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BULGARIAN TELECOMMUNICATIONS COMPANY AD
ANNUAL ACTIVITIES REPORT
For the year ended 31 December 2011
This document reflects the activity in the reporting period of Bulgarian Telecommunications Company
AD (“VIVACOM” or the “Company”) on an individual and consolidated basis.
I. INFORMATION ABOUT THE FINANCIAL RESULTS, ACTIVITY AND DEVELOPMENT
OF THE COMPANY AND THE GROUP

1. OVERVIEW OF THE ACTIVITY OF THE COMPANY AND THE GROUP
Bulgarian Telecommunications Company AD (“VIVACOM” or the “Company”) is a public joint stock
company, domiciled in Bulgaria, with its registration address: 115I “Tsarigradsko Shose” blvd., 1784
Sofia. VIVACOM’s activities include development, operation and maintenance of national fixed and
mobile network and data system for the Republic of Bulgaria.
As at 31 December 2011 the group includes VIVACOM and its subsidiary entity BTC Net EOOD (the
“Group” or “VIVACOM Group”).
As at 31 December 2010 the group includes VIVACOM, the subsidiary entity BTC Net EOOD and the
jointly controlled entity NURTS Bulgaria AD.
On September 20, 2011 VIVACOM closed the deal with Bluesat Partners Ltd. for the sale of the 50 % of
NURTS Bulgaria AD for BGN 58.7 million. Completion of this deal transfers the whole process for
development of the digital radio and TV infrastructure to NURTS Bulgaria AD, a joint-venture between
Mancelord Limited, the company which from August 2010 owns 50% of the company, and the new
investor. In August, the deal was approved by the Commission for Protection of Competition (CPC).
VIVACOM offers high-quality converged services which deliver all kinds of telecommunication
solutions – fixed telephony, mobile services, Internet and satellite TV.
The Company remains the biggest landline operator despite strong competition from fixed-line offers
from the alternative fixed-line providers and the two mobile operators.
Full digitalization of the entire national telecommunications network has been completed, thanks to
VIVACOM investments during the year.
VIVACOM keeps its leading position on the strongly fragmented broadband Internet market, despite the
fact that the market is currently saturated. Following the demand for high-speed bandwidth capacity,
VIVACOM has speeded up the investments in its optical infrastructure. The fiber is deployed into each
entrance of the building and already covered more than 100 000 households.
The Company has positioned itself as the Internet service provider with 100% coverage of the territory of
Bulgaria and ability to provide access to the global network in areas with no telecommunications
infrastructure after in September 2011 announced the launch of its new satellite Internet service
(VIVACOM Tooway).
Also VIVACOM offers free of charge to its clients an option for legal download of music and free access
to a game server through its portal 4fun.bg.
Being the third arrival on the market, the company is constantly increasing its market share offering the
lowest prices and boosting the competitiveness in the mobile services sector in the country.
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VIVACOM has ended its 3G network development program for 2011 with 97.48% coverage of the
population and 86.50% of the Bulgarian territory. These numbers confirm the CPC statement from May,
2011 that VIVACOM's 3G network is the best third-generation network in Bulgaria. VIVACOM is also
the 18th operator in the world that starts commercial offering of a 3G network on 900 MHz, which allows
better coverage as a whole, stronger signal in closed areas and distant places, as well as considerably
better network quality. The use of mobile data services is growing faster than the number of subscribers,
which is due to the higher data transfer speed offered by VIVACOM in its entire network and the
country-wide 3G coverage.
VIVACOM wins customers by remaining the only operator without roll over clause for all its customers new and existing ones. This approach led to a serious growth of 28% in VIVACOM's mobile customer
base for only a year.
VIVACOM still remains the only operator reporting a positive balance of numbers ported into its
network. Since the start of the mobile number portability process, over 140,000 new subscribers have
chosen VIVACOM’s network, more than half of which ported in the last 12 months.
The company sees strong demand for its digital television service with more than 280% increase in
VIVACOM TV subscribers for only one year and has positioned itself as the second largest satellite
provider in Bulgaria.
VIVACOM FUND distributed around BGN 2 million to support sports, culture, education and health and
social projects over the course of 2011. For a third consecutive year VIVACOM was distinguished as the
biggest corporate donor through volunteering by the Bulgarian Donors Forum.
VIVACOM created effective and successful program for retention and development of the key people
which does not have an analogue in Bulgaria. The project, which is unique for our market, won the price
"Succession Management" in the yearly competition of Bulgarian Association for Management and
Development of the Human Resources (BAMDH) for 2011.
In order to achieve continuous improvement in environmental indicators and environmental performance
in its activities, products and services, VIVACOM decided to focus its efforts on the path of the
requirements of ISO 14001:2004.
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2. FINANCIAL CONDITION AND RESULTS FOR 2011
The Group ended the financial year 2011 with a net profit of BGN 7,180 thousand, (the Company - with a
net profit of BGN 9,248 thousand). Net profit for 2011 has decreases comparing to last year numbers
mainly due to a reduction of revenues from fixed services, reduced retail prices and discontinued
operations.
At the end of 2011 the Company's financial position remained strong with ample liquidity and stable total
revenues. The Company maintains strong revenue growth in mobile services, while reducing the cost and
applying lower prices to end-customers. This approach led to an increase in VIVACOM's customer base
and offset the decline in revenues from fixed telephony.
At 31 December 2011, cash and cash equivalents amounted to BGN 141,664 thousand (VIVACOM
Group) and BGN 141,355 thousand (VIVACOM), comprising current accounts and cash in hand and
deposits with maturity of less than three months.
The companies within VIVACOM Group hold cash in BGN , EUR and USD in view of the fact that their
short-term liabilities originate in these currencies. Thus the risk of a change in exchange rates is managed
and relevant potential losses are minimized.
Cash flows from operating activities for 2011 amounted to BGN 309,014 thousand for VIVACOM Group
(15% increase compared to 2010) and BGN 309,065 thousand for VIVACOM (15% increase on 2010
year-end).
The net cash flow used in investment activities for the Group and the Company was BGN 105,326
thousand, including BGN 118,484 thousand for purchase of plant, property and equipment and BGN
54,805 thousand for purchase of other fixed assets. The above was partially offset by BGN 8,995
thousand proceeds from property, plant and equipment as well as BGN 58, 675 thousand proceeds from
sales of investments.
The net cash used in financing activities for VIVACOM and the Group was BGN 216,969 thousand,
including 160,265 thousand payments of dividends and BGN 54,507 thousand bank deposits with
maturity greater than three months.
At the General Meeting of Shareholders held on 29 July 2011 a decision was taken on dividend payout
from the Company’s profit and reserves allocated for distribution to the total amount of BGN 176,147
thousand.
On 21 August 2007 VIVACOM refinanced its liabilities on the existing syndicated loan to the total
amount of EUR 350 million. On 17 August 2007 VIVACOM became a party to a new loan arranged by
Royal Bank of Scotland, Deutsche Bank AG, London Branch, UBS Limited and Bank Austria
Creditanstalt AG with a mandate for arranging syndicated finance. Available to VIVACOM are two term
loans and one revolving loan. The first term loan matures in eight years and may be used for repayment of
existing financial obligations. The second term debt matures in seven years and may be used to finance
the capital expenditures of VIVACOM and its subsidiaries. The third loan is granted on a fully revolving
basis and its utilization is aimed at meeting working capital needs as well as other needs of companies
within the Group. The loan agreement includes provisions for certain covenants for financial ratios,
calculated based on the financial statements of the parent companies of NEF Telecom Bulgaria OOD. As
per information of the parent company of the majority shareholder (acting as agent of the borrowers under
the senior loan agreement) some financial covenants have been breached in 2010 as detailed below.
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On 6 January 2010 a garnishment (freezing order) was imposed over 10,230,187 common registered book
entry shares from the share capital of VIVACOM held by NEF Telecom Bulgaria OOD representing
3,54% of total VIVACOM shares. The latter together with the mortgages over real estates of the company
disclosed under note 11 of the financial statements, as well as the deviation of certain covenants
mentioned above, represent a breach of the senior loan agreement in case the lenders have not provided
explicit waiver under the respective clauses of the senior loan agreement. Since such waiver has been
provided by the lenders, the management considers that the above circumstances do not represent
immediate risk for the activities of the company and most probably will not lead to adverse implications
for VIVACOM.
VIVACOM management expects that in the course of 2012 its shareholders will agree with the lenders
changes to the loan agreements that will enable the loans to remain with their original maturities.
Considering the above, in light of the assessment of expected future cash flows, the assurance received by
the major shareholder for a successful and consensual outcome from ongoing discussions with the
lenders, as well as the continuing support of Senior Lenders as evidenced in the waivers granted, the
management is satisfied that it is appropriate for the financial statements to be prepared on a going
concern basis.
On 17 February 2012 the Company made repayment of BGN 29,584 thousand from the second term loan.
In 2011 VIVACOM maintained a structure of assets and liabilities that allowed its smooth operation. In
order to control the threat of liquidity risk, the Company applied planning techniques, including
submission of daily liquidity reports, short-term and medium-term cash flow forecasts.

CAPITAL RESOURCES
The Group manages its equity in order to perform its activity as a going concern and to maximize return
on equity of shareholders by optimizing the debt to equity ratio in medium term.
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REVENUES
The total amount of consolidated revenues from continuing operations for 2011 amounted to
approximately BGN 895.9 million, 0,1 % less than in 2010.

The Company’s revenues are generated from five main sources.

VIVACOM Revenue Structure
9%
18%
20%

16%

37%
Outgoing traffic

Recurring charges

Leased lines and data transmission

Interconnect

Other

Recurring charges
Monthly rental revenues decreased slightly in 2011 for VIVACOM and the Group as a result of fixed line
losses which are largely offset by the growth of mobile subscribers, leading to a reduction in revenues
from recurring charges to only 1%.
Outgoing traffic revenue
Outgoing traffic revenue of VIVACOM decreased by approximately 8% in 2011 compared to 2010, on an
individual and consolidated basis, as a result of the line losses and shrinking fixed traffic.
Interconnect revenue
Interconnect revenue increased by 19% compared to 2010 as a result of the higher volume of traffic
terminated to VIVACOM mobile network, due to mobile subscribers’ growth and international transit
traffic.
The price re-balancing based on rules approved by the regulatory authority – Communications Regulation
Commission (CRC) – will further influence the regulated services revenue next year.
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Leased lines and data transmission revenue
Leased lines and data transmission revenue of VIVACOM and VIVACOM Group marked approximately
2% drop compared to 2010. This is mainly attributable to the migration of customers from leased lines to
other complex data services, where price competition is fierce.
Other revenue
In 2011 other revenue from sales marked a decrease by 6% compared to 2010 (for the Group and
VIVACOM) mainly due to lower sales of mobile phones.

EXPENSES
Staff costs
In 2011 staff costs of VIVACOM Group and VIVACOM decreased by 10% on 2010 mainly due to salary
optimisation in line with the restructuring of the Company’s activities.
Interconnect costs
Interconnect costs has increased compared to 2010 by 12% both for the Group and VIVACOM, led by
the growth in international transit traffic.
Other operating expenses
In 2011 other operating expenses in the Group and VIVACOM marked an increase compared to 2010, as
a result of the higher maintenance and repairs costs, advertising, customer service, billing and collection
costs, facilities and other costs.
Materials and consumables expenses
Lower materials and consumables expenses in 2011 compared to prior year as a result of lower cost of
mobile handsets sold out. The above was partially offset by the theft of copper cables losses.
Corporate tax
The corporate tax expense decreased considerably in 2011 compared to prior year. The difference is
mainly due to the lower operating profit in 2011.
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3. MAIN CATEGORIES OF SERVICES
The services provided by the Company and the Group include:
Converged services – VIVACOM’s bundles offer a wide range of variety of combinations that include
mobile, fixed, Internet and TV services. The bundles provide best value, convenience and ease-of-use for
the end-customers.

Mobile services
Mobile telephony – a service enabling the clients to make mobile calls via the mobile network of
VIVACOM.
VivaMail – professional e-mail hosting service via the mobile network of VIVACOM.
BlackBerry - a complete communication solution allowing, distance and continuous connection with
electronic mail, working with corporate databases and different types of files sent electronically and all
basic functions and services for a mobile device. The service is provided via the VIVACOM mobile
network in cooperation with the service vendor Research In Motion.
VIP Business – an integrated voice service, based on IP connectivity.
3G Videocall - a service allowing two users to see each other on the display of their handsets in real time
via the mobile network of VIVACOM.
Business SMS – a service enabling VIVACOM business customers to generate various SMSs via web
based application.
VIVA Bipper – child security service, which gives opportunity to the parents to use their children’s
mobile phones to control the communication, localize them and have immediate contact in emergency
situations. The service is offered in partnership with Bipper Norway.
VIVA Team – specially designed service for the business customers in order to localize and optimize the
spent for telecom services of the company employee.
Mobile internet – a service enabling the clients to upload and download data within the mobile network
of VIVACOM.
Additional services included in VIVACOM mobile portfolio are SMS, MMS, VAS, Voice mail,
International roaming, Shared data, bolt ons, VIVA TV Box etc.

Fixed voice services
Fixed telephony – a service enabling the clients to make local, long-distance, national calls to other fixed
and mobile operators and international calls via the fixed network of VIVACOM. Clients with numbers
from digital telephone exchanges are offered a number of additional services.
Value Added Service 0900 – a service used for providing information or public entertainment
services to suppliers of Value Added Services.
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Green telephone 0800 – the service enables clients to provide voice information services free of charge
for their customers.
Universal number 0700 – the service enables clients to provide voice information services and the price
of the telephone call is shared between them and their customers.
Integrated services digital network (ISDN) provides digital user-to-user connectivity with an option for
access to voice services and services for transmission of data, text, movable and fixed images as well as
various additional services.
VPN fix – the service provides the clients with the benefits of a closed user group across the country’s
territory, where members of the group call everybody else in the group with short code dialing and
telephone calls among them are billed at preferential prices.
Additional services included in VIVACOM fixed voice portfolio are Office plans, Audio Conference,
Televoting, VIP Business, Centrex, Dataphone etc.

Digital

TV

VIVACOM TV is a satellite digital television based on the DTH (Direct-To-Home) technology, which
delivers TV content via satellite directly to the client's home. Satellite TV can be used in any part of the
country.

Internet services
VIVACOM Net – the service offers to clients a high-speed and reliable access to Internet simultaneously
and independently from standard telephone services via the same subscribed line.

VIVACOM FiberNet – the service offers to clients a high speed Internet access (up to 100MBps) on
separate optical infrastructure.
VIVACOM Tooway – satellite Internet for customers in rural areas.

Data and Professional Internet services
Digital Leased Lines – provision of infrastructure by VIVACOM to a client, including transmission
facilities and transmission environment via which a transparent channel with a specific capacity between
end points in the network defined by the client is provided.
MAN is a high-speed optic network for data transmission over Ethernet protocol. The service “Building
of a client virtual local network for data transmission – Metropolitan Network” is provided via MAN,
connecting separate segments of the local network or separate networks of client/clients included in a
virtual network – VLAN.
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MAN Intercity is a service based on the optical network of VIVACOM and provides link between the
branches of customers located in different cities and already users of MAN.
VIVACOM IP-VPN (virtual private network) – the service provides high-quality, high-speed
connectivity between remote offices of the client/clients located in a single settlement. VPN Net – the
service provides high-quality, high-speed and cheap IP environment for transfer of voice, video and
business data between geographically remote offices of users within the country. The service is provided
in two versions - IP VPN Net and L2 VPN Net.
Additional services included in VIVACOM data and internet portfolio are professional internet services,
Remote access to IP-VPN, SLA (Service Level Agreement), etc.

Other services
Use of duct network – a service allowing installation along underground routes of telecommunication
cables from other licensed telecommunications operators for the purposes of their business.
Collocation of customer equipment – the service enables users to install and operate their communication
equipment in dedicated VIVACOM centres.
Interconnect – Provides possibilities to other licensed telecommunications operators to connect their
networks with the network of VIVACOM for the purpose of mutual exchange of traffic.
Bitstream – Provides possibilities to other licensed telecommunications operators to deliver ADSL access
to Internet for their customers using VIVACOM’s access network and MAN infrastructure.
Local loop unbundling - Provides possibilities to other licensed telecommunications operators to use the
last mile of VIVACOM’s access network to deliver telecom services to their customers.
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4. MAIN RISKS
Investment in securities involves different types of risks. Every investor should carefully read and analyse
the information presented below and should make his own independent research and assessments before
taking a decision on acquiring shares issued by VIVACOM.
This document contains certain projections and estimates which refer to future uncertain events. The
projections are made on the basis of the current information available to the authors of this document and
on the estimates they consider justifiable. Actual results may differ, even materially, from the estimates
stated in this document, as they depend on a number of risk factors described in the paragraphs below.
Not all risk factors can be predicted or described and some of these risk factors are outside the abilities of
the issuer to counteract.
The main risk factors that could affect the Company’s activity and results are described below.
General risk
General risk is considered in the broadest economic and political context in which the Company operates
(e.g. risk related to the development of the global economy, the development of the local economy,
inflation risk, general political risks, domestic policy, foreign policy and general trends). Therefore, some
of these risks are not subject to management or mitigation by the Company’s management. They affect
VIVACOM’s activity with different weight and emerge in different, usually unpredictable patterns.
Macroeconomic risks
The macroeconomic environment in Bulgaria and the European Union economy will continue to affect
indirectly VIVACOM’s results. Tightening credit condition and increasing unemployment lowered
consumer confidence and affected Company’s performance and cash flows, albeit the Company
performed better than competitors.
Inflation risk
Inflation is a factor determining the actual return on the investment. This means that at a level of inflation
exceeding the nominal rate of annual return during the year, the actual rate of return on the investment
denominated in the national currency would be negative during the year.

Market risk
Market risk is associated with changes in the earnings of a specific security as a result of changes in the
market earnings as a whole. The specific change in the price of a share as a result of a specific change in
the market earnings as a whole depends on the sensitivity or elasticity of the earnings of such security
against changes in the market earnings. The value of that ratio for the shares of a specific company is
determined on the basis of a regression analysis of the change in the earnings per specific share and of the
market as a whole. As the existing information is not representative given the short history of the capital
market in Bulgaria and its low liquidity, whereby it is very difficult to form a fair market value, this risk
cannot be calculated correctly for the shares of VIVACOM.
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Political risks
The political process is a significant factor affecting the return on investments. The degree of political risk
is associated with the probability of changes in the economic policy pursued by the government, which
could lead to negative changes in the investment climate, as well as the probability of emergence of
regional or global armed conflicts or terrorism, social unrest or political tension. Apart from this is the
probability of adverse changes in the legal regulation of economic activity. At present the political
situation in the country seems stable with government commitment to fiscal discipline and improving
institutional strength as well as the financial system's relative resilience in a volatile regional
environment.
In July 2011 Moody's upgraded Bulgaria's government debt ratings to Baa2 stable from Baa3.

Specific Company risks
Specific Company risks are the risks associated directly with its activity, which is strictly regulated. They
include:
Regulatory risk
Regulatory risk exists both in respect of the telecommunications regulation and the general regulation in
the area of competition law. The regulatory practice of the CPC and that of the Communications
Regulation Commission (CRC) is not always concerted and can provoke conflicting decisions in the area
of electronic communications. This could result in market uncertainty, lack of clear criteria and in many
cases could lead to excessive regulation for VIVACOM.
Following market analyses procedures that were carried out by the Communications Regulation
Commission, VIVACOM was recognized as a company having significant market power (SMP) on the
following markets: origination and termination on fixed network, access and local, long distance and
international calls for fixed voice service, call termination for the mobile voice service. VIVACOM is still
obliged to have and officially publish standard offers for interconnection, unbundling access to the
subscription line. In addition VIVACOM was obliged to provide another wholesale service – Wholesale
Line Rental.
The lack of strict regulation allows the mobile operators with dominant position to provide many complex
and bundled offers at lower prices than the one VIVACOM is allowed to provide due to its regulated
activity.
Fixed Number Portability (FNP) was officially launched In July 2009. In August, 2010 the CRC made
amendments to the fixed portability process from two stop shops to one. The risk associated with this
process is a possible decrease of the number of VIVACOM’s subscribers of fixed voice service.
Market analyses of CRC with regard to the fixed broadband access and the access to the passive
infrastructure have been released in 2011. The main risks associated with the use of the duct network are
the imposition of new pricing mechanism based on installed cables section. The above could drive a
process of full inventory of the duct network and obligation for preliminary agreement of the conditions
for providing DSL services.
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Regulatory risk (continued)
Potential risks during the course of the year could be the appeal of VIVACOM’s new commercial offers
and converged services in the CPC. It should be noted that in case of infringement, CPC has power to
stop services and advertisements which may affect the whole sector.
Unfair competition
Unfair competition from a number of alternative operators poses a risk to the Company. Their typical
behaviour is anti-competitive associations for concerted market behaviour, forbidden and hidden
advertising, negative advertising and unfair acquisition of clients as a result of the low price promotions.
Many of the alternative operators that provide internet access build their cable networks in contradiction
with imperative stipulation of Bulgarian legislation. Examples of such practices are networks built over
the air, especially in cities with more than 10 000 inhabitants, in violation of the Electronic
Communications Act.
Legal framework
Amendments were made in the Electronic Communications Act as a whole they create a certain and
specific obligations to undertakings providing electronic communications services. Some changes are
oriented toward consumer protection, such as delayed entry into force of contracts, which could
potentially bring legal risk.
More market analyses of CRC are due to become effective which shall most probably confirm some of
VIVACOM’s existing specific obligations.
The measures which the CPC may impose will have material weight and in practice could affect seriously
not only one company but the whole sector. The maximum amount of pecuniary penalties could reach
10% of a company’s turnover.
Credit risks
Credit risks or the risk of counterparty defaulting is reduced partly by the application of monthly
subscription, credit limits and monitoring procedures. The Company has a policy of obtaining collateral
from its retail customers who use mobile services and from distributors. Credit risk is managed on
VIVACOM Group level. The credit exposure of VIVACOM consists of the total value of trade and other
receivables and short-term deposits. There is no significant concentration of credit risk related to accounts
receivable.
Liquidity risks
Liquidity risk arises from the mismatch of contractual maturity of monetary assets and liabilities and the
possibility that debtors may not be able to settle obligations to the Company within the normal terms of
trade. To manage such risk, the Company uses planning techniques, including but not limited to,
arrangement of overdraft facilities, daily liquidity reports, and short and medium-term cash forecasts.
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Other specific risks
Other specific risk identified by the management is the risk of unethical behavior of employees of the
Company. To address this risk the management has developed and adopted a Code of Ethics that entered
into force on July 1, 2010. It guides the employees to act responsibly, ethically and lawfully and in
compliance with the Code of Ethics, as well as all other policies, laws and regulations that apply to the
Company.

5. IMPORTANT EVENTS AFTER THE REPORTING PERIOD
There are no important events after the end of the reporting period that need to be disclosed.
6. EXPECTED DEVELOPMENT
In 2012 the activity of the Group will continue to be carried out in accordance with the main objectives of
the Company:
•
•
•

VIVACOM will continue to work on consolidating its position as mobile data market leader by
further investments in its network;
VIVACOM will continue to deploy its fibre network and to develop its portfolio of Internet
services in order to support today's growing demands for high speed bandwidth capacity;
VIVACOM plans to continue and increase the investments in high quality digital television
services, after the successful launch of its television service;
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II.

INFORMATION ABOUT THE COMPANY’S BOARD OF DIRECTORS AND
SUPERVISORY BOARD.

1. Changes in the Company’s Managing Board and Supervisory Board.
From the beginning of the financial year to the end of the reporting period the following changes in the
managing and supervisory bodies of the Company were entered in the Commercial Register:
i.
ii.
iii.

On 30 May 2011 Mr. Madhusudan Mokilmarathur Balakrishna was released from office as a
member of the Managing Board.
On 20 September 2011 Mr. Donald Weir Muir was registered in the Commercial Register as a
member of the Managing Board.
On 15 December 2011 Mr. David Kun-Wah Yeung was released from office as a member of the
Managing Board

The Financial Supervision Commission and the public are notified of the above changes.
2. Members of the Company’s Managing Board and Supervisory Board at 31 December 2011
a) At 31 December 2011 the members of the Managing Board of VIVACOM are:
Mr. Pierre François Georges Mellinger - Chairman of the Managing Board
Mr. Bernard Jean Luc Moscheni - Member of the Managing Board and Chief Executive Officer
Mr. Rossen Borisov Hadjiev - Member of the Managing Board
Mr. Tomasz Jakub Wojtaszek - Member of the Managing Board
Mr. Donald Weir Muir - Member of the Managing Board
b) At 31 December 2011 the members of the Supervisory Board of VIVACOM are:
Mr. Vladimir Penkov Penkov - Chairman of the Supervisory Board
Mr. Ivan Lyubomirov Markov - Member of the Supervisory Board
Ms. Krasimira Stoyanova - Member of the Supervisory Board
3. The members of the Managing Board and the Supervisory Board have not received remuneration,
awards and/or other benefits paid by the Company or its subsidiaries for 2011. The remunerations of the
management team are disclosed in the financial statements.
4. The members of the Managing Board, the Supervisory Board and the senior management of the
Company did not acquire, hold and transfer shares and bonds of VIVACOM in 2011. The members of the
Managing Board and the Supervisory Board are not entitled to acquire shares or bonds of VIVACOM.
5. Participation of the members of the Managing Board and the Supervisory Board in companies as
general partners, holdings of more than 25% of the capital in another company, as well as participations
in the management of other companies or co-operations as procurators, managing directors or board
members is duly disclosed in accordance with the provisions of the Commerce Act and the Public
Offering of Securities Act.
6. The members of the Managing Boards and the Supervisory Board did not enter into contracts referred
to in Article 240b of the Commerce Act in 2011.
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III.

INFORMATION ABOUT THE COMPANY’S SHARES

Changes in the prices of shares
The chart below shows the changes in the price of the Company’s shares in 2011.
BTC (5BT) 2011 - Price / Volume
Volume
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5 000
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0
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Number and nominal value of the shares
The share capital of VIVACOM is comprised of 288,764,839 ordinary registered shares and one
preferential share owned by the State through the Ministry of Transport, Information Technology and
Communications. The nominal value of one share is BGN 1. The preferential share entitles its holder to
the rights referred to in Article 9 (4), (5) and (6) of the Company’s Articles of Association.
The Company is not aware of any agreements (including after the close of the financial year) that could
result in significant changes in the holding of shares or debt of existing shareholders or debt holders.
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BULGARIAN TELECOMMUNICATIONS COMPANY AD
ANNUAL ACTIVITIES REPORT (CONTINUED)
For the year ended 31 December 2011
IV.

INFORMATION ABOUT
IMPLEMENTATION

GOOD

CORPORATE

GOVERNANCE

PROGRAM

Since 2005 VIVACOM has had and has adhered to a program for application of internationally
recognized standards for good corporate governance.
VIVACOM complied, in all material respects, throughout the period under review, with the legal
requirements for public companies and with the best practices and principles applicable to Bulgarian
companies.
Internal control
The Managing Board of VIVACOM exercises independent supervision over the activities and the internal
control established by the Company. The Internal Audit Department was established in 2005 and began
operating the same year. The objective of the internal control system is to manage rather than eliminate
the risk of failure to achieve corporate objectives. Accordingly, it can only provide reasonable, but not
absolute, assurance against possible misstatements and losses. The Managing Board of VIVACOM
ensured ongoing identification, evaluation and management of the material risks faced by the business. At
the General Meeting of Shareholders held on 29 June 2009 a decision was taken for establishing an Audit
Committee with liabilities and responsibilities according to the Independent Financial Audit Act.

V. ADDITIONAL INFORMATION
1. The Company has no branches in the country or abroad.
2. General information on the capital structure of the Company, the rights and the obligations of the
shareholders, the managing and the supervisory bodies of the Company can be found in the document
prepared in accordance with item 4 of Article 32 (1) and Appendix No. 11 of Ordinance No. 2 of 17
September 2003 regarding the prospectuses upon public offering and admission to trade on a regulated
market of securities and information disclosure from publicly listed companies and other issuers of
securities.
3. The Company has no information about pending judicial, administrative or arbitration proceedings
regarding liabilities or receivables of the Company amounting to at least 10% of its equity.
4. Data about the Investor Relations Director:
Bogdan Bogdanov
115I “Tsarigradsko Shose” blvd.
“Hermes Park – Sofia”, Building A,
1784 Sofia,
Bulgaria
Tel. +359 2 949 4331
Е-mail: ir@vivacom.bg
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BULGARIAN TELECOMMUNICATIONS COMPANY AD
ANNUAL ACTIVITIES REPORT (CONTINUED)
For the year ended 31 December 2011
Management Responsibilities
The management is required by Bulgarian law to prepare financial statements and consolidated financial
statements each financial year that give a true and fair view of the financial position of the Company as at
the year end and its financial results. The management has prepared the enclosed financial statements and
consolidated financial statements in accordance with IFRS, issued by the International Accounting
Standards Board and approved by the European Commission.
The Management confirms that appropriate accounting policies have been used and applied consistently
and reasonable and prudent judgements and estimates have been made in the preparation of the financial
statements to assets, liabilities, revenue and expenses for the year ended 31 December 2011.
The Management also confirms that the financial statements and consolidated financial statements were
prepared in accordance with applicable accounting standards and on a going concern basis.
The Management is responsible for keeping proper accounting records, for safeguarding the assets of the
Company and for taking reasonable steps for the prevention and detection of fraud and other
irregularities.
Managing Board of Bulgarian Telecommunications Company AD
Sofia
April 2012
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BULGARIAN TELECOMMUNICATIONS COMPANY AD
NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS
For the year ended 31 December 2011
All amounts are in thousand BGN, unless otherwise stated
1.

General information

The Parent Company – Bulgarian Telecommunications Company AD
Bulgarian Telecommunications Company AD (“BTC”, the “Parent Company” the “Company” or
“Vivacom”) is a public joint stock company, domiciled in Bulgaria, with its registration address: 115 I,
Tzarigradsko shausse Blvd, Hermes park, building A, 1784 Sofia. BTC’s activities include development,
operation and maintenance of the national fixed and mobile network and data system for the Republic of
Bulgaria.
The Ultimate Parent Company is PineBridge Investments Limited (“PIL”). PineBridge Investments
Partners LLC (“PineBridge”) is a wholly-owned subsidiary of PIL. PineBridge holds its interest with
third party investors in the Company through PineBridge Black Sea Holdings, L.P., (formerly AIG Black
Sea Holdings, L.P.) and related funds (the "Entities"). The Entities’ general partners are controlled by
PineBridge. PineBridge has less than 1% of the economic interest in the Entities..
As of 31 December, 2011 and 2010 the Parent company had 3,253 and 3,141 employees, respectively.
As a result of the privatization transaction concluded on 20 February 2004 between the Privatization
Agency of Republic of Bulgaria and Viva Ventures Holding GmbH, Austria (‘Viva’) which was finalized
on June 11, 2004, 65% of the Company’s registered shares were acquired by Viva. Viva was 100%
owned by Advent International Corporation, a global private equity investment fund.
On May 3, 2007 an agreement between Novator, Viva and AIG Global Investment Group (AIGGIG)
(through its company AIG Capital Partners, Inc.) was signed for the acquisition on behalf of AIGGIG of
the 65% share of Viva in BTC. On August 21, 2007 a deal on the acquisition by AIGGIG through NEF
Telecom Bulgaria OOD (‘NEF’) of the 90% share of BTC from VIVA and from minority shareholders
has been registered after obtaining the respective approvals on behalf of EU and other regulatory bodies.
The Group
As at 31 December 2011 the Group includes the subsidiary entity BTC Net EOOD.
As at 31 December 2010 the Group includes the subsidiary entity BTC Net EOOD and the joint venture
NURTS Bulgaria AD.
BTC Security EOOD/ Renamed to BTC Net EOOD
The subsidiary was registered in the Register of commercial companies of Sofia City Court on 27 October
2004 with share capital of BGN 5 thousand. Its main activity is provision of security services to BTC AD
and the companies controlled by it. BTC is the sole owner of this company.
The registered subject of business activity of BTC Net is building and operation of data transfer networks
for the provision of domestic and international value added services and sale of telecommunication
network facilities, development and exploitation of other telecommunication networks, and provision of
other telecommunications services, as well as any other commercial activities.
.
On September 30, 2009 BTC Net EOOD was merged into BTC Security. The legal merger of the entities
was registered in the Commercial Register on October 15, 2009. As a result, BTC Net has ceased to exist
as a separate legal entity, by virtue of law BTC Security has become universal legal successor of BTC Net
and all assets, rights and obligations of BTC Net have passed to BTC automatically as of that date.
On October 16, 2009 the successor BTC Security was renamed to BTC Net.
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1.

General information (continued)

Regulations
Regulatory framework.
• Fixed line telecommunications
In May 2007 a new Electronic Communications Act (ECA) was adopted, which implemented the new EU
2002 regulatory framework in the field of electronic communications.
In 2008 the following secondary legislation acts which play significant role in the activities of BTC were
adopted:
- Methodology for determination of prices and price packages of Universal service (US);
- Ordinance No 6 for the requirements and the quality parameters of US, special measures for
disabled people and terms and conditions for selection of undertakings providing universal
service;
- Functional specifications for portability of geographic numbers when changing the supplier of
fixed telephony service and/or changing the address within one geographic national code;
- Rules for provision of carrier selection service;
- Methodology for the terms and conditions for defining, analyzing and evaluation of the relevant
markets and criteria for defining undertakings with significant market power.
In 2009 the preparation and adoption of secondary legislation acts continued and Ordinance No 1 for the
terms and conditions for carrying out access and interconnection was also adopted.
According to the procedures set out in ECA and the Methodology for market definition and analysis the
Communications Regulation Commission (CRC) sent notifications to the European Commission for the
following market analyses:
- Access to fixed voice telephony services and markets of local, long distance and international
calls;
- Markets for origination and termination in fixed networks;
- Market for termination in mobile networks
In 2010 secondary legislation was developed through modification of already existing ordinances and
through issuing of new ones:
- Ordinance № 1 of 22 July 2010 for distribution rules and procedures for primary and secondary
provision for use, reservation and withdrawal of numbers, addresses and names;
- Amendment of Ordinance № 1 on the procedures for accessing and / or interconnection;
- Amendment of Functional specifications for the implementation of portability of nationally
significant numbers for changing of service provider of public mobile telephone service;
- Amendment of functional specifications for the implementation of portability of non-geographic
numbers when changing service provider providing the service
- Amendment of functional specifications for portability of geographic numbers for switching to a
fixed telephone service and / or change of address within a geographic country code for direction.
In December 2011 a new Law Amendment of ECA was adopted, which implemented the new EU 2009
regulatory framework in the field of electronic communications.
Licenses
• Fixed line communications
On 28 January 2005 the CRC re-issued BTC’s license for usage and development of telecommunications
network on the territory of Bulgaria and rendering of telecommunication services through the network.
The term of the license is until February 2019.
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1.

General information (continued)

Regulations (continued)
An annual license fee, calculated on the base of the annual revenue from telecommunication services
billed to subscribers is payable quarterly in arrears. During 2011 and 2010 the annual fee is 0.2% of
nominal annual revenue from provision of electronic communications networks and/or services without
VAT included and after deduction of transferring payments to other companies for interconnection of
networks and access, transit, roaming, valuated services, as well as expenses for settling copyrights and
related rights for radio and television programs.
An annual fee is to be paid to the CRC for access to limited frequency resources such as the radiofrequency spectrum. This fee is calculated on the basis of technical data and is payable quarterly in
arrears as well. During 2011 and 2010 the fee was BGN 2,499 thousand and BGN 2,509 thousand,
respectively. The fees are regulated by the CRC and relevant Council of Ministers Ordinances.
The issued individual licenses and certificates for operations under general licenses were transformed
officially into authorizations, respectively into registration in the CRC’s register for activities.
In January 2009 BTC Mobile merged into BTC. With that transformation the transfer of individual
licenses for GSM and UMTS, as well as the process of consolidation of the two companies were
finalized.
In July 2009 started the fixed number portability
•

Mobile telecommunications

In June 2004 the Communications Regulation Commission (CRC) grants BTC AD the license for
building, exploitation and maintenance of cellular mobile telecommunications network under GSM
standard with national coverage. The issued license is valid for the period of 20 years and grants the right
of using radio frequency 900 and 1 800 MHz. According to the license BTC AD undertakes the
commitment to ensure coverage of not less than 20% of the population within 12 month, not less than
40% within 24 months and not less than 65% within 3 years. BTC paid BGN 54,160 thousand for the
GSM license.
In June 2005 BTC AD transferred the license to BTC Mobile after the CRC’s approval.
In April 2005 CRC granted BTC AD the license for building cellular mobile telecommunication network
under UMTS standard with national coverage. The issued license is valid for 20 years and gives the right
to use the following radio frequencies:
• 1930 – 1935 MHZ (total of 5 MHz) for the territory of Bulgaria for transmitting from end mobile
devices to base stations;
• 2120 – 2125 MHz (total of 5 MHz) for the territory of Bulgaria for transmitting from base
stations to end mobile devices; and
• 2015 – 2020 MHz (total of 5 MHz) for the territory of Bulgaria
According to the license BTC AD undertakes the commitment to ensure coverage of not less than 15% of
the population within 2 years and 144 kbps granted speed of information transfer and not less than 50%
within 5 years and 144 kbps granted speed of information transfer and for Sofia, Plovdiv, Varna, Bourgas
and Ruse the granted speed of information transfer has to be minimum 384 kbps. BTC paid BGN 42,000
thousand for the UMTS license. In August 2006 BTC AD transferred the license to BTC Mobile after the
CRC’s approval.
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1.

General information (continued)

Regulations (continued)
Based on the filed application, with decision No 1391 from 04 August 2008 CRC approved the transfer of
both the licenses to BTC and the respective permission for using individually limited resource was issued
consequently.
Annual fee, calculated based on the annual revenue from telecommunication services provided to the
subscribers is paid quarterly. In 2010 and 2009 the annual fee is 0.2% from the annual gross revenue from
providing electronic communication networks and/of services, VAT excluded after subtracting the
transfer payments to other companies for interconnection of networks and access, transit, roaming, valueadded services, as well as costs for authority and related rights for radio and television programmes.
For 2011 and 2010 the fees paid for frequency bands for the GSM license were respectively BGN 4,031
and BGN 4,648 thousand and for the UMTS license - BGN 1,425 thousand.
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2.

Summary of significant accounting policies

The principal accounting policies applied in the preparation of these consolidated and separate financial
statements are set out below. These policies have been consistently applied to all the years presented,
unless otherwise stated
2.1. Basis of preparation
The consolidated and separate financial statements of BTC have been prepared in accordance with the
International Financial Reporting Standards (IFRS) as adopted by the European Union.
The financial statements have been prepared under the historical cost convention, as modified for the
revaluation of land and available-for-sale financial assets at fair value through other comprehensive
income, and financial assets and financial liabilities (including derivative instruments) at fair value
through profit or loss.
Consolidated financial information, including subsidiaries, has been prepared using uniform accounting
policies for similar transactions and other events in similar circumstances.
The presentation of the financial statements requires management to make the critical accounting
estimates, accruals and assumptions and judgments that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of income and expenses during the reporting period. Although these estimates are based
on management’s best knowledge of current events and actions, actual results may differ from those
estimates (Note 4).


New and amended standards adopted by the group

There are no new standards and amendments to standards accepted by the Group for application for the
financial year, beginning 1 January 2011.


Amendments effective in 2011 but not relevant:

The following improvements and interpretations to published standards is mandatory for accounting
periods beginning on or after 1 January 2011 but is not relevant to the Group’s operations:
Improvements to International Financial Reporting Standards (issued in May 2010 and effective from
1 January 2011)
IFRS 1 was amended (i) to allow previous GAAP carrying value to be used as deemed cost of an item of
property, plant and equipment or an intangible asset if that item was used in operations subject to rate
regulation, (ii) to allow an event driven revaluation to be used as deemed cost of property, plant and
equipment even if the revaluation occurs during a period covered by the first IFRS financial statements
and (iii) to require a first-time adopter to explain changes in accounting policies or in the IFRS 1
exemptions between its first IFRS interim report and its first IFRS financial statements;
IFRS 3 was amended (i) to require measurement at fair value (unless another measurement basis is
required by other IFRS standards) of non-controlling interests that are not present ownership interest or
do not entitle the holder to a proportionate share of net assets in the event of liquidation, (ii) to provide
guidance on the acquiree’s share-based payment arrangements that were not replaced, or were voluntarily
replaced as a result of a business combination and (iii) to clarify that the contingent considerations from
business combinations that occurred before the effective date of revised IFRS 3 (issued in January 2008)
will be accounted for in accordance with the guidance in the previous version of IFRS 3;

26

BULGARIAN TELECOMMUNICATIONS COMPANY AD
NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS (Continued)
For the year ended 31 December 2011
All amounts are in thousand BGN, unless otherwise stated
2.

Summary of significant accounting policies (continued)
2.1. Basis of preparation (continued)

IFRS 7 was amended to clarify certain disclosure requirements, in particular (i) by adding an explicit
emphasis on the interaction between qualitative and quantitative disclosures about the nature and extent
of financial risks, (ii) by removing the requirement to disclose carrying amount of renegotiated financial
assets that would otherwise be past due or impaired, (iii) by replacing the requirement to disclose fair
value of collateral by a more general requirement to disclose its financial effect, and (iv) by clarifying that
an entity should disclose the amount of foreclosed collateral held at the reporting date, and not the amount
obtained during the reporting period;
IAS 27 was amended by clarifying the transition rules for amendments to IAS 21, 28 and 31 made by the
revised IAS 27 (as amended in January 2008);
IAS 34 was amended to add additional examples of significant events and transactions requiring
disclosure in a condensed interim financial report, including transfers between the levels of fair value
hierarchy, changes in classification of financial assets or changes in business or economic environment
that affect the fair values of the entity’s financial instruments;
IFRIC 13 was amended to clarify measurement of fair value of award credits.
Other revised standards and interpretations effective for the current period
IFRIC 19 “Extinguishing financial liabilities with equity instruments”, amendments to IAS 32 on
classification of rights issues, clarifications in IFRIC 14 “IAS 19 - The limit on a defined benefit asset,
minimum funding requirements and their interaction” relating to prepayments of minimum funding
requirements and amendments to IFRS 1 “First-time adoption of IFRS”, did not have any impact on these
financial statements.


Standards, amendments and interpretations to existing standards that are not effective and
have not been early adopted:

Disclosures—Transfers of Financial Assets – Amendments to IFRS 7 (issued in October 2010 and
effective for annual periods beginning on or after 1 July 2011). The amendment requires additional
disclosures in respect of risk exposures arising from transferred financial assets. The amendment includes
a requirement to disclose by class of asset the nature, carrying amount and a description of the risks and
rewards of financial assets that have been transferred to another party, yet remain on the entity's balance
sheet. Disclosures are also required to enable a user to understand the amount of any associated liabilities,
and the relationship between the financial assets and associated liabilities. Where financial assets have
been derecognised, but the entity is still exposed to certain risks and rewards associated with the
transferred asset, additional disclosure is required to enable the effects of those risks to be understood.
New or Revised Standards & Interpretations not yet endorsed by the European Union
IFRS 9, Financial Instruments: Classification and Measurement. IFRS 9, issued in November 2009,
replaces those parts of IAS 39 relating to the classification and measurement of financial assets. IFRS 9
was further amended in October 2010 to address the classification and measurement of financial liabilities
and in December 2011 to (i) change its effective date to annual periods beginning on or after 1 January
2013 and (ii) add transition disclosures. Key features of the standard are as follows:
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Summary of significant accounting policies (continued)
2.1. Basis of preparation (continued)

New or Revised Standards & Interpretations not yet endorsed by the European Union (continued)
•

•

•

•

Financial assets are required to be classified into two measurement categories: those to be
measured subsequently at fair value, and those to be measured subsequently at amortised cost.
The decision is to be made at initial recognition. The classification depends on the entity’s
business model for managing its financial instruments and the contractual cash flow
characteristics of the instrument.
An instrument is subsequently measured at amortised cost only if it is a debt instrument and both
(i) the objective of the entity’s business model is to hold the asset to collect the contractual cash
flows, and (ii) the asset’s contractual cash flows represent payments of principal and interest only
(that is, it has only “basic loan features”). All other debt instruments are to be measured at fair
value through profit or loss.
All equity instruments are to be measured subsequently at fair value. Equity instruments that are
held for trading will be measured at fair value through profit or loss. For all other equity
investments, an irrevocable election can be made at initial recognition, to recognise unrealised
and realised fair value gains and losses through other comprehensive income rather than profit or
loss. There is to be no recycling of fair value gains and losses to profit or loss. This election may
be made on an instrument-by-instrument basis. Dividends are to be presented in profit or loss, as
long as they represent a return on investment.
Most of the requirements in IAS 39 for classification and measurement of financial liabilities
were carried forward unchanged to IFRS 9. The key change is that an entity will be required to
present the effects of changes in own credit risk of financial liabilities designated at fair value
through profit or loss in other comprehensive income.

IFRS 10, Consolidated Financial Statements (issued in May 2011 and effective for annual periods
beginning on or after 1 January 2013), replaces all of the guidance on control and consolidation in IAS 27
“Consolidated and separate financial statements” and SIC-12 “Consolidation - special purpose entities”.
IFRS 10 changes the definition of control so that the same criteria are applied to all entities to determine
control. This definition is supported by extensive application guidance.
IFRS 11, Joint Arrangements, (issued in May 2011 and effective for annual periods beginning on or after
1 January 2013), replaces IAS 31 “Interests in Joint Ventures” and SIC-13 “Jointly Controlled Entities—
Non-Monetary Contributions by Ventures”. Changes in the definitions have reduced the number of types
of joint arrangements to two: joint operations and joint ventures. The existing policy choice of
proportionate consolidation for jointly controlled entities has been eliminated. Equity accounting is
mandatory for participants in joint ventures.
IFRS 12, Disclosure of Interest in Other Entities, (issued in May 2011 and effective for annual periods
beginning on or after 1 January 2013), applies to entities that have an interest in a subsidiary, a joint
arrangement, an associate or an unconsolidated structured entity. It replaces the disclosure requirements
currently found in IAS 28 “Investments in associates”. IFRS 12 requires entities to disclose information
that helps financial statement readers to evaluate the nature, risks and financial effects associated with the
entity’s interests in subsidiaries, associates, joint arrangements and unconsolidated structured entities. To
meet these objectives, the new standard requires disclosures in a number of areas, including significant
judgments and assumptions made in determining whether an entity controls, jointly controls, or
significantly influences its interests in other entities, extended disclosures on share of non-controlling
interests in group activities and cash flows, summarized financial information of subsidiaries with
material non-controlling interests, and detailed disclosures of interests in unconsolidated structured
entities.
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Summary of significant accounting policies (continued)
2.1. Basis of preparation (continued)

IFRS 13, Fair value measurement, (issued in May 2011 and effective for annual periods beginning on or
after 1 January 2013), aims to improve consistency and reduce complexity by providing a revised
definition of fair value, and a single source of fair value measurement and disclosure requirements for use
across IFRSs.
IAS 27, Separate Financial Statements, (revised in May 2011 and effective for annual periods beginning
on or after 1 January 2013), was changed and its objective is now to prescribe the accounting and
disclosure requirements for investments in subsidiaries, joint ventures and associates when an entity
prepares separate financial statements. The guidance on control and consolidated financial statements was
replaced by IFRS 10, Consolidated Financial Statements.
IAS 28, Investments in Associates and Joint Ventures, (revised in May 2011 and effective for annual
periods beginning on or after 1 January 2013). The amendment of IAS 28 resulted from the Board’s
project on joint ventures. When discussing that project, the Board decided to incorporate the accounting
for joint ventures using the equity method into IAS 28 because this method is applicable to both joint
ventures and associates. With this exception, other guidance remained unchanged.
Disclosures — Offsetting Financial Assets and Financial Liabilities - Amendments to IFRS 7 (issued in
December 2011 and effective for annual periods beginning on or after 1 January 2013). The amendment
requires disclosures that will enable users of an entity’s financial statements to evaluate the effect or
potential effect of netting arrangements, including rights of set-off. The amendment will have an impact
on disclosures but will have no effect on measurement and recognition of financial instruments.
Amendments to IAS 1, Presentation of Financial Statements (issued June 2011, effective for annual
periods beginning on or after 1 July 2012), changes the disclosure of items presented in other
comprehensive income. The amendments require entities to separate items presented in other
comprehensive income into two groups, based on whether or not they may be reclassified to profit or loss
in the future. The suggested title used by IAS 1 has changed to ‘statement of profit or loss and other
comprehensive income’
Amended IAS 19, Employee Benefits (issued in June 2011, effective for periods beginning on or after 1
January 2013), makes significant changes to the recognition and measurement of defined benefit pension
expense and termination benefits, and to the disclosures for all employee benefits. The standard requires
recognition of all changes in the net defined benefit liability (asset) when they occur, as follows: (i)
service cost and net interest in profit or loss; and (ii) remeasurements in other comprehensive income.
Offsetting Financial Assets and Financial Liabilities - Amendments to IAS 32 (issued in December 2011
and effective for annual periods beginning on or after 1 January 2014). The amendment added application
guidance to IAS 32 to address inconsistencies identified in applying some of the offsetting criteria. This
includes clarifying the meaning of ‘currently has a legally enforceable right of set-off’ and that some
gross settlement systems may be considered equivalent to net settlement.
Other revised standards and interpretations: The amendments to IFRS 1 “First-time adoption of IFRS”,
relating to severe hyperinflation and eliminating references to fixed dates for certain exceptions and
exemptions, the amendment to IAS 12 “Income taxes”, which introduces a rebuttable presumption that an
investment property carried at fair value is recovered entirely through sale, and IFRIC 20, “Stripping
Costs in the Production Phase of a Surface Mine”, which considers when and how to account for the
benefits arising from the stripping activity in mining industry, will not have any impact on these financial
statements.
Unless otherwise described above, the new standards and interpretations are not expected to significantly
affect the Group’s consolidated financial statements.
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Summary of significant accounting policies (continued)
2.2.

Consolidation

Subsidiaries
A subsidiary is an entity that is directly or indirectly controlled by the Company. Control is the power to
govern the financial and operational policies of the subsidiary for obtaining benefits from its activities –
generally accompanying a shareholding of more than one half of voting rights.
Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are
de-consolidated from the date that control ceases.
The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group.
The cost of an acquisition is measured, as the fair value of the assets given, equity instruments issued and
liabilities incurred or assumed at the date of exchange. Identifiable assets acquired and liabilities and
contingent liabilities assumed in a business combination are measured initially at their fair values at the
acquisition date, irrespective of the extent of any minority interest. The excess of the cost of acquisition
over the fair value of the group’s share of the identifiable net assets acquired is recorded as goodwill. If
the cost of acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference
is recognised directly in the statement of comprehensive income.
For consolidation purposes, the separate financial statements of the Company and its subsidiaries have
been combined on a line-by-line basis by adding together like items of assets, liabilities, income and
expenses. Inter-company transactions and resulting profits or losses as of 31 December, 2011 and 2010,
including unrealized profits at the year end, have been eliminated in full.
Joint ventures
As at 31 December 2010 the Company had an interest in a joint venture which is a jointly controlled
entity, whereby the venturers have a contractual arrangement that establishes joint control over the
economic activities of the entity. The agreement requires unanimous agreement for financial and
operating decisions among the venturers.
The Group reports its interests in jointly controlled entities using the equity method. The financial
statements of the joint venture are prepared for the same reporting period as the Group. Adjustments are
made where necessary to bring the accounting policies in line with those of the Group.
2.3. Segment Reporting
Operating segments are reported in a manner consistent with the internal reporting provided to the chief
operating decision-maker. The chief operating decision-maker, who is responsible for allocating resources
and assessing performance of the operating segments, has been identified as the board of directors who
make strategic decisions.
2.4. Functional and Presentation Currency
Functional and Presentation Currency
These financial statements are prepared in thousand Bulgarian Levs (BGN), unless otherwise stated,
whereas the Bulgarian Lev has been accepted as presentation currency for the presentation of Group’s
consolidated financial statements.
Effective from 1 January 1999, the Bulgarian Lev was fixed to the EUR at a rate BGN 1.95583 =
EUR 1.00. The Bulgarian National Bank (“BNB”) determines the exchange rate of the BGN to the other
currencies using the rate of the EUR to the respective currency, quoted at the international markets.
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Summary of significant accounting policies (continued)
2.4. Functional and Presentation Currency (continued)

Transactions and balances
Foreign currency transactions are accounted for in BGN at the exchange rate at the date of the transaction.
Monetary assets and liabilities, denominated in as foreign currency at 31 December, are translated at the
closing exchange rate of BNB as at that date.
The foreign currency exchange gains and losses resulting from the settlement of such transactions and
from the translation at period-end exchange rates of monetary assets and liabilities denominated in
foreign currencies, are recognized in the statement of comprehensive income as “finance income/costs” at
the moment when they arise, except when deferred in equity as qualifying cash flow hedges. Financial
instruments, denominated in foreign currency as at 31 December are reported in these financial statements
at the closing exchange rate of BNB.
Non-monetary reporting items in the balance sheet, which have been denominated in a foreign currency
on initial recognition, are recorded in the functional currency by applying the historical exchange rate of
BNB at the date of the transaction and are not subsequently revalued at closing exchange rate.
2.5. Property, plant and equipment
Initial measurement
Upon their initial acquisition property, plant and equipment are valued at acquisition cost, which
comprises the purchase price, including customs duties and any directly attributable costs of bringing the
asset to a suitable condition for its intended use. Directly attributable costs comprise mainly the costs of
site preparation, initial delivery and handling costs, installation costs, professional fees for people related
to the project, non-refundable taxes, etc.
As disclosed in Note 16 a provision for decommissioning costs associated with mobile sites is capitalized
in the cost of the sites at the amount of the present value of the estimated decommissioning costs.
Subsequent measurement
The chosen approach for subsequent measurement of property, plant and equipment, is the cost model
under IAS 16, i.e. cost less any accumulated depreciation and any accumulated impairment losses in
value. Land is an exception to this rule and is revalued at fair value.
Revaluation of land is performed by independent certified appraisers usually in a period of three years.
When there is an indication of material changes in their fair value in shorter intervals, the revaluation may
be performed in shorter periods.
Increases in the carrying amount arising on revaluation of land are credited to revaluation reserves in
shareholders’ equity. As disclosed in Note 2.8 decreases that offset previous increases of the same asset
are charged against revaluation reserves directly in equity. All other decreases are charged to the profit or
loss for the period as other operating expenses.
Subsequent costs
Repair and maintenance costs are recognized as current expenses as incurred. Subsequent expenses
incurred in relation to property, plant and equipment having the nature of replacement of certain
components, significant parts and aggregates or improvements and restructuring, are capitalized in the
carrying amount of the respective asset whereas the residual useful life is reviewed at the capitalisation
date. At the same time, the non-depreciated part of the replaced components is derecognised from the
carrying amount of the assets and is recognised in the current expenses for the period of replacement.
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Summary of significant accounting policies (continued)
2.5. Property, plant and equipment (continued)

Upon sale or disposal of property, plant and equipment, the cost and related accumulated depreciation is
removed from the accounts.
Gains or losses on sale (disposal) are determined as the difference between the amounts received and the
carrying amount of the asset and are presented net under “Other gains/(losses), net” in the statement of
comprehensive income. When revalued assets are sold, the amount of the revaluation reserve is
transferred to “Retained earnings”.
Depreciation
Property, plant and equipment are depreciated by using the straight-line method over the estimated useful
life of the asset. Depreciation of an asset begins when it is available for use. Land is not depreciated. The
useful life of the classes of assets is determined in accordance with their physical wear, the characteristic
features of the equipment, the future intentions for use and the expected obsolescence.
The estimated useful lives of the major classes of property, plant and equipment are as follows:
Class
Switches
Transmission, distribution and remote switching
Optic cables
Mobile network
General support*

Useful life
8–12 years
15–25 years
20–25 years
5–15 years
5–25 years

*General support represents mainly administrative buildings, cars and other IT environment

The useful life, set for any tangible fixed asset, is reviewed at each year-end and in case of any material
deviation from the future expectations of their period of use, the latter is adjusted prospectively.
2.6. Intangible assets
Software and licenses
Software and licenses are the main items comprising intangible assets. Intangible assets are measured
initially at cost. Intangible assets are recognized if it is probable that the future economic benefits that are
attributable to the asset will flow to the enterprise and the cost of the asset can be reliably measured. After
initial recognition, intangible assets are measured at cost less accumulated amortization and any
impairment losses. Intangible assets are amortized on a straight-line basis over the best estimate of their
useful lives. Useful life of licenses is from 5 years to 20 years. Useful life of software is from 4 years to
10 years.
Costs associated with maintaining computer software programmes are recognised as an expense as
incurred. Development costs that are directly attributable to the design and testing of identifiable and
unique software products controlled by the group are recognised as intangible assets when the following
criteria are met:
- it is technically feasible to complete the software product so that it will be available for use;
- management intends to complete the software product and use or sell it;
- there is an ability to use or sell the software product;
- it can be demonstrated how the software product will generate probable future economic benefits;
- adequate technical, financial and other resources to complete the development and to use or sell the
software product are available; and
- the expenditure attributable to the software product during its development can be reliably measured.
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Summary of significant accounting policies (continued)
2.6. Intangible assets (continued)

Goodwill
Goodwill represents the excess of the cost of an acquisition over the fair value of the group's share of the
net identifiable assets of the acquired subsidiary at the date of acquisition. Goodwill is tested annually for
impairment and carried at cost less accumulated impairment losses. Impairment losses on goodwill are
not reversed.
Goodwill is allocated to cash-generating units for the purpose of impairment testing. The allocation is
made to those cash-generating units or groups of cash-generating units that are expected to benefit from
the business combination in which the goodwill arose identified according to operating segment.
BTC considers its operations as comprising two cash generating units – fixed and mobile business, to
which the goodwill is allocated.
Distribution network
Distribution network acquired in a business combination is recognized at fair value at the acquisition
date. The Distribution Network have a finite useful life and is carried at cost less accumulated
amortization and any impairment losses. Amortization is calculated using the straight-line method over
the expected useful life.

Subscriber acquisition/retention costs
Customer acquisition and retention expenses are capitalized and amortized over the minimum enforceable
contractual period, using the straight line method.
2.7 Investments
In the separate financial statements investments in subsidiaries and joint ventures are accounted for at cost
of acquisition, less impairment, if any. The cost of an acquisition is measured at the fair value of the
consideration given, the assets given, equity instruments issued and liabilities incurred or assumed at the
date of exchange.
Subsidiaries are all entities over which the Company has the power to govern the financial and operating
policies generally accompanying a shareholding of more than one half of the voting rights.
Joint venture is a jointly controlled entity, whereby the venturers have a contractual arrangement that
establishes joint control over the economic activities of the entity.
Under the cost method of accounting the investor recognizes income from the investment only to the
extent that the investor receives distributions from accumulated profits of the investee arising after the
date of acquisition. Distributions received in excess of such profits are regarded as a recovery of
investment and are recognized as a reduction of the cost of the investment.
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Summary of significant accounting policies (continued)
2.8. Impairment of non-financial assets

The Group assesses at each reporting date whether there is an indication that an asset may be impaired. If
any indication exists, or when annual impairment testing for an asset is required, the Group estimates the
asset’s recoverable amount. An asset’s recoverable amount is the higher of an asset’s or cash-generating
unit’s (CGU) fair value less costs to sell and its value in use and is determined for an individual asset,
unless the asset does not generate cash inflows that are largely independent of those from other assets or
groups of assets. Where the carrying amount of an asset or CGU exceeds its recoverable amount, the asset
is considered impaired and is written down to its recoverable amount.
Impairment losses are recognised in the profit or loss for the period as other operating expenses, except
for land previously revalued where the revaluation was taken to equity. In this case the impairment is also
recognised in equity up to the amount of any previous revaluation.
An assessment is made at each reporting date as to whether there is any indication that previously
recognised impairment losses of assets may no longer exist or may have decreased. If such indication
exists, the Group estimates the asset’s or cash-generating unit’s recoverable amount. A previously
recognised impairment loss is reversed only if there has been a change in the assumptions used to
determine the asset’s recoverable amount since the last impairment loss was recognised. The reversal is
limited so that the carrying amount of the asset does not exceed its recoverable amount, nor exceed the
carrying amount that would have been determined, net of depreciation, had no impairment loss been
recognised for the asset in prior years. Such reversal is recognised in the statement of comprehensive
income as reduction of other operating expenses unless the asset is carried at revalued amount, in which
case the reversal is treated as a revaluation increase.
2.9. Non-current assets (or disposal groups) held for sale
Non-current assets (or disposal groups) are classified as assets held for sale when their carrying amount is
to be recovered principally through a sale transaction and a sale is considered highly probable. They are
stated at the lower of carrying amount and fair value less costs to sell if their carrying amount is to be
recovered principally through a sale transaction rather than through continuing use.
2.10. Financial instruments
Financial assets
The Group classifies its financial assets in the following categories: at fair value through profit or loss ,
‘loans and receivables’, including cash and cash equivalents, and ‘available-for-sale assets’. The
classification depends on the substance and purpose (designation) of the financial assets at the date of
their acquisition. The management of each Group company determines the classification of its financial
assets at the date of their initial recognition in the balance sheet.
Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss are financial assets held for trading. A financial asset is
classified in this category if acquired principally for the purpose of selling in the short term. Derivatives
are also categorised as held for trading unless they are designated as hedges. Assets in this category are
classified as current assets if expected to be settled within 12 months; otherwise, they are classified as
non-current.
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Summary of significant accounting policies (continued)
2.10. Financial instruments (continued)

Loans and receivables
Receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. These assets are included in the group of current assets when having maturity within 12
months or within a common operating cycle of the Company while the remaining ones are carried as noncurrent assets.
Loans and receivables are carried at amortised cost, or cost if no maturity, less an allowance for
uncollectibility with changes in carrying value (amortisation of discount/ premium and transactions costs)
recognised in the consolidated statement of comprehensive income under finance income or finance costs.
They are included in current assets, except for maturities greater than 12 months after the balance sheet
date. Loans and receivables are included in Trade receivables in the balance sheet.
Loans and receivables are recognised at the date, at which the asset is delivered to or by us. Thus, a loan
is recognised at the moment the cash is transferred to the borrower, redemptions of a loan are recognised
at the date the payment is received.
This group of financial assets includes: trade and other receivables, and cash and cash equivalents from
the balance sheet. Interest income on loans and receivables is recognised by applying the effective interest
method. It is presented in the statement of comprehensive income under ‘Finance income’. (Note 24.)
Available-for-sale financial assets
Available-for-sale financial assets are those non-derivative assets that are either designated as availablefor-sale or are not classified in any other category. These are usually unlisted or not actively traded shares
or shares in other companies, acquired for investment purposes, and are included within non-current
assets, except where the Company intends to sell them in the following 12 months.
Available-for-sale financial assets are carried at fair value with unrealised gains and losses (except for
impairment losses) recognised in other comprehensive income.
Purchases and sales of investments are recognised on trade date, the date on which we commit to
purchase or sell the asset. Investments are derecognised when the rights to receive cash flows from the
investments have expired or have been transferred and we have transferred substantially all risks and
rewards of ownership.
Dividends on shares, classified as available-for-sale financial assets, are recognised in the statement of
comprehensive income when the Company’s right to receive the dividends is established.
The group assesses at each balance sheet date whether there is objective evidence that a financial asset or
a group of financial assets is impaired. In the case of equity securities classified as available for sale, a
significant or prolonged decline in the fair value of the security below its cost is considered as an
indicator that the securities are impaired. If any such evidence exists for available-for-sale financial
assets, the cumulative loss – measured as the difference between the acquisition cost and the current fair
value, less any impairment loss on that financial asset previously recognised in profit or loss – is removed
from equity and recognised in the statement of comprehensive income. Impairment losses recognised in
the statement of comprehensive income on equity instruments are not reversed through the profit or loss
for the period.
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Summary of significant accounting policies (continued)
2.10. Financial instruments (continued)

Derivative financial instruments and hedging activities
Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are
subsequently re-measured at their fair value. The method of recognising the resulting gain or loss depends
on whether the derivative is designated as a hedging instrument, and if so, the nature of the item being
hedged. The group designates certain derivatives as hedges of a particular risk associated with a
recognised asset or liability or a highly probable forecast transaction (cash flow hedge).
The group documents at the inception of the transaction the relationship between hedging instruments and
hedged items, as well as its risk management objectives and strategy for undertaking various hedging
transactions. The group also documents its assessment, both at hedge inception and on an ongoing basis,
of whether the derivatives that are used in hedging transactions are highly effective in offsetting changes
in fair values or cash flows of hedged items.
The effective portion of changes in the fair value of derivatives that are designated and qualify as cash
flow hedges is recognised in other comprehensive income. The gain or loss relating to the ineffective
portion is recognised immediately in the profit or loss for the period under ‘finance income/costs.’
Amounts accumulated in equity are reclassified to profit or loss in the periods when the hedged item
affects profit or loss. However, when the forecast transaction that is hedged results in the recognition of a
nonfinancial asset (for example, inventory or fixed assets), the gains and losses previously deferred in
equity are transferred from equity and included in the initial measurement of the cost of the asset. The
deferred amounts are ultimately recognized in cost of goods sold in the case of inventory or in
depreciation in the case of fixed assets.
When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge
accounting, any cumulative gain or loss existing in equity at that time remains in equity and is recognized
when the forecast transaction is ultimately recognized in the profit or loss for the period. When a forecast
transaction is no longer expected to occur, the cumulative gain or loss that was reported in equity is
immediately transferred to the profit or loss for the period under ‘finance income/costs.’.
2.11. Inventories
Inventories are principally composed of handsets, network establishment and maintenance materials,
valued at the lower of cost or net realizable value. Materials and supplies are expensed when utilized,
using the weighted-average method. Net realisable value is the estimated selling price in the ordinary
course of business, less estimated costs of completion and the estimated costs necessary to make the sale.
BTC sells handsets separately and in connection with service contracts. As part of the strategy to acquire
new customers, it in rare cases sells handsets, in connection with a service contract, at below its
acquisition cost. Тhe loss on the sale of handsets is recognized at the time of the sale and the cost of the
handsets is presented as “Material and consumables expenses” in the profit or loss for the period.
2.12. Trade and other receivables
Trade receivables are recognised initially at fair value and subsequently measured at amortised cost using
the effective interest method, less provision for impairment.
A provision for impairment of trade receivables is established when there is objective evidence that the
Group will not be able to collect all amounts due according to the original terms of the receivables.
Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or
financial reorganisation, and default or delinquency in payments (more than thirty days), and historical
evidence of collectability are considered indicators that trade receivables are impaired
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Summary of significant accounting policies (continued)
2.12. Trade and other receivables (continued)

Certain receivables are assessed and impaired individually if it’s known that it will not be collected in
full. All other receivables are impaired on a group basis according to their aging structure and taking into
consideration historical data on collectability.
The carrying amount of the asset is reduced through the use of an allowance account, and the amount of
the loss is recognized in the statement of comprehensive income within ‘Other operating expenses’. The
resulting carrying amount approximates the present value of estimated future cash flows. When a trade
receivable is uncollectible and the relevant legal grounds are present, it is written off against the
allowance account for trade receivables. Subsequent recoveries of amounts previously written off are
credited against ‘Other operating expenses’ in the profit or loss for the period.
2.13. Cash and cash equivalents
Cash and cash equivalents include cash in hand, balances of current bank deposits, term deposits with
original maturity up to 3 months and all other amounts that are readily convertible into cash.
2.14. Share capital
Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares
are shown in equity as a deduction from the proceeds. Where any BTC Group company purchases BTC’s
share capital (treasury shares), the consideration paid, including any directly attributable incremental
costs is deducted from equity attributable to the company’s equity holders until the shares are cancelled or
reissued. Where such shares are subsequently reissued, any consideration received, net of any directly
attributable incremental transaction costs and the related income tax effects, is included in equity
attributable to the BTC Group equity holders.
2.15. Trade and other payables
Payables to suppliers and other current amounts payable are recognised initially at fair value and
subsequently measured at amortised cost using the effective interest method.
2.16. Interest-bearing loans and other borrowings
All loans and other borrowings are initially recognised at fair value of the consideration received on the
transaction, netted of the direct costs related to these loans and borrowings. After the initial recognition,
the interest-bearing loans and other borrowings are subsequently measured at amortised cost by applying
the effective interest rate method. The amortised cost is calculated by taking into consideration all types
of charges, commissions and other costs, including any discount or premium associated with these loans.
Borrowings are classified as current liabilities unless the Group has an unconditional right to defer
settlement of the liability for at least 12 months after the balance sheet date. Borrowing costs directly
attributable to the acquisition, construction or production of an asset that necessarily takes a substantial
period of time to get ready for its intended use or sale are capitalised as part of the cost of the respective
assets. All other borrowing costs are expensed in the period they occur.
2. 17. Current and deferred income taxes
The tax expense for the period comprises current and deferred tax. Tax is recognised in the statement of
comprehensive income, except to the extent that it relates to items recognised directly in equity. In this
case, the tax is also recognised in equity.
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Summary of significant accounting policies (continued)
2. 17. Current and deferred income taxes (continued)

The current income tax charge is calculated on the basis of the tax laws enacted at the balance sheet date.
Management periodically evaluates positions taken in tax returns with respect to situations in which
applicable tax regulation is subject to interpretation. The group establishes provisions where appropriate
on the basis of amounts expected to be paid to the tax authorities.
Deferred income tax is recognised, using the liability method, on temporary differences arising between
the tax bases of assets and liabilities and their carrying amounts in the financial statements. However, the
deferred income tax is not accounted for if it arises from initial recognition of an asset or liability in a
transaction other than a business combination that at the time of the transaction affects neither accounting
nor taxable profit or loss. Deferred income tax is determined using tax rates (and laws) that have been
enacted or substantially enacted by the balance sheet date and are expected to apply when the related
deferred income tax asset is realised or the deferred income tax liability is settled.
Deferred income tax assets are recognised only to the extent that it is probable that future taxable profit
will be available against which the temporary differences can be utilised.
Deferred income tax is provided on temporary differences arising on investments in subsidiaries and
associates, except where the timing of the reversal of the temporary difference is controlled by the group
and it is probable that the temporary difference will not reverse in the foreseeable future.
2.18. Employee benefits
Defined contribution plans
According to the Bulgarian legislation, the Group is obliged to pay contributions to Social Security
Funds. This obligation relates to full-time employees and provides for paying contributions to state
pension fund by the employer and by the employee in the amount of certain percentages determined in the
Social Security Code. These contributions are charged to the statement of comprehensive income in the
period to which they relate.
Short-term employee benefits
Short-term employee benefits in the form of remunerations, bonuses and social payments and benefits
(payable within 12 months after the end of the period when the employees have rendered the service or
has met the required terms and requirements) are recognized as an expense in the statement of
comprehensive income in the period when the service thereon has been rendered or the requirements for
their receipt have been met and as a current liability (less any amounts already paid and deductions due)
at their undiscounted amount. The Group’s obligations for social security and health insurance are
recognized as a current expense and liability at their undiscounted amount together with the relevant
benefits and within the period of the respective income to which they are related.
At each balance sheet date, the Group measures the expected costs on the accumulating compensated
absences, which amount is expected to be paid as a result of the unused entitlement. The measurement
includes the estimated expenses on the employee’s remunerations and the statutory social security
contributions due by the employer thereon.
Retirement benefit obligations
As discussed above, in accordance with the requirements of the Labour Code, the employer is obliged to
pay an indemnity to its personnel upon coming of age for retirement, which depending on the length of
service with the company, varies between 2 and 6 gross monthly salaries as at the termination date of the
employment. In their nature these are defined benefit plans.
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2.18. Employee benefits (continued)

The calculation of the amount of these retirement benefit obligations necessitates the participation of
qualified actuaries in order to determine their present value at the date of the financial statements, which
is included in the balance sheet, and respectively, the change in their value, which is included in the
statement of comprehensive income. For this purpose, they apply the Projected Unit Credit Method.
Actuarial gains and losses arise from changes in the actuarial assumptions and experience adjustments.
The Group applies the ‘10% corridor approach’, calculated based on the present value of the opening
balance of the obligation for recognizing actuarial gains and losses.
Termination benefits
The Group recognises employee benefit obligations on employment termination before the normal
retirement date when it is demonstrably committed, based on announced plan, to terminating the
employment contract with the respective individuals without possibility of withdrawal or in case of
formal issuance of documents for voluntary redundancy. Termination benefits due more than 12 months
are discounted and presented in the balance sheet at their present value.
2.19. Provisions for other liabilities and charges
Provisions are recognized when the Group has a present obligation (legal or constructive) as a result of a
past event and it is probable that an outflow of resources will be required to settle (repay) the obligation.
Restructuring provisions comprise employee termination payments
The measurement of provisions is based on the best estimate, made by the management at the balance
sheet date, concerning the expenses that will be incurred for the settlement of the particular obligation.
The estimate is discounted if the obligation maturity is long-term.
When part of the resources required to settle the obligation is expected to be recovered from a third party,
the Group recognises a receivable if it is virtually certain that reimbursement will be received, its amount
can be reliably measured. Income is recognised in the same category of the profit or loss for the period
where the creations of the provision is charged.
2.20. Revenue recognition
a) Sales of services
Revenue comprises in the ordinary course of business the fair value of consideration received or
receivable from the sale of services, net of value-added tax, rebates and discounts and after eliminating
sales within the Group.
All streams of revenue are recognized on a monthly accrual basis and to the extent that it is probable that
the economic benefits will flow to the company and as far as the revenue can be reliably measured.
Revenue streams
The Company’s revenue is derived from the following telecommunication and ICT services and
products:
• Outgoing traffic;
• Recurring charges
• Leased lines and Data transmission
• Interconnect
• Radio and TV broadcasting (applies for the first eight months of 2010, included in discontinued
operations)
• Other sales.
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2.20. Revenue recognition (continued)

Outgoing traffic fees for both post paid and prepaid customers are charged at an agreed tariff for a fixed
duration of time and are recognised as revenue based upon provided services on a monthly basis.
Recognition of revenue from prepaid cards is based on actual airtime usage or the expiration of the
obligation to provide service. The unused balance of the valid prepaid cards is presented as deferred
income in other payables of the balance sheet.
Recurring charges consist of monthly subscription fees and are recognised as revenue over the associated
period.
Leased lines and Data transmission fees are charged at an agreed rate in accordance with dedicated
capacity of BTC’s data network and are recognized as revenue over the associated subscription period.
Interconnect revenue include charges to other telecommunications providers when they terminate or
transit calls on BTC’s network or when their customers use BTC’s mobile network when in roaming. The
revenues are recognised gross in the statement of comprehensive income based on real network usage and
settled on a net basis, after deducting the cost of interconnection for the Company’s customers calls that
are routed via or terminated in other networks.
Radio and TV broadcasting revenue comprise charges for broadcasting and transmission of content of
radio and TV operators and is recognized based upon airtime usage. Revenue stream is part of
discontinued operations in 2010.
Other sales, comprise revenue generated from services not included in the streams above, which is
recognised in the statement of comprehensive income when services are rendered. Revenues from
premium rate services (Voice and non-voice) are recognized on a gross basis when the delivery of the
service over the Group’s network is the responsibility of the Group, the Group establishes the prices of
these services and bears substantial risks of these services, otherwise these revenues are presented on a
net basis.
For multiple-element arrangements, revenue recognition for each of the units of accounting (elements)
identified must be determined separately. Revenue is recognized on the basis of the fair value of the
individual elements. Arrangements involving the delivery of bundled products or services are separated
into individual elements. Total arrangement consideration relating to the bundled contract is allocated
among the different elements based on their relative fair values.
b) Sale of goods
Revenue and expenses associated with the sale of telecommunications equipment and accessories are
recognized when the products are delivered, provided there are no unfulfilled company obligations that
affect the customer’s final acceptance of the arrangement.
c)Interest income
Interest income is recognised on a time-proportion basis using the effective interest method. When a
receivable is impaired, the Company reduces the carrying value to its recoverable amount, being the
estimated future cash flow discounted at the original effective interest rate of the instrument, and
continues unwinding the discount as interest income. Interest income on impaired loans is recognised
using the original effective interest rate.
d)Dividend Income
Dividend income is recognised when the right to receive payment is established.

40

BULGARIAN TELECOMMUNICATIONS COMPANY AD
NOTES TO THE CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS (Continued)
For the year ended 31 December 2011
All amounts are in thousand BGN, unless otherwise stated
2.

Summary of significant accounting policies (continued)
2.21. Expenses recognition

Operating expenses are recognized as they are incurred, following the accrual and matching concepts.
Financial costs are recorded in the profit or loss for the period when incurred and comprise of: interest
expense, using the effective interest method, including bank charges and other direct expenses on loans
and bank guarantees, and exchange differences on loans denominated in foreign currency (net).
2.22. Leases
Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks
and rewards of ownership to the lessee. All other leases are classified as operating leases.
The Group as lessee
Finance lease
Assets held under finance leases are initially recognized as assets of the Group at their fair value at the
inception of the lease or, if lower, at the present value of the minimum lease payments. The
corresponding liability to the lessor is included in the balance sheet as a finance lease obligation.
Lease payments are apportioned between finance costs and reduction of the lease obligation so as to
achieve a constant rate of interest on the remaining balance of the liability. Finance costs are charged
directly to profit or loss. Contingent rentals are recognized as expenses in the periods in which they are
incurred. Assets acquired under the terms of finance lease are depreciated on the basis of the useful life of
the asset over the lease term.
Operating lease
Operating lease payments are recognized as an expense on a straight-line basis over the lease term, except
where another systematic basis is more representative of the time pattern in which economic benefits
from the leased asset are consumed.
The Group as lessor
Finance lease
When assets are leased out under a finance lease, the present value of the lease payments is recognized as
a receivable. The difference between the gross receivable and the present value of the receivable is
recognized as unearned finance income. Lease income is recognized over the term of the lease using the
net investment method, which reflects a constant periodic rate of return.
Operating lease
When assets are leased out under an operating lease, the asset is included in the balance sheet based on
the nature of the asset. Lease income is recognized over the term of the lease on a straight-line basis.
2.23. Dividends Distribution
Dividend distribution to the company’s shareholders is recognised as a liability in the group’s financial
statements in the period in which the dividends are approved by the company’s shareholders.
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Financial risk management
3.1. Financial risk factors

In the ordinary course of business, the Group can be exposed to a variety of financial risks the most
important of which are currency risk, interest risk, price risk, credit risk, and liquidity risk. The financial
risks are currently identified, measured and monitored by the Treasury Department and the Managing
Directors of each company within the Group through various control mechanisms 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.
The following table presents the financial assets and liabilities of the Group classified by category:
Categories of financial instruments
Consolidated financial
statements
31.12.2011 31.12.2010
Financial assets
Loans and receivables
Financial assets available for sale
Financial assets at fair value trough profit
or loss
Financial liabilities
Financial liabilities at amortised cost

Separate financial
statements
31.12.2011 31.12.2010

305,794
335

268,515
335

305,494
335

268,183
335

686

2,137

686

2,137

1,074,239

1,075,864

1,074,238

1,075,863

Below are presented the various types of risks to which the companies of the Group are exposed upon
performing their business activities as well as the adopted approach for managing these risks.
a) Credit risk
Credit risks or the risk of counter-parties defaulting, is controlled by the application of limits and
monitoring procedures. The group has a policy of obtaining collateral from its retail customers who use
mobile services and from distributors. Credit risk is managed on BTC Group level. It arises from cash and
cash equivalents, derivative financial instruments and deposits at banks, as well as from credit exposures
to business and households, including overdue receivables and commitments.
Deposit at banks
According to Treasury policy, applicable to BTC and its subsidiaries, transactions are carried out only
with financial institutions and banks with good credit standing. Credit exposure is controlled by
individual credit limits of counterparties, which are regularly revised and appropriately approved. Limits
for every third party are determined according to their long-term credit rating from S&P, Moody's or
Fitch. The Treasury policy also defines the financial instruments, allowed to the Treasury Department, as
well as the maximum maturity.
Receivables and commitments
Trade receivables consist of a large number of customers, distributed by industries. The fixed net business
of BTC follows the approved by CRC “General Rules of Contracts between BTC and Subscribers”. The
management of risk of non-payment of retail customers is carried out through a policy of suspension and
termination of services , based on credit risk segmentation. The retail subscribers contracts termination
follows the General Conditions.
BTC has adopted a policy for mutual connection with operators and wholesale with partners with good
credit rating by applying of respective guarantees for risk management.
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Financial risk management (continued)
3.1. Financial risk factors (continued)

b) Credit risk (continued)
The credit risk related to international accounts is managed through the possibilities for net arrangement
with the contractual parties and by directing traffic through chosen routes in order to decrease of existing
exposures. There is no significant risk concentration in receivables.
The credibility of the customers is evaluated according to their financial status, payment history and other
factors. On the basis of the credit score individual credit limits are set in compliance with the credit
policy. The levels of the credit limits and their daily observation are monitored. Most of the payments
from customers of mobile services are in cash.
The BTC Group is not exposed to credit risk from an individual partner or group of partners with similar
profile. Trade relations with related parties are similar to those with third parties.
c) Liquidity risk
Liquidity risk arises from the mismatch of contractual maturity of monetary assets and liabilities and the
possibility that trade debtors may not be able to settle obligations to the company within the normal terms
of trade. To manage such risk, the Parent company uses planning techniques, including but not limited to,
arrangement of overdraft facilities, daily liquidity reports, and short and medium-term cash forecasts.
Maturity analysis
The table below presents the financial liabilities of the Group, grouped by remaining term to maturity,
determined against the contractual maturity at the balance sheet date. The table is prepared on the basis of
contracted undiscounted cash flows and the earliest date on which the liability becomes due for payment
(borrowings are presented as current liabilities as disclosed in Note 17, even though BTC management
does not believe a request for their repayment is forthcoming). The amounts include principal and
interest.
For 2011 the financial liabilities are as follows:
For the Group:
Up to 1
month
Accounts payable
Borrowings
Total financial liabilities

38,482
3,180
41,662

From 1
to 3
months
28,272
35,605
63,877

From 3
months to
1 year
9,167
992,688
1,001,855

From 1
to 5 years

From 1
to 3
months
28,272
35,605
63,877

From 3
months to
1 year
9,167
992,688
1,001,855

From 1
to 5 years

161
3,623
3,784

Over 5
years
4,765
4,765

Total

80,847
1,035,096
1,115,943

For BTC
Up to 1
month
Accounts payable
Borrowings
Total financial liabilities

38,481
3,180
41,661

161
3,623
3,784

Over 5
years
4,765
4,765

Total

80,846
1,035,096
1,115,942
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Financial risk management (continued)
3.1. Financial risk factors (continued)

For 2010 the financial liabilities are as follows:
For the Group:
Up to 1
month
Accounts payable
Borrowings
Total financial liabilities

48,766
2,846
51,612
Up to 1
month

Accounts payable
Borrowings
Total financial liabilities

48,765
2,846
51,611

From 1
to 3
months
20,238
6,076
26,314

From 3
months to
1 year
8,961
1,006,423
1,015,384

From 1
to 5 years

From 1
to 3
months
20,238
6,076
26,314

From 3
months to
1 year
8,961
1,006,423
1,015,384

From 1
to 5 years

920
1,214
2,134

920
1,214
2,134

Over 5
years
4,639
4,639
Over 5
years
4,639
4,639

Total

83,524
1,016,559
1,100,083
Total

83,523
1,016,559
1,100,082

d) Market risk
Currency risk
The main objective of Company currency risk management is to minimise adverse effects of market
volatility on exchange rates so as to provide the maximum value of foreign currency net income and
under approved risk level.
Due to the fact that the companies within BTC Group use mainly BGN and EUR as operating currencies
they are not significantly exposed to currency risk. Most of the income is generated in BGN while long
term borrowings, interest expenses and part of the capital expenses are in EUR. This mismatch has not
been a problem for the past 10 years as the Bulgarian lev is pegged to the euro. At the same time the
stability of the currency board needs to be monitored closely since a potential free floating of the local
currency and devaluation of the Lev will significantly affect the financial situation of the Group.
Due to forecasted purchases of equipment during 2011 Company identifies currency risk, arising in result
of significant exposure in USD. According to the Treasury policy of the Company and in compliance with
its foreign exchange risk management strategy, the foreign exchange risk arising from these highly
probable forecasted purchases is hedged. The hedges are cash flow hedges and classified as financial
assets at fair value through profit or loss.
When significant foreign currency exposure arises, the Company takes into account the following factors:
•
Future outlook on volatility of financial market variables. These are modelled by Treasury and in
accordance with best practice analytical techniques and economic models
•
effect of the given foreign exchange exposure on total Company financial results
•
cost of foreign exchange exposure hedging
BTC’s Treasury department uses mainly forward contracts to hedge foreign exchange risk. All derivatives
are entered into with credible counterparties and are in compliance with the Treasury policy of the
Company.
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Financial risk management (continued)
3.1. Financial risk factors (continued)

d) Market risk (continued)
Interest rate risk
Liabilities of BTC sensitive to interest rates amount to BGN 994,907 thousand and the interest payments
are based on EURIBOR. As of 31 December, 2011 the Parent company has used no instruments to
compensate possible changes in the EURIBOR levels. However, potential hedging transactions are
periodically measured based on the possible interest rate levels, as well as in accordance with the market
risk policy and if necessary are performed as such.
If the interest rate on borrowings were 1% higher, that would have resulted in an increase of interest
expenses for 2011 and 2010 respectively by BGN 10,087 thousand and BGN 10,156 thousand therefore,
the consolidated profit/(loss) after taxation from continuing operations would have been BGN (1,898)
thousand for 2011 and BGN 65,882 thousand for 2010. If the interest on long-term borrowings were 1%
lower, that would result in lower interest expenses for 2011 and 2010 amounting respectively to BGN
10,087 thousand and BGN 10,156 thousand and therefore, profit from continuing operations after taxation
would have been BGN 16,258 thousand for 2011 and BGN 84,163 thousand for 2010.
3.2.Capital risk management
The Group manages its equity in order to perform its activity as a going concern and to balance the return
on equity of shareholders by optimizing the debt to equity ratio in medium term. Further comments on
Group’s consideration regarding the capital risk management are provided in Note 4d) (Going Concern)
The equity structure of BTC consists of long-term borrowings (Note 17), cash and cash equivalents (Note
5) and equity, including share capital and retained earnings.
Parent company’s management reviews its equity structure on an annual basis. The gearing ratios as of 31
December 2011 and 2010 are as follows:
Consolidated financial
statements
31.12.2011
31.12.2010
Total borrowings
Cash and cash equivalents
Cash deposits with maturity
greater than three months.
Net debt

Separate financial
statements
31.12.2011 31.12.2010

998,318
(141,664)

997,899
(154,523)

998,318
(141,355)

997,899
(154,163)

(54,507)
802,147

843,376

(54,507)
802,456

843,736

Equity
Total capital

339,133
339,133

508,038
508,038

339,549
339,549

506,385
506,385

Gearing ratio

237%

166%

236%

167%

During the period gearing has increased as a result of the decision of the Annual General Meeting to
distribute dividends for the year. The management believes that higher gearing will result in more
efficient capital structure and higher returns to the shareholders but aims to keep the ratio below 250%.
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Financial risk management (continued)
3.3 Fair value estimation

Effective 1 January 2009, the group adopted the amendment to IFRS 7 for financial instruments that are
measured in the balance sheet at fair value, this requires disclosure of fair value measurements by level of
the following fair value measurement hierarchy:
■ Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1).
■ Inputs other than quoted prices included within level 1 that are observable for the asset or
liability, either directly (that is, as prices) or indirectly (that is, derived from prices) (level 2).
■ Inputs for the asset or liability that are not based on observable market data (that is,
unobservable inputs) (level 3).
The following table presents the group’s assets that are measured at fair value at 31 December 2011
Assets measured at fair value

Level 1

Financial assets at fair value through profit or loss:
-Derivatives used for hedging
Available-for-sale financial assets:
-Equity shares
Total assets

Level 2

Level 3

Total

-

686

-

686

-

686

335
335

335
1,021

The following table presents the group’s assets that are measured at fair value at 31 December 2010
Assets measured at fair value
Financial assets at fair value through profit or loss:
-Derivatives used for hedging
-Put option for sale of NURTS shares
Available-for-sale financial assets:
-Equity shares
Total assets

Level 1

Level 2

Level 3

Total

-

7
-

2,130

7
2,130

-

7

335
2,465

335
2,472

The Group carries unquoted equity shares as available-for-sale financial instruments classified as Level 3
within the fair value hierarchy. A reconciliation of the beginning and closing balances including
movements is summarised below:

1 January 2010
Gains recognised in profit or loss
31 December 2010
Losses recognised in profit or loss
31 December 2011

Equity shares

Put option

335
335
335

2,130
2,130
(2,130)
-
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4.

Critical accounting estimates and judgments

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates
could differ from the related actual results. Estimates and judgments are continually evaluated and are
based on historical experience and other factors, including expectations of future events that are believed
to be reasonable under the circumstances.
The estimates and assumptions that might have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next year are discussed below:
a)
Impairment of tangible and intangible assets
The group tests annually whether goodwill has suffered any impairment, in accordance with the
accounting policy stated in note 2.6.The ability of a tangible and intangible asset to generate sufficient
future economic benefits to recover its carrying amount is usually subject to greater uncertainty. In
performing these assessments of recoverable amount a significant number of estimates and judgments is
required including but not limited to:
– An estimate of future cash flows expected to derive from these assets,
– Expectations about possible variations in the amount or timing of those future cash flows,
– The designation of the cash generating unit for which future cash flows are derived. The cash
generating units identified are Fixed and Mobile business,
– The time value of money represented by weighted average cost of capital (WACC). The respective long
term WAAC rates used are: 9.7% for Fixed and 9.6% for Mobile for 2011 (10.3% and 10.6% for 2010),
– Perpetual growth rate (PGR). The respective PGR values used are: 0% for Fixed and 1% for Mobile for
2011 (0% and 1% for 2010).
As at 31 December 2011 the Group performed impairment testing of its assets and as a result no need for
impairment was identified. If estimated cash flows were 10% lower or WACC/PGR were 1%
higher/lower there would still be no need for impairment.
These sensitivities are calculated on an individual basis as follows:
Estimate

EBITDA margin absolute decrease
WACC absolute increase
PGR absolute decrease

Change (%)

Effect on value in use –
no impairment

(1%)
0.5%
(0.5%)

(62,000)
(98,000)
(65,000)
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Critical accounting estimates and judgments(continued)

b)
Useful lives of assets
The determination of the useful lives of assets is based on historical experience with similar assets as well
as any anticipated technological development and changes in broad economic or industry factors. The
appropriateness of the estimated useful lives is reviewed annually, or whenever there is an indication of
significant changes in the underlying assumptions. We believe that the accounting estimate related to the
determination of the useful lives of assets is a critical accounting estimate since it involves assumptions
about technological development in an innovative industry. Further, due to the significant weight of
depreciable assets in our total assets, the impact of any changes in these assumptions could be material to
our financial position, and results of operations.
Were the actual useful lives of the assets to differ by 10% from management’s estimates, the carrying
value of the plant and equipment and respectively depreciation and amortization charge would be an
estimated BGN 26,747 thousand higher/lower.
c)
Provisions and contingent liabilities
As set out in Note 29 the Group is a participant in several lawsuits and administrative proceedings. The
Group’s treatment of obligations with uncertain timing and amount depends on the management’s
estimation of the amount and timing of the obligation and probability of an outflow of resources
embodying economic benefits that will be required to settle the obligation (both legal or constructive).
A provision is recognized when the Group has a present obligation as a result of past events, it is probable
that an outflow of resources will be required to settle the obligation and a reliable estimate can be made of
the amount of the obligation. Contingent liabilities are not recognized because their existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain future events not wholly
within the control of the Group. Contingent liabilities are assessed continually to determine whether an
outflow of resource embodying economic benefits has become probable. If it becomes probable that an
outflow of future economic benefits will be required for an item previously dealt with as a contingent
liability, a provision is recognized in the financial statements of the period in which the change in
probability occurs.
d)
Going concern
The financial statements have been prepared on a going concern basis, which assumes that the Company
will continue in operational existence for the foreseeable future. In 2011 the Group realized a profit of
BGN 7,180 thousand (2010 – BGN 75,022 thousand). The Group’s working capital as at 31 December
2011 is negative amounting to BGN (937,446) thousand (negative as at 31 December 2010 – BGN
(943,199) thousand). The future viability of the Group depends upon the business environment as well as
upon the continuing support of the existing and potential owners and financiers.
Current liabilities as at 31 December 2011 include:
- dividend payable to NEF Telecom Bulgaria OOD in the amount of BGN 157,624 thousand.
As disclosed in Note 28 Related parties BTC paid part of it in 2012 and the remaining dividend payable is
BGN 89,561 thousand. It will be paid in accordance with the cash needs of NEF Telecom Bulgaria OOD
as they arise. These payments will be serviced by cash generated from operations. Should NEF Telecom
Bulgaria OOD request immediate payment of the total outstanding dividend, it is possible BTC to pay it,
taking into account the level of cash availability and cash flow from operating activities;
-borrowings, amounting to BGN 994,907 thousand.
BTC became a party to a Senior Loan Agreement together with, amongst others, NEF Telecom Bulgaria
OOD and its parent company NEF Telecom Company B.V. Along with other securities, there is a pledge
over the shares of BTC owned by NEF Telecom Bulgaria OOD.
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Critical accounting estimates and judgments(continued)

There are certain events and circumstances on the NEF Telecom Company B.V. level that constitute
Events of Default, according to the loan agreement. Because of this and as further disclosed in Note 17
Borrowings BTC classified the outstanding facilities of the syndicated loan as current liabilities at the
balance sheet date. Should the lenders require immediate payment of the outstanding borrowings such
request cannot be met with cash from operating activities. BTC management does not believe such a
request is forthcoming as waivers have been provided by the lenders as disclosed in Note 17.
The above waivers enable the continuing discussions between the group of the majority shareholder and
the lenders about the aforementioned events and their impact on future financing.
BTC management expects that in the course of 2012 its shareholders will agree with the lenders changes
to the loan agreements that will enable the loans to remain with their original maturities.
Although there is uncertainty as to the final outcome, BTC management is of the opinion that most
probably there will be no adverse implications for BTC as an enterprise, arising from lenders exercising
their rights over the pledged shares of the company. Hence management considers that there is no
immediate risk for disruption of the regular operations of the company.
Considering the above, in light of the assessment of expected future cash flows, the assurance received by
the major shareholder for a successful and consensual outcome from ongoing discussions with the
lenders, as well as the continuing support of Senior Lenders as evidenced in the waivers granted, the
management is satisfied that it is appropriate for the financial statements to be prepared on a going
concern basis.
e)
Subscriber acquisition costs
Costs to acquire telecommunication customers are capitalized and amortized over the minimum
enforceable contractual period as these will be recovered from the future revenue generated from the
customers. In the event that a customer terminates a service contract prior to the expiration of the
minimum enforceable contractual period, any unamortized customer acquisition costs are written off.
f)
Purchase price accounting
The Group assesses the initial accounting for business combinations by identifying and determining the
fair value to be assigned to the acquired identifiable assets, liabilities, contingent liabilities, and the cost
of the combination. The initial accounting for business combinations is determined provisionally by the
end of the period in which the combination is affected. Either the fair valued to be assigned to the
acquired liabilities or contingent liabilities or the cost of combination can be determined only
provisionally. The Group recognizes any adjustments to those provisional values as a result of concluding
the initial accounting within twelve months of the acquisition date.
g)
Provision for impairment of trade receivables
A provision for impairment of trade receivables is established when there is objective evidence that the
Group will not be able to collect all amounts due according to the original terms of the receivables.
Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or
financial reorganisation, and default or delinquency in payments (more than thirty days), and historical
evidence of collectability are considered indicators that trade receivables are impaired. Certain
receivables are assessed and impaired individually if it’s known that it will not be collected in full. All
other receivables are impaired on a group basis according to their aging structure and taking into
consideration historical data on collectability.
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Cash and cash equivalents

As at 31 December 2011 and 31 December 2010 the components of the cash and cash equivalents are:
Consolidated financial
statements
31.12.2011
31.12.2010

Separate financial
statements
31.12.2011 31.12.2010

Current accounts and cash in hand
Held in BGN
Held in EUR
Held in foreign currencies other than EUR

3,914
1,559
364

2,324
848
133

3,911
1,559
363

2,265
848
132

Total current accounts and cash in hand

5,837

3,305

5,833

3,245

Term deposits
Held in BGN
Held in EUR

135,827
-

148,903
2,315

135,522
-

148,603
2,315

Total term deposits

135,827

151,218

135,522

150,918

Total cash and cash equivalents

141,664

154,523

141,355

154,163

As disclosed in Note 17 on 14 November 2007 BTC signed agreements to secure payments related to
Company’s liabilities under the new agreement loan by establishing a pledge on the receivables on bank
accounts and from its insurers of the Group.
The availability of cash in current accounts and short term deposits is allocated in banks with long term
credit ratings from S&P as follows:
Rating
AA
AAA+
ABBB+
BBB
BB
BBBBBBCCC
Not rated banks
Total cash at current accounts and
term deposits

Consolidated financial
statements
31.12.2011
31.12.2010
2,212
228
236
1,604
1,115
1,308
1,182
28,057
269
135,710
34,001
11,990
8
15
28,650
14,326
32,541
4
140,470

152,986

Separate financial
statements
31.12.2011
31.12.2010
2,212
228
236
1,592
1,112
1,308
1,182
28,057
268
135,364
34,001
11,990
8
15
28,650
14,021
32,541
4
140,162

152,627

The exposure to banks with lower credit rating as of 31 December 2011 has increased, compared to 31
December 2010. This is mainly due to the negative development of the long term credit ratings granted by
S&P to banks operating in Bulgaria.
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Trade receivables

As at 31 December 2011 and 31 December 2010 trade receivables include:
Consolidated financial
statements
31.12.2011 31.12.2010

Separate financial
statements
31.12.2011 31.12.2010

Trade receivables
incl. international settlement receivables
Intercompany receivables
Other receivables
Total
Provision for impairment of receivables
Total Trade receivables
Incl:
Non-current portion: trade receivables
Provision for impairment of receivables
Total non-current portion: trade receivables

164,714
30,009
371
63,242
228,327
(64,197)
164,130

178,757
19,357
11,382
2,597
192,736
(78,744)
113,992

164,354
30,009
656
63,239
228,249
(64,110)
164,139

177,993
19,357
12,041
2,595
192,629
(78,609)
114,020

4,953
(311)
4,642

18,386
(373)
18,013

4,953
(311)
4,642

18,386
(373)
18,013

Current portion trade receivables
Provision for impairment of receivables

223,374
(63,886)
159,488

174,350
(78,371)
95,979

223,296
(63,799)
159,497

174,243
(78,236)
96,007

Total current portion: trade receivables

Other receivables for 2011 include BGN 54,507 thousand term cash deposits with maturity greater than
three months.
All non-current receivables are due within two years from the end of the reporting period and relate to
sales of mobile phone sets on finance lease agreements with customers and sale of discontinued
operations. The net investment in finance leases for the Group and BTC may be analyzed as follows:
Gross receivables from
finance leases
31.12.2011
31.12.2010
Finance leases receivables with maturity:
Within one year
In the second to fifth years inclusive
Total receivables
Less: unearned finance income
Provision for impairment of receivables
Net investment in finance leases

13,805
3,201
17,006
(809)
(1,620)
14,577

Net investment in finance
leases
31.12.2011 31.12.2010

15,727
7,713
23,440
(1,399)
(1,102)
20,939

13,088
3,109
16,197
(1,620)
14,577

14,572
7,469
22,041
(1,102)
20,939

Movement of the provision for impairment of accounts receivables in 2011 and 2010 is as follows:

Balance at the beginning of the period
Discontinued operations balance
Accrued impairment
Impairment of receivables written off
Balance at the end of the period

Consolidated financial
statements
31.12.2011 31.12.2010
78,744
62,236
540
21,420
21,480
(35,967)
(5,512)
64,197

78,744

Separate financial
statements
31.12.2011 31.12.2010
78,609
62,111
540
21,407
21,428
(35,906)
(5,470)
64,110

78,609
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Trade receivables (continued)

Presented by class of customer the figures above are as follows:
Business customers

Balance at the beginning of the period
Discontinued operations balance
Accrued impairment
Impairment of receivables written off
Balance at the end of the period

Consolidated financial
statements
31.12.2011 31.12.2010
30,748
22,168
540
(373)
9,972
(11,011)
(1,932)
19,364

30,748

Separate financial
statements
31.12.2011 31.12.2010
30,613
22,043
540
(386)
9,920
(10,950)
(1,890)
19,277

30,613

Residential customers

Balance at the beginning of the period
Accrued impairment
Impairment of receivables written off
Balance at the end of the period

Consolidated financial
statements
31.12.2011 31.12.2010
47,996
40,068
21,793
11,508
(24,956)
(3,580)
44,833

47,996

Separate financial
statements
31.12.2011 31.12.2010
47,996
40,068
21,793
11,508
(24,956)
(3,580)
44,833

47,996

Expenses for receivables written off are recognised in Other operating expenses of the profit or loss for
the period. For 2011 they amount to BGN 139 thousand for the consolidated and individual financial
statements.(2010: BGN 145 thousand)
Related parties balances are shown in Note 28.
As of 31 December, 2011 and 31 December, 2010 receivables of the Group and the Company at the
amount of BGN 4,589 and 11,934 thousand were assessed individually and the impairment amounts to
4,297 and 10,757 thousand.
As of 31 December 2011 and 31 December 2010 the age structure of overdue receivables not impaired is
as follows:
Consolidated and separate financial statements
31.12.2011
31.12.2010
From 60 to 90 days
5,808
4,483
From 91 to 180 days
343
1,591
From 181 to 360 days
93
1,039
Above 1 year
143
636
6,387
7,749
Total
As of the balance sheet date the accounts with major (the five biggest) counterparties in the trade
receivables for the Group and the Company are as follows:
Type
Outside the country
Outside the country
Outside the country
In the country
Outside the country

Carrying amount of the receivable as of
31.12.2011
31.12.2010
10,622
287
6,886
6,839
1,745
294
1,340
1,375
1,180
216
52
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Trade receivables (continued)

The carrying amounts of the Group’s trade receivables are denominated in the following currencies:
31.12.2011
155,872
8,209
49
164,130

BGN
EUR
SDR
Total
7.

31.12.2010
99,026
11,563
3,403
113,992

Inventories

The materials and supplies as of 31 December 2011 and 31 December 2010 are as follows:
Consolidated and separate financial statements
31.12.2011
31.12.2010
Materials and supplies, net
Merchandise and other, net
Total materials and supplies

5,999
19,735
25,734

9,038
25,592
34,630

Impairment charges related to the inventory items for the reporting period were BGN 4,588 for the group
and the company which were recognized as other operating expenses( 2010 – BGN 3,966.thousand)
8.

Discontinued operations

On 20 August 2010 the final agreement for the sale of 50% of the National Unit “Radio and Television
Stations” (NURTS), an internal division of VIVACOM for the broadcasting of radio and television signal
over the territory of the Republic of Bulgaria, to the international financial investor Mancelord Limited
through its subsidiary NURTS Bulgaria EAD was registered in the Commercial Register. Mancelord
Limited was selected following an international tender procedure with the participation of several
strategic and financial investors. The deal was concluded after obtaining the necessary regulatory
approvals from the respective governmental bodies (including Communications Regulation Commission
and Commission for Protection of Competition). Until the date of the sale NURTS was classified as a
disposal group held for sale and as a discontinued operation.
The results of NURTS are presented below:

Revenue
Other operating expenses
Materials and consumables expenses
Staff costs
Other gains, net
Profit before tax from a
discontinued operation
Income tax expenses
Profit for the year from
discontinued operation

Consolidated and separate financial statements
Period ended 20.08.2010
29,536
(7,032)
(7,267)
(4,044)
30,879
42,072
(1,344)
40,728

The amount in ‘Other gains, net’ above represents the result of the sale of the discontinued operation.
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Discontinued operations (continued)

NURTS Bulgaria AD is a commercial company established in April 2010 with registered subject of
business activity: development, operation and maintenance of public electronic communication networks
and data systems, as well as providing telecommunication services through them, including terrestrial
broadcasting of radio and TV, collocation services and other commercial activities. The registered share
capital amounts to BGN 111,482,310 comprising of shares with nominal value of BGN 1 each. According
to an agreement dated 19 March 2010 and finalized on 20 August 2010, BTC acquired 50% of NURTS
Bulgaria’s shares. The agreement stipulated joint management of the entity whereas the joint venture
partners had equal representatives in the Board of Directors, the entity was jointly represented by two
Executive Directors each nominated by the respective joint venture partner and any matter concerning the
entity required joint decision of the partners. Based on that BTC treated its investment in NURTS
Bulgaria as a jointly controlled entity as disclosed in note 13 Investments.
On 20 September 2011 BTC finalized an agreement with Bluesat Partners Ltd. for the sale of 50% of the
shares of NURTS Bulgaria AD as disclosed in note 13 Investments. In August 2011 the transaction was
approved by the Commission on Protection of Competition (CPC).
The result from the sale of the joint venture is disclosed in note 24
9.

Finance income and costs.

Assets classified as held for sale
Consolidated and separate financial statements
31.12.2011
31.12.2010

Real estates, held for sale
Total assets held for sale

1,892
1,892

6,648
6,648

As of 31 December 2011 BTC has signed several preliminary agreements for the sale of real estates
reported in the balance sheet by their net asset value, excluding a few properties stated on the lower than
their carrying value contracted price.
10.

Other current assets

Prepayments
VAT recoverable and other
Total other current assets

Consolidated financial
statements
31.12.2011 31.12.2010
12,332
21,111
4,638
7,699
16,970

28,810

Separate financial
statements
31.12.2011 31.12.2010
12,333
21,110
4,636
7,694
16,969

28,804

Subscriber acquisition cost, representing mainly fees paid to distributors, are included in other assets
above, which for the Group and the Company are BGN 3,950 thousand as of 31 December 2011. For
2010 they amount to BGN 5,437.
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11.

Property, plant and equipment

The composition of property, plant and equipment for the Group as of 31 December 2011 and 31
December 2010 is as follows:
Switching Transmission

General
support

Construction
in progress

Total

Gross Book Value
At 31 December 2009
Revaluation
Additions
Transfers
Reclassification
Impairment
Assets held for sale
Disposals

1,298,300
6,878
95,091
(442)
427
(52,336)

896,911
12,200
2
1
(12,532)

270,335
(1,084)
2,447
20,281
88
14,283
(24,033)

46,872
120,702
(127,572)
(356)
403
(228)

2,512,418
(1,084)
130,027
(352)
(356)
15,114
(89,129)

At 31 December 2010
Revaluation
Additions
Transfers
Impairment
Assets held for sale
Disposals

1,347,918
4,011
101,717
(64,232)

896,582
9,973
(11,014)

282,317
(559)
87
12,720
5,024
(15,274)

39,821
122,531
(124,410)
(2,411)
(2,049)

2,566,638
(559)
126,629
(2,411)
5,024
(92,569)

At 31 December 2011
Accumulated depreciation
At 31 December 2009
Depreciation charged
Reclassification
Impairment
Assets held for sale
Disposals
At 31 December 2010
Depreciation charged
Impairment
Assets held for sale
Disposals
At 31 December 2011

1,389,414

895,541

284,315

33,482

2,602,752

654,725
124,440
(91)
872
290
(38,847)
741,389
135,146
4,878
(50,701)
830,712

571,790
23,699
(11,975)
583,514
24,069
5
(9,956)
597,632

138,587
28,509
18
640
4,371
(19,484)
152,641
27,927
(238)
542
(13,833)
167,039

-

1,365,102
176,648
(73)
1,512
4,661
(70,306)
1,477,544
187,142
4,645
542
(74,490)
1,595,383

Net book value
At 31 December 2010

606,529

313,068

129,676

39,821

1,089,094

At 31 December 2011

558,702

297,909

117,276

33,482

1,007,369
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11.

Property, plant and equipment (continued)

The composition of property, plant and equipment on BTC stand alone basis as of 31 December 2011 and
31 December 2010 is as follows:
Switching Transmission

General
support

Construction
in progress

Total

Gross Book Value
At 31 December 2009
Revaluation
Additions
Transfers
Reclassification
Impairment
Assets held for sale
Disposals

1,298,153
6,878
95,091
(442)
427
(52,336)

896,911
12,200
2
1
(12,532)

270,752
(1,084)
2,447
20,281
88
14,283
(23,967)

46,872
120,702
(127,572)
(356)
403
(228)

2,512,688
(1,084)
130,027
(352)
(356)
15,114
(89,063)

At 31 December 2010
Revaluation
Additions
Transfers
Impairment
Assets held for sale
Disposals

1,347,771
4,011
101,717
(64,085)

896,582
9,973
(11,014)

282,800
(559)
87
12,720
5,024
(15,221)

39,821
122,531
(124,410)
(2,411)
(2,049)

2,566,974
(559)
126,629
(2,411)
5,024
(92,369)

At 31 December 2011
Accumulated depreciation
At 31 December 2009
Depreciation charge
Reclassification
Impairment
Assets held for sale
Disposals
At 31 December 2010
Depreciation charged
Impairment
Assets held for sale
Disposals
At 31 December 2011

1,389,414

895,541

284,851

33,482

2,603,288

654,587
124,433
(91)
872
290
(38,846)
741,245
135,144
4,878
(50,555)
830,712

571,790
23,699
(11,975)
583,514
24,069
5
(9,956)
597,632

139,009
28,504
18
640
4,371
(19,418)
153,124
27,927
(238)
542
(13,780)
167,575

-

1,365,386
176,636
(73)
1,512
4,661
(70,239)
1,477,883
187,140
4,645
542
(74,291)
1,595,919

Net book value
At 31 December 2010

606,526

313,068

129,676

39,821

1,089,091

At 31 December 2011

558,702

297,909

117,276

33,482

1,007,369

As disclosed in Note 17 on November 14, 2007 BTC signed agreements to secure payments related to
Parent company’s liabilities under the new loan agreement by establishing a pledge on real estate
property, which net book value as of 31 December, 2011 amounted to BGN 18,680 thousand, and as of
31 December 2010 their net book value was BGN 20,420 thousand.
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11.

Property, plant and equipment (continued)

On the base of § 8 Para 1 of Transitional and concluding provisions to the Law for amendment and
supplement of the law for privatization and post-privatization control the Agency for Privatization and
Post-privatization Control imposed statutory mortgage on 688 properties of BTC with a net book value as
of 31 December 2011 amounted to BGN 22,951 thousand (BGN 24,851 thousand for 2010).
12.

Intangible assets

As of 31 December, 2011 and 31 December, 2010 intangible assets of the Group are as follows
Licenses

Software

Other
intangible
assets

Intangible
assets under
construction

Total

Gross book value
At 31 December 2009
Additions(Transfers)
Reclassification
Assets held for sale
Disposals

122,986
203
448
(4,593)

474,589
55,200
351
9
(20,462)

14,711
-

14,979
(9,579)
(13)

627,265
45,824
351
457
(25,068)

At 31 December 2010
Additions(Transfers)
Disposals

119,044
726
-

509,687
53,116
(19,384)

14,711
5,604
(52)

5,387
(2,025)
-

648,829
57,421
(19,436)

At 31 December 2011
Accumulated amortization
At 31 December 2009
Amortization charge
Reclassification
Assets held for sale
Disposals
At 31 December 2010
Amortization charge
Impairment
Disposals
At 31 December 2011

119,770

543,419

20,263

3,362

686,814

30,475
7,224
135
(4,132)
33,702
7,252
40,954

231,144
67,408
73
6
(16,105)
282,526
70,215
2,151
(19,291)
335,601

991
1,497
2,488
2,862
(13)
5,337

-

262,610
76,129
73
141
(20,237)
318,716
80,329
2,151
(19,304)
381,892

Net book value
At 31 December 2010

85,342

227,161

12,223

5,387

330,113

At 31 December 2011

78,815

207,818

14,927

3,362

304,922
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12.

Intangible assets (continued)

As of 31 December 2011 and 31 December 2010 intangible assets on BTC stand alone bases are as
follows:
Licenses

Software

Other
intangible
assets

Intangible assets
under construction

Total

Gross book value
At 31 December 2009
Additions(Transfers)
Reclassification
Assets held for sale
Disposals

122,926
203
448
(4,588)

474,334
55,200
351
9
(20,435)

14,711
-

14,979
(9,579)
(13)

626,950
45,824
351
457
(25,036)

At 31 December 2010
Additions(Transfers)
Disposals

118,989
726
-

509,459
53,116
(19,311)

14,711
5,604
(52)

5,387
(2,026)
-

648,546
57,420
(19,363)

At 31 December 2011

119,715

543,264

20,263

3,361

686,603

30,426
7,223
135
(4,127)
33,657
7,251
40,908

230,895
67,402
73
6
(16,078)
282,298
70,215
2,151
(19,218)
335,446

991
1,497
2,488
2,862
(14)
5,336

-

262,312
76,122
73
141
(20,205)
318,443
80,328
2,151
(19,232)
381,690

85,332

227,161

12,223

5,387

330,103

78,807

207,818

14,927

3,361

304,913

Accumulated amortization
At 31 December 2009
Amortization charge
Reclassification
Assets held for sale
Disposals
At 31 December 2010
Amortization charge
Impairment
Disposals
At 31 December 2011
Net book value
31 December 2010
31 December 2011

The majority of other intangible assets represents the acquired distribution network in the business
combination with Kimimpex – TL OOD and the capitalized customer acquisition and retention expenses
with contractual period longer than one year. Their net book value as of 31 December 2011 is
respectively BGN 10,723 thousand and BGN 3,886 thousand.
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13.

Investments

Investments available for sale on the Group level as of 31 December 2011 and 31 December 2010 are as
follows:
Entity

31.12.2011

31.12.2010

178
143
14
335

57,758
178
143
14
58,093

NURTS Bulgaria AD.
Intersputnik
Satbird
Sofia Commodity Exchange
Total investment

On 20 August 2010 BTC acquired 50 % of the shares of NURTS Bulgaria AD as a result of a transaction
described in note 8. The Group’s share of the assets and liabilities as at 31 December 2010 and income
and expenses of the jointly controlled entity for the year ended 31 December 2010 and until the date of
classifying it as held for sale in 2011, which is presented in the consolidated financial statements using
the equity method, are as follows:

31.12.2011

31.12.2010

-

7,983
57,828
3,547
9,013

12,359
10,087
2,272

9,226
7,209
2,017

Share of the joint venture’s statement of financial position
Current assets.
Non-current assets
Current liabilities
Non-current liabilities
Share of the joint venture’s revenue and profit:
Income
Expenses
Profit

On 20 September 2011 BTC finalized an agreement with Bluesat Partners Ltd. for the sale of 50% of the
shares of NURTS Bulgaria AD. In August 2011 the transaction was approved by the Commission on
Protection of Competition (CPC).
In the separate financial statements the investments in subsidiaries and jointly controlled entities are
measured at cost, less any impairment.

31.12.2011
Subsidiaries
BTC Net
Total investments in subsidiaries
Joint ventures
NURTS Bulgaria AD
Total investments in JV
Other investments
Total investments

Share

799
799

100%

-

50%

335
1,134

31.12.2010

Description

799 Internet provider
799
55,741 Radio and TV broadcasting
55,741
335
56,875
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14.

Trade payables

The payables to suppliers as of 31 December 2011 and 31 December 2010 are as follows:
Consolidated financial
statements
31.12.2011 31.12.2010

Separate financial
statements
31.12.2011 31.12.2010

Payables to suppliers of non current assets
Payables to international accounts
Payables to telecom operators
Payables to suppliers of network maintenance
Payables to related parties (Note 28)
Others

38,473
8,813
3,066
1,688
23,881

36,279
8,232
5,181
3,245
458
24,570

38,473
8,813
3,066
1,688
23,881

36,279
8,232
5,181
3,245
458
24,569

Total trade payables

75,921

77,965

75,921

77,964

Other payables include outstanding balances of suppliers of fuel, utilities, advertising, inventories, and
other.
15.

Other payables

Other payables as of 31 December 2011 and 31 December 2010 are as follows:

Deferred income
Payables to employees
Social securities
Cable project MECMA
VAT
Advances from clients
Personal income tax payable
Payables for license fee
Withholding and other taxes
Interest payable
Others
Total other payables

Consolidated financial
statements
31.12.2011 31.12.2010
17,098
17,282
12,811
11,603
1,878
1,782
1,169
163
1,060
965
1,320
835
787
459
324
332
257
150
266
4,635
3,791
41,392
37,575

Separate financial
statements
31.12.2011 31.12.2010
17,098
17,282
12,811
11,603
1,878
1,782
1,169
163
1,060
965
1,320
835
787
459
324
332
257
150
266
4,635
3,791
41,392
37,575

The liabilities under Cable projects MECMA amounting to BGN 1,169 and 163 thousand originated as a
result of BTC’s role as a Central Billing Party in the MECMA 2004 Agreement for maintenance of
submarine cables in the Mediterranean Sea, Red Sea and Black Sea area.
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16.

Provisions for other liabilities and charges

Consolidated and individual financial statements
Decommissioning

Restructuring

6,242

1,577

Legal
claims
1,995

-

470

10,128

10,598

1,107
(51)
31
7,329

(947)
1,100

(763)
11,360

1,107
(1,761)
31
19,789

At 1 January 2011
Charged to the comprehensive
income
Included in the balance sheet
Used during the year
Discount rate adjustment
At 31 December 2010

Total
9,814

Analysis of provision in consolidated financial statements

Non-current (decommissioning costs)
Current
Total

31.12.2011
7,329
12,460
19,789

31.12.2010
6,242
3,572
9,814

Decommissioning
A provision has been recognised for decommissioning costs associated with mobile sites.. The provision
has been capitalized to the cost of the sites with the amount of the present value of the decommissioning
obligation after ceasing operation. The respective discount rate used for 2011 and 2010 is 5.7% and
4.85%.
Restructuring
The Provision for employment termination is related to the decision for restructuring the activities of the
Group in 2011 and is recognised as staff cost in the profit or loss for the period.
Legal claims
The amounts represent a provision for labour disputes, legal claim of customers and certain penalties
imposed on the Group by the Commission for Protection of Competition (CPC) and Communications
Regulation Commission (CRC).
17.

Borrowings

The long-term debts in the consolidated and separate financial statements are as follows:

New Syndicated credit facility
Financial lease
Trade credits
Short-term portion
Total borrowings

31.12.2011
994,907
2,677
734
(994,925)
3,393

31.12.2010
994,907
1,567
1,425
(996,754)
1,145
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17.

Borrowings (continued)

On August 21, 2007 BTC refinanced its debt under the existing syndicated credit facility amounting to
EUR 350 million. On August 17, 2007 BTC became a party to a new loan agreement together with NEF
Telecom Bulgaria OOD and it’s parent NEF Telecom Company B.V. The loan is organized by Royal
Bank of Scotland, Deutsche Bank AG, London branch, UBS Limited and Bank Austria Creditanstalt AG
with a mandate to organize syndicated financing (Note 4d). Under the new loan agreement BTC has two
term facilities and revolving facility. The first term loan which matures after 8 years can be used to pay
existing financial liabilities. The second term loan which matures in 7 years can be used to finance capital
expenses of BTC and its subsidiaries. The third facility is on a revolving basis and it can be utilized for
working capital, as well as for other needs of the companies in the Group.
Interest rate accrued for each interest period is calculated based on the respective value of EURIBOR
plus margin. The margin is calculated depending on the ratio of the consolidated total net debt to the
consolidated pro forma profit before interest, taxes and amortization. As of October 31, 2007 the loan
margins of BTC were changed and varied between 2,25% and 2,75% for the first facility and between
1,5% and 2,25% for the second and the revolving facility. On November 14, 2007 BTC signed agreement
to secure the payments of Company’s liabilities under the new loan agreement. The agreement established
a special pledge of BTC, including the shares held in the subsidiaries, real estate property with net book
value as of 31 December, 2011 at the amount of BGN 18,680 thousand, and a pledge on the receivables
from the Company’s bank accounts, and from its insurers.
Along with other securities, there is a pledge over the shares of BTC owned by NEF Telecom Bulgaria
OOD.
The loan agreement includes provisions for certain financial covenants calculated based on the
consolidated financial statements of NEF Telecom Company B.V. According to the information received
from the parent company there has been a breach of the leverage ratio covenant since the second quarter
of 2010. Any breaching of the requirements of the financial covenants if not remedied or waived,
constitutes an Event of Default. Such a waiver has been provided by the lenders and is in place as of the
balance sheet date, and subsequently reissued in February 2012. The current waiver expires on 23 April
2012. According to information provided by the major shareholder there are expectations that the waiver
will be reissued.
In addition to the above covenants breech the loan agreement provides that certain events represent a
technical Event of Default. Such an event is the garnishment (freezing order) imposed on 6 January 2010
over 10,230,187 common registered book entry shares from the share capital of BTC. The shares are held
by NEF Telecom Bulgaria OOD and represent 3.54% of total BTC shares. The garnishment is in relation
to an arbitration claim launched by the Bulgarian Privatization and Post-Privatization Control Agency
(PPCA) against the former owners of BTC (as primary respondents) and NEF Telecom Bulgaria OOD (as
secondary respondent). NEF Telecom Bulgaria OOD continues to dispute the merits of the arbitration
claim to which the freezing order relates. During the period of June – August 2010, the PPCA imposed
statutory mortgages on some of the properties of BTC as disclosed in Note 11 of the present financial
statements. This Event of Default has been waived by the lenders in the waiver letter disclosed above.
Taking into account the validity of the waiver BTC classified the outstanding facilities of the syndicated
loan as current liabilities at the balance sheet date in accordance with IAS 1.
On 17 February 2012 BTC has repaid EUR 15,126 thousand from the second term loan.
As of 31 December 2011 the outstanding facilities of the syndicated loan, denominated in EUR fall due
according to the initially agreed terms as follows:
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17.

Borrowings (continued)

BGN thousand
Tranche B
Tranche E
Revolving facility
Total loan amount

Interest
rate
3.833%
3.333%
3.333%

Up to 1
year
59,168
59,168

From 1 to 5
years
752,019
138,059
45,661
935,739

Over 5 years

Total

-

752,019
197,227
45,661
994,907

Obligations under Finance lease
Certain part of BTC’s software is leased under the terms of finance lease. The average lease term is 3
years and the average effective borrowing rate is 4.95%. The fair value of Group’s and Company’s lease
obligations approximates their carrying amount.
Minimum lease payments
31.12.2011
Finance lease payables with maturity:
Within one year
In the second to fifth years inclusive
Total payables
Less: future finance charges
Present value of lease obligations

19
2,855
2,874
(197)
2,677

31.12.2010

Present value of
minimum lease payments
31.12.2011 31.12.2010

1,566
63
1,629
(62)
1,567

17
2,660
2,677
2,677

1,506
61
1,567
1,567

The net book value of the assets acquired under finance lease arrangements as of 31 December 2011 is
BGN 4,114 thousand
18.

Deferred tax assets and liabilities

As of 31 December, 2011 and 2010 the deferred tax, are as it follows:
For the Group:
Deferred tax assets

At 1 January 2010
(Charged)/credited to the profit/(loss) for
the year
At 31 December 2010
Charged to the profit/(loss) for the year
At 31 December 2011

Tax loss Allowance Property,
carried
for
plant and
forward impairment equipment
of
receivables

Expense
accruals

Total

32

12

(1)

1

44

33
65
(1)
64

2
14
(5)
9

1
-

(1)
-

-

-

35
79
(6)
73
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18.

Deferred tax assets and liabilities (continued)
Retirement Allowance Property,
plant and
benefit
for
obligations impairment equipment
of
receivables

Deferred tax liabilities

At 1 January 2010
Charged/(credited) to the profit/(loss) for
the year
Credited to other comprehensive income
for the year
Discontinued operations
At 31 December 2010
Charged/(credited) to the profit/(loss) for
the year
Charged/(credited) to other comprehensive
income for the year
At 31 December 2011

Expense
accruals

Total

(157)

(6,211)

44,340

(2,988)

34,984

(1)

(790)

(432)

254

(969)

(158)

(859)
(7,860)

(108)
43,800

(2)
(48)
(2,784)

(110)
(907)
32,998

(3)

1,455

(5,191)

(2,056)

(5,795)

(161)

(6,405)

(56)
38,553

63
(4,777)

7
27,210

Deferred tax charge(credit) to the profit/(loss) for the year

2011

2010

Deferred tax liabilities
Deferred tax assets
Total charged to the profit/(loss) for the year

(5,795)
7
(5,788)

(969)
(35)
(1,004)

Deferred tax credit for discontinued operations
Deferred tax credit for continuing operations
Total charged to the profit/(loss) for the year

(5,788)
(5,788)

(2,863)
(1,004)
(3,867)

For BTC:
Deferred tax liabilities

At 1 January 2010
Charged/(credited) to the profit/(loss) for
the year
Credited to other comprehensive income
for the year
Discontinued operations
At 31 December 2010
Charged/(credited) to the profit/(loss) for
the year
Charged to other comprehensive income
for the year
At 31 December 2011

Retirement Allowance Property,
plant and
benefit
for
obligations impairment equipment
of
receivables

Expense
accruals

Total

(157)

(6,211)

44,340

(2,988)

34,984

(1)

(790)

(432)

254

(969)

(158)

(859)
(7,860)

(108)
43,800

(2)
(48)
(2,784)

(110)
(907)
32,998

(3)

1,455

(5,191)

(2,056)

(5,795)

(6,405)

(56)
38,553

63
(4,777)

7
27,210

(161)
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18.

Deferred tax assets and liabilities (continued)

Deferred tax charge(credit) to the profit/(loss) for the year

2011

2010

Deferred tax liabilities
Total charged to the profit/(loss) for the year

(5,794)
(5,794)

(969)
(969)

Deferred tax credit for discontinued operations
Deferred tax credit for continuing operations
Total charged to the profit/(loss) for the year

(5,794)
(5,794)

(2,863)
(969)
(3,832)

Deferred tax assets and liabilities for different taxable entities are not offset as they can not be settled on a
net basis and it is not expected that the assets will be realised and the liabilities will be settled
simultaneously in the future.
Deferred tax assets and liabilities are measured using the tax rates expected to apply to taxable income in
the years in which those temporary differences are expected to be recovered or settled. The deferred tax
assets and liabilities as of 31 December 2011 and 2010 are calculated in these financial statements at 10%
tax rate which is effective as of 1 January 2007.
The Group tax losses are available for 5 years to be offset against future taxable profits. The last period
audited by the tax authorities for BTC is 2006.
19.

Retirement benefit obligations

In compliance with the Labour Code, the Parent company owes compensation at retirement to all the
employees. The compensations of the employees with a 10 years experience in the Company is 6 gross
monthly salaries; for the employees having under 10 years experience the compensation is 2 gross
monthly salaries.
Currently no assets have been allocated for covering the long-term staff revenue in a separate fund and
there are no legal requirements for the establishment of such.
The present consolidated and separate financial statements include a provision for employee benefits
obligation which is measured applying the projected unit credit method.
The movement of the liability, recognized in the balance sheet, is as follows:
Consolidated and separate financial
statements
31.12.2011
31.12.2010
Liability at the beginning of the period
Past service cost
Current service cost
Interest cost
Total cost recognized in the comprehensive income
Payments to retirees
Liability at the end of the period

1,917
(96)
(153)
74
(175)
(132)
1,610

1,570
(75)
532
79
536
(189)
1,917
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19.

Retirement benefit obligations (continued)

The following principal assumptions have been used in the estimation of the liability:

Discount rate at 31 December
Future salary increases per year
Average age of retirement – male employees
Average age of retirement – female employees

31.12.2011

31.12.2010

5.7%
From 3% to 6%
65
63

6.5%
From 4% to 6%
63
60

The Management has used in the estimation of the liability for retirement benefit obligations the
assumption that voluntary leave of personnel, without any compensation, will be negligible.
Assumptions regarding future mortality experience are set based on actuarial advice in accordance with
published statistics. Mortality assumptions are based on the statistical information, provided by the
National Statistical Institute for the total mortality of the population in Bulgaria for the period 2008 –
2010.
20.

Share capital and dividends

Number of shares
Par value per share (in BGN)
Share capital per BTC’s registration
Share capital

31.12.2011
288,764,840
1
288,765
288,765

31.12.2010
288,764,840
1
288,765
288,765

Structure of the share capital:
Number of ordinary shares:
NEF Telecom Bulgaria OOD
Other shareholders
Total ordinary shares

31.12.2011

%

271,423,451
17,341,388
288,764,839

94%
6%
100%

Number of preference shares:
The Republic of Bulgaria
Total number of shares

1
288,764,840

100%
100%

On 10 November 2004 BTC was registered as a public company. As part of the governmental project to
privatize the remaining state-owned 35% of share capital of BTC, the Bulgarian government subsequently
floated its nearly 35% stake on 27 January 2005 through a public offering on the Bulgarian Stock
Exchange and since then the shares are freely traded on it.
As of 31 December 2011, the share capital of BTC comprises 288,764,839 ordinary registered shares and
a single preference share, held by the Government through the Ministry of Transport and
Communications. The nominal share value is BGN 1.
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20.

Share capital and dividends (continued)

Earnings per share

Consolidated financial
statements
Year ended
31.12.2011 31.12.2010
7,180
75,022
Profit for distribution from continuing operations
Profit for distribution from discontinuing operations
40,728
Total profit for distribution
7,180
115,750
Weighted average number of ordinary shares
Earnings per share (BGN)

288,765
0.02

288,765
0.40

Separate financial
statements
Year ended
31.12.2011 31.12.2010
9,248
72,948
40,728
9,248
113,676
288,765
0.03

288,765
0.39

Earnings per share have been calculated using the weighted average number of ordinary shares increased
after the share split made in 2005 (when the nominal value of the shares was changed from BGN 35 to
BGN 1).
Dividends payable
The Annual General Meeting of Shareholders, held on July 29, 2011 voted to distribute dividends
amounting to BGN 176,146 thousand.
31.12.2011
31.12.2010
Dividend approved by the General shareholders’ meeting
176,147
Non-distributed dividends for prior years
142,728
283,548
Tax on dividend
(518)
Net dividends paid
(160,265)
(140,820)
Total dividend payable
158,092
142,728
As shown in Note 28, dividends payable outstanding as at 31 December 2011 includes the amount of
BGN 157,624 thousand – dividends to NEF Telecom Bulgaria OOD.
21.

Revenue

Revenue of the Group and the Company for the years ended 31 December 2011 and 2010 consist of:
Consolidated financial
statements
Year ended
Year ended
31.12.2011
31.12.2010
Recurring charges
Outgoing traffic
Interconnect
Leased lines and data transmission
Other revenue
Total revenue

334,786
180,673
157,060
146,528
76,823
895,870

338,693
195,429
131,552
148,911
81,802
896,387

Separate financial
statements
Year ended
Year ended
31.12.2011
31.12.2010
334,824
180,498
157,160
146,572
76,834
895,888

338,800
194,937
131,879
148,954
81,813
896,383

Revenues form sale of mobile handsets are included in Other revenue above, which for 2011 amount to
BGN 29,552 thousand for the Group and the Company (2010: BGN 39,862 thousand)
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22.

Other operating expenses

Other operating expenses for the years ended 31 December, 2011 and 2010 consist of:

Maintenance and repairs
Advertising, customer service,
billing and collection
Facilities
License fees
Administrative expenses
Cost of value added services (VAS)
Professional fees
Leased lines and data transmission
Vehicles and transport
Other
Total other operating expenses

Consolidated financial
statements
Year ended
Year ended
31.12.2011
31.12.2010
89,043
77,855
50,479
38,847
12,871
12,067
7,569
5,482
3,817
3,717
62,997
286,889

41,308
31,156
13,153
8,840
7,149
26,673
5,371
5,795
36,626
253,926

Separate financial
statements
Year ended
Year ended
31.12.2011
31.12.2010
89,040
77,852
50,487
38,847
12,866
12,077
7,569
5,482
3,817
3,717
61,629
285,531

41,320
31,155
13,148
8,854
7,149
26,673
5,371
5,795
36,572
253,889

Since June 2004, Professional fees include services in accordance with signed management and technical
service agreements with related parties (Sycamore EOOD and Advent BTC UK Limited, replaced
respectively in its rights and obligations under the management services contract and the contract for
technical and professional services by “NEF Telecom Bulgaria” OOD, by virtue of the agreements,
signed on 14 August 2007). Services provided include among others: commercial, technical and operative
advice, analysis, selection and project management services, progressing modernization of the network
and improving its quality, procuring material, equipment, software and supplies, related training, etc.
The agreements are terminated as of 31 July 2010.
Services for the independent audit of the financial statements for 2011 are included in Professional fees,
which amount to BGN 327 thousand for the Group, and the Company (2010: BGN 327 thousand).
Other expenses comprise the charged provisions for impairment of assets and the net book value of the
scrapped inventories and fixed assets.
23.

Staff costs

Staff costs for the years ended 31 December 2011 and 2010 consist of:
Consolidated financial
statements
Year ended
Year ended
31.12.2011
31.12.2010
Salaries and wages
Pension, health and unemployment
fund contributions
Other benefits
Other staff costs
Total staff costs

Separate financial
statements
Year ended
Year ended
31.12.2011
31.12.2010

52,738

58,290

52,735

58,286

8,187
2,408
1,718
65,051

10,022
2,723
1,452
72,487

8,187
2,408
1,718
65,048

10,022
2,723
1,452
72,483
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23.

Staff costs (continued)

As stated in Note 19 the amounts of post employment termination benefits included/(reversed) in salaries
and wages above for the consolidated and separate financial statements are respectively for 2011 BGN
(249) thousand (2010: BGN 536 thousand).
24.

Finance income and costs

Financial income and costs for the years ended 31 December 2011 and 2010 consist of:
Consolidated financial
statements
Year ended Year ended
31.12.2011 31.12.2010
Finance costs
Interest expense:
-Bank borrowings
-Finance lease
-Provisions
-Other
-Capitalised on qualifying assets
Loss on financial instruments
Other finance costs
Total finance cost
Finance income
Interest income:
-Bank deposits
-Finance lease
-Other
Foreign exchange gains
Gains on financial instruments
Equity investments income
Total finance income
Net finance costs

Separate financial
statements
Year ended Year ended
31.12.2011
31.12.2010

(38,937)
(38,789)
(7)
(109)
(32)
(2,135)
(233)
(41,305)

(33,173)
(32,823)
(66)
(286)
(43)
45
(229)
(33,402)

(38,937)
(38,789)
(7)
(109)
(32)
(2,135)
(231)
(41,303)

(33,173)
(32,823)
(66)
(286)
(43)
45
(227)
(33,400)

8,727
6,879
1,562
286
44
324
9,095
(32,210)

7,218
6,362
761
95
110
2,088
208
9,624
(23,778)

8,712
6,864
1,562
286
44
3,258
12,014
29,289

7,110
5,784
761
565
109
2,088
208
9,515
(23,885)

The result of the sale of the shares of NURTS Bulgaria AD in 2011 amounting to BGN 2,934 thousand is
included in equity investment income in the separate financial statements.
25.

Other gains, net
Consolidated and separate financial statements

Gains from sales of non-current assets
Loss from sales of materials
Total other gains, net

Year ended 31.12.2011

Year ended 31.12.2010

8,380
(109)
8,271

37,429
(58)
37,371

Income from sales of PPE and assets held for sale for 2011 was BGN 11,770 thousand and their net book
value was BGN 3,390 thousand. For 2010 these figures are respectively BGN 50,983 thousand and BGN
13,554 thousand. The income from sales of materials in 2011 was BGN 59 thousand and cost of sales was
BGN 168 thousand. For 2010 these figures were BGN 96 thousand and BGN 154 thousand respectively.
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26.

Tax expense

Income tax expenses for the years ended 31 December 2011 and 2010 are as follows:
Consolidated financial
statements
Year ended Year ended
31.12.2011 31.12.2010
Current income tax charge
Deferred tax credit to comprehensive income
Total tax expense

6,644
(5,788)
856

12,470
(1,004)
11,466

Total tax expense can be reconciled to the accounting profit as follows:
Consolidated financial
statements
Year ended
Year ended
31.12.2011
31.12.2010

Separate financial
statements
Year ended Year ended
31.12.2011 31.12.2010
6,644
(5,794)
850

12,470
(969)
11,501

Separate financial
statements
Year ended Year ended
31.12.2011 31.12.2010

Profit before tax from continuing operations
Profit before tax from discontinued
operations
Total profit before tax
Tax rate

8,036

86,676

10,098

84,449

8,036
10%

42,072
128,748
10%

10,098
10%

42,072
126,521
10%

Tax at the applicable tax rate
Effect of permanent tax differences
Effect of current tax from previous periods,
accounted during the year

804
271

12,875
(61)

1,010
69

12,652
160

(290)

6

(290)

6

Effect of unrecognised tax losses and tax
offsets not recognised as deferred tax assets

71

(10)

61

27

856
10.65%

12,810
9.95%

850
8.42%

12,845
10.15%

856

11,466

850

11,501

856

1,344
12,810

850

1,344
12,845

Income tax expense
Effective tax rate
Income tax expense in the comprehensive
income
Income tax to a discontinued operation
Total income tax expense
27.

Segment information

Management has determined the operating segments based on the reports reviewed by the Board of
Directors that are used to make strategic decisions. The business, considered on a product perspective is
currently organized into two lines of business – Fixed line of business and Mobile line of business.
Principal activities are as follows:
•
Fixed line of business – voice and data services over the fixed network;
•
Mobile line of business – mobile services (GSM, and UMTS Standards)
The Board of Directors assesses the performance of the business segments based on a measure of gross
margin. Revenue and gross margin information as reviewed by the Board of directors for the periods
ended 31 December 2011 and 2010 is presented below.
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27.

Segment information (continued)

Year ended 31.12.2011

Revenue
Cost of sales
Gross margin

Continuing operations
Fixed line of Mobile line of
Total
business
business
519,789
(109,855)
409,934

376,081
(132,997)
243,084

Operating expenses
Financial expenses, net
Other gains, net
Share of profit of JV
Profit before tax
Income tax expense
Net profit for the year

Year ended 31.12.2010

(623,315)
(32,210)
8,271
2,272
8,036
(856)
7,180

Operating expenses
Financial expenses, net
Other gains, net
Share of profit of JV
Profit before tax
Income tax expense
Net profit for the year

28.

Discontinued
operations

Continuing operations
Fixed line of Mobile line of
business
business

Revenue
Cost of sales
Gross margin

895,870
(242,852)
653,018

563,625
(93,583)
470,042

332,762
(140,180)
192,582

Total

Total
operations

NU RTS

896,387
(233,763)
662,624

29,536
29,536

925,923
(233,763)
692,160

(591,746)
(23,778)
37,371
2,017
86,488

(18,343)
30,879
42,072
(1,344)
40,728

(610,089)
(23,778)
68,250
2,017
128,560

(11,466)
75,022

(12,810)
115,750

Related parties

The Group’s related parties are considered to be the following:
• shareholders of which the Company is a subsidiary or an associate, directly or indirectly, and
subsidiaries and associates of these shareholders;
• members of the Company’s statutory and supervisory bodies and parties close to such members,
including the subsidiaries and associates of the members and their close parties;
• joint ventures in which the Company is a venturer
For the stand alone statements as a related parties are considered all consolidated subsidiaries as well.
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28.

Related parties (continued)

Balances
The following table summarizes the balances of receivables and payables with related parties as of 31
December 2011 and 31 December 2010:
For the Group:

Note

NURTS Bulgaria AD
NEF Telecom Company BV
NEF Telecom Bulgaria OOD
Total for BTC group

JV
Parent
Parent

For BTC:

Note

NURTS Bulgaria AD
NEF Telecom Company BV
BTC Net EOOD
NEF Telecom Bulgaria OOD
Total for BTC

JV
Parent
Subsidiary
Parent

Receivables
31.12.2011 31.12.2010
370
1
371

10,425
954
3
11,382

Receivables
31.12.2011 31.12.2010
370
285
1
656

10,425
954
659
3
12,041

Payables
31.12.2011 31.12.2010
157,624
157,624

458
142,327
142,785

Payables
31.12.2011 31.12.2010
157,624
157,624

458
142,327
142,785

The balance on NEF Telecom Bulgaria OOD payable represents outstanding dividend payable as of the
balance sheet date. On 20 January, 6 February and and 21 March 2012 respectively BGN 26,991, BGN
6,845 and BGN 34,227 thousand of the above mentioned amount were paid.
Transactions
The following table summarizes services received by BTC from related parties:
Note

NEF Telecom Bulgaria OOD
NURTS Bulgaria AD
BTC Net EOOD
Total for BTC

Parent
JV
Subsidiary

Consolidated financial
statements
Year ended Year ended
31.12.2011 31.12.2010
5,157
5,157

21,279
2,173
23,452

The realised revenue for BTC from related parties is as follows:
Note
Consolidated financial
statements
Year ended Year ended
31.12.2011 31.12.2010
NURTS Bulgaria AD
NEF Telecom Bulgaria OOD
BTC Net EOOD
Total for BTC

JV
Parent
Subsidiary

4,625
29
209
4,863

2,339
9
2,348

Separate financial
statements
Year ended Year ended
31.12.2011 31.12.2010
5,157
25
5,182

21,279
2,173
39
23,491

Separate financial
statements
Year ended Year ended
31.12.2011 31.12.2010
4,625
29
4,654

2,339
9
974
3,322
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28.

Related parties (continued)

Management remunerations
There is no compensation paid by the company to the members of the Board of Directors as of 31
December 2011 and 31 December 2010. In accordance with a management contract NEF Telecom
Bulgaria OOD, Sofia provided consulting and managing services to BTC during 2010 and respectively
the remunerations and social securities of the management are accrued as external services.
Certain management remunerations are paid by the parent company and recharged to the entity as part of
a management charge as disclosed above. This management charge, which for 2010 amounted to BGN
21,279 thousand also includes additional recharges of payroll cost, technical services and other
administration costs borne by the parent on behalf of the Group and it is not possible to identify
separately the amounts paid as remuneration of the members of the Board of Directors. As disclosed in
Note 22,after the termination of the agreements remuneration amounting to BGN 5,558 thousand and
BGN 3,640 thousand relating to key management personnel has been accrued for 2011 and 2010.
29.

Commitments and contingencies

Contractual commitments for the acquisition of property, plant and equipment
The parent company has entered into agreements with various suppliers relating to the capital expenditure
as approved in the investment program. Certain agreements have not been completed as of the balance
sheet date. A summary of the main commitments to acquire equipment under such contracts, effective as
of 31 December, 2011, for the Group and the Company is presented in the table below:
Equipment description
Hardware and software
Construction and assembly works of the BTC
Network equipment
TOTAL

Aggregate
Delivered till Commitments
contracted amount 31.12.2011
outstanding
27,006
10,384
16,622
60,989
21,156
39,833
80,541
57,455
23,086
168,536
88,995
79,541

The Company is a participant in several lawsuits and administrative proceedings. Based on the
information available, management is satisfied that there is no unprovided liability arising from these
lawsuits and administrative proceedings. Together with the outsourcing of its network operations BTC
undertook commitment to reimburse Alcatel Lucent Bulgaria EOOD for certain expenses of the
transferred employees, which amount and due payment are limited according to agreed terms.
The Company has bank guaranties issued to third parties which amount to BGN 875 thousand as of 31
December 2011.
30.

Operating lease

Minimum lease payments under operating leases recognized as an expense for the period are as follows:
Consolidated and separate financial statements
Year ended 31.12.2011 Year ended 31.12.2010
Minimum lease payments

2,677

4,125
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30.

Operating lease (continued)

BTC has outstanding commitments under non-cancellable operating leases, which fall due as follows:
Consolidated and separate financial statements
Year ended 31.12.2011 Year ended 31.12.2010
Within one year
In the second to fifth years inclusive
Later than five years
Total commitments

9,530
29,526
90,751
129,807

9,429
29,122
97,557
136,108

Operating lease payments represent rentals payable for certain part of the vehicles of the Group and the
Company. Leases and rentals are negotiated for an average term of three years.
In the amount of the non-cancellable operating lease payables are included payments related to contract
for lease of administrative building that commenced in 2010 and the leasing term is above 5 years.
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