or the purctafs8hares performed in accordance with this documen
under any circumstances, lead to the conclusion tttexe has been no change in the scope of actity
Sparky Eltos or that the information containedhiis document is correct after the date of this duent.

The contents of this document should not be consitlas a legal, financial, business, or taxatiovicad
Every potential investor should consult their owgdl, financial, or taxation consultant for ledalancial, or
taxation advice. If you have any doubts as to threents of this document, you should consult a érobkank
manager, lawyer, accountant, or other financialisedy You should bear in mind that the price ofusiies
and the profit they yield may decrease as welhasease.

With regard to the Offering, the Lead Manager,racfis investor on its own account, may acquire é&hand,
in that capacity, may keep, purchase, sell, oftar dale, or otherwise dispose of these securitéser
securities of Sparky Eltos, or other related inwesits connected to the Offering, or in another raanhhe
Lead Manager does not intend to disclose the dizuah investments or transactions in a differeahner
except in compliance with its legal obligationgltmso.

FORWARD-LOOKING STATEMENTS

This document contains statements that reflectctheent vision of Sparky Eltos, or of the membefshe
Supervisory Board of Sparky EltoSypervisory Board) and the members of the Management Board of the
Company KManagement Board (referred to collectively as thBirectors) respectively, concerning the
financial results, business strategy, plans antsgdahe management with regard to future openatio

These forward-looking statements concern SparkpsEds well as the sectors and industries the Issuer
operates in. Statements that include the wesgeects, intends, plans, believes, projects, asceypll, aims,
strives, can, could be, continyesnd other such statements with regard to therdutwnstitute forward-
looking-statements for the purposes of the Bulgesicurities legislature and for other purposes.

All forward-looking statements included in this dotent are concerned with issues that involve reskg
uncertainty. Therefore important factors exist @ynarise that could cause the actual results ofk$Eltos
to differ significantly from those given in the ®ments. These factors include but are not limitely to the
ones described in the section of this documentleditRisk Factors These factors should be considered in
view of the other warning statements included iis hocument. Any forward-looking statements in this
document reflect the current view of Sparky Eltegarding future events, and are subject to thedeotirer
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risks, uncertainty, and assumptions related toathivity of Sparky Eltos, the results of its op@as, and its
growth and liquidity strategies.

Any forward-looking statements are up-to-date cayof the date of this document. Beyond the obbgat
under Bulgarian law and the Rules of the BulgaBémck Exchange, Sparky Eltos does not take it uysetf
to update publicly or to comment any of the forwhroking statements, whether as a result of addhio
information, newly arising circumstances, or othisew This should be taken into account with regardll
subsequent written or oral forward-looking stateteesf Sparky Eltos, or of persons acting on beloalf
Sparky Eltos. Before making an investment decispariential investors should carefully consider fibetors
stated in this document, which may cause the aotsalts of Sparky Eltos to differ from the onesgamted in
this document.

PRESENTATION OF FINANCIAL INFORMATION

Unless otherwise indicated, the financial informatin this document has been prepared in compliavite
the International Financial Reporting Standard&RgJ-

Anyone who is considering the acquisition of Shaesuld rely on their own research of Sparky Eltrsthe
terms and conditions of the Offering, and on theaiicial information in this document.

Some data contained in this document, includingdfitrencial information, have been subject to rongdup
and approximation. In view of this, in some indivéd cases the sum of figures in a column or invairoa
table or percentages contained in this document nmycorrespond accurately to the total given ia th
respective column or row.

PRESENTATION OF MARKET AND ECONOMIC INFORMATION

The market, economic, and industry information usedthis document has been taken from various
professional and other independent sources. Therame and exhaustiveness of such information ate no
guaranteed.

The information contained in this document relatimghe industries in which Sparky Eltos and itmpetitors
operate (which may include estimates and approioms} has been taken from publicly accessible
information, including publications and disclosedormation under the existing securities legislatand
other legal regulations. Sparky Eltos confirms thath information has been accurately reproducad fts
sources and, as far as the Issuer is aware atdeiscaascertain, no facts have been omitted thatdcrender
the reproduced information incorrect or misleadiBgen so, Sparky Eltos relied on the accuracy &f th
information without carrying out independent resbarCertain information in this document regarding
Bulgaria and the Bulgarian securities market hasnbiaken from documents and other official publici a
private sources, including from participants on ¢hgital markets and in the financial sector indawia. The
presented information is not necessarily completaiifform from one source to another. In view ofsthi
Sparky Eltos is liable only for the accurate repcitbn of extracts from the respective sourcesfufrmation.
The Issuer does not assume additional or any odiseonsibility with regard to the reproduced infation.

The numbers in this Prospectus are presented ifotlosving manner: the numbame thousand point zero
five is 1,000.05 the numbemne thousand point fivies 1,000.50 the number one millioris 1,000,0000r
1,000,000.00and all other numbers are written or presentddérsame manner, unless otherwise indicated.

NO INCORPORATION OF WEBSITE INFORMATION

The contents of the webpage of Sparky Eltos ddarat part of this Prospectus.
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CURRENCY PRESENTATION

Unless otherwise indicated, all references in tlisument tdEuro, EUR, or € are to the lawful currency of
the European Union, all references8$, $,or US Dollarsare to the lawful currency of the United States,
and all references 8GN, Lev,or Levaare to the lawful currency of the Republic of Barlig.

EXCHANGE RATES

In 1997 the Lev was pegged to the Deutsche Marksabdequently to the Euro. Currently, the exchaage
is fixed by the Bulgarian National Bank (BNB) at RU = BGN 1.95583 (BGN 1.00 = EUR 0.51)

The table below shows information on the averaggh,iow, and the period-end daily reference exdgeatate
for the periods indicated, as published by BNB,regped in Leva per USD 1.00:

By 31 August 2007 2006 2005 2004
(Leva per USD 1.00)

Period end ................. 1.42709 1.48506 1.65790 1.43589
Averagé! ................ 1,46119 1.55944 1.57482 1.57369
HIgh oo, 1.51697 1.65021 1.67638 1.65720
LOW... oo, 1.41389 1.46713 1.44801 1.43463

(1) The average of the daily reference exchantgs during the relevant period.

Unless otherwise indicated in this document, @hstations form Leva to Euro and back containethis
document are based on the fixed BNB exchange f&&R 1=BGN 1.95583

NOTICE TO NON-BULGARIAN INVESTORS

Sparky Eltos is a joint-stock company establishethe Republic of Bulgaria and the substantial périts
assets is located in Bulgaria. Most of the membétke Supervisory and Management Boards of Spatios

are Bulgarian citizens, and the substantial patheir property is located in Bulgaria. As a resitlimay be
difficult for non-Bulgarian investors to initiateedal proceedings in Bulgaria against Sparky Eltod the
members of its Supervisory or Management Boardsoimection with the Offered Shares. Furthermore,
foreign investors may encounter difficulties alsenforcing judgments of foreign courts and otheharities
against Sparky Eltos and members of its Supervisorylanagement Boards (the procedure for recognitio
and admission for enforcement of foreign court judgts and other acts is applied in compliance With
Bulgarian Private International Law Code).

REFERENCES TO DEFINED TERMS

Certain terms used in this document, includingaiertapitalized terms, are definedDefinitions.
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Sparky Eltos is a joint-stock company operatingarma two-tier management system, including (a) Mamamt
Board, and (b) Supervisory Board.

The Supervisory Board of Sparky Eltos consists of:

e Stanislav Petkov — Chairman of the Supervisory Bpar
e Petar Baburkov — Chairman of the Supervisory Board;

e Stoyan Tsokov Spasov — member of the Supervisoaydo

The Management Board of Sparky Eltos consists of:

* Nikolay Atanasov Kalbov — Chairman of the Manageti@ward and Chief Executive Director.
» Petar Minkov Atanasov — Deputy Chairman of the Mpmaent Board and Executive Director;
e lvan Georgiev Alexiev — member of the Managemerdrép

e Gina Yordanova Kalcheva - member of the ManageBeatd;

» Anatoliy Georgiev lvanov — member of the Managenizodrd,;

e Miroslav lliev Kalonkin — member of the Managem&utard;
» Dimitar lvanov Bodzhakov — member of the Manageniodrd.

The Company is represented by Nikolay Atanasov &lalnd Petar Minkov Atanasov, jointly and severally

Lead Manager of the Offering, advising Sparky Eltos with regaodhe Offering, and authorizédter alia to
promote the Offering and organize the subscriptisrNew Shares, islniCredit Bulbank ADwith registered
and business address office: 7 Sveta Nedelya $gra¥hdane Region, Sofia, Bulgaria.

Legal Advisor to Sparky Eltos with regard to the Offering, indhgl with regard to this Prospectus, is
Dimitrov, Tchompalov, and Todorova OQMith registered office and business address:£2848jor Parvan
Toshev Str., 1408 Sofia, Bulgaria.

Auditor: Auditor of Sparky Eltos for 2004, 2005, and 2006Gsant Thornton Bulgaria OOD with
headquarters and registered seat: 54 William GéagsStr., floor 3, 1000 Sofia, through the regetestuditor
Marii Apostolov, Registration No 0488.

Persons responsible for the information provided irthe Prospectusare:Nikolay Atanasov KalbgwChief
Executive Director and Chairman of the ManagemerarB,Petar Minkov AtanasqQ\Executive Director, and
Gina Yordanova Kalcheyanember of the Management Board and Chief Accatithe Company.

With their signatures on the last page of the Rrolys, the persons named above as responsiblédor t
information in the Prospectus declare that:

(1) during the preparation of the Prospectus tioek all reasonable care to ensure its compliavitle the
requirements of the law;

(2) to the best of their knowledge, the information the Prospectus corresponds to true facts and
circumstances, it is not misleading, and contaimsomissions that are likely to affect its significe, and
fairly presents in all material aspects the ecowofimancial, and legal conditions of Sparky Eltas,well as

the rights attached to its Shares.
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EXPECTED TIMETABLE OF THE OFFERING

The timetable and the dates set out below are subjechange without prior notice. The dates after
announcement of the end of the subscription for NEhares are tentative, and Sparky Eltos and thd Lea
Manager will make an effort to ensure that the N@wares be admitted to trading on the Bulgarian kKStoc
Exchange as soon as possible. The exact datedbevilublished on the internet sites of Sparky E#nd
UniCredit Bulbank, specified on page ii of this dowent, and BSE and FSC will be notified, and other
publications made respectively, in accordance thighBulgarian law.

Date of publication of this document ................ccoe i vimeeee. on or about 5 October 2007
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Date of publication of the Offering Announcementhe BulgariarState
Gazetteand a national daily newspap®Br................c.cceveeeereennn.

Commencement of Rights trading on BSE and of sijitsmn for New
SNAIES .o
Closing date for Rights trading oNn BSE ..........cccoiviviie i,

Closing date for subscription for New Shares byhRidholders, including
persons who have purchased Rights on BSE......ccooeiiivivieveeneennnn.

Ex officioauction of the unexercised rights on BSE .............ccom....

Commencement of the subscription for New Shargsaogons who have
purchased Rights on thke officioauction...................cco i

Closing date for payment of New Shares by all pgsseho have
subscribed for New Shar&..............cooviiiiiii e,

Registration of the New Share issue and the Cdpitatase of Sparky
Eltos at the company register .............oooiiii i,

Investors’ accounts at the Central Depository ¢eelwith the New

Commencement of trading in New Shares on BSE ............ccccecmnnn.

on or about 5 October 2007

on or about 16 October 2007
on or about 29 October 2007

on or about 31 Octob@07

on or about 7 November 2007

on or about 12 November 2007

on or about 22 Novemt®29507

onabout 27 November 2087

on or about 30 November 2607
on or about 17 December 2607

(1) At least 7 days before the commencement of mite orders for subscription of the New Shares dinel

commencement of Rights trading on BSE

(2) In accordance with the terms and conditionthefsubscription, any subscription of New Sharedl &le invalid if their

Issue Price has not been paid by the closing dateubscription.

(3) The above dates are specified upon the presumihat: 6) the deadlines in the timetable are strictly obsdy and
(b) the procedures before the relevant institutiares carried out in the shortest possible termacitordance with their

practice. The exact date may fall a few or moresdster the date indicated.



SUMMARY

This section should be read as an introductionh® Prospectus and any decision on investment irStieres
should be based on a consideration by the invesibtke Prospectus as a whole. The investors, itiquéar the
foreign investors, should take into account thathie event that a claim regarding the contentshefRrospectus is
brought before the court, they might have to beardbsts of translating the Prospectus when thal lpgceedings
are instituted. The persons who have prepareddéddion, including its translation, are liable fdamages only if
the information its contains is misleading, inacderaor inconsistent when read together with theeptharts of the
Prospectus.

Business Operations Review

Sparky Eltos is the only producer of power tool8irgaria. The Company’s product structure compradesut 100 types
of professional eletric tools including various rifmditions of drills, angle grinders, hammers, |t and saws. Sparky
Eltos has its own centre for new product developraed all articles produced by the Compamy at pitesena product of
own development. Sparky Eltos sells its producttherdomestic market and exports to more than détdes.

Strategy

The main strategic goal of the Company is to maini&s leading position on the power tools market i
Bulgaria and to continue to increase sales on thigaBian and the international markets via:

» Sustained quality enhancement;
» Increased production effectiveness and sales pbilfity;

*  Wider product range.

The Company has its own development unit and atpktboratory, the main task of which is to deyetmd
launch new models, and to continually enhance tradity and the functionality of the existing onesile
keeping track of the market requirements and thst mewent tendencies in power tool production.

In response to the continually increasing producgapenditure, including prices of materials, pgwaels,
and transport, Sparky Eltos takes measures to matimroduction focusing on the more profitable
professional power tools, including cordless prsi@sal power tools with lithium-ion batteries.

In view of the Company’s expectations for increasadrest in and accelerated growth rates of cesdteols
sales on a world scale, Sparky Eltos is planningifement and launch into production such articles

Summary of Historical, Financial, and Operating Information

Data from the Company’s income statement are pteddrelow.

As of 30 June As of 31 December
2007 2006 2006 2005 2004
(BGN in thousands.)

Operating income
Sales 23,567 21,083 49,019 40,393 40,969
Other income 438 474 697 1,170 904

24,005 21,557 49,716 41,563 41,873
Operating expenses
Materials 16,320 14,475 33,919 29,245 29,939
External services 837 881 2,087 1,946 2,006
Depreciation 2,598 2,299 4,691 4,350 4,442
Wages 3,795 3,416 7,112 6,027 5,313
Other expenses 610 436 1,129 1,078 695



Adjustments (4,142) (918) (2,553) (3,504) (1,645)
20,018 20,589 46,385 39,142 40,750
Operating profit 3,987 968 3,331 2,421 1,123
Net interest expenses (757) (810) (2,953) (1,880) (1,761)
Other financial income/(expenses) (171) (86) (267) (331) 743
Profit before tax 3,059 72 1,111 210 105
Tax - - (182) (113) (91)
Profit after tax 3,059 72 929 97 14
Data from the balance sheet of Sparky Eltos aregnted below.
As of 30 June As of 31 December
2007 2006 2005 2004
(BGN in thousands.)
Assets
Non-current assets
Property, plant, and equipment 55,225 39,567 38,112 34,947
Intangible non-current assets 293 294 112 52
Long-term financial assets 17 17 12 12
Deferred tax assets 2 2 8 15
Total 55,537 39,880 38,244 35,026
Current assets
Material reserves 26,559 21,210 18,516 13,576
Receivables from related enterprises 2,361 19 8,573 13,492
Receivables and advance payments 768 6,318 2,177 7,777
Cash 1,435 219 128 87
Current financial assets 3 3 2 5
Total 31,126 27,769 29,396 34,937
Total assets 86,663 67,649 67,640 69,963

Results from Operations and Prospects

After 31 December 2006 the activity and operatiohSparky Eltos continue to develop in an upwaeahd,
as expected by its directors.

As member of the European Union Bulgaria faces deallenges, including growing competition in a n@mb

of sectors of the economy and changing regulatguirements. The directors of Sparky Eltos belinaet the
Company and the Group are ready as a whole totfeese challenges and to take advantage of the new
opportunities that arise.

By a decision of the Lovech District Court No 81f006.07.2007 the capital increase of the Compaaynfr
BGN 2,000,000 to BGN 14,000,000 was entered intordfgister. The increase was made in accordanbeawit
decision of the General Meeting of the ShareholdérSparky Eltos of 15 June 2007 to increase tlpitala
under the terms and conditions of Art. 197, paraantl Art. 246, para. 4 of the Company Act via a
transformation of profit for 2006 and the Companséserves into equity, via the issue of 12,000,00%
registered dematerialized voting shares and a radmiadue of BGN 1 each. The New Shares are dig&ibu



among the shareholders in proportion to their egem the capital prior to the increase, and eshareholder
receives 6 new shares for 1 of their existing share

By a decision of 30 July 2007, the Management Bo&iSiparky Eltos made resolved to launch a newearig
cordless professional power tools with lithium-itii-lon/ batteries. This type of batteries is bedognever
more widely used in power tool production in recgears. It is environmentally friendly - an advaygeof
particular interest to the management of Sparkg<ElProduction of nickel-cadmium /Ni-Cd/ battertbat
have been used predominantly until now will be ditued in 2010 at the latest due to the harmful
cadmium.

The management of Sparky Eltos has undertakerpthizess because it expects a growth in sales dfessr
tools on a world scale, and it expects this tengéacemain within the same parameters in the Be&tyears
as well.

The Offering in Brief

Sparky Eltos has made a decision to increase fiisat&ia the issue of up to 2,800,000 New Shaoeptiblic
subscription under the terms and conditions of tRisspectus. The Capital Increase shall be deemed
successful if no less than 2,280,000 New Sharesudrscribed for. The Lead Manger UniCredit Bulbhaak
agreed to use its best endeavours to promote tfezii@f and to provide assistance to internatioma lacal
investors in the subscription for New Shares. Thad_Manager will accept and/or manage the accepiainc
orders from investors for the subscription for N8hares. Sparky Eltos intends to use the net preceenh
the Offering of New Shares to finance the Companwestments and operations, in particular modetion
of production and enhancement of capacity, inclgdnhancement via the start of a new range of essd|
professional power tools, modernization of a foyrfdir magnesium, aluminum, and other special allaysl
assembly automation. The funds shall also be usedake production significantly more environmentall
friendly, to decrease the Company’s leverage, dsasefor working capital. The New Shares will bifeced
publicly only in the Republic of Bulgaria, and Balgan and international investors will be able &otigipate
in the offering on an equal basis. The Shares edffare addressed to investors outside the UnigtedsStinder
the terms and conditions of Regulation S on thdeémpgntation of the US Securities Act.

Risk Factors

Investment in New Shares is related to risks, iiclg risks pertaining to the dependency of the raial
condition and results of the operations of Sparkgd;the growing competition in the Bulgarian ecny, the
dependency on the members of the Management Bé&paoky Eltos and the employees of key importance,
as well as the fluctuations in the market priceéhaf Shares. For more information about these alner otsk
factors that investors should take into accourt R8sk Factors



ISSUBK ..t

Majority Shareholder .......................

THE OFFERING

Sparky Eltos AD
Sparky Group AD

Immediately before the Offering Sparky Group owns
approximately 79.93% of the shareholder’s equityttod
Company according to the Central Depository registe
shareholders, se®rincipal Shareholdersimmediately after
the Offering and in case it does not subscribeNfew Shares

in the Offering, the Major Shareholder will own
approximately 66.6% in total of the shareholdemuity of
the Company.

Risk factors .......cccccceeeviiiiiciiieiiciiceeee e Far autline of certain risk factors affecting Sparkitos

Shares, including New Shares...........

and the Shares, seés#sk Factors

The shares are ordinary demateédlizshares in the
Company’s capital, with a nominal value of BGN tleaFor
more information, seeDescription of the Shares and
Applicable Bulgarian Legislatian

ISSUE PriCe...uuviiieiieeiee i BGN 16.00 (sixteen Leva) per one New Share.

The Offering .......ccceeeniiiiiiiiiiiieee,

Capital Increase

A pubbffering in Bulgaria of 2,800,000 New Shares from
the Capital Increase of Sparky Eltos, as well asftaring for
trade on BSE of the Rights to subscription for thew
Shares. The New Shares and their correspondingtfRéagle
being offered for sale outside the United Statesoimpliance
with Regulation S.

In accordance with a Mandate Agreement signed with
Company, the Lead Manger has agreed to use its best
endeavours to promote the Offering and to provisstance

to international and local investors in the sulpgan for
New Shares. The Lead Manager will accept subsoripti
orders from investors and will effect other procediactions
required by Bulgarian law in relation to the Cabiterease.

The Capital Increase of Sparky Eltos via a pubffering for

the subscription of 2,800,000 New Shares, votedthsy
Management Board on 29 June 2007 and 9 August 2007,
according to the authorization by the Articles afsAciation

of Sparky Eltos. The Management Board has defined a
minimum of 2,280,000 New Shares, the issuance dttwh
shall be considered a successful Capital Increds¢he
Company, and which also constitute the minimum remdf

New Shares offered for subscription.

The existing shareholders of the Company possessrtue
of law preemptive rights to subscribe for the respe
number of New Shares, proportionate to the numbshares
held by them prior to the Capital Increase, aggiagment of
the Issue Price. These preemptive rights are imcated in



Subscription per

([0 Yo A

Issue Price payment deadline..............

Lead Manager.....cccccceeeeevieeecevvvnnnnnneeeen

Number of Shares immediately before
the Offering ...veeeeeviicciceeeeeees

Number of Shares after the Offering.

Share transfer restrictions..............

Voting  rights

IMItAtiIONS eevveiiiieeeeee e,

Use of proceeds

and  ownership

securities (Rights) the existing shareholders antitled to,
which can be sold or exercised by subscription Nmw
Shares. In the Offering, one New Share can be sblesicfor
against 5 (five) Rights.

If the existing shareholders do not wish to sullecfor New
Shares against part or the entire number of Ridiety t
possess, they can offer for sale the number oftRitjiey will

not exercise by subscription within the time limdefined

below. Any Rights not exercised by subscriptionthg end
of the first stage of the subscription proceduraidbe placed
for sale on an auction organizea officioon BSE. On the
other hand, Investors wishing to subscribe for Nemares
who are not existing shareholders in Sparky Elmsare

shareholders who wish to subscribe for additionawN
Shares exceeding their preemptive right, can pseiRights
on BSE within the Rights trading period and/or &e éx

officio auction if and to the extent to which Rights affered

for sale on BSE.

Commences on or around 16 October 2007, ends on or
around 22 November 2007. For more details about the
subscription stages, trading in Rights, and payrf@niNew
Shares, seeExpected Timetable of the Subscriptiamd
Subscription and Sale

On or around 22 November 2007
UniCredit Bulbank AD

14,000,000 Shares
16,800,000 Shares

Share transfers will be subject to certain restmst. For
more details, seBubscription and Sale — Selling Restrictions.

Shareholders make decisions at a General Meetintheof
Shareholders by voting. Each Share gives rightn® wote.
The decisions of the General Meeting of the Shddehs are
taken by a simple or qualified majority by the Sisawhose
holders are present at the meeting or are repegsdnt a
proxy. As of the date of this document, the Articlef
Association of Sparky Eltos does not contain arsjrietions

as to the number of Shares or voting rights thatbmaheld by
any one or more persons. For more information, see
Description of the Shares and Applicable Bulgarian
Legislation — Meetings of Shareholders.

Sparky Eltos intends to use the net proceeds fdmm t
Offering of New Shares to finance the investmemsd the
operations of the Company, in particular to modaani



production and enhance capacity, including vialéumch of

a new range of -cordless professional power tools,
modernizing a foundry for magnesium, aluminum, attter
special alloys, and implementing assembly automaftide
proceeds will also be used to make production Bagmitly
more environmentally friendly and to reduce the @any’s
leverage, as well as for working capital.

Delivery of New Shares........ccccceeene.n. If the Offering is successful, UniCredit Bulbankllwirovide
Sparky Eltos with a list detailing the number ofWiN&hares
subscribed and paid for by each person, which Vél
submitted by the Company to the Company Registdrthe
Central Depository. After the Capital Increase &mel New
Shares are entered in the Company Register, oroana 23
November 2007 the Central Depository will regigter entire
issue of New Shares and will open new accountsegtitcthe
existing accounts of the investors with the Newr8sahey
have subscribed and paid for. The shares will lrecated to
the investor's account with the investment interrmgdthat
has serviced the exercise of the investor's Rigtis
subscription.

Lockup Agreements................... The Company and the Majority Shareholder have edtarto
Lockup Agreements, under which the Majority Shatebo
declares it will not, for a period of 6 months @lling the
date of entry of the Company’s Capital Increase itite
Company Register, directly or indirectly: (a) offgrledge,
sell, sell options, or come to an agreement tq pedivide an
option, right or warrant for purchase, deposit iatdepository
institution or otherwise transfer or alienate Sharer
securities that can be converted to or exercisegkonanged
for Shares, or (b) conclude swap or other agreesment
transactions, which transfer, fully or partiallyirettly or
indirectly, the economic risk of ownership of théages,
regardless whether the swap or other transactiessrithed in
(@) and (b) above are executed by means of a dgliok
Shares or other securities, in cash or otherwise.

Sparky Eltos, on its part, undertakes for a peab@ months
not to distribute, issue or come to an agreemenissae
Shares or securities specified in para. (a) above.

Admission to trading.. ......c.....oeeeennees Currently, Shares of Sparky Eltos are being tradedthe
Official Market of the Bulgarian Stock Exchange endhe
stock symbol ELTOS.

Immediately after the Capital Increase and the Nghares
are entered in the company register and the registé
Central Depository AD Central Depository) and FSC, an
application for admission to trading of the New &isaon the
Official Market shall be filed with BSE. The tradjinn New
Shares is expected to commence on or around 17nibece
2007.

The price of the Shares as they are traded on tigaBan



Stock Exchange will be quoted in BGN. Transactioms
shares on the Bulgarian Stock Exchange will belesktt
through the Central Depository on a T+2 basis, pkey@n

BGN.

Law / Jurisdiction .... Bulgarian law / Bulgaria



RISK FACTORS

Prior to investing in Sparky Eltos Shares, potdntigestors should carefully consider the risk tastlaid out
in this section, in addition to the other infornmati contained in the Prospectus. If any of the rid&scribed
below materializes, this could have a significadverse effect on the activity of Sparky Eltos, fen results
from its operations, or on its financial conditioifithis leads to a decrease in the market pric¢hef Shares,
investors may lose some or all of their investmente risks and uncertainties described below arethe

only ones that face Sparky Eltos. Additional risksl other uncertainties, which at present are kratwn or
are considered negligible may also have significadverse effect on the activity of Sparky Eltos,ttom
results from its operations, or on its financialndition. Potential investors should read this doemtin full

and not rely only on the information shown in thegtion.

Risks Related to the Operations and Structure of tt Company

The Company may choose inadequate market strategy

The future profit and the economic value of the @any depend on the strategy chosen by the manseang

of the Company and its subsidiary companies. Thacehof an inadequate market strategy may result in
losses or opportunity cost. The Company strivesiémage the strategic risk by continuously monitptime
implementation of its strategy and results in orlereact as quickly as possible should any changéise
strategy be necessary. Inadequate or delayed changhe Company’s strategy could have a signitican
adverse effect on its activity, its operating re&sur its financial condition.

Most of the activities of the Company are carriedtan a highly competitive environment

Production and sale of power tools is a highly cetitive business with several prominent multinagion
producers that the Company competes with on cer@ankets. All the international competitors of the
Company have significantly larger financial, humaechnical, and marketing resources. The factoas th
determine whether consumers will chose the Compamygducts include price, product quality, aftdesand
post-warranty servicing, and reputation.

Therefore there is no guarantee that the Compaflycaitinue to maintain its competitive position tine
future.

Force majeure events such as adverse climate changecidents, and terrorist acts may greatly afféoe
Company’s business.

Abrupt climate changes and natural disasters itaicegeographic regions representing important etarfor
the Company may have a negative effect on the wangin rates, which may affect the sales of the
Company’s production.

Compliance with environmental legislation requiremnstant expenses and commitment on the part of the
Company and failure to comply with legal obligatisnmay result in significant sanctions and
discontinuation of activities.

The environmental laws of the Republic of Bulgarémuire that companies take a number of measures
regarding the prevention, control, and reductiorvarious types of environmental pollution. The Camp
maintains a policy of strict compliance with algsd obligations and restrictions related to envinental
protection, which requires constant expenses imegudxpenses on planning, monitoring, and accoilittgb

on bringing facilities into conformity with the ramed standards and norms and on maintaining that
conformity. Regardless of actions undertaken, & @ompany is determined to be responsible for ngusi
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environmental damage, it shall have to pay persatied fines, which may significantly affect itsdircial
condition and operating results.

The Company may not succeed in financing the invesnts it has planned

The Company’s strategy requires significant investts in production modernization, capacity enharergm
implementation of a new range of cordless profesdiqpower tools, modernization of a foundry for
magnesium, aluminum, and other special alloys,ifsigmt improvement with regard to making produatio
more environmentally friendly, assembly automatiett,. In case of an adverse economic situationthed
occurrence of other adverse events an additionahéing of these costs may be needed without garific
certainty that such external financing will be pbkesat conditions that are acceptable for the Camyp The
Company may have to reduce its planned capitalrelipge and investments, which would have an advers
effect on its operating results and financial posit

The Company’s financial results depend on the pigcef the main raw and other materials needed for
production

The company’s financial condition and the resubtsf its activity are influenced by the market psicd raw
and other materials, including electric power, $ueltc, which in recent years tend to rise. Maim aad other
materials for the Company are polyamide, dynametsinen, aluminum, magnesium, various types oflstee
An increase in the market prices of some of theseuycts would have an adverse effect on the refulis
the Company’s operations.

Interest rate risk

The Company finances its operations with borrowatad$ from banks and other financial institutionkeT
majority of the contracted interest rate levelstare to a floating basis like EURIBOR. A signifitaincrease
in the size of the basis would result in addition#rest costs leading to less favourable findmeisults.

Currency risk

Around 7 % of the materials are purchased by theg2my in USD. An appreciation of the Dollar agaitiet
Euro would, although not so significantly, leadatbigher cost of production.

General Risks

Emerging Markets

Investors in emerging markets such as Bulgarialghoe aware that these markets are subject toegraaks
than more developed markets, including in some scaggnificant legal, economic and political risks.
addition, adverse political or economic developraent other countries could have a significant negat
impact on, among other things, Bulgaria's GDP, ifprerade and economy in general. Investors should
exercise particular care in evaluating the risk®ived and must decide for themselves whethehenight of
those risks, an investment in the Shares is apjateprGenerally, investment in emerging marketsrily
suitable for sophisticated investors who fully ampate the significance of the risks involved. dstors
should also note that a feature of emerging maikdtsat they are subject to rapid change andrfeermation
contained in this document may become outdatetivela quickly.

Risks relating to the Shares

Risks relating to the Bulgarian securities market

There may be less information available in the Briln securities market than is available on congzaim
other securities markets.
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There is a difference in the regulation and momigpof the Bulgarian securities markets, and thevidies of
investors, brokers and other participants, compaifdmarkets in Western Europe and the UnitedeStathe
Financial Supervision Commission is responsible disclosure and other regulatory standards for the
Bulgarian securities markets. The Financial Supéai Commission monitors compliance with laws, and
issues regulations and guidelines on disclosuraimements, insider trading and other matters. Theag,
however, be less publicly available information aBulgarian companies than is regularly made atséél by
public companies in other securities markets. Thidd affect the market for the Shares.

The Bulgarian Stock Exchange is substantially smalland less liquid than securities markets in cdrta
other countries

The Bulgarian Stock Exchange is substantially senalhd less liquid than securities markets in aexther
countries, such as those in the United Stateseodtiited Kingdom.

As of 30 June 2007, equity securities represer88@companies and a market capitalisation of apprately
BGN 20.78 billion were registered for trading ae tBulgarian Stock Exchange. Of that, equity seewit
representing 344 companies were registered fomgaoin the Unofficial Market and represented 75.38%
the total equity market capitalisation at 30 JuB@72and 75.8% of the BSE’s trading volume in eqsiti
during the period from 1 January 2007 to 30 Jun@720he equity securities representing the tenekstrg
companies registered for trading on the BSE reptedesb4.86% of the total equity market capitalmatat 30
June 2007 and the volume traded shares from thassdues represents 38.44% of the total tradihgn@®on
the BSE for the period from 1 January 2007 to 3&R007.

Accordingly, a very small number of companies repre the large majority of the market capitalisatmd a
significant part of the trading volumes of the Barign Stock Exchange. This low liquidity also leadother
complications, such as excessive volatility, witlke tmarket arguably also vulnerable to speculatotévity
because liquidity is occasionally so low that psicean be manipulated by relatively small trades.
Consequently, there is no guarantee that the Shalldse actively traded, and if they are not, tiidikely to
increase price volatility.

Any additional equity financing may be dilutive the shareholders of Sparky Eltos

Sparky Eltos may issue additional Ordinary Sharestbsequent increases of capital in the future Th
Company is required under Bulgarian law and StoxghBnge regulations to offer any such Ordinary &har
to existing shareholders on a pre-emptive basisteMleeless, existing shareholders may choose not to
participate in such future issues of Ordinary Standich would dilute their existing interest ingky Eltos.

Substantial future sales of Shares could affect ithemarket price

If a substantial number of the Shares are offecedséle, the trading price of the Shares may beedspd.
Sales of additional Shares on the public markdbfohg the Offering could adversely affect the n&trhrice

of the Shares. Some of the Shares in the Compayely the Shares held by the Majority Shareholder
Sparky Group are subject to a Lockup Agreement, argimilar agreement has been entered into by the
Company — se&ubscription and Sale — Lockup AgreemeAfter the end of the period in which sale is
prohibited under the aforementioned Lockup Agredmieall shares may be sold on the Bulgarian Stock
Exchange, and the Company will be free to takesitmts regarding subsequent capital increases.

Sales of substantial amounts of Shares, or theepgon that these sales could occur after the dnitheo
prohibition period under the Lockup Agreement amgl ielease of the Majority Shareholder of the poibioin
to dispose of shares, could adversely affect thegiling market price of the Shares.

There is no guarantee that cash dividends will istdbuted to the shareholders

Sparky Eltos has not declared, recommended, paithde any dividends or other distribution in respédts
share capital, but has chosen to use retainedtqrgnerated during the years, to finance its grony
future payment of dividends will depend upon theeleof Sparky Eltos’s earnings and cashflow, ad agthe
Company'’s expenditure and investment plans anchthations of the principal shareholders.
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Sparky Eltos is controlled by the Majority Sharefutdr and in case it undertakes certain actions, wiare
not in the best interest of the remaining shareheld, the value of the Shares may decrease

After the Capital Increase Sparky Group will congnto have the possibility to exercise decisivéuirice
upon most of the questions, resolved by the Gemarsdting of shareholders, including appointment and
dismissal of members of the Supervisory board, mayrof dividends, conclusion of significant trartsats

(in which the Majority Shareholder is not an instesl party). The control upon the Company, exedcise
the Majority Shareholder, may delay or prevent gjeaof control upon Sparky Eltos, prevent mergeotber
business combination with the participation of @@mpany.

Risks relating to Bulgaria

Political Risks

Since 1989, Bulgaria has pursued a program ofigalliand economic structural reform designed tatdisth a
free market economy through the privatisation afesenterprises and deregulation of the economy.

The current Bulgarian government was inaugurateiiriament on 16 August 2005. The governing doalit

is one of the most fragmented in recent history amd not finalised until almost two months aftee th
election. The prime minister is Sergey Stanisheadér of the Bulgarian Socialist Party (tSP'), who had
failed to form a government under the mandate ®BBEP several weeks earlier. The BSP is the maingra

in the governing coalition and holds eight of teeenteen ministries; the other partners are thadoruling
party National Movement Simeon Il and the ethnierfation Movement for Rights and Freedoms. Bulgaria
was invited to join the North Atlantic Treaty Orgsetion NATO) at the NATO summit in Prague on 22
November 2002. On 18 March 2004 the Bulgarian 8aint ratified the North Atlantic Treaty and Buigar
was officially recognised as a member of the afleaon 29 March 2004.

Bulgaria joined the European UnioBWY) in 2007. The final Monitoring Report of the Eusgm Commission

on Bulgaria was released on 26 September 2006anitlembership recommendation and on 17 October 2006
the European Council officially approved Bulgarimembership of the EU on 1 January 2007. However, th
European Commission will continue to keep a watcéfie on how Bulgaria carries out its commitmentth w
regard to implementing reforms, notably puttingoimgractice an enhanced monitoring system to oversee
whether Bulgaria complies with the terms of itsemsion treaty. If supervision shows that Bulganasinot
meet the requirements of the EU concerning thesprarency of the spending of public resources, ifight
corruption, the efficiency and independence ofjtiticial system, as well as food safety, there ssgaificant

risk that protective clauses in the sphere of tbernal market, internal affairs and the judicigtem might be
activated later on, and some of the subsidies mmdfers from the Eurofunds may be reduced or ffutor
more information, se€he Republic of Bulgaria - NATO and European Uniaeession

Bulgaria’s accession to the EU legitimates the eaain reforms that have been undertaken in the rafrtiee
country’s integration to the Union. The future gtbwf the economy, however, will continue to dependhe
political will to carry on with economic reforms @napply the best market practices of the EU. The
government's ability to implement reforms, in tuisiconditional on the extent to which the memb#rghe
government can continue to co-operate in promoéingpmmon agenda. No assurance can be given that a
change of administration will not result in a siggant and rapid change in the political and ecoitcom
conditions in the country which may have a matbriativerse effect on Sparky Eltos’s business, tesafl
operations and financial condition. For more infation, sedhe Republic of Bulgaria - Political Overview

The current Bulgarian political system is vulnesabd economic hardship, widespread dissatisfaatiith
reform and EU membership due to unrealistic expiects, as well as social instability and changes in
government policies, organized crime and corruptamy of which could have a materially adverseatftm
Sparky Eltos’'s business, results of operations fimahcial condition. The next scheduled Parliamgnta
elections are due in 2009.

Economic Risks

Until 1989, the Bulgarian economy had been adneénést by the central authorities. Since the end of
Communist rule in 1989 successive governments heymdemented policies of economic reform and
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stabilisation. These policies have involved libisiah prices, reducing defence expenditure andigigssto
state-owned enterprises, privatising state-ownetgrprises, reforming the tax and bankruptcy systems
introducing legal structures designed to facilitaterate, market-based activities, stabilising therency and
encouraging foreign trade and investment. The escepeed and nature of any future economic reforms
remain uncertain. Certain measures intended todwgpthe country's economic condition have beenaaad
expected to remain unpopular. Accordingly, levdigapular and political support for the governmaave
tended to vary. For more information, ¢ Republic of Bulgaria - The Bulgarian Economy

Continued economic reform will also depend in pamt presidential support for the reform program. The
current president, re-elected at the last presialealiections, held in October 2006, is a formexdier of the
BSP and a fallout with the BSP-led government seentikely. For more information, s€éhe Republic of
Bulgaria - Palitical Overview

Like other transitional countries, Bulgaria ruredie and current account deficits. Bulgaria haspmmdype of
economy and its development is directly influentsdinternational market conditions. The countryais
importer of crude oil; accordingly, increases il prices reduce the competitiveness of the Bulgaria
economy, and dependence on oil imports subjectedbhromy to additional US Dollar currency risk. Age
current account deficit, combined with the inakildf the Bulgarian National Bank to pursue appraigri
monetary policy because of the constrictions of ¢hgrency Board, may put pressure on macroeconomic
stability. The privatisation of state-owned entesgs is essentially complete and future capitbivs will
depend on the stability of the economic and instihal environment.

Sparky Eltos’s business, the results of its openatiand its financial condition largely depend loa ¢condition

of the Bulgarian economy, which in turn affectsiagowth, interest costs and customers' abilityneet their
obligations on time. Any negative change in onenore macroeconomic factors, such as interest ratgsh

are influenced by Eurozone interest rates by vidiugne Currency Board arrangements that peg thetd.¢he
Euro, inflation, wage levels, unemployment, foreigrvestment and international trade, could have a
materially adverse effect on Sparky Eltos’s businessults of operations and financial condition.

Businesses in Bulgaria have a limited operatingohysin free market conditions. Accordingly, when
compared to the companies, functioning in the aeemitwith a developed market economy, such busisess
are characterised by a lack of management expedeincresponding to the market, limited capitabteses
with which to develop their operations, and low dab efficiency. In addition, Bulgaria has a limited
infrastructure to support a market system.

Legal Risks and Enforcement of Judgments

Bulgaria's legal system is in the process of tiamsétion, matching that of the developing marketneeny of
Bulgaria. The practice of the judiciary and adntiaison remains problematic and parties seekingelp on
the Bulgarian courts for effective redress in respé a breach of law or contracts, or in an owhigrglispute,
may find that it is difficult to obtain. The majtyiof Bulgarian law has been brought in line witiatt of EU
member states, although Bulgarian law does conttouevolve, occasionally in ways that do not always
coincide with the development and application oé tBU’s legislation, as well as with the market
developments. As a result, ambiguities and inst@scies are existing and also an investment hiskwould
not be a consideration when investing in a comgaogted in a jurisdiction with a more developedaleg
system. However, trade legislation has becomeivelgtmodern and complete in the last five yearse T
expected introduction of new legislation in areashsas corporate and securities laws, as well &ndments

in the current legislation aimed at achieving fidmpliance of Bulgarian laws with EU regulationfidaiing
Bulgaria's accession to the EU as of 1 January 2@0&xpected to contribute to the more consistent
development of civil and trade legislation in theanfuture.

There are, as a result, two major legal threatthéodevelopment of the legal system in Bulgarid:the

possible failure of the development of the Bulgatdiegal system to keep pace with the EU’s legalesysand
the rapidly developing commercial practices may@aincertainties; and (b) flaws in the legal istiracture
may result in doubt arising in relation to corperatctions, compliance and other matters, performaric
which may be taken for granted in other jurisdicio
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Exchange Rates and the Currency Board

Since 1997, a Currency Board arrangement has bgalade under which the Bulgarian currency, the, lbas
been pegged, initially to the Deutsche mark andsegbently, on creation of the Eurozone, to the Euro
Maintenance of the Currency Board arrangementnsidered to be a critical element of economic rafar
Bulgaria and requires continuous political supgortnon-inflationary policies. The rigidity of th€urrency
Board which rules out both devaluation and indepahdnonetary policy may not be responsive to theréu
needs of the Bulgarian economy. It is widely expddhat the Currency Board arrangement will be ke
Bulgaria joins the Euro, but there can be no assgravhatsoever that this will be achieved.

Any significant devaluation of the Lev could havenaterially adverse effect on the customers of ISp&itos
and, as a result, on the Company’s business, sesiltoperations and financial condition. For more
information on the Currency Board arrangement, Bee Republic of Bulgaria — The Bulgarian Economy —
Currency Board Arrangement

Taxation

Taxes payable by Bulgarian companies include witlihg taxes, local (municipal) taxes and fees, ooafe
profit tax, value-added tax, excise duties, expod import duties and property taxes. The taxatisiem in
Bulgaria is still developing, which may result icbnsistent enforcement at both state and munitspals.

Investors should also be aware that the value aheestment in the Shares may be adversely affeoyed
changes in, and the application and interpretaifonurrent tax laws and regulations.

Bulgaria's accession to the European Union may rdisin increased competition and additional and more
onerous regulations

Accession to the European Union could result imdased competition for Sparky Eltos as new conpstit
from other member states may enter the market lgaBia, benefiting from the single EU passport arately
having to notify FSC. It could also result in dexse in the incomes and profit of the Company. Meroside,
compliance with European Union competition laws atler regulations is required and enforced, as any
changes in the law could require Sparky Eltos tmmy with additional and more onerous regulationd a
could have a materially adverse effect on the Caygabusiness, results of operations and financial
condition.
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USE OF PROCEEDS

The net proceeds of Sparky Eltos from the Capitaidase are expected to amount to BGN 43.9 miditer
deducting the expected costs of the Offering, idiclg the remuneration of the Lead Manager.

Sparky Eltos intends to use the net proceeds flmrQffering of New Shares to finance the investsamd
operations of the Company, in particular to modegrthe production and enhance capacity, includivg t
launch of a new range of cordless professional pawels, modernization of a foundry for magnesium,
aluminum, and other special alloys, and assembtgnaation. The funds will be used also to carry aut
significant improvement of production to make it imoenvironmentally friendly, and to decrease the
Company’s leverage, as well as for working capidith the funds collected through the issuance ri8pa
Eltos is planning to finance a four-year investmenheme to increase the capacity of the Company,
amounting to BGN 25 million. If Sparky Eltos manage raise the necessary funds through this isgyanc
will be able to implement its investment schemstinrtened terms within 15-18 months.
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CAPITALISATION AND INDEBTEDNESS

The Following information presents the capitalizatiof the Company as of 30 June 2007, as deriven fie
financial statements of Sparky Eltos. This inforimatshould be read in conjunction with the auditetdhricial
information of the Company and any other relatédrination included in this document.

30 June 2007
(BGN in thousands)

Total current liabilities ® ....... oo, 12,466
Current liabilities to related persons ............coceceive i ieenn, 106
Current liabilities to bank and non-bank instituBon................cccceeeenn. 4,318
Current part of financial lease liabilities ................ccooveeviiiii i 1,217
Liabilities to suppliersand clients .............ccocoiiiiiiiic i e, 5,037
Tax Habilities ..o 254
Liabilities t0 emMPlOYEES .........nii i e 172
Liabilities to insurance iNStitUtioNS ..........oooiii i 195
Other AaDIlItIES .. ..o e e e e e e e e e eas 167
Total non-current Iabilities @ .....ooe. e e 24,506
Non-current liabilities to bank and non-bank ingfns .....................oeoeee 20,767
Non-current part of financial lease liabilities .............cccoviiiiii i 3,739
Shareholder's EQUILY ......couiie it e e e e e e 49,691
Share Capital .......ooouiiii e 14,000
Reserve related to subsequent revaluation of azsdtiabilities .................... 32,120
OB BT FBSBIVES vttt ittt et e e et et et e et e e e e e e e 512
CUurrent Profit (I0SS) ... .ov vt e e e e 859
L1071 PPN 86,663

(1) With maturity within a year
(2) Excluding long-term liabilities with maturityithin a year

Source: Sparky Eltos

On 24 July 2007 AnneXe3 to Revolving Bank Loan AgreemeN$217/19.10.2004 with UniCredit Bulbank
AD was signed, which increases the allowed loanuarnby EUR 2 million from EUR 4.4 million to EUR4.
million. With the exception of the circumstance andhe preceding sentence, there has been noisantif
change in the capitalization and long-term indeisd of the Company after 30 June 2007.

The Directors of Sparky Eltos believe that the vimglkcapital of the Company (i.e. the ability of tBempany
to access cash and other liquid sources for theoser of timely repayment of its current liabilijieis
sufficient at this stage and for a period of 12 theras of the date of the present document.

For more information on loans, financing, and siégyarovided, sedaterial Indebtedness
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DILUTION OF SHARE VALUE

As of 30 June 2007 the net tangible book value dry Eltos is about BGN 49.691 million. Tixet
tangible book valueis calculated on the basis of the consolidatedrza sheet of the Company as:

e Total carrying value of assets of Sparky Eltos thssvalue of goodwillless

* The amount of total liabilities of the Company.
As of 30 June 2007 the net tangible book valueStere of Sparky Eltos amounts to around BGN 3.5%&. T
Net tangible book value per Sharés:

e The net tangible book value of the Compadhiyjded by

¢ The number of Shares issued.

TheDilution of the net tangible book value of a Sharés:

e The Issue Price of a New Share from the Capitakisejess

e The net tangible book value per Share of Sparkysdihmediately after issuing the New Shares.
If we assume that the New Shares were issued 88 dfine 2007 and after deducting the expenseseon th
Offering, the net tangible book value of SparkyoElas of 30 June 2007 would have been BGN 5.57 per

Share. The calculations have been made on the dfagis issue of 2.8 million New Shares at IssuedPof
BGN 16.0 per New Share.

These calculations show an immediate increaseeohéh tangible book value per Share to the beoéfite
existing shareholders of Sparky Eltos amountinB®&N 2.02, and immediate dilution of the net tangibbok
value per Share for the investors who acquire Near&s, amounting to 65.19% respectively.

The table below provides a summary of the caloutatimade:

BGN, except
%

Issue Price of @ NEW Share..........cccocuiimeecmiie it 16.00
Net tangible book value per Share as of 30 JUN@.20Q.............occiiiiieiiiiiiieee e 3.55
Increase of the net tangible book value per Shaegerasult of the Capital Increase, if we assumie tha
the new Shares were issued as of 30 June......... 2.02
Net tangible book value per Share immediately afierCapital Increase if we assume that the new
Shares were issued as of 30 June 2007.....cccaaeeieiieeeeeriiiiieenn. 557
Dilution of the value of a Share for the investatso have acquired New Shares in the
(©]1=7 ooV PSSR SRT 65.19%

Source: Sparky Eltos
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DIVIDENTS AND DIVIDENT POLICY

Since its establishment Sparky Eltos has adoptedliay of reinvesting earnings into the long-ternogth
and development of the Company instead of paying dividends or making other distributions to
shareholders. In view of the good prospects ancctiméinuing development of the Company, Sparky €lto
considers changes in dividend policy unlikely ia tmmediate future.

In the event that Sparky Eltos is unable to useatstal effectively for growth or acquisitionsetiCompany
will consider paying dividends and/or redeemingrelan order to maximize profitability for its sle&olders.
Any decision on a future distribution of profit tike shareholders of Sparky Eltos will be takenh®yGeneral
Meeting of Shareholders. For more information, Bmscription of the Shares and Applicable Bulgarian
Legislation
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BUSINESS REVIEW
Business Operations Review

Sparky Eltos is the only producer of power tool8irgaria. The Company’s product structure compragesut 100 types
of professional power tools including various maxdifions of drills, grinders, and saws. Sparky €lbas its own centre
for new product development and all articles preduby the Company at present are a product of its @evelopment.
Sparky Eltos sells its products on the domestickataand exports to more than 70 countries.

For the year ending on 31 December 2006 the nattipg income of Sparky Eltos amounts to BGN 49.i#ilion, in
comparison to BGN 41.563 million for 2005, and BGN8¥B million for 2004. As at 30 June 2007 the mebime of the
Company amounts to BGN 24.005 million, in comparismBGN 21.557 million as at 30 June 2006, and BGN9®.
million as at 30 June 2005.

The address of Sparky Eltos is: 9 Kubrat Str., lobveRepublic of Bulgaria, tel. 068/ 2 35 50; e-mail

sparky eltos@sparkygroup.com

As at 30 June the Company has over 1,300 employees.
Strategy

The main strategic goal of the Company is to mainies leading position on the power tools market i
Bulgaria and to continue to increase sales on thligeBian and the international markets via:

e Sustained quality enhancement;
» Increased production effectiveness and sales pbilfily;

e Wider product range.

Sustained Quality Enhancement

Sparky Eltos operates on a dynamic market thatiregjhigh quality, reliability, and reparability tfe power
tools produced. What consumers expect of the newslemr is new functions, lighter weight, better mow
capacity, ease of operation, competitive priceth same time, increased demand for professionakipo
tools related to the construction industry leadsitgher demands with regard to quality, productiveind
durability of the articles produced.

The Company has its own development unit and atpktboratory, the main task of which is to deyetmd
launch new models, and to continually enhance tradity and the functionality of the existing onesile
keeping track of the market requirements and thst mexent tendencies in power tool production.

Increased Production Effectiveness and Sales Pralfitity

Sparky Eltos believes that the detailed marketares$eit carries out and its production in consitieraof the
specific needs on individual markets are the bfmsists successful sales in more than 70 countiéarket
variety allows for a higher optimization and, a®sult, higher production effectiveness.

In response to the continually increasing productiosts, including prices of materials, power, $ueind
transport, Sparky Eltos takes measures to optipipeuction focusing on the more profitable profesal
power tools, including cordless professional potesis with lithium-ion batteries. This strategy reakthe
Company confident that it will manage to maintdie tost of its articles within relatively unchandanits,
and to increase profit in absolute terms when e&irg sales volume.

Wider Product Range

In response to the continually changing needs emtarket and the increasing competitiveness, ttie gual
in the marketing strategy of Sparky Eltos is theali@pment and launching of new products in shorhse
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In the last three years the Company has developégat into production and on the market 39 new eteod
of power tools, and as of the date of this docuraemtther ten new models are under development.

In view of the increased demand and high growtesraf cordless tools sales on a world scale (35%-gér
annum), Sparky Eltos is planning to launch sucld kiharticles into production.

History

Joint-stock company Sparky Eltos is the succesktreoELPROM — Lovech, a manufacturing plant sefrup
1961 and specializing in the production of eleatniators with a capacity of up to 630W.

The rapid advance in micro motors and small eleatiachines in the period 1961-1965 determined three
major directions in the plant’'s manufacturing opierss: collector micro motors for alternating cunte
constant current generators and asynchronous ielentitors. In 1965 production of mechanic manually
operated power tools with electric motors manufiatiby the company built into them was launchedthat
end of 1966 a license for the manufacturing of nadlguoperated tools was purchased form AEG —
Telefunken, Germany. Production of three typesrdiisdvas initially launched, and later — of angjenders
and electric wrenches.

Over the next years the Company won recognitiora dsading manufacturer of power tolls for Eastern
European countries. The capacities available wexefficient to meet consumer demand and in 197%5I¢aid

to a new expansion with modernization and recontm. Two new licensing agreements were signetthén
same year with AEG — Telefunken, and the concemticgzated in the design of the buildings and the
specialized equipment, assisted as consultant atednriediary in the purchase of specialized equipmen
Technical documentation for the production of ngwes of drills and angle grinders was purchasedgalo
with the license. As the project was implementedaatomated computer-operated rack warehouse was
introduced into exploitation. A dedicated computaenter was set up and new equipment was delivaiesl.
independent design and manufacturing of toolingmgant was made possible.

In 1986 a new expansion of the plant took placenepns of implementation of automated lines by Atdly
for the production of rotors and stators, an autech@onveyor line by Menke — Germany for the praiduc
of collectors, automatic multi-position machines ®fyutte for the production of spinning parts anfiveare-
managed lathes for the processing of cage pams &laminum and magnesium. The implementation & thi
equipment allowed an increase of production cajescio a level of 1,000,000 power tools per annum.

By a decision of the Council of Ministers of 198&skd on Decree 56 on the Economic Activity, stataeu
company (DF) Eltos, Lovech, was established, beintgred in the company register under company case
37/1989 of the Lovech District Court. By a subsequdecision of the court DF Eltos was transform&od i
single shareholder joint-stock company under compzame Eltos EAD. In 1996 Sparky GmbH Germany
(the former name of Sparky Trading GmbH) acquirBteof the Company’s capital via cash privatizatiBy.

a decision of the Lovech District Court of 30 Deb®m 1996 a change was registered in the name of the
Company from Eltos EAD to Sparky Eltos AD. Undee thame SPARKY ELTOS AD a new stage in the
production of Bulgarian power tools begins. As autts of investments of nearly BGN 60 million ineth
period 1997-2006 the production of the Company dsnpmetitive and quickly gains position on the
international markets.

In 1998 Sparky Eltos was entered as a public copnfrarthe register of the Bulgarian National Sedesit
Commission (regulator of the capital markets indawia in that period), pursuant to which the Shafethe
Company were registered for trading on the Bulga8tock Exchange.

In 2003 Sparky GmbH sold its Shares in Sparky EBosounting to 75.21% of the capital of the Compaay
Sparky Group (then Sparky Bulgaria AD).

Corporate Structure
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Sparky Eltos is part of the group of companies alvhg the members of the Supervisory Board of Sparky
Eltos Stanislav Petkov and Petar Baburkov @Gineup).

Stanislav Petkov and Petar Baburkov each have % Sfake in the Majority Shareholder of Sparky EHos
Sparky Group AD, Sofia (former name Sparky Bulgak[d) (Sparky Group), as well as in Sparky GmbH,
Berlin, Germany.

Subsidiary companies of Sparky Group that currenplgrate are:
»  Sparky Eltos (79.93%);
e Sparky AD, Ruse (99.16%);
» Sparky Trading EOOD, Sofia (100%);
* SG Logistics Limited, Limassol, Cypress (100%)

Sparky Eltos has no subsidiary companies.

Below is a diagram of the operational companigbénGroup.

Stanislav Petkc Peer Bakourkov
50% 50% 50% 50%
Sparky Group Sparky GmbH,
AD Germany
79.93% 99.16% 100% 100% 100% 100% 100%
Sparky Sparky SG Logistics Sparky Tarding Prista Park Chiflika Sparky
Eltos AD AD Ltd, Cyprus EOOD Residence Holiday Beteiligungs- und
EOOD Village EOOD Verwaltungsgesell
schaft mbH
100% 100% 100%
Sigma Plus| | Prista Park CPO
EOOD EOOD Sparky
EOOD
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Sales

Sparky Eltos sells on the domestic and foreign etarkSales on the domestic market are organizea via
distribution network in the whole country. A majdomestic client is also the hypermarket chain Mr.
Bricolage via Doverie-Brico AD.

Sales on the foreign market are related to thectsirel of the group the Issuer belongs to — foreigurkets
have been traditionally managed by Sparky GmbH. flagor foreign markets are Western Europe, Russia,
Africa, Brazil, and the Far East.

Products

The table below shows the main product categofi&parky Eltos for the last three years, as weloagrds
the end of the first half of 2007, sales figurestfe respective product for the domestic and fpra@narkets in
BGN in thousands, and the percentage of the itesalss in the total sales of Sparky Eltos produmtste

indicated periods.

As of 30 June

As of 31 December

2007 2006 2005 2004
Sales Share Sales Share Sales Share Sales Share
(BGN in (%) (BGN in (%) (BGN in (%) (BGN in (%)
thousands) thousands) thousands) thousands)

Foreign market 19,328 825 39,231 80.7 30,630 76.6 33,074 80.9
Spare parts 1,872 8.0 2,691 5.5 1,900 4.7 3,689 9.0
Small drills 803 3.4 1,343 2.8 1,219 3.0 2,071 5.1
Large drills 1,093 4.7 4,440 9.1 4,391 11.0 5,205 12.7
Perforator 4,833 20.6 12,366 25.4 7,623 19.1 5,999 147
Small angle grinders 3,118 13.3 4,833 9.9 4,419 110 3,240 7.9
Large angle grinders 2,974 12.7 5,674 11.7 6,633 16.6 8,463 20.7
Special tools 4,532 19.3 7,248 149 3,932 9.8 3,914 9.6
Attachments 103 04 137 0.3 78 0.2 84 0.2
Other - - 499 1.0 435 1.1 409 1.0
Domestic market 4,105 175 9,370 193 9,381 234 7,787 19.1
Spare parts 740 3.2 1,390 2.9 1,425 3.6 1,433 3.5
Small drills 181 0.8 510 1.0 542 1.4 526 1.3
Large drills 612 2.6 1,165 2.4 1,326 3.3 1,020 25
Perforator 555 2.4 1,503 3.1 1,304 3.3 847 2.1
Small angle grinders 533 2.3 1,167 2.4 1,074 2.7 950 2.3
Large angle grinders 730 3.1 1,843 3.8 2,019 5.0 1,683 4.1
Special tools 723 31 1,689 3.5 1,529 3.8 1,085 2.7
Attachments 23 01 43 0.1 46 0.1 37 0.1
Other 8 0.0 60 0.1 116 0.3 206 0.5
Output 23,433 100.0 48,601 100.0 40,011 100.0 40,861 100.0

Source: Sparky Eltos

Supplies, Production, and Equipment
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Supplies of raw materials are provided by many Beppand the Company ensures that the process is
uninterrupted and independent by choosing sevapgll®rs of the same raw material. The Companyggdét
suppliers with the respective percentage of thal tatw materials and other materials éido 7 9%, Albis
Plastik 3%, Hellenic Cables E.A. 3%, NSK PolskaZa® 3%, Schunk 2%, Reich GmbH 2%, Marquardt 2%,
Schmolz + Bickenbach9a.

The manufacturing process of Sparky Eltos is subjecstrict quality and environmental control. The
production process includes machine processingndiog of plastic and metal alloys, electric motor
production and assembly. Quality control is carmed on 100 % of the production. The Company halds
ISO 9001 certificate, and pays special attentiorwtirk safety and environmental protection, which is
evidenced by the OHSAS 18001 and 1SO 14001certgfsci has received.

The Company normally maintains production resefesach basic article to cover 25 days as theHeds
products are sold almost immediately.

During the last three years the Company has noereqced significant interruptions of the productio
process for any reason.

The table below shows information on the main pobida facilities of Sparky Eltos:

Location Land (m?) Description Premises(m?) Rent / ownership

9 Kubrat Str., Lovech 117,810 6 manufacturing 65,800 Oown
facilities
Warehouses
Administrative
building

Auxiliary buildings
Source: Sparky Eltos

Below there is information on the non-current tatgyassets of the Company used in its operations:

As of 30 As of 31 December
June
2007 2006 2005 2004
(BGN in thousands)

- o To I ] (1) 29,561 13,067 13,067 13,067
Buildings and constructions ...............cccceeuee. 6,244 6,462 6,850 7,206
Machines and equipment ............cccccceeeeennes 10,547 11,347 10,761 7,930
Plant........ocoot vovoiiiie e e 2,342 2,353 2,185 1,829
Transport vehicles ...........cccovvveiiiiiennenn. 657 402 525 575
Expenses on acquisition and liquidation of non- 3,436 3,323 1,722 2,199
current tangible assets
Other ...ocovviiei e, 2,438 2,613 3,002 2,141
TOAl evvveee et 55,225 39,567 38,112 34,947

Source: Sparky Eltos

In the last three complete financial years thereehaeen no significant changes in the non-curramgible
assets of the company. During the current 2007 cunrent assets owned by the Company were revalued —
land, with carrying value before revaluation at B&BI067,000, and an increase as a result of treuaion
amounting to BGN 16, 494,000.

As of 31 December 2006 the Company has signed mgmas to the amount of BGN 3,707,000 for the prtidac
of non-current tangible assets.
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As of the date of this document Sparky Eltos hasafileements for financial leasing of manufacturing
equipment with UniCredit Leasing Bulgaria EAD, H\U®asing OOD, Hebros Leasing EAD, and Interlease

EAD.

For more information regarding the manufacturingess and property of Sparky Eltos, see beGapital and
Investment Expenseas well as Note 2 (Property, plant, and equipmeamid 12 (Financial lease liabilities) to
the financial statement of Sparky Eltos for 20066weell as the analogous notes to the financiaéstants of

the Company for 2005 and 2004.

Capital and Investment Expenses

The total amount of capital expenses is BGN 19 (3D,

As of 30 June As of 31 December
2007 2006 2005 2004
(BGN in thousands, except the percentages)
TOO0IS e 182 372 1,504 678
Office equipmeNnt.........cccoeeiiier e 10 51 65 148
Equipment repairs........cccccovcvieeeeniiiiiieeeeeenns 3 656 22 787
Machines and equipment 1,078 3,553 6,460 4,251
LICENSE. ..t e 27 211 82 6
Transport vehicles.........cccccoovvveieiiiciieeee e 347 101 65 177
Software 2
Safety systems 26 73
TOtAl e 1,647 4944 8,224 6,122

Source: Sparky Eltos

The company has adopted an investment scheme with@ementation deadline by the end of 2011, aardl p
of the funds raised form the Capital Increase éllused to finance it:

Purpose Investment Investment | Investment
commencement deadline cost

Equipment for the production of new cordless amaadard March 2007 May 2009 14,186
power toolS............cceeeiiiiiiiii.
Enhanced work safety and health conditions........... In operation February 2009 770
Environmental protection..................cc.vemmeeeeeeiivveeeeeennnns In operation April 2009 900
Equipment repairs and maintenance...............cc............ In operation April 2009 1,780
Construction and assembly activities.............cccc..co....... 2008 May 2009 2,200
Enhanced capacity and production modernizatian...... In operation March 2009 3,220
Assembly equipment for a new range of cordless 2008 March 2009 1,000
professional machines...............ccccviicveeee e v
Improvement of an Enterprise Resource PlanningeByst March 2007 2008 1,000
(ERP) and purchase and launching of a Business Rroces
Management System (BPMS)
Program for the development of a new range of essl 2008 2009 250
perforators (in cooperation with the Technical Wmsity,
Sofia)®
Total (investment value).............cooooieeecceiicie 25,306

(1) A framework agreement is to be signed with thghilieal University, Sofia, on the implementatioragfrogram for
the development of a new range of cordless perfsaténder the agreement Sparky Eltos is to proeigieéipment and co-

funding to the amount of BGN 250,000.
Source: Sparky Eltos

Competition

Main Competitors
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At present around 150 million power tools are patlworldwide compared to 60 million tools ten gear
ago, 70% of production being concentrated in S&abt Asia. The construction boom both in new boddi
and in repair works and refurbishment of existingdings and housing, and the accompanying increafiee
levels of power tool use by households lead teadst growth in demand in Central and Eastern EUrGs,
the Middle and Far East. A proof of that are thgdainvestments envisaged by large constructiore iads
chains such as Kingdfisher, Hornbach, Praktiker, QRIroy Merlin, Castorama, etc. in Central and Esast
Europe. At the same time, the increase in demangrofessional power tools related to the consiouct
industry leads to higher demands being placed emtin terms of quality, productivity, and duralyilit

The main competitors of the company on the foreitarkets are Bosch with its professional (blue)eseri
Makita, DeWalt, Metabo, Hitachi. On the domesticriked the main competitors are mostly Bosch and kdaki
with their professional series.

Since Sparky Eltos operates on a dynamic markeirder to be competitive the Company relies onhilgé
quality, reliability, and reparability of the pow&gols it produces. In response to the changingisea the
market, its main marketing strategy is to develad &unch new products in short terms. What conssime
expect of the new articles is new functions, lighteeight, better power capacity, ease of operation,
competitive price. The Company intends to direxinvestments into new equipment that will increlaseur
productivity and replace part of the outdated eopgipt with new more productive software controlled
machines with lower consumption of electric powss,that one operator could service a larger nurober
machines. The goal is to use the same average muoibEmployees to increase the production volume.
Despite rising prices of materials, electricityelfsy transport, etc., the Company is able to mairte cost of

its articles and to increase sales volumes andit@bdity in absolute terms (se8usiness — Recent
Developmen)s

Information Technologies
Technoclass Enterprise Resource Planning System

The Company has been using the Technoclass EmeriRasource Planning (ERP) system by L-Class OOD
since 1999. Technoclass unites the informatiomfatl functions, directions, and departments ofrp&ltos

into a single database by using interconnected taedhat cover all aspects of the Company’s opmrati-
from the development of a product through productod delivery preparation and planning, monitorifig
the orders within the production process itsellesand customer relationships, to reporting tiseltse form

the Company’s operations.

Intellectual Property

Under the Bulgarian legislation, a trademark igg@eted for a term of ten years from the date atiegtjon is
filed with the Patent Office, and the registratman be renewed an unlimited number of times fossgbent
ten-year periods. The Company has six registesstbimarks, one of which is for services and disistgng
services, and five trademarks which constitutega &r distinguishing products. The trademarkssteged by
the Company are: the Eltos service mark (protectatil 16 February 2016); the Elprom emblem /image/
(protected until 11 February 2008); the Elprom emmbl/image/ with a registration of additional classe
according to the Nice and Vienna classification®tgcted until 15 February 2012); Elprom-Lovech ridas
(protected until 30 January 2014); Anti Vibratiamormbined/ (protected by 10 October 2016). The ovafier
the Sparky trademark /combined/ for the territoiyalgaria and the Sparky trademark /combined/ uride
Madrid Agreement on the International Registratioin Trademarks is the Majority Shareholder in the
Company Sparky Group. The ownership of the tradksnamrs acquired under the transfer agreement betwee
the Majority Shareholder and Fred Sparky OOD ofJu@e 2007. Registration of the agreement with the
Patent Office is pending, and the agreement wilobge effective for third parties as of the datettod
registration.
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Sparky Eltos registers the power tools designedHerindustry, metallurgy, and construction, anddpiced

by the Company as objects of industrial propertye Tompany owns patents on utility models operatimg
the territory of Bulgaria (8), Germany (1), Rus¢lg, China (1), and Hong Kong (1). Under the Patent
Cooperation Treaty (PCT), two international applmas have been made, which have been publishethdor
entire world following research by the InternatibB&arching Authority, and give the Company thdtrigp
apply for protection in every country member of PG¥nother two utility models are in the process of
registration — one for the territory of Bulgarimydaone European Patent. A third international apgitbhn
under PCT has been filed and is awaiting developmen

The following of the Company’s utility models halkeen registered with the Patent Office: bush tringmi
machine (bush trimmer) protected until 29 Febru2®¢0; locking mechanism for jig saws (FSPE 80/81)
protected until 29 February 2010 (besides in Biudgdhe item has been applied for and publishecduRCT,
and applied for in Germany); router head for amglimders (FK-30) protected until 17 November 2010;
fastening unit for drilling instruments (BP-400)opected until 17 November 2010; device for startamgl
stopping the movement of the chain of hand sawsC(PB00) protected until 17 November 2010; deviae fo
stretching the chain of chain saws TV 2045 (TRC®O@rotected until 17 November 2010; power tools
switch (BP 24(E/241E/ 242E/ 243E) protected until 2010; fixing device for back h#ndf power tools I
2001M 2300M 2 500) protected until 03 July 2012 (besides irlgBua, the article has been declared
protected in Russia, China, and Hong Kong); fixmgchanism for safety lid of manually operated metal
cutting machinesM for all models of angle grinders) protected ud8l August 2015 (besides in Bulgaria, the
article has been applied for and published under)PSince all utility models have been filed fogigration

in Bulgaria before the amendment of the PatentoA&8 August 2006, they have been awarded patents f
term of 10 years.

Sparky Eltos has also registered industrial des@fngroducts manufactured by the Company in Bulgari
Germany, Russia, and China. During 2005-2006 iaténal registrations under the Hague Agreemenewer
made, and the markets indicated in them are: GermBrance, Italy, and Ukraine, and in one of the
applications — also Hungary. As of the date ofRhespectus, 16 registrations of industrial desayesin force

in Bulgaria, 5 in Russia, 3 under the terms of Hegue Agreement (with countries indicated: Germany,
France, Italy, and Ukraine), one in Germany, aneliarthe United States.

Development

Sparky Eltos has its own development unit and ngstaboratory whose main purpose is to develop and
launch new models and to continually enhance tladitguand functionality of the existing models, nitoning

the demands of the market and the most recent teretein power tool production. Forty-five people a
employed in development of Sparky Eltos. Duringltst three years the Company has developed aridtput
production and on the market 39 new models of pdeels, and at the moment 10 more models are under
development.

The table below compares the expenditure of Spd&kys on development with sales for the periods
indicated.

As of 30 June As of 31 December
2007 2006 2005 2004
(BGN in thousands, except percentages)
Total expenditure on development........... 719 1,329 1,023 828
Total sales ......cocvveveeiiicicee 23,567 49,019 40,393 40,969
Expenditure on development /sales ratio
(90) e 3.05% 2.71% 2.53% 2.02%

Source: Sparky Eltos
Employees

As of the date of this document Sparky Eltos ha88 employees on the payroll.

During the last three years the number of emplogé&parky Eltos has been gradually increasing.
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Changes in the number of Sparky Eltos employees As of 30 June As of 31 December

2007 2006 2005 2004
NewWly reCruited .........ccoooviiiiiiiiiiiee e 107 255 240 150
RESIGNE......coiiiiiiee e 101 187 123 133

Source: Sparky Eltos

The following table summarizes the number of emeésyand staff costs of the Company for 2004, 2808,
2006, as well as for the first half of 2006 and 200

As of 30 June As of 31 December
Year 2007 2006 2006 2005 2004
Number of employees.............ccoevvvveees e enee 1,331 1,350 1,339 1,199 1,141
Staff costs (BGN in thousands) .............cee.... 3,795 3,416 7,112 6,027 5,313

Source: Sparky Eltos

As far as the Company is aware, some of its emp®waee members of a trade union. Sparky Eltos greef
have never been on strike against their employémger the Bulgarian legislation, the Company iblgato

pay a specified amount for social security and taatil pension security. The amount of these cbutions

is determined and paid in full at the monthly salaayment.

Insurance

Insurance and Re-insurance Joint Stock Compangllis the priority insurer of the Company.

The property insurance of the Group covers damagebuldings, machines, vehicles, and other assets
resulting from the usual risks, including fire, éogion, earthquake, and natural disasters, toa ilwgurance
value of EUR 5.5 million for buildings, EUR 29 niilh for machines and equipment, and EUR 9.5 milfiam
material reserves. The Company is also insurechaghiss due to discontinued operations to the anof
EUR 3 million.

Environmental Issues

The operations of Sparky Eltos fall under the raiohs concerning environmental protection, heatiqg
safety. Some Bulgarian legislative acts with siigaifice in relation to this issue are: the Environtak
Protection Act of 2002, the Protection from Harntfffects of Chemical Substances Act of 2006, thadrga
Act of 1999, the Waste Management Act of 2003,Rhdty of Atmospheric Air Act of 1996, as well asany
acts of secondary legislation pertaining to theiplementation. The environmental legislation of Republic
of Bulgaria is as a whole harmonized in conformifth the European Union standards. Any case ofifaito
comply with these acts on the part of the Compamy e ground for seeking civil and/or administrativ
liability.

The Company has created in-house rules for edhaldjsa long-term practice with its trade partnars the
compliance with and implementation of the legaluisgments and standards for maximum concentratfon o
harmful substances in products when sold on thgd@ian and European markets. This document contains
and upholds the legal requirements in the arealasftrec and electronic equipment (EEE), establishgd
Directive 2002/9@C on waste electric and electronic equipment an@ddive 2002/95C of the European
Parliament and the European Council for restricbbruse of certain dangerous substances in elatiied
electronic equipment.

As a producer and importer of EEE, the Companyil$uifs obligations in collecting, reusing, utilig, and
recycling waste electric and electronic equipm®#EEE) via the agreement signed on 1 September 2006
Ecobultech AD — an organization working on theizdition of WEEE, holding a permit issued in accoma
with the Waste Management Act.

The Company maintains an enhanced Environmentalalyement System (EMS) in accordance with the
ISO 14001:2004 standard and holds the necessdiffoade. The Environmental Management System as
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controlling and limiting the harmful influence dig¢ Company’s operations on the environment, as asll
minimizing the risk of environmental accidents. Rtaining the EMS guarantees that the Company stays
informed of the legal requirements in the areanvir@nmental legislation and how to comply with e

With regard to the fulfillment of obligations in wt® management, including hazardous waste, the &omp
holds a permit issued by the Regional InspectoddteEnvironment and Water, Pleven, regarding the
establishment of a program for managing wastegadélattivities. The Company has signed agreementbédo
sale of waste from ferrous and non-ferrous metatsjcled materials, and waste oil to be recycleti#itized

as waste. The Company has signed an agreementBeipack Bulgaria AD, Sofia for assuming the
obligation for managing waste packaging, aid it wigsed in relation to the obligations the Comphayg as a
producer and/or importer that sells packaged goodke country’s market.

No sanctions have been imposed on the Companyebgaimpetent authorities pertaining to failure tonpty
with existing environmental protection regulaticarsd standards. The Company operates in accordatite w
the legal requirements on environmental protectMa.legal proceedings have been instituted agairest
Company, and no complaints have been lodged, inezion to environmental issues.

Participation in European Projects
Extended Enterprise Management in Enlarged Europeofect

Sparky Eltos is one of the participants in the Bdtl Enterprise Management in Enlarged Europe gtoje
The main objective of the project is to assist dloéve participation and joint initiatives of erpieises from
Central and Eastern Europe with established Wesbfgean research and innovation centres for the
development of intelligent and extended productsewveral sectors of the European production inguatid

in particular the objective is to assist the ingtign of original producers of equipment and suggliin the
production network.

Project for Acquiring Vocational Qualification in he Introduction of CAD/CAM Technologies and for
Machine Technician, profile “Software-Managed Maches”

The objective of the project is to enhance the atitipe power and sustained development of Spaltosby
putting into production the CAD/CAM technologies,odernizing production, and developing human
resources. The project includes vocational traifioxd20 unemployed and retraining for 10 employedspns
who will acquire new competencies correspondingthte innovation technologies in machine-building
production. Upon completion of the project, 14 bé theneficiaries will obtain new positions with 8pa
Eltos. The completion deadline of the project isv&@rch 2008.
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Recent Developments

By decision of the Lovech Regional Codit810 of 06.07.2007, a capital increase of the Comiaom BGN
2,000,000 to BGN 14,000,000 was entered in thestegi The increase was effected in accordance tivith
decision of the General Meeting of the ShareholdérSparky Eltos of 15 June 2007 for capital insesa
following the order under Art. 197, para.l, and.A246, para. 4 of the Company Act, by means of a
transformation of profit for 2006 and the Companséserves into equity, via the issue of 12,000,00%
registered dematerialized voting shares with a namialue of BGN 1 each. The New Shares are digtib
among the shareholders in proportion to their egem the capital prior to the increase, and edelreholder
obtains six new shares for one existing share.

By its decision of 30 July 2007, the ManagementrBoaf Sparky Eltos decided to start a new range of
cordless professional power tools with lithium—ihitlon/ batteries. This type of batteries is bedogneven
more widely used in power tools production in récgears. It is environmentally friendly - an adveage of
particular interest to the management of Sparkg<ElProduction of nickel-cadmium /Ni-Cd/ batteriegich
have been used predominantly so far will be disooetl in 2010 at the latest because of the harmful
cadmium.

The management of Sparky Eltos has undertakerptbisess as a result of its expectations of growtthe
demand for cordless power tools on a world scaid, tae tendency is expected to continue in the Bekt
years.
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DIRECTORS AND MANAGEMENT

Sparky Eltos has a two-tier management structuresisbng of a Supervisory Board and a Management
Board

Supervisory Board

The Supervisory Board now comprises of:

Name Position Appointment to the
Board End of term of office
Stanislav Petkov Chairman December 1999 December 2009
Petar Baburkov Chairman December 1999 December 2009
Stoyan Spasov Member June 2007 June 2012

Source:Sparky Eltos

The Members of the Supervisory Board may be reasiedhe Sparky Eltos central office: 9 Koubrat. Str
Lovech, Bulgaria.

Management Board

The Management Board now comprises of

Name Position Appointment to the End of term of
Board office

Nikolai Kalbov Chair of the Management Board and December 1999 December 2009
Chief Executive Director

Petar Atanasov Deputy Chair of the Management Board December 1999 December 2009
and Executive Director

Ivan Alexiev Member of the Management Board Juner200 June 2012

Gina Kalcheva Member of the Management Board Febr2600 February 2010

Anatolii lvanov Member of the Management Board Map2 May 2007

Miroslav Kalonkin Member of the Management Board rseby 2001 February 2011

Dimitar Bodzhakov Member of the Management Board b (1117 June 2012

Source:Sparky Eltos

The Members of the Management Board may be readbaethe Sparky Eltos central office: 9 Koubrat Str.
Lovech, Bulgaria.

Members of the Supervisory Board

Information about the Members of the SupervisonaBois given below; see alséeneral Information —
Members of the Supervisory Board and ManagementdBafaSparky Eltos.

Stanislav Petkov -Chair of the Supervisory Board

Mr. Stanislav Petkov (50 years of age, German natjohas been Chairman of the Supervisory Board of
Sparky Eltos since 1999. He started his career Bschnologist with the Heavy Machine Building Ihste,
Radomir (1981 — 1982). From 1982 to 1984 he wasesgmtative of Elprom Borkem GmbH to Bulgaria.
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From 1987 to 1989 he was an Expert with Electroknfiofia. He was manager of Fred Sparky OOD, Sofia
(1989 — 1998) and Chairman of the Board of DirectifrSparky Eltos (1996 — 1999).

Mr. Petkov is a partner and manager of Sparky Gm@drmany, shareholder and Chairman of the
Supervisory Board of Sparky Group AD, Sofia, andi@han of the Supervisory Board of Sparky AD, Ruse.

Mr. Petkov is a machine engineer, M.Sc.Eng, a gredef Sofia Techincal University. He holds an MBA
from the Foreign Trade Academy, Moscow.

Petar Baburkov — Chair of the Supervisory Board

Mr. Petar Baburkov (51 years of age, German nafiomas been Chairman of the Suprevisory Board of
Sparky Eltos since 1999. He began his career iatiienpex Foreign Trade Company as an Expert atel,|
Chief Expert (1982 — 1989). From 1989 to 1998 hs manager of Fred Sparky OOD, Sofia. In 1993 he was
elected Chairman of the Board of Directors of Spd&tkos and occupied the position until 1999.

Mr. Baburkov is a partner and manager of Sparky Bn®ermany, shareholder and Chair of the Supernyisor
Board of Sparky Group AD, Sofia, and Member of $upervisory Board of Sparky AD, Ruse.

Mr. Baburkov holds a degree in International EcomorRelations from Moscow State Institute of
International Relations.

Stoyan Spasov — Member of the Surpevisory Board

Mr. Stoyan Spasov (75 years of age, Bulgarian nat)chas been Member of the Supervisory Board afiSp
Eltos since June 2007. He started his career a=f Ehigineer with Machine and Tractor Station, Saiséa
(1956 — 1959). He was Junior Research Worker, Gbafstructor of agricultural machines and has keen
Senior Research Worker since 1970. He has takenipawo projects in the Republic of Cuba for the
implementation of a Bulgarian technology for indiadt production of vegetables (1970 — 1975) and the
development of the Cuban Research Institute foretédgle Production named after Liliana Dimitrova&&9-
1989). From 1978 to 1980 he worked in the Repuliflidngola on the introduction of Bulgarian agricutil
machines and the building of two agricultural eptises for the production of vegetables. In 1983nas
approved a Professor with the Supreme AttestatiommBittee with the Academy in Havana. He has been
working as a consultant after his retirement.

Mr. Spasov was Chairman of the Management Boar&parky AD, Ruse, (2003 — 2005) and Deputy
Chairman of the Board of Directors of Sparky Eltos.

Mr. Spasov holds a degree in Technologies for Aatoites, Tractors and Agricultural Machines from igof
Technical University and Higher Institute of Mecksation and Electrification in Agriculture, Rusee Hias
more than 60 publications in magazines of applieeénsges and the press, more than 30 publications in
Bulgaria and 17 in Cuba. He is the co-author ofkdsaand methodological instructions about graphogical
analysis. He has 8 inventions and more than 20estugrojects and successful implementations ircthantry

and abroad.

Members of the Management Board

Biographical information about the Members of thardgement Board is given below; see dBsmneral
Information — Members of the Supervisory Board Bfathagement Board of Sparky Eltos

Nikolai Kalbov — Chair of the Management Board ariekecutive Director

Mr. Nikolai Kalbov (54 years of age, Bulgarian wetal) has been Chairman of the Management Board of
Sparky Eltos since 1999. He started his careeralkdhcarimpex Foreign Trade Company, Sofia (1979 —
1984). In 1985 he was appointed a public servadtiarl992 he became Executive Director of Teximbhank

Eurobank. In 1996 he was elected Executive Direst@parky Eltos and initially was Member of theaBd

of Directors of the Company and, since 1999, he bean Chairman of the Management Board of the
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Company. From 2003 to 2006 he was Executive Direat@parky AD, Ruse, and, until June 2007, he was
Member of the Supervisory Board of the same company

Mr. Kalbov is Member of the Suprevisory Board oft&y Club Lovech Association and Stratesh Free Maso
Association.

Mr. Kalbov completed his higher economic educatiothe Higher Economic Institute Karl Marx. He has
post-graduate qualification in foreign trade.

Petar Atanasov — Deputy Chairman of the Managem@&uard and Executive Director

Mr. Petar Atanasov (51 years of age, Bulgarianonal) has been Member of the Management Board of
Sparky Eltos since 1999; he was appointed Execiivector of the Company in April 2007. He begas hi
career in Machinexport Foreign Trade Company, S@@82 — 1985). In 1985 he was appointed Expett wit
the Ministry of Foreign Trade. He worked as Expent Merchandise, Head of Division in Machinexport
Foreign Trade Company, Sofia (1988 — 1990) and fCigert with System Impex Engineering (1990 —
1991). From 1995 he was Deputy Director of Fredri8p®O0D, Sofia, and from 1999 to 2002 — manager of
the same company. He was manager of Sparky Tr4d0@2 — 2007), Member of the Management Board of
Sparky Group AD, Sofia (2002 — 2007) and procuratioSparky Eltos (2005 — April 2007). From 1996 til
1999 he was Member of the Board of Directors ofGoenpany.

Mr. Atanasov is Member of the Supervisory Boardtésource AD, Sofia.

Mr. Atanasov holds a degree as an engineer fronsdere Technical University and finished studies in
International Economic Relations in the Russianekgpr Trade Academy with the Ministry of Foreign
Economic Relations, Moscow.

Ivan Alexiev — Member of the Management Board

Mr. lvan Alexiev (53 years of age, Bulgarian natirhas been Member of the Management Board ofk$par
Eltos since 2007. From 1980 till 1993 he workeagmiblic servant. From 1993 he was Head of Depattme
in Teximbank, Eurobank. He started working for &gaEltos in 1997 when he was appointed Head of
Department in the Company. From 2003 till 2007 las vdministrative Director of the Company. Sinc@20
he has been Investor Relations Director. He was b&graf the Management Board of Sparky AD, Ruse.

Mr. Alexiev is a graduate of Higher Special Sch@elorgi Dimitrov, Sofia.
Gina Kalcheva — Member of the Management Board

Ms. Gina Kalcheva (64 years of age, Bulgarian metip has been Member of the Management Board of
Sparky Eltos since 2000. She worked as AccountashiCeputy Chief Accountant in Elprom factory, Lotiec
(1964 — 1975). From 1975 to 1979 she was Chief Aotant of Trubna Mebel factory. She started working
for the Company in 1979 when she was appointedf@deountant. Since 2002 she has been Financial and
Accounting Director and Chief Accountant.

Ms. Kalcheva holds a degree in Accounting Reporfimgn the Higher Financial and Economic Institute,
Svishtov.

Anatolii lIvanov — Member of the Management Board

Mr. Anatolii lvanov (47 years of age, Bulgarian inaal) has been Member of the Management Board of
Sparky Eltos since 2002. From 1988 till 1990 hekedrin Elprom factory, Lovech, as electric and naetb
fitter. In 1992 he was appointed Head of Workshothe same company. From 1993 till 1996 he was tééad
Sector in Eltos EAD, Lovech. He started working ttee Company in 1996 and occupied the positiortsead

of Production Regulation Sector, Head of Test Qehirit, Production Organizer and Deputy Head of
Production Division, Head of Production Planningl d&danagement Sector, Head of Production Department
and Deputy Technical Director responsible for piun. Since 2004 he has been Technical Directdhef
Company.

Mr. lvanov holds a degree in Electronic Equipmeatrf Gabrovo Technical University.
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Miroslav Kalonkin — Member of the Management Board

Mr. Miroslav Kalonkin (47 years of age, Bulgariaational) has been Member of the Management Board of
Sparky Eltos since 2001. He started his career9®5las Constructor in the Instrument and Equipment
Construction Office with Elprom factory, Lovech. 1992 he started working for the Company as Head of
Metrological Equipment Sector. He was Head of Qualiontrol Department (1998 — 2000) and since 2090
has been Deputy Technical Director of Sparky Eltos.

Mr. Kalonkin holds a degree in Technology of Ma&hBuilding and Machine Tools from Higher Technical
School, Ruse. He is a Research Assistant, Ilirk,rém the field of Processes and Pressure Proagssin
Machines with Gabrovo Technical University. Sind@2 he has been internal auditor of ISO 9000-2000
quality control systems.

Dimitar Bodzhakov — Member of the Management Board

Mr. Dimitar Bodzhakov (54 years of age, Bulgariational) has been Member of the Management Board of
Sparky Eltos since 2007. He began his career ir8 B87Chief Technologist in Elprom factory, Lovette

was Head of Group with Technological DepartmenB@l9 1987) and Head of Quality Control Department
(1987 — 1993) in the same company. From 1993 heHeasl of Quality Control Department with Eltos EAD,
Sofia. He started working for the Company in 1994Head of Workshop. Since 2005 he has been Deputy
Technical Director responsible for production.

Mr. Bodzhakov holds a degree in Electronic Equipmmffom Gabrovo Higher Machine and Electrical
Institute. He became Research Worker, Ilird rank1984 and Research Worker, IInd rank, with Electri
Production Testing Nikola Belopitov, Sofia, in 1985

Meetings of the Supervisory Board and Management Buod

The Company Act of 1991 requires that the Superyi®pard and Management Board meet at least once
every three months.

The last meetings of the Supervisory Board and gameent Board were held on 9 August and 4 September
2007 respectively.

Corporate governance

In accordance with the requirements of the Publiferihg of Securities Act, the Management Board of
Sparky Eltos has adopted a program for the applitatdf internationally adopted standards of corpmra

governance the Program) based on the principles of the Organization fao®mic Cooperation and

Development (OECD) and the Corporate Governances ©@bthe Bulgarian Stock Exchange.

The purpose of the Program is to ensure the piotecit the shareholders’ rights and equality, iddhg
minority shareholders. Second, to encourage cotiperhetween the Company and stakeholders to inerea
wealth, open new positions and provide for a snatde development of the Company. Third, to ensiorely

and accurate disclosure of information on all isstedated to the Company, including its financiasigion,
results of operations, ownership and managemenirtt;,oto support the strategic management of the
Company, control over the activities of its managatbodies and accountability of these bodies & th
Company and shareholders.

The Program contains rules aimed at facilitating shareholders’ participation in the work of then@ml Meeting and
their obtaining of certifying documents for the wwthey hold. The Program lays out in detail thecedure for
convening and holding General Meetings of the Compand indicates the cases when the Management Beard
obligated to convene a General Meeting (transfaomatapital increase, bond issues, disposal adtasshose amount
requires the approval of the General Meeting ofr&imalders, etc.) and describes in detail the slédets’ rights. There is
a description of the procedure for entering inemgsactions with interested parties under Art. Jida. 5 of the POSA.
According to the Program, the Management Board ligated to study in advance and approve the Compgagrytering
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into transactions which might have a material iaflae on the Company’s activities and particularlyteprofitability, the

value of the assets and liabilities and its finahgosition. A detailed statement must be drawniruphe event of
investments in other companies which contains fiadtiand reasoned decisions concerning these w@esiviThe

Suprevisory Board must pay special attention toteanysactions where one or more Director has eopatsnterest or an
interest related to third parties.

The Program lays down the principles of the poti€the Company on interested parties defined gseations who are not
shareholders and who have an interest in the edenumsperity of the Company — holders of bondairsare issued,
workers and employees, customers, suppliers, ldistnis, creditor banks and the public as a whaleckordance with the
Program, the Management Board is obligated to puasiaegeted social policy with respect to the peapbrking for the
Company and work effectively with respect to thespanel policy, stimulation of youth employment, gevation of the
environment and participation in social events.ifighnto the account the importance of the distdbsias people coming
into immediate contact with the end users of thedgothe Company is obligated to provide them wifbrimation about
the Company policy pursued, production strategypiaing.

The Programs expressly indicates that, due to dtere of the structure of ownership in Sparky Eltzamely
the high concentration of voting rights with onejondy holder, it is taken that the managers acppsefully

for the prosperity of the Company and the sharefislccommon interests. The Program envisages adéditi
criteria (outside those provided for in the regomfgt framework) for the election of Members of the
Management Board and the Supervisory Board. Acogrth the Program, the Company will nominate for
Supervisory Board Members only people who have gmabheir professionalism, experience and qualities
advance. The Members of the Management Board nawst drganizational and managerial experience and th
appropriate higher education.

In relation to the disclosure of information andseting transparency in the activities of the Conypahe
Members of the Management Board must provide tloessary volume of public information and cooperate
with the Investor Relations Director in the perfamae of his/her activities. In accordance with Biegram,
Sparky Eltos must ensure effective communicatioti all shareholders and the latter will have actegsbe
Company and will be able to see the productionecyeld products made. In relation to the presemtatia
popularization of Sparky Eltos through the speeéli economic editions, the Company management is
obligated to provide the journalists with accuratethful and precise information about its actast

Information about the Program, its implementationl @erformance by Sparky Eltos and its managensent i
included in the annual report on the managementaatidities of the Company and published togethiéh w
the annual report pursuant to the requirementseofaw.
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MAIN SHAREHOLDERS

According to the information available to Sparkyds| only the Majority Shareholder in the compamns a
stake of more than 5.0% of its capital.

Before the Capital After the Capital
Increase Increase(1)
Shares (in % of the Shares (in % of the
thousands) capital thousands) capital
SPArKY GroUP (2)..eceeeeiiiiieieesieiieie e meeeee e e st eeseinaeee s 11,190 79.9 11,190 66.6
Other shareholders (3) ....ccooocveiieiiiiceeeemeee e 2,810 20.1 5,610 433
TOAL .o 14,000 01 16,800 100.0

(1) Assuming that all New Shares are issued an@#pstal Increase is executed in full.

(2) The data in théfter the Capital Increaseolumn assume that Sparky Group does not parteipahe Capital Increase
and does not subscribe to New Shares.

(3) Including 1 shareholder with 3% and 1 share#oldith 1.3%.

Source: Sparky Eltos

The Lead Manager UniCredti Bulbank will offer th@w Shares on international and local instituticenad

professional investors and will assist, upon imabf the investors, in the purchase of RightstenBSE and
in the subscription to New Shares, Séscription and Sale — Subscription for the Near& — Generalln

the event of interest in acquiring New Shares mowned outside investors, and if satisfied with phiees
offered for the Rights, Sparky Group intents tol alrt of its Rights, in view of allowing such oiats

investors to subscribe to New Shares.

Majority Shareholder

The Majority Shareholder in the Company is Sparkgup AD Sparky Group, previously under the name
of Sparky Bulgaria AD), entered into the compangister of Sofia City Court under company caée
5523/2002, with registered office and business eskirl8 Parva Balgarska Armia Str., Sofia, witlapital of
BGN 50,000. The factual scope of activities of EgaGroup is management, planning and consulting the
companies from the Group.

Sparky Group is fully owned by the members of thpevisory Board of Sparky Eltos Mr. Stanislav Petk
and Mr. Petar Barbukov, and each of them holds 60%e Company’s capital. Hence Mr. Stanislav Petko
and Mr. Mr. Petar Barbukov are practically indirewjority shareholders in the Company.

Exercising Control over Sparky Eltos

As of the date of this document Sparky Group hahgsmajority of the votes in the General Meetinghe
Company and is able unilaterally to take all decisithat are within the competence of the Genessdtvigs
of Shareholders of Sparky Eltos. Even if it doe$ suabscribe to New Share of the Capital Incredse, t
Majority Shareholder will continue to exercise effee control over the Company.

Under the Public Offering of Securities Act of 1988y transaction between the Company on the onegrat
Sparky Group, directly or via related parties, ba bther part, must be approved by the shareho#teitse
General Meeting of the Company, if the value of titemsaction is 2% or more of the carrying valuehaf
Company’s assets. Sparky Group, which has a véasierest and is acknowledged by the law as anrésted
party”, may not vote at the General Meeting regagdhis issue. If the value of the transactionks$s than
2% of the carrying value of the Company’s asseétsjust be approved by its Management Board (in some
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cases by the Supervisory Board as well). For maferination, seeDescription of the Shares and the
Applicable Bulgarian Legislation — Major Transaat®and Transactions with Interested Parties

Sparky Eltos has adopted a good corporate goveenpnamgram, based on the principles of OEDC, see
Directors and Management — Corporate Governance
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SELECTED HISTORICAL FINANCIAL INFORMATION

The selected information laid out below has bedraeted from and must be viewed in conjunction tité
audited financial statements of Sparky Eltos, whicblude, among other, a balance sheet, an income
statement and a cash flows statement for 2004, @08%2006, which are included in this Prospectus.

The financial information about the Company forqa@ing years has been prepared in accordance RS |
(International Financial Reporting Standards). The following information must be viewed in cangtion
with Financial and Operating Reviewhe related financial information and the acconyrag notes included

in this Prospectus.

The operations of Sparky Eltos after 31 Decemb@62tave been developing according to expectatidsis
whole the management retains the expectationssthza so far with regard to the development of the

operations in 2007.

Listed below is data from the Company’s incomeestat

Operating income
Sales
Other income

Operating expenses
Cost of materials
External services
Depreciation expenses
Wages

Other expenses
Adjustments

Operating profit

Net interest expenses
Other financial income/(expenses)

Profit before tax

Tax

Profit after tax

As of 30 June

As of 31 December

2007 2006 2006 2005 2004
(BGN in thousands)

23,567 21,083 49,019 40,393 40,969
438 474 697 1,170 904
24,005 21,557 49,716 41,563 41,873
16,320 14,475 33,919 29,245 29,939
837 881 2,087 1,946 2,006
2,598 2,299 4,691 4,350 4,442
3,795 3,416 7,112 6,027 5,313
610 436 1,129 1,078 695
(4,142) (918) (2,553) (3,504) (1,645)
20,018 20,589 46,385 39,142 40,750
3,987 968 3,331 2,421 1,123
(757) (810) (1,953) (1,880) (1,761)
a71) (86) (267) (331) 743
3,059 72 1,111 210 105
- - (182) (113) (92)
3,059 72 929 97 14

Listed below is data from the balance sheet of ISpB&itos

Assets
Non-current assets
Property, plant and equipment

As of 30 June

As of 31 December
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2007 2006 2005 2004
(BGN in thousands)
55,225 39,567 38,112 34,947



Intangible non-current assets
Non-current financial assets
Deferred tax assets

Total

Current assets

Inventory

Receivables form related parties
Receivables and advance payments
Cash

Current financial assets

Total

Total assets

39

293 294 112 52
17 17 12 12

2 2 8 15
55,537 39,880 38,244 35,026
26,559 21,210 18,516 13,576
2,361 19 8,573 13,492
768 6,318 2,177 7,777
1,435 219 128 87
3 3 2 5
31,126 27,769 29,396 34,937
86,663 67,649 67,640 69,963




OPERATING AND FINANCIAL REVIEW

The presentation below is a discussion of the dpegaesults and financial position of Sparky Elassof 31
December 2004, 2005 and 2006. Potential investesdnto view this discussion in conjunction with the
complete document, including the Risk Factors srctipage 9 the financial reports of Sparky Eltos and the
attachments thereto, which are all included elsewhim the present document, and should not limit
themselves to the generalized information contaimethe present section. Sparky Eltos has prepat®d
financial reports as of 31 December 2004, 2005 2086 in accordance with the International Financial
Reporting Standards, developed and published binteenational Accountings Standards Board and addp
by the European Union. The financial information this section has been extracted without significan
modifications from the annual financial statemenfsSparky Eltos for 2004, 2005 and 2006, and the
attachments thereto or from the accounting recavfisSparky Eltos, on the basis of which the respecti
annual reports were prepared.

This section contains forward-looking statementsesE statements, concerning future periods, asged|to
risks, uncertainty and other factors, as a restfivhich the future operating results of Sparky Elw its cash
flows may differ significantly from those laid anithis section.

General

This operating and financial review of Sparky Elsb®uld be read in conjunction with the financeparts of

the Company for the years ending on 31 Decembe8,28@05 and 2004 respectively, and audited by Grant
Thorton Bulgaria OOD. Sparky Eltos keeps its act®@md prepares its financial reports in accordavite

the International Financial Reporting StandardR8l; adopted by the International Accounting Stassla
Board (IASB), on the basis of the respective editpplicable for each reporting period, and th@eetve
interpretations issued by the IFRS InterpretatGosmmittee (IFRSIC).

Significant Factors Affecting Results of Operations

The operating results of Sparky Eltos are affedigda number of factors, including the macroeconomic
conditions in Bulgaria, competition, legislativeariges, taxation, changes in foreign exchange rates.

Macroeconomic Conditions in Bulgaria

Sparky Eltos operates in Bulgarian and a signifigert of the company’s income and expenses isrgtate

in Bulgarian Leva. The operations of Sparky Eltos r@lated to the overall economic situation in¢bantry,

the successful application of the economic refomwsing the market, the growth of the Gross Domestic
Product and of the purchasing power of Bulgariamscaners. Bulgaria is member of the European Unsoof a

1 January 2007. The continuing application of madomnomy policy and the country’s integration wvitthe

EU should have a beneficial effect on the econofmBudgaria and improve the environment in which the
Group operates.

Competition

Sparky Eltos operates within highly competitive db@nd foreign markets with fully liberalized price
mechanisms. A significant part of the Company’sdpiaiion is exported. As member of the EU Bulgasia i
significantly more attractive to foreign investoamd the operation of foreign and primarily European
companies within the country is greatly facilitaté&bmpetitors’ policy is often difficult to predi@nd this
may affect the Company’s results of operationdhiftiture.

Foreign Exchange Rates

The Group prepares its consolidated financial statés under IFRS in Bulgarian Leva. As of 1997 ltke
has been pegged to the Deutche mark and lateeteutto. Currently the exchange rate is fixed at AUR =
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BGN 1.95583. Since the exchange rate of the Budgdtev to the euro is fixed, the exchange ratdefauro
to the US dollar directly affects the exchange mitedhe US dollar to the Bulgarian Lev. Fluctuasoim
exchange rates affect parts of the Group’s operstio particular income from export of productEtantries
outside the EU.

Legislative and Regulatory Changes

The Group’s operating results are influenced by éxésting legislation in Bulgaria and its periodic
amendments. The process of harmonization of Bugdggislation and regulatory practice with theéhe
EU is ongoing, and this will continue to affectrficantly the environment in which the Company gies
and its results.

Corporate Tax Reduction

The net operating results of Sparky Eltos have hmmsitively influenced by the decrease of corpotate
which took place several times in Bulgaria in recgars: from 19.5% to 15% to its present rateQ8f61
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Major Elements of the Accounting Policy

Foreign Currency Transactions

The financial reports of the Company are preparedBulgarian Leva (BGN) and this is the Company’s
reporting currency.

Foreign currency transactions are reported upoin ithigal recognition, in the Company’s reporticgrrency
at the official exchange rate on the day of thedastions (the rate announced by the BulgarianoNaili
Bank).

Income and Expenses

Income is measured at the fair value of the payrmemompensation received or due to be receivdihda
into account the amount of any trade discountscarahtity rebates made by the company. The exchahge
similar assets with a similar price is not viewesda income-generating transaction.

Income related to a provision of services transacts recognized when the result of the transaatiay be
reliably measured.

Operating expenses are recognized in the InconterS¢at at the moment of using the service or ahef
date of their incurrence. Interest gains and loaseseported using the accrual principle.

Loans and borrowings

All borrowing costs are recorded as of the moménheir incurrence. Upon their initial recognititmans are
recorded at their fair value, net of the transactiosts. The subsequent measurement of loans is ataleir
depreciable amount. The differences between theuatraf loans received, net of the transaction ¢cats

the payment value, are recognized in the Incomee®ent for the period of the loan, using the effect
interest rate method.

Property, Plant and Equipment

Property, plant and equipment are measured initiail cost, which includes acquisition costs as vesllany direct
expenses for rendering the asset operational.

The subsequent measurement is made on the bastie allowed alternative treatment, i.e. at revalaetbunt, which
equals the fair value as of the revaluation dates the depreciation and impairment losses acctedutabsequently.
Depreciation of tangible non-current assets isutated using the straight-line method on the messuseful life of the
individual assets, as follows:

Useful life

(in years)
Property, plant, tranSmMItters ...... ..o e e 25
Equipment, manufacturing UNILS ...... ..o e e e e e 3
Vehicles, EXCIUAING CAIS ....oviiie it e e e e e e e e e e e e aa e 10
COMPULET QUIPMIENT ..ttt et e et e et et et et e e e en e een e aen e aaen 2
[OF= T = T PR PTPPR 4
Repaired assets with an extended useful life .............ccooeeeeii i 50
(11 = O 7

Source: Sparky Eltos
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Intangible Non-Current Assets

Intangible non-current assets are measured igitilicost. In the events of individual acquisitidhe cost is equal to the
asset’s purchasing price, as well as any dutied pairecoverable taxes and direct expenses maadaiion to rendering

the asset operational. Subsequent measurementiedcaut on the basis of the benchmark treatmentacquisition cost

less accumulated amortization and impairment losBes impairments are recorded as an expense an@eugnized in

the Income Statement for the respective period.

Amortization is accrued using the straight-line Inogt on the measured useful life of the individusslads, as follows:

Useful life
(in years)
P aENTS, [ICBNSES . e ittt e e e e e e e e e e e 7
ST 0] 4717 T (= 2

Source: Sparky Eltos
Inventory

Inventory includes materials, work in progress, findhed goods. The cost of inventory includesdbsts for
its acquisition, production, processing and otheead delivery-related costs. Financial expenses raot
included in the value of inventory.

The Company determines inventory costs using thghted average cost method.
Upon sale of inventory its carrying amount is retiegd as an expense in the period in which the
corresponding income was recognized.

Impairment of the Assets of the Company

The carrying amount of the Company’s assets isseevas of the date of preparation of the balaneetsh
order to determine whether there are indicatioasttie value of a certain asset has been impaired.

Financial Assets

Financial assets include cash and financial insgnis1 Financial instruments include loans and veddes.
Financial assets are recognized on the date dfahsaction.

Interest payments and other cash flows relatealdirig financial assets are recorded in the Inc&ta¢ement
upon their receipt, regardless of how the carrgingunt of the financial assets they relate to iagueed.

Trade receivables are impaired where there is tibgeevidence that the Company will not be ableddect
the due amounts in accordance with the originahseof the transaction. The amount of the impairnient
determined as a difference between the carryinguatof the receivable and the present value offih&re
cash flows.

Accounting for a Hedging Agreement

The company has an obligation in US dollars underSettlement of Uncollectible Loans Act, and &rdfore
exposed to risks related to possible changes ineobange rate of the US dollar. The Company uses a
currency risk hedging instrument — a hedging agesgrwith SG Logistics Ltd. The hedged position iis a
obligation under the Settlement of Uncollectibleahe Act. As of 31 December 2006 the hedged positi®n

to the amount of USD 3,234,000.

The hedging agreement is a derivative financidtrimsent that is recognized initially at fair valae the date
of concluding the agreement. Subsequent measurasnantair value.
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Income Tax

Current tax assets and/or liabilities are thoshilitees to or receivables from the budget that lgpp the
current period and have not been paid as of the afathe balance sheet. They are calculated obabis of
the applicable tax rate and the income taxatioasrdibr the period they apply to, on the basis eftdxable
financial result for the period. Any changes in &sets or tax liabilities are recognized as amete of tax
expenses in the Income Statement.

Deferred taxes are calculated using the balancet shethod. It includes a comparison between theyicar
amount of the assets and liabilities and theireepe tax base.

Liabilities under deferred temporary differences agcognized in their full amount. Assets undererdefl
temporary differences are recognized only to theeréxto which there is a probability that they hgiaed
through future tax profits.

To determine the amount of deferred tax assetdiabitities, tax rates expected to be valid for fferiod of
their realization are applied.

A significant part of the changes in deferred tsgeds or liabilities are recorded as a componetaboéxpense
in the Income Statement. A change in deferred $aeta or liabilities resulting form a change in féie value

of assets or liabilities that is recorded diredtijo the equity — such as revaluation of land +eisorded
directly into equity.

Cash and Cash Equivalents

The Company records as cash and cash equivalsntash in hand, cash in bank accounts, deposist- sh
term and highly liquid investments that are eastyvertible to a cash equivalent and carry an mgant
risk of change in value.

Equity

The Company’s shareholders’ equity reflects thevadure of the issue shares.
The revaluation reserve consists of gains and sosdated to revaluation of property, plant andigapent.

The other reserves are formed from the redistidioutf profit and include reserves required by lavd a
additional reserves.

The financial result includes the current finangedult for the period and the accrued profit andavered
losses, as determined by the Income Statement.

Financial Liabilities

The Company’s financial liabilities include banlafes and overdrafts, trade and other liabilities famahcial
lease liabilities. They are included in the Comparbalance sheet on the lines “non-current liabait and
“current liabilities”.

Financial liabilities are recognized when thera isontractual obligation to pay cash or other fai@nassets
to another company, or a contractual obligatiotohange financial instruments with another compainy
potentially unfavorable terms. All interests expEnare recognized as financial expenses on tharitial
expense” line in the Income Statement.

Bank loans are taken with a view to long-term fartince of the Company’s operations. They are recbiml
the Company’s balance sheet, net of the expentseddo receiving the loan. Financial expensesh sis a
premium due upon settlement of the loan or its mguten, the direct transaction costs are recordethe
Income Statement on the basis of the accrual plmcising the effective interest rate method aedaalded to
the carrying amount of the financial asset to thgrde to which they are not settled as of the énleoperiod
in which they were incurred.
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Financial lease liabilities are measured at thatial value less the capital element of the leesatribution.
Trade receivables re recognized initially at thgir value and subsequently are measured at theitiaable
value less the payment related to the settlemédntediability.
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Operating results

The table below lists information about the compusef the Company’s net profit as of 30 June 27,
June 2006, the financial years ending respectiorl1 December 2006, 2005 and 2004, as well ashitwege
in percentage of each component.

Change

As of 30

As of 30 June As of 30 December June As of 30 December

2007 2006 2006 2005 2004 2007/2006 2006/2005 2005/2004
(BGN in thousands) (%)
Operating income
Sales 23,567 21,083 49,019 40,393 40,969 11.78 21.36 -1.41
Other income................. 438 474 697 1,170 904 -7.59 -40.43 29.42
24,005 21,557 49,716 41,563 41,873 11.36 19.62 -0.74
Operating expenses
Cost of Materials..... 16,320 14,475 33,919 29,245 29,939 12.75 15.98 -2.32
External
SEIVICES. .o 837 881 2,087 1,946 2,006 -4.99 7.25 -2.99
Depreciation expenses 2,598 2,299 4,691 4,350 4,442 13.01 7.84 -2.07
Wages............. 3,795 3,416 7,112 6,027 5,313 11.09 18.00 13.44
Other expenses 610 436 1,129 1,078 695 39.91 4.73 55.11
Adjustments
(4,142) (918) (2,553) (3,504) (1,645) 351.20 -27.14 113.01
20,018 20,589 46,385 39,142 40,750 -2.77 18.50 -3.95
Operating profit 3,987 968 3,331 2,421 1,123 311.88 37.59 115.58
Net interest expenses (757)  (810) (1,953) (1,880) (1,761) -6.54 3.88 6.76
Other financial
income/(expenses) a1 (86) (267) (331) 743 98.84 -19.34 -144.55
Profit before tax 3,059 72 1,111 210 105 4,148.61 429.05 100.00
Taxation - - (182) (113) 91) - 61.06 24.18
Profit after tax 3,059 72 929 97 14 4,148.61 857.73 592.86

Source: Sparky Eltos

Sales

Net sales in 2006 are BGN 49,019,000 and consistapily of sales of power tools, as well as comptuse
and spare parts for such tools.

Over the last few years — 2005 and 2006, SparlgsHias invested significant efforts in broadenhgrange

of professional power tools and increasing thearshin total sales. Professional power tools hagken price
levels than standard power tools, and hence netacgrew by 21.4% in 2006 on an year-to-year beasis
11.8% in the first half of 2007 agains the sameogein 2006. About 58% of sales growth in 2006 aghi
2005 resulted from the increased prices followimg improved structure of items sold. The remaiiggp of

the growth and sales are due to the greater volamerms of power tools sold, which is a resulttioé
successful marketing of an increasingly broademgeanf power tools on the existing markets and the
development of new markets and market segments.
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Major Operating Expenses
Wages

The Company’s staff costs consist primarily of wagad social insurance costs. In accordance wih th
growth in manufacturing and sales, and hence tleeage number of employees of Sparky Eltos, staffsco
increase respectively by 13.4% and 18% for 200taga004 and 2006 against 2005.

Depreciation costs

In accordance with the Companys’s accounting pdiiey costs for depreciation and amortization ofrpa
Eltos’s long-term tangible and intangible assetspeetively, are based on the straight line method.
Depreciation of newly acquired assets begins d@seomonth following the month in which they werd pio
operation.

Depreciation costs increased by about 8% in 2086, r@sult of the investments made in 2005 and.2006
External services

External services include various costs such asuting, state and municipal fees, collateral, repad
maintenance of assets, insurance costs and geadhrahistrative costs (e.g. communications expensas)
2006 costs for external services rose by as bil@%, from BGN 1,946,000 to BGN 2,087,000, assaltref
the increased production volume.

Cost of materials

Cost of materials is a major expense in the incetaezment of Sparky Eltos and account for more #G#
of all operating expenses. It includes materials gooduction, electric power costs, fuel productsl a
lubricants, work clothes, wrapping materials, a8l &e food for the Company canteen. Cost of mdteoise
by approximately 16% in 2006 against 2005, in ivith the growth of sales.

Operating Profit

The operating profit of Sparky Eltos, as a perogataf operating income, increase from 2.6% to 5182005
against 2004 and to 6.7% in 2006. The same indi¢atdhe first half of 2007 is 16.6%. Besides therease
of the share of the more profitable professionaligrotools in total sales, the increased operatiditprate
results from the fact that in 2006 the Company @a&dke break-even point of sales and having covitsed
fixed expenses, the contribution, i.e. the diffeeibetween income and variable expenses, is retandine
income statement of Sparky Eltos as net operatiofitp

Net Financial Income and Expenses

The Company’s income and expenses related to fiahioperations consist of income and expenses in
connection with interest paid or accrued, foreigrmrency gains and losses, gains form operatiofigamcial
assets and various other financial expenses, subhrik fees and commissions.

Interest expenses are expenses paid by Sparky @&itésans from banks and other financial institasioln
2006 such expenses increased against 2005 by 44oufrom BGN 1,880,000 to BGN 1,953,000.

Bank fees and commissions paid by the Company aserédrom BGN 413,000 in 2005 to BGN 443,000 in
2006.

Gains from operations in financial assets and umsémts are the difference between the par value of
compensatory notes, with which interest on a lganannection with the Settlement of Uncollectibleahs

Act was paid, and their purchase price. Growth filB@N 109,000 in 2005 to BGN 152,000 in 2006 is
registered.

Net income from the Company’s financial operation2006 amounts to minus BGN 2.2 million, unchanged
from 2005. Net expenses grew in 2005 against 208idlyndue to the reverse effect in 2004 of the gdiiom
payment of interest under the Settlement of Unctithe Loans Act with compensatory notes, which ante

to BGN 991,000 due to the low market price of this@ncial instruments in 2004.

Taxation
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The expenses of Sparky Eltos on profit tax areatheunt of tax currently due plus deferred tax.

Tax currently due is based on the taxable profitlie year. The taxable profit is different fromegax profit
as listed in the income statement since it excltldestems of income and expenses that are sulioj¢éakation
or deduction in other years and the items thatreneer subject to taxation or deduction. The Comjfgany
current obligations are calculated using tax rétes have become or will become effective by thee df
preparation of the balance sheet.

Deferred tax is tax expected to be paid or recalérem the differences between the carrying amafnt
assets and liabilities in the financial statememt #he respective tax base used in the calculafidine taxable

profit, and is accounted for using the balance tshresthod of liabilities. Deferred tax is calculatesing tax

rates that are expected to be effective in theoddn which the liabilities are paid or the assetll.

In accordance with the Bulgarian Corporate Incoragafion Act, the following tax rates have been eggpin
calculating the tax obligation:

2006 20 200¢

COrPOrate TAX ..oeeeeeeiiiiiii ettt e eeeeeees 15,0% 15,C 19,5%

Source: Sparky Eltos
Liquidity and Capital Resources

The major capital requirements of the Company abrdithe main working capital needs, servicinglebts
and funding of investments. The major sources apfidiity for Sparky Eltos are the generated casivdlo
long-term and short-term borrowings, as well asniamagement of the working capital.

Cash flows

The table bellows shows the cash flows of SparkgsHor 2006, 2005 and 2004

Cash flows in BGN in thousands. 2006 2005 2004
Cash flows from operations ..............ccceeee... 7,657 6,097 (3,233)
Cash flows from investing activities ............... (3,714) (4,641) (7,324)
Cash flows from financing activities .................. (3,852) (1,415) 10,577
Changes in cash flow during the period ...... 91 41 20
Cash flows at beginning of period .................. 128 87 67
Cash flows at end of period ................ oo 219 128 87

Source: Sparky Eltos

For the year ending on 31 December 2005 the nét fbaw form operations of the Company rose to BGN
7,657,000, against BGN 6,097,000 in 2005 as a treguthe significant decrease in trade receivalalied
increase in earnings before interests, tax and tezations.

The Company spent BGN 3,714,000 on investmentiieBvn 2006 against BGN 4,641,000 in 2005.

Net funds used for financing activities of the ggcamount to BGN 3,852,000 in 2006 against 1,415j600
2005 as a result of the repayment of loans anceleastracts to the excess of the new revenues from
borrowings.

Analysis of the Financial Condition

Assets
The following tables shows the main categoriesssiets of Sparky Eltos as of 30 June 2007, 31 Desemb
2006, 2005, and 2004, as well as the change ireptxge for each position:

As of 30 As of 31 December Change
June
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2007 2006 2005 2004  2007/2006 2006/2005 2005/2004

(BGN in thousands) (%)
Assets
Non-current assets
Property, plant and equipment 55,225 39,567 38,112 34,947 39.57 3.82 9.06
Non-current intangible assets............ 293 294 112 52 -0.34 162.50 115.38
Non-current financial assets 17 17 12 12 0.00 41.67 0.00
Deferred tax assets .......c.cccccvereeeene 2 2 8 15 0.00 -75.00 -46.67
TOtAl e 55,537 39,880 38,244 35,026 39.26 4.28 9.19
Current assets
INVENTOTY ..o ,369 21,210 18,516 13,576 25.22 14.55 36.39
Receivables from related patrties .......... 2,361 19 8,573 13,492 12326.32 -99.78 -36.46
Receivables and advance payments
....................................... 768 6,318 2,177 7,777 -87.84 190.22 -72.01
Cash ..o 1,435 219 128 87 555.25 71.09 47.13
Current financial assets .............. 3 3 2 5 0.00 50.00 -60.00
TOtaAl .eeieieie e 31,126 27,769 29,396 34,937 12.09 -5.53 -15.86
Total @SSetS ....vovvvviviieriiirie e s 86,663 67,649 67,640 69,963 28.11 0.01 -3.32

Source: Sparky Eltos

The Company’s assets amount to BGN 67.6 millionfa3l December 2006, standing at a similar levehas
2005 and 2004. As of 30 June 2007 assets grow bl2@8 BGN 86.7 million primarily as a result of
revaluation of land, increase in inventory, recblea from related parties and cash.

The carrying amount of non-current intangible ass&tows a tendency to increase, as a result of the
continuous investments in increasing capacity angraving quality, which exceed depreciation for the
respective period. As of 30 June 2007 the markktevaf the land on which the manufacturing sitethef
Company is located is revaluated. The revaluasat BGN 16,494,000.

Inventory increase by nearly 15% as of 31 Decer2@6 against 31 December 2005 and by 25% as of 30
June 2007 against 31 December 2006. In absolutesténe increase is highest in materials and work in
progress, primarily as a result of the updatinghefannual sales program to BGN 71,300,000 andékd for
continuous supply of materials for manufacturing.

Receivables from related parties show significaov@ments at the four dates of the balance shestesult
of the fact that receivables from sales to relgadies are covered not only by payments but ajssuipplies
from the counter parties, for which deduction peools a prepared. The significant amount of theseivables
in previous years is due to non-deducted amount$ e date of the balance sheet.

Receivables and advance payments are receivables sales as well as advance payments to suppliees.
significant decrease from 31 December 2006 to 3@ R007 to the amount of 88% is due primarily te th
fulfillment of commitments for supply of materidhy suppliers that had received advance paymenrds 3%
December 2006.

Cash increases by 555% from 31 December 2006 tuB8 2007 as a result of payments from clients¢hvhi
were not distributed as of the balance sheet date.

Equity and Liabilities

The following table shows the structure of lialgl# and equity of Sparky Eltos as of 31 June 2@17,
December 2006, 2005, and 2004 and the change ¢emqtage of the individual components.

As of 30 June As of 31 December Change
2007 2006 2005 2004  2007/2006 2006/2005 2005/2004
(BGN in thousands) (%)
Equity
Share capital.........ccccceeverinnee 14,000 2,000 2,000 2,000 600.00 0.00 0.00

49



Revaluation reserve..................... 32,120 15,626 15,627 15,979 105.55 -0.01 -2.20
Other reserves.........cccocoovvevieenns 512 11,621 11,176 11,167 -95.59 3.98 0.08
Financial result 3,059 891 445 38 243.32 100.22 1,071.05
Total equity .....ccvveeieeeerieieeen. 4916 30,138 29,248 29,184 64.88 3.04 0.22
Liabilities

Non-current liabilities

Long-term loans..........cccccceeenee. 20,767 22,066 25,681 27,810 -5.89 -14.08 -7.66
Non-current part of financial lease

liabilities 3,739 3,800 1,764 75 -1.61 115.42 2,252.00
Total ....... 24,506 25,866 27,445 27,885 -5.26 -5.75 -1.58
Current liabilities

Liabilites and advance payments

..................... 6,825 6,238 6,033 8,546 9.41 3.40 -29.41
Liabilities to related patrties.... 106 97 192 771 9.28 -49.48 -75.10
Short-term loans...................... 4,318 4,254 4,192 3,440 1.50 1.48 21.86
Current part of financial lease

liabilities 1,217 1,056 530 137 15.25 99.25 286.86
Total ....... 12,466 11,645 10,947 12,894 7.05 6.38 -15.10
Total liabilities..........cccceecveerieeennnnn. 36,972 37,511 38,392 40,779 -1.44 -2.29 -5.85
Total equity and liabilities............. 86,663 67,649 67,640 69,963 28.11 0.01 -3.32

Source: Sparky Eltos

The Company’s liabilities amount to BGN 67.6 millias of 31 December 2006, standing at a similal las
in 2005 and 2004. As of 30 June 2007 liabilitiexréase by 28.1% to BGN 86.7 million as a resulngrily
of the increase of reserves form revaluation ofl land increase in current profit.

The most significant changes in equity are in ih& half of 2007 and specifically in Revaluatioederve,
which increases by 106% against 31 December 2006 rasult of revaluation by BGN 16,494,000 to the
market value of the land, on which the Company’'s\ufacturing capacities are located. At the same,tim
BGN 891,000 of the profit for 2006 and BGN 11,1@®0rom Other Reserves are used to increase thalkap
of the company from BGN 2,000,000 to BGN 14,000,6@0neans of an issue of 12,000,000 new registered
dematerialized voting shares, as a result of wkhehOther Reserves decrease by 96% as of 30 Jue 20
against 31 December 2006.

Long-term loans decrease by nearly 6% as of 30 206@ against 31 December 2006 due to their repatyme
in accordance with their respective pepayment plans
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MATERIAL INDEBTEDNESS

Listed below are some instances of material inabigss of Sparky Eltos. The following informatioredaot
claim to be exhaustive.

Loans
Loan Agreement with DEG of 2001

On 20 December 2001 an agreement was signed befE€En- Deutsche Investitions UND Entwicklungs
gesellschaft MBH as creditor and Sparky Eltos asdyeer, to the amount of EUR 2.28 million. The losas
extended for partial funding of the expansion ofmfacturing capacities in compliance with enviromtaé
requirements, as well as for working capital. Thié dmount of the loan has been utilized. The nigtaf the
obligation is 15 November 2009. The loan has beenred by a first rank mortgage on land and bujsliaf
the Company, located in 9 Kubrat Str., Lovech, Wwhipari passuwith the mortgage to the benefit of the
private investors (see the paragraph below) anélised at EUR 576,000. Guarantee is provided bykypa
GmbH, Stanislav Petkov and Petar Barbukov and avitledge on all shares of Sparky GmbH in Sparkyszlt
(Sparky GmbH has subsequently transferred all eSdhshare to the Majority Shareholder). Machine and
equipment purchased with the funds from the investnioan are put in a first-rank special pledge a&hlue
of EUR 3.9 million. As of 30 June 2007 the outstagcortion of the loan amounts to EUR 814,000.

Loan Agreement with Dietrich H. Westfall and Oth@rivate Investors

On 20 December 2001 an agreement was signed betprdeate investors, represented by Dietrich H.
Westfall, as creditors, and Sparky Eltos as borrpteethe amount of EUR 576,000. The full amountte
loan has been utilized. The maturity of the obliyais on 15 November 2009. The loan has been sddayr a
second rank mortgage on land and buildings of theagany, located in 9 Kubrat Str., Lovech. The magty

to the benefit of the Private Investorperi passuwith the mortgage to the benefit of DEG (see tamgraph
above) and is valued at EUR 2.28 million. Machiaes put in a second-rank pledge in favor of thed®ei
Investors, guarantee is provided and other commitsnare undertaken by Sparky GmbH, Stanislav Petkov
and Petar Barbukov. As of 30 June 2007 the outstgmbrtion of the loan amounts to EUR 247,000.

Loan Agreement with DEG of 2004

On 29 June 2004 an agreement was signed between -DB@utsche Investitions UND Entwicklungs
gesellschaft MBH as creditor and Sparky Eltos asdweer, to the amount of EUR 3 million. The loanswa
extended to finance the expansion of the Compamygsations. The full amount of the loan has bedized.

The maturity of the obligation is on 15 June 2018e loan has been secured by a third rank mortgadand

and buildings of the Company, located in 9 Kubrat, 3 ovech, valued at EUR 3 million. Guarantee is
provided by Sparky GmbH, Stanislav Petkov and P&arbukov, promissory notes by the Majority
Shareholder and Sparky Trading AD, as well as arsbcank special pledge on machines and equipment
purchased with the funds from the investment losyed at EUR 4.65 million. As of 30 June 2007 the
outstanding portion of the loan amounts to EURnil#on.

Loan Agreement with UniCredit Bulbank

On 19 October 2004 a revolving credit agreementsigrsed between UniCredit Bulbank (then Bulbank AD)
as creditor and Sparky Eltos as borrower. The &aount has been increase several time and currgatigls

at EUR 6.4 million (approximately BGN 12.5 millianyhe loan was extended for working capital purgose
The full amount of the loan has been utilized. Tradurity of the obligation is on 20 April 2008. Tlan has
been secured by a special pledge on machines amgheent at a value of approximately BGN 12.3 milli@a
special pledge on warehoused materials with a mininguantity kept in stock at a value of approxiryate
BGN 4.8 million, a special pledge on warehousedafied goods with a minimum quantity kept in stotlaa
value of approximately BGN 1.5 million, a specidegge on machines and equipment at a value of
approximately BGN 1.5 million, and a special pledge warehoused production with a minimum quantity
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kept in stock at a value of approximately BGN 1.0liom, as well as with promissory notes for each
repayment installment. As of 30 June 2007 the antihg portion of the loan amounts to EUR 6.4 wnilli

Loan Agreement with UniCredit Bulbank

On 9 November 2004 an agreement for an investnuart Was signed between UniCredit Bulbank (then
Bulbank AD) and Sparky Eltos as borrower. The laamount is EUR 500,000 (approximately BGN 977,900).
The loan was extended for the purchase of long-tamgible assets. The full amount of the loan hasnb
utilized. The maturity of the obligation is on 25® 2009. The loan has been secured by a secard-ra
special pledge on machines and equipment at a \a@lugpproximately BGN 3.9, a special pledge on
warehoused materials with a minimum quantity kegtock at a value of approximately BGN 1.0 millemd
with promissory notes for each repayment instalttmds of 30 June 2007 the outstanding portion efltdan
amounts to EUR 300,000.

Loan Agreement with Central Cooperative Bank AD

On 7 august 2007 a framework contract for issuarideank security and providing guarantee for areadr
limit of up to BGN 750,000 for guaranteeing of @mms duties for goods and finished products wasesign
between Central Cooperative Bank AD, Sofia, on ¢he part, and Sparky Eltos, on the other part. The
agreement was concluded for a term until 7 Aug@§t02 The agreement is secured by a special pledge o
machines and equipment and finished goods at & wdlapproximately BGN 824,000.

Agreement under the Settlement of Uncollectible In3aAct

On 20 January 1995 an agreement was entered imicedre the Ministry of Finance and the Ministry of
Industry, on the one part, and Sparky Eltos ondtieer part, regarding the settlement of the Comijsany
obligations towards the Bulgarian state, stemmiognfloans to commercial banks from the period hefty
privatization, under the Settlement of Uncolleaillloans Contracted Before 31 December 1990 Act. The
obligations of Sparky Eltos under this agreemesdssessed as of 27 July 2004, amount to BGN 1.1H&m
and BGN 3.735 million. The Company’s obligation endhe agreement is for a period of 15 years and is
repaid in equal quarterly installments. The oblmatis secured by a special pledge on tangibletasdethe
Company at a total market value of approximatelyNB&1 million and a forth-rank contractual mortgage
land owned by the Company. As of 30 June 2007 thtstanding portion of the loan amounts to
approximately BGN 5.4 million.

Regarding the Company’s obligations towards relataties, seRelated Party Transactions
Restrictive Covenant

Some of the aforementioned agreements containddcti¥® covenants to the benefit of the creditors,
including prohibition for the Company to engagetliee following activities without the agreement bt
respective creditors:

» disposal with real estate or other property;

* mortgaging of real estate;

» borrowing new funds (at a total value exceeding ElURIllion per year);
* making investments (at a total value exceeding HURllion per year).

Failure on behalf of Sparky Eltos to comply withyasf the aforementioned obligations constitutesetadilt
on the respective loan agreement, which shall neibdallable prior to maturity.
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RELATED PARTY TRANSACTIONS

In accordance with International Accounting Stadda4 Related Party Disclosuredransactions between
related parties exist where one party to the tr@ima controls the other party to the transactionmay
exercise significant influence over the other pamtiaking financial and operating decisions.

In the course of performing its operations Sparkp£has executed and continues to execute traosact
with related parties. These transactions, howererdirected by the development of the Group abh@enand
the specialization of the individual companies with. Sparky GmbH, GermanySparky GmbH) supplies
materials from German manufacturers, which it oi#aat more favorable conditions, being a German
company. Sparky Eltos sell to Cyprus-based SG liogitimited S§G Logisticy production intended for the
Middle East and certain customers in Russia, w8parky Trading EOODSparky Trading) manages all
other distribution on the local and foreign mark&tse directors of Sparky Eltos believe that thecsglization
achieved through separation of manufacturing frastridution, as well as the separation of the dhstion
itself on different markets, and also the centedian of certain functions servicing the whole Grpis an
important element in the Company’s competitivetstgg and helps achieve better operating resuktfdimg
for Sparky Eltos.

The Company believes that related party transastame executed at market conditions. As of the déte
preparation of the present prospectus there arieansactions of unusual type or at unusual conditithat
have been executed by Sparky Eltos with relatetigsar

The table bellows shows the proportion in percemt@igthe more significant related-party transactitm the
turnover of the Company for January — June 2007:

Related party Type of relatedness Share in the tuiover of
Sparky Eltos
Sparky AD, Ruse under common control with Sparkp<£lt 0.71%
SG Logistics under common control with Sparky &lto 5.78%
Sparky Trading under common control with Sparkyg&lt 73.35%
Sparky GmbH under common control with Sparky Eltos 5.96%

Source: Sparky Eltos
Agreements with Related Parties
Agreement with Sparky Group

On 27 December 2002 Sparky Eltos enters into aeeagent with the Majority Shareholder Sparky Group
(then Sparky Bulgaria AD), under which the lattedartakes to perform certain services for the Camppa
including preparation of reports under IAS, prefiaraand implementation of internal control proces)
training of Sparky Eltos staff in finance and aauting. For the services performed Sparky Groupivese
monthly remuneration of BGN 7,500.

Agreement with Sparky Trading for Exclusive SalegyRts

An exclusive sales rights agreement between thep@agnas manufacturer and Sparky Trading as agent is
effective as of 1 January 2007. Under this agre¢i@parky Trading EOOD holds exclusive rights for #ale

of manually operated power tools and all other goathnufactured by Sparky Eltos under Searky
trademark for the international market. The agaftssthe goods on its own behalf and at its owh fifie
guantities and range of products are determined @er year and specifically each quarter. Prices ar
determined once per year and are subject to chapge agreement between the parties. The valueeof th
items sold is paid by the agent to Sparky Elto$iwiB0 days of the delivery. The agent is respdedir the
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organization of after-sales service as well assfawice past the warranty period of the items éedid, for
which the Company gives the agent a discount of &%he value of each invoice. The company has
undertaken not to enter into agreements for expbmnanufactured products with other local or foreig
entities. The agreement is concluded for a perfdsl years and may be extended automatically fardnér 5
years if none of the parties objects. Sparky Trqdaceives compensation for its activities on thsib of a
difference between the buy and sale price.

Loan Agreement with Sparky GmbH

On 20 December 2001 an agreement was entered @ttwedn Sparky GmbH (at that time a majority
shareholder in Sparky Eltos) as creditor and Spé&ilkys as borrower at the amount of EUR 980,008nat
interest rate of 6 months EURIBOR + 3.5%. The laas extended for partial funding of the expansién o
manufacturing capacities in compliance with envinemtal requirements. The full amount of the loas ha
been utilized. The maturity of the obligation is @& November 2009. The loan is not secured and is
secondary to the loan from DEG, extended with thenes purpose, seblaterial Indebtedness - Loan
Agreement with DEG of 200As of 30 June 2007 the outstanding principalhef bban is to the amount of
EUR 350,000.

Loan Agreement with SG Logistics, Cyprus

On 29 June 2004 an agreement was entered into &et8@ Logistics, Cyprus as creditor and SparkysE®
borrower at the amount of EUR 1.6 million, at ateiest rate of 3 months EURIBOR + 2.8%. The loas wa
extended for additional funding of the expansiormaufacturing capacities under the project co-fahidy
DEG in 2004 with EUR 3 million. The full amount tife loan has been utilized. The maturity of theégation

is on 15 June 2010. The loan is not secured. /A&Dqfune 2007 the outstanding principal of the lieao the
amount of EUR 1.12 million.

Regarding additional information for Sparky Eltos&dated party transaction see Notes 6, 14 and 1het
Company’s financial report for 2006 and the respeatotes to the financial reports of Sparky Efms2005
and 2004.
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DESCRIPTION OF THE SHARES AND APPLICABLE BULGARIAN LEGISLATION
Introduction

The following is a description of the principal mig attaching to the Shares, certain material prons of the
Articles of Association of Sparky Eltos, of the Batian Public Offering of Securities Act of 1999%athe
Company Act of 1991 in effect at the date of tresuiment.

The Public Offering of Securities Act requires 8fmres issued by a public company to be in a srgidtand
a dematerialized form. Respectively the issue amasfer of the Shares takes effect upon the ragjisir of
the issue or transfer, as the case may be, wittCthvetral Depository, which is the Bulgarian registof
dematerialized securities.

Pursuant to Art. 11 of its\rticles of Association, the Company may issue owoiglinary (non-preferred)
shares. In this connection each share issued bgplaeky Eltos is ordinary (non-preferred) and &eitits
holder to one vote at the General Meeting of Stadehs, to dividend in the event of distributiontbé profit,
and to participate in a liquidation of the Compamyproportion to its nominal value.

Scope of activities

The scope of activities of Sparky Eltos, as defiiredhe Articles of Association, is: scientific amagbplied
activities, design and construction activities, coencial, representative and manufacturing activitie the
areas of electrical equipment and engines for Bbattequipment, specialized equipment and colisctother
machine-building products and any other activigesmitted by law.

Share Capital

As of the date of this document, the share capit@parky Eltos is BGN 14,000,000, comprising 10,000
shares with a par value of BGN 1 each. All theuésk shares are fully paid-up. After the successful
completion of the Offering, the share capital ofafiy Eltos is expected to stand at BGN 16,800,000,
comprising 16,800,000 shares with a par value oNBGeach.

The following table shows the share capital andrilnmber of issued shares of Sparky Eltos accorttirits
Articles of Association and as of the dates indidat

Number of Paid-up share
issued Shares capital (in BGN)
31 DecemMbEr 2004 ......coouveieeeee et 2,000,000 anmoo
31 December 2005........c.c.cceviiiiiiiiiee e cmmmeee e 2,000,000 2,000,000
31 December 2008)..............ccooviveiieeeeceee e 2,000,000 2,000,000
B JUIY 2007 .ttt sttt e e e e e e e e e e e 14,0000 14,000,000

(1) On 6 July 2007 the Lovech District Court entersitizease of the capital of the company throughissaance
of 12,000,000 registered dematerialized shares.

Issuance of Shares

Pursuant to the law, the Articles of Associatiorttef company may provide for delegation of autlyantthe
Board of Directors, or to the Management Board uradvo-tier management system, to increase thitatap
by issuing new shares within five years of the gaf®n of authority. The share capital of a Bulgarpublic
company may be increased by:

» the subscription of shares pursuant to a rightseiss

» the issue of shares on conversion of a convertibiel; or
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» the payment of a dividenid speciein the form of new shares in the relevant company.

In general, any increase in the capital of SparkgsErequires prior shareholder approval. To inseethe
capital, the Articles of Association require a fletion to be passed by the holders of at leastttvirals of the
shares present at the General Meeting of Shareaisoldeaddition, the Articles of Association of tBempany
contain an authorisation of the Management Boaidd@ase the capital up to BGN 3,000,000 /thrd&ami.
The capital increase by the Management Board maatréed out without a specific delegation of auitlycto
this end by the General Meeting of Shareholdersefich specific instance, entirely on the groundshef
authority granted to it by the Articles of Assomat within two years after the registration of the
authorization. The Management Board’s decisiomtwdase the capital determines the amounts angotie
of each increase, the number and type of the neaneshthe rights and privileges attaching to thie terms
and conditions for transfer of rights under the nieg of §1, item 3 of POSA issued against the &xgst
shares; the deadline, terms and conditions forcsildisg to the new shares; the amount of the issiige and
the deadline, terms and conditions for its payméms; investment intermediary assigned to carry that
subscription, setGeneral information — Capital increase and apprdwd this Prospectus”.

Capital Increase through a Rights Issue

A public offering of shares pursuant to a rightsuis requires the publication of a prospectus coimigi
detailed information relating to both the companyguestion and the shares offered. The prospeatiss e
approved by the Financial Supervision Commission.

For more information, seeDeéscription of the Shares and Applicable Bulgarizegislation—Pre-emption
Rights.

Issue of Convertible Bonds
The procedure for a rights issue also applies tigsare of convertible bonds by a public company.

A resolution of the shareholders in the General tMigeapproving a new issue of convertible bonds is
effective only upon the approval of the new isstibands by the General Meeting of the holders adtang
convertible bonds. A resolution to issue convegtibbnds may be adopted by the General Meeting eof th
Shareholders of the Company.

Stock in Shares

Within three months of the adoption of the audiédiual financial statements of the public compamytlie
preceding financial year, the shareholders in aeGdrMeeting may resolve to increase the Compargystal
through capitalization of profit and reserves witttie amounts permitted by law. The newly issuedeshare
distributedpro rata amongst the shareholders based on their existiage grior to the capital increase. Only
persons who hold or have acquired issued sharéiseatiate which is fourteen days after the sharehnold
resolution to increase the capital, correspondinthé date for dividend right acquisition (théx“dividend
date"), have the right to be issued with new shares.

Registration of the Increase in Capital

An increase in the capital effected by any of theve methods is effective at the date of the regish of the
capital increase at the Bulgarian company registee new shares are issued with the registratiothef
capital increase at the Central Depository.

Pre-emption Rights

Each holder of Shares has pre-emptive rights tscsilie for any new shares of a capital incrgaserata to
its existing holdings of Shares. Under Bulgariam, lare-emption rights of shareholders in public pames
may not be misapplied in any way.

Pre-emption rights on a rights issue accrue toehpsrsons registered as shareholders at the Central
Depositary on the Ex-dividend date. However, the-gmption rights may instead accrue to those person
registered as shareholders at the Central Depgpsitothe 7th day after the promulgation in Biate Gazette

56



of the announcement of the offering of new shanesraghts related to them if the Management bodplkes

on the capital increase. On the business day follpwhe Ex-Dividend date (or the seventh day affter
announcement, as appropriate) the Central Depgsitpens rights accounts in the name of the relevant
shareholders based on the register at the Cengaditary at such date.

The first date on which pre-emption rights may kereised to subscribe for new shares or tradedhe@BSE
is required to be specified in the announcemerthefpublic offering. The final date for the exeecisf pre-
emption rights must be between fourteen and tldatys from the date set for the first exercise ahstights.
All rights not exercised within this time are o#erto the public by means of an auction organisethé BSE
five business days after the final date on whigihts may be traded. This auction is open for aopleoi one
day. Any right acquired pursuant to the auction tnwesexercised within ten business days of thei@uct

Share Buy-backs

Sparky Eltos may buy back its shares subject toafgoval of the General Meeting of Shareholdete T
details of the redemption (including the maximunmmier of shares to be redeemed, the procedure for
redemption and the timetable, which may be up tomthths) must be specified in the resolution. The
shareholders’ resolution must be entered into thkyd@ian company register and promulgated in Stete
Gazette

A share buy-back may only take place if the Comfsangt asset value after the buy-back would belequa
higher than the total of its share capital, itseress and all other funds which Sparky Eltos isuiegl to
maintain pursuant to its Articles of Association.

As a public company, Sparky Eltos may reduce itgesslcapital by purchasing and cancelling its ovnaresh
A public company may only buy back more than 3%tofssued shares during any calendar year by Way o
tender offer. The public company is obliged to fyogireliminary the Financial Supervision Commissamd
to disclose to the public pursuant to the Reguldtédrmation disclosure requirements, informatiam the
shares subject to buy-back within the 3% limitation

The aggregated nominal value of the Shares repsedhmay not exceed 10% of the issued share capital
Sparky Eltos and the Company will transfer any sgcshares above the 10% limit within three yedrs. |
Sparky Eltos holds more than 10% of its share abpitthe end of that three year period, it musiceathe
Shares until repurchased shares in its capitakdserto 10% or less.
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Reduction of Share Capital

The shareholders in the General meeting may regolveduce the issued share capital of Sparky Eltbhe
Company's Articles of Association require a resoluto be passed by a majority of two thirds ofdwus of
the shares present at the meeting.

To reduce the Issuer's capital, the shareholdessilution must be published in tB¢ate Gazetteexplaining
that Sparky Eltos is obliged to repay or securelitigations towards any creditor that objectshi® teduction
in writing within three months. The reduction ofpial is required to be entered into the Bulgatampany
register after the end of this three-month period & effective at the date of such entry. Paymeats
shareholders resulting from the reduction of capitay be made only after the entering of the reduacof
capital in the company register and the repaymeateation of security in favour of any objectingditors.

The above provisions do not apply if the reductmfncapital is effected: in order to cover lossey; b
redemption of fully paid-up shares for no consitierg or against payment not exceeding the sunmaofirgs
for the relevant year, accumulated retained easnangd excess of reserves or other funds over manydat
requirements less retained losses and instalmédnithwhe Issuer is obliged to pay as reserves.

Transfer of Shares

Transfer of Shares is perfected as of its registiéih the Central Depository. Any agreement forghase or
sale of Shares, issued by a public company, maypoheluded only on a regulated security market ¢irethe
BSE) or registered on a regulated security marB8H) by an investment intermediary, licensed by the
Financial Supervision Commission or by an investimetermediary having its seat in another membatiesf

the latter has notified the Commission pursuanth® rules set forth in the law on its intentionperform
activities in Bulgaria through a branch or by meah&ee rendering of services.

Inheritance or endowment of shares is effectuasedf &ransaction’s registration in the Central Da&fuoy by
an investment intermediary, acting as a registnafigent. Shares may be pledged with filing of a-non
possessory registered pledge with the Central Digpps

Major Transactions and Transactions with InterestedParties

Under the Public Offering of Securities Act of 20@@rsons who manage or represent a public compayy
not, without the prior shareholders’ approval, entgo transactions as a result of which: (i) trempany
acquires, transfers, receives or grants for usgeates a security interest over the company esifassets; (ii)
the company incurs obligations to a person or aigraf related persons; or (iii) receivables are ttu¢he
company from a person or a group of related persoresach case, where the value of the transaetioaeds:

« one-third of the lower of the value of the compasiassets in its last audited or its last prepared
balance sheet (major transactions); or

* in the case of a transaction with an "interestedypa 2% (0.2% if receivables are due to the
company) of the lower of the value of the companwgssets in its last audited or its last prepared
balance sheet;

For the purposes of the above, the following amesmered to be "interested parties" (1) the membéthe
Management Board and the members of the SupervBosyd of the Company, (2) any procurator of the
Company and (3) any person who directly or indlyeist entitled to at least 25% of the votes at @eneral
Meeting of Shareholders of the Company or who ettser controls the company, when such person or a
person related to such person:

* is a party or an intermediary to the transactiorthe transaction is carried out for its benefit; o

» directly or indirectly is entitled to at least 258fthe votes at a General Meeting of a person ste i
party or an intermediary to the transaction, ortthasaction is carried out for its benefit, or trols a
legal entity, which is a party or an intermediamytite transaction, or to the transaction is caroed
for its benefit; or
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» is a member of the Management or Supervisory Baard,procurator of a legal person falling within
the preceding paragraph.

In the case of a transaction to acquire or dispddexed assets, a majority of three quarters oremuf the
votes cast at the General Meeting of Shareholdersquired to approve the transaction and, inthkrocases,
a simple majority of the votes cast is requirechy Anterested parties-shareholders are not pehiitterote at
the General Meeting on these issues.

Transactions between a public company and intatesteties which do not require prior shareholdgrapal
are subject to prior approval by the Company’'s Mgemaent body, with any interested members of the
Management body not permitted to vote.

In determining whether prior shareholder approwal tftansactions of considerable value or relatedypa
transactions is required, individual transactiomsthee public company with a person or related gradip
persons which individually are below the threshfdd requiring shareholder approval are aggregated w
other transactions with the same person or grouplafed persons in the previous three calendasyea

Any transaction involving an interested party mafyde executed at market price.
Pursuant to the law a prior shareholders’ approf/tie transactions specified above is not required

« for transactions effected in the ordinary coursethe public company's business, including
agreements for bank loans and collateral unlesintnested party is involved or otherwise
participates in such transactions;

» for loans from a holding company and for depositerf a subsidiary company, where the terms
are no less favourable than those available imi¢mestic market;

« where there is a common enterprise agreement uhdePublic Offering of Securities Act of
1999.

If a major transaction or a related party transectiequires prior shareholders’ approval, the Manaant
body of a public company is required to providespart to the General Meeting on the expediencythad
transaction contemplated.

Any transaction with an interested party or majomansaction which is entered into in breach of the
requirements of the Public Offering of Securitiest Af 1999 is void.

Meetings of Shareholders

Convening of a General Meeting of Shareholders

The Management Board and the Supervisory Boargafky Eltos each have the power to convene a Genera
Meeting of Shareholders. Shareholders owning at18& of the Shares also have the power to require
convening of a general meeting. In addition, shalddrs owning at least 5% of the Shares for at ladbree
month period are entitled to add items to the agdadthe General Meeting. In the event Sparky£itere to

fail to call a General Meeting on the request @& thquired number of shareholders, the DistrictrCou
empowered to call or to empower a representatitheoshareholders to call the General Meeting

An annual General Meeting of Shareholders is reguito be held within six months of the end of the
Company's fiscal year. An extraordinary General timgeof shareholders may be convened at any time by
giving the requisite notice to shareholders. Tlito@ must contain the name and registered officBparky
Eltos, the place, date and time of the meeting, tiiiee of the meeting (i.e. annual or extraordinary)
information of the formalities that must be comglieith for participation at the meeting and for eise of
voting rights, an agenda and draft resolutiongrmition on the total number of the shares andhgatights

at the general meeting, as well as the right oktieeholders to participate at the General Megelihg notice
and other documents related to the agenda of timer@lemeeting must be filed at the Financial Suigera
Commission, BSE and the Central Depository no Idien 45 days prior to the date of the General imget
Any items added to the agenda at the request loi@solder owning more than 5% of the shares nissthe
filed at the Financial Supervision Commissidine Financial Supervision Commission and BSE make th
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notice and the other documents related to the agerdilable to the public, typically by publishitigese
documents on their respective websites. The natiost also be published in ti8tate Gazettand in one
national daily newspaper at least 30 days befogedtite of the General Meeting, and the other doatsne
related to the agenda must be made available teetsblders at Sparky Eltos on the same day. General
Meetings of Shareholders are held in Lovech, béhg city in which the Company's registered offise i
located.

Each Share confers the right to cast one voteeaGimeral Meeting. The Articles of Association pioittthe
Company from issuing preference shares, includirgh ©nes entitling their holders to more than ootev
The right to vote at the General Meeting is cordféron those persons registered at the Central Repoas
shareholders 14 days prior to the date of the mgdthe Voting Record Date'). A purchaser of shares
registered at the Central Depository after the MptRecord Date is not entitled to vote. The Central
Depositary submits a list of the shareholders at\oting Record Date to Sparky Eltos. The entrythef
persons in this list is the only prerequisite teithparticipation in the General Meeting of Shatdkes and to
the exercise of the voting rights attaching to rtlsbiares. Persons entitled to vote may attend #ting in
person or through an authorised proxy who is gchatpower of attorney. The power of attorney tophexy
must be explicit, certified by a notary public azsaimply with other legal requirements. Sparky El®sbliged

to submit the written power of attorney, on papeimoelectronic form where applicable, togetherhathe
other documents related to the agenda, or uponestcpfter the convening of the General Meeting. No
members of either the Supervisory Board or the Mangent Board may act as a shareholder’s proxyeat th
General Meeting. If the members of the Managemeatr® and Supervisory Boards are not shareholderg, t
may attend and speak at a General Meeting but thave voting rights.

Quorum

The Articles of Association of Sparky Eltos provittet the shareholders in the General Meeting @as p
resolutions if the holders of at least one halthaf capital are represented at the meeting. Iretleat that a
guorum is not present, the meeting is adjournedaanew meeting may be scheduled not earlier thasay4
from the date of the adjourned meeting. The re-enad meeting may pass resolutions irrespectivéef t
number of Shares represented at the meeting.

Majority

The Articles of association of Sparky Eltos provitiat the following shareholders’ resolutions reeuhe
approval of two-thirds of the voting shares presgrnhe meeting:

e any amendment to, or supplementing of, the ArtioleAssociation;
e anincrease or reduction in the share capital;

e transformation or winding-up of the company.

The approval of three-quarters of the shares repted at the General Meeting of Shareholders isined) for
the approval of transactions for acquisition of digposal with fixed assets of a value represerdirey 1/3 of
the assets of Sparky Eltos and in case of partioipaf related parties — over 2% of the assetsoAthe
approval of three-quarters of the shares votetieageneral meeting of shareholders is require@golve to
increase the capital by way of capitalization afffirand/or reserves.

All other shareholders’ resolutions may be passgé lsimple majority of the Shares voted at the Gane
Meeting.

Any transformation of Sparky Eltos requires theopriwritten approval of the Financial Supervision
Commission. The Financial Supervision Commissioa tige power to impose administrative enforcement
measures, including compulsory instruction or isfion, on Sparky Eltos if any resolution of the r&telders

in the General Meeting or resolution of the ManagetBoard or Supervisory Board is found to be dleg
The Financial Supervision Commission may apply sx@ment measures if a resolution of the Management
Board or Supervisory Board would be detrimentathie interests of shareholders in the Company oeroth
investors.
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Amendments of and supplements to the Articles ofosgtion and the winding-up of Sparky Eltos are
effective as of the entry of the resolution inte #Bulgarian company register. Any increase or rédnmf
capital, transformation, appointment or removakofember of the Management Board or the Supervisory
Board and the appointment of a liquidator only takkect for third parties at the date of the emgrof the
relevant resolution into the Bulgarian company stagi

Dividends

A resolution relating to the distribution of eargiof Sparky Eltos in the form of dividends is sdbjto the
approval of the shareholders in the General medttigwing the approval of the audited annual fio@h
statements for the relevant financial year. Disttitn and payment of interim dividends is not petaai.

Dividends may only be paid if the Company's totsdeds less long-term and current liabilities arss lde

proposed dividend is not less than the sum of tlewescapital, reserves, and other funds SparkysH#to
required to maintain, each as set out in the Issaedited annual financial statements. Paymedividends

may be made up to the sum of earnings for the aelkefinancial year, plus accumulated retained egsand

the excess of reserves and other funds maintaipetphrky Eltos over mandatory requirements lessnet

losses and instalments which the Company is obliggahy to reserves and other funds. A public campa

obliged to commence payment of approved divideondsstshareholders within three months from the ait
the General Meeting of Shareholders at which teelation approving the annual financial statemenis for

distribution of the earnings in the form of a diefdl is passed.

Each Share entitles its holder to a dividend priopoal to the Share's nominal value. The righteoeive a
dividend is held by each person registered at thetr@ Depository as a shareholder in the Comparea
Ex-Dividend date. The Central Depositary submitistaof the shareholders at this date to the Comp@he
entry of the persons in this list is the only prprigite to payment of a dividend. Persons who atiéled to

receive dividends but who fail to exercise theghtiwithin five years from the due date for paymtmfeit

their right to payment.

Liquidation

The Company may be wound-up by:

» the approval with two-thirds majority from the hetd of all Shares present at the General Meeting;
« when Sparky Eltos has been declared bankrupt; or

e aresolution of the court of a procedure initiabgdthe public prosecutor if (i) the scope of adies
of the Company is illegal, (ii) the Company'’s togaisets less long-term and current liabilitieslese
than the share capital for a period of one yeainduwhich no resolution for a reduction of the
capital, transformation or winding-up is passedttiy shareholders in General Meeting, or (iii) the
number of members of the Supervisory Board or tlema@ement Board falls below the minimum
legal requirement for six consecutive months.

Following the winding-up of the Company (other thanthe case of bankruptcy proceedings) a liquahati
procedure is followed. A liquidator is appointeddats remuneration is approved by the shareholotethe
General Meeting (other than in the case of compylsguidation). A liquidator is obliged to givefett to the
current transactions of Sparky Eltos, to colle& thceivables of the Company, and to sell its assed to
satisfy the claims of creditors. A liquidator isligled to invite creditors to claim against the Camnp by an
announcement in the State Gazette and by a natitets all known creditors. Distribution of the etssof
Sparky Eltos, if any, to its shareholders may bderanly after six months from the date of this ammement
and the satisfaction of all creditors' claims.

Each Share entitles its holder to participate aliuidationpro ratato the Share's nominal value. This right
arises only if, after the liquidation of the Compaand satisfaction of all other creditors' clairassets are
available for distribution to the shareholders. éwing to its Articles of Association, the Compaisynot
permitted to issue preference shares entitling th@ders to preferential rights on liquidation.
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The Supervisory Board and the Management Board

The Articles of Association of Sparky Eltos provifier a two-tier management system consisting of a
Supervisory Board and a Management Board. MembfetiseoSupervisory and Management Board may be
either individuals or legal entities.

The Supervisory Board

Bulgarian law and the Articles of Association ofaByy Eltos provide that a Supervisory Board mustscst
of at least three and not more than seven per3dresmembers of the Supervisory Board may be appbint
and dismissed by a resolution passed by a simpjerityaof the present Shares at the General meetiFige
shareholders in the General Meeting set their remation and approve the financial guarantee whiathe
member of the Supervisory Board must give as arggdor his or her obligations. Under Bulgarianiifia
Offering of Securities Act of 1999 at least ongdhof the members of the Supervisory Board of Spé&ilkos
should be independent (i.e. they cannot be: (i)leyegs of the Company; (ii) shareholders that ftdctly

or indirectly through related parties at least 28%enty five percent) of the voting rights in thesi@ral
Meeting, or are parties related to Sparky Eltag; fersons having a long-term commercial relatfopawith
the Company; (iv) members of a management or cllingdody, procurators or employees of a commércia
company or other legal entity falling under (ii)da(ii) above; (v) persons related to another memndiehe
Management of Supervisory Board of Sparky EIltos).

The main powers of the Supervisory Board are thpoimpment and dismissal of the members of the
Management Board, the approval of the resolutiohshe Management Board to delegate the power to
represent Sparky Eltos to one or more of its membtemnd the on-going supervision of the activitiéshe
Management Board. The approval of the Supervisayr@& is also required for resolutions of the Mamagyet
Board for:

e acquisition of and disposal with title to real éstaas well as mortgaging of immovable property of
the Company or using it as other type of secuekgept in the cases under Art. 114, para. 1 aral par
2 of POSA;

» closing or transfer of enterprises, or significaatts thereof, as well as acquiring interests heot
companies, except where the explicit approval ef@ompany’s General Meeting is required;

* material change in the Issuer’s scope of activities
* material organisational changes;

* long-term collaboration of a significant meaningr f8parky Eltos or termination of such a
collaboration;

« opening of branches and representative officesuigdia or other countries.

The Articles of Association of Sparky Eltos requirgquorum of at least half of all members of thpeuisory
Board and provide for resolutions to be passed tmajrity of no less than half of its members.

The Management Board

Bulgarian law and the Articles of Association ofaBgy Eltos provide that the Management Board should

consist of at least three and not more than nineops. The members of the Management Board may be
appointed and dismissed by the Supervisory Boand.rémuneration and the guarantees for the manageme

of members of the Management Board are approvedégeneral Meeting of Shareholders.

The Articles of Association of the Company provttat a quorum of at least half plus one of all Mgeraent
Board members is necessary for a valid meeting@npassing of resolutions. A majority of no lebkar half

of the Board members present at the meeting isremjfor passing resolutions. The Management Bearg

with the approval of the Supervisory Board, auts®rbne or more Executive Directors to representkgpa
Eltos and to take responsibility for its operativenagement. Board members may be re-elected without
limitation and be dismissed at any time by the ®vipery Board. The members of the Management Board
and of the Supervisory Board of Sparky Eltos: ()stnot have been convicted of certain crimesngiist not
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have been a member of the management or supervismty or unlimited liability partner in a company
terminated by reason of bankruptcy if there werng@arsatisfied creditors.

Certain Disclosure Requirements under Bulgarian Law

Pursuant to the Public Offering of Securities AEt1899, each shareholder who has acquired or taesf
directly and/or pursuant to Art. 146 POSA votinghts in the General Meeting of the Sparky Eltos|idbe
obliged to inform the Company and the Financial Sujgsion Commission if: (1) as a result from the
acquisition or transfer his or her voting rightaak or fall below 5% or increase or decrease byds%
multiple of 5%; (2) his or her voting rights reaoh fall below the limits set in item (1) as a resiubm
circumstances related to changes in the total gaights based on the information disclosed by Bp&itos
upon each change in the capital pursuant to Ae BOSA.

The voting rights are calculated on the groundtheftotal number of the voting shares notwithstagdhe
limitations on the execution of the voting righthe calculation is made separately in respect ol etass of
shares.

In some cases the requirements for disclosure tapmy, for instance in respect of the voting t&gattached
to shares that are acquired solely for the purpbsmplementation of the clearing and settlemerthimi the

frames of the common settlement cycle /the lattemot be longer than 3 business days after execafithe

transaction/ as well as in respect of shares hgldustodians if they are authorized to exercisevibiing

rights attached to the shares only in accordande tve order of the client given in writing or iteetronic

form.

The obligation for disclosure has to be implemeritechediately, but not later than 4 business dater dlie
day that follows the day in which the shareholdethe beneficiary owner of the voting rights: (hderstands
the fact of the acquisition, transfer or the patigitto exercise the voting rights in accordancighwArt. 146
POSA, or in which he or she, under the specificusitstances, was required to understand, regaroiebse
date on which the acquisition or transfer were mardéhe possibility to exercise the voting rightese; (2) is
notified that his or her voting rights have reachedallen below 5% or a multiple of 5% of the vagirights at
the General Meeting of the Company as a result tooumstances related to changes in the total eurob
the voting rights based on the information, disetbpursuant to Art. 112e POSA. The persons who tieere
right to acquire, transfer or exercise voting riglm the General Meeting of Sparky Eltos in thenése
provided for by Art. 146, para. 1 POSA are alsagsal to disclose the above information.

Sparky Eltos is obliged to disclose to the publie information received pursuant to this sectiothiwi 3
business days after the day, in which it has betified.

The members of the management and supervisory dadia public company are obliged to declare to the
company, the Financial Supervision Commission anBSE: (i) the legal entities in which they ownreditly

or indirectly, 25% or more of the voting rights aver which they exercise control; (ii) the legaliges in
which they participate in the supervisory or mamaget bodies or are appointed as procurators; dipdhg
present and future transactions in respect of whiely believe that they could be qualified as 'liested"
parties. Failure to comply with the above requirataés an administrative offence under Bulgariam la
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THE REPUBLIC OF BULGARIA

The information contained in this section has beden from documents and other publications relddse
and presented on the authority of, various offgia@nd other public and private sources, including
participants in the capital markets and financiattor in Bulgaria. There is not necessarily anyfoamnity of
views among such sources as to the informationigedvtherein. Accordingly, Sparky Eltosly accepts
responsibility for accurately reproducing such exts as they appear in this section. It acceptéuniter or
other responsibility in respect of such information

Background

Bulgaria is a parliamentary republic located in fBalkans occupying an area of 110 thousand square
kilometres. Bulgaria has a population of approxghat7.7 million people. Approximately 85% of the
population consists of ethnic Bulgarians, with 9% tbe overall population being of Turkish origin.
Approximately 86% of the population is Christiardahe official language is Bulgarian, a Slavoniedaage
written in the Cyrillic alphabet. Sofia, the coursrlargest city with a population of more than inilion, is

the capital of Bulgaria. Plovdiv, a city in soutentral Bulgaria with a population of approximatdi®0,000
people, and Varna, a port in the Black Sea witloputation of approximately 350,000 people, are tthe

next largest cities. Bulgaria is divided into 28io;s for administrative purposes.

Political Overview

Following the Second World War, a communist proi€bxegime was established in Bulgaria. In November
1989, after the collapse of the communist systenlg@ia became a parliamentary republic. From 1984
1997, despite changes introduced by conservatergrist and left-wing governments, the Bulgariarmci8list
Party (the former Communist Party) maintained saieiinfluence over political developments in tloaiotry.
Following the severe banking and economic crisid@#6 and 1997, the interim government (as proviged
the Bulgarian constitution) of Stefan Sofiansky &e@ wide-ranging economic reform program, whicls wa
continued by the government of the Union of Demticrkorces (the UDF") — a broad anti-communist
coalition, which won a majority of the seats inlj@anent in mid-1997. By the end of 1999, politicaipport

for the UDF had eroded, delaying the implementatibthe necessary structural measures requiredhéor
reform of the Bulgarian economy.

In April 2001, the former king of Bulgaria, Sime®axe-Coburg-Gotha, formed the Simeon Il National
Movement (the SNM") and won a majority of seats in the parliamentalgctions in June 2001. The SNM
formed a coalition government along with the Moveirier Rights and Freedom (th#RF"), a party that
represents the interests of Bulgaria's Turkish nitjnoln November 2001, Georgi Parvanov, the caattd
supported by the Coalition for Bulgaria (a coalitied by the Socialist party) was elected as pesdifbr a
five-year term, defeating the country's former jatest Petar Stoyanov, whose re-election was enddrgéhe
SNM and the UDF. In June 2005, the Coalition fotdawia (a coalition headed by the Socialist pangh 82
parliamentary seats out of a total of 240, with ®dM and the MRF winning 53 seats and 34 seats,
respectively. As the Coalition for Bulgaria did noy itself gain control of a majority of votes, ader
coalition government was formed later in 2005 witke Coalition for Bulgaria joining forces with
representatives of the SNM and the MRF, with SeBjanishev, the leader of the Bulgarian Socialéstyp
being elected as Prime Minister. Georgi Parvanown wosecond five-year term in October 2006. The next
presidential election is due in October 2010, wtiike next parliamentary election is due in June9200

The current government led by Sergei Stanishevahasunced a comprehensive economic reform program,
the main objectives of which are further Europeatedration, stimulation of economic growth and abci
responsibility.

The legislative system in Bulgaria follows the doahtal model. The Bulgarian constitution has soaey
over all other legislative acts. Bulgaria's Comsitinal Court's main duty is to review the consiste of
parliamentary legislation with the Bulgarian congton. All international agreements ratified aatiog to
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constitutional procedure and published in the S@Gézette have binding force and have supremacy over
national law. The recognition of foreign judgmebisthe courts depends upon both establishing reciiyr
and the observance of the mandatory guidelinelseo€ivil Procedure Code.

Bulgaria was invited to join NATO at the NATO suntriti Prague on 22 November 2002. On 18 March 2004
the Bulgarian Parliament ratified the North Atlanfireaty and Bulgaria was officially recognisecaasember

of the alliance on 29 March 2004. In 2004, Bulgarianpleted negotiations to join the EU. The accessi
treaty was signed in Luxembourg on 25 April 2008 &ulgaria became a member of the EU on 1 January
2007. Despite Bulgaria’s EU membership, the Europ€ammission will continue to monitor Bulgaria's
progress in reforming the judiciary and fightingrreption. Bulgarians face greater restrictions aorking
abroad than did the previous wave of EU entrants.

The Bulgarian Economy

Background

Before 1989 Bulgaria had a centrally planned ecgnonented towards the Council for Mutual Economic
Assistance ("COMECON") countries. The collapse GMECON in 1991 devastated the Bulgarian economy.
In the early 1990s, the government embarked omabitaus economic reform program, whose progress wa
stalled by political instability and lack of deaishess in economic policy. In the mid-1990s, thewigng
losses of Bulgarian corporations and banks, coingitvith increased domestic debt payments and Bialga
weak current account position, led to significantrency outflows resulting in a severe financiakierin
1996. The value of banking sector deposits declinech USD 7.4 billion to less than USD 1.8 billigat
March 1997) and inflation peaked at a monthly @t®42.35% in February 1997. The Bulgarian economy
emerged from the crisis in 1997 following the psien of special facilities by the IMF.

The Currency Board Arrangement

As part of the IMF sponsored reforms, a Currencardcaarrangement was established in July 1997 tlroug
the Bulgarian National Bank Act. The Lev was peggedhe Deutsche mark at the rate of DEM 1 = BGL
1,000. Following the introduction of the Euro ah@ redenomination of the Lev, the Lev was peggetthaéo
Euro at an exchange rate of BGN 1.95583 to EUR.TLB@ Lev is a fully convertible currency and isked

by the foreign exchange and gold reserves of BNchvstood at EUR 8.9 hillion at 31 December 2006 a
EUR 9.6 billion at the end of the second quartet387. Following the implementation of the CurrelBnard
arrangement up to the date of this document, the Has not been subject to any significant speadati
pressures.

The Currency Board arrangement stipulates a steicof policies and procedures to facilitate thabitity of

the exchange rate. The entire Lev monetary basegpgorted by equivalent foreign exchange reseresly
BNB. The latter is not permitted to finance pubdiector deficits unless increased levels of intéonat
reserves back an increase in the money supply. BNBIso not allowed to buy or conduct repurchase
agreement operations on Bulgarian government bdrawling to the banking system by BNB is restricied
cases of a liquidity crisis and up to the amounfoogign reserves held in excess of the monetasg.bBhese
restrictions reduce BNB's ability to act as lendédast resort for the banking system. The sole eteny
policy instrument available to BNB is setting thamdatory reserve rate for commercial banks.

GDP

Following the financial crisis of 1996-1997, GDPshgrown steadily since 1998 mainly as a result of
increased consumer demand, domestic and foreigettdinvestments and increased exports. The actual
increase in the GDP is expected to remain over &%ng in mind the fastly growing consumption, dymam
development of the financial sector and increasegstors’ interest after accession of the coundryhe
common European market.
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1999 2000 2001 2002 2003 2004 2005 2006

Nominal GDP(BGN in 23,790 26,753 29,709 32,402 34,628 38,823 42,797,0949
millions) ...

Nominal GDP(USD in 12.9 12.6 13.6 15.6 19.9 24.1 26.4 315
billions).........

Real GDP growth rat)....... 2.3 5.4 4.1 4.9 45 5.7 55 6.1
Nominal GDP per capita

(USD)..... 1,577 1,542 1,718 1,978 2,548 3,101 3,396 4,088

Source: National Statistical Institute

Bulgaria' s GDP is evenly balanced between thegmwmand industrial sector and the services settiotgh
there is an underlying growth trend in the weightof the services sector. In 2006, services aceaufdr
48.8% of GDP, industry accounted for 25.6% anddimyeand agriculture for 7%.

Inflation

Following the stabilisation of hyperinflation thamerged following the banking crisis in 1996 an®7.@and
the implementation of the currency board arrangeépesmual inflation has been relatively low. Anngahd
of period) inflation for 2001, 2002 and 2003 wa8%, 3.8% and 5.6% respectively. Bulgaria ended 240G
annual headline consumer price inflation of 4%2005, inflation increased to 6.5% as a result ofaasing
fuel prices and rising food prices following sevéoading during the year.

Sharp increases in excise duties on alcohol anactambat the beginning of 2006 caused the pricebeasfe
goods to jump. An additional aggravating factor waes upward movement of world oil prices. As a tesat
the end of 2006 inflation stood at 6.5%. Averadtation for 2006 was 7.3%.

Employment, Wages, and Pensions

The restructuring of state-owned enterprises asij@ificant downsizing of the public sector contitiéd to
high unemployment rates immediately after the 19987 crisis. Reaching 17.9% at the end of 2001,
unemployment has fallen steadily, to reach 16.3%aend of 2002, 13.5% at the end of 2003, 12.2%ea
end of 2004, 10.7% at the end of 2005, 9.1%, aetiteof 2006 and 8.4% at the end of April 2007 sTdvop

is due to increased demand for labour on the pyifarour market. The increasing number of the eygao
persons is the main reason for significant incraasthe factor of the economic activity of the ptation,
which has reached 51.3% in the first quarter of7280d is by 2.4 points higher than for the saméogenf
2006.

The tendencies observed in the past 2006 contindedavelop since the beginning of 2007. The ina@as
growth of the employment results mainly from ther@ased economic activity of the private sectore Th
number of the employees in the private firms an@mnises has increased by 9.6% in the first quaift¢he
present year or by 201,000 as compared with tls¢ diuarter of the previous year. It is possiblexplain
partly the growth of the employment in the privatetor by the continuing process of “legalisatiofithe
grey labour market, which has developed mainlyd@&as a result from the reduction of the taxessaial
security payments owed by the employers.

Since 2000 average wages have been rising steadi#yage monthly wages in the country were BGN RB2
2004, BGN 324 in 2005, BGN 355 in 2006 and read@tl 384 in the first quarter of 2007.

The average monthly wage, as reported by the NatiStatistics Institute, is usually higher in thebjc

sector than in the private sector. It is widelyidadd that the disclosed income figures underestintiae
actual level of disposable income of Bulgarian owadis, as they do not take into account signifiganteeds
arising from the operation of the informal economy.

The pension system was reformed in January 2000 thié aim of stabilising the existing pay-as-you-go
system, and a fully-capitalised mandatory suppld¢argnpension insurance scheme managed by private
insurance funds was introduced. Bulgaria has athilkar pension system comprised of the staterarsze
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institute, the mandatory private pension funds, aidntary private pension funds.
Balance of Payments, Foreign Trade and Foreign Ditdnvestments

The Bulgarian current account deficit hit a recBtdR 3.978bn or 15.8% of GDP in 2006. It has inceeldsy
EUR 1.356 bn. or 3.8% of GDP. The main reason lier worsening of the current account deficit is the
increasing trade misbalance. Bulgaria's trade ideflso hit a record 21.8% of GDP versus 20.2% ar ye
earlier, mainly due to the negative balance ofdrismdcrude oil, oil derivatives and natural gasjclstands at
EUR 1.72bn. (7.1% of GDP) and which constitute$320f the overall trade deficit of the country. dsitive
sign for the development of exports and the cortigetpower of the Bulgarian economy is the accéilegeof

the annual exports up to 26.6% which for the fiirste for the last 3 years outstripped the nomimalagh of
the imports.

According to last reviews of historical data of thelance of payments, during the last 8 years tlatcy is
attracting enough foreign direct investment (FDIxover the shortfall - for 2006, equivalent to BI8 of the
current account deficit. The growing investor ietrin the country generates the necessity for itmpb
investment goods and raw materials and in the stme, by ensuring of income to Bulgarian citizens
stimulates the import of consumer goods.

The attracted equity capital represents 52% ofRBé& for 2006. In this year the foreign investments
immovable property reached EUR 1.2 billion. Theeisivnents in the processing industry are at the atrafu
EUR 777 million. The sector of the financial intexdiation has attracted EUR 627 million. From gepbra
point of view the biggest investments for the pdgraxe made by the United Kingdom (EUR 686 million),
Holland follows by EUR 668 million and Austria (EU&8 million). From the beginning of this year the
investors’ interest in Bulgaria is retained — thesources attracted for the first five months redcBUR 1.5
billion.

Selected items from the balance of payment of Biddar the listed years

-V
2001 2002 2003 2004 2005 2006 2007
(EUR in millions)

IMpPOrts ....c.ccovvevvinennns 7492.6 7940.9 9093.8 10938.4 1387617372.7 7626.3
EXpOrts ...cooovvvevininnnns 5714.2 6062.9 6668.2 79849 946611982.6  4962.2
Trade Balance .............. (1778.3) (1878.0) (2425.6) 5@9) (4409.7) (5390.1) (2664.0)
Current Account ............ (855.2) (402.5) (972.3) (B3) (2621.9) (3977.9) (2590.9)
Financial Account ......... 755.0 1842.9 2325.1 22949  3560.1 5395.6 2630.5
FDI in Bulgaria ............ 903.4 980.0 1850.5 27359 3103.3 41045 1530.3
Overall Balance of
Payment ..................... 425.3 717.1 630.3 1414.6 569.3 1785.6 315.8

Source: Bulgarian National Bank

Consumer goods, raw materials, investment goodsnandral fuels and oils accounted for 14.9%, 36.7%,
26.2% and 21.6% respectively of total imports i)&@0Close to half of all imports for 2006 (46.8%nte
from the EU-25 countries, compared to 49.6% forR2@ising energy prices continue to drive up tharstof
imports from Russia, which reached 17.2% of allantp for 2006, compared to 15.6% in 2005 and 12r6%
2004.

Raw materials have the biggest share in Bulgaggfsorts (45.6% of total exports in 2006), of whalmost
half (47.4%) are metals. Consumer goods make u?R4f all exports, the main items being clothingl an
footwear. Exports of energy resources made up 12Btdtal exports in 2006. Bulgaria's main exposerket
is the European Union (55%), with Italy, Germany &reece as the top three partners, accountinggf®%
of total exports in 2006. Ahead of the three Eusspeountries is Turkey, which was Bulgaria's legdimport
destination for 2006 with 11.4% of total exports.

For the first five months of 2007 the commerciabbae has worsened again reflecting in increasaioent
account deficit up to EUR 2590.9 million. This infieation has to be interpreted attentively becadsine

67



changes in the manner of reporting the export tigadhrough the system Intrastat within the commah E
market conditions. According to the BNB analysestfe period January — March 2007 90.4% of the girm
obliged to file Intrastat declarations have implatee this obligation in respect of the exportsréspect of
the imports 88.7% of the firms have filed declamasi for the same period. 42.7% of the declaratajrthe
imports do not contain information on the exportgbds and 41.3% do not contain data of the imported
goods. The data will gradually be revised and ttgeeted delay is approximately three months afterend

of the reported period.

Public Finance

Since 2003 the government has pursued a steadyypaflaccumulating budget surpluses to curb tharzs
of trade deficit and the deficit in the current @aet of the balance of payments. Despite the losmipd of
implementation, this policy has failed as yet toduce the desired results — deficits are on a gtapdard
trend and the economy bears an extra tax and ssegality burden which limits its export potentid.the
past year public finance was characterized by litalsind the persistence of major trends estabtisime
previous periods. Among these are: the increasadilaguota of reallocation through the budget, ansd
chronic budget surpluses.

Fiscal surpluses are channelled to the fiscal vesesich at the end of 2006 amounted to BGN 1.8ltsn.
level was by 35.9% higher than this from the préwggear. The primary and internal balances haveeased
by 21.4% and 23.7% amounting to BGN 2.4 billion aespectively BGN 2.3 billion. The realisation bete
surpluses was possible because of the good imptatren of the income part as well as the limitatafna

portion of the expenses.

For the first five months of 2007 the consolidabediget surpluses amounted to BGN 1.85 billion, Wwhic
higher than for the same period in the precedirag ¥y 50.3%. The increase is due to the increasecofne

by 16.4% amounted to BGN 9.4 billion. The increa$¢he expenses was by 6.6% (amounting to BGN 7.3
billion). The primary and internal balances inceshsespectively by 53.5% and 58%. A positive chainge
fiscal policy was the lower corporate tax, dowmifr@5 to 10 per cent, in effect from 1 January 2007.

Indebtedness

The increase in the gross external debt is dirgetigted to the increased capital inflow in thertoy The
private unsecured debt at the end of 2006 sto@d.dP6 of GDP); the respective level for the presigear
being 45.4%. The largest share in this increasenge to credits extended to non-financial insiitus and
intra-company loans. At the same time, the extededlt of the public sector continues to go dowrchésy
17.9% of GDP (23.6% for 2005).

The tendencies from the previous year were sustand at end May 2007 the state and state guathdds
were reduced to 3.9 billion euro, which constitiaegduction by 16% per annum. The payment in actvaf
all remaining debt to ICF made in April (BGN 450llion) has a contribution to this situation, regudt in
reduction of the external debt by 6.4%.

During the last years the credits granted to theape sector grows fast and this results in ineeaiSthe
indebtedness of the private sector to the banlesystf up to 57.5% of GDP in the middle of 2007.

According to BNB: “Nevertheless the quality indexafsthe credit portfolios sustain good, the fageraf
growth of the bank credits leads to accumulatioa bfgher risk in the bank system.” This was theivation
of the Management Board of BNB for imposing of resibns on the monetary conditions through chainge
the level of the minimal mandatory reserves mamgdiby the banks in BNB. Starting from 1 Septenaify7
these reserves will be 12 per cent of the bankgsosie base. The increase is by 4 points or BGNbillibn
calculated over a deposit base amounting to BGIiliBn. As a weakness could be considered the tfzat
the same approach has been used in respect airddk pnotwithstanding the different quality of thefedit
exposure.

NATO and European Union Accession

Bulgaria was invited to join NATO at the NATO suntrimni Prague on 22 November 2002. On 18 March 2004,
the Bulgarian Parliament ratified the North Atlanfireaty and Bulgaria was officially recognisedaafull
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member of the alliance on 29 March 2004.

Bulgaria established diplomatic relations with Eid in 1988. In 1993, the European agreement orceg&m
was signed before entering into force in 1995. bt&@mber 1995, Bulgaria submitted its applicationEt
membership, and two years later preliminary negotia were launched. The Commission presentedrés f
regular report on Bulgaria's progress towards aicesn November 1998. The second report, released
1999, recommended that formal negotiations be apene

Accession negotiations between Bulgaria and thesEldted on 15 February 2000. Bulgaria concluded its
accession talks on 15 June 2004, six months aHesthedule. The technical closure of talks on thel ftwo
negotiating chapters had been completed on 14 200w

In April 2005, the European Parliament gave itsradelming support to Bulgaria's EU bid. On 25 April
2005, Bulgaria signed the country's EU Accessiogafiyr, which was ratified by parliament on 11 May. |
October 2005, the Commission's monitoring repoitl $hat Bulgaria must serve six months of further
probation and until April or May 2006 it must "takemediate and decisive corrective action” in tieédf of
judiciary reform and fighting high-level corruption

In the next monitoring report, dated 16 May 200& Commission confirmed that Bulgaria had contirsiypu
been fulfilling the political criteria laid down i€@openhagen, and that the country was a functiomagket
economy. At the same time, on account of a totaixfpolicy areas which continue to give rise terfgus
concern," the Commission decided to review Buldganiaform progress in October 2006 and to decideda
on that review whether the originally scheduleduday 2007 accession date was still feasible. Irfiital
monitoring report on 26 September 2006, the Coniorisgave the green light for Bulgarian accession in
2007, but insisted on further reforms. If the regoients are not met, the Commission can invokegaafe
measures, which could lead to the suspension afstun

The final monitoring report by the Commission iraties tougher conditions on Bulgaria's entry in 20U
country will be closely monitored on the remainiageas of concern. These include the justice systieen,
fight against corruption, politic co-operation atide fight against organised crime, money-laundering
integrated administrative control system for adtime (IACS), transmissible spongiform encephalbjest
(TSE), and financial control.

If these requirements are not met, the Commissamthe right to invoke safeguards. Under the Adorss
Treaty, there are three types of safeguard measeresomic, internal market and JHA safeguardsciwban
be invoked up to three years after accession. Ttwge involve food export bans and cuts to EU &yrgiich
as agricultural and structural funds, as foreseethe report. In addition, there are transitionahagements,
such as the restriction of free movement of woreysn new member states. Also the Commission cka ta
remedial measures to ensure the functioning of Blitips. This concerns the areas of food and detga
agricultural funds, the judiciary and the fight a corruption.

Although the discussed possibility of imposing gaf@rd measures in some of the above mentioned, dnegs
were not imposed and Bulgaria was granted full manstiip in EU as of January' 2007.

The following aim of the central bank and the Bulga government is the entry of the country in the
European Exchange Rate Mechanism 2 and implementafi the Maastricht criteria within 2-year term,
which is a necessary condition on accession toEdtmnomic and Monetary Union and introduction of the
Euro. The expectations that the entry in ERM 2Ist@ihcide with the accession to the EU fell sheomtl the
negotiation process continues up to now. Accordingnany analysts’ expectations Bulgaria shall muched

in ERM 2 in 2008 but this shall depend to a gredé¢m@t on the opinion of Ecofin on the steady depglent of
the economy as a whole. After entry in ERM 2 theimmghallenge that the country shall face shall be
compliance with the inflation criterion.
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BULGARIAN SECURITIES MARKET INFORMATION
Capital Markets

The Bulgarian Stock Exchange

The trading of public securities is conducted oa Bulgarian Stock Exchange, which is currently oiméy
regulated stock market in Bulgaria. At the end @& the market capitalisation of the companiesatlash the
BSE reached 31.2% of Bulgarian GDP (source: thaatgudofficial prognosed GDP for 2006 of the Minystr
of Finance).

The Bulgarian Stock Exchange was created followiregmerger of the largest stock exchanges in Bialgar
and was licensed in October 1997. The Bulgarianegowent controls 44% of the Bulgarian Stock
Exchange’s capital. Ownership of 20,000 sharekérBulgarian Stock Exchange gives a shareholderighe

to membership of the exchange.

Equity securities can be traded either on the @ffiglarket or the Unofficial Market of the Bulgarnié&Stock
Exchange. In general terms, the Official Marketaimmed at large public companies with high market
capitalisation and high volume of trade in theiargs, whilst the Unofficial Market targets smallesss well
established companies. However, many Bulgarian bhig companies have chosen to list on the Unaffici
Market where the regulations are easier. The BExghatso organises a “primary market” for IPO’s and
“privatisation market” for the sell-off of residusiate-owned shares.

Despite strong growth in capitalisation and ligtydiuring the last 2 years, the Bulgarian Stockhaxme is
still considerably smaller and less liquid thanestEuropean stock exchanges. During the last yeféosts
have been made to provide the Bulgarian Stock Engdnavith transparency, equal treatment of all parti
market price information, remote trading, a T+2tleatent period and information disclosure and
dissemination requirements.

In addition to domestic equity securities, a varief financial instruments can be traded on thegBribn
Stock Exchange, including corporate, governmenthioijpal and mortgage-backed bonds and foreign
securities through the trading of Bulgarian deogiteceipts. In addition, "compensatory instruragrd type

of security issued by various public bodies to pesswho did not receive restitution of nationalisebets
after 1990, had been listed on the Bulgarian SEbahange since 2002.

Significant interest has been demonstrated latglsgt humber of foreign stock exchanges in the aduprisof

the government-owned stake in the Bulgarian Staath&nge or simply in establishing partnerships il
Bulgarian bourse. Several of them, including therdito operator OMX, Deutsche Boerse, Borsa lItaliana,
Warsaw Stock Exchange, Athens Stock Exchange aedndi Stock Exchange, have officially announced to
be potential bidders if the government decidespenca privatisation procedure for the state stakéhe same
time, the Bulgarian Stock Exchange already haspmraiion agreements with the Vienna, Athens, Isthnb
Skopje, Bucharest and Zagreb stock exchanges. Tlgafian Stock Exchange also frequently participate
specialised events, organised by the Federatioftwb-Asian Stock Exchanges and the Federation of
European Stock Exchanges.

As of 31 December 2006, the market capitalisatibthe companies traded on the Bulgarian Stock Exgba
was BGN 5,643 million on the Official Market and B®,672 million on the Unofficial Market. At 31 Metn
2007, the market capitalisation of the companiaded on the Bulgarian Stock Exchange was BGN 4,520
million on the Official Market and BGN 13,718 mdl on the Unofficial Market. The total stock excban
turnover for the year ended 31 December 2006 wal B384 million and the total turnover for the peti
since the beginning of 2007 until 31 March 2007 ®&N 1,353 million.

At 31 March 2007, 355 companies of equity secigitiere registered for trading on the Bulgarian Stoc
Exchange, of which 16 companies were registerettdaiing on the Official Market and 339 on the Uiuidl
Market.
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The table below sets out the turnover and capititdis of equities on the Bulgarian Stock Exchangetlie
years 2000 to 2006.

2000 2001 2002 2003 2004 2005 2006

Official Market Equities

Turnover BGN in millions................. 8.6 4.4 14.4 60.9 476.0 370.2 3,84
Market capitalisatiofBGN in 283.5 195.0 252.9 986.7 1,374.9 12,1483 5,642.5
millions)...

Unofficial Market Equities

Turnover(BGN in millions.................. 23.6 37.8 69.6 120.0 184.8 ©29.1,449.9
Market capitalisatiofBGN in 1,003.0 909.0 1,122.3 1,7420 2,658.3 6,285.7 9671
millions)...

Source: Bulgarian Stock Exchange

The Development of Bulgarian Capital Markets

In the last decade, most of the efforts in the Briln capital markets field have been concentratedhe
stabilisation of the legal framework, the tradinfrastructure and the institutions involved.

In 1995, more than 20 stock exchanges were opgratirBulgaria. However, these stock exchanges were
unregulated and lacked effective supervision owvsider trading. In July 1995, Parliament adoptee th
Securities, Stock Exchanges and Investment Compaxtg and in 1996 the government appointed members
to Bulgaria's Securities and Stock Exchange Comariss

The development of the Bulgarian capital marketthaperiod from 1996 to 1999 demonstrated the feed
more extensive regulation. In December 1999, thégd@ian parliament adopted the Public Offering of
Securities Act, which came into effect in Februa®p0. The Public Offering of Securities Act was athat
providing protection to investors, developing abltatransparent and efficient capital market ansueng
equal access and treatment for all participantierAhe adoption of the Public Offering of SecestiAct, the
Securities and Stock Exchange Commission was rethaiime National Securities Commission. Further
developments to improve securities regulation, ligtacorporate governance provisions, shareholders’
approval of significant transactions, directors’'tidsi and continuing disclosure obligations for pabl
companies were introduced in June 2002.

During the last few years in the EU accession m®deoth the Bulgarian parliament and the Bulgarian
securities regulator accomplished much work in ntdeharmonise Bulgarian capital market legislatwith

the EU directives on market abuse, prospectusassgarent reporting obligations, investment sesyice
UCITS and other relevant capital markets directividee amendments of the Public Offering of Seasithct

in May 2005 constituted a further step in that clien. From 1 January 2007 amendments to the Public
Offering of Securities Act came in effect with tipeirpose of implementation the provisions of Council
Directive on the coordination of laws, regulaticarsd administrative provisions relating to undemaki for
collective investment in transferable securitiesC(US) 85/611/EEC; Directive 970C of the European
Parliament and of the Council on investor-compeasaschemes; Directive 2003/EL of the European
Parliament and of the Council on the prospectuset@ublished when securities are offered to thdipui
admitted to trading and amending Directive 200 #84/and from 3 July 2007 also the provisions oEbiive
2004/109EC of the European Parliament and of the Council tbe harmonization of transparency
requirements in relation to information about isswehose securities are admitted to trading ongalated
market and amending Directive 2001/8@&/ and Directive 2004/2BC of the European Parliament and of the
Council on takeover bids.

In 2007 the efforts for harmonization of the Buigarlaw with the European continue by adoption haf t
Markets in Financial Instruments Act which implertgenthe provisions of Directive 2004/3% of the
European Parliament and of the Council on marketfniancial instruments amending Council Directives
85/611/EEC and 93/6/EEC and Directive 2000#2/of the European Parliament and of the Council and
repealing Council Directive 93/22/EEC; Commissionireltive 2006/73#C implementing Directive
2004/39EC of the European Parliament and of the Councilrexgards organizational requirements and
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operating conditions for investment intermediaa@s defined terms for the purposes of that Diregtand
Directive 2006/49/EC of the European Parliament ahthe Council on the capital adequacy of investimne
intermediaries and credit institutions (recast).

At the end of 2002, the Financial Supervision Cogswioin was created, taking over the regulatory fanstof
the National Securities Commission, the Insurangge8/ision Agency and the Social Insurance Supiervis
Agency. The legislation to introduce this chang&rsd into force on 1 March 2003 and the membethef
Financial Supervision Commission were nominatethieyBulgarian parliament shortly thereafter.

The Financial Supervision Commission is an indepahdtate body, whose seven members are electéz by
Bulgarian parliament for the term of six years. TFi@ancial Supervision Commission’s members are the
chairperson, three deputies in charge of the tlaemas which the Financial Supervision Commission
supervises (namely, capital markets, insurance etsrland social insurance activities) and three rothe
members.

The Financial Supervision Commission regulatesipudiferings of, and trading in, securities and toaduct
of the securities markets, investment intermedsartiee Central Depositary and investment compakiader

the Public Offering of Securities Act the Financlpervision Commission must approve any publieraff)

of securities. Following the approval of the FinahSupervision Commission, the board of the Bubyar
Stock Exchange resolves on listing of equity s

The Financial Supervision Commission exercises robnbver listed companies, issues and withdraws
licences, gives confirmations and approvals, csroet inspections of the operation of banks in estion
with their activities as investment intermediargesl depositories and exchanges information withBIN&,
other state institutions and bodies, and non-gawental organisations related to the securities etark

Prior to 1 March 2003, the National Securities Cassinn was a member of the International Orgardsaoif
the Securities and Stock Exchange Commissions. iambership passed to the Financial Supervision
Commission on 1 March 2003.

The Official Market and Unofficial Market

General

Securities may be traded on the Bulgarian Stockh&mnge either on the Official Market or on the Uroél
Market, but not on both markets simultaneously.uiges may not be listed for trading on the Uncil
Market if (1) an application has been made to figise securities on the Official Market, (2) suah a
application has been rejected or (3) the secunite® previously listed on the Official Market atie Official
Market listing is no longer effective. Since 1 Deteer 2006, the Unofficial Market of Equities of BSbfia
was split intoA andB segments. An issue of shares is transferred &alirtg from the Official Market of
Equities or from the Unofficial Market of Equiti&egment A to the Unofficial Market of Equities SegrhB

if certain minimum liquidity criteria are not met.

Under the Public Offering of Securities Act, alksdties publicly offered and traded on the BulgarStock
Exchange must be in dematerialised form, registatethe Central Depositary and freely transferabie.
addition, the Bulgarian Stock Exchange rules prewviat securities must not be subject to any plestge
restraint and must not be blocked at the CentraloSiory, the relevant company of the securitiestmot be
in a bankruptcy, administration or liquidation pedcre or in the process of transformation and ¢hevant
company must comply with the requirements of thiliewffering of Securities Act in all other respgc

Eligibility
The Rules of the Bulgarian Stock Exchange proviligibdity criteria depending on whether admissitn
sought for the securities to be admitted to Segrett Segment B of the Official Market.
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Segment A of the Official Market

To be eligible for admission to Segment A of thdi€Xl Market, the equity securities in questionshbhave
been:

» traded for at least one year on Segment B or ftaast two years on the Unofficial Market; and

» the market capitalisation of the issue of the gge#curities in question must be at least BGN 40
million, the relevant company must have been ininass for at least five years and must have
registered profits in at least 3 of the last 5 getirere must be at least 1,000 shareholders éoestin
the issue and there must be at least a 25% frae-8ad

» the average monthly turnover in this issue forltst 6 (six) months should be at least BGN 200,000,
the average monthly volume traded for the lastix§ ¢aonths should not be less than 20,000 shares
and the average monthly number of trades for thegzeriod should be at least 200;

» the issuer has obliged to perform activities incadance with the Corporate Governance Code
issued or approved by the stock exchange.

Segment B of the Official Market

To be eligible for admission to Segment B of thdicfl Market, the equity securities in questionshbave
been traded for at least one year on the Unoffidiatket and have a market capitalisation of attl8&N 20
million.

In addition, the company of the equity securitiegjuestion must have been in business for at faasyears
and must have registered profits in at least zheflast 5 years, there must be at least 500 sHderhdor
shares in the issue and there must be at leagbdrg@-float.

Also, the average monthly turnover traded in thgie for the last 6 (six) months should not betlegs BGN
100,000, the average monthly volume traded foldke6 (six) months should not be less than 108G0es
and the average monthly number of trades for theegzeriod should be at least 100.

The issuer has also obliged to apply the princigléscorporate governance set forth in the Corporate
Governance Code issued or approved by the stodiaege.

The Unofficial Market
No further eligibility criteria need be met fortiisg on the Unofficial Market, Segment A and Segtrign

In particular, there are no eligibility requiremefor listing on the Unofficial Market relating the minimum
market capitalisation of the issue, the minimungtanof time the issuer has been in business, timnmim
number of shareholders for the securities or th@rmim free float.

Nevertheless, in respect of Unofficial Market soamgeria for distinction of the most illiquid sharelso
apply.

The Board of Directors of the stock exchange re=obn moving issues of shares from the Officiatihdaor
from Unofficial Market, Segment A to Unofficial Mieet, Segment B in case during the last 6 months the
average monthly turnover in the issue (without kland REPO transactions) was less than BGN 4,0@Qeor
average monthly trades was less than 5.

Issue of shares which is traded on Unofficial Marlsegment B can move to Segment A if the average
monthly turnover for the last 6 months was at |€SN4,000 and in respect of the same period at @&as
trades took place. An application to the same effao be filed in case the issuer and a market miadee
entered into an agreement with subject ensuringioimal liquidity.

Trading

The Bulgarian Stock Exchange is an electronic emghaand trades can be effected through its autamate
trading system either on the Bulgarian Stock Exgeatmading floor or on a remote basis. The tradiygtem
is order-driven and is underpinned by a modifietsiom of the NASDAQ based on Russian Trading System
(known as the RTS). Buy and sell orders are enteredthe trading system during each trading sesaiad
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are automatically matched. Client orders have fyimver brokers’ own accounts and all trades algext to
a minimum quotation of BGN 0.001 (the third numbadter the decimal point). Orders outside these
constraints are possible but require a specialguae and are valid only for the day they are made.

Securities on the Official Market are permittecaage of +/-15% in relation to their open price iy @rading
session, whilst those on the Unofficial Market pegmitted a +/-30% range. The closing price of cugty
represents the volume weighted average price dfaales executed in the security during the tradessgion.

Types of orders permitted include market ordersicivtare buy and sell orders for a certain volume of
securities at the best current available price,lmnitl orders, which are an order to buy or segfiradetermined
amount of shares at a specified price. Limit ordars subdivided into "good until cancelled", "sig|
execution” (day order) and "immediate” (fill orlkitategories.

Trading on the BSE adheres to “price and time piyforMarket orders are executed before limit ojeas
they are matched immediately upon entering thengaslystem, thus observing the “price priority”"eul

Transactions in shares and depositary receipt®septing shares incur a transaction charge of @\AG
included) of the total value of the transaction e paid to the Bulgarian Stock Exchange by both
counterparties to the transaction.

The COBOS System

The Bulgarian Stock Exchange owns the intellecpraperty rights to its own internet-based applaatior
secure and authorised real-time access to thengagistems of the Unofficial Market, known as theei@
Order-Book Online SystemCOBOS"). Orders are submitted to the trading systemubhoCOBOS and are
identical to all other orders. Use of COBOS isnettd to investment intermediaries, their clieatd the
administrators of COBOS.

Disclosure

The Markets in Financial Instruments Act providésttlisted companies are required to disclose price
sensitive information by the end of the businesg ftdlowing the day the event occurs or the company
becomes aware of it. This information must be disetl simultaneously to the Financial Supervision
Commission and to the public.

Public companies are required to file their annaiadl quarterly reports (which set out their annuad a
quarterly financial statements) with the FinancBlipervision Commission and to disclose the same
information to the public. The annual report isoalsquired to contain details of and changes iorapany’s
auditors for the preceding three years, risk factetevant to the company or its industry sectorpeerview

of the company’s investments and business, an sisad§ the most significant trends in producticsles and
inventory, a discussion of the company’s prospémtshe current financial year, information aboutmbers

of the Management and supervisory boards, seniaragement and employees upon whose work the
company is dependent, any major shareholders ancetated party transactions.

Settlement

Transactions executed on the Bulgarian Stock Exgdnane considered finalised after the securitie® feeen
transferred and payment received. This is certifigd a registration document issued by the Central
Depositary.

Transactions are settled on a gross basis. Simee 2003, the settlement cycle has operated on abas
when the Real-Time Interbank Gross Settlement 8ygieown as RINGS") was introduced. RINGS is a
computerised book-entry system that operates odelivery versus payment” basis, which means that th
transfer of securities occurs simultaneously upayngent.

The Bulgarian Stock Exchange maintains a fund dtepto secure payments relating to trades madéen t
Bulgarian Stock Exchange. This is funded by thestiarent members of the Bulgarian Stock ExchangehE
member of the Bulgarian Stock Exchange is requioeahake an initial payment of BGN 200 (EUR 102) and
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monthly payments of 0.1% of the average value efttlansactions executed by such member during the
previous calendar month. When the value of the freathes 1% of the aggregate value of all the srade
executed on the Bulgarian Stock Exchange in theique year, no further instalments are requiredeianade
until the next calendar year.

Indices

The first official index for the Bulgarian Stock &xange was SOFIX. SOFIX was established on 20 @ctob
2000 with an initial index value of 100. Its dailglue is calculated as its base value is multiptigdhe ratio
of the sum of the corrected by the divisor, theghieifactor and by the free-float of each companyketa
capitalisations of all issues in the index portiadis of the current moment, towards the sum o€tineected by
the weight factor and the free-float market cafstdlons as of the base moment. The market cagztadn of

a company for the purpose of calculating the indethe product of the number of shares in issuethad
volume weighted average price per share at theoétite trading session, but the market capitabsatf no
company in the index portfolio can exceed 15% efttital SOFIX capitalisation.

The SOFIX index only includes the most liquid comiea on the Bulgarian Stock Exchange markets. To be
included in the index, a company must meet cerdigibility requirements: (i) its shares must haween
traded on the regulated markets for at least thheeths, (ii) the market capitalisation of each ésswist be at
least BGN 50 million, (iii) the relevant company shthave at least 500 shareholders, (iv) there ipeisit
least 10% free float, (v) the value traded in eiasbie during the last 12 months should exceed B@GMlI®n

and (vi) the number of trades in each issue duttieglast 12 months should exceed 1,000 transactidmes
number of the companies within the SOFIX portfadiould vary from 5 to 50. In 2006 SOFIX advanced
strongly by approximately 48%, from 825.53 on thstltrading day of 2005 to 1,224.12 on 22 December
2006.

On 1 February 2005 a second Bulgarian Stock Exahamdex, BG40, was launched. It was also estaldishe
with an initial index value of 100. The index congas the shares of the forty companies traded most
frequently during the previous six months. UnlikeF3X, BG40 is price-weighted. During the last y&40
increased 50% from 133.42 in end-Dec 2005 to 198rB8&e last trading day of 2006.

Currency Legislation in Bulgaria

The 1999 Bulgarian Currency Act (last amended iy 2006) sets out the legal regime for transactiand
payments between local and foreign entities, cobasder transfers and payments and the import apdrenf
Bulgarian Leva and foreign currency. The provisioof Regulation (EC) 1889/2005 of the European
Parliament and the Council apply in respect of itpand exports of cash. The discussion below eats
those aspects of the legal regime relevant todareationals who invest in the Shares.

Pursuant to provisions of Regulation (EC) 1889/2(6fplemented by Ordinance No. 10/2003 of the Migis
of Finance), Bulgarian citizens or foreign natianafe allowed to import and export cash up to IDMaro or

its equivalent in other currency freely, withoutyaabligation for declaring of the sums to the custo
authorities. Imports and exports by local and fgngdersons in excess of 10,000 Euro or its equivéteother

currency are required to be declared to customwodties. The declaration contains data aboubthieer of

the amounts and the recipient, the amount and tiieeorigin and purpose, and the type of the trariafion

and the route.

In addition, any person who exports sum in excéd8@N 25,000 or its equivalent in other currency ha
submit a certificate issued by the National Incomgency certifying that this person has no overthae
liabilities. Such a declaration shall not be regdifrom foreign nationals who export a sum not egasy the
sum which they have declared to the customs atigmripon their last entry in the country.

A foreign national or entity transferring incomegde up of capital gains and dividends) in excesB@G~N
25,000 or the equivalent resulting from an investinie Bulgaria (including investments in shares atiter
securities and derivatives over securities issugdBhblgarian companies) or from the sale of such an
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investment is required to present documents evidgrtbe investment, its sale and all the paymeraliofiue
taxes thereon to the Bank effecting the transfer.
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TAXATION
General Information

The general information set out in this sectionarding some taxes payable in the Republic of Bidgar
applies to the holders of Shares including res&lant non-residents of Bulgaria for tax purposes.

Residents are either legal entities and non-peiisdntompanies registered in Bulgaria or individuaihose
permanent residence is Bulgaria or who reside ilg@ia for more than 183 days in each 365-day pero
resident is also a person whose centre of liferéists (which is determined by the family, the propethe
place of activities or the place of managementefgroperty) is placed in Bulgaria, as well as ess@e, who
is sent abroad by the Bulgarian State, its bodielom organizations, from Bulgarian enterprisesj éme
members of his/her families. Together they arerreteto as Bulgarian Holders".

Non-residents are persons, who do not comply ®ighabove definition. Together they are referreddo
"Non-Bulgarian Holders".

The following is intended only as a general guidena is not intended to be, nor should it be consided
to be, legal or tax advice to any particular holderof Shares. Accordingly, it is recommended that
potential investors consult their own tax advisersas to the overall tax consequences, including, the
consequences under Bulgarian law and the treatmeny Bulgarian authorities, of the acquisition,
ownership and disposal of the Shares in their indidual circumstances.

The information set out below, complies with thgistation in force at the date of issuance of Eigspectus
and Sparky Eltos shall not carry out any liabil#ipout following amendments in the legislation ahd t
normative order of the taxation of incomes fromrgéba

Dividends

Under current Bulgarian law, payments of dividerms Sparky Eltos to Bulgarian Holders (except for
Bulgarian commercial companies and sole merchand) to Non-Bulgarian Holders are subject to a 7%
withholding tax. Payments of dividends to Bulgariemmmercial companies and sole merchants are not
adjusted for tax purposes and are deducted frortathénancial result of these Bulgarian Holderssuant to

the provisions of the Corporate Income Taxation 2806 and the Natural Persons Income Tax Act 2006.

Payments of dividends by Sparky Eltos to a Non-Brilgn Holder are not subject to withholding taxhé
Non-Bulgarian Holder is:

e aresident for tax purposes in a member stateeEtiropean Union according to the legislation of
this member state and is not a resident of a stattide the European Union pursuant to an income
tax convention between the member state and a statd; subject to corporate income tax according
to the legislation of said member state; and

e owns, including via a place of business in Bulgaain another member state of the European
Union, at least 15 % of the issued Shares of Spaltog for a period of at least two year.

Payments of dividends by Sparky Eltos to a plackusiness in a member state of the European Umideru
the following conditions:

« the place of business is subject to corporate ilctar according to the legislation of said member
state;

e the place of business is owned by another commecrianon-personified company subject to
corporate income tax or by a foreign company fromather member state of the EU or organization,
subject to corporate income tax; and

e the commercial company or organization above owrduding via its place of business, at least 15
% of the issued Shares of Sparky Eltos for a peviaat least two years.
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If the two years of holding the major block of Stmhave not expired as of the date of the resolifto
dividend distribution the withholding tax may na kevied if a guarantee in favor of Bulgarian taherities
is provided amounting to the withholding tax. Sgglarantee is released after expiration of the tearyterm
and if all conditions above are met.

Apart from the above exemption for owners of maptwcks of Shares, a Non-Bulgarian Holder may be
eligible for an exemption, refund or credit of aflpart of the Bulgarian withholding tax shouldinbome tax
convention be in place between Bulgaria and hisitgwof residence.

If the total amount of the dividends and any otineome paid by Sparky Eltos to a Non-Bulgarian Holdf
Shares exceeds BGN 50,000 in any year, the NonaBialg Holder of Shares is only able to benefit fram
reduced withholding tax rate according to an incdme convention if he is able to prove to the Bulga
income tax authorities that:

* he is a resident of a country with which Bulgaras lentered into a relevant income tax convention
(by submission of a certificate issued by the tasharities of such country or otherwise in
accordance with the common practice of the respeétireign tax administration);

« he is the beneficial owner of the dividends attaghd the Shares (by submission of an affidavit);

* he does not own a business and is not based iraBalgnd the earnings from the dividends are not
therefore related to an economic activity in Bulgdby submission of an affidavit); and

« he has complied with any applicable provisionsh# televant tax convention (by submission of
official documents or other written evidence).

Additional documentation certifying the type, ambamd grounds for the receipt of the dividends als®
required to be presented to the Bulgarian tax ailih®, e.g. a copy of the decision of the genaraéting of
the shareholders of Sparky Eltos approving theidigion of dividends and a copy of the share Giedie. A
relief claim form accompanied by the required doentation must be filed with the Bulgarian tax auities

for each Non-Bulgarian Holder immediately followitige passing of the resolution approving the distion

of dividends by the general meeting of the shawdrsl of Sparky Eltos. If the Bulgarian income tax
authorities refuse to grant relief or delay doing Sparky Eltos is obliged to apply the full 7% hfiblding tax
on the payment of dividends. The holder of a Skhdrese application for withholding tax relief is uséd may
appeal the decision.

However, if the total amount of the dividends amy ather income paid by Sparky Eltos does not ekcee
BGN 50,000 in any year, the Non-Bulgarian Holdern obliged to file a relief claim form with the
Bulgarian income tax authorities. He is requiredyoto submit to Sparky Eltos the above documents
certifying the grounds for application of the tangention by Sparky Eltos.

There is no taxation on stock dividends, i.e. tistritbution of the Company's profits in the formaudditional
newly issued shares.

Capital Gains

There is no capital gains tax on sales of Shardh@Bulgarian Stock Exchange or in relation terader offer
under the Public Offer of Securities Act.

This tax exemption does not apply to gains arisiegn sales of Shares in transactions which are wgec
"over-the-counter" via block transactions or otliemsactions arranged in advance and subject suadely
registration on the Bulgarian Stock Exchange. Gapiains realized by non-Bulgarian Holders of Shdrem
"over-the-counter" transactions in Bulgaria arejscibto similar Bulgarian tax rules as apply toidéends,
except for the amount of the withholding tax. Uslean income tax convention is applicable, a 10%
withholding tax is applicable upon the positivefeliEnce between the sale price and the proven sitiqui
price. Capital gains realized by Bulgarian HoldefsShares from "over-the-counter” transactionssangect

to taxation pursuant to the general rules of thep@@te Income Taxation Act 2006 and the Taxatibthe
Individuals' Income Act 2006.
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Transfer Taxes

There is no Bulgarian stamp duty or other simidar payable upon a transfer of Shares.
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SUBSCRIPTION AND SALE

Sparky Eltos has resolved to increase its capiaisbuing up to 2,800,000 New Shares offered fdslipu
subscription within the terms and conditions sethfdn this Prospectus (theDffering”, respectively the
“Capital Increase€’). The Capital Increase shall be deemed to beessful if at least 2,280,00 New Shares are
subscribed for.

Pursuant to the Public Offering of Securities AEtL899 and this Prospectus, “subscription” for N8hares
means the unconditional and irrevocable explieiteshent for acquisition of New Shares made by aesior.
The subscription for New Shares shall be deemedaetoompleted after payment of their Issue Pricehley
investor.

Under Bulgarian law the New Shares shall be deeismged only after entry of the Capital Increas¢hat
Company Register and the registration of the Near&hat the Central Depository. Immediately follogvi
these registrations and the subsequent registrafitle New Shares at the Financial Supervision @gsion
the Company and/or the Lead Manager shall appladonission of the New Shares for trading on the BSE

The Offering shall be managed by UniCredit Bulbdtile “Lead Manager’) and UniCredit Bulbank shall
perform functions in compliance with the requiremseset forth in the Bulgarian law and regulatiamsdspect

of public companies, and in accordance with thedatnagreement entered into by and between UniCredi
Bulbank and the Issuer (thtandate Agreement).

The Lead Manager undertakes to render its bestteffor promoting the Offering and facilitating Elcand
foreign investors who want to subscribe for the Nehares. The Lead Manager shall accept subscription
orders from investors and shall perform certaincpdural and technical actions within the Offerimag,
provided for in the Bulgarian law, the Rules of entral Depository and this Prospectus.

The Mandate Agreement contains the following furiiv@visions:

1.

Sparky Eltos shall pay the Lead Manager a commisie calculated as a percentage of the sum,
which is specified as equal to the total issuaraleevpaid against the subscribed New Shares. The
applicable percentage negotiated by the Lead Managd the Issuer is 2.0%. All expenses in
connection with the execution of the Mandate Agreetmincluding expenses for carrying out legal
research, road show and fees in connection witlCtygtal Increase are shall be covered by the Lead
Manger.

The Mandate Agreement provides for certain requimes to be met as a pre-condition for the
obligations of the parties to become effective. SEheonditions are typical for an agreement of this
nature and include, amongst others, the accuraghefrepresentations and warranties under the
Mandate Agreement and this Prospectus having begmoeed by the Financial Supervision
Commission prior to the Offering. The Lead Managéll be able to terminate the Mandate
Agreement in certain circumstances that are typfoal an agreement of this nature. These
circumstances will include the occurrence of certaiaterial changes in the condition (financial or
otherwise), business prospects, business affaiesaniings of the Company and certain changes in
financial, political or economic conditions in tRepublic of Bulgaria.

Sparky Eltos has given customary representatiorts @arranties, including in relation to the
business, the accounting records and the legal limmp of the Company, in relation to the Shares
and in relation to the contents of this Prospectus.

Lockup Agreements

The Company and the Majority Shareholder have edterto Lockup Agreements, specifically the Majprit
Shareholder have entered into Lockup Agreementenwhich the Majority Shareholder declares it wwik,
for a period of 6 months following the date of gnof the Company’s Capital Increase into the Comgpan
Register, directly or indirectly: (a) offer, pledggll, sell options, or come to an agreement lip m®vide an
option, right or warrant for purchase, deposit iata@epository institution or otherwise transferatienate
Shares or securities that can be converted to ercised or exchanged for Shares, or (b) concludep sw
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other agreements or transactions, which transfdly, ér partially, directly or indirectly, the ecomic risk of
ownership of the Shares, regardless whether thp swather transactions described in (a) and (byatare
executed by means of a delivery of Shares or @beurities, in cash or otherwise.

Sparky Eltos, on its part, undertakes for a peab@ months not to distribute, issue or come t@greement
to issue Shares or securities specified in pajal{ave.

Determination of the Issue Price

The Management Board of Sparky Eltos, in accordavittethe law and the authorization provided fotthie
Articles of Association, has determined a fixeduts®rice of BGN 16.00 per share. In accordance thi¢h
local and international practice, the Issue Prias been determined with consideration of the ctimearket
price of the Shares on the BSE, and with regardettain other factors, including the potential istegs’
interest in the Issuer's Shares and, in particutathe New Shares, the prevailing market condgiand the
objective of achieving an active and liquid marketthe Shares.

Following is information on the highest and lowpste of shares of Sparky Eltos for the period®tishere-
in-below:

Average weighted price of the Shares of Sparky Elton Bulgarian Stock Exchange

Highest Lowest
(BGN) (BGN)

FOr the YEar 2006 ..........iiiieiiie e e e e e e e e e 1.41 1.22
For the £ quarter 0f 2007 ..........ccceievovereieeeeeeee e 3.00 1.33
For the 29 quarter of 2007 ..........cooo oo e e 10.205  2.856
For the period 1 July — 30 AuQUSt 2007 ......oviuieiiiiie it et e 22.00 9.38

Source: Bulgarian Stock Exchange

Subscription for the New Shares

General

Place and Addressees of the Offering

The New Shares shall be offered to the public anhyBulgaria. Both local and foreign investors may
participate in the Offering, save as when suchigpdtion is prohibited by the applicable law; U&tionals
could take part in the Offering only to the extenich participation is allowed by Regulation S. kgme
investors who intend to subscribe for the New Shateould consider the applicable law accordinghtsrt
jurisdiction.

Apart form the restrictions above Bulgarian andeign investors may subscribe for New Shares onlequa
footing and within the terms and conditions settfdrere-in-below.

Pre-emptive Rights

The existing shareholders of the Company possesgtiog of law preemptive rights to subscribe foe New
Shares in proportion to the number of the Shar&sihethem prior to the Capital Increase. Thesepygive
rights are incorporated in securitieR{ghts”), which shall be allocated to the existing shatdbrs. The
Rights can either be sold or exercised by mearssilo$cribing for New Shares. Within the Offering dfew
Share shall be subscribed against 5 (six five) Rigbach person can subscribe at least one Neve @hdrnot
more than such number of Shares, which is equ#thdonumber of the allocated and/or purchased Rights
divided by 5 (five) and rounded down to a whole bem Only a whole number of Shares can be substribe
for.

If the existing shareholders do not want to exerbig subscription, in whole or partially, the alibed Rights,
they can offer for sale these Rights on the BSHiwithe period specified below. The Rights which aot
exercised until the end of the first stage of thbssription shall be offered for sale on an opeatian
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organizedex officioon BSE. Investors who are not existing Sparky €kbareholders or who are existing
shareholders, wanting to subscribe for more Newehinan being entitled to by their pre-emptivéasg can
buy Rights on the BSE during the Righs tradingqukand/or on the BSE open auction (presuming thett s
Rights will be available for sale).

Other

Sparky Eltos and the Lead Manager have not andotlontend to specify ratios, tranches and quastitie
New Shares for distribution among specific categpf investors. It is not envisaged within thefe@hg
more than 2,800,000 New Shares to be offered sneds

Depending on investors’ interest in the Offering tiajor Shareholder will consider the number of New
Shares to subscribe for, if it decides to subscfilbeNew Shares at all; however, it is possiblet tfgparky
Eltos will subscribe for more than 5% of the Nevaf&is.

Commencment of the Offering. Rights Issue

Pursuant to the Public Offering of Securities AEt1899 the pre-emptive rights to participate in Gapital
Increase shall pertain to the persons who areiegisthareholders of Sparky Eltos (i.e. who own 8kar
registered at their personal or client sub-accoantse Central Depository) on th® @ay following the date

of the publication of the public offering announaam for the New Shares in ti&tate Gazettand in the
national daily newspaper Pari(ffering Announcement’). The Offering Announcement may be published
only after this Prospectus is approved by the RirsrSupervision Commission. Sparky Eltos expehts t
Offering Announcement to be published on or aroBn@ctober 2007, which is the commencement of the.
Offering.

On the business day following the expiration of Himve 7-day term after the Offering Announcement
publication the Central Depository shall allocaigh®s to the shareholders by opening accounts ifghtR in

the name of the shareholders of Sparky Eltos agugrib the data in its register for shareholdingsthe
Company. One Right shall be issued and allocateddoh existing Share.

Rights Trading Period. First Stage of the Subscii

The initial date for transfer of Rights and subption of New Shares through the Lead Managehe second
business day following the expiration of 7 daysrrthe promulgation of the Offering Announcementhia
State Gazettand the publication in a national daily newspaari). In case the Offering Announcement is
promulgated and published on different dates, tit@ai date shall be the second business day afgiration

of 7 days from the second publication. The initlate of the subscription and trading in rights lo@ BSE is
expected to occur on or around 16 October 2007.

The Rights trading deadlinis the first business day following 14 days ashaf Rights trading period initial
date (expected date: on or around 31 October 2@G0fksuant to the Rules of the Bulgarian Stock Ergba
the last date for execution of BSE transactiond viights is 2 business days prior to the Rightdiriga
deadline specified in the previous sentence (erpedate: on or around 29 October 20@&ENd of the first
stage of the subscriptiorthe owners of Rights, either allocated or purctiaze BSE may subscribe for the
respective number of New Shares not later tharRigéts trading deadline (expected date: on or at@h
October 2007). Investors should note that all Rightt exercised by subscription of New Shares until
expiration of the Rights trading deadline shall dféered for sale on an speciek officio open auction
organized on BSE.

Second Stage and End of the Subscription

An open auctiorshall be organised on th& Business day following the Rights trading deadlieepected
date: on or around 7 November 2007). On the opeticauwill be offered for sale all Rights, whichvsanot
been exercised by subscription of New Shares expilration of the Rights trading deadline.

End of the second stage (and the subscriptionwabdae): the first business day following the expirationl&f
business days as of the day, on which expires tghtRtrading deadline (expected date: on or ardzmd
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November 2007). Until the end of the subscriptibe persons who have purchased Rights via the open
auction can exercise such Rights by subscriptidh@torresponding number of New Shares.

Subscription of New Shares before or after the aison period shall be void.
Prolongation of the Subscription

Sparky Eltos is permitted by law to prolong once tbrm of the Subscription by up to 60 days, aftaking
the respective amendments to this Prospectusyimgtithe Financial Supervision Commission and disiclg
information on the prolongation as required by I&parky Eltos does not intent to prolong the tefnthe
Subscription.

Terms and Conditions for Transfer of Rights

The transfer of Rights through sale (Rights traflisgeffected on the Unofficial Market of BSE. Rats who

want to sell Rights need to place sell orders i investment intermediary where they have théjh®

account opened. Persons who want to buy Rights teepthce buy orders with an investment intermadiar
member of the BSE. The provisions of the ruleshef €entral Depository shall apply to acquisitiorRights

by other methods (such as exchange or endowment).

On the ' business day after the deadline for transfer ghRi Sparky Eltos, via the Lead Manager UniCredit
Bulbank, shall place for sale by the open aucti@msé Rights which have not been exercised by sphsor

of New Shares until expiration of the Rights tragiteadline, see above. Sparky Eltos shall distilibée
proceeds from the sale of the unexercised Rigatkjaed by the expenses for the sale, in propobtween
the holders of the Rights. The proceeds from the shthe Rights are credited to a special accopened
with the Central Depository and cannot be used entry of the Capital Increase at the companystegi At
the beginning of each business day during the sigien the Central Depository shall announce infation
about the Rights, which have been exercised urdiend of the preceding business day.

Terms and Conditions for Subscription of Shares
Subscription Orders

The subscription for New Shares shall be made ghtRiholders placing written subscription ordédsders)
with the investment intermediary — members of thenttal Depository, at which the respective invéstor
Right account is opened.

The investment intermediaries that have acceptdas@iption Orders of New Shares will have to notify
immediately the Lead Manager on this circumstandghin the terms and conditions provided for in the.

The investors who have received Rights creditetiéo personal accounts at the Central Depositaiyhave
to apply for transfer of the Rights to sub-accouofened at the Lead Manager or other investment
intermediaries before exercising the Rights.

The acceptance and execution of the Orders shathdde in accordance with the terms of each specific
agreement between the investor and the respeatrestment intermediary.

Validity of the Subscription Order

The subscription for New Shares shall be deemdsktealid only if made by a shareholder owning Rigit
by other persons who purchased and are in poseeskihe Rights at the moment of the subscriptignto
maximum possible number of shares in accordande thé ratio Rights/New Shares specified above,ifind
the total Issuance Value of the subscribed shargsid within the terms and conditions as specifietbw.
Upon partial payment of the Issue Price only suaimimer of New Shares in respect of which the tatalié
Price is fully paid up will be deemed to be sulisedi. The Issue Price shall be credited to a spbaiak
account opened in the name of Sparky Eltos withQdedlit Bulbank and the details of which will be ifiet

in the Offering Announcement. The Issue Price shaile to be credited to the special bank accouttieat
latest on the final date of the subscription (thleseription deadline as specified above).

Irrevocable Subscription Orders
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Under Bulgarian law the investor is not allowedwibhdraw his/her Subscription Order but is entitkeda
refusal of the subscribed New Shares within thenseand conditions set out in the Public Offering of
Securities Act.

Placement of Orders via Proxy

Except for in person, the Order may also be plabedugh a proxy who shall be identified by an idtgnt
document if natural person or by a certificate obd standing, registry act or other similar docunielegal
entity (and depending on whether a local or a grdegal entity), and shall also submit an explpgtver of
attorney for subscription for New Shares, certifigda notary public.

In compliance with the applicable law and their gyah terms and practice, the Lead Manager and the
investment intermediaries, with which the Orders fded, will be authorised to refuse to acceptCader, if
they are not satisfied by the type, form, validityother circumstances related to the documentsisigal.

» The investors who own Rights at accounts openeld thi# Lead Manager and the Co-Manager can
file Subscription Orders of New Shares at the aslsles of the respective branch offices of UniCredit
Bulbank, which will be published on the websitetloé Lead Manager after the promulgation of the
public offering in theState Gazette

Subscription Orders are filed with UniCredit Bulliaeach business day from 9:00 to 17:00, respegtivel
during the business hours of the other investnraatrinediaries.

Contents of the Subscription Order
The Subscription Orders shall have at least tHevihg contents:

e full name, unique client number of the investor afidhis/her attorney, and if such numbers are not
specified: full name, Personal Identity Number,ts@ad the address, respectively business name,
identification number (BUSLTAT), registered offi@nd business address of the investor and its
representative or attorney, and if the investoraigoreign person — similar identification data,

including personal/security number of the individaad registration number or other similar number
of the legal entity;

* issuer (Sparky Eltos) and ISIN code of the Shares;

« number of the Rights that are exercised;

* number of the subscribed New Shares subject t@tHer;
« date, hour and place of the Order placement;

« signature of the person placing the Order or degl representative or proxy;
« number of a bank account for recovery of the paid s the event of unsuccessful offering.

The investment intermediaries that accept Ordees eantitled to prepare and request the completion of
particular Order forms with the above contents witt additional specified by them contents.

Documents Enclosed to the Subscription Order

If the order is placed by a legal entities, thdofiwing should be enclosed: an original copy or pyceertified

by a notary public of a certificate of good stamgimssued no earlier than 1 month before the déte o
submission of the written order, and for foreiggdeentities — a copy of the registration act (ibreo identical
certificate) in the respective foreign languagentaming the full name of the legal entity; issusted and
issuing country; address of the legal entity; nanfgsersons authorized to represent it.

Bulgarian legal entities should enclose a copy ha#irt BULSTAT registration, certified by their legal
representative

Legal entities shall file their orders via theig#& representative or a proxy, where the latteukhproduce a
personal identification document, a copy of whigh attached to the order. Physical persons or their
representatives should produce a personal ideatiific document (foreign physical persons - a pasdpo
entering Bulgaria), and attach to the order a oofpthe document, certified by themselves. The itmest
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intermediaries accepting Orders from their cliearts entitled to request additional information, ldeations or
other documentation from the persons who file thide@ when it is provided for in the law and/ortlre
internal rules of the investment intermediaries.

Terms and Conditions for Payment of the Issue Price
General
The payment of the New Shares shall be made in BGN.

Pursuant to the requirements of the Measures agdimsey Laundering Act the Lead Manager, as wethas
investment intermediaries, the banks and the dfinencial institutions, receiving and realising pasnt
transfers shall or in certain circumstances aritleshto identify the investors and collect, recarddisclose to
the relevant state authorities information conaegrihe transfers made and the monies’ origin ing@nce
with the requirements of law and their internal laggble rules.

In case of subscription of Shares through an imvest intermediary the transfer of the money maynaele
by the respective investment intermediary for tbeoant of the investor who is its client.

Terms of Payment

The deadline for payment of the Issuance Valudefsubscribed New Shares will be the end of thed fiay

of the subscription procedure (the deadline forsstiption of shares). The payment shall be deerodukt
made upon crediting the respective sum to the apbeink account of Sparky Eltos opened with thedLea
Manager.

Form of Payment

The payment shall be made in cash or via a bamsfes including electronic. In all cases, the duoeat
(including the electronic document) certifying thayment (payment order, note or similar) shall aontat
least name/business name of the investor, its EGNST AT (for Bulgaria-based persons), the total nemb
of the subscribed New Shares, the total amourtepayment due and made.

Special Bank Account

The Issuance Value of the subscribed Shares shaltdilited to a special capital bank account op@néiake
name of Sparky Eltos with the Lead Manager. Thaitdebf the bank account shall be announced in the
Offering Announcement that shall be promulgatethmState Gazettand published in th@ari newspaper
and may be received at any time after the releasa the Lead Manager. Pursuant to the law the sums
credited to this account shall be blocked and cabeadisposed of by the Company before the entrhef
Capital Increase at the company register; in daséiffering is unsuccessful they are returned ¢airthrestors
within the terms and conditions set out here-irohel

Completion of the Subscription Procedure Prior tgEation of the Final Term

If all 2,800,000 New Shares are subscribed and Ipafiore the final day of the subscription, Sparkp&shall
announce its termination; notify the FSC within 3simess days and undertake all necessary measures f
entry of the Capital Increase and the New Sharéiseatompany register, at the Central Deposito8€ fand
BSE.

The capital increase through Rights issue exclubdespossibility for subscription of more than thiéered
number of Shares.

Public Announcement of the Results from the Offerin
Under the terms and conditions of Art. 112b, pAPaPOSA Sparky Eltos shall notify FSC within a tesfr8
business days after completion of the subscrippimtedure about the implementation of the lattet te

results thereof, including any difficulties, dispsitand similar in relation to the trading in thglRs and the
subscription of the Shares.

Within a 7-day term after the completion of the éiiig Sparky Eltos shall submit to the FSC and BSE
notification on the results from the Offering, caining information on date of completion; total ruen of the
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subscribed Shares; funds accumulated against bseriibed Shares; amount of the commission fee ot
expenses for the Offering, including paid taxese TQompany shall enclose to the notification theudoents
as required by the law. Within the same term aroancement of said circumstances shall be releasttbi
Pari newspaper and on the web-sites of Sparky Eltogtemtiead Manager.

Unsuccessful Completion of the Subscription

If until the final deadline of the Subscription femthan 2,280,000 New Shares are subscribed foiC#pital
Increase will be considered unsuccessful. In swemteSparky Eltos shall publish notification tostlend in
two national daily newspapersRari andDnevnik and shall notify FSC under the terms of the pileggitem.
Any amounts paid by investors, including intereaidpby the bank, if any, shall be recovered by ltkad
Manger into the bank accounts specified in the @rd@d or in cash at the address of the Lead Manamge
accordance with a list provided by the latter te glersons who have subscribed an paid for shardsn\80
days of the notice to FSC. In the event that thpit@hincrease is not entered into the companystepi
Sparky Eltos shall immediately notify to this en8@ BSE, and the Central Depository, shall puldistotice
to this end in two national daily newspapem®ari andDnevnikwithin 3 after entry into force of the refusal of
entry into the company registers, and shall recdiverreceived sums within 30 days after the annement
within the terms and conditions set out in the pres sentence.

Selling Restrictions in Certain Jurisdictions

The distribution of this document and the offelStfares in certain jurisdictions may be restrictedalwv and
therefore persons into whose possession this datucmnes should inform themselves about and observe
any restrictions, including those set out in theageaphs that follow. Any failure to comply withethe
restrictions may constitute a violation of the s@@s laws of any such jurisdiction.

General

No action has been or will be taken in any juriidit, other than Bulgaria, which would permit a fixb
offering of the Shares, or possession or distrisutyf this document or any other informational matgin

any country or jurisdiction where action for thatrpose is required. Accordingly, the Shares may et
offered or sold, directly or indirectly, and neithtéhis document nor any other offering material or
advertisement in connection with the Shares maybeatffered or sold, directly or indirectly, andther this
document nor any other informational material oveatisement in connection with the Shares may be
distributed or published in or from any countryjerisdiction except under circumstances that wakult in
compliance with any applicable rules and regulaiohany such country for making such offer to suibg

for or buy any of the Shares by the respectivequexs

Persons into whose possession this document cohmsgdsinform themselves about and observe any
restrictions on the distribution of this documentidhe offer of Shares, including those in paralgsagbove.
Any failure to comply with these restrictions magnstitute a violation of the securities laws of auch
jurisdiction. This document does not constitutecdiier to subscribe for or buy any of the Shareferef
hereby to any person in any jurisdiction to whonisitunlawful to make such offer or solicitation snch
jurisdiction.

Bulgaria

No Shares may be offered to the public in Bulgavithin the meaning of the Bulgarian Public Offering
Securities Act of 1999 POSA") prior to the approval of a prospectus for a jublffering of those shares by
the Bulgarian Financial Supervision Commission.eAfsuch approval, Shares may be traded within the
meaning of the POSA as well as the Markets in F@rnstruments Act of 2007 (entering into force D
November 2007). The Lead Manager has declared g that it shall neither perform public offeriafy

the Shares in Bulgaria nor participate in tradimghie Shares except for in full compliance with Bwdgarian
law.
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European Economic Area

Offering of Shares shall not be made to investoniy member state of the European Economic Arshths
implemented the Prospectus Directivd€mber State’) except for in cases when the Offering of the réba
falls within the scope of the following exemptionsder the Prospectus Directive and these exempéioss
present in the Member State:

» to legal entities which are authorised or regulatedperate in the financial markets or, if not so
authorised or regulated, whose main corporate @arpto invest in securities;

« to any legal entity which has two or more of (i) @rerage of at least 250 employees during the last
financial year; (ii) a total balance sheet of mtiven EUR 43,000,000 and (iii) an annual net turnove
of more than EUR 50,000,000, as shown in its lastial or consolidated report;

» to fewer than 100 natural or legal persons (othan tqualified investors as defined in the Prospectu
Directive) subject to obtaining the prior consefthe Lead Manager for any such offer; or

* in any other circumstances falling within Articl€3 of the Prospectus Directive,

provided that no such offer of the Shares shalllteés a requirement for the publication by Spagkyos or
any Manager of a prospectus pursuant to ArticlétBe Prospectus Directive.

For the purposes of this provision, the expressior'offer of any Shares to the public" in relatimnany
Shares in any Relevant Member State means the coioation in any form and by any means of sufficient
information on the terms of the offer and any Skdmbe offered so as to enable an investor toddetti
purchase any Shares, as the same may be variddtirMember State by any measure implementing the
Prospectus Directive in that Member State and tkeression "Prospectus Directive" means Directive
2003/71/EC and includes any relevant implementiegsure in each Relevant Member State.

The United States

The Shares have not been and will not be registaretbr the US Securities Act or with any securities
regulatory authority of any state or other jurisidic in the United States of America and may nobffered or
sold within the United States except in transacti@xempt from, or not subject to, the registration
requirements of the US Securities Act. The Sharesheing offered and sold outside of the UniteateStin
reliance on Regulation S. In addition, until 4§ slafter the commencement of this offering, anroffesale

of Shares within the United States by any dealdrether or not participating in the offering) maylaite the
registration requirements of the US Securities Act.
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SETTLEMENT AND DELIVERY

Issuance of New Shares and admission to trading ehe Bulgarian Stock Exchange

If the Offering is successful, UniCreditBulbank Wrovide Sparky Eltos with a list, indicating thamber of
New Shares subscribed for and paid by each petisahlist will be submitted by Sparky Eltos to t@mpany
register and the Central Depository. Upon entrthef Capital Increase and the New Shares into thepaay

register, on or about 30 November 2007 the Cemegdository will register the New Shares and wilkeap
new accounts or will credit the existing Sharesoaots of the investors with the New Shares, subsdrfor

and paid by them. The New Shares will be creditethvestors’ accounts with the investment interragdi

through which the Rights were exercised.

Upon demand of investors via an investment intefamgdhey will receive certifying documents (degosy

receipts) for the New Shares owned by them. Ther@leDepository will issue depository receipts, athiwill

deliver to investors via the investment intermegiaccording to the rules of the Central Depositang the
internal rules of the investment intermediary.

Immediately following the entry of the Capital Iease into the Company Register, the Issuer willyafow
registration of the New Shares into the FSC'’s tegishen the Issuer and/or the Lead Manager wplhawith

the BSE for admission of the New Shares to tradidgaling with the New Shares may begin on the date
determined by the board of directors of BSE, affter registration of the new share issue. Tradint wie
New Shares is expected to commence on or abouetérbber 2007.

As of the date of this Prospectus, the Issuer lwsnagotiated with investment intermediaries to ast
liquidity providers for the Shares by maintainirguy” and “sell” quotes.

Subsequent trading with the New Shares will be endished in accordance with the rules and operating
procedures of the BSE and the Central Depositodeasribed below in the secti®econdary Trading of the
Shares

Secondary Trading of the Shares

The transactions with shares, issued by a pubhepemy, registered in Bulgaria, are provided foddtails in
the Public Offering of Securities Act of 1999 at&l secondary legislation, in the Rules of the B&#& ia the
Rules of the Central Depository. As of 1 Novemb@®2 POSA shall be amended with the entry into &fiéc
the Market of Financial Instruments Act of 2007plementing the requirements of Directive 2004/3%Z&
the markets of financial instruments, in particutae provision for transactions with shares of publ
companies to be executed only on a regulated sesumarket is revoked.

Sale and Settlement

Transactions with Shares on the secondary markait ble concluded and/or registered via investment
intermediary and are settled through the Centr@d3#ory. In case of transactions, concluded orB{8E, the
share prices are quoted in BGN, and settlemenstpleee on a T+2 basis. The transfer of the Stsdral be
deem executed as of the moment of registratiohefransaction in the Central Depository.

Investment Intermediaries

The investors may only engage in secondary tragihgecurities listed on the BSE through a licensed
investment intermediary. The role of the intermegliss to receive a buy or sell order from the inves
execute it on the BSE (if possible) and to regisiter transaction with the Central Depository, whaetiries
out the settlement. A transfer of securities résglfrom a donation or inheritance is registerethwihe BSE
and settled through the Central Depository with #ssistance of an investment intermediary acting as
registration agent. Investment intermediaries arired to provide their clients with informatiobaat the
types of orders that may be placed on the BSEdétails of any active orders or executed transastinade

on behalf of that client, and the expenses, fedscammissions payable to that intermediary, toBB& or to
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the Central Depository (if applicable).
The Clearing System

The Central Depository was established as a spgmidtstock company in August 1997 under specific
provisions of the Bulgarian securities legislatid8iNB and the Bulgarian Ministry of Finance own an
aggregate of 41.9% of the share capital of the r@eBtepository. The remaining percentage of thet@aén
Depository's share capital is spread between therniBaulgarian commercial banks and those investment
intermediaries that play an active role in the eanidf the BSE. The operations of the Central Da#posare
supervised and regulated by the Financial Supervis§iommission, BNB and the Bulgarian Ministry of
Finance. Settlement of securities through the @eBtepository can only be effected through a menatb¢ine
Central Depository. Only investment intermediarfesgncial institutions and certain other markettiggpants
may become members of the Central Depository.

Payment of Dividends

When the Central Depository receives cash to ktellised as a dividend in relation to a securibg Central
Depository will credit the cash accounts of the rhers who act for the persons registered in the r&ent
Depository's book-entry records as the shareholoietsat security at the relevant date. These mesnae
usually investment intermediaries, who upon receaitribute the dividend amounts to the relevant
shareholders in accordance with their shareholdifge Central Depository will distribute dividendsly in
accordance with its rules and procedures and gplicaple legislation or regulations.
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GENERAL INFORMATION

1. Sparky Eltos

The Company was founded with a decision of the €bwi Ministers in 1989 as Eltos, a state-owned
firm, and entered into the Company Register of lobwvBistrict Court pursuant to the court decisiorBdflay
1989 on company file No. 37/1989, lot No. 3, volutepage 9 in accordance with Decree No. 56 on
Economic Activity. Pursuant to 88 of the Transiabrand Final Provisions of the Company Act, the
registration of firms made under decree No. 56 iesm force and, by right, the registered joirtcét firms
become joint stock companies, respectively the nafrthe Company became Eltos EAD. In 1997, with a
decision of Lovech District Court, pursuant to Atin connection with Art. 174, para. 2 and Art12Bara. 3,

a change in the name of the Company from Eltos E&Bparky Eltos AD was entered. The Company is
registered with the unified register BULSTAT withet following identification number: 820147084. Spar
Eltos has been duly established and exists pursaahe Bulgarian laws. The existence of Sparkp<ils not
limited in duration or in view of another conditiéor winding up.

1.2. In May 1998, Sparky Eltos acquired the stafus public company in accordance with the ternt an
procedure under the Securities, Stock Exchangeslrarestment Companies Act (repealed) as a
result of offering its Shares in the process of snasvatization. Then the Shares in the Company
were listed on the Bulgarian Stock Exchange. Spé#&thygs is registered as an issuer of publicly
offered shares with the Register of Public Compamriad Other Issuers of Securities kept by the
Financial Supervision Commission, lot No. 05-0151.

1.3. The registered office and business addresSpafky Eltos is: Lovech, 9 Kubrat Str., Bulgaria,
telephone: +359 68 2 35 50, fax: +35968 58Q e-mail: sparky eltos@sparkygroup.comebsite:
www.sparkygroup.com

1.4 Sparky Eltos carries out activities in accoawith the Company Act of 1991 and Public Offgrin
of Securities Act of 1999. Issues in relation te ffublic offering of shares in Sparky Eltos that ar
important to the investors are provided for infillkowing pieces of legislation: Markets in Finaaki
Instruments Act (in force as of 1 November 2007gg&ation 809/200#/C of the European
Commission regarding the application of Directiv@3/71EC on prospectuses; Corporate Income
Tax Act; Tax on Income of Natural Persons Act; @any Act. The provisions of Section | of
Chapter Eleven of the POSA and the Ordinance ool@are of Holdings in Public and Investment
Companies set out the requirements for disclostirmaterial holdings in the Company. Provisions
for the transactions of Sparky Eltos with its ovnaues can be found in Art. 111, para. 2 and 5ef th
POSA and the Company Act. The mandatory tenderinffe are provided for in Art. 1489, Art. 150
— 157e of the POSA, Ordinance on the Requirementthé Content of the Rationale of the Price of
Stocks in Public Companies, Including for the Apation of Valuation Methods in the Cases of
Transformation, Common Enterprise Agreement andd@e®ffering, as well as in Ordinance No.
13/22 December 2003 on Tender Offerings for Buyang Exchange of Shares. The conditions for
deletion of the Company from the Register of Pullitmpanies and Other Issuers of Securities
under Art. 30, para. 1, item 3 of the Financial &ufsion Commission Act are laid down in Art. 119
of the POSA and Ordinance No. 22 of the FSC onlistang Terms and Procedure for Entering
and Deletion of Public Companies, Other IssuetSagiurities and Issues of Securities in the Register
of the Financial Supervision Commission.

2. Real estate

90



The more significant real estate of Sparky Eltaduides:

Location Purpose Area (built-up area)

Town of Lovech, East Land and buildings, including an
Industrial Area, site A ...... administrative building, production

sections, service building, canteen,

exhibition room, etc. 76,970 M (34,862 M)
Town of Lovech, East Land and buildings, including a
Industrial Area, site B .... production section, two dormitories,

canteen, shop, steam station, maintenance

and mechanic workshop, support sections,

etc. 40,840 M (20,828 )
Village of Lesidren Land and buildings, including three
.................................... productions sections, support section,

service building, shop and central steam

service 20,000 (7,241 )
Village of Alexandrovo Land and buildings, including two
.............................. production sections, canteen,

administrative  building and spherical

storehouses 28,000 f(5,542 M)
Locality of Land and three buildings
Stratesh...........coovviinn.

Village of Chiflik
Source: Sparky Eltos

Land

11,150 m(263.8 M)
10,000 M

3. Share capital

3.1. The share capital of Sparky Eltos as of the dathis document is:

Number of shares

Class Amount (BGN) Face valusipamre

14,000,000

Ordinary BGN ¢

dematerialized”

14,000,000

(1) As of 31 December 2006 53,723 Shares acquiyeteoMajority Shareholder during the Company’s gastatization
were still in materialized form. In June 2007 a#,d00,000 Shares in Sparky Eltos were registerethetCentral
Depository as dematerialized.

Since 27 September 2004 until now, the followingralies in the registered share capital of SparlosHElave been made:

3.1.1.

3.2.

3.2.1.

3.2.2.

3.2.3.

The increase in capital of Sparky Eltos fl8@N 2,000,000 to BGN 14,000,000 through the issaaf
12,000,000 new registered dematerialized votingeshevas entered with decision No. 810 of Lovech
District Court of 6 July 2007. The increase in gheaipital was made in accordance with the decision
the General Meeting of 15 June 2007 to increasedbéal of the Company pursuant to Art. 197, para.
1 and Art. 246, para. 4 of the Company Act with ttemsformation of the profit of the Company for
2006 and the reserves of the Company into equitythie issuance of 12,000,000 new registered
dematerialized voting shares each having a paevalBGN 1. The new shares were distributed among
the shareholders in proportion to their participatin the capital until the increase.

In addition to the indicated in item 3.1. abo

As of27 Septembe2004 until now, the share capital of Sparky Eltas hot been increased with cash or
non-cash contributions;

As of 27 September 2004 until now, Sparkg$has not provided any commissions, discounfees
as special conditions in relation to the subsaipfor and payment of the share capital of SpatkysgE

The shares in the capital of Sparky Eltas raot subject to options and there are no provigion
unprovisional agreements which provide for Shamgbé capital to be the subject of options.
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3.3. All issued shares in Sparky Eltos are ordirend its Articles of Association do not provide the
issuance of preferred shares. Outside to the iteticia this document, the rights under Shares ate n
significantly restricted by the rights conferred dityier securities issued by Sparky Eltos or agre¢sne
it has entered into. Sparky Eltos does not envishge issuance of instruments or entering into
agreements which will limit the rights under theaB&#s.

3.4. The Shares in Sparky Eltos are dematerialasdi in view of the exercise of the rights undes t
Shares, the issuance of depository receipts t@kbhters by the Central Depository is not necessary

4. Capital increase and approval of the Prospectus

This document was approved by the Management Boa&parky Eltos with a decision of 27 September
2007. All agreements, approvals, authorizations atheér orders required by the Articles of Assoociatdf
Sparky Eltos or the existing Bulgarian legislatimoncerning the Offering, subscription for and safidNew
Shares have been granted or obtained.

At its session on 15 June 2007, with an amendneethée Articles of Association, the General Meetofg
Shareholders in Sparky Eltos authorized the Managéoard to take decisions concerning capitakeiases

of the Company up to the amount of BGN 3 milliordanArt. 196 of the Company Act without specificedu
delegation to this effect by the General Meetingbéreholders for each specific case but entinelthe basis

of the power granted to it up to 2 years from th&yeof the amendment to the Articles of Associatib its
decision on the capital increase, the ManagemeatdBdetermines the amount and purpose of evergaser,
number and type of new shares, the rights andl@gies under them; terms and conditions for transfehe
rights within the meaning of 81, item 3 of the PO®Aued in exchange for existing shares; terms and
conditions for subscription for new shares; amafrissuing value and term and conditions for paynarit;
investment intermediary who will be entrusted vitik subscription.

In performance of this decision of the shareholdmrd the power entrusted to it in accordance with t
Articles of Association, with its decisions of 28n& 2007 and 9 August 2007, the Management Boatigeof
Company took a decision to increase the capitebpdrky Eltos via the issuance of up to 2,800,000y Ne
Shares which are the subject of the Offering unthisr Prospectus pursuant to the requirements ofatier.

The Management Board sets out the issuing valtleeoew Shares and chooses UniCredit Bulbank thde
Lead Manager of the Offering. The Management Bt the threshold level at 2,280,000 shares whose
issuance will be considered a successful Capitakbse for the Company and which are also the roimm
number of New Shares offered for subscription.

5. Judicial disputes

Sparky Eltos is not a party and has not been & parany judicial, arbitration or administrativeogeedings
(including proceedings of the above nature thatpasmeding or which may be initiated) in the lastri@nths
preceding the date of this document which may havéave had a significant influence on the finahcia
position or profitability of Sparky Eltos.

6. Members of the Supervisory Board and Managemeroard of Sparky Eltos
6.1. Participation in the share capital

The following Members of the Supervisory Board &ahagement Board hold shares in the capital ofl§par
Eltos:

N ) Number of shares % of capital / votes in

ame: held: the GMS:

Stanislav Petkov 72,345 0.5168
29,176 0.2084

Petar Baburkov
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Stoyan Spasov 168 0.0012

Nikolai Kalbov 1,015 0.0073
Petar Atanasov 1,505 0.0108
Ivan Alexiev 70 0.0005
Dimitar Bodzhakov 1,351 0.0097
Gina Kalcheva 3,129 0.0224
i 1,330 0.0095

Anatolii lvanov
1,071 0.0077

Miroslav Kalonkin

Source:Sparky Eltos

Some of the Members of the Management Board andr8ispry Board of Sparky Eltos and other employees
intend to acquire Shares Offered during the Offerand after that. In addition, the Members of the
Management Board and Supervisory Board may deeida, future time, to approve options on shares or a
share purchase program with a view to providingitaatthl incentives to the Members of the Superwsor
Board and Management Board of Sparky Eltos, higih@magement and other employees.

6.2. After the Offering, some Members of the Sujsemy Board and Management Board of Sparky Eltds wi
continue to participate in the share capital of ri§peEltos. It is possible that employees with mava
functions will have holdings in the share capitaSparky Eltos after the offering.

6.3. There are no effective agreements and it iserpected that such will be entered into betwedvieanber of the
Supervisory Board, Management Board or employees wisimagerial functions in the Company or its subsjdia
providing for payment of compensation in the ewartermination of the contractual relations.

6.4.There are no kinship ties between memberseofnagement Board and Supervisory Board of Sparky
Eltos..

6.5. Holdings in the management of other companies
Outside their activities as Members of the manageraed supervisory bodies of Sparky Eltos, the Memstof the

Supervisory Board and Management Board of the Compawg had holdings and have performed manageriatamitdol
functions for the past 5 years in the following gamies:

Name Current positions / holdings Former positiong holdings

Stanislav Petkov Chairman of the Supervisory Board and -
shareholder in Sparky Group AD, Sofia;
partner to and manager of Sparky GmbH,
Germany; Member of the Supervisory
Board of Sparky AD, Ruse.

Petar Baburkov Chairman of the Supervisory Board and -
shareholder in Sparky Group AD, Sofia;
partner to and manager of SPARKY
GmbH, Germany; Member of the
Supervisory Board of Sparky AD, Ruse.

Stoyan Spasov - Chairperson of the Management Board of
Sparky AD, Ruse.
Nikolai Kalbov Member of the Management Board of Executive director of Sparky AD, Ruse;

Rotary Club Lovech Association; Member member of the Supervisory Board of
of the Management Board of Stratesh FreeSparky AD, Ruse; Member of the
Mason Association. Management Board of Sparky Group AD,
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Name Current positions / holdings Former positiong holdings

Sofia.
Petar Atanasov Member of the Supervisory Board of Manager of Fred Sparky OOD, Sofia;
Elresurs AD, Sofia manager of Sparky Trading; manager of the
Management Board of Sparky Group AD,
Sofia.

Ivan Alexiev Member of the Management Board of

Sparky AD, Ruse.

6.6. Sentences, participation in companies declassdvent, coercive measures

For the past five years preceding the date of tlisument, none of the Members of the Supervisorar@cand
Management Board or an employee in a manageridiquoén Sparky Eltos:

» Has been convicted of crimes;

e Has been Member of a management or control bodycsimpany that has been wound up because it
was declared insolvent if there were any unsatdsfieditors; or

 Has been convicted with an effective sentence anu#en the subject of coercive administrative
measures or administrative sanctions (includinthefindicated management bodies) related to their
activities as a Member of the management body riryicey out the activities of the company and has
been dismissed by the court as a Director of tmepzmy.

6.7. Conflict of interest

There are no current and potential conflicts ofiiest between the obligations to Sparky Eltos efMlembers
of the Supervisory Board, Management Board anddnighanagement, on the one hand, and their personal
interests and other obligations, on the other hand.

Information about the remuneration of the Lead Mgmaand the dependency of the remuneration on the
success of the public offering has been disclos&libscription and Sale — The Offerifithe remuneration of
the other consultants of the Company concernin@fffiering does not depend on its success.

6.8. Remunerations and social insurance paid
The Directors of Sparky Eltos do no receive rematien in their capacity as Directors.

During the fiscal year that ended on 31 Decemb@®62the total sum of the remuneration paid by Spark
Eltos to Directors in connection with their labalations with the Company (not for the functiongyth
perform as Directors) amounted to BGMB,688.0ahousand. The amount of social insurance paidudtiat
mandatory pension insurance for the entire 2006 B@#! 20,196.00 thousandThe table below details the
information under the preceding sentence on awithgial basis, separately for each Director.

Name: Remuneration: Social Insurance:
Nikolai Kalbov...........ccccoiiiiiiiiiieeee e 22,000 4,112
Gina KalCheva..........cooouieiiiiiiiii e 3,129 0,0224
TOdOr TOAOTOV.......oooeeeeee e 3,129 0,0224
Alexandar VIAdimirov® . ... 3,129 0,0224
ANALOliTi IVANOV ....ooiiiiiiiiic e 1,330 0,0095
Miroslav Kalonkin ...........cccooiiiiiiiiieccse e 1,071 0,0077

(1) Former member of the Management Board.
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(2) In 2006 the members of the Management Board Pééxandrov, Evgeni Mihailov and Stoyan Tsokov diot have
labor relations with the Company and did not rece@rauneration from Sparky Eltos.

Source: Sparky Eltos
7. Subsidiaries and associated companies

As of the date of this document, Sparky Eltos dumishave directly or indirectly holdings in othemapanies.

8. Material changes

With the exception of the indicated in this documeinere have been no material changes in the diahor
economic position and prospects of Sparky Eltcer &1 December 2006, the end of the last fiscal. yea

9. Material agreements

There are no agreements (outside the agreemerdgse@ninto in the ordinary course of business of the
Company) which have been concluded by Sparky Htogg the two years immediately preceding the date
of this document and which have had or could hasterral importance to Sparky Eltos, or such conetlily
Sparky Eltos and containing provisions pursuanthich Sparky Eltos has an obligation or right whies or
could be of material importance to the Companyfakendate of this document.

10. Auditor

The auditor of Sparky Eltos is the specialized aodimpany Grant Thornton Bulgaria OOD, registeréit®
and business address: Sofia 1000, 54 William GtedstStr., floor 3, registered with the Sofia Citputt
under company file No. 9558/1995, through Marii Afmov, registered auditor, registration No. 048&
auditor has audited the financial statements ofl§pRltos for the three years ending on 31 Decenzio@6,
31 December 2005 and 31 December 2004.

11. Extraordinary transactions or transactions withrelated persons of significant value

Sparky Eltos enters into transactions with relapeslsons in the ordinary course of its business.s@he
transactions are concluded at market prices anaatref material importance to the activities aihhcial
position of the Company, seRelated Party TransactionsThere are no proposals for conclusion of
transactions of Sparky Eltos with related persohickvare of material importance or are extraordiniar
conditions and type.

12. General information

12.1. In 1998 the shares in Sparky were admitteaiting on the unofficial market of the Bulgari&tock
Exchange. At a meeting of the Board of Director88E — Sofia AD held on 18 August 2007, a decisias
made to move the issue of shares in Sparky Eltos-ADBvech fromUnofficial Market of Shares, Segment A
to Official Market Shares Market SegmentaBthe BSE and the date of listing on the offigigdrket was 17
August. The settlement of Shares is handled vi&Cewral Depository. The ISIN code is BG11ELLOAT15

12.2. The Lead Manager is not an underwriter toQffering but has taken on certain obligations|uding
such related to consulting, marketing, organizatibthe subscription and cooperation with foreigmeistors
in the event of purchase of Rights and subscrifto©ffered Shares.

12.3. Sparky Eltos will publish invitations to t@eneral Meeting of Shareholders in Beri newspaper.

12.4. All costs related to the Offering and Caplitelrease are for the expense of the Lead Manager.
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12.5. The Issuer does not have information aboapleewho intend to purchase more than 5 percetiief
Shares during the Offering. Sparky Eltos does rasehinformation about the intentions of other Hrigt
Shareholders concerning the acquisition of Shardise offering or immediately after it.

12.6. No part of the Shares that are subject ofQffering are reserved to be purchased by emplogées
Sparky Eltos or any other class of investors rdgasdof whether they are related to Sparky Eltasobr

12.7. No fees or costs will be paid by or for tkkpense of the persons subscribing for and purche8hares
in the Offering outside the ordinary bank fees Wdre transfers, fees agreed on and commissionHer t
expense of investors pursuant to their agreemeititstire investment intermediaries as well as tlpeetive
currency exchange fees if an investor wants to naagayment in a foreign currency and may be olgidab
pay the respective exchange fees.

12.8. Information about the remuneration of thed_Banager and the dependency of the remuneratidheon
success of the public offering is disclosedSale of Shares — Mandate Agreemérite remuneration of the
other consultants of Sparky Eltos does not depeniiscsuccess. The Lead Manager does not own shares
Sparky Eltos and does not have a significant dioecindirect economic interest in the Group. Thgale
advisor to the Offering does not hold shares inrl8p&ltos and does not have a significant direcindirect
interest in the Group.

12.9. Investors may obtain information about thegs and volume of the exchange transactions imeSha
Sparky Eltos, about the prices and volume of densamtsupply of Shares and other investment infdonat
from the licensed investment intermediaries. Sanébrimation may also be obtained from the BSE binlleh
the BSE websitevww.bse-sofia.bgfrom the financial press and other similar sosrce

12.10. There have been no mandatory or voluntargiete offers for the acquisition of its Shares unter
Public Offering of Securities Act of 1999 since BgaEltos became a public company.

13. Documents referred to in the Prospectus

13.1 The Prospectus refers to the below documen8parky Eltos submitted to the Financial Supeonisi
Commission which are considered, pursuant to the fmrt of the current document and are accessible
Sparky Eltos at the address given on page 2 dPtbspectus:

13.1.1 Management reports of Sparky Eltos for 2@085 and 2004;

13.1.2 Declarations under Art. 81, para. 5 of toblie Offering of Securities Act concerning thednhation
in the Prospectus from the Members of the Suepmyigwmard of Sparky Eltos, compilers of the finartcia
statements of Sparky Eltos and the registered @udit

14. Documents provided for review

Copies of the following documents will be provid&d review in the course of the normal opening Isour
during the week (excluding Saturday, Sunday anitiaffholidays) in the Sparky Eltos office at 9 Kwat
Str., Lovech, Bulgaria, as well as on the websftthe Companywww.sparkygroup.confs of the date of
publication of this Prospectus while it is valid:

14.1. Articles of Association of Sparky Eltos;

14.2. This document, including the financial stadets and auditor reports appended to it and thardents
to which the Prospectus refers in accordance wéth iL3 above;

14.3 Follow-up financial statements of the Compuauitir the respective auditor reports, if any, aftey have
been drawn up and published.
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DEFINITIONS

The definitions below are used throughout this deent unless the context requires otherwise.

“Shares” ..o The shares in Sparky Eltos issued and registeréd wi
the Central Depository as of the date of this Peoss
(ordinary dematerialized shares with a par value of
BGN 1 per share) and the New Shares from the Qapita
Increase of the Company

“UniCredit Bulbank” ... ......cccocceiiiiiienene UniCredit Bulbank AD, Sofia, Lead Manager of the
Offering
“GDP i Gross Domestic Product

“BSE”, “Bulgarian Stock Exchange” or Bulgarian Stock Exchange — Sofia AD
“the Exchange” .........ccccoiiiiiiiiiiiiiiicenene,

“Lead Manager” ... .....ooccooeeieeeiieeeeaeeeeees UniCredit Bulbank AD

B C (0 11 ] 1P The companies controlled by Mr. Stanislav Petko& an
Mr. Petar Baburkov, including Sparky Eltos AD,
Lovech; Sparky AD, Ruse; Sparky Group AD, Sofia;
and Sparky Trading EOOD, Sofia

“DIr€CtOrS” ... .iiieeieeeieeee e Members of the Supervisory Board and Management
Board of the Company

“The Company” .......ccccccvieeereeee e eccieenns Sparky Eltos AD

“Issue price” or “Issue value” ............. BGN 16 per new share in Sparky Eltos

EU e European Union

“Financial Supervision Commission” Financial Supervision Commission in Bulgaria

OF “FSC” L. i

“Lockup Agreement” ............coveiveiinns An agreement entered into by Sparky Eltos and the

Majority Shareholder Sparky Group, which limits the
issue, sale and other forms of disposal with Shhyes
the Company and the Majority Shareholder for a
specified period following the Offering.

“Majority Shareholder” ...... ......cccccveeens Sparky Group AD, Sofia (previously named Sparky
Bulgaria AD) where the Members of the Supervisory
Board Mr. Stanislav Petkov and Mr. Petar Baburkov
have holdings of 50% of the capital each

M e International Monetary Fund

AS i ———— International Accounting Standards

IFRS” e e International Financial Reporting Standards
“Supervisory Board” ..........ccccceeiiiiiiies o Supervisory Board of the Company
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“New Shares” ......cccocvreeeeeeeeeiieeeeeeiiieenn, 2,800,000 Shares in the Capital Increase which are
subject of the Offering

“General Meeting” ..........vveeeiieiieiiiiiies General Meeting of Shareholders in Sparky Eltos

“RIGNTS” oo Securities granting the right to subscribe for eaie
number of shares in the process of issuance itiaela
to a decision made to increase the capital of digpub
company

"Offering” ... Public offering in Bulgaria of 2,800,000 New Shaires
the Capital Increase of Sparky Eltos and the oftpof
rights for trading on the BSE. The New Shares and
their respective Rights will be offered for saleside
the USA in keeping with Regulation S.

“Offered Shares” ........ccocoeeeeeiiiiiiiiiiie New Shares in the Capital Increase

"Admit to trading” ... ..., Admit the New Shares to trading on the unofficial
market of the Bulgarian Stock Exchange

“Regulation S” ........ocovvveeiiieee e Regulation S on the application of the US Secuwritie
Act

“Sparky ER0S” ... ..o, Sparky Eltos AD, Lovech

“Sparky Group” .....cccvveeeviiiieeeeeeieeessmmeees Majority Shareholder in the Company Sparky Group
AD, Sofia

“Capital Increase” ............covvvevveeeeeeiinnnns Capital Increase in Sparky Eltos through a public

offering for subscription of 2,800,000 New Shares
voted for with the decisions of the Management Boar
of 29 June 2007 and 9 August 2007

“Management Board” ............cccccceeiiiinnnn Management Board of the Company

“Articles of Association” .............ccceeeeiienne Articles of Association of the Company, latest
amendment with a decision of the General Meeting of
15 June 2007

"Central Depository" ........ccccvveveereeeeennnnn, Central Depository AD, Sofia, a company which,
pursuant to the law, keeps the national register of
intangible shares in Bulgaria and provides, in toldi
to other things, services related to clearing and
settlement of transactions in intangible securities

Throughout this Prospectus, the words signifyingeader include all genders unless the context regui
otherwise.
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Persons responsible for the information in themiltg up of the Prospectus:

Nikolay Kalbov,

Chief Executive Director and Chairperson of the ldgement Board of Sparky Eltos

Petar Atanasov,

Executive Director of Sparky Eltos

Gina Kalcheva,

Member of the Management Board and Chief Accourttb8parky Eltos

The undersigned, in their capacity of represergati?SPARKY ELTOS AD, declares with their signaturettha
the Prospectus complies with the requirements offative

Nikolai Kalbov,
Chief Executive Director and Chair of the Managetrigoard of Sparky Eltos
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Levon Hampartzoumian
Chief Executive Officer and

Chair of the Management Board

Lead Manager

UniCredit Bulbank

Argdegasini
i€fiBusienss Officer

nider of the Management Board
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INDEX TO THE FINANCIAL STATEMENTS

Interim financial statement of Sparky Eltos as 003June 2007 (not audited)

Audited financial statement of Sparky Eltos for 260

Independent auditor report

Income Statement for 2006

Annual Balance Sheet as of 31 December 2006
Shareholders’ Equity Report for 2006

Cash Flow Statement for 2006

Notes to the financial statements

Audited financial statement of Sparky Eltos for 260

Independent auditor report

Income Statement for 2005

Annual Balance Sheet as of 31 December 2005
Shareholders’ Equity Report for 2005

Cash Flow Statement for 2005

Notes to the financial statements

Audited financial statement of Sparky Eltos for 200

Independent auditor report

Income Statement for 2004

Annual Balance Sheet as of 31 December 2004
Shareholders’ Equity Report for 2004

Cash Flow Statement for 2004

Notes to the financial statements

Numbers are given in the following manner in thficial statements of Sparky Eltos: the numberd$had” is “1,000,”
the number “one hundred five tenths” is “100.50& number “one million” is “1,000,000” or “1,000,0@0" and all other
numbers are expressed and written in the same manne
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CENTRAL OFFICE OF SPARKY ELTOS

Sparky Eltos AD
9 Koubrat Str.
Lovech
Bulgaria

LEAD MANAGER

UniCredit Bulbank AD
7 Sveta Nedelia Sq.
Sofia 1000
Bulgaria

LEGAL ADVISOR TO SPARKY ELTOS

Dimitrov, Chompalov & Todorova OOD
22 — 24 Major Purvan Toshev Str.
Sofia 1408
Bulgaria

AUDITORS OF SPARKY ELTOS

Grant Thornton Bulgaria OOD
54 William Gladstone Str., floor 3
Sofia 1000

Bulgaria
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SPARKY ELTOS AD

Balance Sheet At 30 June 2007

Assets

Long-term assets

Property, plant and equipment
Intangible assets

Non-current financial assets
Deferred tax assets

Current assets
Inventories

Related party receivables
Receivables and advance payments
Cash

Current financial assets

Total assets

Equity

Share capital
Revaluation reserve
Other reserves
Financial result

Non-current liabilities
Long-term loans
Non-current part of financial lease

Current liabilities

Liabilities and advance payments
Liabilities to related parties

Short-term loans

Current part of financial lease liabilities

Total equity and liabilities

Prepared by:

G. Kalcheva

Date: 15.08.2007

TBGN TBGN
30.06.200° 31.12.2006
55,22! 39,56"
29¢ 294
17 17
2 2
55,53 39,88(
26,55! 21,21(
2,36 19
76¢ 6,31¢
1,43! 21¢
3 3
31,12 27,76¢
86,66: 67,64¢
14,00( 2,00(
32,12( 15,62¢
51z 11,62:
3,05¢ 891
49,69: 30,13¢
20,76 22,06¢
3,73¢ 3,80(
24,50t 25,86¢
6,82! 6,23¢
10¢ 97
4,31¢ 4,25¢
1,21 1,05¢
12,46t 11,64¢
86,66: 67,64¢

Managing Director:

N. Kalbov
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SPARKY ELTOS AD

Income Statement

As for the period 01.01.2007 — 30.06.2007 TBGN TBGN
30.06.2007 30.06.2006
Sales 23,567 21,083
Other income 438 474
Cost of materials (16,320) (14,475)
External services (837) (881)
Depreciation expences (2,598) (2,299)
Wages (3,795) (3,416)
Other expences (610) (436)
Adjustments 4,142 918
Operating profit 3,987 968
Net interest expenses (757) (810)
Other financial income/(expences) a71) (86)
Profit before tax 3,059 72
Taxation - -
Profit after taxes 3,059 72
Prepared by: Managing Director:
G. Kalcheva N. Kalbov

Date: 15.08.2007
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SPARKY ELTOS AD

Cash Flow Statement
For the period 01.01.2007 — 30.06.2007

TBGN TBGN
30.06.2007 30.06.2006
Cash flows from operations

Profit before interest and tax 3,816 882
Depreciation and amortization 2,598 2,298
Profit) on disposal of fixed assets - -
Gain from operations with short-term financial asse (57) (82)
(Increase) in inventories (5,349) (115)
(Increase)/ decrease in receivables 3,204 (5,663)
Increase in payables 796 6,250
Net cash inflow from operating activity before irgst and tax 5,008 3,570
Interest paid (633) (737)
Tax paid (156) (188)
4,219 2,645

Cash flows from investing activities
Capital expenditure (1,174) (1,256)
Purchase of current investment (107) 1
Proceeds from sale of non-current assets - -
(1,281) (1,255)

Cash flows from financing activities
Loans received 112 58
Loans paid (1,347) (944)
Payments under finance leases (487) (345)
Other payments - (39)
(1,722) (1,270)
Changes in cash flows during the period 1,216 120
Cash flows at the beginning of period 219 128
Cash flows at the end of the period 1,435 248

Prepared by: Managing Director:
G. Kalcheva N. Kalbov

Date: 15.08.2007
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SPARKY ELTOS AD

Statement of changes in shareholders’ equity

For the period 01.01.2007 — 30.06.2007

TBGN

Balance as of 01.01.2006
Net profit for the year

Distribution of profit to
reserves

Other movements in reserves

Balance as of 01.01.2007

Net profit for the year

Distribution of profit to
reserves

Revaluation reserve of non-
current assets disposed

Capital Increase
Balance as of 30.06.2007

Prepared by:

G. Kalcheva

Date: 15.08.2007
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Share Revaluation Other .
. Profit Total
Capital Reserves Reserves
2 000 15 627 11176 445 29 248
- - - 929 929
- - 445 (445) -
- (1) - (38) (39)
2 000 15 626 11 621 891 30 138
- - - 3,059 3,059
- - 891 (891) -
- 16,494 - - 16,494
12,000 - (12,000) - -
14,000 32,120 512 3,059 49,691
Managing Director:
N. Kalbov
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SPARKY ELTOS AD

DIRECTORS’ REPORT FOR THE YEAR ENDED 31 December 206

The Executive Director of Sparky Eltos presentrgq@ort and the financial statements prepared inrdance
with the International Financial Reporting Standafdr the year ended 31 December 2006. These fimlanc
statements have been audited by Grant Thornton Ltd.

BUSINESS DESCRIPTION

SPARKY ELTOS AD is a joint stock company incorp@ain Bulgaria. The company’s principal activity is
manufacturing of electrical handheld power toolsrréntly, the company employs 1,341 people. Thalhea
office and the manifacture are located in LoveadhigBria.

OBJECTIVES FOR 2007

The Directors have set the following primary obies for 2007:

= Innovating and increasing the equipment with higs€ precision and quality of manufacturing;
= Increasing the volume of sales in the European tJaimd the market share;
= Improving the organization and achieving greatécieihcy of production;

OPERATING REVIEW

In 2006 the company increased its sales in congratis the sales in 2005 while at the same timeaihaged
to sustain the expansion of the product range.sBfes on the Bulgarian market showed an increaseood
than 7% and with its sales abroad the company aiagd its leading position among world manufactues
powertools.

CORPORATE GOVERNANCE ISSUES

Directors

The company has a two-tier managing structure stingiof a Supervisory Board and a Board of Direscto

Members of the Supervisory Board as of 31 Decer2Bé6:

Stanislav Petkov
Peter Babourkov

Jordan Peytschev
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Members of the Board of Directors as of 31 Decen2e6:

Nikolay Kalbov
Alexander Vladimirov
Petar Atanassov
Gina Kalcheva
Anatoli Ivanov
Miroslav Kalonkin
Evgeni Mihaylov
Stoyan Tzokov

Todor Todorov

Managing Director

Managing Director of the company as of 31 Decen@i®®6 is Nikolay Kalbov

Directors’ responsibilities

The Directors are required by Bulgarian law to prepeach financial year financial statements theg g true
and fair view of the state of affairs of the compas at the financial year end and of the profittoeses for
the year.

The Directors confirm that suitable accounting giek are being used and applied in the preparafidhe
financial statements and are according to the naténal Financial Reporting Standards. The Dinectdso
confirm that applicable accounting standards haaenkfollowed and that the financial statements Hmen
prepared on a going concern basis.

The Directors are responsible for keeping properoacting records, for safeguarding the assets ef th
company and hence for taking reasonable steps Her prevention and detection of fraud and other
irregularities.

Directors’ interests

As of 31 December 2006 Nikolay Kalbov owns 145 shan the capital of SPARKY ELTOS AD.

By order of the Board

Nikolay Kalbov

Managing Director
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Lovech, 27 January 2007

SPARKY ELTOS AD

Balance Sheet At 31 December 2006

Assets

Long-term assets

Property, plant and equipment
Intangible assets

Non-current financial assets
Deferred tax assets

Current assets

Inventories

Related party receivables
Receivables and advance payments
Cash

Current financial assets

Total assets

Equity

Share capital
Revaluation reserve
Other reserves
Financial result

Non-current liabilities
Long-term loans
Non-current part of financial lease

Current liabilities

Liabilities and advance payments
Liabilities to related parties
Short-term loans

Current part of financial lease liabilities

Total equity and liabilities
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Note

w

A 00O N O O1

10

11
12

13
14
15
12

TBGN TBGN
2006 2005
39 567 38 112
294 112
17 12

2 8
39 880 38 244
21210 18 516
19 8 573

6 318 2177
219 128

3 2
27 769 29 396
67 649 67 640
2000 2000
15626 15 627
11621 11176
891 445
30138 29 248
22 066 25681
3800 1764
25 866 27 445
6 238 6 033
97 192
4 254 4192
1 056 530
11 645 10 947
67 649 67 640




SPARKY ELTOS AD

Income Statement Note
For The Year Ended 31 December 2006 TBGN TBGN
2006 2005
Sales 16 49 019 40 393
Other income 17 697 1170
Cost of materials (33919) (29 245)
External services 18 (2 087) (1 946)
Depreciation expences (4 691) (4 350)
Wages 19 (7 112) (6 027)
Other expences 20 (1 129) (1 078)
Adjustments 21 2 553 3504
Operating profit 3331 2421
Net interest expenses 22 (1 953) (1 880)
Other financial income/(expences) 23 (267) (331)
Profit before tax 1111 210
Taxation 24 (182) (113)
Profit after taxes 929 97
2006 2005
BGN BGN
Income per share 25 0,465 0,048
Prepared by: Managing Director:
G. Kalcheva N. Kalbov
Audited by:

Date: 20.01.2007

115



SPARKY ELTOS AD

Cash Flow Statement
For The Year Ended 31 December 2006 Note

TBGN TBGN
2006 2005
Cash flows from operations
Net cash inflow from operating activity before irgst and tax 26 9 354 7 843
Interest paid (1 510) (1589)
Tax paid (187) (157)
7 657 6 097
Cash flows from investing activities
Capital expenditure (3 869) (5 438)
Purchase of current investment (311) (244)
Proceeds from sale of non-current assets 466 1041
(3714) (4 641)
Cash flows from financing activities
Non-current assets finance 128 -
Loans received - 1367
Loans paid (3681) (2 053)
Payments under finance leases (260) (696)
Other finance lease payments (39) (33)
(3 852) (1 382)
Changes in cash flows during the period 91 74
Cash flows at the beginning of period 128 87
Cash flows at the end of the period 8 219 128
Prepared by: Managing Director:
G. Kalcheva N. Kalbov
Audited by:

Date: 20.01.2007
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SPARKY ELTOS AD

Statement of changes in shareholders’ equity
For The Year Ended 31 December 2006

TBGNG
Sha_lre Revaluation Other Profit Total
Capital Reserves Reserves
Balance at 1 January 2005 2000 15979 11167 38 29 184
Net profit for the year - - - 97 97
Distribution of profit to i i 38 (38) i
reserves
Revaluation reserve of non- ) (352) ) 352 )
current assets disposed
Other movements in reserves - - (29) (4) (33)
Balance at 1 January 2006 2 000 15 627 11176 445 29 248
Net profit for the year - - - 929 929
Distribution of profit to i i 445 (445) i
reserves
Other movements in reserves - 1) - (38) (39)
Balance at 31 December 200¢ 2 000 15 626 11621 891 30 138
Prepared by: Managing Director:
G. Kalcheva N. Kalbov
Audited by:

Date: 20.01.2007
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SPARKY ELTOS AD

ACCOUNTING POLICIES

General Info

The Company is a joint-stock company. The Comparggsstered office, which is also its principal plafédusiness, is
Lovech. SPARKY ELTOS AD is a manufacturer of powasls$ including drills, saws and grinders for prefesal and

home use

The capital of the company is divided into 2,000,8dares with nominal value of 1 Lev. The sharesdirided into the
following classes — 97.31% dematerialized sharels2a69% materialized shares (cash privatizatioi)sihares have the
right of 1 vote at the General meeting of the dhalders. The Company’'s shares are listed on theaBialg stock

exchange since 2000.

As of 31.12.2006 the company employs 1,341 people.

The Company has two tire type of management systesisting of Supervisory board and Managing board.

Members of the Supervisory board:

Stanislav Petkov
Peter Babourkov
Jordan Peytschev
Members of the Board of directors:
Nikolay Kalbov
Alexander Vladimirov
Peter Atanassov
Gina Kalcheva
Anatoli Ivanov
Miroslav Kalonkin
Evgeni Mihaylov
Stoyan Tzokov

Todor Todorov

Basis of preparation
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The financial statements of the Company have beepaped in accordance with International Financiapdring
Standards (IFRS) as developed and published bythenhtional Accounting Standards Board (IASB) anopéed by the
European Union.

Change in accounting policies

Amendments in IFRS effective in 2006

IAS 19 (Amendment), Employee Benefits, is mandatmrythe Group’s accounting periods beginning onafier 1
January 2006. As the Company does not intend togehtre accounting policy adopted for recognitiomctuarial gains
and losses and does not participate in any mulgileyer plans, adoption of this amendment only intpaice format and
extent of disclosures presented in the accounts.

Standards early adopted by the Company

IFRS 7, Financial Instruments: Disclosures, and dbmplementary Amendment to IAS 1, Presentation inaiicial
Statements — Capital Disclosures, were early adopte2006. IFRS 7 introduces new disclosures redatin financial
instruments. This standard does not have any impacthe classification and valuation of the Groufitsancial
instruments

Standards, amendments and interpretations effectivan 2006 but not relevant

The following standards, amendments and interpogtatare mandatory for accounting periods beginmingr after 1
January 2006 but are not relevant to the Groupésaijons:

IAS 21 (Amendment), Net Investment in a Foreign @gen;

IAS 39 (Amendment), Cash Flow Hedge Accounting afé€ast Intragroup Transactions;

IAS 39 (Amendment), The Fair Value Option;

IAS 39 and IFRS 4 (Amendment), Financial Guarantesti@ots;

IFRS 1 (Amendment), First-time Adoption of Interiwathl Financial Reporting Standards and IFRS 6

(Amendment), Exploration for and Evaluation of MiaeResources;

= IFRS 6, Exploration for and Evaluation of Mineral Rexces;

= |FRIC 4, Determining whether an Arrangement contaihgase; and

= |FRIC 5, Rights to Interests arising from Decommissig, Restoration and Environmental Rehabilitation
Funds.

= IFRIC 6, Liabilities arising from Participating ingpecific Market — Waste Electrical and Electrdaguipment.

Overall considerations

The significant accounting policies that have beensed in the preparation of these financial statemestare
summarized below.

The financial statements have been prepared ohistarical cost basis except for the revaluatioeertain properties and
certain financial assets and liabilities. The measent bases are more fully described in the a¢owupolicies below.

It should be noted that accounting estimates asdnagtions are used in preparation of the finarstatements. Although
these estimates are based on management's bededgevof current events and actions, actual resodtg ultimately
differ from those estimates.

Foreign Currecy Deals

The financial statements of the company are prejparBulgarian leva BGN and that is the official @ncy the company
uses in its reports

As part of the IMF sponsored reforms, a Currencgarrangement was established in July 1997 throug
the Bulgarian National Bank Act. The Lev was pegtgethe Deutsche mark at the rate of DEM 1 = BGL
1,000. Following the introduction of the Euro ahd tedenomination of the Lev, the Lev was peggeteo
Euro at an exchange rate of BGN 1.95583 to EUR.1.00

Income and expense recognition
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Revenue is measured at the fair value of the corsida received or receivable taking into accoutnet &amount of any
trade discounts and volume rebates, allowed b¥trmapany. In case similar assets with similar vahresexchanged, the
transaction is not recognized as generating income.

Revenue from the sale of goods is recognized wHeheafollowing conditions have been satisfied:

= the Company has transferred to the buyer the sigmifirisks and rewards of ownership of the goods;

= the Company retains neither continuing managenadlir'ement to the degree usually associated witheoship,
nor effective control over the goods sold;

= the amount of revenue can be measured reliably;

= jtis probable that the economic benefits assadiafi¢h the transaction will flow to the Company;

= the costs incurred or to be incurred in respetih®ftransaction can be measured reliably.

Revenue from rendering a service is recognized wnenesult of the transaction can be reliably mestsu

Operating expenses are recognized in the incortenséat upon utilization of the service or at theedz their origin.
Investment in Sybsidiaries

Subsidearies are companies controlled by the Compdime control over the subsidiaries is expressethé ability to
manage the financial and operating policy of thbsgliary so that financial benefits are derivedaasesult from its
activity. In the stand alone financial reportsted Company, the investments in subsidiaries aretexpwiith their cost.

Borrowing costs

All borrowing costs are expensed as incurred. Boimges are recognized initially at fair value, nettdnsaction costs
incurred. Borrowings are subsequently stated at @aadr cost. Any difference between the proceeds ghéransaction
costs) and the redemption value is recognizeddrnritbome statement over the period of the borrosvirging the effective
interest method.

Property, plant and equipment

An item of property, plant and equipment is inlfiaineasured at its cost, which comprises its pweharice, including
import duties and non-refundable purchase taxed,amy directly attributable costs of bringing theset to working
condition for its intended use.

Subsequent to initial recognition as an assettem bf property, plant and equipment should beiedrat a revalued
amount, being its fair value at the date of theaheation less any subsequent accumulated depi@tiatid subsequent
accumulated impairment losses according to thenaltee approach. Impairment losses are chargethsigavaluation
reserve if no expenses have been accrued befardftttze revalued asset is sold, written off ormanently withdrawn
from use, the remaining revaluation reserve issfiemed to retained earnings.

As at the date of preparation of the Financiale3teents an analysis of the fair value of the itefmBroperty, plant and
equipment is performed, aiming the assessmentdifi¢gsessity of revaluation.

Subsequent expenditure relating to an item of ptgpplant and equipment that has already beengreézed is added to
the carrying amount of the asset when it is prabdbbt future economic benefits, in excess of thgirally assessed
standard of performance of the existing asset,floilv to the Company. All other subsequent expemdgware recognized
as expenses in the period in which they incurred.

Property, plant and equipment acquired under fiadease agreement, are depreciated based onxpeirted useful life,
determined by reference to comparable assets edlms the period of the lease contract — the shpegod of time is
taken into consideration.

Depreciation is calculated using the straight-limethod over the useful life of the assets as fatow
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Description Useful life

(in years)
Buildings 25
Machines and equipment 3
All vehicles excluding cars 10
Computer equipment and software 2
Cars 4
Repaired assets with prolonged useful life 50
Other 7

Intangible assets

Intangible fixed assets are measured initially @ttclf an Intangible asset is acquired separathly,cost comprises its
purchase price, including any import duties and-refandable purchase taxes, and any directly atalile expenditure on
preparing the asset for its exploitation. If anahdible asset is acquired in a business combinatien cost of that
Intangible asset is based on its fair value atitite of acquisition.

After initial recognition, an Intangible asset iarded on the basis of recommended approach, ti.gs @ost less any
accumulated amortisation and any accumulated depi@t Depreciations are recognized as expensthenincome
statement for the respective period.

Subsequent expenditure on a Intangible asset itgt@urchase or its completion is recognised asxense when it is
incurred unless it is probable that this expendituill enable the asset to generate future econbamefits in excess of its
originally assessed standard of performance; aisdettpenditure can be measured and attributedet@set reliably. If
these conditions are met, the subsequent expeadstadded to the cost of the Intangible asset.

Amortisation is calculated using the straight-lmethod with the following depreciation rates:

Description Useful life
(in years)

Software 2

Patents and licenses 7

The Company carries careful estimation when estegisvhether the criteria for initial recognition asset of the

expenses on development have been met. The Managestienation is based on the entire availablerinégion as of the

date of the Balance sheet. In addition to all atitisirelated to development of intangible fixedeaswe observed and
controlled by the Management on a regular basis.

Lease

In accordance with IAS 17 (rev 2005), the econoavimership of a leased asset is transferred toetbeeé if the lessee
bears substantially all the risks and rewardsedl&h the ownership of the leased asset.
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The related asset is recognized at the time ofptime of the lease at the lower of the fair valdehe leased property or
the present value of the minimum lease paymentsomesponding amount is recognized as a financ@nigdiability,
irrespective of whether some of these lease payaetpayable up-front at the date of inceptiotheflease.

The corresponding finance leasing liability is reeldh by lease payments less finance charges, whickex@pensed to
finance costs. Assets acquired under the termmafde lease are depreciated in accordance withlB\Broperty, plant
and equipment and/or IAS 38 Intangible assets.

All other leases are treated as operating leaseeagnts. Operate lease payments are recognized espanse on a
straight-line basis. Affiliated costs, such as rteance and insurance, are expensed as incurred.

Inventories
Inventories comprise raw materials and suppliggshied goods and purchased goods. Cost includesmdhses directly

attributable to the manufacturing process as welswitable portions of related production overheddsed on normal
operating capacity. Financing costs are not takemdonsideration. At the balance sheet date, toviers are carried at the
lower of cost and net realizable value.

Net realizable value is the estimated selling piticthe ordinary course of business less any agiplicselling expenses. In
case inventories have already been impaired to tiedi realizable value and in the following perited impairment

conditions are no longer present, than a new dizedle value is determined up to the initial \eahrior impairment. The
inventory recovery amount is accounted for as desgren inventory expenses for the period in whighrecovery takes
place.

The cost of inventories is assigned by using thighted average cost, according to the benchmaakment.

When inventories are sold, the carrying amounho$é inventories is recognized as an expense ipetied in which the
related revenue is recognized.

Impairment testing the assets of the company

The Company’s assets are subject to impairmennhggatievery balance — sheet date, other intangisets and property,
plant and equipment are subject to impairmentrigsti

For the purposes of assessing impairment, assetgauped at the lowest levels for which theresaqarately identifiable
cash flows (cash-generating units). As a resuthesassets are tested individually for impairmert some are tested at
cash-generating unit level.

Individual assets or cash-generating units andrdtiti@ngible assets with an indefinite useful biethose not yet available
for use are tested for impairment at least annuallg whenever events or changes in circumstanchsate that the
carrying amount may not be recoverable.

An impairment loss is recognized for the amountuiych the asset’s or cash-generating unit's cagr'gimount exceeds
its recoverable amount.

The recoverable amount is the higher of fair vateecting market conditions less costs to seil ealue in use, based on
an internal discounted cash flow evaluation.

Financial assets

Company’'s financial assets include cash and finaricstruments other than hedging instruments. Timantial
instruments include loans and receivables.

Financial assets are recognized at the date dafahsaction.

With the initial recognition of financial asset tB®mpany evaluates it with its fair value. The exgg=non the deal which
ight be attributed directly to acquiring or issuiofythe financial asset are attributed to the valtithe financial asset or
liabilitiy, with exception of financial assts oaliilities accounted with their fair value in thedme statement.

Derecognition of financial instruments occurs whika rights to receive cash flows from the investraesxpire or are
transferred and substantially all of the risks sswards of ownership have been transferred. Arsaggent for impairment
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is undertaken at least at each balance sheet diatilvev or not there is objective evidence thabarftial asset or a group
of financial assets is impaired.

Non-compounding interest and other cash flows tiegulfrom holding financial assets are recognizedhe Income
statement when received, regardless of how th&erktarrying amount of financial assets is measured

Held-to-maturity investments are financial instrumsewith fixed or determinable payments and a figate of maturity.
Investments are classified as held-to maturityt ilsithe intention of the Company’s management ttl tloem until
maturity. Held-to-maturity investments are subsedgyeneasured at amortized cost using the effedtiterest method. In
addition, if there is objective evidence that theeistment has been impaired, the financial assee@sured at the present
value of estimated cash flows. Any changes to teying amount of the investment are recognizedhi income
statement.

Financial assets at fair value through profit @slinclude financial assets that are accountedaunrrried particularly for
the purpose of selling or repurchasing in the rteem. Derivative financial instruments that do wotalify for hedge
accounting are classified as held for trading. 8gbent to initial recognition, the financial ingtrents included in this
category are measured at fair value, except thdsehvhave no market value at active markets andéémeir fair value
cannot be measured reliably. Those without quotedket prices are measured at amortized cost usiageffective
interest method or at cost in cases when they d@ve fixed date of payment

Loans and receivables are non-derivative finaresakets with fixed or determinable payments thatatequoted in an
active market. They arise when the Group providesey, goods or services directly to a debtor withimention of
trading the receivables. Loans and receivablessabsequently measured at amortized cost usingftaetiee interest
method, less provision for impairment. Any changéhieir value is recognized in the Income statement

Trade receivables are provided against when obgevidence is received that the Group will notabée to collect all
amounts due to it in accordance with the origirafnis of the receivables. The amount of the writeries determined as
the difference between the carrying amount of #setand the present value of estimated futurefeash.

Available-for-sale financial assets include thossets which do not qualify for inclusion in anytbé other categories of
financial assets: loan and receivables held — teaturity investments and financial assets at falue through profit or

loss. All financial assets within this category atgbsequently measured at fair value, unless ibane market value at
active markets present and hence their fair vahremot be measured reliably. Those without quotetketgrices are

measured at amortized cost using the effectivadatemethod or at cost in cases when they don’e Hixed date of

payment

Accounting for hedging activities

The company has “ZUNK” loan payable in USD (seeenb®) and therefore is exposed to foreign exchaistie The
company has entered into a forward rate agreemémiSG Logistics to protect itself against a futesechange movement
in the USD/EUR exchange rate. The balance of thgégkgosition as of 31 December 2006 is USD 3,284,00

Derivatives are initially recognized at fair valoa the date a derivative contract entered into amedsubsequently re-
measured at their fair value.

Income tax

Current income tax assets and/or liabilities coneptimse obligations to, or claims from, fiscal auities relating to the
current or prior reporting period, that are unpaicdhe balance sheet date. They are calculateddicgao the tax rates
and tax laws applicable to the fiscal periods tacWtthey relate based on the taxable profit for yhar. All changes to
current tax assets or liabilities are recognized esmponent of tax expense in the income statement

Deferred income taxes are calculated using thditiamethod on temporary differences. This invawhe comparison of
the carrying amounts of assets and liabilitieshe financial statements with their respective tasds. However, in
accordance with the rules set out in IAS 12, nedefl taxes are recognized in conjunction with gathdThis applies
also to temporary differences associated with shiswsubsidiaries and joint ventures if the Compeeny control reversal
of these temporary differences and it is probabb teversal will not occur in the foreseeable feitun addition, tax
losses available to be carried forward as wellthsroincome tax credits to the Company are assdesadcognition as
deferred tax assets. Deferred tax asset in rel&ticarried forward losses is recognized to thiergxhat the realization of
the related tax benefits through the future taxabddits is probable.
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Deferred tax liabilities are always provided forfill. Deferred tax assets are recognized to thendxhat it is probable
that they will be able to be offset against futtarable income. Deferred tax assets and liabilaiescalculated, without
discounting, at tax rates that are expected toyatoptheir respective period of realization, praddthey are enacted or
substantively enacted at the balance sheet date.

Most changes in deferred tax assets or liabildiesrecognized as a component of tax expense imt¢oene statement.
Only changes in deferred tax assets or liabilitted relate to a change in value of assets orlili@isi that are charged
directly to equity are charged or credited diretblygquity.

Cash and cash equivalent

Cash and cash equivalents include cash at banknamainid as well as current bank accounts, short ¢erhighly liquid
investments which can easily be turned into momelycontain insignificant risk of change in value.

Equity
Share capital is determined using the nominal vehages that have been issued.
The revaluation reserve comprises gains and laisz$o the revaluation of property, plant and eangipt.
Retained earnings include all current and priorqeeresults as determined in the income statement.
Other reserves result from the distribution of firafid include legal reserves and additional reserv

Employee benefits

The Company has not elaborated and does not appig iér employee benefits after leaving, nor otbeg term income
and plans for income after leave or ones in thenfoompensations with shares of the share capiiatenest.

The Company reports short-term payables relatingniatilized paid leaves, which shall be compensatedase it is
expected the leaves to occur within 12 months dfterend of the accounting period during which ¢haployees have
performed the work related to those leaves. Thet $bion payables to personnel include wages, salamd related social
security payments.

Financial liabilities

The Company's financial liabilities include bank msaand overdrafts, trade and other payables arahdan leasing
liabilities. They are included in balance sheet lilems Current liabilities and Long-term liabilgie

Financial liabilities are recognized when the Complagcomes a party to the contractual agreemerttedhstrument. All
interest related charges are recognized as an sgpefiffinance cost” in the income statement.

Bank loans are raised for support of long term fogdof the Company’s operations. They are recognaeproceeds
received, net of direct issue costs. Finance clsaigeluding premiums payable on settlement or mgdimn and direct
issue costs, are charged to profit or loss on amuat basis using the effective interest method aredadded to the
carrying amount of the instrument to the extent thay are not settled in the period in which thege.

Finance lease liabilities are measured at init@ll® less the capital element of lease repaymeatieTpayables are
recognized initially at their nominal value and sejuently measured at amortized cost less setttqragments.

Other provisions, contingent liabilities and contirgent assets
Provisions, representing current obligations of @empany arising from past events, the settlememthich is expected

to result in an outflow of resources, are recoghias liabilities. A provision is recognized only evhthe following
conditions are present:

= The Company has a present obligation as a resalpakt event
= ltis probable that an outflow of resources embogyconomic benefits will be required to settledbigation
= Areliable estimate can be made of the amountebttligation
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The amount recognized as a provision is the béisha® of the expenditure required to settle tresent obligation at the

balance sheet date.

In reaching the best estiofathe provision, the Company takes into account risks and

uncertainties that inevitably surround many evemis circumstances as well as the effect of the viahee of the money,

when it is material.

Provisions are reviewed at each balance sheetatateadjusted to reflect the current best estinlatié.is no longer
probable that an outflow of resources embodyinghenac benefits will be required to settle the oatign, the provision

is reversed.

The Company does not recognize contingent assetieirfinancial statements as possible obligationseamwhose
existence is not yet confirmed or this may resuthie recognition of income that may never be zedli

Property, plant and equipment

Accounting Value

Accumulated Depreciation

Net Bookalue

Additio Disposal

Addition Disposal

01,0105 2 31.12.05 01.01.05"% 058 3112.05 31.1205 31.12.04
TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN  TBGN TBGN esa
Land 13 067 ; - 13067 ; - - - 13067 13067
Buildings 10793 76 - 10869 3587 432 - 4019 6850 7206
Plant and machinery 56246 6183 897 61532 46487 2979 880 48586 12946 9 759
Vehicles 1477 221 12 1686 902 271 12 1161 525 575
aosfrs‘:trsnon'cu"e”t 3971 1736 312 5395 1829 646 82 2393 3002 2142
Construction in 21908 4815 5291 1722 ; - - - 1722 2198
progress*
TOTAL: 87752 13031 6512 94271 52805 4328 974 56159 38112 34947
Cost Accumulated Depreciation Net Book Value
01.01.06 Adg;“o D'Spsosa' 31.12.06 01.01.06Add:'°” D's‘;osa' 31.12.06 31.12.06 31.12.05
TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN  TBGN
Land 13 067 ; - 13067 ; - - - 13067 13067
Buildings 10869 48 - 10917 4019 436 - 4455 6462 6850
Plant and machinery 61532 4019 2458 63093 48586 3263 2456 49393 13700 12946
Vehicles 1686 101 ; 1787 1161 224 - 1385 402 525
Other non-current 5395 547 199 5743 2393 740 3 3130 2613 3002
assets
Construction in 1722 5658 4057 3323 ; - - . 3323 1722
progress
TOTAL: 94271 10373 6714 97930 56159 4663 2459 58363 39567 38112

*As at 31 December 2006 the company has signedactsitior the construction of plant and equipmenttie amount of

TBGN 3,707
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Net Book Value

Property, plant and equipment valued according tc
the alternative approach

Property, plant and equipment valuec
according to the benchmark treatment

31.12.2006 31.12.2005 31.12.2006 31.12.2005
TBGN TBGN TBGN TBGN

Land 13 067 13 067 230 230
Buildings 6 462 6 850 4108 4 496
Plant and machinery 13700 12 946 13 344 12 590
Vehicles 402 525 398 520
Other non-current assets 2613 3002 2613 3002
Construction in progress* 3323 1722 3248 1647
TOTAL: 39 567 38112 23941 22 485

Pledged property, plant and equipment:

¢ The loan from Bulbank secured by plant and mackiiaethe amount of BGN 23 133 818.
* Investment loan from BULBANK is secured by pledgensachinery in the amount of BGN 3 967 657.

* DEG 2001 - first ranking mortgage is registeredaivor of DEG in the amount of TEUR 2,280 plus ingtref 12%

p.a. on its land including all buildings and constion and other works which are fixed or in futw#l be fixed to
the land pari passu with mortgage in favor of thiwa®e investors in the amount of TEUR 576. The l@mlso
secured by the assets purchased with the recaivedtment amount.

Private investors 2001 — second ranking mortgagedistered in favor of Private investors in theoant of TEUR
576 plus interest of 12% p.a. on its land includitighuildings and construction and other worksahhare fixed or in
future will be fixed to the land pari passu withnigage in favor of DEG in the amount of TEUR 2,288e loan is
also secured by the assets purchased with thesegcigivestment amount.

DEG 2004 — a mortgage is registered in favor of DE@ediately next in ranking after the mortgageawor of

DEG and Private investors in the amount of TEUR @,0lis interest of 12% p.a. on its land includifigoaildings

and construction and other works which are fixethduture will be fixed to the land. The total aumt owing under
the agreement should not exceed 60% of the totdkehaalue of the encumbered land, buildings amktaction
works according to the independent valuation madeecember 2003.

DSK Bank — pledge on fixed assets — machinery guipenent In the amount of BGN 388 026.

Non-current Assets

Cost Accumulated Depreciation

Net Book Value

Additio Disposal 311205 01.Ol_OSAddltlo Disposal
ns s ns s

01.01.05

31.12.05 31.12.05 31.12.04

TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN
Patents 55 82 - 137 24 13 - 37 100 31
Software 751 - 100 651 741 5 100 646 5 10
Other ~ Non- 25 - - 25 14 4 - 18 7 11
current assets
TOTAL: 831 82 100 813 779 22 100 701 112 52
Cost Accumulated Depreciation Net Book Value

01.01.06

Additio Disposal
ns s

Additio Disposal
ns s

31.12.06 01.01.06

31.12.06 31.12.06 31.12.05

TBGN TBGN TBGN

TBGN TBGN TBGN TBGN
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Patents 137 209 346 37 23 - 60 286 100
Software 651 1 - 652 646 3 - 649 3 5
Other ~~ Non- 25 - - 25 18 2 - 20 5 7
current assets
TOTAL: 813 210 - 1023 701 28 - 729 294 112
Investments
Long-term investments represent shares which SPAEKdS AD holds in different companies with a totalue of BGN
17 000. The shares refer to the following compart#®esurs AD — BGN 5 000 and fund Industria — BGNQIBD. All
financial assets within this category are subsetfyieneasured at fair value, unless there is no etavklue at active
markets present and hence their fair value caneaohdasured reliably. Those without quoted markieeprare measured
at amortized cost using the effective interest wethr at cost in cases when they don’t have fixae df payment.
Current investments represent the purchase of gmerhsecurities, which are used for the repaymérhe liabilities
under the ZUNK liability.
Inventories
31.12.2006 31.12.2005
TBGN TBGN
Materials 13177 11 100
Work in progress 6 259 5748
Finished goods 1486 1367
Goods 288 301
21210 18516
Pledged and secured inventory:
¢ The loan from BULBANK secured with raw materials é@mory balance of at least BGN 4 060 840.
« Investment loan from BULBANK is secured by pledgedativeries and materials of BGN 1 012 353.
e First Investment Bank AD — pledge on inventory - set of stators.
Related party receivables
31.12.2006 31.12.2005
TBGN TBGN
SG Logistics Ltd. 14 8 545
SPARKY AD, Rousse 5 28
19 8573
Accounts receivable and prepayments
31.12.2006 31.12.2005
TBGN TBGN
Receivables from suppliers and customers 5491 1285
VAT recoverable 558 390
Legal and awarded claims 12 76
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Other current receivables 213 362

Prepaid expences 44 64

6 318 2177

Cash and cash equivalents

31.12.2006 31.12.2005
TBGN TBGN
Cash in hand 8 8
Cash at Bank in Leva 142 108
Cash at Bank in Foreign Currency 61 4
Deposits in Leva 8 8
219 128
Ordinary shares
Number 31.12.2006 31.12.2005
TBGN TBGN
Ordinary shares 2 000 000 2 000 2 000
2 000 2 000

The Share Capital is BGN 2,000,000 and is dividetl 86 277 dematerialized voting shaveith face value of BGN
1.00 and 53 723 materialized shares with face vafl B8GN 1.00.

Revaluation reserve

31.12.2006 31.12.2005
TBGN TBGN
Non-current tangible Assets:
Revaluation according to the accounting laws 3900 3901
in force prior to 31 December 2001 11726 11726
15 626 15 627

Long-term loans

The fair value of the long-term liabilities is deténed by means of calculation of their presentigas of the date of the
Balance sheet through effective interest methothdrincome statement are not reflected the changee fair value of
the long-term liabilities as in the Balance sheeythre included with their depreciable value. Gelhgrthe long-term
liabilities represent liabilities on bank loansats form related parties and financial leasing.

31.12.2006 31.12.2005
TBGN TBGN
Related party payables
= SPARKY GmbH 2001 548 822
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=  SG Logistics Ltd. 1564 2190

2112 3012
31.12.2006 31.12.2005

TBGN TBGN

Non-current tangible assets finance 128 -

Bank Liabilities:

=  Bulbank — revolving loan 8 606 8 606

=  Bulbank — investment credit 424 751

= DEG 2001 1274 1911

= DEG 2004 2933 4107

=  Private investors 2001 321 482

Long — term portion of ZUNK liability BGN 874 950
Long — term portion of ZUNK liability USD 4 249 5 156
Hedging of long-term portion of ZUNK liability 1145 706
19 954 23 669

Bulbank (2004)

During 2005 the loan was renegotiated and the atrexianded to SPARKY ELTOS by BULBANK AD was incredde
TEUR 4,400. The loan is ultimately repayable on 2Bil®2007. After an annual review and a positiveessment of the
financial status of the company, the loan coul@xtended by further 18 months.

In 2004 BULBANK extended a TEUR 500 investment Idgarthe company. The loan is repayable in 35 emqaithly
installments of TEUR 13.9, starting May 2006 andnalfinstallment of TEUR 13.5. The loans are secwrét pledge
over machines and equipment and inventory owne8RARKY ELTOS AD.\

The interest rate applicable to both loans is theofith EURIBOR+4.9%

Deutsche Investitions- und Entwicklungsgesellschdftd (DEG) and SG Logistics Limited (2004)

On 29 June 2004 the company signed two long-tenastment contracts for a total of TEUR 4,600. Thaentowere
granted by DEG (TEUR 3,000) and SG Logistics LihiEEUR 1,600).

The loans are repayable in 26 equal quarterly lingats starting on 15 September 2005. The inteyedhe loans is the
3-month EURIBOR+2.8%.

The loan from DEG is secured by a next-ranking gage over real property, a pledge over the mactindsequipment
which are to be acquired under the agreementstad@mand payment guarantee by SPARKY GmbH, andtadizmand
payment guarantee by SG Logistics Limited. The loam SG Logistics Limited is not secured.

Deutsche Investitions- und Entwicklungsgesellschaid (DEG), private investors, represented by Mr.HD Westphal
(private investors), SPARKY GmbH (2001)

In order to expand its operations by establishidditeoonal manufacturing facilities, on 20 DecemB801, SPARKY
ELTOS AD signed the following long-term loan comtis

Lender Principal TEUR

DEG 2,280
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Private investors 576

SPARKY GmbH 980

3,836

The interest rate is the six-month EURIBOR rate pli@p.a. and is payable in arrears semi-annual [0ans are
repayable in 14 equal semi-annual installmentsistat5 May 2004.

The loans from DEG and Mr. D. H. Westphal are seduy a first ranking mortgage in favor of DEG,igaassu with a
mortgage in favor of Mr. D. H. Westphal. The loaoni SPARKY GmbH is not secured.

ZUNK

The “ZUNK” loan represents an obligation of SPARKYTOS AD to the Government of Bulgaria. Initiallyrépresented
a loan extended to SPARKY ELTOS AD by the Moscowuktdal Bank, which was subsequently transformed ant
payable to the Bulgarian government. In 2004 the Gmpmegotiated a new repayment plan for the ZUNNKility. The
long-term portion of the loan represents all istahts due in and after 2008. The interest rate0s% per annum.The
ZUNK can either be repaid in cash at its nomindliear repaid by purchasing ZUNK bonds and exchapghem with
the ZUNK liabilities at the nominal value of the Kl bonds.

Finance Lease

The company currently has thirteen finance leaseemgents as of 31 December 2006, which relate edystion

equipment — grundmaschine mit CNC control, centsriggnding machine, internal grinding machine, @nsds for
electrical parameters testing of armatures for catator electric motor, 4 winding machines, commutaturning

machine, commutator slot cutting machine, 3 latbesong details with CNC control; injection moldimgachine. The net
carrying amount of the assets held under the lissB&N 6 515 000.

Future minimum lease payments as per 31 Decemi@ér 2@ as follows:

Up to 1 year 1to 5 years Total
TBGN TBGN TBGN
Lease payments 1384 4 300 5684
Discounts (328) (500) (828)
Net present value 1 056 3 800 4 856

The lease agreements include fixed lease paymedta purchase option at the end of the lease tdihesagreements are
non-cancelable but do not contain any further iegins.

Accounts payable and accruals

31.12.2006 31.12.2005
TBGN TBGN

Trade payable 4106 3820
Payables to employees 1043 1047
Payables to national social security 531 584
Tax payables 362 377
Interest payable 134 153
Other payables 62 52
6 238 6 033

130



Related party payables

31.12.2006 31.12.2005
TBGN TBGN
SG Logistics Ltd. - 920
- interest payable 7 7
SPARKY GmbH 5 23
- interest payable 8 9
SPARKY AD Rousse - 54
SPARKY Group AD 77 9
97 192
Short-term loans
31.12.2006 31.12.2005
TBGN TBGN
Related party payables
= SPARKY GmbH 2001 274 274
=  SG Logistics Ltd. 626 626
900 900
Bank Liabilities:
=  Bulbank - overdraft 38 47
= Bulbank — investment loan 327 217
= DEG 2001 637 637
=  Private investors 2001 161 161
= DEG 2004 1174 1174
= DSK Bank - 175
=  First Investment Bank 200 200
Short-term portion of ZUNK liability BGN 114 95
Short-term portion of ZUNK liability USD 554 516
Hedging of long-term portion of ZUNK liability 149 70
3354 3292

The short term portion of the loan from BULBANK regents the utilized portion of an overdraft fagilithe allowed
amount of the overdraft is TBGN 125

First Investment Bank

During 2005 a contract was signed with First Inmestt Bank for an overdraft facility with maximumailed amount of
the overdraft- TBGN 200 (TEUR 102). The overdrafh dze used until 25.08.2007. The interest of therdredt is
determined as the base interest rate of BNB (Bulg&tational Bank) is increased with 6.00%.

DSK Bank
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A contract for overdraft- loan was signed durind2Gor a period of 12 months. The amount of therdnadt cannot
exceed TEUR 90 and can be used until 14.07.2006.irftbeest rate for the loan will be the 3 month EBER plus

5.00%.

Sales

31.12.2006 31.12.2005
TBGN TBGN
Sales of finished products 47 005 37474
Other sales 2014 2919
49 019 40 393
Other Income
31.12.2006 31.12.2005
TBGN TBGN
Income from sale of fixed assets (without products) 2 637 3 066
Balance value of the assets sold (without products) (1 940) (1 896)
697 1170
Expences for External Services
31.12.2006
31.12.2005
TBGN TBGN
Transport (89) (121)
Repairment (458) (352)
Tax (223) (244)
Telecomunications (402) (390)
Other (915) (839)
(2 087) (1 946)
Wages
31.12.2006 31.12.2005
TBGN TBGN
Wages (5 699) (4 600)
Social Security (1 413) (1 427)
(7 112) (6 027)

Other Expences
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Social Expences
Overhead expenses
Donations

Business trips

Other services

Adjustments

Expenses for acquisition and liquidation of tangiaésets by using
own resources and materials

Increase of products in store, work in progress

Other adjustment

Interest expense (net)

Interest expense

Financial expense

Finance lease expenses

Interest for overdrafts and bank accounts

Investment income from repaying interest on ZUN&bility
Foreign exchange gains

Foreign exchange losses

Income tax expenses

31.12.2006 31.12.2005
TBGN TBGN
(40) (23)
(231) (194)
(54) (21)
(225) (233)
(579) (607)
(1 129) (1078)
31.12.2006 31.12.2005
TBGN TBGN
842 507
630 2351
1081 646
2553 3504
31.12.2006 31.12.2005
TBGN TBGN
(1 953) (1 880)
(1 953) (1 880)
31.12.2006 31.12.2005
TBGN TBGN
(252) (233)
(191) (180)
152 109
1340 790
(1 316) (817)
(267) (331)

The relationship between the expected tax expeasedoon the effective tax rate of the company ad(B5 (2006:
10.00%) and the tax expense actually recogniseleirincome statement can be reconciled as set b&loatemporary
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differences in 2005 and 2006 are result of unusedia paid leaves for the amounts of 28,872 EUROD52and 10,348
EUR in 2006. The deferred tax income is recognizeld®o tax rate for the year 2007.

Result for the year before tax
Tax rate

Expected tax expense

Adjustment for tax exempt income

Adjustment for non-deductible expenses

Current tax expense

Deferred tax income / (expense)
Reversal of temporary differences

Actual tax expense (net)

Earnings per share

31.12.2006
TBGN
1111
15.00%
(167)
amgﬁf]te Tax effect
cyma
(4 747) 712

4810 (722
1174 (167)
2

(8)
(182)

Base
amount

(4 698)

5201

713

As of 31.12.2006 the company has not issued anyrises, which could be transferred into ordinanares.

31.12.2005

TBGN
210

15.00%

(32)

Tax effect

705

(780)

(107)

(15)
(113)

Basic earnings per share have been calculated tisengiet results attributable to shareholders of dbmpany as

numerator.

The weighted average number of outstanding shased for basic earnings per share as well as prafiitbutable to

shareholders is as follows:

Profit attributable to equity holders of the Comp#B%N)

Weighted average number of ordinary shares in issue

Basic earnings per share (BGN per share)

Net cash inflow from operating activities before iterest and tax

Profit before interest and tax
Adjustments:

Depreciation and amortization
(Profit) on disposal of fixed assets

Gain from operations with short-term financial asse
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31.12.2006 31.12.2005
929 839 96 693
2 000 000 2 000 000
0,465 0,048
31.12.2006 31.12.2005
TBGN TBGN
3 064 2 090
4691 4 350
(108) (400)
(152) (109)



(Increase) in inventories
(Increase)/ decrease in receivables

Increase in payables

Related party transactions

Related party sales

SG Logistics Ltd
SPARKY AD Rousse
CITAPKH I'm6X

Related party purchases

SPARKY AD Rousse
SPARKY GmbH
SPARKY BULGARIA AD

Currency differences resulting from hedged position

SG Logistics Ltd.

Interest paid

SG Logistics Ltd.
SPARKY GmbH

(2 694) (4 940)
4417 10519
136 (3 667)
9354 7 843
31.12.2006 31.12.2005
TBGN TBGN
37 586 29 136
338 837
2582 2141
40 513 32114
160 298
2956 2410
90 43
3206 2751
31.12.2006 31.12.2005
TBGN TBGN
(61) (89)
(162) (157)
(64) (74)
(226) (231)

Contingent assets and contingent liabilities
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At of 31 December 2006 the company has issued migsory note to BULBANK AD for the amount of TEUR 001
The company has also issued a promissory note toBBINK AD for the amount of TEUR 500. A promissory dias
been issued to DSK for the amount of the credit RE0 plus the annual interest.

Financial risk management

Financial risk factors

The Company’s activities expose it to a varietyin&fcial risks, including the effects of foreignm@ncy exchange rates
and interest rates. The management monitors thealbvesk and seeks to minimize potential adverffeces on the
financial performance of the Company.

Foreign exchange risk

The Company operates in Bulgaria and is currentlypsag to foreign exchange risk arising from ZUNKbiidy in US
dollars, which has been hedged through a forwamtemgent (see Note 1 (vii)). The exposure involvedclosely
monitored to ensure effective and efficient risknagement.

Interest rate risk
The Company borrows at floating rates and the expssuavolved are monitored regularly.
Credit risk

The Company has significant concentrations of cnéshtto debtors of proven credit history. The Comphas policy in
place to ensure that sales are made to custom#éramwappropriate credit history.

Liquidity risk
The Company has managed to maintain flexibility bgpging committed credit lines available.

Post-balance sheet events

The management of the company confirms that nafgignt events, the non-disclosure of which woufiget the true and
fair presentation of the financial statements, haseurred between the balance sheet date and theoflpreparation of
the financial statements.
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SPARKY ELTOS AD

Balance Sheet At 31 December 2005 Note
TBGN TBGN

Assets 2005 2004
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Long-term assets

Property, plant and equipment
Intangible assets

Non-current financial assets
Deferred tax assets

Current assets

Inventories

Related party receivables
Receivables and advance payments
Cash

Current financial assets

Total assets

Equity

Share capital
Revaluation reserve
Other reserves
Financial result

Non-current liabilities
Long-term loans

Current liabilities

Liabilities and advance payments
Liabilities to related parties
Short-term loans

Total equity and liabilities

Prepared by:

G. Kalcheva

Audited by:

Date: 20.01.2006

SPARKY ELTOS AD

Income Statement

For The Year Ended 31 December 2005
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2 38112 34 947
3 112 52
12 12

8 15

38 244 35 026

4 18 516 13576
5 8573 13 492
6 2177 7777
7 128 87
2 5

29 396 34 937

67 640 69 963

8 2 000 2 000
9 15 627 15979
11176 11 167

445 38

29 248 29 184

10 27 445 27 885
27 445 27 885

11 6 033 8 546
12 192 771
13 4722 3577
10 947 12 894

67 640 69 963

Managing Director:
N. Kalbov
Note

TBGN TBGN

2005 2004



Sales 14 43 459 42738

Cost of materials (29 245) (29 939)
External services (1 946) (2 006)
Depreciation expences (4 350) (4 442)
Wages 15 (6 027) (5 313)
Other expences (1 078) (695)
Adjustments 16 1608 780
Operating profit 2421 1123
Net interest expenses 17 (1 880) (1761)
Other financial income/(expences) 18 (331) 743
Profit before tax 210 105
Taxation 19 (113) (92)
Profit after taxes 97 14
2005 2004
JB. JIB.
Income per share 20 0,048 0,007

Prepared by: Managing Director:

G. Kalcheva N. Kalbov
Audited by:

Date: 20.01.2006

SPARKY ELTOS AD

Cash Flow Statement
For The Year Ended 31 December 2005 Note
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Cash flows from operations

Net cash inflow from operating activity before irgst and tax
Interest paid

Tax paid

Cash flows from investing activities
Capital expenditure

Purchase of current investment
Proceeds from sale of non-current assets
Cash flows from financing activities
Loans received

Loans paid

Payments under finance leases
Changes in cash flows during the period
Changes in reserves

Cash flows at the beginning of period

Cash flows at the end of the period

Prepared by:

G. Kalcheva

Audited by:

Date: 20.01.2006

SPARKY ELTOS AD

Statement of changes in shareholders’ equity
For The Year Ended 31 December 2005
TBGN
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TBGN TBGN

2005 2004

21 7843 (1 570)
(1 589) (1 508)

(157) (155)

6 097 (3233)

(5 438) (7 039)

(244) (337)

1041 52
(4 641) (7 324)

1367 13 426
(2 053) (2 615)

(696) (215)

(1382) 10 596

74 39

(33) (29)

87 67

7 128 87

Managing Director:
N. Kalbov



Balance at 1 January 2004
Net profit for the year

Distribution of profit to
reserves

Revaluation reserve of non-
current assets disposed

Other movements in reserves

Balance at 1 January 2005
Net profit for the year

Distribution of profit to
reserves

Revaluation reserve of non-
current assets disposed

Other movements in reserves

Balance at 31 December 200&

Prepared by:

G. Kalcheva

Audited by:

Date: 20.01.2006

Share Revaluation Other )
i Profit Total
Capital Reserves Reserves
2 000 16 003 10 405 781 29189
- - - 14 14
- - 781 (781) -
- (24) - 24 -
- - (29) - (29)
2 000 15979 11 167 38 29184
- - - 97 97
- - 38 (38) -
- (352) - 352 -
- - (29) 4) (33)
2 000 15 627 11176 445 29 248
Managing Director:
N. Kalbov

SPARKY ELTOS AD
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ACCOUNTING POLICIES

General Info

The Company is a joint- stock company. The Comparegsstered office, which is also its principal @aaf business, is
Lovech. SPARKY ELTOS AD is a manufacturer of poweol$ including drills, saws and grinders for prefesal and
home use.

The capital of the company is divided into 2,000,8bares with nominal value of 1 Lev. The sharesdérided into the
following classes — 97.31% dematerialized shares2a89% materialized shares. All shares have tite of 1 vote at the
General meeting of the shareholders. The Compahgi®s are listed on the Bulgarian stock exchange £2000.

As of 31.12.2005 the company employs 1,181 people.

The Company has two tire type of management systersisting of Supervisory board and Managing board.
Members of the Supervisory board:

Stanislav Petkov

Peter Babourkov

Jordan Peytschew

Members of the Board of directors:
Nikolay Kalbov

Alexander Vladimirov

Peter Atanassov

Gina Kalcheva

Anatoli lvanov

Miroslav Kalonkin

Evgeni Mihaylov

Stoyan Tzokov

The financial statements for the year ended 31 idbee 2005 (including the comparative information tfee year ended
31 December 2004) were approved by the Board o€tdire on 24.01.2006.

Basis of preparation

The financial statements of the Company have beepaped in accordance with International Financiapdring
Standards (IFRS) as developed and published bythenhtional Accounting Standards Board (IASB) anopéedd by the
European Union.

Change in accounting policies

In 2003 and 2004, the IASB issued a series of nawerdational Financial Reporting Standards (IFRS) endsed
International Accounting Standards (IAS), which donjunction with unrevised IAS issued by the Insdional
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Accounting Standards Committee, predecessor toA88| is referred to as "the IFRS Stable Platform 2006e Group
applies the IFRS Stable Platform 2005 from 1 Janga0pb.

This includes the following new and revised standards:

IAS 1 (rev 2003)

IAS 2 (rev 2003)

IAS 8 (rev 2003)

IAS 10 (rev 2003)
IAS 16 (rev 2003)
IAS 17 (rev 2003)
IAS 21 (rev 2003)
IAS 24 (rev 2003)
IAS 27 (rev 2003)
IAS 28 (rev 2003)
IAS 31 (rev 2003)
IAS 32 (rev 2003)
IAS 33 (rev 2003)
IAS 36 (rev 2004)
IAS 38 (rev 2004)
IAS 39 (rev 2004)

IAS 40 (rev 2003)

Presentation of Financial Statetsie
Inventories
Accounting Policies, Changes irtdunting Estimates and Errors
Events after the Balance She&t Da
Property, Plant and Equipment
Leases
The Effects of Changes in Fordignhange Rates
Related Party Disclosures
Consolidated and Separated FiabStatements
Investments in Associates
Interests in Joint Ventures
Financial Instruments: Disclesand Presentation
Earnings per Share
Impairment of Assets
Intangible Assets
Financial Instruments: Recognittmd Measurement

Investment Property

IFRS 1 (2003) First Time Adoption of IFRS

IFRS 2 (2003) Share-based Payments

IFRS 3 (2004) Business Combinations

IFRS 5 (2004) Non-current Assets Held for Sale isgontinued Operations

On principle, the requirements of the new standaaie been applied retrospectively, i.e. with amesrts to the 2004
accounts and their presentation in accordance Bh8 (rev2003), except where specific transitigmavisions require a
different treatment.

Overall considerations

The significant accounting policies that have based in the preparation of these financial statésnare summarized
below.
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The financial statements have been prepared ohistarical cost basis except for the revaluatiosastain properties and
certain financial assets and liabilities. The measent bases are more fully described in the a¢owupolicies below.

It should be noted that accounting estimates asdnagtions are used in preparation of the finarstatements. Although
these estimates are based on management's bededgevof current events and actions, actual resodtg ultimately
differ from those estimates.

Foreign Currecy Deals

The financial statements of the company are prejparBulgarian leva BGN and that is the official @mcy the company
uses in its reports

As part of the IMF sponsored reforms, a Currencgarrangement was established in July 1997 throug
the Bulgarian National Bank Act. The Lev was pegtgethe Deutsche mark at the rate of DEM 1 = BGL
1,000. Following the introduction of the Euro ahd tedenomination of the Lev, the Lev was peggeteo
Euro at an exchange rate of BGN 1.95583 to EUR.1.00

Income and expense recognition

Revenue is measured at the fair value of the coraide received or receivable taking into accoulnat amount of any
trade discounts and volume rebates, allowed b¥trapany. In case similar assets with similar vahresexchanged, the
transaction is not recognized as generating income.

Revenue from the sale of goods is recognized wHeheafollowing conditions have been satisfied:

= the Company has transferred to the buyer the sigmifirisks and rewards of ownership of the goods;

= the Company retains neither continuing managenadlirement to the degree usually associated witheoship,
nor effective control over the goods sold;

= the amount of revenue can be measured reliably;

= itis probable that the economic benefits assodiai¢h the transaction will flow to the Company;

= the costs incurred or to be incurred in respetih®ftransaction can be measured reliably.

Revenue from rendering a service is recognized wenesult of the transaction can be reliably mestsu
Operating expenses are recognized in the incontenstat upon utilization of the service or at theeda their origin.

Borrowing costs

All borrowing costs are expensed as incurred. Boimges are recognized initially at fair value, nettdnsaction costs
incurred. Borrowings are subsequently stated at @aadr cost. Any difference between the proceeds g¢héransaction
costs) and the redemption value is recognizeddriritbome statement over the period of the borrosvirging the effective
interest method.

Property, plant and equipment

An item of property, plant and equipment is inltiaineasured at its cost, which comprises its pwehaice, including
import duties and non-refundable purchase taxed,amy directly attributable costs of bringing theset to working
condition for its intended use.

Subsequent to initial recognition as an assettem bf property, plant and equipment should beiedrat a revalued
amount, being its fair value at the date of theaheation less any subsequent accumulated depi@tiatid subsequent
accumulated impairment losses according to thenaltere approach. Impairment losses are chargemhstg@valuation
reserve if no expenses have been accrued befardftttze revalued asset is sold, written off ormpanently withdrawn
from use, the remaining revaluation reserve issfiemed to retained earnings.
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The value of land was determined by an indepengngtion in 2003.

Subsequent expenditure relating to an item of ptgpplant and equipment that has already beengrézed is added to
the carrying amount of the asset when it is prababbt future economic benefits, in excess of thgirally assessed
standard of performance of the existing asset,floilv to the Company. All other subsequent expemdgiare recognized
as expenses in the period in which they incurred.

Plant and equipment expenditures during the caafreenstruction are valued at cost.

Property, plant and equipment acquired under fiedease agreement, are depreciated based onxpetted useful life,
determined by reference to comparable assets edlms the period of the lease contract — the shpegod of time is
taken into consideration.

Depreciation is calculated using the straight-limethod over the useful life of the assets as fatow

Description U.39f“' life
(in years)
Buildings 25
Machines and equipment 3
All vehicles excluding cars 10
Computer equipment and software 2
Cars 4
Repaired assets with prolonged useful life 50
Other 7

Intangible assets

Intangible fixed assets are measured initially @dtclf an intangible asset is acquired separathb/,cost comprises its
purchase price, including any import duties and-refandable purchase taxes, and any directly atalile expenditure on
preparing the asset for its intended use. If aanigible asset is acquired in a business combinatim cost of that
intangible asset is based on its fair value atlitite of acquisition.

After initial recognition, an intangible asset &riged at its cost less any accumulated amortisatitd any accumulated
impairment losses. Impairment losses are recogriizéfte current period income statement.

Subsequent expenditure on an intangible assetieftpurchase or its completion is recognised asxgense when it is
incurred unless it is probable that this expendituill enable the asset to generate future econbamefits in excess of its
originally assessed standard of performance; aisdettpenditure can be measured and attributedet@set reliably. If
these conditions are met, the subsequent expeaditadded to the cost of the intangible asset.

Amortisation is calculated using the straight-imethod with the following depreciation rates:

Description Useful life
(in years)

Software 2

Patents and licenses 7

Costs associated with research and developmenttiestiare expensed in the income statement asoit@yr.
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Lease

In accordance with IAS 17 (rev 2003), the econoavimership of a leased asset is transferred toetsgeé if the lessee
bears substantially all the risks and rewardsedl&h the ownership of the leased asset.

The related asset is recognized at the time ofptime of the lease at the lower of the fair valdehe leased property or
the present value of the minimum lease paymentsomesponding amount is recognized as a financ@nigdiability,
irrespective of whether some of these lease payaetpayable up-front at the date of inceptiotheflease.

The corresponding finance leasing liability is reeldh by lease payments less finance charges, whickex@pensed to
finance costs.

Assets acquired under the terms of finance leaséepreciated in accordance with IAS 16 Propetantmand equipment
and/or IAS 38 Intangible assets.

All other leases are treated as operating leaseeawnts. Operate lease payments are recognizen epanse on a
straight-line basis. Affiliated costs, such as rteance and insurance, are expensed as incurred.

Impairment testing the assets of the company

For the purposes of assessing impairment, assetgauped at the lowest levels for which theresaqarately identifiable
cash flows (cash-generating units). As a resuthesassets are tested individually for impairmert some are tested at
cash-generating unit level.

Individual assets or cash-generating units andrétiti@ngible assets with an indefinite useful biethose not yet available
for use are tested for impairment at least annuallg whenever events or changes in circumstanchsate that the
carrying amount may not be recoverable.

An impairment loss is recognized for the amountuiych the asset’s or cash-generating unit's cagrgmount exceeds
its recoverable amount.

The recoverable amount is the higher of fair vateecting market conditions less costs to seil ealue in use, based on
an internal discounted cash flow evaluation.

Financial assets

Company'’s financial assets include cash and finaisruments other than hedging instruments. Téery be divided
into the following categories: loans and receivabfnancial assets at fair value through profitass, held-to-maturity
investments and available-for-sale financial as$étancial assets are assigned to the differaagoaes by management
on initial recognition, depending on the purpose\dich the investments were acquired. The designaif financial
assets is re-evaluated at every reporting datd@tva choice of classification or accounting teent is available.

Derecognition of financial instruments occurs wiike rights to receive cash flows from the investeerxpire or are

transferred and substantially all of the risks eswlards of ownership have been transferred. Arsassent for impairment
is undertaken at least at each balance sheet dietilev or not there is objective evidence thabaritial asset or a group
of financial assets is impaired.

Loans and receivables are non-derivative finaresakets with fixed or determinable payments thathatequoted in an
active market. They arise when the Group providesay, goods or services directly to a debtor withimention of
trading the receivables. Loans and receivablessabsequently measured at amortized cost usingfteetiee interest
method, less provision for impairment. Any changéneir value is recognized in the Income statement

Trade receivables are provided against when obgevidence is received that the Group will notabée to collect all
amounts due to it in accordance with the origirafiis of the receivables. The amount of the writeriies determined as
the difference between the carrying amount of g#s2band the present value of estimated futurefeash.
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Accounting for hedging activities

The company has “ZUNK” loan payable in USD and dfiere is exposed to foreign exchange risk. The eompas
entered into a forward rate agreement with SG ltimgigo protect itself against a future exchangeveneent in the
USD/EUR exchange rate, at the agreed rate of USD/EIOR760/1.00, on the balance of the loan as ah&aig 2003
(USD 4,360,300). The balance of the hedged posittoof 31 December 2005 is 3,421,000 USD.

Derivatives are initially recognized at fair valoa the date a derivative contract entered into amedsubsequently re-
measured at their fair value.

Inventories

Inventories comprise raw materials and suppliesstiied goods and purchased goods. Cost includegmhses directly
attributable to the manufacturing process as welswitable portions of related production overheddsed on normal
operating capacity. Financing costs are not takendonsideration. At the balance sheet date, iovias are carried at the
lower of cost and net realizable value.

Net realizable value is the estimated selling piicéhe ordinary course of business less any apiplicselling expenses.
In case inventories have already been impairedhéd het realizable value and in the following perithe impairment
conditions are no longer present, than a new dizedle value is determined up to the initial \eaprior impairment. The
inventory recovery amount is accounted for as desgren inventory expenses for the period in whighrecovery takes
place.

The cost of inventories is assigned by using thigited average cost, according to the benchmaakntent.

When inventories are sold, the carrying amounho$¢ inventories is recognized as an expense ipetied in which the
related revenue is recognized.

Income tax

Current income tax assets and/or liabilities conepti®se obligations to, or claims from, fiscal awities relating to the
current or prior reporting period, that are unpaicdhe balance sheet date. They are calculateddicgao the tax rates
and tax laws applicable to the fiscal periods tacWtihey relate based on the taxable profit for yhar. All changes to
current tax assets or liabilities are recognized esmponent of tax expense in the income statement

Deferred income taxes are calculated using thditiamethod on temporary differences. This invawhe comparison of
the carrying amounts of assets and liabilitieshe financial statements with their respective tasds. However, in
accordance with the rules set out in IAS 12, nedefl taxes are recognized in conjunction with gathdThis applies
also to temporary differences associated with shiarsubsidiaries and joint ventures if the Compaay control reversal
of these temporary differences and it is probabb teversal will not occur in the foreseeable ifeitun addition, tax
losses available to be carried forward as wellthgroncome tax credits to the Company are assdesa@dcognition as
deferred tax assets. Deferred tax asset in rel&ticarried forward losses is recognized to thergxhat the realization of
the related tax benefits through the future taxabddits is probable.

Deferred tax liabilities are always provided forfirll. Deferred tax assets are recognized to thergxhat it is probable

that they will be able to be offset against futtaeable income. Deferred tax assets and liabil#giescalculated, without

discounting, at tax rates that are expected toyatoptheir respective period of realization, praddthey are enacted or
substantively enacted at the balance sheet date.

Most changes in deferred tax assets or liabildiesrecognized as a component of tax expense imt¢oene statement.
Only changes in deferred tax assets or liabilitiest relate to a change in value of assets orliti@si that are charged
directly to equity are charged or credited diretblygquity.

Cash and cash equivalents

Cash and cash equivalents include cash at banknalmaind as well as current bank accounts, short éerhighly liquid
investments which can easily be turned into momelyaontain insignificant risk of change in value.
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Equity

Share capital is determined using the nominal vahaes that have been issued.

The revaluation reserve comprises gains and laisz$o the revaluation of property, plant and eangipt.
Retained earnings include all current and priorqeresults as determined in the income statement.
Other reserves result from the distribution of firafid include legal reserves and additional resgerv

Employee benefits

The Company has not elaborated and does not agpig iér employee benefits after leaving, nor otbeg term income
and plans for income after leave or ones in thenfoompensations with shares of the share capiiatenest.

The Company reports short-term payables relatingntatilized paid leaves, which shall be compensatedase it is
expected the leaves to occur within 12 months dfterend of the accounting period during which ¢haployees have
performed the work related to those leaves. Thet $iom payables to personnel include wages, salamd related social
security payments.

Financial liabilities

The Company's financial liabilities include bank msaand overdrafts, trade and other payables arahdan leasing
liabilities. They are included in balance sheet lilems Current liabilities and Long-term liabilgie

Financial liabilities are recognized when the Comyplaecomes a party to the contractual agreemerttseeahstrument. All
interest related charges are recognized as an sxpefiffinance cost” in the income statement.

Bank loans are raised for support of long term fogddf the Company’s operations. They are recognaeproceeds
received, net of direct issue costs. Finance clsaigeluding premiums payable on settlement or mgalimn and direct
issue costs, are charged to profit or loss on @muat basis using the effective interest method ared added to the
carrying amount of the instrument to the extent thay are not settled in the period in which thege.

Finance lease liabilities are measured at init@llig less the capital element of lease repaymeanatdelpayables are
recognized initially at their nominal value and sefuently measured at amortized cost less settigmagments.

Other provisions, contingent liabilities and contirgent assets

Provisions, representing current obligations of @mmnpany arising from past events, the settlememthi¢h is expected
to result in an outflow of resources, are recoghias liabilities. A provision is recognized onlyhen the following
conditions are present:

= The Company has a present obligation as a resalpatt event
= ltis probable that an outflow of resources embogyconomic benefits will be required to settledbggation
= Areliable estimate can be made of the amountebttligation

The amount recognized as a provision is the béishate of the expenditure required to settle tresent obligation at the
balance sheet date. In reaching the best estiofatbe provision, the Company takes into account risks and
uncertainties that inevitably surround many evamd circumstances as well as the effect of the tiahee of the money,
when it is material.

Provisions are reviewed at each balance sheetatateadjusted to reflect the current best estinlatié.is no longer
probable that an outflow of resources embodyingnenoc benefits will be required to settle the oatign, the provision
is reversed.

The Company does not recognize contingent assetheirfinancial statements as possible obligatioiseamwhose
existence is not yet confirmed or this may resuthie recognition of income that may never be zedli
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Property, plant and equipment

Cost Accumulated Depreciation Net Book Valueer

01.01.05Additio Disposal 39 15 o5 01.01.05ddItioN Disposal

ns S S S

31.12.05 31.12.05 31.12.04

TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN
Land 13 067 - - 13 067 - - -

Buildings 10 793 76 - 10 869 3 587 432

TBGN

13 067 13 067

4019 6 850 7 206

Plant and machinery 56 246 6183 897 61 532 46 487 2979 880 48586 12 946 9759

Vehicles 1477 221 12 1686 902 271 12 1161 525 575
aosfrs‘gtrsnon'cu"e”t 3971 1736 312 5395 1829 646 82 2393 3002 2142
Construction in 2198 4815 5291 1722 ; - - . 1722 2198
progress

TOTAL: 87752 13031 6512 94271 52805 4328 974 56159 38112 34947

* As at 31 December 2005 the company has signetfaztia for the construction of plant and equipnfenthe amount of

BGN 1 951 000.

Net book value

Property, plant and equipment valuec Property, plant and equipment valuec
according to the alternative approach according to the benchmark treatment

31.12.2005 31.12.2004 31.12.2005 31.12.2004

TBGN TBGN TBGN TBGN

Land 13 067 13 067 230 230
Buildings 6 850 7 206 4 496 4 852
Plant and machinery 12 946 9 759 12 590 9051
Vehicles 525 575 520 570
Other non-current assets 3002 2142 3002 2142
Construction in progress* 1722 2198 1647 2143
TOTAL: 38112 34 947 22 485 18 96€

Pledged property, plant and equipment:

¢ The loan from Bulbank secured by plant and mackiiaethe amount of BGN 23 133 818.

« Investment loan from BULBANK is secured by pledgenaachinery in the amount of BGN 3 967 657.

< DEG 2001 — first ranking mortgage is registerefawvor of DEG in the amount of TEUR 2,280 plus ingtref 12%
p.a. on its land including all buildings and constion and other works which are fixed or in futw#l be fixed to
the land pari passu with mortgage in favor of thiwa®e investors in the amount of TEUR 576. The l@mlso
secured by the assets purchased with the receivedtment amount.

«  Private investors 2001 — second ranking mortgagegistered in favor of Private investors in theoant of TEUR
576 plus interest of 12% p.a. on its land includitidhuildings and construction and other worksahhare fixed or in
future will be fixed to the land pari passu withmgage in favor of DEG in the amount of TEUR 2,288e loan is
also secured by the assets purchased with thesegcigivestment amount.

< DEG 2004 — a mortgage is registered in favor of DE@ediately next in ranking after the mortgagefamor of
DEG and Private investors in the amount of TEUR @,0lis interest of 12% p.a. on its land includitigoaildings
and construction and other works which are fixethduture will be fixed to the land. The total aumt owing under
the agreement should not exceed 60% of the totdkehaalue of the encumbered land, buildings amiktaction
works according to the independent valuation madeecember 2003.

« DSK Bank — pledge on fixed assets — machinery guoipeent In the amount of BGN 388 026.
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Intangible assets

Cost Accumulated Depreciation Net Book Valuec
01.01,05Addill DSOS 51 15 05 g7 01,05°0dII0 DISPOS 51 15 05 311205 31.12.04
ons als ns als

TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN

Patents 55 82 - 137 24 13 - 37 100 31
Software 751 - 100 651 741 5 100 646 5 10
Other intangiok 25 . : 25 14 4 : 18 7 11
TOTAL: 831 82 100 813 779 22 100 701 112 52
Inventories
31.12.2005 31.12.2004
TBGN TBGN
Raw materials and consumables 11 100 8 604
Work in progress 5748 3834
Finished goods 1367 930
Goods 301 208
18 516 13576

Pledged and secured inventory:

¢ The loan from BULBANK secured with raw materials é@mory balance of at least BGN 4 060 840.
* Investment loan from BULBANK is secured by pledgedetiveries and materials of BGN 1 012 353.
«  First Investment Bank AD — pledge on inventory - set of stators.

Related party receivables

31.12.2005 31.12.2004
TBGN TBGN
SG Logistics Ltd. 8 545 13 456
SPARKY AD, Rousse 28 36
8573 13492
Receivable and prepayments
31.12.2005 31.12.2004
TBGN TBGN
Receivables from suppliers and customers 1285 7 185
VAT recoverable 390 354
Legal and awarded claims 76 104
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Other current receivables

362 111
Prepaid expenses 64 23
2177 7777
Cash and cash equivalents
31.12.2005 31.12.2004
TBGN TBGN
Cash in hand 8 18
Cash at Bank in Leva 108 51
Cash in hand in Foreign Currency 4 10
Deposits in Leva 8 8
128 87
Ordinary shares
Number 31.12.2005 31.12.2004
TBGN TBGN
Ordinary shares 2 000 000 2 000 2 000
2 000 2 000
The Share Capital is BGN 2,000,000 and is dividetl 86 277 dematerialized voting shaveith face value of BGN
1.00 and 53 723 materialized shares with face vafBGN 1.00.
Revaluation reserve
31.12.2005 31.12.2004
TBGN TBGN
Non-current tangible assets
Revaluation according to the accounting laws 3901 4 253
Land revaluation 11726 11726
15 627 15979
Long-term loans
31.12.2005 31.12.2004
TBGN TBGN
Related party payables:
= SPARKY GmbH 2001 822 1095
=  SG Logistics Ltd. 2190 2817
3012 3912
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Bank Liabilities:

=  Bulbank — revolving loan 8 606 7134

= Bulbank — investment credit 751 934

= DEG 2001 1911 2548

= DEG 2004 4 107 5281

=  Private investors 2001 482 644

Long — term portion of ZUNK liability BGN 950 1026
Long — term portion of ZUNK liability USD 5 156 4823
Hedging of long-term portion of ZUNK liability 706 1508
Long — term portion of lease liability 1764 75
24 433 23973

Deutsche Investitions- und EntwicklungsgesellschrdftH (DEG) and SG Logistics Limited (2004)

On 29 June 2004 the company signed two long-terasiment contracts for a total of TEUR 4,600. Thentowere
granted by DEG (TEUR 3,000) and SG Logistics LimhiEEUR 1,600).

The loans are repayable in 26 equal quarterly lingats starting on 15 September 2005. The intevedhe loans is the
3-month EURIBOR+2.8%.

The loan from DEG is secured by a next-ranking gage over real property, a pledge over the mactdndsequipment
which are to be acquired under the agreementstadé@mand payment guarantee by SPARKY GmbH, angtadimand
payment guarantee by SG Logistics Limited. The loam SG Logistics Limited is not secured.

Bulbank (2004)

During 2005 the loan was renegotiated and the atrextanded to SPARKY ELTOS by BULBANK AD was incredge
TEUR 4,400. The loan is ultimately repayable on 2Bil2007. After an annual review and a positiveessment of the
financial status of the company, the loan coul@xtended by further 18 months.

In 2004 BULBANK extended a TEUR 500 investment Idarthe company. The loan is repayable in 35 emaithly
installments of TEUR 13.9, starting May 2006 andnalfinstallment of TEUR 13.5. The loans are secwit pledge
over machines and equipment and inventory ownesRARKY ELTOS AD.\

The interest rate applicable to both loans is theofith EURIBOR+4.9%

Deutsche Investitions- und Entwicklungsgesellschaid (DEG), private investors, represented by Mr.HD Westphal
(private investors), SPARKY GmbH (2001)

In order to expand its operations by establishidditeoonal manufacturing facilities, on 20 DecemB801, SPARKY
ELTOS AD signed the following long-term loan cormtisa

Lender Principal EUR
DEG 2,280,000
Private investors 576,000
SPARKY GmbH 980,000
3,836,000

The interest rate is the six-month EURIBOR rate pliE/@3p.a and is payable in arrears semi-annuallg. [6ans are
repayable in 14 equal semi-annual instalmentsisgats May 2004.
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The loans from DEG and Mr. D. H. Westphal are sediny a first ranking mortgage in favour of DEGrigsssu with a
mortgage in favour of Mr. D. H. Westphal. The Idesm SPARKY GmbH is not secured.

ZUNK

The “ZUNK” loan represents an obligation of SPARKYTOS AD to the Government of Bulgaria. Initiallyrépresented
a loan extended to SPARKY ELTOS AD by the Moscowuktdal Bank, which was subsequently transformed ant
payable to the Bulgarian government. In 2004 the Gmpmegotiated a new repayment plan for the ZUNNKility. The
long-term portion of the loan represents all irstahts due in and after 2007. The interest raieds% per annum. The
ZUNK can either be repaid in cash at its nomindli®ar repaid by purchasing ZUNK bonds and exchapghem with
the ZUNK liabilities at the nominal value of the Kl bonds.

Finance Lease

The Company currently has nine finance lease agmteaseto 31 December 2005, which relates to prooluetguipment,
a bus, a truck, computers and servers. The neficgramount of the assets held under the leasEi$RT1,419.

Future minimum lease payments as per 31 Decemi@ér 2@ as follows:

Up to 1 year 1to 5 years Total

TBGN TBGN TBGN
Lease payments 677 1989 2 666
Discounts (147) (225) (372)
Net present value 530 1764 2294

The lease agreements include fixed lease paymedta aurchase option at the end of the lease tdih@esagreements are
non-cancelable but do not contain any further ict&ins.

Accounts payable and accruals

31.12.2005 31.12.2004
TBGN TBGN
Payables to suppliers and customers 3820 6 620
Payables to employees 1047 722
Payables to national social security 584 477
Tax payables 377 470
Interest payable 153 234
Other payables 52 23
6 033 8 546
Related party payables
31.12.2005 31.12.2004
TBGN TBGN
SG Logistics Ltd. 97 -
SPARKY GmbH 32 R
SPARKY AD Rousse 54 771
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SPARKY GROUP AD 9 -

192 771
Short-term loans
31.12.2005 31.12.2004
TBGN TBGN
Related party payables
= SPARKY GmbH 2001 274 274
=  SG Logistics Ltd. 626 313
900 587
Bank Liabilities:
= Bulbank - overdraft 47 561
= Bulbank — investment loan 217 -
= DEG 2001 637 637
=  Private investors 2001 161 241
= DEG 2004 1174 587
= DSK Bank 175 -
= First Investment Bank 200 -
Short-term portion of ZUNK liability BGN 95 117
Short-term portion of ZUNK liability USD 516 541
Hedging of long-term portion of ZUNK liability 70 169
Short-term portion of lease liability 530 137
3822 2990

The short term portion of the loan from BULBANK repents the utilized portion of an overdraft fagilithe allowed
amount of the overdraft is TBGN 125

First Investment Bank

During 2005 a contract was signed with First Inmestt Bank for an overdraft facility with maximumailed amount of
the overdraft- TBGN 200 (TEUR 102). The overdrafh dze used until 25.08.2007. The interest of therdredt is
determined as the base interest rate of BNB (Bulg&t@ional Bank) is increased with 6.00%.

DSK Bank

A contract for overdraft- loan was signed durind2Gor a period of 12 months. The amount of therdnadt cannot
exceed 90,000 EUR and can be used until 14.07.2086interest rate for the loan will be the 3 moBtWRIBOR plus
5.00%.

Sales
31.12.2005 31.12.2004
TBGN TBGN
Sales of finished products 40 540 41 524
Other sales 2919 1214
43 459 42738
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Wages

31.12.2005 31.12.2004
TBGN TBGN
Wages (4 600) (3 990)
Social Security (1 427) (1323)
(6 027) (5313)
Adjustments
31.12.2005 31.12.2004
TBGN TBGN
Book value of sold assets (excluding finished goods) (1 896) (865)
Expenses for acquisition and liquidation of tangiassets by using
own resources and materials 507 635
Increase of products in store, work in progress 2351 536
Other adjustment 646 474
1608 780
Interest expense (net)
31.12.2005 31.12.2004
TBGN TBGN
Interest expense (1 880) (1763)
Interest income - 2
(1 880) (1769
Financial expense
31.12.2005 31.12.2004
TBGN TBGN
Finance lease expenses (233) (65)
Interest for overdrafts and bank accounts (180) (264)
Investment income from repaying interest on ZUN&bility 109 991
Foreign exchange gains 790 1823
Foreign exchange losses (817) (12 742)
(331) 743

Income tax expenses

The relationship between the expected tax expeasedbon the effective tax rate of the company a5 (2006:
10.00%) and the tax expense actually recogniseleirincome statement can be reconciled as set b&loatemporary
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differences in 2005 and 2006 are result of unusedia paid leaves for the amounts of 28,872 EUROB52and 10,348

EUR in 2006. The deferred tax income is recognizeld®o tax rate for the year 2007.

31.12.2005
TBGN
Result for the year before tax 210
Tax rate 15.00%
Expected tax expense (32)
Base Tax effect Base
amount amount

Adjustment for tax exempt income (4 698) 705 (4 529)
Adjustment for non-deductible expenses 5201 (780) 4924
Current tax expense 713 (107) 500
Deferred tax income/(expense) 9
Reversal of temporary differences (15)
Actual tax expense (net) (113)

Earnings per share

31.12.2004

TBGN
105

19.50%

(20)

Tax effect

882

(960)

(98)

15

®)

(91

As of 31 December 2005 the Company has not issugdeurities, which could be transferred into cadjnshares. Basic
earnings per share have been calculated usingthesults attributable to shareholders of the Caompa numerator.

The weighted average number of outstanding shased for basic earnings per share as well as prafiitboutable to

shareholders is as follows:

31.12.2005 31.12.200¢
Profit attributable to equity holders of the Comp#B&N 96 693 13 965
Weighted average number of ordinary shares in issue 2 000 000 2 000 000
Basic earnings per share (BGN per share) 0,048 0,007
Net cash inflow from operating activities before iterest and tax
31.12.2005 31.12.2004
TBGN TBGN
Profit before interest and tax 2090 1 866
Adjustments:
Depreciation and amortization 4 350 4 442
(Profit) on disposal of fixed assets (400) (19)
Gain from operations with short-term financial asse (109) (655)
(Increase)/ decrease in inventories (4 940) (2 288)
(Increase)/ decrease in receivables 10519 (6 286)
(Increase)/ decrease in payables (3667) 1370
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7 843 (1570)

Related party transactions

31.12.2005 31.12.2004
TBGN TBGN
Related party sales
SG Logistics Ltd 29 136 32473
SPARKY AD Rousse 837 372
SPARKY GmbH 2141 297
32114 33142
Related party purchases
SPARKY AD Rousse 208 184
SPARKY GmbH 2410 3100
SPARKY GROUP AD 43 43
2751 3327

Contingent assets and contingent liabilities

At of 31 December 2006 the company has issued migsory note to BULBANK AD for the amount of TEUR 001
The company has also issued a promissory note toBBINK AD for the amount of TEUR 500. A promissory adias
been issued to DSK for the amount of the credit RB0 plus the annual interest.

Financial risk management
The Company’s activities expose it to a varietyin&fcial risks, including the effects of foreignm@ncy exchange rates

and interest rates. The management monitors thealbvésk and seeks to minimize potential adverffeces on the
financial performance of the Company..

= Interest rate risk

The Company borrows at floating rates and the expssanvolved are monitored regularly.

= Creditrisk

The financial assets that potencialy expose thepeamto such risk are mainly the receivables frates
=  Foreign exchange risk

The Company has relationship with many foreign cengarties. That means that part of the income apérees are
denominated in foreign currency. Nevertheless thmmart is in EUR. The Company operates in Bulgaig is currently
exposed to foreign exchange risk arising from ZUNMility in US dollars, which has been hedged tlgio a forward
agreement (see Note 1 (vii)). The exposure invoh®dclosely monitored to ensure effective and effit risk

management.

Post-balance sheet events

The management of the company confirms that nafi&ignt events, the non-disclosure of which woufiget the true and
fair presentation of the financial statements, haseurred between the balance sheet date and teeotlpreparation of
the financial statements.
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SPARKY ELTOS AD

Balance Sheet At 31 December 2004

Assets

Long-term assets

Property, plant and equipment
Intangible assets

Non-current financial assets
Deferred tax assets

Current assets

Inventories

Related party receivables
Receivables and advance payments
Cash

Current financial assets

Total assets

Equity

Share capital
Revaluation reserve
Other reserves
Financial result

Non-current liabilities
Long-term loans

Current liabilities
Liabilities and advance payments

Liabilities to related parties
Short-term loans

Total equity and liabilities

Prepared by:

G. Kalcheva

Audited by:

Date: 20.01.2005
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Note

TBGN TBGN

200¢ 2003

2 3494 32 08¢
3 52 167
12 12

1t 1C

35 02t 32 27¢

4 13 57t 11 28¢
5 13 49: 12 09:
6 777 2 894
7 8 6
g -

34 93 26 34(

69 96: 58 61¢

2 00( 2 00(

8 15 97¢ 16 00:
1116 10 40¢

3 78

29 18« 29 18¢

9 27 88! 15 90¢
10 8 54¢ 5257
11 771 3 46¢
12 357 4 79¢
12 89: 13 52

69 96: 58 61¢

Managing Director:
N. Kalbov



CITAPKH EJITOC AJl

Income Statement Note
For The Year Ended 31 December 2004 TBGN TBGN
2004 2003
Sales 13 42 738 42 576
Cost of materials (29 939) (30 212)
External services (2 006) (1 884)
Depreciation expences (4 442) (4 043)
Wages 14 (5 313) (4 622)
Other expences (695) (766)
Adjustments 15 780 686
Operating profit 1123 1735
Net interest expenses 16 (2 761) (1 446)
Foreign exchange gains and losses (net) 17 81 23
Gains from operations with financial instruments 991 136
Other financial expenses (329) (145)
Profit before tax 105 303
Tax expences
Income tax expense 18 (98) (275)
Deferred tax income 18 7 (14)
Profit after tax 14 14
Prepared by: Managing Director:
G. Kalcheva N. Kalbov
Audited by:

Date: 20.01.2005
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SPARKY ELTOS AD

Cash Flow Statement
For The Year Ended 31 December 2004

Cash flows from operations

Interest paid

Tax paid

Cash flows from investing activities
Capital expenditure

Purchase of current investment
Proceeds from sale of non-current assets
Cash flows from financing activities
Loans received

Loans paid

Payments under finance leases
Changes in cash flows during the period
Changes in reserves

Cash flows at the beginning of period

Cash flows at the end of the period

Prepared by:

G. Kalcheva

Audited by:

Date: 20.01.2005
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Note

19

Managing Director:

TBGN TBGN
2004 2003
(1570) 3830
(1 508) (9112)
(155) (31)
(3 233) 2888
(7 039) (1 557)
(337) (24)
52 31
(7 324) (1 550)
13 426 950
(2 615) (2 079)
(215) (250)
10 596 (1379)
39 (41)
(19) (20)
67 128

87 67

N. Kalbov



Statement of changes in shareholders

equity
For The Year Ended 31
December 2004

TBGN

Balance at 1 January 2003
Net profit for the year

Distribution of profit to
reserves

Revaluation reserve of non-
current assets disposed

Other movements in reserves

Balance at 1 January 2004
Net profit for the year

Distribution of profit to
reserves

Revaluation reserve of non-
current assets disposed

Other movements in reserves

Balance at 31 December 2004

Prepared by:

G. Kalcheva

Audited by:

Date: 20.01.2005

Subsequent
Sha_1re revaluation Other Profit Total
Capital Reserves
reserves
2 000 5045 10 272 153 17 470
- - - 14 14
- - 153 (153) -
- 11726 - - 11726
- (768) (20) 767 (21)
2 000 16 003 10 405 781 29189
- - - 14 14
- - 781 (781) -
- (24) - 24 -
- - (19) - (19)
2 000 15979 11 167 38 29184
Managing Director:
N. Kalbov
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SPARKY ELTOS AD

ACCOUNTING POLICIES

General Info

The Company is a joint-stock company. The Comparggsstered office, which is also its principal plafdusiness, is
Lovech 9” Kubrat"Str. SPARKY ELTOS AD is a manufaau of power tools including drills, saws and genslfor

professional and home use

The capital of the company is divided into 2,000,8Bares with nominal value of 1 Lev. The sharesdarided into the
following classes — 97.31% dematerialized sharels2a69% materialized shares (cash privatizatioi)sihares have the
right of 1 vote at the General meeting of the shalders. The Company’'s shares are listed on theaBaly stock

exchange since 2000.

As of 31.12.2006 the company employs 1,122 people.

The Company has two tire type of management systersisting of Supervisory board and Managing board.

Members of the Supervisory board:

Stanislav Petkov
Peter Babourkov
Jordan Peytschev
Members of the Board of directors:
Nikolay Kalbov
Alexander Vladimirov
Peter Atanassov
Gina Kalcheva
Anatoli Ivanov
Miroslav Kalonkin
Evgeni Mihaylov
Stoyan Tzokov

Todor Todorov

Basis of preparation

The financial statements of the Company have beepaped in accordance with International Financiapdréng
Standards (IFRS) as developed and published bythenhtional Accounting Standards Board (IASB) anopéedd by the

European Union.

Overall considerations

The significant accounting policies that have beensed in the preparation of these financial statemestare

summarized below.
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The financial statements have been prepared ohistarical cost basis except for the revaluatiosastain properties and
certain financial assets and liabilities. The measent bases are more fully described in the a¢owupolicies below.

It should be noted that accounting estimates asdnagtions are used in preparation of the finarstatements. Although
these estimates are based on management's bededgevof current events and actions, actual resodtg ultimately
differ from those estimates.

Foreign Currecy Deals

The financial statements of the company are prejparBulgarian leva BGN and that is the official @ncy the company
uses in its reports

As part of the IMF sponsored reforms, a Currencgarrangement was established in July 1997 throug
the Bulgarian National Bank Act. The Lev was pegtgethe Deutsche mark at the rate of DEM 1 = BGL
1,000. Following the introduction of the Euro ahd tedenomination of the Lev, the Lev was peggeteo
Euro at an exchange rate of BGN 1.95583 to EUR.1.00

Income and expense recognition

Revenue is measured at the fair value of the corsida received or receivable taking into accoutnet &amount of any
trade discounts and volume rebates, allowed b drapany. In case similar assets with similar vahresexchanged, the
transaction is not recognized as generating income.

Revenue from the sale of goods is recognized wHeheafollowing conditions have been satisfied:

= the Company has transferred to the buyer the sigmifirisks and rewards of ownership of the goods;

= the Company retains neither continuing managenalliement to the degree usually associated witheoship,
nor effective control over the goods sold;

= the amount of revenue can be measured reliably;

= itis probable that the economic benefits assodiai¢h the transaction will flow to the Company;

= the costs incurred or to be incurred in respeth®fransaction can be measured reliably.

Revenue from rendering a service is recognized wenesult of the transaction can be reliably mestsu
Operating expenses are recognized in the incontenstat upon utilization of the service or at theeda their origin.

Borrowing costs

All borrowing costs are expensed as incurred. Bomgs are recognized initially at fair value, nettdnsaction costs
incurred. Borrowings are subsequently stated at @adr cost. Any difference between the proceeds ghéransaction
costs) and the redemption value is recognizeddrirtbome statement over the period of the borrosvirging the effective
interest method.

Property, plant and equipment

An item of property, plant and equipment is inl{iaineasured at its cost, which comprises its pweharice, including
import duties and non-refundable purchase taxed,amy directly attributable costs of bringing theset to working
condition for its intended use.

Subsequent to initial recognition as an assettem bf property, plant and equipment should beiedrat a revalued
amount, being its fair value at the date of theaheation less any subsequent accumulated depi@tiatid subsequent
accumulated impairment losses according to thenaltere approach. Impairment losses are chargemhstg@valuation
reserve if no expenses have been accrued befardftttze revalued asset is sold, written off ormpanently withdrawn
from use, the remaining revaluation reserve isstfiemed to retained earnings.As at the date ofgredipn of the Financial
Statements an analysis of the fair value of thestef Property, plant and equipment is performédirg the assessment
of the necessity of revaluation.
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Subsequent expenditure relating to an item of ptgpplant and equipment that has already beengrezed is added to
the carrying amount of the asset when it is prabdbbt future economic benefits, in excess of thgirally assessed
standard of performance of the existing asset,floilV to the Company. All other subsequent expemdgware recognized
as expenses in the period in which they incurred.

Property, plant and equipment acquired under fiadease agreement, are depreciated based onxpeirted useful life,
determined by reference to comparable assets edlms the period of the lease contract — the shpegod of time is
taken into consideration.

Depreciation is calculated using the straight-imethod over the useful life of the assets as fatow

Description U_seful life
(in years)
Buildings 25
Machines and equipment 3
All vehicles excluding cars 10
Computer equipment and software 2
Cars 4
Repaired assets with prolonged useful life 50
Other 7

Intangible assets

Intangible fixed assets are measured initially @dtclf an intangible asset is acquired separathly,cost comprises its
purchase price, including any import duties and-refandable purchase taxes, and any directly atalile expenditure on
preparing the asset for its intended use. If aanigible asset is acquired in a business combinatien cost of that
intangible asset is based on its fair value atlitite of acquisition.

After initial recognition, an intangible asset &rided at its cost less any accumulated amortisatitd any accumulated
impairment losses. Impairment losses are recogriizéfte current period income statement.

Subsequent expenditure on an intangible assetieftpurchase or its completion is recognised asxgense when it is
incurred unless it is probable that this expenditill enable the asset to generate future econbaniefits in excess of its
originally assessed standard of performance; aisdettpenditure can be measured and attributedet@set reliably. If
these conditions are met, the subsequent expeaditadded to the cost of the intangible asset.

Amortisation is calculated using the straight-imethod with the following depreciation rates:

. Useful life
Description .
(in years)
Patents and licenses 7
Software 2

Costs associated with research and developmenttiestiare expensed in the income statement asoit@yr.

Lease

In accordance with IAS 17 (rev 2005), the econoavimership of a leased asset is transferred toetsgeé if the lessee
bears substantially all the risks and rewardsedl&h the ownership of the leased asset.

The related asset is recognized at the time ofptime of the lease at the lower of the fair valdehe leased property or
the present value of the minimum lease paymentsomesponding amount is recognized as a financgnigdiability,
irrespective of whether some of these lease payaetpayable up-front at the date of inceptiotheflease.

The corresponding finance leasing liability is reeldh by lease payments less finance charges, whickex@pensed to
finance costs. Assets acquired under the termmafde lease are depreciated in accordance withlB\Broperty, plant
and equipment and/or IAS 38 Intangible assets.
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All other leases are treated as operating leaseeagnts. Operate lease payments are recognized espanse on a
straight-line basis. Affiliated costs, such as rteance and insurance, are expensed as incurred.

Impairment testing the assets of the company

For the purposes of assessing impairment, asstgauped at the lowest levels for which theresaarately identifiable
cash flows (cash-generating units). As a resuthesassets are tested individually for impairmernt some are tested at
cash-generating unit level.

Individual assets or cash-generating units andrdtiti@ngible assets with an indefinite useful biethose not yet available
for use are tested for impairment at least annuallg whenever events or changes in circumstanchsate that the
carrying amount may not be recoverable.

An impairment loss is recognized for the amountuiych the asset’s or cash-generating unit's cagrgmount exceeds
its recoverable amount.

The recoverable amount is the higher of fair vateecting market conditions less costs to seil ealue in use, based on
an internal discounted cash flow evaluation.

Financial assets

Company’s financial assets include cash and finaims&ruments other than hedging instruments.
Financial assets are recognized at the date dafahsaction.

Derecognition of financial instruments occurs wiike rights to receive cash flows from the investraesxpire or are

transferred and substantially all of the risks eswlards of ownership have been transferred. Arsassent for impairment
is undertaken at least at each balance sheet dietilev or not there is objective evidence thabaritial asset or a group
of financial assets is impaired.

Non-compounding interest and other cash flows tiegulfrom holding financial assets are recognizedhe Income
statement when received, regardless of how th&erketzarrying amount of financial assets is measured

Held-to-maturity investments are financial instrumsewith fixed or determinable payments and a figate of maturity.
Investments are classified as held-to maturityt ilsithe intention of the Company’s management ttl tloem until
maturity. Held-to-maturity investments are subsegyeneasured at amortized cost using the effedtiterest method. In
addition, if there is objective evidence that theeistment has been impaired, the financial assee@sured at the present
value of estimated cash flows. Any changes to teying amount of the investment are recognizedhi income
statement.

Financial assets at fair value through profit @slinclude financial assets that are accountedaarriied particularly for
the purpose of selling or repurchasing in the rteem. Derivative financial instruments that do wotalify for hedge
accounting are classified as held for trading. 8gbent to initial recognition, the financial instrents included in this
category are measured at fair value, except thdsehvhave no market value at active markets andéémeir fair value
cannot be measured reliably. Those without quotedket prices are measured at amortized cost ubiageffective
interest method or at cost in cases when they d@ve fixed date of payment

Loans and receivables are non-derivative finaresakets with fixed or determinable payments thatatequoted in an
active market. They arise when the Group providesey, goods or services directly to a debtor withimention of
trading the receivables. Loans and receivablessabsequently measured at amortized cost usingftaetiee interest
method, less provision for impairment. Any changéheir value is recognized in the Income statement

Trade receivables are provided against when obgevidence is received that the Group will notabée to collect all

amounts due to it in accordance with the origirafis of the receivables. The amount of the writerds determined as

the difference between the carrying amount of #setand the present value of estimated futurefeash.

Accounting for hedging activities
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The company has “ZUNK” loan payable in USD andré¢fimre is exposed to foreign exchange risk. Thepzom has
entered into a forward rate agreement with SG ltimgisto protect itself against a future exchangeveneent in the
USD/EUR exchange rate. The balance of the hedgetigooas of 31 December 2006 is USD 3,234,000.

Derivatives are initially recognized at fair valoa the date a derivative contract entered into amedsubsequently re-
measured at their fair value.

Inventories

Inventories comprise raw materials and suppliggshied goods and purchased goods. Cost includesmdhses directly
attributable to the manufacturing process as wels@table portions of related production overhe&ddsed on normal
operating capacity. Financing costs are not takemdonsideration. At the balance sheet date, toviers are carried at the
lower of cost and net realizable value.

Net realizable value is the estimated selling piticthe ordinary course of business less any agiplicselling expenses. In
case inventories have already been impaired to theti realizable value and in the following perited impairment

conditions are no longer present, than a new dizedle value is determined up to the initial \eahrior impairment. The
inventory recovery amount is accounted for as dagrén inventory expenses for the period in whighrecovery takes
place.

The cost of inventories is assigned by using thighted average cost, according to the benchmaakment.

When inventories are sold, the carrying amounho$é inventories is recognized as an expense ipetied in which the
related revenue is recognized.

Income tax

Current income tax assets and/or liabilities coneptimse obligations to, or claims from, fiscal auities relating to the
current or prior reporting period, that are unpaiidhe balance sheet date. They are calculateddicgao the tax rates
and tax laws applicable to the fiscal periods tacWwtthey relate based on the taxable profit for yhar. All changes to
current tax assets or liabilities are recognized esmponent of tax expense in the income statement

Deferred income taxes are calculated using thditiamethod on temporary differences. This invawhe comparison of
the carrying amounts of assets and liabilitieshe financial statements with their respective tasds. However, in
accordance with the rules set out in IAS 12, nedefl taxes are recognized in conjunction with gathdThis applies
also to temporary differences associated with shiswsubsidiaries and joint ventures if the Compeeny control reversal
of these temporary differences and it is probabb teversal will not occur in the foreseeable ifeitun addition, tax
losses available to be carried forward as wellthsroincome tax credits to the Company are assdesadcognition as
deferred tax assets. Deferred tax asset in rel&ticarried forward losses is recognized to thergxhat the realization of
the related tax benefits through the future taxabddits is probable.

Deferred tax liabilities are always provided forfill. Deferred tax assets are recognized to thendxhat it is probable

that they will be able to be offset against futtaeable income. Deferred tax assets and liabil#giescalculated, without

discounting, at tax rates that are expected toyatoptheir respective period of realization, praddthey are enacted or
substantively enacted at the balance sheet date.

Most changes in deferred tax assets or liabildiesrecognized as a component of tax expense imtoene statement.
Only changes in deferred tax assets or liabilitiest relate to a change in value of assets orliti@ki that are charged
directly to equity are charged or credited diretdhequity.

Cash and cash equivalent

Cash and cash equivalents include cash at banknalmaind as well as current bank accounts, short ¢erhighly liquid
investments which can easily be turned into momelyaontain insignificant risk of change in value.

Equity
Share capital is determined using the nominal vahaes that have been issued.
The revaluation reserve comprises gains and lakse$o the revaluation of property, plant and eongipt.

Retained earnings include all current and priorqueresults as determined in the income statement.
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Other reserves result from the distribution of firafid include legal reserves and additional resgerv

Employee benefits

The Company has not elaborated and does not afgpig for employee benefits after leaving, nor otbag term income
and plans for income after leave or ones in thenfoompensations with shares of the share capiiatenest.

The Company reports short-term payables relatingntatilized paid leaves, which shall be compensatedase it is
expected the leaves to occur within 12 months dfterend of the accounting period during which ¢haployees have
performed the work related to those leaves. Thet $biom payables to personnel include wages, salanmd related social
security payments.

Financial liabilities

The Company's financial liabilities include bank msaand overdrafts, trade and other payables arahda leasing
liabilities. They are included in balance sheet liiems Current liabilities and Long-term liabilgie

Financial liabilities are recognized when the Comyplaecomes a party to the contractual agreemertteeahstrument. All
interest related charges are recognized as an sxpefiffinance cost” in the income statement.

Bank loans are raised for support of long term fogddf the Company’s operations. They are recognaeproceeds
received, net of direct issue costs. Finance clsaigeluding premiums payable on settlement or mgadimn and direct
issue costs, are charged to profit or loss on @muat basis using the effective interest method ared added to the
carrying amount of the instrument to the extent thay are not settled in the period in which thege.

Finance lease liabilities are measured at init@ll® less the capital element of lease repaymeatieTpayables are
recognized initially at their nominal value and sefuently measured at amortized cost less settigmagments.

Other provisions, contingent liabilities and contirgent assets

Provisions, representing current obligations of @mnpany arising from past events, the settlememthi¢h is expected
to result in an outflow of resources, are recoghias liabilities. A provision is recognized only evhthe following
conditions are present:

= The Company has a present obligation as a resalpatt event
= ltis probable that an outflow of resources embogyconomic benefits will be required to settledbggation
= Areliable estimate can be made of the amountebttligation

The amount recognized as a provision is the béishate of the expenditure required to settle tresent obligation at the
balance sheet date. In reaching the best estiofatbe provision, the Company takes into account risks and
uncertainties that inevitably surround many evamd circumstances as well as the effect of the tiahee of the money,
when it is material.

Provisions are reviewed at each balance sheetatateadjusted to reflect the current best estinlatié.is no longer
probable that an outflow of resources embodyinghenac benefits will be required to settle the oatign, the provision
is reversed.

The Company does not recognize contingent assetkeirfinancial statements as possible obligationseamwhose
existence is not yet confirmed or this may resuthie recognition of income that may never be zedli

Financial risk management
The Company’s activities expose it to a varietyin&fcial risks, including the effects of foreignm@ncy exchange rates

and interest rates. The management monitors thealbwvésk and seeks to minimize potential adverffectes on the
financial performance of the Company..

= Interest rate risk

The Company borrows at floating rates and the expssavolved are monitored regularly.
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= Credit risk

The financial assets that potencialy expose thegpeomto such risk are mainly the receivables frates

=  Foreign exchange risk

The Company has relationship with many foreign cergarties. That means that part of the income apérees are
denominated in foreign currency. Nevertheless taamart is in EUR.

Property, plant and equipment

Cost

Accumulated Depreciation Net Book Value

Additio Disposal
ns S

01.01.04

Addition Disposal
S S

31.12.04 01.01.04 31.12.04 31.12.04 31.12.03

TBGN TBGN TBGN

TBGN TBGN TBGN TBGN TBGN TBGN TBGN

Land 13 011 5€ 13 067 - - - - 13 067 13011
Buildings 10 469 324 - 10793 3168 419 3587 7 206 7 301
Plant and 51932 4851 537 56246 43912 3099 524 46487 9759 8 020
machinery
Vehicles 1353 178 54 1477 638 298 34 902 575 715
Other tangible 3271 700 3971 1331 498 1829 2142 1940
assets
Construction in 1102 1096 - 2198 - ; ; . 2108 1102
progress
TOTAL: 81138 7205 591 87 752 49 049 4 314 558 52 805 34 947 32 089
Intangible assets
Cost Accumulated Depreciation Net Book Value
01.01.04Adg's“° D'Sgosa' 31.12.04 01.01.04 Adg's“o D'Sgosa' 31.12.04 311204 31.12.03
TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN TBGN
Patents 44 11 - 55 18 6 - 24 31 26
Software 748 3 - 751 622 119 - 741 10 126
Other intangibl o5 ) ) o5 10 4 ) 14 11 15
assets
TOTAL: 817 14 - 831 650 129 - 779 52 167
Inventories
31.12.2004 31.12.2003
TBGN TBGN
Raw materials 8 604 6 859
Work in progress 3834 3425
Finished goods 930 803
Goods for sale 208 201
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Related party receivables

SG Logistics Ltd.
SPARKY AD, Rousse

Receivable and prepayments

Receivables from suppliers and customers
VAT recoverable
Legal and awarded claims

Other current receivables

Future expences

Cash and cash equivalents

Cash in hand
Cash at Bank in Leva
Cash in Foreign Currency

Deposits in Leva

Revaluation reserve

As of 31 December 2004 the revaluation reserve iBlB& 979 000 as follows:

Non-current tangible assets:

Revaluation according to the accounting laws indquidor to 31
December 2001

Land revaluation

13576 11 288
31.12.2004 31.12.2003
TBGN TBGN
13 456 9700
36 2391
13 492 12 091
31.12.2004 31.12.2003
TBGN TBGN
7185 2382
354 278
104 105
111 90
23 39
7777 2894
31.12.2004 31.12.2003
TBGN TBGN
18 36
51 21
10 7
8 3
87 67
31.12.2004 31.12.2003
TBGN TBGN
4253 4277
11726 11726
15979 16 003
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Long-term loans

31.12.2004 31.12.2003

TBGN TBGN

Bank Liabilities:

*  Bulbank 8 068 4200

» DEG 7 829 3185

=  Private investors 644 805

=  SG Logistics Ltd. 2817 -

= SPARKY GmbH 1095 1370

Long — term portion of ZUNK liability BGN 1026 -
Long — term portion of ZUNK liability USD 4823 5113
Hedging of long-term portion of ZUNK liability 1508 1111
Long-term portion of lease liability 75 124
27 885 15908

Deutsche Investitions- und Entwicklungsgesellschdftd (DEG) and SG Logistics Limited (2004)

On 29 June 2004 the company signed two long-tenastment contracts for a total of TEUR 4,600. Thaentowere

granted by DEG (TEUR 3,000) and SG Logistics Limhi@EEUR 1,600).

The loans are repayable in 26 equal quarterly linstats starting on 15 September 2005. The intereghe loans is the

3-month EURIBOR+2.8%.

The loan from DEG is secured by a next-ranking gage over real property, a pledge over the mactindsequipment
which are to be acquired under the agreementstad@mand payment guarantee by SPARKY GmbH, angtadiémand

payment guarantee by SG Logistics Limited. The loam SG Logistics Limited is not secured.

Bulbank (2004)

During 2004 the loan amount extended to SPARKY ELTWYSBULBANK AD increased to TEUR 3,647. The loan is
ultimately repayable on 25 April 2006. After an aahreview and a positive assessment of the firdrstatus of the

company, the loan could be extended by further @gths.

In 2004 BULBANK extended a TEUR 500 investment ldgarthe company. The loan is repayable in 35 emqaithly
installments of TEUR 13.9, starting May 2006 andnalfinstallment of TEUR 13.5. The loans are secwit pledge

over machines and equipment and inventory owne8RARKY ELTOS AD.\
The interest rate applicable to both loans is theofith EURIBOR+4.9%

On 20 December 2001, SPARKY ELTOS AD signed thefoihg long-term loan contracts:

Lender Principal EUR
DEG 2,280,000
Private investors 576,000
SPARKY GmbH 980,000
3,836,000

173



The interest rate is the six-month EURIBOR rate pliE@3p.a and is payable in arrears semi-annuallg. [6ans are
repayable in 14 equal semi-annual instalmentsirsgatt May 2004.

ZUNK

The “ZUNK” loan represents an obligation of SPARKYTOS AD to the Government of Bulgaria. Initiallyrépresented
a loan extended to SPARKY ELTOS AD by the Moscowubtdal Bank, which was subsequently transformed @t
payable to the Bulgarian government. In 2004 the Gmpmegotiated a new repayment plan for the ZUNNKility. The
long-term portion of the loan represents all idstahts due in and after 2008. The interest rafe(s% per annum.The
ZUNK can either be repaid in cash at its nomindli®ar repaid by purchasing ZUNK bonds and exchapghem with
the ZUNK liabilities at the nominal value of the K bonds.

Accounts payable and accruals

31.12.2004 31.12.2003
TBGN TBGN
Trade payable 6 620 2581
Payables to employees 722 300
Payables to national social security 477 390
JlaHbUHY 3aABIKEHUS 470 914
Tax payables 257 1072
8 546 5 257
Related party payables
31.12.2004 31.12.2003
TBGN TBGN
SPARKY GmbH - 3433
SPARKY AD Rousse 771 12
SPARKY Group AD - 20
771 3465
Short-term loans
31.12.2004 31.12.2003
TBGN TBGN
» DEG 1224 956
= Bulbank 561 -
=  SG Logistics Ltd. 313 -
=  SPARKY GmbH 274 274
=  Private investors 241 241
= BNP Pariba - 1226
Short-term portion of ZUNK liability BGN 117 -
Short-term portion of ZUNK liability USD 541 1626
Hedging of short-term portion of ZUNK liability 169 353
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Short-term portion of lease liability 137

123

3577

4799

The revolving overdraft facility from BNP PARIBAS waepaid in full in January 2004.

The short term portion of the loan from BULBANK repents the utilized portion of an overdraft fagitif TEUR 307
extended in 2004. The loan is repayable on 20 @ct®B05 and is secured with pledge over raw madsepiaoperty of

SPARKY ELTOS AD. The interest rate is the 6-monthREBOR+4.9%.

Sales
31.12.2004 31.12.2003
TBGN TBGN
Sales of finished products 41 524 37 004
Other sales 1214 5572
42 738 42 576
Wages
31.12.2004 31.12.2003
TBGN TBGN
Wages (3990) (3435)
Social Security (1 323) (2 187)
(5313) (4 622)
Adjustments
31.12.2004 31.12.2003
TBGN TBGN
Book value of sold assets (excluding finished goods) (865) (3 450)
Expenses for acquisition and liquidation of tangiassets by using
i 635 411
own resources and materials
Increase of products in store, work in progress 536 887
Other adjustment 474 2838
780 686
Interest expense (net)
31.12.2004 31.12.2003
TBGN TBGN
Interest expence (2 763) (1 446)
Interest income 2 -
(176) (1 446)
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Foreign exchange gains

Foreign exchange losses

Result for the year before tax
Tax rate

Foreign Exchange Gains/Losses

Expected tax expense

Adjustment for tax exempt income

Adjustment for non-deductible expenses

Current tax expense

Deferred tax income/(expense)
Reversal of temporary differences

Actual tax expense (net)

Profit before interest and tax
Adjustments:
Depreciation and amortization

(Profit) on disposal of fixed assets

Gain from operations with short-term financial asse

(Increase) in inventories
(Increase)/ decrease in receivables

Increase in payables

31.12.2004 31.12.2003
TBGN TBGN
1823 1716
(1 742) (1 693)
81 23
Income tax expenses
31.12.2004 31.12.2003
TBGN TBGN
105 303
19.50% 23.50%
20 71
Base  Tax effect Base  Tax effect
amount amount
(4 529) (882) (4 154) (976)
4924 960 5021 1180
500 98 1170 275
(15) 24
8 (10)
91 289
Net cash inflow from operating activities before iterest and tax
31.12.2004 31.12.2003
TBGN TBGN
1 866 1749
4 442 4043
(19) 319
(655) -
(2 288) (825)
(6 286) (2 102)
1370 646
(1570) 3830
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Earnings per share

Basic earnings per share have been calculated tisengiet results attributable to shareholders of dbmpany as

numerator.

The weighted average number of outstanding shased for basic earnings per share as well as prafiitbutable to

shareholders is as follows:

31.12.2004 31.12.200:
Profit attributable to equity holders of the Comp#B%N) 13 965 14 161
Weighted average number of ordinary shares in issue 2 000 000 2 000 000
Basic earnings per share (BGN per share) 0,007 0,007
Related party transactions
31.12.2004 31.12.2003
TBGN TBGN
Related party sales
SG Logistics Ltd 32473 31714
SPARKY AD Rousse 372 2220
SPARKY GmbH 297 84
33142 34018
HOKyl'lKI(I Ha CTOKH OT CBbP3aHHU JIMLA
SPARKY AD Rousse 184 2.097
SPARKY GmbH 3.100 2.742
SG Logistics Ltd - 1269
SPARKY GROUP AD 43 31
3327 6 139

Post-balance sheet events

The management of the company confirms that nafgignt events, the non-disclosure of which woufig¢et the true and
fair presentation of the financial statements, haseurred between the balance sheet date and teeotlpreparation of

the financial statements.
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HEAD OFFICE OF SPARKY ELTOS

SPARKY ELTOS AD
9, Kubrat Street
Lovetch
Bulgaria

LEAD MANAGER

UNICREDIT BULBANK
7, Sveta Nedelya Square
Sofia 1000
Bulgaria

LEGAL ADVISOR OF SPARKY ELTOS

DIMITROV, TCHOMPALOQV & TODOROVA LTD
22-24, Major Parvan Toshev Street
Sofia 1408
Bulgaria

AUDITORS OF SPARKY ELTOS

GRANT THORNTON LTD
54, William Gladstone Street, floor 3
Sofia 1000
Bulgaria
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