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1. General information about the Company 
Bulgartabac-Holding AD (the “Company”), controls, directly or through its subsidiaries, 
Bulgartabac Group - a Bulgarian manufacturer of tobacco products and leader on the Bulgarian 
market that has a presence on international markets and offers a broad range of products. 
The Group’s production capacity comprises three cigarette factories and one tobacco-processing 
enterprise, all of which comply with the international standards, have contemporary equipment and 
use industry’s state-of-the-art technology.  
The Group manufactures all tobacco blends in various formats of products. Depending on the 
market, different types of packing are offered, containing different number of cigarettes. The most 
popular brands, produced by the Group, are Victory, , MM, GD, Prestige, and Global.  

Object of activity  
The object of activity of Bulgartabac-Holding AD includes share participation and financial 
resources management; foreign and domestic trade; research and development, engineering and 
manufacturing activities; participation in Bulgarian and foreign companies and in their 
management; intellectual property transactions.  
The Company has an unlimited permit for industrial processing of tobacco No. 1011 dated 21 
December 2004 issued by the Council of Ministers. 
The object of activity of the subsidiaries includes the following types of transactions and deals:  

 Buying-up, industrial processing, preparation for export and trade in tobacco;  
 Production, preparation for export and trade in tobacco products; 

 Distribution of tobacco products; 
 Trade in tobacco products.   

 
 

2. Development of the activity and status of the Company in the second quarter of 
2016 

Important events, which have occurred during the reporting period 
In March 2016, management of Bulgartabac announced that as a result of the reduction in orders, as 
also in order to prevent any more significant business risks, a decision was passed to discontinue the 
manufacture and sales of products to the Middle East Region as of 1 April 2016.  

As a consequence, management of the Group believes that there are certain risks and uncertainty 
with regard to the future income, expenses and financial results from the Group companies’ 
activities. At the date of preparation of these financial statements, the Group’s management 
conducted an analysis of the occurred and potential consequences of the above circumstances, as 
also of the necessary measures to reduce and neutralize their effects on business of the Group 
companies.  

During the period 01 January – 30 September 2016 Bulgartabac-Holding AD and the main Group 
subsidiaries, Sofia Bulgartabac AD, Blagoevgrad BT AD and Pleven BT AD, continued their 
business activities and measures were taken to optimise the economic indicators in light of the 
individual circumstances.  
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In order to overcome the negative consequences from the above-described events, management 
actively seeks opportunities for penetrating into new markets and increasing the presence in the 
other markets in which the Group operates. In the process, the focus has been placed on the 
development or building upon trade relations directed towards achieving sustainable and long-
lasting results. It is not possible to assess the effect / effects of the actions taken as at the date of 
preparation of this report due to the long-term goals set.  

Tobacco buy-up, industrial processing and trade in tobacco  

Tobacco  of  crop  2015  was  bought  up  by  the  subsidiary  Pleven  BT  EAD.  As  at  the  date  of  this  
report, the buy-up campaign for crop 2016 has not yet been started.  

For the needs of cigarette production tobacco of the variety Virginia and Burley, tobacco stems of 
the variety Virginia and Burley, and reconstituted tobacco of foreign origin are imported / supplied. 
The main sources for purchasing high quality large leaf Virginia and Burley tobaccos are the 
countries with the most developed production and international trade – Brazil, Zimbabwe, USA, 
Malawi, Argentina, and India. Besides, tobacco of other origin, such as Kenya, Uganda, Guatemala, 
Italy, etc, is purchased as well. Tobacco stems and reconstituted tobacco with good quality 
characteristics are bought from different countries and regions.                           

Manufacture and sale of tobacco products 
Bulgartabac-Holding AD pursues a consistent and active policy of developing and improving the 
existing cigarettes brands and creating new ones with modern design and high quality, compliant 
with the latest achievements in the sphere of cigarette manufacturing for the domestic market and 
for exports. 
The cigarette manufacturing is secured with tobacco, tobacco stems and reconstituted tobacco, 
including technological documentation updates and technological projects implementation. 
The Group companies focus their efforts on improving the effectiveness of the production 
processes, as also on the quality of products, modernization of the assortments and other 
trademarks, with the aim to preserve the Group’s leading position on the Bulgarian and other 
regional markets. 

Domestic market  
The discontinuance of the production and exports of products to one of the important export 
markets will not affect directly the position of the Company on the domestic market.  
The policy pursued by Bulgartabac-Holding AD with respect to the domestic market is entirely 
consistent with the market conditions and is subject to the aim of increasing the volumes sold in the 
domestic market and achieving a growth in the company’s market share, and preserving the good 
image of the Company. 
Diverging movements in the domestic sales compared to the various comparable periods have been 
observed over the third quarter of 2016. The volume of finished products sold in the third quarter of 
2016 is by about 10% higher than that sold in the second quarter of 2016; however, there is a 
decline by about 8% compared to the third quarter of 2015. For the nine months of 2016, there is a 
decline by 5% compared to the comparable period of 2015. 
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The falling domestic sales of the Group are a result of the total decline in sales in Bulgaria. Main 
reason for drop in sales is the implementation of the requirements of Directive 2014/40/EU of 3 
April 2014 on the approximation of the laws, regulations and administrative provisions of the 
Member States concerning the manufacture, presentation and sale of tobacco and related 
products (also known as “TPD”). 
In the third quarter of 2016 the Company’s market share has dropped by 1.5 percentage points 
compared to the previous quarter. If compared to the comparable period of 2015, the market share 
remains lower by 2.4 percentage points. The decrease in the market share is due to the early 
introduction of consumer packs bearing mandatory health warnings compared to those of the 
competitors. 

During the reporting period, the usual fluctuations in the separate months have been observed. The 
market of tobacco products has remained very dynamic throughout the quarter and depended on a 
number of objective factors which have a direct impact on the sales of cigarettes in the domestic 
market: 

Pricing policy and competition 
In 2016, the selling prices of some of the cigarette brands were increased by 10-20 stotinki. There is 
a very high activity in support of the cigarettes positioned in all price segments, by both the foreign 
and local companies. 
Bulgartabac continues its active marketing policy (within the applicable statutory regulations) by 
supporting its trademarks positioned in all price segments. The enlarged portfolio within the 
Exclusive by Victory family gives the expected positive results. The same applies to the 
performance of Victory Code. The performance of the extremely successful trademark EVA 
remains stable as well.  

Unregulated trade 
At the beginning of 2016 the levels of the unregulated trade in tobacco products continued to 
decline. According to data of an independent marketing agency, it is expected that the increase of 
the banderol cigarette market observed in 2015 will continue in 2016 as well. 

Financial and economic situation 
Due to the increase in consumption of products bearing excise stamps, some of the stores 
experience difficulties in forecasting the exact levels of orders and ensuring cash for the purchase of 
larger volumes of cigarettes, which quite often results in stores running out of stock.  
Due to the constantly growing number of brands offered in the market, the small retailers 
experience difficulties in ensuring the full range of products due to limited financial resources. Only 
the best-selling brands are supplied in limited quantities to the shops with lower levels of turnover.  
There have been initial signs that the stagnation in consumption of FMCG will be overcome. The 
decreased purchasing power of the population in certain regions, the unemployment, the shrank 
households’  expenses,  as  also  the  reducing  or  even  quitting  smoking  as  a  result  of  the  ban  on  
smoking in public areas, continue to be limiting factors affecting the rate of increase of 
consumption in 2016 as well.  

Distribution  
The brands of Bulgartabac Group have a sustained nation-wide presence. The stores (regardless of 
their size and importance), in which the Group’s products are not sold, The Group works with one 
logistics partner – a company with very-well developed logistics network and an extremely high 
level of national coverage. 
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Exports  
Thanks  to  its  long-term  experience  and  traditions,  the  products  of  Bulgartabac  Group  are  well  
known in the markets of the Balkan countries. The developed solid presence in these regions 
enables us to sell products of high quality at prices that guarantee a constant net income. 
Due to the constantly growing competition of multinational companies and the changing factors at 
macro- and micro-level, Bulgartabac - Holding AD has devoted considerable efforts to enlarging its 
market presence. Based on an analysis of the consumption patterns in the markets in which it 
operates, the Group has developed and launched new assortments of tobacco products. 

Market perspectives  
The development of the activities of Bulgartabac-Holding AD and Bulgartabac Group companies 
will be directed towards overcoming the effects of discontinuance of the manufacture and sales of 
products  to  the  Middle  East  Region,  as  well  as  achieving  the  strategic  goals  of  the  Group  that  
remain unchanged.  

Set out below are some of the factors that would have a direct impact on the environment, in which 
the company will operate in 2016: 

 Reducing the volume of activities as a result of discontinuing exports to the Middle East 
Region. 

 Measures for restructuring manufacturing and operating activities aiming at optimizing the 
expenses and cost in view of the new levels of load on machinery and equipment. 

 Enhance marketing presence (in compliance with the regulatory restrictions) on the 
Bulgarian and the foreign markets on which the Group operates.  

 Decline in the levels of offering contraband products on the domestic market thanks to the 
measures taken by the government authorities. 

 Highly competitive domestic market environment. 
 Legislative amendments imposing increasingly stringent regulations on the EU Member 

States with respect to production, promotion and sale of tobacco products. Legislative 
measures for restriction of tobacco smoking in closed public areas. 

 Gradual increase over the period 2016 – 2018 of cigarette excise duties and their 
equalisation with the minimum rates provided for in the European law.  

 Indications of an accelerating growth pattern in consumption of FMCG, still held back by 
the decreased purchasing power of the population, the relatively high levels of 
unemployment and shrank households’ expenses. 

 The dynamic economic, market and competitive environment will necessitate certain 
measures for optimizing and improving the effectiveness of work processes. 
 

Investments  
During the first quarter of 2016, the Group has not changed its shareholding in subsidiaries and 
associates.  
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Dividends  
During the first quarter of 2016, Bulgartabac Holding AD and the Group’s subsidiaries have not 
distributed dividends. 

Liquidation procedures of subsidiaries  
At the date of this report, the companies Haskovo Tabac AD and Asenovgrad Tabac AD are 
undergoing liquidation procedures. 

Haskovo Tabac AD - in liquidation 
The decision of the General Meeting for winding-up of the company and starting a liquidation 
procedure was entered by a decision of Haskovo District Court dated 31 March 2006. On 11 July 
2006 the creditors were invited by a published invitation by liquidators to request their receivables 
within a three- month period as from that date. Sale of the company's property was forthcoming for 
their settlement. At present, the term of completion of the company’s liquidation is 18 months as of 
11 July 2015.  

 
Asenovgrad-Tabac AD - in liquidation 

At the extraordinary General Meeting of Shareholders of Asenovgrad-Tabac AD, held on 1 
September 2011, the following decisions were passed: winding up and announcing the company’s 
liquidation, discontinuing the powers of the Board of Directors, setting a term to complete the 
liquidation – one year as of the date of announcing the invitation to the creditors to request their 
receivables, and appointing a liquidator. The invitation to the creditors to claim their receivables 
was registered with the Commercial Register on 26 October 2011. At present, the term of 
completion of the company’s liquidation is 18 months as of 22 June 2015.  

Risk factors  
Within the framework of their activities, the individual Group companies are exposed, in general, to 
two main groups of risk factors: General and Specific.  

Information about the general risk factors is disclosed in i.3 of this Report and in Note 8 to the 
annual financial statements of the Company. 

Risks inherent to the industry in which the Group operates are as follows: 

Risks and uncertainties in the area of tobacco trade 
In 2015, Bulgarian tobacco, crop 2015, was negotiated depending on the needs of the Group and the 
exports indications. The industrial processing of tobacco purchased was completed. 

In view of the full liberalization of the raw tobacco market, the future results of the activity “buy-up 
and industrial processing” will depend directly on the demand and supply of tobacco, including in 
the Bulgarian and in foreign markets. 
The policy of purchasing raw tobacco of foreign origin is a function and therefore is directly related 
to the policy of selling cigarettes – the purchases of tobacco, tobacco stems and reconstituted 
tobacco depend proportionately on the volumes of cigarettes planned for sale in the domestic and 
foreign markets. In connection with the above, Bulgartabac will continue to actively perform and 
implement a flexible trade policy in order to ensure constant supplies of raw tobacco for the needs 
of cigarette production and for sale of raw tobacco. 
Risks and uncertainties inherent to the import and supply of tobacco, tobacco stems and 
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reconstituted tobacco depend directly on the international demand and supply, the conjuncture of 
tobacco markets by regions, the economic development of the countries – tobacco manufacturers 
and exporters, and on a number of other factors, among which force majeure events and 
circumstances.  
 

3. Financial risk management  

In the course of their ordinary business activities, the Bulgartabac Group companies are exposed to 
a variety of financial risks the most important of which are market risk (including currency risk, 
interest rate risk and other price risk), credit risk and liquidity risk.  
The overall risk management is focused on the difficulties of forecasting the financial markets and 
minimizing the potential negative effects that might affect the financial results and position of the 
company. The financial risks are currently identified, measured and monitored through various 
control mechanisms introduced in order to establish adequate prices for the products/services, 
provided by the companies, as also of the borrowings attracted by the companies, to appropriately 
assess the market circumstances related to its investments and the forms for maintenance of free 
liquid funds through preventing undue concentration of a particular risk. 

Currency risk  
The Group companies perform their activities by trading actively with foreign contractors (clients 
and suppliers). They perform sales to foreign clients (tobacco products) and transactions with 
foreign contractors (tobacco, auxiliary materials and spare parts) contracted in USD. Therefore, the 
Group is exposed to an extent to currency risk to USD insofar the sales and supplies are affected 
directly by the exchange rate of USD to BGN. The other part of transactions is denominated in 
BGN, EUR and other currencies. In order to manage the currency risk and due to the centralized 
system for supply of imported tobacco, and respectively, export of tobacco and tobacco products, 
the import supplies, and respectively, the export sales, are planned on an on-going basis within 
Bulgartabac Group.  

Interest rate risk  
In general, interest-bearing financial assets are represented mainly, in the structure of the Group’s 
assets, by cash bearing fixed interest rates. The Group’s share of interest-bearing floating-rate assets 
is immaterial, and therefore, it is not exposed to significant cash flow risk with respect to these 
assets.  At  the  same  time,  the  Group  is  exposed  to  interest  rate  risk  as  regards  the  long-term  and  
short-term loans utilized by it to finance its business activity. Therefore, the changes in interest rates 
are constantly monitored. 
 

Price risk  
The Group is exposed to a risk of possible adverse changes in the prices of raw materials and 
materials needed for the production of tobacco products, as also to possible adverse changes in the 
prices of products manufactured. In order to control the price risk, the Group monitors the market 
status and dynamics, and constantly monitors and analyses the trends, with the aim to effectively 
plan  the  supplies  of  raw  materials  depending  on  the  estimated  sales  and  to  optimise  the  working  
capital engaged in inventories. 
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Credit risk 
In the course of performing its activities, the Group companies are exposed to credit risk associated 
with the risk that one party to a contract  will  fail  to discharge its  obligations fully and within the 
normally prescribed terms. The Group’s receivables are presented net in the statement of financial 
position, less of any accumulated impairment. Such impairments are made where and when there 
were events identifying losses due to uncollectability based on previous experience. 

In order to manage its credit risk, the Group has adopted best practices for selection of trade 
contractors and contractual relationship control policies, which are of significant importance for 
preventing the risk of uncollectability of receivables.   

Liquidity risk  
Liquidity risk is the risk that the companies of Bulgartabac Group will encounter difficulties in 
meeting unconditionally its obligations within their maturity. The Group companies’ liquidity 
management policies are conservative, as they maintain constant optimal liquid reserve of cash 
(own and borrowed) and good capability to fund their business activities. Currently, the maturity 
and timely settlement are monitored and controlled at two levels, by the parent company and by the 
respective units of the Group companies. 

Capital risk management  
The capital management objectives of the Group are to build and maintain capabilities to continue 
its  operations  as  a  going  concern  and  to  provide  return  on  the  investments  of  shareholders  and  
economic benefits to other stakeholders and participants in its business, as well as to maintain an 
optimal capital structure to reduce the cost of capital - at the level of the individual Group company 
(incl. the parent company) and at the level of the Group (the consolidated equity). 

The Group financed its operations by its own generated profits and by maintaining a certain level of 
trade and other short-term liabilities and bank loans.  

Besides in this Report, detailed and systemized information disclosing the financial instruments 
employed by the Group companies and when it is important for assessing the assets, liabilities, 
financial position and financial performance, the financial risk management objectives and policies, 
the  exposure  of  the  Group  companies  to  price,  credit  and  liquidity  risk,  and  cash  flow  risk,  is  
disclosed in Note 8 – Financial risk management to the interim financial statements for the second 
quarter of 2016.  
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4. Review of the comparative data for the financial position and performance of 
the Company 

Statement of financial position  

 
 

 
*The Other expenses category includes also Investment and Finance Income and Costs, net. 
 

The changes in the financial indicators of the Income statement are due to the combined effect of 
the following main factors observed during the period: 

 The decline in the Company’s revenue is due to the reduced exports of the Group after the final 
decision to discontinue the sales to the Middle East region.  

 The decrease in revenue is due to the fact that in 2016 the Company did not receive dividends 
from its subsidiaries. 

 Expense restructuring as a consequence of the measures taken for increasing the efficiency of the 
Company’s business processes. 
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Statement of financial position: Statement of cash flows 

 

 
 
The balance sheet structure of the Company remains stable throughout the last reporting periods, 
with some minor changes due to the normal business activity. The changes are offset and show the 
stable financial position of the Company.  
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The changes in the structure of cash flows relate primarily to dividends distributed and paid during 
the comparable period of 2015, as also to other one-off effects, such as deposit repaid to a Group 
company,  etc.  With  respect  to  proceeds  from  and  payments  to  suppliers  and  clients,  movements  
mirror the movements in the operating activity. 

Risks related to investing in shares of the Company 
 

Bulgartabac-Holding is a public company whose shares are traded on Bulgarian Stock Exchange – 
Sofia AD, segment shares „Standard“. 

The issue of shares of Bulgartabac-Holding AD is included in the database of the stock exchange 
index: BGBX 40.  

The market value of shares being offered is determined on the basis of demand and supply, as the 
company’s operating and financial results, the information publicly announced by it, and the 
common factors having an impact on the capital market in the country, have an effect on their price. 
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5. Significant related party transactions  
Information about related party transactions is disclosed in Notes 3 and 6 of the interim financial 
statements for the third quarter of 2016. 

 

6. Important events which have occurred after the date of preparation of the 
financial statements  

No significant events have occurred after the end of the reporting period, which have not been 
disclosed in the interim financial statements for the third quarter of 2016. 
 
This report was approved by a decision of the Board of Directors dated 28 October 2016. 

 

Vladimir Zhekov      Radoslav Rahnev 
Executive Director   Executive Director 
of Bulgartabac-Holding AD   of Bulgartabac-Holding AD 

 


