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Bulgartabac-Holding AD 
 

1. Important events, which have occurred during the first quarter of 2016 and their impact 
on the results reported in the financial statements of the company 

 

 At the extraordinary General Meeting of Shareholders of Bulgartabac-Holding AD held 
on 31 March 2016 the following decisions were passed on the agenda announced in 
advance: 

On item 1. The General Meeting of Shareholders discharged Vencislav Zlatkov Cholakov and 
Miglena Petrova Hristova as members of the Board of Directors of Bulgartabac-Holding AD. 

On item 2. The  General  Meeting  of  Shareholders  passed  a  decision  that  the  number  of  the  
members of the Board of Directors of the company shall be 5 (five). 

On item 3. The General Meeting of Shareholders elected Shreyas Kishor Phadnis, Rahul Dattatrya 
Nimkar, Vladimir Gechev Zhekov, and Svetlana Raykova Marteva as new members of the Board 
of Directors of Bulgartabac-Holding AD with a 3-year mandate as of the date of registration of 
the decision with the Commercial Register. 

On item 4.  

4.1. The General Meeting of Shareholders sets a monthly remuneration of BGN 2,600.00 (two 
thusand six hundred Bulgarian leva) to be paid to the newly elected members of  the Board of 
Directors of Bulgartabac-Holding AD.  

4.2. The General Meeting of Shareholders determines a management guarantee for the newly 
elected members of  the Board of Directors of Bulgartabac-Holding AD equal to their 3-month 
gross remuneration. 

 
At the time of preparation of this report, these circumstances have not yet been entered into the 
Company’s batch at the Commercial Register.  
 
 In March 2016 management of Bylgartabac Group announced that as a result of the 

reduction in orders, as also in order to prevent any more significant business risks, a 
decision had been passed to discontinue the manufacture and sales of products to the 
Middle East Region as of 1 April 2016.  
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2. Development of the activity in the furst quarter of 2016 
 

 Tobacco buy-up and industrial processing 

The buy-up and industrial processing of tobacco of crop 2015 has been carried out on behalf and 
at  expense  of  the  subsidiary  Pleven-BT  EAD;  at  31  March  2016  the  buy-up  campaign  still  
continues.  

Tobaccos of this crop were purchased at market prices by classes. 

 Trade in tobacco 
To  meet  the  needs  of  its  own  cigarette  production  for  Bulgarian  tobacco  is  a  priority  for  the  
Company and therefore, the purchase of raw tobacco in the Bulgarian market conforms to the 
needs of Bulgartabac Group and respectively, the quantities free for sale take due account of the 
indications to make such sales outside the Group. The external sales of tobacco entirely depend on 
the production needs for Bulgarian tobacco and the available quantities of such tobacco. 

For the needs of cigarette production for raw tobacco, tobacco, tobacco stems 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 – proven leaders in 
the  production  of  key  raw materials  and  sub-products.  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. 
Bulgartabac-Holding AD mediates in the overall process of purchasing the required quantities of 
imported raw tobacco by its subsidiaries – joint stock companies. The trade policy is directed 
towards achieving effectiveness of purchases and timeliness and uninterruptedness of supplies.   

 
 Trade in tobacco products 

Pursuant to licensing agreements signed with Bulgartabac-Holding AD for provision of licences 
for trademarks, owned by Bulgartabac-Holding AD, the subsidiaries pay licence fees (royalties), 
set in a percentage of the retail selling price. 
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Domestic market of tobacco products 

The trade policy pursued by Bulgartabac-Holding AD during the first quarter of 2016 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. 

During the first quarter of 2016, the volume of finished products sold is by 6% higher than that 
reported for the same period of 2015. 

According to data of an independent marketing agency, the banderol cigarette market in the first 
quarter of 2016 has grown by 11.9% compared to that in the same period of 2015. The market 
share of the company in the first quarter if about 30%. 

During the reporting period, the usual fluctuations in the separate months have been observed; 
however, in general, we report an upward trend of growth in the market share of cigarettes in the 
mid-price and economic segments, which is primarily due to the reduced levels of contraband 
products. The trend in consumer preferences is moving towards lower tar and nicotine cigarettes. 
The segment of 100 mm cigarettes remains stable.  

The market of tobacco products has remained very dynamic throughout the reporting period 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 

There is a very high activity in support of the mid- and high-price segments, by both the foreign 
and local companies. 

During  the  period  new  prices  of  most  of  the  assortments  of  the  competitors  were  registered  in  
conformity with the new excise duty rates.  

Certain brands of some of the competitors were registered from a higher to a lower proce.  

New brands of competitors in the law price segment were launched to the market. 

Unregulated trade 

As a result of the measures introduced by the State, there is a considerable decline in the levels of 
offering of illegal products during the period. The levels of contraband supply of cigarettes are 
much lower than those observed in previous periods. The price of the offered illegal products 
amounts up to BGN 35 – BGN 36 per carton. In some regions of the country cut tobacco of an 
unclear origin and quality is still offered at prices varying from BGN 7 to BGN 10 per 400 – 500 
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grams.  

Financial and economic situation 

Due to the increase in consumption of products bearing excise stamps, a large number of 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, retailers experience some 
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.  

The stagnation in consumption of FMCG is still to be overcome, which is due to the decreased 
purchasing power of the population, the still high levels of unemployment, the shrank households’ 
expenses, reducing or even quitting smoking as a result of the ban on smoking in public areas.  

Distribution  

Bulgartabac-Holding AD works with one logistics partner of nation-wide coverage.  

The brands of Bulgartabac Group have a sustained nation-wide presence and in almost all points 
of sale, regardless of their size and importance.  

Export of tobacco products 

The following main goals were set by the export program of Bulgartabac-Holding AD for 2016: 

 Lowering the cost of assortments for export.  

o The prices on the priority markets are set in view of the growing competition by the 
multinational companies; it is important to Bulgartabac-Holding AD to have a 
fully-fledged pricing mechanism ensuring the penetration and development of 
export brands on these markets. 

o Application of various methods and forms of payment guaranteeing the interests of 
both the company and its contracting parties.  

 Selection of a strategic partner operating a well-developed distribution network in each 
region 

o Finding the optimum forms for establishing the trademarks (such as promotional 
prices, marketing events, etc.)  
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 Development of blends in conformity with consumers’ preferences in the respective 
regions 

 Conducting marketing researches at the cigarette markets in each region in order to tale a 
precise decision on the brands of Bulgartabac – Holding AD that have the potential to be 
sold in these markets, as well as to form a product portfolio of brands enjoying legal 
protection in each respective region.  

  

3. Analysis of the financial position and financial result of Bulgartabac Holding AD as 
at 31 March 2016  

 

In the first quarter of 2016, Bulgartabac-Holding AD reported sales revenue amounting to BGN 
11,532 thousand compared to BGN 13,582 thousand in the sameperiod of 2015. 

 

 

Chart   

Sales Revenue, BGN’000 

 Dividends 

 Royalty  

 Commissions 

 Other revenue  

 Total  
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There is a decrease in both royalty income and commission income (trade representation). The 
main reason underlying this development is the decline in sales on external markets.  

During the first quarter of 2016 sales revenue from other tobacco products, coffee and tea reached 
almost BGN 0.5 million. 

During the first quarter of 2016 the operating expenses of the company changed in different 
directions. There was an increase in costs of hired services and a decrease in costs of personnel. 
As a consequence of the increase in goods sold, their cost had grown as well.  

As at 31 March 2016 the current assets of the company had grown by BGN 1,938 thousand 
compared to 31 December 2015 (at 31 March 2016: BGN 58,336 thousand, at 31 December 2015: 
BGN 56,398 thousand). 

There was also an increase in inventories by 17%, mainly due to the increase in stocks relating to 
the trade in cigars and coffeee. As at 31 March 2016 the current liabilities of Bulgartabac-Holding 
AD to related parties had grown by 65% (at 31 March 2016: BGN 2,655 thousand, at 31 
December 2015: BGN 1,606 thousand), and trade payables by 14% compared to 2015 (at 31 
March 2016: BGN 10,973 thousand, at 31 December 2015: BGN 9,634 thousand).  

At 31 March 2016 the payables of Bulgartabac-Holding AD to financial institutions comprise 
finance lease liabilities and credit card payables. 

The balance sheet figure of Bulgartabac-Holding AD at 31 March 2016 amounted to BGN 
113,840 thousand or by BGN 2,610 thousand less than that 31 December 2015.  
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Chart  
Balance sheet structure, BGN’000  
* Current liabilities  
* Non-current liabilities  
* Equity  
* Current assets  
* Non-current assets  
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The cash flows in both periods are similar, as shown in the following chart: 

 

 
Chart  
 
Cash Flows, BGN’000 
* Cash flows at the beginning * Cash flows from operating activity * Cash flows from investing 
activity * Cash flows from financing activity *Cash flows at the end 
 

Cash at 31 March 2016 amounted to BGN 9,843 thousand vs. BGN 9,168 thousand at 31 March 
2015. 

At 31 March 2016 the average weighted price of a share of the company amounted to BGN 38.10, 
while as at 31 March 2015 it amounted to BGN 46.80. 
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Financial indicators  No  31.3.2016 31.3.2015 

Basic earnings per share  1 -0.06  0.26  

Price per share/ Earnings per share    2 -595.66  175.33  

Market capitalisation / Sales revenue   3 23.86  24.41  

Price per share / Accounting value  of share  4 2.84  3.39  

Return on equity (ROE) 5 0% 2% 

Return on assets   (ROA) 6 0% 2% 

EBIT  7 -432 2 077 

EBIT / Equity  8 -0.45% 2.12% 

EBIT / Assets 9 -0.38% 1.75% 

Price per share / EBIT per share 10 -637.03  159.62  

Assets turnover 11 0.10  0.11  

 
 
4. Major risks and uncertainties faced by Bulgartabac-Holding AD in 2016  

In March 2016 management of Bulgartabac Group announced that as a result of the reduction in 
orders, as also in order to prevent any more significant business risks, a decision had been passed 
to discontinue the manufacture and sales of products to the Middle East Region as of 1 April 
2016. As a consequence, the future financial and operating results of the Group companies, 
including of Bulgartabac-Holding AD, are subject to significant risks and uncertainty; significant 
risks  and  uncertainty  exist  also  with  respect  to  the  asset  valuation  of  the  subsidiaries  and  
associates. At the date of preparation of this report, the Group’s management is in a process of 
analyzing the already occurred and any potential consequences of the above-described facts, as 
well as the measures that should be implemented in order to diminish and neutralise their impact 
on the Group’s business. At the same time, based on the analysed information, management is of 
the opinion that all Group entities will continue their aconomic activities by taking short-term 
measures to optimise their economic indicators depending on their specific situation.  

Set out below are some of the factors that would have a direct impact on the environment, in 
which the company operates in 2016 and subsequent years: 
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 Legislative amendments imposing increasingly stringent regulations on the EU Member 
States with respect to production, promotion and sale of tobacco products.  

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

 Legislative measures for restriction of tobacco smoking in closed public areas. 

 Highly competitive domestic market environment; 

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

 Stagnation in consumption of FMCG still to be overcome, which is due to the decreased 
purchasing power of the population, the still high levels of unemployment, and the shrank 
households’ expenses; 

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

 

Other risks factors inherent to the Company’s activities may be reviewed in the following 
directions: 

Risk factors specific to the raw tobacco buying-out and processing sector 

In 2016, the negotiations for the Bulgarian tobaccos, crop 2016, are to be held, depending on the 
needs of the Group and the exports indications, as also their buy-up and industrial processing.  

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. 

Risks and uncertainty in the area of tobacco trade 

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. 
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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. 

Financial risk management 

In the course of its ordinary business activities, the Company is 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 services, provided by the Company, 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. 

Risk management in the company is currently executed by the management and the respective 
structural units, depending on the type and specific features of various risks to which the company 
is exposed in its operations. 

Financial risk management is described in detail in the notes to the interim financial statements 
as of 31 March 2016. 
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5. Information about large-scope transactions concluded among related parties  
In the first quarter no transactions having a significant impact on the financial results have been 
concluded with related parties.  

 

6. Events after the end of the reporting period 
The events subsequent to the reporting period are included in the interim separate financial 
statements for the period ended 31 March 2016. 

 

On the grounds of Art.100 , para.7 of POSA we hereby inform that the interim financial 
statements as at 31 March 2016 of Bulgartabac Group have not been certified and audited.  
 
        Vencislav Cholakov 
   Executive Director 
   of Bulgartabac-Holding AD 
 


