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This Prospectus comprises a prospectus for the purposes of Article 5 of the Prospectus Directive as
implemented in Ireland by the Prospectus (Directive 2003/71/EC) Regulations 2005 (the “Prospectus
Regulations”) and for the purpose of giving information with regard to the Issuer, the Issuer and its
subsidiaries and affiliates taken as a whole (the “Group”), and the Bonds which according to the particular
nature of the Issuer, the Group and the Bonds, is necessary to enable investors to make an informed
assessment of the assets and liabilities, financial position, profit and losses and prospects of the Issuer and
the Group and of the rights attaching to the Bonds.
The Issuer (the “Responsible Person”) accepts responsibility for the information contained in this
Prospectus. To the best of the knowledge and belief of the Issuer (which has taken all reasonable care to
ensure that such is the case), the information contained in this Prospectus is in accordance with the facts and
does not omit anything likely to affect the import of such information.
In addition, the Issuer has confirmed to the Managers that (i) this Prospectus, as at the date hereof, contains
all information with respect to the Issuer, the Group and the Bonds that is material in the context of the issue
and offering of the Bonds; (ii) the statements contained in this Prospectus, as at the date hereof, relating to
the Issuer and the Group are in every material particular true and accurate and not misleading; (iii) the
opinions and intentions expressed in this Prospectus, as at the date hereof, with regard to the Issuer and the
Group are honestly held, have been reached after considering all relevant circumstances and are based on
reasonable assumptions; (iv) there are no other facts in relation to the Issuer, the Group or the Bonds the
omission of which would, in the context of the issue and offering of the Bonds, make any statement in this
Prospectus misleading in any material respect; and (v) all reasonable enquiries have been made by the Issuer
to ascertain such facts and to verify the accuracy of all such information and statements.
This Prospectus has been prepared on the basis that any offer of Bonds in any Member State of the European
Economic Area which has implemented the Prospectus Directive (each, a “Relevant Member State”) will
be made pursuant to an exemption under the Prospectus Directive, as implemented in that Relevant Member
State, from the requirement to publish a prospectus for offers of Bonds. Accordingly, any person making or
intending to make an offer in that Relevant Member State of Bonds which are the subject of the offering
contemplated in this Prospectus may only do so in circumstances in which no obligation arises for the Issuer
or any Manager to publish a prospectus pursuant to Article 3 of the Prospectus Directive or supplement a
prospectus pursuant to Article 16 of the Prospectus Directive, in each case, in relation to such offer. Neither
the Issuer nor the Managers have authorised, nor do they authorise, the making of any offer of Bonds in
circumstances in which an obligation arises for the Issuer or the Managers to publish or supplement a
prospectus for such offer.
This Prospectus does not constitute an offer of, or an invitation by or on behalf of the Issuer, or the Managers
to subscribe or purchase, any of the Bonds. The distribution of this Prospectus and the offering of the Bonds
in certain jurisdictions may be restricted by law. Persons into whose possession this Prospectus comes are
required by the Issuer and the Managers to inform themselves about and to observe any such restrictions.
This Prospectus may not be used for, or in connection with, and does not constitute, any offer to, or
solicitation by, anyone in any jurisdiction or under any circumstance in which such offer or solicitation is not
authorised or is unlawful. For a description of further restrictions on offers and sales of Bonds and
distribution of this Prospectus, see “Subscription and Sale” below.
No person is authorised to give any information or to make any representation not contained in this
Prospectus and any information or representation not so contained must not be relied upon as having been
authorised by or on behalf of the Issuer or the Managers. Neither the delivery of this Prospectus nor any sale
made in connection herewith shall, under any circumstances, create any implication that there has been no
change in the affairs of the Issuer or the Group since the date hereof or the date upon which this Prospectus
has been most recently amended or supplemented or that there has been no adverse change in the financial
position of the Issuer or the Group since the date hereof or the date upon which this Prospectus has been
most recently amended or supplemented or that the information contained in it or any other information
supplied in connection with the Bonds is correct as of any time subsequent to the date on which it is supplied
or, if different, the date indicated in the document containing the same.
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To the fullest extent permitted by law, the Managers accept no responsibility whatsoever for the contents of
this Prospectus or for any other statement made or purported to be made by a Manager or on its behalf in
connection with the Issuer or the issue and offering of the Bonds. Each Manager accordingly disclaims all
and any liability whether arising in tort or contract or otherwise (save as referred to above) which it might
otherwise have in respect of this Prospectus or any such statement. Without limitation to the generality of the
foregoing, the contents of the Group’s website, in addition to any other websites referred to in this
Prospectus, as at the date hereof or as at any other date do not form any part of this Prospectus (and, in
particular, are not incorporated by reference herein).
The Bonds have not been and will not be registered under the U.S. Securities Act of 1933 (the “Securities
Act”) and are subject to U.S. tax law requirements. Subject to certain exceptions, Bonds may not be offered,
sold or delivered within the United States or to U.S. persons.
This Prospectus has been filed with and approved by the Central Bank as required by the Prospectus
Regulations. Any investment in the Bonds does not have the status of a bank deposit and is not within the
scope of the deposit protection scheme operated by the Central Bank. The Issuer is not and will not be
regulated by the Central Bank as a result of issuing the Bonds.
The contents of this Prospectus should not be construed as legal, financial, business or tax advice. Each
prospective investor should consult his or her own legal adviser, financial adviser or tax adviser for legal,
financial or tax advice in relation to any purchase or proposed purchase of Bonds.
In connection with the issue of the Bonds, Citigroup Global Markets Limited (the “Stabilising
Manager”) (or any person acting on behalf of any Stabilising Manager) may, to the extent permitted
by applicable laws and directives, over-allot Bonds or effect transactions with a view to supporting the
market price of the Bonds at a level higher than that which might otherwise prevail. However, there is
no assurance that the Stabilising Manager (or any person acting on behalf of the Stabilising Manager)
will undertake stabilisation action. Any stabilisation action may begin on or after the date on which
adequate public disclosure of the terms of the offer of the Bonds is made and, if begun, may be ended
at any time, but it must end no later than the earlier of 30 days after the issue date of the Bonds and
60 days after the date of the allotment of the Bonds. Any stabilisation action or over-allotment must
be conducted by the Stabilising Manager (or any person acting on behalf of the Stabilising Manager)
in accordance with all applicable laws and rules.
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PRESENTATION OF FINANCIAL AND OTHER INFORMATION
The Group prepared its unaudited interim financial statements as at and for the six months ended June 2013
(the June 2013 Interim Financial Statements) and its audited consolidated financial statements as at and
for the year ended 31 December 2012 (the 2012 Financial Statements) and as at and for the year ended 31
December 2011 (the 2011 Financial Statements) in accordance with International Financial Reporting
Standards (IFRS), as adopted by the EU and as issued by the International Accounting Standards Board (the
IASB).
QUALIFICATIONS
Ernst & Young Audit OOD (Ernst & Young) has audited the Group’s 2011 Financial Statements. Ernst &
Young’s audit opinion, included in the 2011 Financial Statements, contains the following qualification and
emphasis of matter paragraphs:
“Basis for qualified opinion
(a)

The Group’s accounting policy is to measure its property, plant and equipment at fair value after their
initial recognition. In 2011 and 2010 the Group’s subsidiaries have not followed a consistent approach
for determination of the fair value of their property, plant and equipment, and no adjustments have
been made in the consolidated financial statements to conform with the Group policy. In several
individual cases where valuations have been performed as of 31 December 2009, the source data,
assumptions and valuation methods applied were not of sufficient quality and detail to enable us to
satisfy ourselves as to the appropriate determination of the fair value. Furthermore, due to the specific
nature of certain items of property, plant and equipment, their carrying amount was assumed to
approximate their fair value and no revaluation was made at that date. We were unable to obtain
sufficient appropriate audit evidence as to the fair value of certain items of property, plant and
equipment with a carrying amount of BGN 6,021,345 thousand as at 31 December 2009. Our auditor’s
report on the consolidated financial statements for 2009 was modified in relation to this limitation. As
a result of additional information provided and additional audit procedures carried out in relation to
the audit of the financial statements of certain subsidiaries in 2010 we obtained sufficient audit
evidence to allow us to satisfy ourselves as to the measurement of certain items of property, plant and
equipment, included in the qualified opinion from the prior year with a carrying amount of BGN
1,839,319 thousand as of 31 December 2009. All other circumstances resulting in our qualification in
the auditor’s report remain unchanged. As a result, we were unable to obtain sufficient appropriate
audit evidence as to the fair value of property, plant and equipment with a carrying amount of BGN
4,073, 427 thousand as at 31 December 2011.

(b)

As disclosed in note 8 to the consolidated financial statements the Group has signed an agreement for
the construction of nuclear power plant with a third party. As of 31 December 2011 the carrying
amount of assets under construction related to the nuclear power plant is BGN 1,243,244 thousand.
As of 31 December 2011 the Group has recognised advances paid to and other receivables from the
main contractor of the nuclear power plant amounting to BGN 199,952 thousand and payables to the
main contractor amounting to BGN 98,025 thousand. On 29 March 2012 the Government of the
Republic of Bulgaria has made a final decision to terminate the construction of the nuclear power
plant. Negotiations are under way with the main contractor in order to establish the obligations of the
parties under the agreement. The Group was unable to make a reliable assessment and accordingly has
not recognised any provision resulting from the agreement signed or any impairment losses in the
consolidated financial statements. As a result we were unable to obtain sufficient and appropriate
evidence as to the recoverability of the Group asset mentioned above and the completeness of the
liabilities to the main contractor recognised.

(c)

We were appointed auditors of the Group for 2011 and 2010 after the end of the respective year and
consequently we were not able to observe the counting of physical inventories as at 31 December
2011 and 31 December 2010. Owing to the nature of the Groups’ records we were not able to satisfy
ourselves as to the existence and valuation of the inventories with a carrying amount as of 31
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December 2011 and 31 December 2010 amounting to BGN 143,205 thousand and BGN 161,107
thousand by applying other audit procedures.
(d)

Trade and other receivables as at 31 December 2011 and 31 December 2010 include receivables with
a carrying amount of BGN 103,874 thousand and BGN 159,046 thousand from companies who are
in a financial difficulty and are in frequent defaults in their payments. The Group has undertaken
measures to secure the collection of these receivables by signing rescheduling agreements with the
debtors for gradual payment of their debts. Having in mind the insufficient information about the
financial position of the debtors we were not able to assess their ability to repay the debts.
Consequently, we were not in a position to satisfy ourselves as to the recoverable amount of such
receivables.

(e)

As disclosed in note 18 to the consolidated financial statements, the Group recognises provisions to
cover a number liabilities arising from its operations. We were not able to obtain sufficient appropriate
evidence in respect to the measurement of the following provisions:
i.

Site restoration provision related to mining activities

As at 31 December 2011 and 31 December 2010 the Group has recognised site restoration provision
related to its mining activities at the amount of BGN 58,016 thousand and BGN 34,173 thousand,
respectively. We were not able to obtain sufficient appropriate evidence as to the completeness of the
provision recognised as at 31 December 2011 and 31 December 2010, as well as evidence supporting
the main assumptions used for the determination of this provision.
ii.

Provision for decommissioning of nuclear facilities and storage and management of
radioactive wastes

As disclosed in note 3 “Significant accounting judgements, estimates and assumptions” of the
consolidated financial statements as at 31 December 2011, the Group is expected to incur significant
costs for decommissioning of its nuclear facilities and storage and management of the spent nuclear
fuel. In accordance with the legislation currently in force and other international agreements, the
Group has the right to receive reimbursement for a portion of these costs from national and
international funds and therefore, the group has not recognised a provision for these obligations. In
accordance with IAS 37, Provisions, Contingent Liabilities and Contingent Assets, the Group should
recognise a provision for its decommissioning and other obligations for storage and management of
spent nuclear fuel arising from its nuclear power generation activities and a separate asset for its rights
to receive reimbursements if it can be measured reliably. We were not provided with an estimate for
these future costs and the related reimbursements. As a result, we were not able to satisfy ourselves
as to the measurement of the provisions and related reimbursement assets as of 31 December 2011
and 31 December 2010.
Qualified opinion
In our opinion, except for the possible effects of the matters described in the “Basis for Qualified Opinion”
paragraph, the consolidated financial statements give a true and fair view of the financial position of the
Group as of 31 December 2011, and of its financial performance and its cash flows for the year then ended
in accordance with International Financial Reporting Standards, as adopted by the European Union.
Emphasis of matter
Without further qualifying our opinion, we draw attention to the following:

•

As disclosed in note 3 to the consolidated financial statements, the Bulgarian government is
considering various options to restructure the Group’s operations in the near future so as to meet the
requirements of the respective European Directives in the energy sector and in particular regarding the
requirements for the effective spin-off of the activities related to the transmission and management of
gas and electric power. As of the date of our report, there is no official decision of the sole shareholder
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on this matter and the Group’s management is unable to assess whether and to what extent it may
impact the recognition and measurement of the Group’s assets and liabilities recognised in the
consolidated financial statements or whether additional disclosures may be required.
•

As disclosed in note 8 to the consolidated financial statements, the Group owns and operates certain
items of property, plant and equipment with a carrying amount of BGN 91,694 thousand as at 31
December 2011, which as per the Waters Act are declared public property. Furthermore, in accordance
with an amendment in the Waters Act of August 2010, Tsankov Kamak Dam has also been declared
public property. As at 31 December 2011 the carrying amount of the complete project Hydrojunction
Tsankov Kamak is BGN 975,596 thousand and it is presented as assets in progress in the Group’s
statement of financial position. The Group believes that the value of Tsankov Kamak Dam, which will
fall within the regulation of the Act is BGN 803,127 thousand. The law provides for separate
management of such assets by legal entities that are 100 per cent. owned by the state or by legal
entities with joint state and municipal participation, where the state holds a majority stake. As of the
date of this report no arrangements have been made by the Bulgarian authorities as to the future
ownership and operation of these assets.”

Grant Thornton OOD (Grant Thornton) has audited the Group’s 2012 Financial Statements. Grant
Thornton’s audit opinion, included in the 2012 Financial Statements, contains the following qualifications
and emphasis of matter paragraphs:
“Basis for Qualified Opinion
The Group has signed an agreement with third party for the construction of a nuclear power plant, disclosed
in note 18 “Property, plant and equipment” of the consolidated financial statements. As at 31 December 2012
the total amount of property, plant and equipment, related to the nuclear power plant is BGN 1,397,402
thousand, of which BGN 1,301,475 thousand are assets under construction. As at 31 December 2012 the
advance payments and receivables from the main contractor for the nuclear power plant are at BGN 198,477
thousand. The accrued liabilities thereto, amount to BGN 98,434 thousand. The unrecognised liabilities
according to received invoices for delivered services under Appendix 5 of the agreement with the contractor
amount to BGN 202,522 thousand. On 29 March 2012 the Government of Republic of Bulgaria took a
conclusive decision to terminate the construction of the nuclear power plant. A decision dated 27 February
2013 of the 41st National Assembly supported the government’s decision to cease the project for
construction of the new nuclear power plant ‘Belene’ and insists on its final termination. The Group is
currently in the process of legal disputes with the main contractor, as disclosed in note 41 “Commitments
and contingent liabilities”. The Group is unable to make reasonable estimate and accordingly has not
recognised provisions, related to these legal disputes, or impairment losses of the recognised assets in the
consolidated financial statements. Therefore, we were unable to obtain sufficient and appropriate audit
evidence regarding the recoverability of the aforementioned assets of the Group and the completeness of the
recognised liabilities to the main contractor.
According to its accounting policy, the Group subsequently measures certain groups of property, plant and
equipment at a revalued amount after their initial recognition. Due to the specificity of certain property, plant
and equipment with carrying value as at 31 December 2009, amounting to BGN 6,021,345 thousand, their
carrying value is considered approximate to their fair value and has not been reassessed at that date. As a
result, and due to the lack of assessment of the fair value of property, plant and equipment with a carrying
amount BGN 4,073,427 thousand at the end of the comparative period December 31, 2011, we were unable
to obtain reasonable assurance that their carrying value would not differ significantly from the value, which
would have been determined if such an assessment had been made on that date. The audit report for 2011
contains qualifications in relation to the issue.
We were appointed as auditors of the Group, after a significant part of the inventory count of the subsidiary
Mini Maritsa-Iztok EAD for 2012 was completed. Consequently, we were not able to observe the annual
counting of physical inventories as at 31 December 2012 and 31 December 2011 with carrying value BGN
92,526 thousand and BGN 78,372 thousand, respectively at these dates. Although alternative audit
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procedures were performed, we cannot determine whether and to what extent adjustments are necessary to
the consolidated financial statements in terms of their existence and valuation as at these reporting dates.
The Group recognizes provisions for a number of obligations arising from its activities. At 31 December
2012 and 31 December 2011 the Group has recognised provisions for site restoration, related with the mining
operations of Mini Maritsa-Iztok EAD amounting to BGN 70,991 thousand and BGN 58,016 thousand,
respectively. We were unable to obtain sufficient evidence for the completeness of the recognised provisions
as well as evidence supporting the underlying assumptions used in their calculations. In addition, the Group
does not account for provisions for the decommissioning of nuclear facilities and the storage and
management of radioactive wastes arising from its activities. According to the legislation currently in force
and other international agreements, the Group has the right to receive reimbursement for a portion of these
costs from national and international funds. In accordance with IAS 37 “Provisions, Contingent Liabilities
and Contingent Assets”, the Group should recognize provisions for the decommissioning and other
obligations arising from its nuclear power generation activities and a separate asset for its right to receive
reimbursements in the event that its value cannot be reliably determined. As of the date of this audit opinion
the Group is in the process of evaluating the amount of the provisions and the possible related
reimbursements. Consequently, we were not able to satisfy ourselves as to the measurement and
completeness of the provisions and the related reimbursement assets as at 31 December 2012 and 31
December 2011.
As disclosed in note 30 “Loans and financial leases” to the consolidated financial statements as at 31
December 2012 the Group reports bank loans liabilities, which are guaranteed by the Government of the
Republic of Bulgaria. In accordance with IAS 39 “Financial Instruments: Recognition and Measurement”,
at initial recognition, the borrowings are stated at fair value. We were not able to acquire a fair value
assessment of these loans at the time of their initial recognition. Consequently, we were not able to satisfy
ourselves as to their amortized costs as at 31 December 2012 and 31 December 2011, the carrying value of
which is respectively BGN 319,289 thousand and BGN 352,538 thousand, respectively.
Qualified opinion
In our opinion, except for the possible effects of the matters described in the “Basis for qualified opinion”
paragraph, the financial statements give a true and fair view of the financial position of the Group as of 31
December 2012, and of its financial performance and its cash flows for the year then ended in accordance
with International Financial Reporting Standards, as adopted by EU and Bulgarian legislation.
Emphasis of matter
We draw attention to note 18 “Property, plant and equipment” of the consolidated financial statements,
according to which as at 31 December 2012, the Group has revaluated the main part of the property, plant
and equipment, using independent certified valuation specialists in accordance with its accounting policies.
The specifics of the Group’s assets and the dynamic economic environment in the energy sector could lead
to variations in the assumptions and judgments used in determining the fair value. Our opinion is not
modified in respect of this matter.
As at 31 December 2012 the Group uses property, plant and equipment with carrying value amounting to
BGN 77,733 thousand and has assets under construction for project HPP Tsankov Kamak at the amount of
BGN 814,177 thousand, which the Group considers to be under the regulation of the Water Act as public
state property. The Act has provisions for the separate management of such assets by entities with a hundred
per cent public ownership or legal entities with joint state and municipal participation, in which the state has
a majority share. Our opinion is not modified in respect of this matter.
The Group’s consolidated statement of financial position as at 31 December 2012 includes land and
buildings with carrying value, amounting to BGN 19,894 thousand, disclosed in note 18 ‘Property, plant and
equipment’, which are in pending procedure for issuing state property acts. Our opinion is not modified in
respect of this matter.
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We draw attention to note 24 “Inventories” to the consolidated financial statements, in which the Group
discloses inventories amounting to BGN 663,894 thousand as of 31 December 2012. Although we did not
observe some of the annual inventory count in the subsidiary NPP Kozloduy EAD due to our late
appointment as auditors after the inventory count has begun, we have performed alternative audit procedures
as required by the International Standards on Auditing to satisfy ourselves about the existence and
measurement of inventories with a carrying amount of BGN 36,919 thousand. During the annual inventory
count in the subsidiary NPP Kozloduy EAD, no services and assessments of external independent valuers
were used and the net realizable value was determined on the basis of technical evaluations, assumptions and
analyses made by the management of the Group. Our opinion is not modified in respect of this matter.”
Grant Thornton has reviewed the Group’s June 2013 Interim Financial Statements. Grant Thornton’s review
report, included in the June 2013 Interim Financial Statements, contains the following qualifications and
emphasis of matter paragraphs:
“Basis for Qualified Conclusion
As disclosed in note 5 “Property, plant and equipment” of the consolidated financial statements, the Group
has signed an agreement with third party for the construction of a nuclear power plant. As at 30 June 2013
the total amount of property, plant and equipment, related to the nuclear power plant is BGN 1,405,548
thousand, of which BGN 1,305,959 thousand are assets under construction. As at 30 June 2013 the advance
payments and receivables from the main contractor for the nuclear power plant are BGN 198,477 thousand.
The accrued liabilities thereto, amount to BGN 98,434 thousand. The unrecognised liabilities according to
received invoices for delivered services under Appendix 5 of the agreement with the contractor amount to
BGN 202,522 thousand. On 29 March 2012 the Government of Republic of Bulgaria took a conclusive
decision to terminate the construction of the nuclear power plant. A decision dated 27 February 2013 of the
41st National Assembly supported the Government’s decision to cease the project for construction of the new
nuclear power plant ‘Belene’ and insists on its final termination. The Group is currently in the process of
legal disputes with the main contractor, as disclosed in note 15 “Commitments and contingent liabilities”.
The Group is unable to make reasonable estimate and accordingly has not recognised provisions, related to
these legal disputes, or impairment losses of the recognised assets in its interim condensed consolidated
financial statements. Therefore, we were unable to obtain sufficient and appropriate audit evidence regarding
the recoverability of the aforementioned assets of the Group and the completeness of the recognised
liabilities to the main contractor.
The Group recognizes provisions for a number of obligations arising from its activities. At 30 June 2013 the
Group has recognised provisions for site restoration, related to the mining operations of Mini Maritsa-Iztok
EAD amounting to BGN 70,979 thousand. We were unable to obtain sufficient evidence for the
completeness of the recognised provisions as well as evidence supporting the underlying assumptions used
in their calculations. In addition, the Group does not account for provisions for the decommissioning of
nuclear facilities and the storage and management of radioactive wastes arising from its activities. According
to the legislation currently in force and other international agreements, the Group has the right to receive
reimbursement for a portion of these costs from national and international funds. In accordance with IAS 37
“Provisions, Contingent Liabilities and Contingent Assets”, the Group should recognize provisions for the
decommissioning and other obligations arising from its nuclear power generation activities and a separate
asset for its right to receive reimbursements in the event that its value cannot be reliably determined. As of
the date of this review report the Group is in the process of evaluating the amount of the provisions and the
possible related reimbursements. Consequently, we were not able to satisfy ourselves as to the measurement
and completeness of the provisions and the related reimbursement assets as at 30 June 2013.
The Group reports bank loans liabilities, which are guaranteed by the Government of the Republic of
Bulgaria. In accordance with IAS 39 “Financial Instruments: Recognition and Measurement”, at initial
recognition, the borrowings are stated at fair value. We were not able to acquire a fair value assessment of
these loans at the time of their initial recognition. Consequently, we were not able to satisfy ourselves as to
their amortized costs as at 30 June 2013, the carrying value of which is BGN 298,753 thousand.
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Conclusion
Based on our review, except for the possible effects of the matters described in the “Basis for Qualified
Conclusion” paragraph, nothing has come to our attention that causes us to believe that the accompanying
consolidated interim financial information is not prepared, in all material respects, in accordance with
International Financial Reporting Standards, as adopted by EU and Bulgarian legislation.
Emphasis of matter
As at 30 June 2013 the Group uses property, plant and equipment with carrying value amounting to BGN
76,835 thousand and has assets under construction for project HPP Tsankov Kamak at the amount of BGN
862,794 thousand, which the Group considers to be under the regulation of the Water Act as public state
property. The Act has provisions for the separate management of such assets by entities with a hundred per
cent public ownership or legal entities with joint state and municipal participation, in which the state has a
majority share. Our conclusion is not modified in respect of this matter.
The Group received a permit to use HPP Tsankov Kamak on 5 February 2013. The Group’s capitalized
expenses for the constructing of this asset also include the costs for the detoured road Devin – Mihalkovo
amounting to BGN 301,893 thousand. As at 30 June 2013 the legal status of the road Devin - Mihalkovo has
not yet been confirmed. Our conclusion is not modified in respect of this matter.
The Group’s interim condensed consolidated statement of financial position as at 30 June 2013 includes land
and buildings with carrying value BGN 20,049 thousand, which are in pending procedure for issuing state
property acts. Our conclusion is not modified in respect of this matter.”
CHANGES IN IFRS
Amendments to IAS 19 “Employee Benefits” were effective from 1 January 2013, these amendments were
applied by the Group in the June 2013 Interim Financial Statements and will be applied by the Group in the
consolidated financial statements as at and for the year ended 31 December 2013. These amendments
eliminate the corridor approach and calculate finance costs on a net funding basis. Actuarial gains and losses
will be recognised immediately in Other comprehensive income and will not be recycled through profit or
loss in subsequent periods. The amendments should be applied retrospectively in accordance with IAS 8
“Accounting policies, changes in accounting estimates and errors”. The Group expects actuarial losses
amounting to BGN 9,842 thousand in 2012 to be reclassified from profit or loss in other comprehensive
income, as well as previously unrecognised actuarial losses amounting to BGN 21,530 thousand to be
recognised in other comprehensive income at 31 December 2012. These reclassifications will be made in
relation to the comparative information which will be included in the 2013 audited annual statements.
DEFINITIONS
In this Prospectus, unless otherwise specified or the context otherwise requires, references to:

•
•
•
•

Bulgaria are to the Republic of Bulgaria;

•
•
•

2011 are to the 12 months ended 31 December 2011;

BGN and lev are to the lawful currency for the time being of Bulgaria;
U.S. dollars are to the lawful currency for the time being of the United States of America;
€, EUR and euro are to the currency introduced at the start of the third stage of European economic
and monetary union pursuant to the Treaty on the Functioning of the European Union, as amended;

2012 are to the 12 months ended 31 December 2012; and
billion are to a thousand million.

ix

Certain figures and percentages included in this Prospectus have been subject to rounding adjustments.
Accordingly, figures shown in the same category presented in different tables may vary slightly and figures
shown as totals in certain tables may not be an arithmetic aggregation of the figures which precede them.
The lev has been pegged to the euro since 1 January 1999 at a rate of BGN 1.95583 to €1.00.
FORWARD-LOOKING STATEMENTS
This Prospectus contains certain “forward-looking statements” which can be identified by the use of
forward-looking terminology, such as the terms “believes,” “expects,” “anticipates,” “projects,” “estimates,”
“will,” “intends,” “seeks,” “may,” “should” or similar expressions or, in each case, their negative, other
variations thereof or comparable terminology. These forward-looking statements include all matters that are
not historical facts and they appear in a number of places throughout this Prospectus and include, without
limitation, statements with regard to the Group’s intentions, beliefs or current expectations relating to, among
other things, the Group’s future financial position, results, performance, achievements and prospects along
with future industry results and performance. By their nature, forward-looking statements involve inherent
risks and uncertainties because they relate to events and depend on circumstances that may or may not occur
in the future. Investors are cautioned that the forward-looking statements contained in this Prospectus are not
guarantees of the Group’s future financial position, results, performance, achievements or prospects and that
the Group’s actual future financial position, results, performance, achievements and prospects may differ
materially from those suggested or implied by the forward-looking statements contained in this Prospectus.
In addition, these forward-looking statements speak only as at the date of this Prospectus. Except to the
extent required by applicable law, the Issuer does not intend to update or revise any of the forward-looking
statements contained in this Prospectus, whether as a result of new information, future events or otherwise,
and the Issuer hereby expressly disclaims any obligation to do so. All subsequent written or oral forwardlooking statements attributed to the Group or persons acting for the Group or on the Group’s behalf are
expressly qualified in their entirety by the cautionary statements contained throughout this Prospectus.
Investors should not place undue reliance on any such forward- looking statements.
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OVERVIEW OF THE BONDS
The overview below describes the principal terms of the Bonds and the Fiscal Agency Agreement and is
qualified in its entirety by the more detailed information contained elsewhere in this Prospectus. Capitalised
terms used herein and not otherwise defined have the respective meanings given to such terms in the Terms
and Conditions of the Bonds.
Issuer:

Bulgarian Energy Holding EAD

Description of the Bonds:

EUR 500,000,000 4.250 per cent. Bonds due 2018

Joint Lead Managers:

Citigroup Global Markets Limited
Raiffeisen Bank International AG

Co-Manager

Balkan Advisory Company IP EAD

Fiscal, Principal Paying Agent and
Transfer Agent:

Citibank N.A., London Branch

Registrar:

Citigroup Global Markets Deutschland AG

Issue Price:

99.837 per cent. of the principal amount of the Bonds

Issue Date:

Expected to be 7 November 2013

Maturity Date:

7 November 2018

Interest:

The Bonds will bear interest from and including 7 November
2013 at a rate of 4.250 per cent. per annum payable annually
in arrear on 7 November in each year, commencing on
7 November 2014.

Status:

The Bonds constitute (subject to Condition 4 (Negative
Pledge)) direct, general, unconditional, unsecured and
unsubordinated obligations of the Issuer which shall rank
pari passu and without any preference among themselves
and shall (save for such exceptions as may be provided by
application legislation and subject to Condition 4 (Negative
Pledge)), at all times, rank at least equally, with all other
outstanding present and future unsecured and all other
present and future unsecured and unsubordinated obligations
of the Issuer.

Form and Denomination:

The Bonds will be issued in registered form, in minimum
denominations of EUR 100,000 each and integral multiples
of EUR 1,000 in excess thereof. The Bonds will initially be
represented by the Global Certificate, without interest
coupons, which on or before the Issue Date will be deposited
with, and registered in the name of, a nominee of the
Common Depositary. The Global Certificate will be
exchangeable for Individual Bond Certificates in the limited
circumstances set out in it. See “Summary of Provisions
relating to the Bonds while in Global Form”.

Use of proceeds:

The Issuer intends to use the net proceeds from the issue of
the Bonds to repay, on or shortly after the Issue Date, its
outstanding indebtedness under a bridge facility made
available by the Joint Lead Managers as Lenders (the
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“Bridge Facility”). Any remaining net proceeds of the issue
of the Bonds after repayment of the Bridge Facility will be
used for the general corporate purposes of the Group. See
“Use of Proceeds”.
Risk Factors:

There are certain factors that may affect the Issuer’s ability to
fulfil its obligations under the Bonds. In addition, there are
certain factors which are material for assessing the market
risks associated with the Bonds and certain risks relating to
the structure of the Bonds. See “Risk Factors”.

Negative Pledge:

So long as any of the Bonds remains outstanding, other than
any Permitted Security, the Issuer will not, and will ensure
that none of its Material Subsidiaries will, create or have
outstanding any security interest upon the whole or any part
of its present or future undertaking, assets or revenues to
secure any Relevant Indebtedness or any guarantee or
indemnity in respect of any Relevant Indebtedness without at
the same time or prior thereto according to the Bonds the
same security as is created or subsisting to secure any such
Relevant Indebtedness, guarantee or indemnity or such other
security or arrangement as shall be approved by an
Extraordinary Resolution of Bondholders. See “Terms and
Conditions of the Bonds – Negative Pledge”.

Financial Covenant

For so long as any Bond remains outstanding, the Issuer shall
not, and shall not permit (to the extent permitted by law) any
of its Material Subsidiaries to, directly or indirectly incur any
Financial Indebtedness, provided, however, that the Issuer
and any Material Subsidiary may incur Financial
Indebtedness, in each case if, after giving effect to the
incurrence of such Financial Indebtedness and the receipt
and application of the proceeds therefrom, (i) no Event of
Default has or would have occurred and is or would be
continuing and (ii) the EBITDA Coverage Ratio would be
not less than 4.0 to 1.0. See “Terms and Conditions of the
Bonds – Financial Covenant”.

Redemption at Maturity

Unless previously redeemed, purchased or cancelled, the
Issuer will redeem the Bonds on 7 November 2018.

Redemption for Taxation Reasons:

The Bonds may be redeemed at the option of the Issuer in
whole, but not in part, at any time, on giving not less than 30
nor more than 60 days’ notice to the Bondholders (which
notice shall be irrevocable), at their principal amount,
together with interest accrued to the date fixed for
redemption, in the event of certain changes affecting taxation
in the Republic of Bulgaria. See “Terms and Conditions of
the Bonds — Redemption, Purchase and Cancellation —
Redemption for Taxation and other Reasons”.

Change of Control Put Option:

Upon the occurrence of a Change of Control, each
Bondholder shall have the option to require that the Issuer
redeem or, at the option of the Issuer, purchase (or procure
the purchase of) such Bondholder’s Bonds at 101 per cent. of
the principal amount together with interest accrued to (but
excluding) the Change of Control Put Date. See “Terms and
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Conditions of the Bonds — Redemption, Purchase and
Cancellation — Change of Control Put Option”.
Events of Default:

If any of the events set out in “Terms and Conditions of the
Bonds — Events of Default” occurs and is continuing, then
any Bond may, by notice in writing given to the Fiscal Agent
at its specified office by the holder, be declared immediately
due and payable whereupon it shall become immediately due
and payable at its principal amount together with accrued
interest without further formality unless such event of default
shall have been remedied prior to the receipt of such notice
by the Fiscal Agent. See “Terms and Conditions of the Bonds
— Events of Default”.

Cross Default/Cross Acceleration:

Any Bond may, by notice in writing given to the Fiscal Agent
at its specified office by the holder, be declared immediately
due and payable if:
(i)

any other present or future indebtedness (other than
indebtedness owed to another member of the Group)
of the Issuer or any of its Material Subsidiaries for or
in respect of moneys borrowed or raised becomes (or,
other than in the case of Natsionalna Elektricheska
Kompania EAD (“NEK”), becomes capable of being
declared) due and payable prior to its stated maturity
by reason of any actual or potential default, event of
default or the like (howsoever described); or

(ii)

any such indebtedness is not paid when due or, as the
case may be, within any applicable grace period; or

(iii)

the Issuer or any of its Material Subsidiaries fails to
pay when due any amount payable by it under any
present or future guarantee for, or indemnity in respect
of, any moneys borrowed or raised,

provided that the aggregate amount of the relevant
indebtedness, guarantees and indemnities in respect of which
one or more of the events mentioned above have occurred
equals or exceeds EUR 25,000,000 or its equivalent, unless
such event of default shall have been remedied prior to the
receipt of such notice by the Fiscal Agent. See “Terms and
Conditions of the Bonds – Events of Default – Cross
Default”.
Withholding Tax:

All payments of principal and interest by or on behalf of the
Issuer in respect of the Bonds shall be made free and clear of,
and without withholding or deduction for, any taxes, duties,
assessments or governmental charges of whatever nature
imposed, levied, collected, withheld or assessed by the
Republic of Bulgaria or any authority therein or thereof
having power to tax, unless such withholding or deduction of
such taxes, duties, assessments or governmental charges is
required by law. In that event, the Issuer shall pay such
additional amounts as will result in receipt by the
Bondholders of such amounts as would have been received
by them had no such withholding or deduction been required,
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except that no such additional amounts shall be payable in
the limited circumstances set out in Condition 8 (Taxation).
Issuer Substitution

The Issuer, or any previous substituted company, may at any
time, without the consent of the Bondholders, substitute for
itself as principal debtor under the Bonds such company as is
specified in the Fiscal Agency Agreement, provided that no
payment in respect of the Bonds is at the relevant time
overdue. The substitution shall be made by a deed poll and
may take place only in accordance with Condition 12(c)
(Substitution).

Rating:

The Bonds are expected to be assigned on issue a rating of
BB+ by Fitch.
Fitch is established in the European Union and registered
under the CRA Regulation. A rating is not a recommendation
to buy, sell or hold securities and may be subject to
suspension, reduction or withdrawal at any time by the
assigning rating agency. Neither the assigning rating agency
nor the Issuer is obliged to provide the holders of the Bonds
with any notice of any suspension, change or withdrawal of
any rating.

Governing Law:

The Bonds, and any non-contractual obligations arising out
of or in connection with the Bonds, will be governed by, and
construed in accordance with, English law.

Selling Restrictions:

United States, United Kingdom and the Republic of
Bulgaria. See “Subscription and Sale”.

Listing and Trading:

Application has been made to the Irish Stock Exchange for
the Bonds to be admitted to the Official List and to trading on
the Market. The Market is a regulated market for the
purposes of Directive 2004/39/EC of the European
Parliament and of the Council on markets in financial
instruments.

Clearing Systems:

Euroclear and Clearstream, Luxembourg.

Security Codes:

ISIN: XS0989152573.
Common Code: 098915257.
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RISK FACTORS
Risks related to the Issuer
An investment in the Bonds involves a high degree of risk. You should carefully consider the following
information about these risks, together with the information contained elsewhere in this Prospectus, before
deciding to buy any Bonds. Each of these risks could have a material adverse effect on the Group’s business,
financial condition, results of operations, future prospects or the trading price of the Bonds, and investors
could lose all or part of their investment. BEH has described the risks and uncertain ties that it believes are
material, but these risks and uncertainties may not be the only ones the Group faces. Additional risks and
uncertainties relating to the Group that are not currently known to BEH, or that BEH currently deems
immaterial, may also have an adverse effect on the Group’s business, financial condition, results of
operations and future prospects. If this occurs, the trading price of the Bonds may decline, and investors
could lose all or part of their investment.
The following risks relate to the Group’s business and the environment in which the Group operates. The
order in which the risks are presented does not necessarily reflect the likelihood of their occurrence or the
magnitude of their potential impact on the Group’s business, financial condition, results of operations, future
prospects or the trading price of the Bonds. Investors should consider carefully whether an investment in the
Bonds is suitable for them in light of the information in this Prospectus and their personal circumstances.
The Group’s operations are focused on the Republic of Bulgaria and the Balkan region. As a public
utility, its results of operations are significantly affected by economic conditions in the region which
have been adversely affected by the global financial and European sovereign debt crises and remain
vulnerable to further external shocks.
The Group is a public utility providing electricity generation and electricity and gas transmission services
primarily to Bulgarian customers, lignite coal to power producers in Bulgaria and exported electricity to
neighbouring countries in the Balkan region. As a result, the Group’s results of operations are substantially
affected by economic conditions in the Republic of Bulgaria (Bulgaria) and the region. As a small open
economy, Bulgaria faces the risk of external shocks, including the recent global financial and European
sovereign debt crises. A decline in the economic growth of Bulgaria’s major export partners (such as
Germany, Romania, Turkey, Italy and Greece), could in the future have an adverse impact on Bulgaria’s
external demand and hence affect Bulgaria’s economic growth prospects.
As international investors’ reactions to events occurring in a single market can result in a “contagion” effect,
in which an entire region or class of investment is disfavoured by international investors, Bulgaria could be
adversely affected by negative economic or financial developments in other EU Member States (such as
Greece, Italy, Ireland, Portugal and Spain) or countries with credit ratings similar to those of Bulgaria.
Following the recent global financial crisis Bulgaria’s economy, including its gross domestic product (GDP)
and employment levels, was adversely affected by such contagion effects and similar developments could
affect the Bulgarian economy in the future. The global financial crisis which started in 2007 negatively
affected the Bulgarian economy and other economies in the Balkan region. As a result of the slowdown in
the global economy, Bulgaria suffered a decline in GDP of 5.5 per cent. in 2009. GDP growth was 0.4 per
cent. in 2010 and 1.8 per cent. in 2011 as a result of stronger exports but slowed to 0.8 per cent. in 20121.
Significantly higher rates on sovereign debt in some Eurozone countries have affected national economies
and the risk of a squeeze on liquidity has risen across the European Union (the EU). A further downgrade of
sovereign debt ratings, including those of Bulgaria’s major trading partners, may result in an enhanced risk
of deleveraging and credit contraction and, in turn, could have a material adverse effect on the Bulgarian
economy. Greece is Bulgaria’s fifth most important export partner, accounting for around 7 per cent. of all
Bulgarian exports in 2012 and the first half of 20132. The on-going crisis in Greece is likely to result in
reduced export demand and lower investment from Greece. The crisis is also likely to limit the recovery of
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Source: Eurostat.
Source: Bulgarian National Statistical Institute, preliminary data.
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lending growth in Bulgaria in the near term, with Greek banks accounting for approximately 25 per cent.,
and domestic banks accounting for approximately 26 per cent., of total banking assets in Bulgaria at the end
of 20123. In the event of a Greek default, the crisis could have a negative impact on the Bulgarian economy,
both through the banking sector and, if contagion were to spread further across the Eurozone, through weaker
external demand.
Consumer price dynamics in Bulgaria largely follow international food and energy price developments. A
sharp increase in the price of oil will strengthen external inflation factors and will result in higher domestic
inflation, both through higher energy prices and some secondary effects on the other components of the
Harmonised Index of Consumer Prices, which in turn could suppress domestic demand and have a material
adverse effect on GDP growth.
In addition, the relationships that Bulgaria maintains with western governments and institutions vary and any
change in such relationships could have a negative impact on the economy of Bulgaria. The EU has conveyed
concerns on medium-term issues such as deficiencies in the judiciary, and on specific contraventions of
commitments, such as those on water and waste management, and regarding tenders within the
communications sector. Bulgaria has also had problems absorbing EU funds in the past, which led to the loss
of some allocations in the first years following accession. In order to strengthen the administration of EU
funds, the Bulgarian government has implemented a more focused institutional oversight in the cabinet and
the prosecutor’s office. As a result, the absorption rate has increased in the past two years and is expected to
improve further. Nevertheless, work still remains to be done if the full allocation of EU funds is to be
administered. Any deterioration in Bulgaria’s relationships with the EU, which in turn could limit the amount
of transfers of EU funds to Bulgaria, could have an adverse effect on the Bulgarian economy.
The Group has substantial borrowings and other payables and its operating cash flows may be
insufficient to meet all its payment obligations without the need for additional financing and there is
no certainty that the Group would be able to obtain any such additional financing.
The Group has current and non-current borrowings, trade and other payables amounting to BGN 2,907
million, or 72.5 per cent. of the Group’s total liabilities, at 31 December 2012. As a holding company, BEH’s
principal source of recurring cash flow is dividends from its subsidiaries. According to their articles of
incorporation, BEH’s subsidiaries are each required to allocate as dividends to BEH a certain percentage of
their profit after tax and allocation to reserves. BEH is not taxed on these dividends. The Group may not have
sufficient cash flow from its operating activities to generate sufficient dividends to enable BEH to service its
debt and meet other payment obligations or to fund its planned capital expenditures without the need for
additional external financing. BEH’s ability to obtain external financing and the cost of such financing are
dependent upon numerous factors, including general economic and market conditions in Bulgaria and
internationally, international interest rates, credit availability from banks or other lenders, investor
confidence in the Group and the success of the Group’s business as well as restrictions contained in its
existing debt agreements, see “Certain of the Group’s debt facilities contain covenants which could restrict
the Group’s ability to incur further debt or limit its flexibility in planning for, or reacting to, changes in its
business or industry and any breach of these covenants could materially and adversely affect the Group”.
There can be no assurance that external financing or refinancing, either on a short-term or a long-term basis,
will be available or, if available, that such financing will be obtainable on terms that are not onerous to the
Group. In addition, the Group’s substantial debt and other financial obligations could limit its flexibility in
planning for, or reacting to, changes in its business or industry, which could have a material adverse effect
on the Group’s business, results of operations and financial condition.
Certain of the Group’s loans have been advanced to subsidiaries of BEH, certain of its loans are
secured and certain of its loans are guaranteed by the Bulgarian government. These factors mean that
the Bondholders may be effectively subordinated to other creditors of the Group.
As at 30 June 2013, loans with outstanding amount of BGN 1,288 million, or 9.1 per cent. of the Group’s
total assets, had been advanced mainly to the subsidiaries of BEH. In the event of any insolvency of these
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subsidiaries, claims of their secured and unsecured creditors, including trade creditors, banks and other
lenders, will have priority with respect to the assets of such subsidiaries over any claims that BEH or its
creditors may have with respect to such assets. Accordingly, if BEH became insolvent at the same time,
claims of the Bondholders against BEH in respect of any Bonds would be structurally subordinated to the
claims of all creditors of BEH’s subsidiaries. The Conditions of the Bonds restrict the amount of debt which
the Group may incur. (please see Condition 4(b) in the Terms and Conditions of the Bonds).
As at 30 June 2013, some of the Group’s outstanding loans had been secured on a range of different assets.
As a result, in the event of the insolvency of BEH, these assets will not constitute a primary source of
repayment to Bondholders.
As at 30 June 2013, loans with a principal amount outstanding of BGN 393 million, or 2.8 per cent. of the
Group’s total assets, had been guaranteed by the Bulgarian government. The Bonds do not benefit from any
similar guarantee, see “BEH’s obligations under the Bonds do not benefit from any direct or indirect
Bulgarian government guarantee or other legally enforceable government backing”.
Certain of the Group’s debt facilities contain covenants which could restrict the Group’s ability to
incur further debt or limit its flexibility in planning for, or reacting to, changes in its business or
industry and any breach of these covenants could materially and adversely affect the Group.
Certain of the agreements that govern the Group’s long-term debt contain restrictive covenants, including
negative pledge clauses, material change clauses and change of ownership clauses, and covenants requiring
the maintenance of specified financial ratios. These covenants may restrict the Group’s ability to incur further
debt. Should the Group need, in the future, to renegotiate any restrictive covenants or obtain a waiver in
respect of any breach of such a covenant, no assurance can be given that it will be successful. Any failure to
renegotiate such covenants could restrict the Group’s ability to raise financing in the future which could have
a material adverse effect on its business, financial condition, results of operations and cash flows.
In addition, any breach of such covenants which is not waived by the lenders could result in the relevant
financing being accelerated and potentially trigger cross default provisions under the Group’s other financing
arrangements, including the Bonds, which may have a material adverse effect on the Group’s business,
financial condition, results of operations and cash flows.
NEK may be in breach of its financial covenants and unable to pay its debts as they fall due and the
Bonds may not be declared immediately due and payable if NEK becomes unable to pay its debts as
they fall due or breaches its third party debt (unless such third party debt is accelerated).
NEK has a number of loans outstanding and routinely breaches the financial covenants on those loans. To
date NEK has been able to obtain waivers (including from third party lenders) in respect of those breaches
but this may not continue. NEK is not always able to pay its debts as they fall due and at certain points in
the year its liabilities may exceed its assets. NEK obtains loans from BEH in order to remain solvent and is
not always able to repay those loans on time. To date NEK has not defaulted on its bank loans but there is a
risk that this may happen in the future. Provided that third party debt is not accelerated then it will not
constitute an Event of Default under the Bonds and the Bonds may not be declared immediately due and
payable if NEK breaches the terms of its third party debt, fails to pay its debts as they fall due or if its
liabilities exceed its assets. Divesture of energy licence assets, including in insolvency, is subject to the
consent of the Bulgarian energy regulator. NEK is one of the energy companies with a unique licence and is
of strategic national importance. Bulgarian general law provides that there must be a special piece of
parliamentary legislation for NEK, amongst other subsidiaries, to be declared insolvent. To date no such
piece of parliamentary legislation has been adopted. While there is no definitive legal authority on this point
it therefore seems that it may not be possible for NEK to be declared insolvent under Bulgarian law.
However, if NEK breaches the terms of its third party debt, fails to pay its debts as they fall due or if its
liabilities exceed its assets at any time or if it is declared to be insolvent then there could be a material adverse
effect on the financial position of the Group.
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The Bulgarian state, which owns all of the share capital of BEH, can control the Group’s policies by
electing all of the members of BEH’s Board of Directors and may pursue decisions that reflect
Bulgarian government policy.
As BEH’s sole shareholder, the Republic of Bulgaria has the power to nominate and elect all three members
of BEH’s Board of Directors (the Board) and, through BEH, the boards of directors of all its subsidiary
companies. Board members of BEH are elected for a three-year term and can be replaced by its sole
shareholder at any time. For example, the entire Board was replaced on 18 June 2013.
The interests of the Bulgarian government may conflict with the Group’s objectives as a commercial
enterprise, and there can be no assurance that the government will not take any action to further its own
objectives which may be in conflict with the interests of the Group or the Bondholders. For example, the
Bulgarian government’s key objective is to ensure the stable supply of electricity and gas to the country’s
residents and businesses at affordable costs rather than the optimisation of the Group’s revenue and profits.
A change in the Bulgarian government could also adversely impact the strategy or objectives of the Group.
In addition, the Bulgarian government through the Council of Ministers determines the dividends that must
be paid by BEH and the amount of these dividends has, in recent years, been high. The Group is currently
in discussions with the Bulgarian government with a view to mitigating the adverse impact of high dividends
on its financial position. The Group may not be successful in these discussions which could adversely
impact its ability to successfully realise its strategies.
In addition, the Group may make decisions that are different from those that it would have made without
government influence. Complying with any such decisions could lead to significant expenditures by the
Group, including additional debt, which could have a material adverse effect on the Group’s ratings,
business, results of operations and financial condition. Changes to the members of BEH’s Board may be
made for political, rather than business, reasons and such changes could be disruptive to the Group’s
operations.
The Bulgarian state may sell part of its shareholding in the Group indicating a change in strategy.
The Terms and Conditions of the Bonds provide Bondholders with an option to redeem their Bonds if there
is a “Change of Control” of the Issuer. “Change of Control” means, in relation to the Issuer, the Minister of
the Economy and Energy (exercising the rights of the Bulgarian state) ceases to (i) hold, directly or
indirectly, 75 per cent. of the shares in the Issuer or (ii) hold, directly or indirectly, the right to appoint all of
the directors of the Issuer or (iii) otherwise control or have the power to control the affairs and policies of
the Issuer. See “Terms and Conditions of the Bonds — Redemption, Purchase and Cancellation — Change
of Control Put Option”. Accordingly the Minister of the Economy and Energy (exercising the rights of the
Bulgarian state) could sell up to 25 per cent. of its current shareholding without triggering the Bondholders’
option to redeem the Bonds. Such a sale could only be made by a decision of the National Assembly of the
Republic of Bulgaria acting on a motion of the Council of Ministers and could indicate a significant change
in the Group’s strategy and approach which may have an adverse effect on the Group’s operations.
Group companies are subject to extensive regulation and licensing requirements and it may be subject
to liabilities as a result of any violation of applicable regulations or may be materially adversely
affected by any loss of or failure to renew material licences.
The Group is subject to extensive regulation in conducting its business, see “Regulation, Environment and
Health and Safety”. Any failure by the Group to comply with all applicable regulations could result in a
range of civil and criminal penalties and other liabilities as well as a materially negative impact on the
Group’s reputation. The relevant authorities in Bulgaria and the EU may also enforce existing regulations
more strictly than they have done in the past and may in the future impose stricter standards, or higher levels
of fines and penalties for violations, than those which are in effect at present. Accordingly, the Group is
unable to estimate the future financial impact of compliance with, or the cost of a violation of, any applicable
regulations.
The Group’s activities of generation and transmission of electricity and the transmission of gas require a
range of administrative permits, authorisations and licences, at both local and national levels, in the countries
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in which the Group operates. The procedures for obtaining and renewing these permits, authorisations and
licences can be protracted and complex and the conditions attached to such licence may be subject to change
and are not predictable. As a result, the Group may incur significant expenses in obtaining or renewing its
permits, authorisations and licences. Delays, high costs or the suspension of the Group’s operating activities
due to its inability to obtain, maintain, or renew permits, authorisations and licences, may also have a
negative impact on its business activities and profitability. In addition, the Group often invests resources prior
to obtaining the necessary permits, authorisations and licences, particularly in connection with feasibility
studies and environmental studies, but may have to cancel or withdraw from a project if it is unable to obtain
such permits, authorisations or licences.
Licences for the generation and transmission of electricity in Bulgaria are granted for a maximum of 35
years. The licences for the Kozloduy nuclear power plant are currently due to expire in 2017 (for Unit 5) and
2019 (for Unit 6), subject to licence reviews in 2013 and 2014, respectively, although management currently
plans to operate the units until 2037 and 2039, respectively, subject to the licences being renewed. Certain
other material licences for the operation of the Group’s power plants are also due to expire within the next
five years. For further information, see “Description of the Group-Business”. In particular, the Group’s hydro
power plants operate under various concession licences, which might not be extended for the same period or
at all by the Bulgarian government. Any failure to obtain, maintain, renew or extend all the necessary
administrative permits, authorisations and licences necessary for the operation of the Group’s business and
execution of its strategy, could have a material adverse effect on its business, results of operations and
financial condition.
The Group is also experiencing a delay in its restructuring process which is being undertaken to ensure
compliance with the Third EU Energy Liberalisation Package. Although the restructuring is expected to be
completed by the end of 2013, the delay may give rise to difficulties in negotiations with lenders and there
is a risk of potential penalties being imposed on the Group by the European Commission and the Bulgarian
State Energy and Water Regulatory Commission.
Changes in the regulatory regime and regulated tariffs in particular could have a material adverse
effect on the Group’s results of operations and financial condition.
Although the energy sector in Bulgaria has been fully liberalised since 2007, the Group is still subject to a
substantial degree of regulation particularly with respect to the tariffs it may charge. At the wholesale level,
the Group’s subsidiary, NEK, purchases electricity under quota obligations at regulated prices from
independent producers and sells it at regulated prices principally to four medium and low voltage distribution
companies. NEK is also obliged to purchase electricity from combined heat and power generators and from
renewable energy sources at feed-in tariffs established by the Bulgarian regulator, the State Energy and Water
Regulatory Commission (SEWRC). Separately, NEK purchases electricity at non-regulated prices on the
free wholesale electricity market from thermal power generators under long-term contracts.
A significant portion of the Group’s revenue from electricity sales is derived from the regulated electricity
tariff rates it charges its customers (approximately 80 per cent. in 2012). In addition, a significant portion of
its cost of electricity sales is attributable to the regulated electricity prices which it pays to its suppliers.
In the gas market, Bulgaria is wholly dependent on imports from Russia and the Group’s subsidiary,
Bulgargaz, is the only licensed public supplier. In 2012, 87 per cent. of Bulgaria’s gas was imported from
Russia with the remaining 13 per cent. coming from domestic extraction by other companies. Bulgargaz
sells the imported gas at regulated prices and the Group is also subject to regulated prices in relation to its
gas storage business. See “Regulation, Environment and Health and Safety” for further details on the tariff
system.
As a result, the Group is affected by the pricing decisions of SEWRC for electricity and gas prices. Tariff
rates are vulnerable to political intervention. Regulatory authorities in Bulgaria, acting on political
considerations, may decide to limit or even block tariff rate increases, without allowing any offsetting
variants in the quality of service provided by the Group or taking into account public service obligations,
increased production, sourcing and distribution costs incurred by the Group.
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The Group has in recent years requested that tariff rates be brought in line with increased operating costs in
order to preserve margins and/or achieve profitability. Although certain increases have been approved,
including increases for electricity and gas tariff rates in July 2012 and other positive changes in July 2013,
such increases have not always fully reflected the Group’s requests or have been granted following lengthy
delays. If the Group is unable to increase the electricity or gas tariff rates it charges customers in order to
cover increases in operating costs or capital investment requirements, this could have a material adverse
effect on its business, results of operations and financial condition.
The Group’s financial statements have been qualified in a number of respects.
Grant Thornton has reviewed the June 2013 Interim Financial Statements. Grant Thornton’s review report,
included in the June 2013 Interim Financial Statements, is subject to certain qualifications regarding:

•

the recoverability of certain assets and the completeness of certain recognised liabilities relating to
construction work on a new nuclear power plant where the Group is in dispute with the contractor, see
“Description of the Group—Litigation”;

•

the completeness of a provision recognised for site restoration and the non-recognition of provisions
for nuclear decommissioning costs and the costs of storing and managing radioactive waste; and

•

the lack of a fair value assessment in relation to certain government guaranteed borrowings.

The Grant Thornton review report also emphasises certain other matters stated in it which, while not being
the subject of a formal qualification, are important comments for the users of the financial statements. The
Grant Thornton review report is set out on pages viii-ix of this Prospectus.
Grant Thornton has audited the 2012 Financial Statements. Grant Thornton’s audit opinion, included in the
2012 Financial Statements, is subject to certain qualifications regarding:

•

the recoverability of certain assets and the completeness of certain recognised liabilities relating to
construction work on a new nuclear power plant where the Group is in dispute with the contractor, see
“Description of the Group—Litigation”;

•

the carrying value of certain property, plant and equipment which has not been re-assessed by Grant
Thornton as at 31 December 2011;

•

the fact that the auditors did not participate in an inventory count for one of the Group’s subsidiaries
for either of the years ended 31 December 2011 and 31 December 2012;

•

the completeness of a provision recognised for site restoration and the non-recognition of provisions
for nuclear decommissioning costs and the costs of storing and managing radioactive waste; and

•

the lack of a fair value assessment in relation to certain government guaranteed borrowings.

The Grant Thornton audit report also emphasises certain other matters stated in it which, while not being the
subject of a formal qualification, are important comments for the users of the financial statements. The Grant
Thornton audit opinion is set out on pages vi-viii of this Prospectus.
Ernst & Young Audit OOD (Ernst & Young) has audited the 2011 Financial Statements. Ernst & Young’s
audit opinion, included in the 2011 Financial Statements, is subject to certain qualifications regarding:

•
•

the lack of a fair value assessment in relation to certain items of property plant and equipment;

•

the fact that the auditors were appointed after the end of the year and therefore did not participate in
the inventory counts for the years ended 31 December 2010 and 31 December 2011;

the recoverability of certain assets and the completeness of certain recognised liabilities relating to
construction work on a new nuclear power plant where the Group is in dispute with the contractor, see
“Description of the Group—Litigation”;
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•

the fact that the auditors were not able to satisfy themselves as to the recoverability of certain doubtful
receivables; and

•

the completeness of a provision recognised for site restoration and the non-recognition of provisions
for nuclear decommissioning costs and the costs of storing and managing radioactive waste.

The Ernst & Young audit report also emphasises certain other matters stated in it which, while not being the
subject of a formal qualification, are important comments for the users of the financial statements. The Ernst
& Young audit opinion is set out on pages iv-vi of this Prospectus.
The issues which are the subject of the auditors’ qualifications and comments may affect the Group’s
financial situation and assets resulting from an analysis of the financial statements, and should be taken into
account when evaluating an investment in the Bonds.
BEH’s obligations under the Bonds do not benefit from any direct or indirect Bulgarian government
guarantee or other legally enforceable government backing.
Although the Bulgarian government is BEH’s sole shareholder and has in the past guaranteed certain of
BEH’s obligations under financing arrangements entered into by it, the Bonds are not directly or indirectly
guaranteed by the Bulgarian government and do not benefit from any legally enforceable government
backing. In addition, the Bulgarian government is under no obligation to extend financial support to BEH in
the future. Accordingly, the Bonds are not, and should not be regarded as, obligations of the Bulgarian
government.
BEH’s ability to make payments under the Bonds is solely dependent on its ability to fund such obligations
from its operating cash flows and borrowings. Therefore, any decline in such operating cash flows or any
difficulty in securing external funding may materially adversely affect BEH’s ability to make payments
under the Bonds.
The Group’s generation capacity, revenues, costs and results of operations are significantly influenced
by weather conditions and seasonal variations that are not within its control.
Electricity and gas consumption is seasonal and is mainly affected by weather conditions. In Europe,
electricity consumption is generally higher during the autumn and winter months, and the Group generally
experiences higher demand during the colder months of October through March and lower demand during
the warmer months of April through September. As a result of these seasonal patterns, the Group’s sales and
results of operations are higher in the first and fourth quarters and lower in the second and third quarters.
Sales and results of operations for all of the Group’s energy operations can be negatively affected by periods
of unseasonably warm weather during the autumn and winter months. The Group expects seasonal and
weather-related fluctuations in its sales and results of operations to continue in the future.
The Group’s hydro power electricity generation is also affected by hydrological conditions which can vary
significantly on a year to year basis, and conditions such as droughts or heat waves can also limit the Group’s
hydro generation capacity. However, hydro generation currently accounts for approximately 10 per cent. of
the Group’s overall generation, so the effects of variable hydrological conditions on the Group are limited.
Disruptions in the supply of coal, fuel, gas or other raw materials, or an unexpected increase in their
cost, could materially and adversely affect the Group’s results of operations and financial condition.
In the ordinary course of the Group’s business, it is exposed to the risk of disruptions in the supply of fuel
oil, coal, nuclear fuel, gas or other raw materials and to increases in their cost. Certain of the Group’s
generation operations depend upon obtaining deliveries of an adequate supply of raw materials on a timely
basis and at adequate prices. In addition, the Group has fixed contracts with single Russian suppliers both
for all of its nuclear fuel and for almost all of the gas which it imports (see “Description of the Group—
Business—Electricity—NPP Kozloduy” and “Description of the Group—Business—Gas—Bulgargaz”). As a
result the Group is materially exposed to the risk of these suppliers not being able to provide the agreed
amount of products on a timely basis, or at all, due to contractual defaults, bankruptcies or other reasons.
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Any significant shortage or an interruption in the supply of raw materials or any significant price increases
could disrupt the Group’s generation operations. The Group may not be able to increase its prices in line with
increases in its costs as the prices it is able to charge are regulated. This could have a material adverse effect
on the Group’s business, results of operations and financial condition. Conversely such increased costs, if
passed through to the Group’s customers (assuming the regulator permits an appropriate increase in tariffs),
together with a worsening of the overall economic environment, may make it more difficult for the Group’s
customers to make their required payments, which may increase the Group’s doubtful receivables and
damage its financial condition and results of operations.
A significant portion of the Group’s expenses are made up of commodity costs, which are heavily influenced
by prices in the world market for gas and fuel oil. The prices for such commodities have historically been
volatile and there is no guarantee that prices will remain within projected levels. The Group does not
undertake any hedging transactions with regards to the commodities it uses and any significant increases in
commodity prices could have an adverse effect on the Group’s operating results and financial condition.
The Group is vulnerable to any changes in demand for electricity and gas that may occur, and to
increases in the levels of doubtful receivables, as a result of the continuation or deepening of the
current global economic crisis.
In the ordinary course of business, the Group is exposed to the risk of a reduction in demand for its electricity
and gas, in particular by its commercial and industrial customer base. The demand for the Group’s electricity
and gas is affected by the level of economic activity in Bulgaria and, to a certain extent, Europe. See
“Substantially all of the Group’s operations are focused on the Republic of Bulgaria and, as a public utility,
its results of operations are significantly affected by Bulgarian economic conditions. Bulgaria’s economy
has been adversely affected by the global financial and European sovereign debt crises and remains
vulnerable to further external shocks”. The recent crises in the global banking system and financial markets,
together with other factors, have had a negative effect on the Group’s customers as many companies have
had balance sheet liquidity problems or have become insolvent. Any additional decline in overall economic
activity due to economic uncertainty may lead to a further drop in demand for the Group’s electricity and
gas, which could lead to lower sales and erosion of the Group’s profit margins. In the event that the current
economic recession continues for a significant period of time, or worsens, energy consumption may decrease
in the Group’s operating markets, resulting in a material adverse effect on the Group’s business and
prospects.
As at 31 December 2012, the Group’s accumulated impairment charge in respect of doubtful trade
receivables amounted to BGN 461 million compared to BGN 350 million at 31 December 2011. A
significant proportion of these impaired trade receivables are more than one year overdue. The increase in
this impairment expense for doubtful trade receivables is primarily due to difficult economic conditions that
have impacted the Group’s customers’ ability to pay.
The Group is able to take legal action against its defaulting customers to seek to recover amounts
outstanding, although the timing and amount of such recovery is uncertain. The number of company
insolvencies and individual bankruptcies is anticipated to continue to grow from current levels in the wake
of the on-going economic crisis. Any material increase in doubtful receivables, increased delays in payment
times or write-offs could have a significant effect on the Group’s business, results of operations and financial
condition.
The Group’s ability to access credit and bond markets and its ability to raise additional financing are
in part dependent on BEH’s credit ratings.
The Group’s ability to access the capital markets and other forms of financing (or refinancing), and the costs
connected with such activities, depend in part on BEH’s credit ratings. As of the date of this Prospectus, BEH
has a long-term foreign currency issuer default rating of BB+ with stable outlook by Fitch Ratings Limited
(Fitch) which was issued on 11 June 2013. According to Fitch, this rating reflects the Group’s dominant
position in Bulgaria’s electricity and gas markets, its strong links with the Bulgarian state (which is rated
BBB with stable outlook by Fitch) and evidence of tangible state support. The ratings also incorporate the
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weakness of the Bulgarian regulatory framework, corporate governance limitations and the Group’s large
capital expenditure plan for 2013-2017 that will likely increase its financial leverage. The Fitch report also
flags that a sustained weakening in the Group’s funds from operations adjusted net leverage (as calculated
by Fitch), any evidence of weakening links between the Group and the state, a negative change in Bulgaria’s
rating or a failure by the Group to maintain sufficient liquidity could all lead to a negative rating action in
the future.
BEH’s ability to maintain its current rating is dependent on a number of factors, some of which may be
beyond its control. In the event that BEH’s credit rating is lowered by Fitch, the Group may not be able to
raise additional finance on terms similar to its existing finance or at all, and its ability to access credit and
bond markets and other forms of financing (or refinancing) could be limited. This could have a material
adverse effect on its business, results of operations and financial condition. Any lowering of BEH’s credit
rating may also result in interest rate increases for certain of the Group’s loan agreements which could have
a material adverse effect on its business, results of operations and financial condition.
The Group’s capital expenditure programme is subject to various risks and uncertainties.
The Group undertakes significant capital expenditures related to the modernisation, renewal and construction
of its assets, in particular in relation to its energy power plants, transmission assets and coal mining
operations. These projects typically require substantial capital expenditure and may take months or years
before they become operational, during which time the Group may be subject to a number of construction,
operating and other risks beyond its control including:

•

an inability to find a suitable contractor or sub-contractor either at the commencement of a project or
following a default by an appointed contractor or sub-contractor;

•

default or failure by its contractors or sub-contractors to finish projects or parts of projects on time,
according to specifications or within budget;

•

disruption in service and limited access to third parties, such as architects, engineers or other service
providers;

•
•
•
•
•
•
•
•
•
•
•

cost overruns as a result of defects in design and construction;
difficulties in connecting new generation plants to existing or new transmission networks;
shortages or escalating costs of construction materials and increased global commodity prices;
shortages or increases in the costs of equipment;
breakdown or failure of equipment, processes or technology;
the non-availability of key personnel, including qualified engineering personnel;
delays due to adverse weather or other events beyond the Group’s control;
environmental issues and costs and difficulties in obtaining all required licences and permits;
start-up and commissioning problems;
onerous contract terms and/or disputes with contractors or sub-contractors; or
work stoppages or labour disputes.

In addition, the Group’s projects may be adversely affected by changes in Bulgarian government policy, as
was the case with the cancellation of the Belene project which has exposed the Group to material litigation.
See “Description of the Group—Litigation”. Furthermore certain joint ventures and other projects may not
proceed according to plan as was the case with the termination of the Nabucco pipeline project.
The occurrence of one or more of these events in relation to current or future projects may negatively affect
the Group’s ability to complete such projects on schedule or within budget, if at all. This may result in the
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Group’s inability to meet customer demand for electricity or gas and, accordingly, may result in a material
adverse effect on the Group’s reputation, business, financial condition, results of operations and cash flow.
There can be no assurance that the Group will successfully implement its capital expenditure programme,
either on time or on budget. If any or all major projects that constitute the Group’s capital expenditure
programme are not implemented according to schedule or at all, the existing constraints that limit production
volumes or those that can limit future growth will remain, the efficiency gains from modernising the existing
production facilities and constructing the new facilities will not be achieved and any growth prospects based
on the assumption that these projects are completed will not materialise, which may have a material adverse
effect on the Group’s business, growth prospects and competitive position.
In addition, the performance achieved by a new asset could be below expected levels of output or efficiency
due to issues such as those relating to its design or specifications. If a new asset fails to achieve the required
levels of performance, this could adversely affect the return on the Group’s investment in that plant which,
in turn, may have an adverse effect on the Group’s business, financial condition, results of operations and
cash flow.
A default by any of the Group’s counterparties (including its partners, contractors, subcontractors
and suppliers) may affect the Group’s financial condition.
Group companies enter into contracts with a range of counterparties, including contractors, subcontractors,
architects, engineers, operators, other service providers, suppliers and customers and, accordingly, the Group
is subject to the risk that a counterparty will be unable or unwilling to honour its contractual obligations and
that any guarantee or performance bond in respect of such obligations will also not be honoured. The Group’s
counterparties may default on their obligations for any number of reasons, including as a result of their
bankruptcy, a lack of liquidity or operational failure. Such counterparty risk is more acute in difficult market
conditions where there is an enhanced risk of default by counterparties. Any default by the Group’s
counterparties may affect the cost and completion of its projects, the quality of its work and the supply of
certain critical products or services to its customers. It may also expose the Group to reputational risk,
business continuity risk and the loss of important contracts. In addition, the Group may be required to pay
contractual penalties or find alternative counterparties. Any such setbacks may result in delays in the
completion of the Group’s projects and other unforeseen costs, which could have a material adverse effect
on its business, financial condition, prospects or results of operations.
The Group is subject to a variety of litigation and regulatory proceedings in the ordinary course of
business, some of which may significantly adversely affect the Group’s results of operations.
In the ordinary course of its business, the Group is subject to several civil, administrative and arbitration
proceedings. For more information on certain significant litigation to which Group companies are party, see
”Description of the Group—Litigation”. Litigation and other proceedings are unpredictable and such
proceedings or any settlement in respect of them could have a material adverse effect on the Group’s
business, results of operations and financial condition. Although the Group has recorded provisions against
certain proceedings in which it is involved, it has not recorded provisions in respect of all such proceedings.
In particular, the Group has not recorded provisions in cases in which the financial outcome is uncertain or
which the Group currently expects to be resolved in its favour. The Group’s failure to record sufficient
provisions or to properly assess the likely outcome of any proceedings against it could have a material
adverse effect on its business, results of operations and financial condition.
In addition, the Bulgarian state is subject to certain EU proceedings relating to consumer protection which,
if decided against the Bulgarian state, may have an adverse effect on the Group’s business, results of
operations and financial condition.
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The Group is subject to environmental, health and safety laws and regulations and must maintain
environmental, health and safety regulatory approvals and may be exposed to significant liabilities if
it fails to comply with such laws or maintain such approvals.
The Group is subject to various environmental, health and safety laws and regulations governing, among
other things: the generation, storage, handling, release, use, disposal and transportation of waste or hazardous
and radioactive materials; the emission and discharge of hazardous materials into the ground, air or water;
the decommissioning and decontamination of its facilities; and the health and safety of the Group’s
employees. The Group is also required to obtain environmental and safety permits from various
governmental authorities for its operations. Certain permits require periodic renewal or review of their
conditions as well as continuous monitoring and compliance reporting. The Group may not be able to renew
such permits or there may be material changes to its permits requiring significant expenditure. Violations of
these laws, regulations or permits could result in plant shutdowns, fines or legal proceedings being
commenced against the Group or other sanctions, in addition to negative publicity and significant damage to
the Group’s reputation.
The Group has adopted environmental standards applicable to its operations and, while as at the date of this
Prospectus the Group is in compliance with all applicable environmental and safety regulations in force in
Bulgaria, there can be no guarantee that it will continue to be in compliance in the future. Should any Group
company fail to comply with any such regulations, it may be liable for penalties and/or the consequences of
default under any contractual obligations requiring it to comply with applicable regulations.
Any occurrence of environmental damage or loss of life or serious injury to its employees as a result of any
breach of applicable safety legislation may result in a disruption of the Group’s services or cause reputational
harm, and significant liability could be imposed on the Group for damages, clean-up costs and penalties
and/or compensation as a result.
The occurrence of any of these events may also cause disruption to the Group’s projects and operations and
result in additional costs to the Group, which may have a material adverse effect on the Group’s business,
financial condition, results of operations and cash flows.
Although environmental laws and regulations have an increasing impact on the Group’s activities, it is
impossible to predict accurately the effect of future developments in such laws and regulations on the
Group’s future earnings and operations. While the Group has budgeted for future capital and operating
expenditures to comply with current environmental and health and safety laws, it is possible that any of these
laws may change or become more stringent in the future or that new laws may be adopted. Some risk of
environmental costs and liabilities is inherent in the Group’s particular operations and products, as it is with
other companies engaged in similar businesses. BEH purchases a portion of its CO2 allowances and forward
contracts for such purchases can generate losses. For example, in 2012 the Group incurred a loss from the
change in fair value of a forward contract for the purchase of quotas for greenhouse gas emissions. There
can be no assurance that material costs and liabilities will not be incurred in the future. For more information
on environmental matters, see “Regulation, Environment and Health and Safety”.
The Group’s subsidiary, Kozloduy NPP EAD, which operates the Kozloduy nuclear power plant, may
not be able to obtain the necessary authorisations to operate the plant over a period at least equal to
the current expected life.
Certain authorisations are required to operate nuclear power plants in Bulgaria and the operation of these
plants is subject to overall EU and national regulatory requirements and political policies, which are in turn
sensitive to public opinion and EU development risks. In particular, the nuclear disaster in Japan and the
resulting decision of the German government to close outdated nuclear power plants, may trigger similar
decisions in other European countries and the Group may not be able to obtain the necessary authorisations
at the appropriate time, or the duration of such authorisations may change, or the Group may be subject to
conditions that require it to make significant capital expenditures in order to keep the plant operational. The
Group’s current licences for Units 5 and 6 of the Kozloduy nuclear plant expire in 2017 and 2019. The Group
is applying for an extension of the licences relating to these units but there is no certainty that such licences
will be extended. If the licences are extended, the Group will need to incur a significant amount of capital
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expenditure to operate the units safely for the extended period and any inability to finance that expenditure
could mean that the plant’s operations may be reduced or cease. Further, in the event of an incident affecting
the safety or operation of the plant’s facilities, the plant’s expected operating life may be reduced or
operations may be stopped. The Group’s nuclear power plant accounted for approximately 55 per cent. of its
total generation in 2012. Accordingly, if the Group’s nuclear power plant is closed before the end of its
currently expected operating life, the Group may be required to make additional investments to replace the
loss of generation capacity or purchase electricity on the wholesale market. The inability of the Group’s
nuclear power plant to operate as expected (whether as a result of loss of licences or through an incident or
some other reason) could have a significant material adverse effect on the Group’s business, results of
operations, financial condition and cash flow from operations.
The Group may incur significant liabilities in the event of a nuclear accident.
In accordance with the Vienna Convention, the Bulgarian Nuclear Act provides that the operator of a nuclear
facility is liable for any damage caused by a nuclear accident up to BGN 96 million per accident and is
obliged to maintain insurance coverage for potential liabilities for nuclear damage in an amount not less than
BGN 192 million. The Group has insurance in place for its nuclear power plant, which provides coverage at
this minimum amount. However, notwithstanding any limitation of liability under the Bulgarian Nuclear Act
and any additional coverage under the Group’s insurance policies, any nuclear accident or failure at the
Group’s nuclear power plant could result in the Group incurring significant losses in excess of such amounts
due to, among other things, a potential shut-down of the nuclear facility and the resulting loss of generation
capacity, remedial and replacement expenses and negative publicity from such an accident. As a result, any
nuclear accident suffered by the Group’s nuclear power plant could have a material adverse effect on its
business, results of operations and financial condition. See also “—The Group is unable to insure itself
against all potential risks and may become subject to higher insurance premiums”.
The Group may become liable for increased decommissioning costs or be required to keep additional
amounts as restricted funds for the decommissioning of its nuclear power plant.
The Bulgarian government has assumed responsibility for the decommissioning and disposal of radioactive
waste and spent nuclear fuel from units 1 to 4 of the Group’s nuclear power plant, all of which are no longer
in operation. The government is also responsible for financing the preparation and implementation of the
decommissioning of these units.
The Group’s subsidiary which operates the nuclear power plant will be principally responsible for the
decommissioning costs of the remaining two units at the plant. To finance this future liability, the subsidiary
contributes approximately 7 per cent. of its revenue from electricity sales to decommissioning funds. It is
possible that the amount of the Group’s decommissioning provisions may increase in the future and any
material increase could have a negative effect on the Group’s results of operations.
Failures, breakdowns, planned or unplanned outages as well as natural disasters, sabotage or acts of
terrorism at the Group’s power plants or damage to the distribution infrastructure may harm the
Group’s business and reputation or could cause significant harm to the environment and local
populations.
The Group’s power plants and transmission infrastructure and the information systems controlling these
facilities could be subject to failure, breakdowns, unplanned outages, capacity limitations, system loss,
breaches of security or physical damage due to natural disasters (such as storms, floods or earthquakes),
sabotage, terrorism, computer viruses, fuel interruptions and other causes. The occurrence of any such events
could:

•
•
•

negatively impact generation levels;
result in higher operating costs or impose limitations on the sale of the Group’s products;
negatively impact the Group’s ability to provide service to its customers;
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•

result in loss of life or injury to the Group’s employees or third parties or damage to the Group’s
facilities;

•
•

lead to disruption or stoppage to operations or otherwise disrupt the business; and
expose the Group to litigation and potential criminal liability as well as materially adversely affecting
the Group’s reputation.

The condition of some of the Group’s equipment and the components of its power plants may also be affected
by their continuous operation, as well as processes such as erosion and corrosion. The impact of such
operation and processes tends to increase as the plant, equipment and components grow older. The Group
may need to temporarily shut down some of the power plants and may incur expenses in connection with
inspections, maintenance or repair activities in addition to the periodic planned inspections, maintenance and
repair that the Group currently conducts, including such additional activities that governmental authorities
may require it to conduct.
The Group’s business and its ability to generate revenue depend on the availability and operating
performance of the equipment necessary to operate its power plants and distribution networks. Mechanical
failures or other defects in equipment, or accidents that result in non-performance or underperformance of a
power plant or transmission network may have a direct impact on the profitability of the Group’s operations.
The Group generates its electricity from two main assets, its thermal power plant and its nuclear power plant.
A failure of one of both of these plants would have a significant adverse effect on the Group’s financial
position. In addition, if the Group suffers a reduction in electricity generation, it may be required to purchase
greater amounts of electricity in the open market, which may be at unfavourable prices. Further, any
insurance coverage, warranties or guarantees provided by equipment suppliers in favour of the Group that
purport to cover additional expenses incurred by the Group as a result of any failures, may not fully
compensate the Group for any increased costs and any resulting decrease in revenue. This could mean that
any significant expenses incurred as a result of failures, defects or accidents involving the Group’s operating
equipment and infrastructure could have a material adverse effect on the Group’s business, financial
condition, prospects or results of operations.
The Group is unable to insure itself against all potential risks and may become subject to higher
insurance premiums.
The Group’s operations may be affected by a number of risks, including terrorist acts and war-related events,
for which full insurance cover is either not available or not available on commercially reasonable terms. For
example, the Group has not purchased business interruption, sabotage or terrorist insurance cover. In
addition, the severity and frequency of various other events, such as accidents and other mishaps, business
interruptions or potential damage to its facilities, property and equipment caused by inclement weather,
human error, pollution, labour disputes and natural catastrophes, may result in losses or expose the Group to
liabilities in excess of its insurance coverage. BEH cannot assure investors that its insurance coverage will
be sufficient to cover losses arising from any, or all, of such events, or that it will be able to renew existing
insurance cover on commercially reasonable terms, if at all.
In addition, the Group’s insurance policies are subject to commercially negotiated deductibles, exclusions
and limitations, and the Group will only receive insurance proceeds in respect of a claim made to the extent
that its insurers have the funds to make payment. Therefore insurance may not cover all losses incurred by
the Group and no assurance is given that the Group will not suffer losses beyond the limits of, or outside the
cover provided by, its insurance policies.
Should an incident occur in relation to which the Group has no insurance coverage or inadequate insurance
coverage, the Group could lose the capital invested in, and anticipated future revenue relating to, any
property that is damaged or destroyed and, in certain cases, the Group may remain liable for financial
obligations related to the impacted property. Similarly, in the event that any assessments are made against
the Group in excess of any related insurance coverage that it may maintain, its assets could be subject to
attachment, confiscation or restraint under various judicial procedures. Any of these occurrences could have
a material adverse effect on the Group’s business, financial condition and results of operations.
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The Group maintains insurance coverage for the Kozloduy nuclear plant, which is in line with applicable
Bulgarian regulations and international conventions. However, the Group cannot be certain that these
insurance policies will fully insure it against all risks and losses that may arise in the future. The Group may
incur substantial losses as a result of a nuclear accident or failure at the nuclear plant, including loss of
generation capacity, repair and clean-up expenses, legal liabilities and reputational losses and consequential
legislative and regulatory reforms by Bulgaria or the EU could also substantially adversely affect the Group’s
operations.
The Group may not be able to keep pace with the technological changes in the energy sector or
properly maintain its IT systems.
The technologies used in the energy sector have changed and may change and evolve rapidly in the future.
In order for the Group to maintain its competitiveness and to expand its business, it must effectively adjust
to these changes. In particular, technologies related to power generation and electricity transmission are
constantly improving and becoming more complex. If the Group is unable to modernise its technologies
quickly and regularly and to take advantage of industry trends, it could face increased pressure from
competitors and lose customers in the markets in which it operates. The Group could also lose valuable
opportunities to expand its operations in existing and new markets due to insufficient integration of new
technologies in its operations. As a result, the Group’s failure to respond to current and future technological
changes in the energy sector in an effective and timely manner could have a material adverse effect on the
Group’s business, financial condition, prospects or results of operations.
Information and communication technology plays an important role in the Group’s business operations, in
particular, innovative and efficient IT systems are a key success factor for the Group. For example, the Group
is routinely exposed to IT risks in connection with the development, implementation and application of its
IT systems. In addition, there is a risk that there might be unauthorised access to the Group’s sensitive data
by third-parties and improper use of such data, which may lead to the loss of company secrets and may result
in a breach of applicable data protection regulations. As a result, any breach or unauthorised use of the
Group’s IT systems may have material adverse effects on the Group’s business, financial condition, prospects
or results of operations.
Privatisation of BEH or any member of the Group may result in a credit downgrade or may affect its
ability to repay debt, which could have a material adverse effect on the Group’s results of operations
and financial condition.
Bulgaria currently owns 100 per cent. of the shares in BEH. Although management does not expect the
Bulgarian government to privatise BEH, it cannot give any assurance that the government will not ultimately
seek to undertake a partial or full privatisation of BEH resulting in the sale of some or all of its shareholding.
BEH’s current credit rating from Fitch is based in part on the opinion of Fitch that the Bulgarian state may
potentially provide support to BEH in the event of financial distress. This rating could come under pressure,
potentially leading to a downgrade, if BEH is fully or partially privatised and the Bulgarian state is no longer
a controlling shareholder, which could affect BEH’s ability to make repayments on its debt or otherwise have
a material adverse effect on the Group’s business, results of operations and financial condition. See also “The
Group’s ability to access credit and bond markets and its ability to raise additional financing are in part
dependent on its credit ratings”.
The Group conducts its business in several different currencies and is exposed to foreign currency and
interest rate risks.
The Group is exposed to transactional foreign currency risk through purchases and sales, and borrowing
transactions undertaken, in foreign currencies, principally euro, U.S. dollars and Japanese yen. Reflecting the
fact that the lev has been pegged to the euro since 1 January 1999 at a rate of BGN 1.95583 to EUR1.00, the
Group’s exposure to movements in the lev/euro exchange rate (in the absence of an adjustment or abolition
of the peg) is limited. The Group is, however, exposed to movements in the exchange rates between the lev
and the U.S. dollar and Japanese yen and details of this exposure are set out in note 38 to its 2012 Financial

18

Statements. The Group does not currently hedge any of its foreign currency exposure using derivative
financial instruments.
The Group is also exposed to the effect of changes in interest rates on its variable currency borrowings and
deposits and details of this exposure are also set out in note 38 to its 2012 Financial Statements. The Group
does not currently hedge any of its interest rate exposure using derivative financial instruments.
A strike or other labour disruption at the Group’s facilities could adversely affect its business.
Most of the Group’s employees are covered by collective bargaining agreements which are negotiated on an
annual basis. These agreements determine the framework for the Group’s dealings with its employees and
limit its ability to implement plant closures and perform reductions in its workforce. Management believes
that partly as a result of these and similar agreements that the Group has executed in the past, it has
experienced only limited strikes, threats of strikes, or other resistance or work stoppages. The Group did
suffer a strike in 2012 at Mini Maritsa Iztok EAD and any significant industrial action by the Group’s
employees in the future could impair the Group’s ability to implement further measures to reduce costs and
improve production efficiencies in furtherance of its strategy, such as a reduction in personnel, which could
have a material adverse effect on its business, results of operations and financial condition.
The Group is reliant upon skilled personnel in the engineering and technical fields and may not be able
to recruit and retain qualified personnel.
The Group’s business and operations are dependent upon its ability to recruit and retain skilled engineering
personnel and other technical personnel. If the Group is unable to retain experienced, capable and reliable
personnel, or fails to recruit skilled professional and technical staff to replace those who leave, the Group’s
operations may be adversely affected. There is significant demand for experienced and capable personnel in
the engineering and technical fields and the Group faces significant competition to recruit such personnel.
The Group could incur unforeseen taxes, tax penalties and sanctions which could adversely affect its
results of operations and financial condition.
Tax rules, including those relating to the energy industry in Bulgaria, and their interpretation, may change,
possibly with retrospective effect. Significant tax disputes with tax authorities, any change in the tax status
of any member of the Group and any change in Bulgarian taxation legislation or its scope or interpretation
could also affect the Group’s business and financial position. Due to the recent economic crisis, a number of
EU member states and other countries in the region have faced significant budget deficits and, as a result,
have imposed additional taxes on the utilities sector, such as the nuclear tax in Germany and the power sales
tax in Hungary. It is possible that similar taxes could be imposed in Bulgaria in the future, although none are
currently anticipated by management. The imposition of any such new taxes in Bulgaria could have a
material adverse effect on the Group’s business, results of operations and financial condition.
The Group is required to restore certain land on which it undertakes coal mining when the mine’s
reserves are exhausted or the mining licence expires in 2043. The Group’s provisions in respect of such
obligation may be insufficient.
The Group is required to decommission its coal mines and related infrastructure and restore the surrounding
land when a mine’s reserves are exhausted or the mining licence expires in 2043 and mining activities are
terminated. The Group is also required to make financial provision for liabilities relating to such
decommissioning and restoration. As at 31 December 2012, the Group’s provision in this respect amounted
to BGN 71 million. However, there are significant uncertainties in determining the likely costs of restoration
and, as a result, there is no assurance that the current or any future provisions are or will be sufficient and
additional investments may be required, either as a result of change in applicable law or otherwise. Any
significant increase in the actual or estimated decommissioning and restoration costs that the Group incurs
may adversely affect its business and financial position.
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The Group has engaged and may continue to engage in transactions with related and other parties that
may present conflicts of interest or give rise to additional tax charges.
The Group has engaged in transactions with related parties, including its directors, management, the
Bulgarian state and other companies controlled by the Bulgarian state, companies controlled by the Group
or in which it owns an interest and other affiliates, and the Group may continue to do so in the future.
Conflicts of interest may arise between the Group and its related parties, potentially resulting in the
conclusion of transactions on terms not determined by market forces. See also note 36 to the 2012 Financial
Statements and “The Bulgarian state, which owns all of the share capital of BEH, can control the Group’s
policies by electing all of the members of BEH’s Board of Directors and may pursue decisions that reflect
Bulgarian government policy”.
Under Bulgarian anti-avoidance rules, tax authorities may scrutinise related party transactions to determine
that they have been entered into on market terms. In cases where the tax authorities determine that related
party transactions have not been entered into on market terms, they may imply arm’s length terms to such
transaction which could give rise to additional tax charges.
The Group may be exposed to increased competition in the electricity and gas markets in Bulgaria and
abroad.
The Bulgarian Energy Act is the principal legislation regulating the Bulgarian energy market and Bulgarian
energy companies. This and other primary and secondary legislation has brought about the liberalisation of
the Bulgarian energy market.
The Group currently operates in the electricity generation, supply and transmission and the gas transmission
and supply sectors of the Bulgarian energy market. The Group has a dominant position in the electricity
generation market through its ownership of the Kozloduy nuclear power generator, a major lignite-fired
power plant, Maritsa East II, and the main hydro-power generator, NEK. In addition to the Group, which
accounted for 63 per cent. of net generation in 2012, six other generation companies produced approximately
26 per cent. of net generation in 2012.
The Bulgarian energy strategy is focused on ensuring a free choice of supplier by consumers, unhindered and
equal access to the electricity and gas transmission networks, fair prices and cleaner energy. Currently, the
free market is more profitable for Group companies than the regulated market. Increased liberalisation of the
energy market in Bulgaria, including the widening of the free market, is expected to incentivise power plants
to become more efficient and therefore more profitable. However, Group companies engaged in electricity
and gas supply will face increased competition, including from foreign competitors that may not require
licences and may not be obliged to sell at regulated prices, which could adversely impact the Group’s results.
The European Union is currently in the early stages of competition investigations into possible anticompetitive behaviour by the Group in both the Bulgarian electricity and gas markets. These investigations
are at early stages but if they result in formal proceedings, the outcome of those proceedings may result in
an increase in competition for the Group. See “Description of the Group—Litigation”).
Risks related to Bonds generally
Set out below is a brief description of certain risks relating to the Bonds generally.
Modification, waivers and substitution
The Terms and Conditions of the Bonds contain provisions for calling meetings of Bondholders to consider
matters affecting their interests generally. The quorum at any such meeting for passing an Extraordinary
Resolution will generally be two or more persons holding or representing not less than 50 per cent. in
principal amount of the Bonds for the time being outstanding, or at any adjourned meeting two or more
persons being or representing Bondholders whatever the principal amount of the Bonds held or represented.
The quorum at any such meeting for passing an Extraordinary Resolution where the business of the meeting
includes the consideration of certain key features of the Bonds (including to reduce the amount of principal
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or interest which is payable, to amend the dates for payment of principal and interest and to modify the
provisions of the Terms and Conditions of the Bonds relating to Extraordinary Resolutions) will be two or
more persons holding or representing not less than 75 per cent. in principal amount of the Bonds for the time
being outstanding, or at any adjourned meeting two or more persons holding or representing not less than 25
per cent. in principal amount of the Bonds for the time being outstanding. These provisions permit defined
majorities to bind all Bondholders including Bondholders who did not attend and vote at the relevant meeting
and Bondholders who voted in a manner contrary to the majority.
In certain circumstances, where the Bonds are held in global form in the clearing systems, the Issuer will be
entitled to rely upon:
(i)

where the terms of the proposed resolution have been notified through the relevant clearing system(s),
approval of a resolution proposed by the Issuer given by way of electronic consents communicated
through the electronic communications systems of the relevant clearing systems in accordance with
their operating rules and procedures by or on behalf of the holders of not less than 90 per cent. in
nominal amount of the Bonds for the time being outstanding; and

(ii)

where electronic consent is not being sought, consent or instructions given in writing directly to the
Issuer by accountholders in the clearing systems with entitlements to such Global Certificate or, where
the accountholders hold such entitlement on behalf of another person, on written consent from or
written instruction by the person for whom such entitlement is ultimately beneficially held (directly
or via one or more intermediaries), provided that the Issuer has obtained commercially reasonable
evidence to ascertain the validity of such holding and taken reasonable steps to ensure such holding
does not alter following the given of such consent/instruction and prior to effecting such resolution.

A Written Resolution or an electronic consent as described above may be effected in connection with any
matter affecting the interests of Bondholders, including the modification of the Terms and Conditions of the
Bonds, that would otherwise be required to be passed at a meeting of Bondholders satisfying the special
quorum in accordance with the provisions of the Fiscal Agency Agreement, and shall for all purposes take
effect as an Extraordinary Resolution passed at a meeting of Bondholders duly convened and held. These
provisions permit defined majorities to bind all Bondholders including Bondholders who did not attend and
vote at the relevant meeting and Bondholders who voted in a manner contrary to the majority.
The Terms and Conditions of the Bonds also provide that the Fiscal Agent may, without the consent of
Bondholders, agree to any modification of the Fiscal Agency Agreement if to do so could not reasonably be
expected to be prejudicial to the interests of the Bondholders (see Terms and Conditions of the Bonds –
Meetings of Bondholders, Modification and Substitution – Modification of the Fiscal Agency Agreement) .
EU Savings Directive
Under EC Council Directive 2003/48/EC on the taxation of savings income (the “Savings Directive”), EU
member states are required to provide to the tax authorities of another EU member state details of payments
of interest (or similar income) paid by a person established within its jurisdiction to (or for the benefit of) an
individual resident, or certain other persons established in that other member state. However, for a
transitional period, Luxembourg and Austria are required (unless during that period they elect otherwise) to
operate a withholding system in relation to such payments (subject to a procedure whereby, on meeting
certain conditions, the beneficial owner of the interest (or similar income) may request that no tax be
withheld). The ending of such transitional period is dependent upon the conclusion of certain other
agreements relating to information exchange with certain other countries. The Luxembourg government has
announced its intention to elect out of the withholding system in favour of an automatic exchange of
information with effect from 1 January 2015.
A number of non-EU countries and territories have adopted similar measures to the Savings Directive.
The European Commission has proposed certain amendments to the Savings Directive, which may, if
implemented, amend or broaden the scope of the requirements described above.
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If a payment to an individual were to be made or collected through an EU member state which has opted for
a withholding system under the Savings Directive and an amount of, or in respect of, tax were to be withheld
from that payment pursuant to the Savings Directive or any other EU Directive implementing the conclusions
of the ECOFIN Council meeting of 26-27 November 2000 on the taxation of savings income or any law
implementing or complying with, or introduced in order to conform to such Directive, neither the Issuer nor
any Paying Agent nor any other person would be obliged to pay additional amounts with respect to any Bond
as a result of the imposition of such withholding tax. The Issuer is required to maintain a Paying Agent in an
EU member state that is not obliged to withhold or deduct tax pursuant to the Savings Directive or any other
Directive implementing the conclusions of the ECOFIN Council meeting of 26-27 November 2000 or any
law implementing or complying with, or introduced in order to conform to, such Directive.
Change of law
The Conditions of the Bonds are based on English law in effect as at the Issue Date. No assurance can be
given as to the impact of any possible judicial decision or change to English law or administrative practice
after the Issue Date.
Risks related to the market generally
Set out below is a brief description of certain market risks, including liquidity risk, exchange rate risk,
interest rate risk and credit risk.
The secondary market generally
The Bonds are new securities which may not be widely distributed and for which there is currently no
established trading market, and one may never develop. If a market does develop, it may not be liquid. If the
Bonds are traded after their initial issuance, they may trade at a discount to their initial offering price,
depending upon prevailing interest rates, the market for similar securities, general economic conditions and
the financial condition of the Issuer. Although application has been made for the Bonds to be admitted to
listing on the Official List and to trading on the Market, there is no assurance that such application will be
accepted or that an active trading market will develop. Accordingly, there is no assurance as to the
development or liquidity of any trading market for the Bonds. Therefore, investors may not be able to sell
their Bonds easily or at prices that will provide them with a yield comparable to similar investments that have
a developed secondary market.
Exchange rate risks and exchange controls
The Issuer will pay principal and interest on the Bonds in euro. This presents certain risks relating to
currency conversions if an investor’s financial activities are denominated principally in a currency or
currency unit (the “Investor’s Currency”) other than the euro. These include the risk that exchange rates
may significantly change (including changes due to devaluation of the euro or revaluation of the Investor’s
Currency) and the risk that authorities with jurisdiction over the Investor’s Currency may impose or modify
exchange controls. An appreciation in the value of the Investor’s Currency relative to the euro would decrease
(i) the Investor’s Currency-equivalent yield on the Bonds, (ii) the Investor’s Currency-equivalent value of the
principal payable on the Bonds and (iii) the Investor’s Currency-equivalent market value of the Bonds.
Government and monetary authorities may impose (as some have done in the past) exchange controls that
could adversely affect an applicable exchange rate. As a result, investors may receive less interest or principal
than expected, or no interest or principal.
Interest rate risks
The Bonds bear interest at a fixed rate. An investment in the Bonds during that time involves the risk that
subsequent changes in market interest rates may adversely affect the value of the Bonds.
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Credit ratings may not reflect all risks
The Bonds are expected to be assigned a rating of BB+ by Fitch. Fitch is established in the European Union
and registered under the CRA Regulation. The rating may not reflect the potential impact of all risks related
to structure, market, the additional factors discussed above and other factors that may affect the value of the
Bonds. A credit rating is not a recommendation to buy, sell or hold securities and may be revised or
withdrawn by the rating agency at any time. Any adverse change in the credit rating could adversely affect
the trading price for the Bonds.
Investors to rely on the procedures of Euroclear and Clearstream, Luxembourg for transfer, payment
and communication with the Issuer
The Bonds issued may be represented by one or more Certificates. The Bonds will initially be represented
by the Global Certificate which will be issued and delivered on or prior to the Issue Date to a nominee for a
common depositary for Euroclear and Clearstream, Luxembourg. Except in the circumstances described in
the Global Certificate, investors will not be entitled to receive Individual Bond Certificates. Euroclear and
Clearstream, Luxembourg will maintain records of the beneficial interests in the Global Certificate. While
the Bonds are represented by the Global Certificate, investors will be able to trade their beneficial interests
only through Euroclear or Clearstream, Luxembourg.
While the Bonds are represented by the Global Certificate, the Issuer will discharge its payment obligations
under the Bonds by making payments to the common depositary for Euroclear and Clearstream,
Luxembourg. A holder of a beneficial interest in the Global Certificate must rely on the procedures of
Euroclear and Clearstream, Luxembourg to receive payments under the relevant Bonds. The Issuer does not
have any responsibility or liability for the records relating to, or payments made in respect of, beneficial
interests in the Global Certificate.
Holders of beneficial interests in the Global Certificate will not have a direct right to vote in respect of the
Bonds. Instead, such holders will be permitted to act only to the extent that they are enabled by Euroclear
and Clearstream, Luxembourg to appoint appropriate proxies.
Legal investment considerations may restrict certain investments
The investment activities of certain investors are subject to legal investment laws and regulations, or review
or regulation by certain authorities. Each potential investor should consult its legal advisers to determine
whether and to what extent (1) the Bonds are legal investments for it, (2) the Bonds can be used as collateral
for various types of borrowing and (3) other restrictions apply to its purchase or pledge of any of the Bonds.
Financial institutions should consult their legal advisers or the appropriate regulators to determine the
appropriate treatment of the Bonds under any applicable risk- based capital or similar rules.
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SUMMARY OF PROVISIONS RELATING TO THE BONDS WHILE IN GLOBAL FORM
1

Initial Issue of Certificates

The Global Certificate will be registered in the name of a nominee (the “Registered Holder”) for a common
depositary for Euroclear and Clearstream, Luxembourg and may be delivered on or prior to the original issue
date of the Bonds.
Upon the registration of the Global Certificate in the name of any nominee for the Common Depositary and
delivery of the Global Certificate to the Common Depositary, Euroclear or Clearstream, Luxembourg will
credit each subscriber with an interest in a nominal amount of Bonds equal to the nominal amount thereof
for which it has subscribed and paid.
2

Relationship of Accountholders with Clearing Systems

Each of the persons shown in the records of Euroclear, Clearstream, Luxembourg or any other clearing
system (an “Alternative Clearing System”) as the holder of a Bond represented by the Global Certificate
must look solely to Euroclear, Clearstream, Luxembourg or any such Alternative Clearing System (as the
case may be) for his share of each payment made by the Issuer to the holder of the Global Certificate and in
relation to all other rights arising under the Global Certificate, subject to and in accordance with the
respective rules and procedures of Euroclear, Clearstream, Luxembourg, or such Alternative Clearing System
(as the case may be). Such persons shall have no claim directly against the Issuer in respect of payments due
on the Bonds for so long as the Bonds are represented by the Global Certificate and such obligations of the
Issuer will be discharged by payment to the holder of the Global Certificate in respect of each amount so
paid.
3

Exchange

The following will apply in respect of transfers of Bonds held in Euroclear or Clearstream, Luxembourg or
an Alternative Clearing System. These provisions will not prevent the trading of interests in the Bonds within
a clearing system whilst they are held on behalf of such clearing system but will limit the circumstances in
which the Bonds may be withdrawn from the relevant clearing system.
Transfers of the holding of Bonds represented by the Global Certificate pursuant to Condition 2(a) may only
be made in part:
(i)

if the relevant clearing system is closed for business for a continuous period of 14 days (other than by
reason of holidays, statutory or otherwise) or announces an intention permanently to cease business
or does in fact do so; or

(ii)

upon or following any failure to pay principal in respect of any Bonds when it is due and payable; or

(iii)

with the consent of the Issuer,

provided that, in the case of the first transfer of part of a holding pursuant to paragraph (i) or (ii) above, the
Registered Holder has given the Registrar not less than 30 days’ notice at its specified office of the Registered
Holder’s intention to effect such transfer.
4

Amendment to Conditions

The Global Certificate contains provisions that apply to the Bonds that it represents, some of which modify
the effect of the Terms and Conditions of the Bonds set out in this Prospectus. The following is a summary
of certain of those provisions:
4.1

Change of Control Put Option
So long as the Global Certificate is held by or on behalf of a common depositary for, Euroclear,
Clearstream, Luxembourg or any Alternative Clearing System, the exercise of any options of the
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Bondholders provided for in Condition 6(c) will be subject to the normal rules and operating
procedures of Euroclear and Clearstream, Luxembourg or such Alternative Clearing System, as the
case may be.
4.2

Cancellation
Cancellation of any Bond represented by a Global Certificate that is required by the Conditions to be
cancelled will be effected by a reduction in the principal amount of the Bonds in the register of
Bondholders.

4.3

Payments
All payments in respect of Bonds represented by the Global Certificate will be made to, or to the order
of, the person whose name is entered on the Register at the close of business on the record date which
shall be the Clearing System Business Day immediately prior to the date for payment, where Clearing
System Business Day means Monday to Friday inclusive except 25 December and 1 January.

4.4

Meetings
For the purposes of any meeting of Bondholders, the holder of the Bonds represented by the Global
Certificate shall (unless the Global Certificate represents only one Bond) be treated as two persons for
the purposes of any quorum requirements of a meeting of Bondholders and as being entitled to one
vote in respect of each integral currency unit of the currency of the Bonds.

4.5

Events of Default
If principal in respect of any Bond is not paid when due, the holder of a Bond represented by the
Global Certificate may elect for direct enforcement rights against the Issuer under the terms of a Deed
of Covenant executed as a deed by the Issuer on 7 November 2013 to come into effect in respect of a
principal amount of Bonds up to the aggregate principal amount in respect of which such failure to
pay has occurred in favour of the persons entitled to such payment as accountholders with a clearing
system. Following any such acquisition of direct rights, the Global Certificate and the corresponding
entry in the register kept by the Registrar will become void as to the specified portion. However, no
such election may be made in respect of Bonds represented by the Global Certificate unless the
transfer of the whole or a part of the holding of Bonds represented by the Global Certificate shall have
been improperly withheld or refused.

4.6

Notices
So long as the Bonds are represented by the Global Certificate and the Global Certificate is held on
behalf of a clearing system, notices to Bondholders may be given by delivery of the relevant notice to
that clearing system for communication by it to entitled accountholders in substitution for notification
as required by the Conditions.

5

Electronic Consent and Written Resolution

While any Global Certificate is registered in the name of any nominee for a clearing system, then:
(i)

approval of a resolution proposed by the Issuer given by way of electronic consents communicated
through the electronic communications systems of the relevant Clearing System(s) in accordance with
their operating rules and procedures by or on behalf of the holders of not less than 90 per cent. in
nominal amount of the Bonds outstanding (an “Electronic Consent” as defined in the Fiscal Agency
Agreement) shall, for all purposes (including matters that would otherwise require an Extraordinary
Resolution to be passed at a meeting for which the Special Quorum was satisfied), take effect as an
Extraordinary Resolution passed at a meeting of Bondholders duly convened and held, and shall be
binding on all Bondholders whether or not they participated in such Electronic Consent; and
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(ii)

where Electronic Consent is not being sought, for the purpose of determining whether a Written
Resolution (as defined in the Fiscal Agency Agreement) has been validly passed, the Issuer shall be
entitled to rely on consent or instructions given in writing directly to the Issuer by accountholders in
the clearing system with entitlements to such Global Certificate or, where the accountholders hold any
such entitlement on behalf of another person, on written consent from or written instruction by the
person for whom such entitlement is ultimately beneficially held, whether such beneficiary holds
directly with the accountholder or via one or more intermediaries and provided that, in each case, the
Issuer has obtained commercially reasonable evidence to ascertain the validity of such holding and
have taken reasonable steps to ensure that such holding does not alter following the giving of such
consent or instruction and prior to the effecting of such amendment. Any resolution passed in such
manner shall be binding on all Bondholders, even if the relevant consent or instruction proves to be
defective. As used in this paragraph, “commercially reasonable evidence” includes any certificate or
other document issued by Euroclear, Clearstream, Luxembourg or any other relevant clearing system,
or issued by an accountholder of them or an intermediary in a holding chain, in relation to the holding
of interests in the Bonds. Any such certificate or other document shall, in the absence of manifest
error, be conclusive and binding for all purposes. Any such certificate or other document may
comprise any form of statement or print out of electronic records provided by the relevant clearing
system (including Euroclear’s EUCLID or Clearstream, Luxembourg’s CreationOnline system) in
accordance with its usual procedures and in which the accountholder of a particular principal or
nominal amount of the Bonds is clearly identified together with the amount of such holding. The
Issuer shall be liable to any person by reason of having accepted as valid or not having rejected any
certificate or other document to such effect purporting to be issued by any such person and
subsequently found to be forged or not authentic.
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TERMS AND CONDITIONS OF THE BONDS
The following, except for the paragraphs in italics, are the terms and conditions of the Bonds which will be
endorsed on each Bond in certificated form (if issued).
The issue of EUR 500,000,000 4.250 per cent. bonds due 2018 by Bulgarian Energy Holding EAD (the
“Issuer”) (the “Bonds”) was authorised by the Issuer through a board resolution passed on 21 October 2013
(as amended on 31 October 2013) and by the Minister of the Economy and Energy (exercising the rights of
the Bulgarian state) on 31 October 2013. A fiscal agency agreement dated 7 November 2013 (the “Fiscal
Agency Agreement”) has been entered into in relation to the Bonds between the Issuer, Citibank N.A.,
London Branch as fiscal agent and the agents named in it. The Bonds have the benefit of a Deed of Covenant
(the “Deed of Covenant”) dated 7 November 2013 executed by the Issuer relating to the Bonds. The fiscal
agent, the registrar and any transfer agent for the time being are referred to below respectively as the “Fiscal
Agent”, the “Registrar” and the “Transfer Agents”. “Agents” means the Fiscal Agent, the Registrar, the
Transfer Agents and any other agent or agents appointed from time to time with respect to the Bonds. The
Fiscal Agency Agreement includes the form of the Bonds. Copies of the Fiscal Agency Agreement and the
Deed of Covenant are available for inspection during normal business hours at the specified offices of the
Fiscal Agent, the Registrar and any Transfer Agents. The holders of the Bonds (the “Bondholders”) are
deemed to have notice of all the provisions of the Fiscal Agency Agreement applicable to them.
All capitalised terms that are not defined in these terms and conditions (the “Conditions”) will have the
meanings given to them in the Fiscal Agency Agreement.
1

Form, Denomination and Title

The Bonds are issued in registered form in denominations of EUR 100,000 and integral multiples of EUR
1,000 in excess thereof.
The Bonds are represented by registered certificates (“Certificates”) and, save as provided in Condition 2(a),
each Certificate shall represent the entire holding of Bonds by the same holder.
Title to the Bonds shall pass by registration in the register that the Issuer shall procure to be kept by the
Registrar in accordance with the provisions of the Fiscal Agency Agreement (the “Register”). Except as
ordered by a court of competent jurisdiction or as required by law, the holder (as defined below) of any Bond
shall be treated as its absolute owner for all purposes whether or not it is overdue and regardless of any notice
of ownership, trust or an interest in it, any writing on the Certificate representing it or the theft or loss of such
Certificate and no person shall be liable for so treating the holder.
In these Conditions, “Bondholder” and “holder” means the person in whose name a Bond is registered.
2

Transfers of Bonds

(a)

Transfer: A holding of Bonds may, subject to the terms of the Fiscal Agency Agreement and to
Conditions 2(d) and 2(e), be transferred in whole or in part upon the surrender (at the specified office
of the Registrar or any Transfer Agent) of the Certificate(s) representing such Bonds to be transferred,
together with the form of transfer endorsed on such Certificate(s) (or another form of transfer
substantially in the same form and containing the same representations and certifications (if any),
unless otherwise agreed by the Issuer), duly completed and executed and any other evidence as the
Registrar or Transfer Agent may reasonably require. In the case of a transfer of part only of a holding
of Bonds represented by one Certificate, a new Certificate shall be issued to the transferee in respect
of the part transferred and a further new Certificate in respect of the balance of the holding not
transferred shall be issued to the transferor. In the case of a transfer of Bonds to a person who is
already a holder of Bonds, a new Certificate representing the enlarged holding shall only be issued
against surrender of the Certificate representing the existing holding. All transfers of Bonds and
entries on the Register will be made in accordance with the detailed regulations concerning transfers
of Bonds scheduled to the Fiscal Agency Agreement. The regulations may be changed by the Issuer,
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with the prior written approval of the Registrar and the Fiscal Agent. A copy of the current regulations
will be made available by the Registrar to any Bondholder upon request.
(b)

Exercise of Options or Partial Redemption in Respect of Bonds: In the case of an exercise of an
Issuer’s option in respect of, or a partial redemption of, a holding of Bonds represented by a single
Certificate, a new Certificate shall be issued to the holder to reflect the exercise of such option or in
respect of the balance of the holding not redeemed. In the case of a partial exercise of an option
resulting in Bonds of the same holding having different terms, separate Certificates shall be issued in
respect of those Bonds of that holding that have the same terms. New Certificates shall only be issued
against surrender of the existing Certificates to the Registrar or any Transfer Agent.

(c)

Delivery of New Certificates: Each new Certificate to be issued pursuant to Condition 2(a) or 2(b)
shall be available for delivery within five business days of receipt of a duly completed form of transfer
and surrender of the existing Certificate(s). Delivery of the new Certificate(s) shall be made at the
specified office of the Transfer Agent or of the Registrar (as the case may be) to whom delivery or
surrender of such form of transfer or Certificate shall have been made or, at the option of the holder
making such delivery or surrender as aforesaid and as specified in the relevant form of transfer or
otherwise in writing, be mailed by uninsured post at the risk and at the expense of the holder entitled
to the new Certificate to such address as may be so specified, unless such holder requests otherwise
and pays in advance to the relevant Transfer Agent or the Registrar (as the case may be) the costs of
such other method of delivery and/or such insurance as it may specify. In this Condition 2(c),
“business day” means a day, other than a Saturday or Sunday, on which banks are open for general
business in both London and the place of the specified office of the relevant Transfer Agent or the
Registrar (as the case may be).

(d)

Transfer or Exercise: Certificates, on transfer or exercise of an option or partial redemption, shall be
issued and registered by or on behalf of the Issuer, the Registrar or any Transfer Agent upon payment
of any tax or other governmental charges that may be imposed in relation to it (or the giving of such
indemnity as the Registrar or the relevant Transfer Agent may require).

(e)

Closed Periods: No Bondholder may require the transfer of a Bond to be registered (i) during the
period of 15 days ending on (and including) the due date for redemption of that Bond, (ii) during the
period of 15 days prior to (and including) any date on which Bonds may be called for redemption by
the Issuer at its option pursuant to Condition 6(b), (iii) after any such Bond has been called for
redemption, or (iv) during the period of seven days ending on (and including) any Record Date (as
defined in Condition 7(a)(ii)).

3

Status

The Bonds constitute (subject to Condition 4 (Negative Pledge)) direct, general, unconditional, unsecured
and unsubordinated obligations of the Issuer and shall at all times rank pari passu and without any preference
among themselves. The payment obligations of the Issuer under the Bonds shall, save for such exceptions as
may be provided by applicable legislation and subject to Condition 4 (Negative Pledge), at all times rank at
least equally with all its other present and future unsecured and unsubordinated obligations.
4

Covenants

(a)

Negative Pledge
So long as any Bond remains outstanding (as defined in the Fiscal Agency Agreement) other than any
Permitted Security, the Issuer will not, and will ensure that none of its Material Subsidiaries will,
create or have outstanding any mortgage, charge, lien, pledge or other security interest, upon the
whole or any part of its present or future undertaking, assets or revenues (including any uncalled
capital) to secure any Relevant Indebtedness or to secure any guarantee or indemnity in respect of any
Relevant Indebtedness, without at the same time or prior thereto according to the Bonds the same
security as is created or subsisting to secure any such Relevant Indebtedness, guarantee or indemnity
or such other security or arrangement as shall be approved by an Extraordinary Resolution (as defined
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in the Fiscal Agency Agreement) of the Bondholders.
(b)

Financial Covenant
For so long as any Bond remains outstanding, the Issuer shall not, and shall not permit (to the extent
permitted by law) any of its Material Subsidiaries to, directly or indirectly incur any Financial
Indebtedness, provided, however, that the Issuer and any Material Subsidiary may incur Financial
Indebtedness, in each case if, after giving effect to the incurrence of such Financial Indebtedness and
the receipt and application of the proceeds therefrom, (i) no Event of Default has or would have
occurred and is or would be continuing and (ii) the EBITDA Coverage Ratio would be not less than
4.0 to 1.0.

In these Conditions:
“Adverse Mandatory Regulatory Measure” means any Mandatory Regulatory Measure which:
(a)

has or is reasonably likely to have a Material Adverse Effect; or

(b)

is or is reasonably likely to be materially adverse to the interests of Bondholders;

“Borrowings” means, at any time, the outstanding principal of moneys borrowed;
“Consolidated EBITDA” means, at any time and in respect of the Issuer, the aggregate of the amount of:
(i) profit before tax, (ii) finance costs and (iii) depreciation and amortisation, each as set forth in the most
recent consolidated financial statements of the Issuer at such time;
“Consolidated Fixed Charge” means, for any Relevant Period, the aggregate amount of the accrued
interest, commission, fees, discounts, prepayment penalties or premiums and other finance payments in
respect of Borrowings whether paid, payable or capitalised by any member of the Group in respect of that
Relevant Period:
(a)

excluding any such obligations to any member of the Group;

(b)

including the interest element of leasing and hiring purchase payments;

(c)

including any accrued commission, fees, discounts and other finance payments payable by any
member of the Group under any interest rate hedging arrangement; and

(d)

deducting any accrued commission, fees, discounts and other finance payments owing to any member
of the Group under any interest rate hedging instrument,

in each case without double counting so that no amount shall be included or excluded more than once;
“EBITDA Coverage Ratio” means, on any Transaction Date, the ratio of (i) Consolidated EBITDA for the
then most recent Relevant Period prior to such Transaction Date for which consolidated financial statements
of the Issuer are available to (ii) the aggregate Consolidated Fixed Charge of such Relevant Period. In making
the foregoing calculation:
(A)

pro forma effect shall be given to any Financial Indebtedness Incurred, repaid or redeemed during the
period (the “Reference Period”) commencing on and including the first day of such Relevant Period
and ending on and including the Transaction Date (other than Financial Indebtedness incurred or
repaid under a revolving credit or similar arrangement in effect on the last day of such Relevant
Period), in each case as if such Financial Indebtedness had been incurred, repaid and redeemed on the
first day of such Reference Period; provided that, in the event of any such repayment or redemption,
Consolidated EBITDA for such period shall be calculated as if the Issuer had not earned any interest
income actually earned during such period in respect of the funds used to repay such Financial
Indebtedness;

(B)

pro forma shall be given to any investments, acquisitions, dispositions, mergers, consolidations or
discontinued operations (as determined in accordance with International Financial Reporting
Standards) that have been made during the Reference Period as if all such investments, acquisitions,
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dispositions, mergers, consolidations or discontinued operations had occurred on the first day of such
Reference Period; and
(C)

pro forma shall be given to the creation, designation or redesignation of Material Subsidiaries as if
such creation, designation or redesignation had occurred on the first date of such Reference Period.

For purposes of this definition, whenever pro forma effect is to be given to an investment, acquisition,
disposition, merger, consolidation or discontinued operation and the amount of income or earnings relating
thereto, the pro forma calculations shall be determined in good faith by a responsible financial or accounting
officer of the Issuer. If any Financial Indebtedness bears a floating rate of interest and is being given pro
forma effect, the interest on such Financial Indebtedness shall be calculated as if the rate in effect on the
Transaction Date had been the applicable rate for the entire period;
“Finance Lease Obligations” means, in respect of any entity, the obligations of such entity to pay rent or
other amounts under any lease of (or other arrangement conveying the right to use) real or personal property
which are required to be classified and accounted for as finance leases under International Financial
Reporting Standards, and, for the purposes of these Conditions, the amount of such obligations at any time
shall be the capitalised amount thereof at such time determined in accordance with International Financial
Reporting Standards;
“Financial Indebtedness” means, in relation to any entity at any date, without duplication:
(a)

all indebtedness of such entity for borrowed money;

(b)

all obligations of such entity for the purchase price of property or services to the extent the payment
of such obligations is deferred for a period in excess of 120 days (other than trade payables) and
refundable deposits held as borrowings;

(c)

all obligations of such entity evidenced by notes, bonds, debentures or other similar instruments;

(d)

all indebtedness created or arising under any conditional sale or other title retention agreement with
respect to property acquired by such entity (unless the rights and remedies of the seller or lender under
such agreement in the event of default are limited to repossession or sale of such property);

(e)

all Finance Lease Obligations (to the extent treated as finance lease obligations in accordance with
International Financial Reporting Standards) or Synthetic Lease Obligations of such entity;

(f)

any indebtedness of such entity for or in respect of receivables sold or discounted (other than any
receivables to the extent they are sold or discounted on a non-recourse basis or on a basis where
recourse is limited solely to warranty claims relating to title or objective characteristics of the relevant
receivables);

(g)

any indebtedness of such entity for any amount raised under any other transaction (including any
forward sale or purchase agreement) having the commercial effect of a borrowing;

(h)

all indebtedness of such entity, contingent or otherwise, as an account party under acceptance, letter
of credit, completion guaranties, performance bonds or similar facilities; and

(i)

all obligations of such entity, contingent or otherwise, to purchase, redeem, retire or otherwise acquire
for value any capital stock of such entity prior to the respective maturity dates,

provided that indebtedness owing by one member of the Group to another member of the Group shall not be
taken into account;
“Group” means the Issuer and its Subsidiaries;
“Incur” means issue, assume, guarantee, incur or otherwise become liable for; provided, however, that any
Financial Indebtedness of an entity existing at the time such entity becomes a Material Subsidiary shall be
deemed to be Incurred by such person at the time it becomes a Material Subsidiary;
“Independent Transmission Operator” means each of:
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(a)

Bulgartransgaz EAD, a joint-stock company organised under the laws of Republic of Bulgaria and
registered with the Bulgarian Commercial Registry under UIC 175203478; and

(b)

Elektroenergien Sistemen Operator EAD, a joint-stock company organised under the laws of Republic
of Bulgaria and registered with the Bulgarian Commercial Registry under UIC 175201304;

“Mandatory Regulatory Measure” means any law, regulation, rule or other obligation:
(a)

falling within the legal or regulatory framework applicable to an Independent Transmission Operator;

(b)

with which an Independent Transmission Operator is required to comply; and

(c)

which results in that Independent Transmission Operator being obliged to:
(i)

make any investment in or acquisition of any assets from any person; or

(ii)

incur any Relevant Indebtedness for the purposes of making such investment and/or
acquisition; or

(iii)

enter into an agreement regarding either of (i) or (ii) above;

“Material Adverse Effect” means a material adverse effect on or material adverse change in:
(a)

the financial condition, assets, prospects or business of the Issuer, the consolidated financial condition,
assets, prospects, applicable regulatory conditions or business of the Issuer and its Subsidiaries;

(b)

the ability of the Issuer to perform or comply with its obligations under the Bonds; or

(c)

the validity, legality or enforceability of the Bonds;

“Material Subsidiary” means, at any time:
(a)

each of NPP Kozloduy EAD, TPP Maritsa East 2 EAD, Natsionalna Elektricheska Kompania EAD,
Elektroenergien Sistemen Operator EAD, Bulgargaz EAD, Bulgartransgaz EAD and Mini Maritsa
Iztok EAD;

(b)

any Subsidiary whose (A) total assets (consolidated in the case of a Subsidiary which itself has
subsidiaries) represent not less than 10 per cent. of the consolidated total assets of the Issuer and its
Subsidiaries taken as a whole or (B) nominal revenue (excluding the impact of intragroup sales and
consolidated in the case of a Subsidiary which itself has subsidiaries) represent not less than 10 per
cent. of the total nominal revenue (excluding the impact of intragroup transactions) of the Issuer and
its Subsidiaries taken as a whole, all as calculated respectively by reference to the most recent audited
financial statements (consolidated or, as the case may be, unconsolidated) of such Subsidiary and the
most recent consolidated audited financial statements of the Issuer and its Subsidiaries; and

(c)

any Subsidiary to which is transferred all or substantially all of the assets and undertaking of a
Subsidiary of the Issuer which was a Material Subsidiary immediately prior to such transfer (which
Subsidiary shall cease to be a Material Subsidiary upon such transfer becoming unconditional) and so
that a Subsidiary of the Issuer which becomes a Material Subsidiary pursuant to this paragraph (c)
shall remain a Material Subsidiary only until the publication of the next consolidated audited financial
statements, unless on such publication, it remains a Material Subsidiary pursuant to paragraph (a) or
(b) above;

“Permitted Security” means, in respect of a Subsidiary, any mortgage, charge, lien, pledge or other security
interest which such Subsidiary creates in its capacity as an Independent Transmission Operator:
(a)

pursuant to a Mandatory Regulatory Measure other than an Adverse Regulatory Measure; or

(b)

as a result of a valid decision by the management of that Independent Transmission Operator which,
pursuant to Chapter IV, Section III of the Bulgarian Energy Act, falls within its exclusive competence,
provided that the granting of such Permitted Security or (or such decision to grant such Permitted
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Security) was validly approved in writing by the relevant regulator prior to it being granted (where
required by law) and does not and is unlikely to cause a Material Adverse Effect;
“Relevant Indebtedness” means any indebtedness which is in the form of, or represented or evidenced by,
bonds, notes, debentures, loan stock or other securities which for the time being are, or are intended to be or
capable of being, quoted, listed or dealt in or traded on any stock exchange or over-the-counter or other
securities market;
“Relevant Period” means each period of twelve months ending on the last day of the Issuer’s financial year
and each period of twelve months ending on the last day of the first half of the Issuer’s financial year;
“Subsidiary” means any entity (i) whose financial statements at any time are required by law or in
accordance with generally accepted accounting principles to be fully consolidated with those of the Issuer,
(ii) more than 50 per cent of whose voting share capital is owned or controlled, directly or indirectly, by the
Issuer or by one or more Subsidiaries of the Issuer or (iii) in respect of which the Issuer is entitled to appoint
or remove a majority of the board of directors.
“Synthetic Lease Obligations” means all monetary obligations of an entity under:
(a)

a so-called synthetic, off-balance sheet or tax retention lease; or

(b)

an agreement for the use or possession of property creating obligations which do not appear on the
balance sheet of such entity but which, upon the insolvency or bankruptcy of such entity, would be
characterised as the Financial Indebtedness of such entity (without regard to accounting treatment);
and

“Transaction Date” means, with respect to the incurrence of any Financial Indebtedness, the date on which
such Financial Indebtedness is to be incurred.
5

Interest

The Bonds bear interest on their outstanding principal amount from and including 7 November 2013 at the
rate of 4.250 per cent. per annum, payable annually in arrear on 7 November in each year (each an “Interest
Payment Date”), subject as provided in Condition 7 (Payments).
Each Bond will cease to bear interest from the due date for redemption unless, upon surrender of the
corresponding Certificate representing such Bond, payment of principal is improperly withheld or refused.
In such event it shall continue to bear interest at such rate (both before and after judgment) until whichever
is the earlier of (a) the day on which all sums due in respect of such Bond up to that day are received by or
on behalf of the relevant Bondholder, and (b) the day seven days after the Fiscal Agent has notified
Bondholders of receipt of all sums due in respect of all the Bonds up to that seventh day (except to the extent
that there is failure in the subsequent payment to the relevant holders under these Conditions).
Where interest is to be calculated in respect of a period which is equal to or shorter than an Interest Period
(as defined below), the day-count fraction used will be the number of days in the relevant period, from and
including the date from which interest begins to accrue to but excluding the date on which it falls due,
divided by the number of days in the Interest Period in which the relevant period falls (including the first
such day but excluding the last).
In these Conditions, the period beginning on and including 7 November 2013 and ending on but excluding
the first Interest Payment Date and each successive period beginning on and including an Interest Payment
Date and ending on but excluding the next succeeding Interest Payment Date is called an “Interest Period”.
Interest in respect of any Bond shall be calculated per EUR 1,000 in principal amount of the Bonds (the
“Calculation Amount”). The amount of interest payable per Calculation Amount for any period shall be
equal to the product of the rate of interest specified above, the Calculation Amount and the day-count fraction
for the relevant period, rounding the resulting figure to the nearest cent (half a cent being rounded upwards).
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6

Redemption, Purchase and Cancellation

(a)

Final Redemption:
Unless previously redeemed, or purchased and cancelled, the Bonds will be redeemed at their
principal amount on 7 November 2018.

(b)

Redemption for Taxation and other Reasons:
The Bonds may be redeemed at the option of the Issuer in whole, but not in part, at any time, on giving
not less than 30 nor more than 60 days’ notice to the Bondholders (which notice shall be irrevocable),
at their principal amount, (together with interest accrued to the date fixed for redemption), if (i) the
Issuer has or will become obliged to pay additional amounts as provided or referred to in Condition
8 (Taxation) as a result of any change in, or amendment to, the laws or regulations of the Republic of
Bulgaria or any political subdivision or any authority thereof or therein having power to tax, or any
change in the application or official interpretation of such laws or regulations, which change or
amendment becomes effective on or after 5 November 2013, and (ii) such obligation cannot be
avoided by the Issuer taking reasonable measures available to it, provided that no such notice of
redemption shall be given earlier than 90 days prior to the earliest date on which the Issuer would be
obliged to pay such additional amounts were a payment in respect of the Bonds then due. Prior to the
publication of any notice of redemption pursuant to this Condition 6(b), the Issuer shall deliver to the
Fiscal Agent a certificate signed by two directors of the Issuer stating that the Issuer is entitled to
effect such redemption and setting forth a statement of facts showing that the conditions precedent to
the right of the Issuer so to redeem have occurred, and an opinion of independent legal advisers of
recognised standing to the effect that the Issuer has or will become obliged to pay such additional
amounts as a result of such change or amendment.

(c)

Change of Control Put Option: If, at any time while any of the Bonds remains outstanding, a
Change of Control (as defined below) occurs, each Bondholder shall have the option (unless, prior to
the giving of the Change of Control Notice (as defined below), the Issuer shall have given notice under
Condition 6(b)) to require the Issuer to redeem or, at the option of the Issuer, purchase (or procure the
purchase of) that Bondholder’s Bond(s) at 101 per cent. of the principal amount of the Bonds then
outstanding together with (or, where purchased, together with an amount equal to) interest (if any)
accrued to (but excluding) the Change of Control Put Date (as defined below). Such option (the
“Change of Control Put Option”) shall operate as follows:
(i)

if a Change of Control occurs the Issuer shall, within 14 days of the occurrence of such Change
of Control, give notice (a “Change of Control Notice”) to the Bondholders in accordance with
Condition 14 (Notices) specifying the nature of the Change of Control and the procedure for
exercising the option contained in this Condition 6(c);

(ii)

to exercise the Change of Control Put Option, the Bondholder must deliver at the specified
office of any Agent on any business day (as defined in Condition 7((g))) falling within the
period (the “Change of Control Put Period”) of 45 days after that on which a Change of
Control Notice is given, a duly signed and completed notice of exercise in the form (for the
time being current and which may, if the Certificate for such Bonds is held in a clearing system,
be any form acceptable to the clearing system delivered in any manner acceptable to the
clearing system) obtainable from the specified office of any Agent (a “Change of Control Put
Notice”) and in which the holder must specify a bank account complying with the requirements
of Condition 7 (Payments) to which payment is to be made under this Condition 6(c),
accompanied by the Certificate for such Bonds or evidence satisfactory to the Agent concerned
that the Certificate for such Bonds will, following the delivery of the Change of Control Put
Notice, be held to its order or under its control;

(iii)

the Issuer shall redeem or, at its option, purchase (or procure the purchase of) the relevant Bond
on the date (the “Change of Control Put Date”) being the fifteenth day after the date of expiry
of the Change of Control Put Period, unless previously redeemed or purchased and cancelled.
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Payment in respect of any Bond so delivered shall be made, if the holder duly specifies a bank
account in the Change of Control Put Notice to which payment is to be made on the Change of
Control Put Date, by transfer to that bank account, subject in any such case as provided in
Condition 7 (Payments); and
(iv)

a Change of Control Put Notice given by a holder of any Bond shall be irrevocable except
where, prior to the due date of redemption, an Event of Default has occurred and is continuing
in which event such holder, at its option, may elect by notice to the Issuer to withdraw the
Change of Control Put Notice and instead to give notice that the Bond is immediately due and
repayable under Condition 9 (Events of Default).

If 80 per cent. or more in principal amount of the Bonds then outstanding have been redeemed or
purchased pursuant to the foregoing provisions of this Condition 6(c), the Issuer may, on giving not
less than 30 nor more than 60 days’ notice to the Bondholders (which notice shall be irrevocable and
which shall be given within 30 days after the Change of Control Put Date), redeem or purchase, at its
option, all (but not some only) of the remaining Bonds at 101 per cent. of the principal amount of the
Bonds then outstanding together with (or, where purchased, together with an amount equal to) interest
(if any) accrued to (but excluding) the date of redemption or purchase, as the case may be.
For the purpose of this Condition 6(c), “Change of Control” means, in relation to the Issuer, the
Minister of the Economy and Energy (exercising the rights of the Bulgarian state) ceases to (i) hold,
directly or indirectly, 75 per cent. of the shares in the Issuer or (ii) hold, directly or indirectly, the right
to appoint all of the directors of the Issuer or (iii) otherwise control or have the power to control the
affairs and policies of the Issuer.
(d)

Purchase: the Issuer and its Subsidiaries (as defined in the Fiscal Agency Agreement) may at any time
purchase Bonds in the open market or otherwise at any price. The Bonds so purchased, while held by
or on behalf of the Issuer or any such Subsidiary, shall not entitle the holder to vote at any meetings
of the Bondholders and shall not be deemed to be outstanding for the purposes of calculating quorums
at meetings of the Bondholders or for the purposes of Condition 12(a).

(e)

Cancellation: Subject to the provisions of paragraph (d) above, all Certificates representing Bonds
purchased by or on behalf of the Issuer may be held, reissued, resold or surrendered for cancellation
to the Registrar and, upon surrender thereof, all such Bonds shall be cancelled forthwith. Any
Certificates so surrendered for cancellation may not be reissued or resold and the obligations of the
Issuer in respect of any such Bonds shall be discharged.

7

Payments

(a)

Method of Payment:
(i)

Payments of principal shall be made (subject to surrender of the relevant Certificates at the
specified office of any Transfer Agent or of the Registrar if no further payment falls to be made
in respect of the Bonds represented by such Certificates) in the manner provided in paragraph
(ii) below.

(ii)

Interest on each Bond shall be paid to the person shown on the Register at the close of business
on the business day before the due date for payment thereof (the “Record Date”). Payments of
interest on each Bond shall be made in the relevant currency by cheque drawn on a bank and
mailed to the holder (or to the first named of joint holders) of such Bond at its address
appearing in the Register. Upon application by the holder to the specified office of the Registrar
or any Transfer Agent before the Record Date, such payment of interest may be made by
transfer to an account in the relevant currency maintained by the payee with a bank.

(iii)

If the amount of principal being paid upon surrender of the relevant Certificate is less than the
outstanding principal amount of such Certificate, the Registrar will annotate the Register with
the amount of principal so paid and will (if so requested by the Issuer or a Bondholder) issue
a new Certificate with a principal amount equal to the remaining unpaid outstanding principal
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amount. If the amount of interest being paid is less than the amount then due, the Registrar will
annotate the Register with the amount of interest so paid.
(b)

Payments subject to Fiscal Laws: All payments are subject in all cases to any applicable fiscal or
other laws, regulations and directives in the place of payment, but without prejudice to the provisions
of Condition 8 (Taxation). No commission or expenses shall be charged to the Bondholders in respect
of such payments.

(c)

Payment Initiation: Where payment is to be made by transfer to an account in the relevant currency,
payment instructions (for value the due date, or if that is not a Business Day, for value the first
following day which is a Business Day) will be initiated, and, where payment is to be made by cheque,
the cheque will be mailed on the last day on which the Fiscal Agent is open for business preceding
the due date for payment or, in the case of payments of principal where the relevant Certificate has
not been surrendered at the specified office of any Transfer Agent or of the Registrar, on a day on
which the Fiscal Agent is open for business and on which the relevant Certificate is surrendered.

(d)

Appointment of Agents: The Fiscal Agent, the Registrar, and the Transfer Agents initially appointed
by the Issuer and their respective specified offices are listed below. The Fiscal Agent, the Registrar,
and the Transfer Agents act solely as agents of the Issuer and do not assume any obligation or
relationship of agency or trust for or with any Bondholder. The Issuer reserves the right at any time to
vary or terminate the appointment of the Fiscal Agent, the Registrar, or any Transfer Agent and to
appoint additional or other Transfer Agents, provided that the Issuer shall at all times maintain (i) a
Fiscal Agent, (ii) a Registrar, (iii) a Transfer Agent, (iv) a Paying Agent with a specified office in a
European Union member state that will not be obliged to withhold or deduct tax pursuant to European
Council Directive 2003/48/EC or any other European Union Directive implementing the conclusions
of the ECOFIN Council meeting of 26-27 November 2000 on the taxation of savings income or any
law implementing or complying with, or introduced in order to conform to, such Directive, and (v)
such other agents as may be required by any other stock exchange on which the Bonds may be listed.
Notice of any such change or any change of any specified office shall promptly be given to the
Bondholders.

(e)

Delay in Payment: Bondholders will not be entitled to any interest or other payment for any delay
after the due date in receiving the amount due on a Bond if the due date is not a Business Day, if the
Bondholder is late in surrendering or cannot surrender its Certificate (if required to do so) or if a
cheque mailed in accordance with Condition 7(a)(ii) arrives after the due date for payment.

(f)

Non-Business Days: If any date for payment in respect of any Bond is not a business day, the holder
shall not be entitled to payment until the next following business day nor to any interest or other sum
in respect of such postponed payment. In this Condition 7, “business day” means a day (other than a
Saturday or a Sunday) on which banks and foreign exchange markets are open for business in the
place in which the specified office of the Registrar is located and which is a TARGET Business Day.

“TARGET Business Day” means a day on which the TARGET System is open for the settlement of
payments in euro.
“TARGET System” means the Trans-European Automated Real-Time Gross Settlement Express Transfer
(TARGET2) system or any successor thereto.
8

Taxation

All payments of principal and interest by or on behalf of the Issuer in respect of the Bonds shall be made
free and clear of, and without withholding or deduction for, any taxes, duties, assessments or governmental
charges of whatever nature imposed, levied, collected, withheld or assessed by the Republic of Bulgaria or
any authority therein or thereof having power to tax, unless such withholding or deduction of such taxes,
duties, assessments or governmental charges is required by law. In that event the Issuer shall pay such
additional amounts as will result in receipt by the Bondholders of such amounts as would have been received

35

by them had no such withholding or deduction been required, except that no such additional amounts shall
be payable in respect of any Bond:
(a)

Other connection: held by or on behalf of a holder who is liable to such taxes, duties, assessments
or governmental charges in respect of such Bond by reason of his having some connection with the
Republic of Bulgaria other than the mere holding of the Bond; or

(b)

Surrender more than 30 days after the Relevant Date: in respect of which the certificate
representing it is presented for payment more than 30 days after the Relevant Date except to the extent
that the holder of it would have been entitled to such additional amounts on surrendering the
Certificate representing such Bond for payment on the last day of such period of 30 days; or

(c)

Payment to individuals: where such withholding or deduction is imposed on a payment to an
individual and is required to be made pursuant to European Council Directive 2003/48/EC or any
other European Union Directive implementing the conclusions of the ECOFIN Council meeting of
26-27 November 2000 on the taxation of savings income or any law implementing or complying with,
or introduced in order to conform to, such Directive.

“Relevant Date” in respect of any Bond means the date on which payment in respect of it first becomes due
or (if any amount of the money payable is improperly withheld or refused) the date on which payment in full
of the amount outstanding is made or (if earlier) the date seven days after that on which notice is duly given
to the Bondholders that, upon further surrender of the Certificate representing such Bond being made in
accordance with the Conditions, such payment will be made, provided that payment is in fact made upon
such surrender.
9

Events of Default

If any of the following events (“Events of Default”) occurs and is continuing:
(a)

Non-Payment: the Issuer fails to pay the principal of or any interest on any of the Bonds when due
and such failure continues for a period of seven days in the case of principal and 14 days in the case
of interest; or

(b)

Breach of Other Obligations: the Issuer does not perform or comply with any one or more of its
other obligations in respect of the Bonds which default is incapable of remedy or is not remedied
within 45 days after notice of such default shall have been given to the Fiscal Agent at its specified
office by any Bondholder; or

(c)

Cross-Default/Cross Acceleration: (i) any other present or future indebtedness (other than
indebtedness owed to another member of the Group) of the Issuer or any of its Material Subsidiaries
for or in respect of moneys borrowed or raised becomes (or, other than in the case of Natsionalna
Elektricheska Kompania EAD (“NEK”), becomes capable of being declared) due and payable prior
to its stated maturity by reason of any actual or potential default, event of default or the like
(howsoever described), or (ii) any such indebtedness is not paid when due or, as the case may be,
within any applicable grace period, or (iii) the Issuer or any of its Material Subsidiaries fails to pay
when due any amount payable by it under any present or future guarantee for, or indemnity in respect
of, any moneys borrowed or raised (other than a failure to pay when due any amount payable by it
under any present or future guarantee for, or indemnity in respect of, any moneys borrowed or raised
from another member of the Group), provided that the aggregate amount of the relevant indebtedness,
guarantees and indemnities in respect of which one or more of the events mentioned above in this
Condition 9(c) have occurred equals or exceeds EUR 25,000,000 or its equivalent (on the basis of the
middle spot rate for the relevant currency against the U.S. dollar as quoted by any leading bank on the
day on which this paragraph operates); or

(d)

Enforcement Proceedings: a distress, attachment, execution or other similar legal process is levied,
enforced or sued out on or against any substantial part of the property, assets or revenues of the Issuer
or any of its Material Subsidiaries and is not discharged or stayed within 45 days; or
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(e)

Security Enforced: any mortgage, charge, pledge, lien or other encumbrance, present or future,
created or assumed by the Issuer or any of its Material Subsidiaries in respect of a material part of the
property, assets or revenues of the Issuer or any of its Material Subsidiaries becomes enforceable and
any step is taken to enforce it (including the taking of possession or the appointment of a receiver,
manager or other similar person); or

(f)

Insolvency: (i) the Issuer or any of its Material Subsidiaries (other than in the case of NEK) (A) is (or
is, or could be, deemed by law or a court to be) insolvent or bankrupt or unable to pay its debts, (B)
stops, suspends or threatens to stop or suspend payment of all or a material part of (or all of a
particular type of) its debts, (C) proposes or makes any agreement for the deferral, rescheduling or
other readjustment of all of (or all of a particular type of) its debts (or of any part which it will or might
otherwise be unable to pay when due) other than any deferral, rescheduling or other adjustment (a) on
a solvent basis in respect of debts not exceeding EUR 50,000,000 in the aggregate or (b), without
prejudice to (a), pursuant to an Unbundling, or (D) proposes or makes a general assignment or an
arrangement or composition with or for the benefit of the relevant creditors in respect of any of such
debts other than any assignment, arrangement or composition (a) on a solvent basis in respect of debts
not exceeding EUR 50,000,000 in the aggregate or (b), without prejudice to (a), pursuant to an
Unbundling, or a moratorium is agreed or declared in respect of or affecting all or any substantial part
of (or all of a particular type of) the debts of the Issuer or any of its Material Subsidiaries (other than
NEK) and (ii) in the case of NEK, it is declared by a Bulgarian court to be insolvent; or

(g)

Winding-up: an order is made or an effective resolution passed for the winding-up or dissolution of
the Issuer or any of its Subsidiaries, or the Issuer ceases or threatens to cease to carry on all or
substantially all of its business or operations, except for the purpose of and followed by a
reconstruction, amalgamation, reorganisation, merger or consolidation (i) on terms approved by an
Extraordinary Resolution of the Bondholders, or (ii) in the case of a Subsidiary, whereby the
undertaking and assets of the Subsidiary are transferred to or otherwise vested in the Issuer or another
of its Subsidiaries; or

(h)

Illegality: it is or will become unlawful for the Issuer to perform or comply with any one or more of
its obligations under any of the Bonds; or

(i)

Analogous Events: any event occurs which under the laws of any relevant jurisdiction has an
analogous effect to any of the events referred to in any of paragraphs (d) to (h) of this Condition 9.

then any Bond may, by notice in writing given to the Fiscal Agent at its specified office by the holder, be
declared immediately due and payable whereupon it shall become immediately due and payable at its
principal amount together with accrued interest without further formality unless such event of default shall
have been remedied prior to the receipt of such notice by the Fiscal Agent.
In these Conditions:
“Unbundling” means a structural separation of transmission activities and generation/supply activities in
respect of NEK and Elektroenergien Sistemen Operator pursuant to the Third Energy Liberalisation Package
adopted by the European Commission on 19 September 2007 (or any successor legislation).
10

Prescription

Claims against the Issuer for payment in respect of the Bonds shall be prescribed and become void unless
made within 10 years (in the case of principal) or five years (in the case of interest) from the appropriate
Relevant Date in respect of them.
11

Replacement of Certificates

If any Certificate is lost, stolen, mutilated, defaced or destroyed, it may be replaced, subject to applicable
laws, regulations or other relevant regulatory authority regulations, at the specified office of the Registrar or
such other Transfer Agent as may from time to time be designated by the Issuer for that purpose and notice
of whose designation is given to Bondholders, in each case on payment by the claimant of the fees and costs
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incurred in connection therewith and on such terms as to evidence, security, indemnity and otherwise as the
Issuer may require (provided that the requirement is reasonable in light of prevailing market practice).
Mutilated or defaced Certificates must be surrendered before replacements will be issued.
12

Meetings of Bondholders, Modification and Substitution

(a)

Meetings of Bondholders: The Fiscal Agency Agreement contains provisions for convening
meetings of Bondholders to consider matters affecting their interests, including the sanctioning by
Extraordinary Resolution of a modification of any provision of these Conditions or the provisions of
the Fiscal Agency Agreement. Such a meeting may be convened by Bondholders holding not less than
10 per cent in principal amount of the Bonds for the time being outstanding. The quorum for any
meeting convened to consider an Extraordinary Resolution will be two or more persons holding or
representing not less than 50 per cent. in principal amount of the Bonds for the time being outstanding,
or at any adjourned meeting two or more persons being or representing Bondholders whatever the
principal amount of the Bonds held or represented, unless the business of such meeting includes
consideration of proposals, inter alia, (i) to modify the maturity of the Bonds or the dates on which
interest is payable in respect of the Bonds, (ii) to reduce or cancel the principal amount of, or interest
on, the Bonds, (iii) to change the currency of payment of the Bonds, or (iv) to modify the provisions
concerning the quorum required at any meeting of Bondholders or the majority required to pass an
Extraordinary Resolution, in which case the necessary quorum will be two or more persons holding
or representing not less than 75 per cent, or at any adjourned meeting not less than 25 per cent, in
principal amount of the Bonds for the time being outstanding. Any Extraordinary Resolution duly
passed shall be binding on Bondholders (whether or not they were present at the meeting at which
such resolution was passed).
The Fiscal Agency Agreement provides that a resolution in writing signed by or on behalf of the
holders of not less than 75 per cent. in principal amount of the Bonds outstanding shall for all purposes
be as valid and effective as an Extraordinary Resolution passed at a meeting of Bondholders duly
convened and held. Such a resolution in writing may be contained in one document or several
documents in the same form, each signed by or on behalf of one or more Bondholders.

(b)

Modification of the Fiscal Agency Agreement: The Issuer shall only permit any modification of, or
any waiver or authorisation of any breach or proposed breach of or any failure to comply with, the
Fiscal Agency Agreement, if to do so could not reasonably be expected to be prejudicial to the
interests of the Bondholders.

(c)

Substitution: The Issuer, or any previous substituted company, may at any time, without the consent
of the Bondholders, substitute for itself as principal debtor under the Bonds such company (the
“Substitute”) as is specified in the Fiscal Agency Agreement, provided that no payment in respect of
the Bonds is at the relevant time overdue. The substitution shall be made by a deed poll (the “Deed
Poll”), to be substantially in the form exhibited to the Fiscal Agency Agreement, and may take place
only if (i) the Substitute shall, by means of the Deed Poll, agree to indemnify each Bondholder against
any tax, duty, assessment or governmental charge which is imposed on it by (or by any authority in or
of) the jurisdiction of the country of the Substitute’s residence for tax purposes and, if different, of its
incorporation with respect to any Bond and which would not have been so imposed had the
substitution not been made, as well as against any tax, duty, assessment or governmental charge, and
any cost or expense, relating to the substitution, (ii) the obligations of the Substitute under the Deed
Poll and the Bonds shall be unconditionally guaranteed by the Issuer by means of the Deed Poll, (iii)
all action, conditions and things required to be taken, fulfilled and done (including the obtaining of
any necessary consents) to ensure that the Deed Poll and the Bonds represent valid, legally binding
and enforceable obligations of the Substitute and in the case of the Deed Poll of the Issuer have been
taken, fulfilled and done and are in full force and effect, (iv) the Substitute shall have become party
to the Fiscal Agency Agreement, with any appropriate consequential amendments, as if it had been an
original party to it, (v) legal opinions addressed to the Bondholders shall have been delivered to them
(care of the Fiscal Agent) from a lawyer or firm of lawyers with a leading securities practice in each
jurisdiction referred to in (i) above and in England as to the fulfilment of the preceding conditions of
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this Condition 12(c) and the other matters specified in the Deed Poll and (vi) the Issuer shall have
given at least 14 days’ prior notice of such substitution to the Bondholders, stating that copies, or
pending execution the agreed text, of all documents in relation to the substitution which are referred
to above, or which might otherwise reasonably be regarded as material to Bondholders, will be
available for inspection at the specified office of each of the Fiscal Agent, the Registrar and the
Transfer Agents. References in Condition 9 (Events of Default) to obligations under the Bonds shall
be deemed to include obligations under the Deed Poll, and, where the Deed Poll contains a guarantee,
the events listed in Condition 9 shall be deemed to include that guarantee not being (or being claimed
by the guarantor not to be) in full force and effect and the provisions of Conditions 9(c) - 9(h)
inclusive shall be deemed to apply in addition to the guarantor.
13

Further Issues

The Issuer may from time to time without the consent of the Bondholders create and issue further securities
either having the same terms and conditions as the Bonds in all respects (or in all respects except for the first
payment of interest on them) and so that such further issue shall be consolidated and form a single series
with the outstanding securities of any series (including the Bonds) or upon such terms as the Issuer may
determine at the time of their issue. References in these Conditions to the Bonds include (unless the context
requires otherwise) any other securities issued pursuant to this Condition and forming a single series with
the Bonds.
14

Notices

Notices to the holders of Bonds shall be mailed to them at their respective addresses in the Register and
deemed to have been given on the fourth weekday (being a day other than a Saturday or a Sunday) after the
date of mailing. So long as the Bonds are admitted to trading on, and listed on the official List of the Irish
Stock Exchange and the guidelines of the Irish Stock Exchange so require, notices to the holders of Bonds
shall also be filed with the Companies Announcement Office of the Irish Stock Exchange. Any such notice
shall be deemed to have been given on the date of such publication or, if published more than once, on the
first date on which publication is made.
15

Contracts (Rights of Third Parties) Act 1999

No person shall have any right to enforce any term or condition of the Bonds under the Contracts (Rights of
Third Parties) Act 1999.
16

Governing Law and Jurisdiction

(a)

Governing Law: The Fiscal Agency Agreement and the Bonds and any non-contractual obligations
arising out of or in connection with them are governed by, and shall be construed in accordance with,
English law.

(b)

Jurisdiction: The courts of England are to have jurisdiction to settle any disputes that may arise out
of or in connection with the Bonds (including a dispute relating to any non-contractual obligations
arising out of or in connection with the Bonds) and accordingly any legal action or proceedings arising
out of or in connection with any Bonds (“Proceedings”) may be brought in such courts. The Issuer
irrevocably submits to the jurisdiction of such courts and unconditionally waives and agrees not to
raise any objection to Proceedings in such courts whether on the ground of venue or on the ground
that the Proceedings have been brought in an inconvenient forum. This submission is made for the
benefit of each of the Bondholders and shall not limit the right of any of them to take Proceedings in
any other court of competent jurisdiction nor shall the taking of Proceedings in one or more
jurisdictions preclude the taking of Proceedings in any other jurisdiction (whether concurrently or
not).

(c)

Agent for Service of Process: The Issuer irrevocably appoints Law Debenture Corporate Services
Limited of Fifth Floor, 100 Wood Street, London, EC2V 7EX as its agent in England to receive
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service of process in any Proceedings in England based on any of the Bonds. If for any reason the
Issuer does not have such an agent in England, it will promptly appoint a substitute process agent and
notify the Bondholders of such appointment. Nothing herein shall affect the right to serve process in
any other manner permitted by law.
(d)

Waiver of Immunity: The Issuer agrees, to the extent that it may in any jurisdiction claim for itself
or its assets immunity from suit, execution, attachment (whether in aid of execution, before judgment
or otherwise) or other legal process, and to the extent that in any such jurisdiction there may be
attributed to itself or its assets or revenues such immunity (whether or not claimed), not to claim and
irrevocably waives such immunity to the full extent permitted by the laws of such jurisdiction.
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USE OF PROCEEDS
The net proceeds of the issue of the Bonds, expected to amount to EUR 497,685,000 after deduction of the
total fees and other costs and expenses incurred in connection with the issue of the Bonds, will be used by
the Issuer to repay on or shortly after the Issue Date its outstanding indebtedness under a bridge facility made
available by the Joint Lead Managers as lenders to the Issuer pursuant to a bridge facility agreement entered
into on 16 May 2013 (the “Bridge Facility”). The Bridge Facility matures on 16 November 2013 and as at
the date of this Prospectus, EUR 195,000,000 of the EUR 195,000,000 facility was drawn. Any remaining
net proceeds of the issue of the Bonds after repayment of the Bridge Facility will be used for the general
corporate purposes of the Group.
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BUSINESS DESCRIPTION
INTRODUCTION
BEH is the holding company for a group of companies which are principally engaged in electricity
generation, supply and transmission, natural gas transmission, supply and storage and coal mining and which
hold a leading position in the electricity and gas market in Bulgaria and, through electricity exports, in the
Balkans. BEH is wholly-owned by the Bulgarian state and is the largest state-owned company in terms of
total assets in Bulgaria.
The Group owns the main electricity generation facilities in the country as well as the electricity transmission
grid and the gas transmission and transit networks. The Group is also the public supplier of both electricity
and gas in Bulgaria and it is therefore a strategically important state company. The Group’s market share of
Bulgaria’s electricity generation was 63 per cent. in 2012 when it had an installed electricity generation
capacity of 6.3 gigawatts (GW) and generated 25.8 terawatt hours (TWh) of electricity.
BEH’s principal subsidiaries are:

•

NPP Kozloduy EAD (NPP Kozloduy) which owns the only nuclear generation plant in Bulgaria. In
2012, the Kozloduy nuclear power plant (NPP) accounted for 35 per cent. of Bulgaria’s total
electricity generation;

•

TPP Maritsa East 2 EAD (TPP Maritsa) which owns a lignite-fired thermal power plant (TPP). In
2012, the Maritsa TPP accounted for 22 per cent. of Bulgaria’s total electricity generation;

•

Natsionalna Elektricheska Kompania EAD (NEK) which owns a number of hydro power plants
(HPP) which, in 2012, accounted for 6 per cent. of Bulgaria’s total electricity generation. NEK is also
the public supplier and the provider of last resort of electricity in the country;

•

Elektroenerigen Sistemen Operator EAD (ESO) which is in the process of being unbundled from
NEK and will own and operate the country’s high and medium voltage electricity transmission grid.
It will also provide the centralised dispatching of the national electric power generation system. Most
of these activities are currently undertaken by NEK and references to NEK and/or ESO in connection
with transmission activity (other than the operation and management of the electricity system) should
be read as references to NEK pending the completion of the unbundling and to ESO following the
completion of the unbundling, which is expected to occur before the end of 2013;

•

Bulgartransgaz EAD (Bulgartransgaz) which is the owner and operator of Bulgaria’s gas
transmission and gas transit networks and also operates a significant gas storage facility;

•
•

Bulgargaz EAD (Bulgargaz) which is the public supplier of gas in the country; and
Mini Maritsa Iztok EAD (MMI) which operates an open pit lignite coal mine which supplies the
Group’s TPP as well as other customers.

BEH or its subsidiaries are participating in five international gas pipeline projects, namely the proposed
South Stream pipeline (which is at a pre-investment stage and for which several possible routes are being
discussed, all of which transit Bulgaria) and four interconnection pipeline projects between Bulgaria and
Greece, Romania, Serbia and Turkey, respectively, which are at different stages of development. The
Nabucco Gas Pipeline (which had been planned to connect Turkey to Austria through Bulgaria, Romania and
Hungary) has been abandoned as the Shah-Deniz II consortium, which runs the largest gas field in
Azerbaijan, awarded the contract for the transportation of gas to the Trans Adriatic Pipeline (TAP), which
runs through Greece and Albania and under the Adriatic Sea to Southern Italy.
By virtue of a decree of the Bulgarian Council of Ministers dated 12 May 1993, BEH is a sole-owner joint
stock company, wholly-owned by the Bulgarian government. It is registered in Bulgaria with registration
number BG 831373560. Its registered address is 1000 Sofia, Oborishte Municipality, 16 Veslets Str. Bulgaria
and its telephone number is +359 2926 3800.
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HISTORY
BEH is a successor of the state-owned company Neft i Gas (Oil and Gas) which was established in 1973. In
1990, the company was renamed Bulgargaz and, in May 1993, it was restructured as a sole owner joint-stock
company in accordance with a Decree of the Council of Ministers dated 12 May 1993 for an indefinite
period.
In October 2006, Bulgargaz was transformed into Bulgargaz Holding EAD through the spin-off of two soleowner joint stock companies, Bulgartransgaz EAD and Bulgargaz EAD. Bulgartransgaz EAD and Bulgargaz
EAD became legal successors of the respective parts of the property (rights and obligations) of the former
Bulgargaz.
In September 2008, Bulgargaz Holding EAD was renamed Bulgarian Energy Holding EAD and its capital
was increased through an in-kind contribution at par value of all the shares in the capital of NEK, NPP
Kozloduy, TPP Maritsa and MMI.
STRATEGY
Short-term strategic goals
The Group has a number of short-term strategic goals principally aimed at strengthening the financial
position of the Group and improving the regulatory framework in which the Group operates, many of which
were achieved in the most recent regulatory announcement for the period from July 2013 to June 2014,
which is described under “Regulation, Environment and Health and Safety”. In addition to the positive
benefits which the Group expects to flow from the most recent regulatory announcement, the Group intends
to enhance its financial performance by implementing measures to improve operating efficiency and reduce
costs. For example, as part of the Group’s on-going cost reduction plans, new streamlined monitoring
procedures for public procurement were introduced in April 2012 and workforce restructuring has resulted
in reduced average annual labour costs in 2012.
The Group is also in discussions with:

•
•

its shareholder in relation to capitalising its 2012 dividend payment of BGN 206 million;
certain lenders in relation to extending the maturity of their loans for periods of up to 24 months; and

The Group is also aiming to diversify its funding sources, with the issue of the Bonds being an example of this.
Mid- to long-term strategic goals in main business areas
As a state-owned energy group, the Group’s mid- to long-term strategy is synonymous with the Bulgarian
state’s energy policy. This policy seeks to guarantee the security of Bulgaria’s energy supply, its
independence through the diversification of suppliers and supply routes and to preserve and develop the
specific advantages of the Bulgarian energy sector and its position in the regional and European market,
while strictly complying with the requirements of European and Bulgarian legislation. Within this context,
BEH was established to ensure strategic and efficient management of its constituent business units and to
secure the preservation and development of specific advantages of the Bulgarian energy sector and Bulgaria’s
position in the regional and European market.
The Group’s strategy focuses on completing a range of priority infrastructure projects and achieving goals set
by its shareholder to enhance its position in the national and regional energy sector. The capital expenditure
associated with the Group’s priority infrastructure projects is discussed under “Financial review—Liquidity and
capital resources—Capital expenditure”. The Group’s priority infrastructure projects include:
Electricity

•

the rehabilitation and reconstruction of its existing nuclear facilities to extend their useful lives and
attract strategic investors for the possible construction of new facilities;
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•

the construction of new electricity generation capacity to replace facilities that have been
decommissioned, as well as investment in new balancing capacity to guarantee the security of the
energy system at peak loads; and

•

the removal of Belene nuclear power project from the Group’s structure.

Natural gas

•

the South Stream gas pipeline project as well as four interconnector projects with neighbouring
countries, which are intended to diversify the sources, and guarantee the security of, Bulgaria’s gas
supplies; and

•

the modernisation and expansion of its existing gas storage facility at Chiren.

The Group is also conducting feasibility studies in relation to the possible construction of a new gas storage
facility.
Coal mining

•

exploring possibilities for increasing the production capacity of MMI and improving the efficiency of
open pit mining, which includes investment in new heavy mining equipment; and

•

satisfying the requirements of the thermal power plants in the Maritsa East complex, in particular in
connection with their planned investments in new capacity.

Other mid- to long-term strategic goals
The Group’s other mid-to long-term strategic goals include:

•

improving the opportunities for capital investment in the Bulgarian energy sector, for example through
the possible implementation of public private partnership projects;

•
•

introducing and applying best management practices by attracting the best management in the sector;

•

advancing the quality of its human capital through training and developing its current and new
employees.

increasing the efficiency and efficacy of its activities by investing in new technology-based solutions
for the optimisation of product processes; and

COMPETITIVE STRENGTHS
The Group’s principal competitive strengths include:
Dominant position in the Bulgarian electricity and gas markets
The Group has a dominant position in the Bulgarian electricity and gas markets through its ownership of
significant generation assets which accounted for 63 per cent. of Bulgaria’s total electricity generation in
2012, through its ownership and operation of the country’s electricity transmission network and gas
transmission and transit networks and through its position as the public supplier of both electricity and gas
in Bulgaria.
Broad diversification of operations
The Group’s activities are broadly diversified within the energy sector and include:

•

electricity generation through the only NPP in Bulgaria, through a significant TPP and a number of
HPPs, high and medium voltage electricity transmission and the sale (including through exports) and
purchase of electricity;
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•
•

natural gas transmission and transit, natural gas storage and the sale and purchase of natural gas; and
coal mining and the sale of coal.

Strategic asset base
The Group owns a significant proportion of the country’s strategic energy assets, including the electricity and
gas transmission networks and the two largest power plants in Bulgaria, one of which is nuclear powered and
the other is lignite-fired. As at 31 December 2012, the Group had consolidated assets of BGN 14.5 billion,
making it the largest state-owned company in Bulgaria.
Strong links with the Bulgarian state
The Group’s activities make a significant contribution to the national GDP (7.5 per cent. in 2012) and to the
energy security and economic growth of the country. The Bulgarian government views the Group as the
state’s strategic asset in the electricity and gas markets. The strong links with the state are evidenced by state
guarantees for approximately 40 per cent. of the Group’s debt, and strong operational ties. Government
support also helps to ensures favourable positioning for the Group in negotiations with international partners.
Extensive technical and managerial expertise
The Group believes that its dominant market position help it to attract top technical and managerial talent.
BUSINESS
Structure
The Group comprises BEH (which is a holding company) and eight wholly-owned subsidiaries as shown in
the diagram below:
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The shares of ESO were purchased by BEH from NEK at the beginning of 2013. The next step is for NEK to transfer the transmission
grid to ESO after receiving official consent from NEK’s financing institutions.

Electricity
The Group’s electricity business is carried out by four of its subsidiaries: TPP Maritsa, NPP Kozloduy, NEK
and ESO. TPP Maritsa, NPP Kozloduy and NEK all generate electricity through a thermal power plant, a
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nuclear power plant and hydro-power plants, respectively. NEK buys and sells electricity on both the
regulated and free market. Its principal customers are the four medium and low voltage electricity supply
companies in Bulgaria but it also supplies electricity directly to around 90 industrial customers. NEK also
exports electricity. ESO is responsible for electricity transmission and runs Bulgaria’s electricity grid.
The table below shows the electricity generation mix for each of the two years ended 31 December 2012.

Nuclear power plant generation ..............................................................................
Thermal power plant generation ............................................................................
Hydro power plant generation ................................................................................
Total generation ....................................................................................................

2012
––––––––
GWh

2011
––––––––
GWh

14,861
7,984
2,999
25,844

15,264
9,543
2,811
27,618

TPP Maritsa
TPP Maritsa owns and operates the largest thermal power plant in Bulgaria. The TPP occupies 512 hectares
and is one of the four thermal power plants at the “Maritsa East” complex. The TPP is fuelled by lignite coal
obtained locally from the Group’s coal extraction company, MMI. The TPP commenced operations in 1966
and currently comprises eight generation units, each with a Flue Gas Desulphurisation Plant with over 94 per
cent. efficiency. The installed generation capacity of the TPP is 1,600 MW and the Group’s licence to operate
the TPP expires in 2021. The Group is currently considering the feasibility of extending the useful life of the
plant to take advantage of the fact that MMI’s coal reserves are expected to be sufficient to service the current
usage for a period of between 60 and 70 years. A rehabilitation project in relation to two of the plants’ units
is expected to increase the TPP’s capacity to 1,630 MW by the end of 2014.
The TPP’s principal supplier is MMI and its principal customer on the regulated market is NEK. The TPP
has long-term contracts with both companies which run until 2015. In 2011 and 2012, approximately 19 per
cent. of TPP’s sales were to NEK with the remaining sales being made on the free market to industrial
companies and electricity traders at commercially negotiated prices. The prices for sales to NEK are
regulated by SEWRC. Previously they were set on an annual basis and comprised the price for electricity
sold and for the availability of cold reserve (i.e. the available capacity of the plant to maintain a secure
electricity system). In July 2013, the Bulgarian Energy Act was amended to allow for a new, more
transparent, cost allocation mechanism. As a result, the price for the availability of cold reserve is no longer
determined by SEWRC and instead the cold reserve is to be tendered. The price for lignite coal supplied to
the TPP is commercially agreed between the TPP and MMI on a periodic basis. Volumes of purchased coal
are based on the TPP’s budget for the production and sale of electricity and are updated on a quarterly basis.
Neither of the contracts contain take or pay arrangements.
In 2012, the TPP generated 7,984 GWh of electricity, equal to 22 per cent. of Bulgaria’s total electricity
generation. In 2011, the TPP generated 9,543 GWh of electricity, equal to 24 per cent. of Bulgaria’s total
electricity generation. The TPP’s generation fell in 2012, principally as a result of a lower capacity utilisation
rate due to dispatch limitations and NEK’s obligation to purchase energy from the three other TPPs in the
Maritsa East complex in accordance with long-term power purchase agreements between NEK and those
TPPs. In addition, there were two export interruptions of electricity in January and February due to an
employee strike at MMI and adverse weather conditions which hampered coal extraction production as well
as planned overhauls at the TPP taking longer than expected.
See also “Regulation Environment and Health and Safety” for a discussion of the impact of the EU’s
emissions trading system on the TPP.
NPP Kozloduy
NPP Kozloduy owns and operates the only nuclear power plant in Bulgaria. The NPP is located 200km north
of Sofia on the Danube River and covers a total area of 4,471 hectares. The NPP is Bulgaria’s main electricity
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generation plant, providing more than one third of the country’s electricity. It has recently undergone a
substantial modernisation programme and generates the cheapest electricity in the country.
The NPP was designed to operate with six pressurised water reactor units of Russian design with a total
electricity generation capacity of 3,760 MW. However, partly in order to comply with Bulgaria’s
commitments to the European Union, the operation of four reactors has ceased and the NPP currently
comprises only two reactor units with a total capacity of 2,000 MW. The operational licence for these
reactors, which were commissioned in 1987 and 1991, respectively, expire in 2017 and 2019, respectively.
NPP Kozloduy has a long-term investment strategy designed to extend the operating lifecycle of the two
existing units by 30 years until 2047 and 2051, respectively, assuming that it is able to renew its existing
licences. A decision on licence renewal is expected to be made during 2015.
The NPP obtains its nuclear fuel under long-term contracts from a Russian supplier. The NPP sells the
electricity generated to NEK and to approximately 20 other principal customers, being industrial companies
and energy traders. Prices and volumes under the nuclear fuel supply contract are agreed periodically. In
2011 and 2012, NPP Kozloduy sold approximately 60 per cent. of its electricity to NEK on the regulated
market. The remaining sales were made on the free market at commercially negotiated prices.
In 2012, the NPP generated 14,861 GWh of electricity, equal to 35 per cent. of Bulgaria’s total electricity
generation. In 2011, the NPP generated 15,264 GWh of electricity, equal to 34 per cent. of Bulgaria’s total
electricity generation. The reduction in electricity generation in 2012 was due to a planned overhaul of Unit
5, three unplanned shutdowns and two unplanned power reductions in Unit 6, as well as dispatch limits.
More than 4,000 people work at NPP Kozloduy as at 31 December 2012, which makes it one of the major
employers in Bulgaria.
Safety is NPP Kozloduy’s main priority and it is subject to independent state surveillance by the Nuclear
Regulatory Agency of the Bulgarian Council of Ministers. NPP Kozloduy’s safety has been assessed by the
International Atomic Energy Agency and other international bodies. Environmental protection is also a
fundamental issue. The plant monitors the background gamma radiation at its site through an automated
information system and the levels of this radiation have remained consistent with those existing prior to the
plant’s commissioning.
Council Directive 2011/70/Euratom of 19 July 2011 established a community framework for the responsible
and safe management of spent fuel and radioactive waste and these provisions were implemented in Bulgaria
through the Act on the Safe Use of Nuclear Energy. The Directive requires that Member States present
national programmes, indicating when, where and how they will construct and manage final spent fuel
repositories guaranteeing the highest safety standards. Bulgaria’s National Nuclear Fuel Management
Strategy was adopted by the Bulgarian Council of Ministers in 2004 and will remain in force until 2030. The
strategy provides that NPP Kozloduy should cover the annual transportation and associated costs for at least
50 tonnes of spent nuclear fuel (SNF) from the four decommissioned units based on existing transportation,
storage and processing contracts with a Russian company. The transportation of this SNF creates capacity in
the existing SNF repository for the storage of SNF created by units 5 and 6. NPP Kozloduy recognises
provisions for the storage and transportation of SNF. Units 1-4 were decommissioned once they became
outdated and non-compliant with EU safety requirements.
In November 1999, the Bulgarian government and the European Commission signed a Memorandum of
understanding in which the Bulgarian government undertook a firm commitment to close and decommission
Units 1 - 4 of the NPP as part of its EU accession agreement. The Kozloduy International Decommissioning
Support Fund (KIDSF) has been established, administered by the European Bank for Reconstruction and
Development (EBRD), in order to support the decommissioning activities and to mitigate the negative
consequences of the units’ early closure. Part of the purpose of the KIDSF is to assist in the necessary
restructuring, upgrading and modernisation of the energy production, transmission and distribution sectors
as well as to improve energy efficiency. The KIDSF decommissioning package provides grant financing for
facilities designed to provide interim storage of the spent fuel and management of the radioactive wastes
generated.
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Pursuant to a decommissioning plan approved by the Bulgarian government in 2004, the four closed reactors
at the NPP have been transferred to, and are being decommissioned by, a separate State-owned company and
accordingly are no longer the responsibility of NPP Kozloduy. In relation to the remaining two units, the
Group is required to pay an annual fee, which amounted to BGN 85 million in 2012 and BGN 88 million in
2011, to a decommissioning fund. As at 31 December 2012, the total fund amounted to BGN 1,220 million.
According to the initial assessment, the total costs for decommissioning units 1 to 4 in the period from 2003
to 2020 would amount to approximately EUR 1,542 million (approximately BGN 3 billion). A significant
part of these costs is being met by international funds administered by EBRD and EU support of around EUR
850 million provided in the period up to 2013.
NEK
NEK is currently engaged in the generation, purchase and sale of electricity, the supply of electricity to
certain customers connected to the transmission grid and the import and export of electricity. As part of the
unbundling of ESO, the transmission activity and the transmission network assets will be transferred to ESO
with NEK remaining as a public supplier, an HPP operator and a trader on the regulated and free markets.
The unbundling process, which is subject to various consents from both lenders of NEK and SEWRC, is
expected to be completed during 2013.
NEK has a central position in the Bulgarian electricity system. It generates power through 30 HPPs and
pump storage power plants (PSPPs) owned and operated by it. In the regulated market, NEK acts as a single
buyer from power generators on the high-voltage grid. As the public provider of electric power in Bulgaria,
NEK is the single supplier of electricity at regulated prices to the four medium and low voltage distribution
companies in Bulgaria and to around 90 industrial customers who are connected to the grid. NEK also has a
substantial role in the free market.
NEK is the owner of 30 HPP and PSPPs, with a total installed capacity of 2,713 MW in generating mode,
and 937 MW in pumping mode. Most of the hydro power is generated by the 15 largest HPPs, which have
a total installed capacity of 2,630 MW. They are operated within four hydro power cascades: Belmeken
Sestrimo Chaira; Batak; Vacha; and Dolna Arda. All of these HPPs are used to cover peak loads and to
regulate the grid system. In 2012, the total electricity generated by NEK’s HPPs and PSPPs amounted to
2,999 GWh, equal to 6 per cent. of Bulgaria’s total electricity generation. In 2011, the total electricity
generated by NEK’s HPPs and PSPPs amounted to 2,811 GWh, equal to 6 per cent. of Bulgaria’s total
electricity generation.
The table below shows the electricity generation capacity of each of NEK’s 15 largest HPPs.
HPP
––––––––––––––––––
PSHPP Chaira
PSHPP Belmeken
HPP Sestrimo
PSHPP Orpheus
HPP Peshtera
HPP Kardjali
HPP Ivaylovgrad
HPP Momina klisura
HPP Tzankov kamak
HPP Studen kladenec
HPP Devin
HPP Krichim
HPP Aleko
HPP Teshel
HPP Batak
Total

Maximum installed capacity in MW
Pumping mode
Generating mode
–––––––––––––
–––––––––––––––
788
864
104
375
240
45
160
–
125
–
124
–
120
–
120
–
82
–
82
–
82
–
80
–
70
–
60
104
46
937
2,630
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Type of plant
––––––––––––––––
Pump storage plant
Pump storage plant
Hydro power plant
Pump storage plant
Hydro power plant
Hydro power plant
Hydro power plant
Hydro power plant
Hydro power plant
Hydro power plant
Hydro power plant
Hydro power plant
Hydro power plant
Hydro power plant
Hydro power plant

HPPs have a high degree of flexibility in the regulation of their output. The ability to control HPPs centrally
permits the Group to commence operation rapidly thereby facilitating the regulation of electricity output.
Neither conventional storage nor pumped storage HPPs produce greenhouse gas emissions and HPPs
represent an inexpensive source of electricity, particularly in periods of peak demand. In addition, PSPPs
allow the productive use of excess electricity generated by base load plants by operating storage pumps in
periods of low demand. NEK uses its HPPs and PSPPs to enable it to act as a balancing party. The PSPPs
are mainly used to optimise the load of the nuclear and thermal power plants and to provide the necessary
reserves for the grid system. With the increase in the share of electricity produced from renewable energy
sources, PSPP costs are steadily increasing. The production of renewable energy is intermittent and
dependent on the occurrence of the source (whether solar, wind or water), and it is necessary to accumulate
such energy in times of minimum load and utilise it to cover peak hours during the day. To provide balancing
services to the regulated market, the 2012 pumped storage costs and related technological costs amounted to
1,103,094 MWh. During the last two years, this indicator has increased significantly as a result of the
enhanced participation of PSPPs in the regulation of the power system. In determining the regulated selling
prices to be charged by NEK in 2012, the amount of unrecognised costs to run pumped storage plants was
BGN 115,775 thousand.
NEK is focused on the rehabilitation and upgrade of its hydro power plants, as well as the construction of
new hydro power facilities. NEK also monitors, maintains and repairs dams (with multi-year, yearly,
seasonal, weekly and daily facilities), as well as more than 500 water intakes and hundreds of kilometres of
open-flow and pressurised water conveyance channels within the energy system.
The total capacity of the storage reservoirs operated by NEK represents 50.1 per cent. of the total controlled
water resources of the country. Safety of the dams is ensured by regular technical inspection programmes,
and all structures are equipped with control and instrumentation systems.
NEK operates its HPPs and PSPPs under a 35-year licence granted in February 2001. NEK also has a
separate public supply licence which expires in 2039.
NEK conducts electricity trading under a 10-year licence granted in June 2007. In its capacity as the public
provider of electricity it buys and sells electrical energy in the country at regulated prices determined by
SEWRC and also at freely determined prices in the electricity market. Within Bulgaria, NEK concludes
contracts with power producers and traders and, pursuant to the Energy Act, sells electricity to certain
industrial customers that are directly connected to the transmission network. In 2011 and 2012,
approximately 59 per cent. of NEK’s sales were made on the regulated market.
NEK also exports electricity and the Balkan countries are a traditional market for these exports. NEK seeks
to maintain and increase its market presence in the Balkan region. In addition to one year contracts, NEK
has started to use monthly and weekly export contracts as a result of which it has increased its capacity
utilisation and reduced the cost of availability payments to local power producers.
The table below shows NEK’s purchases and sales of electricity in each of 2011 and 2012. The figures in the
table include intra-Group transactions.

Electricity purchased ............................................................................................
Regulated market ..........................................................................................
Free market ..................................................................................................
Electricity sold ......................................................................................................
Regulated market ..........................................................................................
Free market (including exports) ..................................................................
Free market sales in Bulgaria ................................................................................
Export of electricity ................................................................................................

2012
––––––––
GWh

2011
––––––––
GWh

26,221
24,713
1,509
27,198
25,551
1,647
1,344
303

31,670
24,057
7,613
32,318
26,594
5,724
3,088
2,636

Exports to Greece and other Balkan countries have fallen over the past two years, principally due to the
economic downturn and to the increased cost of exports resulting from additional regulatory charges that
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were imposed on exports in 2011 and 2012. These charges are discussed further in “Financial review—
Principal factors affecting results of operations—Effect of supplemental charges”. Turkey is an increasingly
important export market, but the increase in exports to Turkey has not fully offset the fall in other countries
and this is the principal reason for the decrease in sales on the free market. The decline in purchased
electricity volumes is correlated to the decline in electricity sales.
ESO
ESO is the company which will own, maintain and operate Bulgaria’s 15,130 km national high and medium
voltage electricity transmission grid following completion of the on-going unbundling process. NEK
currently operates under a 35-year licence granted to NEK in December 2004 and ESO is in the process of
obtaining a new licence for the same activity. It will also administer the electricity market, hold tenders for
transmission capacity and provide the centralised dispatching of the national electric power generation
system. It will also co-operate with the power systems of other countries to ensure effective transmission.
All electricity generators and their customers in Bulgaria must use the Group’s transmission system. All
network users connected directly to the grid pay an initial connection fee and transmission tariffs which are
determined by SEWRC. The Bulgarian transmission network is also connected to the neighbouring systems
of Greece, Romania, Turkey, Serbia and Macedonia. The transmission system operators of neighbouring
countries coordinate the allocation and use of available transmission capacities through periodic auctions of
capacity.
ESO is responsible for the maintenance, development and construction of the Bulgarian electricity
transmission grid. It aims to provide high quality electricity service, while minimising transmission costs and
guaranteeing reliability and security. In order to satisfy the transmission requirements of the network users
and to achieve a high quality reliable transmission service, the network needs to be continuously maintained
in accordance with prescribed standards and developed, built and expanded to meet increasing electricity
demand. This maintenance includes the repair and replacement of overhead lines and underground cables,
primary and secondary equipment, auxiliary plants, telecommunications equipment and building structures
in sub-stations and switchyards.
In 2012, there was a 7.7 per cent. decline in the volumes transmitted compared to those in 2011, principally
reflecting a substantial decrease in electricity exports but also reduced domestic demand.
The National Dispatching Centre of ESO acts as an operator of the national power transmission system and
performs centralised real time dispatching, control and supervision of the electrical power system (EPS). Its
main assignment is to guarantee the reliable and efficient operation of the Bulgarian EPS and its
synchronised operation with the partners in the European Network of Transmission Systems Operators for
Electricity, known as the UCTE. There are four Regional Dispatching Centres covering the territory of
Bulgaria.
The unbundling process was started in May 2012 and is being effected in a tax neutral manner for each of
NEK, ESO and BEH. Debts related to the transmission network, which amount to EUR 53 million as of 31
December 2012, will be transferred to ESO after lender consents have been obtained. To date, shares in ESO
have been transferred from NEK to BEH and the spin-off of the transmission network and related assets and
liabilities from NEK to ESO is still on-going.
Gas
The Group’s gas business is carried out by Bulgargaz and Bulgartransgaz. Bulgargaz is the public supplier
of natural gas, while Bulgartransgaz is responsible for the transmission and transit of natural gas through
Bulgaria’s gas transmission and transit networks and also operates a gas storage facility.
Bulgargaz
Bulgargaz is principally engaged in the purchase and public supply of natural gas under a 35-year licence
granted in November 2006. The public supply of natural gas is performed in accordance with the licences
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issued to Bulgargaz, the Bulgarian Energy Act and other secondary regulatory acts, which are in compliance
with European legislation and the requirements of SEWRC.
The majority of the gas purchased by Bulgargaz is imported from Russia under long-term take or pay
contracts with Gazprom. In November 2012, Bulgargaz and Gazprom entered a new 10-year gas supply
contract with an option, at the discretion of each party, for renegotiation after the sixth year. The new contract
covers gas volumes of 2.8 billion cubic metres per year and the price formula is linked to the prices of oil
products. The new contract has resulted in an approximate 20 per cent. reduction in the prices previously
paid by Bulgargaz. The contract contains an 80:20 take or pay provision, which is more favourable than the
previous 90:10 provision. In addition, approximately 15 per cent. of the gas purchased by Bulgargaz is
purchased from a local producer under a purchase agreement with prices and volumes being agreed on a
periodic basis.
Bulgargaz supplies gas to 44 end suppliers and 220 customers directly connected to the transmission
network, principally district heating companies and industrial consumers. All of Bulgargaz’s current gas
supply agreements terminate at the end of 2013 with an extension option of one year until the end of 2014.
At the end of 2014 new supply agreements will be negotiated. The customers request the quantities of gas
they require on a daily, weekly, monthly and quarterly basis. Customers pay on a monthly basis for the gas
supplied. If the customer provides a bank guarantee payments can be made in arrears otherwise payment is
in advance with balancing payments being made after each month depending on the quantity of gas actually
received by the customer.
If a particular customer requests a certain quantity of gas which is more than 5 per cent. over the maximum
daily quantity specified in the agreement, the customer must pay a 10 per cent. premium on the additional
quantity of gas requested. If a customer requests a quantity which is more than 20 per cent. below the
maximum daily quantity under the agreement, the customer must pay for the unused quantity at a price that
is 10 per cent. higher. At the end of the year an invoice, which is payable at the end of January, is prepared
for each customer in respect of these premium amounts due.
The prices at which Bulgargaz sells gas are regulated by SEWRC. Until November 2012, they were 20 per
cent. lower than the prices which Bulgargaz was paying to Gazprom. For the first half of 2013 the prices at
which Bulgargaz sells gas were approximately 2 per cent. higher than the prices which Bulgargaz was paying
to Gazprom.
The table below shows the volumes of natural gas purchased and sold by Bulgargaz in each of 2011 and
2012.
2012
2011
–––––––– ––––––––
Mlnm3
Mlnm3
Gas purchases ..........................................................................................................
of which, imports ....................................................................................................
Gas sales ..................................................................................................................

2,617
2,281
2,738

2,969
2,563
2,987

Bulgartransgaz
Bulgartransgaz owns, operates and maintains the 1,700 km Bulgarian gas transmission grid and is engaged
in the storage, transit and transmission of natural gas and the maintenance, operation, management and
development of an underground gas storage facility. It also operates the 945 km gas transit network that
enables it to transit Russian gas from Romania to Greece, Macedonia and Turkey under ship-or-pay
contracts, solely with Gazprom. There is a separate contract between Gazprom and Bulgartransgaz EAD as
a transiter. The licences in respect of each of these activities were granted for a period of 35 years in
November 2006.
The activities for transmission, transit and storage of natural gas are performed in accordance with the
licences issued to Bulgartransgaz, the Bulgarian Energy Act and other secondary regulatory acts, which are
in compliance with European legislation and the requirements of SEWRC. The transmission and gas storage
markets are regulated.

51

The table below shows certain information relating to the Bulgarian gas transmission and transit networks in
each of 2011 and 2012.

Gas transmission grid capacity................................................................................
Gas transit grid capacity..........................................................................................
Gas transmitted........................................................................................................
Gas transited ............................................................................................................

2012
––––––––
Mlnm3

2011
––––––––
Mlnm3

8,000
18,700
2,680
14,997

8,000
18,700
2,988
15,058

Bulgartransgaz also owns Chiren UGS, which is the only underground gas storage facility in Bulgaria.
Chiren UGS has 22 exploitation wells, a compressor station with total installed power of 10 MW and other
technological installations necessary for ensuring the injection, withdrawal and quality of the stored natural
gas. The seasonal swings in the supply and consumption in the country are covered by the natural gas
quantities stored in Chiren UGS.
The capacity of Chiren is currently 550 million m3 of gas storage. In addition, there is 750 million m3 of
buffer gas which cannot be exploited because it serves to maintain storage pressures. The maximum daily
flow is 4.2 million m3.
Gas pipeline projects
The Group is involved in a number of joint ventures for the development of gas pipelines which are planned
to cross Bulgaria or to connect it with neighbouring countries. The one-way gas inter-connector between
Bulgaria and Romania is expected to start operation in early 2014. The South Stream pipeline project in
Bulgaria is expected to start construction in late 2013. The one-way gas inter-connector between Bulgaria
and Greece is due to start construction in early 2014 and to be finalised in late 2016. The one-way gas interconnectors with Serbia and Turkey are not expected to start construction until 2014.
The South Stream pipeline project involves the construction of a gas pipeline to transmit natural gas from
Russia to Italy and Austria through Bulgaria and the Black Sea. It is a joint venture between Gazprom and
BEH. The pipeline is intended to have an annual capacity of 30 billion cubic metres and will take two routes
through Bulgaria, northern and southern. The projected capital expenditure for the project is EUR 3.3 billion.
South Stream Bulgaria AD (which is equally owned by BEH and Gazprom) is expected to finance 80 per
cent. of the cost using external funding sources and 20 per cent. using shareholders’ equity. BEH’s
shareholders’s equity contribution is expected to be funded via external financing which will be repaid over
20 years, using the dividends from the operational pipeline. As a result, BEH does not expect to receive a
cash return for a considerable period after the completion of the project.
Coal
MMI is engaged in open pit mining of lignite coal and operates the largest lignite coal mine in Bulgaria under
a 35-year concession granted by the Bulgarian government in July 2008. The coal produced is sold to four
thermal power plants including the Group’s TPP, all of them located in the Maritsa-East complex. MMI
produces all of the coal briquettes and over 90 per cent. of the coal required for the thermal power plant
energy production in Bulgaria. The electric power generated within the Maritsa-East complex accounts for
more than 25 per cent. of the total electricity power generation in Bulgaria.
The production area of the coal mine is approximately 240 square kilometres and it has reserves of 2,096
million tonnes. The maximum extraction capacity of the mine is 35 million tonnes annually. The total lignite
coal extracted by MMI in 2012 amounted to 29.9 million tonnes compared to 33.1 million tonnes in 2011.
The decrease in 2012 was mainly due to a decrease in the consumption of lignite coal by the TPPs in the
Maritsa East complex.

52

Telecommunications
Bulgartel EAD was established in 2007 to manage the fibre-optic telecommunication system of Bulgargaz.
This system is 850 km long and provides an alternative wholesale supply service to telephone companies. Its
clients are principally telecommunications operators, corporate clients with significant international data
traffic and developed communications networks abroad. The Group intends to expand the range of services
offered by Bulgartel as well as its geographic scope of operations in Bulgaria. In particular, BEH plans to
integrate the fibre-optic networks of Bulgartel with those of Bulgartransgaz and NEK with a view to creating
the third or fourth largest fibre-optic telecommunications network in the country. This plan is expected to be
implemented following the completion of the unbundling of ESO. As at 31 December 2012, Bulgartel EAD
accounted for 0.1 per cent. of the Group’s consolidated total assets and it generated 0.05 per cent. of the
Group’s consolidated revenue in 2012.
SHAREHOLDER
The Republic of Bulgaria through the Minister of Economy and Energy is the sole owner of BEH. BEH has
strong operational ties with the State as the government is directly involved in the management of the Group.
The State has also guaranteed approximately 40 per cent. of the Group’s debt and has provided equity
injections to the Group in both 2008 and 2009. The Group was the biggest state-owned company in Bulgaria
in terms of assets as at 31 December 2012. No specific privatisation plans have been announced and the
Group is currently deemed to be of strategic importance to the State, which means that it cannot be privatised
without a change in law.
The Minister of Economy and Energy (the Minister) acts as, and is entitled to all the rights of, the General
Assembly of BEH. The powers of the Minister are regulated by the Commerce Act, the rules of procedure
for exercising the rights of the State in companies with a State shareholding and the Articles of association
of BEH (the Framework).
The Framework does not provide the Minister with direct powers regarding BEH’s subsidiaries, and the
governance and administration of the subsidiaries remains the responsibility of BEH’s management.
The Framework provides the Minister with a wide range of powers, including the power to:

•
•
•
•
•

amend BEH’s Articles of Association;
increase or decrease BEH’s share capital;
transform or dissolve BEH;
appoint and dismiss BEH’s directors and determine their remuneration; and
approve BEH’s business plan.

In addition, certain significant transactions can only be executed by BEH with the approval of the Minister.
This include the execution of loan agreements, disposals of fixed assets, the purchase and sale of shares in
other companies, joint ventures, the settlement of litigation and the provision of security over Group assets.
Bulgarian legislation does not differentiate between the ordinary customers of the Group and the State as a
customer. As a result, the State does not benefit from any favourable commercial treatment, although the
State is also not a major commercial client of the Group.
As of 31 December 2012 the share capital of BEH was BGN 2,612,003,862, divided into 2,612,003,862
shares of par value of BGN 1 each. The entire share capital has been subscribed and fully paid up. BEH’s
shares are ordinary, registered, non-preferential voting shares.
According to their articles of incorporation, BEH’s subsidiaries are each required to allocate as dividends to
BEH a certain percentage of their profit after tax and allocation to reserves. BEH is not taxed on these
dividends.
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As a State-owned company, BEH’s own dividend payments are determined annually by the State Budget Act.
Until 2009, the dividend payment to the State budget amounted to 50 per cent. of the net financial result for
the previous year and, from 2010, this was increased to 80 per cent of the net financial result. The net
financial result takes into account allocations to reserves and retained earnings from all previous periods after
meeting uncovered losses from previous periods. The new government has announced that it is planning to
reduce the dividend payments by State companies to match the levels applied before 2010.
COMPETITION
The Group is the leading electricity generator in Bulgaria and has over a 60 per cent. share of the electricity
generation market, based on national statistics from the Bulgarian National Statistical Institute for the first
eight months of 2013. It is also the sole operator of the electricity and gas transmission networks. As a result,
the Group principally competes with other generation companies in Bulgaria, although the Group is the only
generator with nuclear, thermal and hydro generation plants.
Electricity
The Group’s nuclear power plant is the only such plant in Bulgaria and is also the generator which supplies
the cheapest electricity. As a result, the NPP does not currently experience any serious competition, though
this could arise as the market develops to permit the import of other cheap sources of electricity.
The Group’s TPP is the largest facility of its kind in Bulgaria. A number of other TPPs operate in the Maritsa
East complex and their production capacities are listed below:
TPP Maritsa (Group owned) ........................................................................................................
TPP Contour Global Maritsa East 3 ............................................................................................
TPP AES Galabovo ......................................................................................................................
TPP Brickell..................................................................................................................................
TPP Maritsa 3 ..............................................................................................................................

1,600 MW
908 MW
670 MW
200 MW
120 MW

The main competitors for TPP Maritsa on the regulated market are Contour Global Maritsa Iztok 3 (which
completed the rehabilitation and modernisation of its plant in 2009) and the recently established AES
Galabovo which began operation in June 2011. Both companies are project funded and have long-term
contracts with NEK for the purchase of their electricity.
Through NEK, the Group operates 30 HPPs and PSPPs in Bulgaria, which together generated 6 per cent. of
Bulgaria’s total electricity generation in 2012. There are 86 HPPs and PSPPs operating in Bulgaria which
together generated 7.8 per cent. of Bulgaria’s total electricity generation in 2012.
Gas
Bulgargaz is the sole licensed public supplier of natural gas. It purchases natural gas at market prices and is
obliged to sell those quantities at regulated prices. As a result, Bulgargaz experiences competitive
disadvantage to Overgaz AD which is the major gas trading company in Bulgaria and is not subject to these
regulations.
In relation to the Group’s gas storage business, it is possible that other companies could construct gas storage
facilities in the future, although the construction of such facilities would be a time consuming project. EU
energy legislation and the construction of the planned interconnections could also increase competition in
the future through the facilitation of cheaper gas imports.
Bulgartransgaz is the sole licensed gas transmission company in Bulgaria and, as such, is not subject to
competition.
Coal
MMI currently has no significant competition in the supply of lignite coal to thermal power plants in
Bulgaria.
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RESEARCH AND DEVELOPMENT
Research and development (R&D) activities are carried out either by specialised units within each Group
company or are sub-contracted to companies which specialise in R&D.
MMI
MMI’s R&D projects, which were sub-contracted in 2012 for a two-year period, cover a wide range of areas
including technological mining processes, electricity and automation projects, various construction-related
projects and ecological projects.
NPP
NPP Kozloduy has a specialised development and modernisation division responsible for the management
of investment processes, activities related to international projects, international missions and inspections,
planning and construction of new units and activities related to the projects on the closure and
decommissioning of units.
INFORMATION TECHNOLOGY
The Group’s information systems are managed by BEH’s information technology (IT) department. The
development and implementation of applications is aimed at providing support to the business processes and
providing an integrated and centralised system. Business data is backed up on a daily basis.
BEH’s subsidiaries each have IT departments which are independent of BEH’s IT department and which
maintain high quality security standards in their operations.
INSURANCE
The Group’s total insurance premium expense for 2012 was BGN 67.5 million which divides up as follows:
2012
2011
––––––––– –––––––––
BGN ‘000 BGN ‘000
Insurance premium expense ....................................................................................

67,450

64,289

BEH and its principal subsidiaries maintain comprehensive insurance cover in respect of loss or damage to
property (including their respective power plants and sub-stations). This cover includes, but is not limited to,
fire, explosion, lightning, windstorms, hurricanes, vandalism, malicious damage, riots, strikes, locked out
workmen, labour disturbances, civil unrest, electrical damage and theft. Group companies also maintain
comprehensive general liability policies which provide cover against legal liability for causing any accidental
bodily injury or death to third parties or damage to their property, as well as cover for environmental liability.
The Group’s exposures are monitored through periodic risk surveys by its underwriters and reinsurers in
conjunction with BEH’s management and engineers.
Group companies do not carry any insurance cover for business interruption and sabotage and terrorism as
the costs of obtaining and maintaining such insurance cover are very high and BEH believes that it is more
economical for it to retain this exposure and to manage the risk itself.
In accordance with the Vienna Convention, the Bulgarian Nuclear Act provides that the operator of a nuclear
facility is liable for any damage caused by a nuclear accident up to BGN 96 million per accident and is
obliged to maintain insurance coverage for potential liabilities for nuclear damage in an amount not less than
BGN 192 million. The Group has insurance in place for its NPP, which provides coverage at these amounts.
However, notwithstanding any limitation of liability under the Bulgarian Nuclear Act and any additional
coverage under the Group’s insurance policies, any nuclear accident or failure at the Group’s NPP could
result in the Group incurring significant losses in excess of such amounts due to, among other things, a
potential shut-down of the nuclear facility and the resulting loss of generation capacity, remedial and
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replacement expenses and negative publicity from such an accident. See “Risk factors—Risk factors relating
to the Group—The Group may incur significant liabilities in the event of a nuclear accident” and “Risk
factors—Risk factors relating to the Group—The Group is unable to insure itself against all potential
accidents and may become subject to higher insurance premiums”.
LITIGATION
ZAO Atomstroyexport ASE
The Group is involved in a number of legal proceedings in the ordinary course of its business. In particular,
the Group is involved in litigation with ZAO Atomstroyexport ASE. The Group has retained legal counsel to
defend it and believes that its liabilities relating to such proceedings would not, individually or in aggregate,
have a material effect on the Group’s results of operations.
ZAO Atomstroyexport ASE has commenced proceedings at the Arbitration Tribunal of the International
Chamber of Commerce – Paris against the Group and is claiming damages and loss of profit for the amount
of BGN 1.8 billion in relation to the aborted construction of the Belene nuclear power plant. The Group’s
subsidiary NEK has counter-claimed. The proceedings are currently at an early stage and no provisions have
been made by the Group in respect of this litigation. According to the adopted procedure schedule the ruling
of the tribunal is not expected to be earlier than the second half of 2014.
EC competition proceedings
Electricity market
On 3 December 2012, the EC announced that it had opened formal proceedings to investigate whether BEH
is abusing its dominant market position in the wholesale electricity market in Bulgaria. The EC expressed
concerns that BEH might be hindering competition on the wholesale electricity markets in Bulgaria and
neighbouring Member States through territorial restrictions and is investigating certain provisions in
electricity supply agreements entered into by subsidiaries of BEH. According to the EC, these provisions
may restrict the trading partners’ freedom to deliver electricity purchased from subsidiaries of BEH by
prescribing where the electricity has to be delivered. No Statement of Objections has yet been issued by the
EC.
Gas market
On 5 July 2013, the EC announced that it had opened formal proceedings to investigate whether BEH is
abusing its dominant market position in the downstream gas market in Bulgaria. The EC is concerned that
BEH may be hindering competitors that are attempting to access Bulgaria’s gas transmission network and
gas storage facility by reserving capacity that is not used. As the proceedings are currently at a very early
stage, it is not yet possible to predict their outcome.
Certain other litigation in which the Group is involved is described in note 41 to the 2012 Financial
Statements.
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MANAGEMENT AND EMPLOYEES
General overview
BEH has a single tier management system, consisting of a General Assembly (which comprises its sole
owner) and a Board of Directors. The General Assembly appoints and oversees the Board of Directors and
exercises other powers pursuant to the Articles of Association. NPP Kozloduy, TPP Maritsa East 2,NEK,
Bulgargaz and Bulgartel also have single tier management systems with their own Boards of Directors.
Bulgartransgaz has a two-tier management system, consisting of both a Supervisory Board and a
Management Board. ESO, which is in the process of unbundling from NEK, will also have a two tier
management system comprising a Supervisory Board and a Management Board.
BEH Board of Directors
Members of the Management Board are appointed and replaced by the General Assembly. The Board of
Directors comprises three members. The entire Board, whose term was due to run until 27 March 2015, was
dismissed by the Minister on 18 June 2013 and new directors were appointed for a term of 3 years.
The Board of Directors makes decisions in accordance with domestic and international regulations, the
Articles of Association, the internal Rules of Procedure for the Board of Directors and company by-laws.
The members of the Board of Directors as of the date of this Prospectus are set out below:
Name

Position

Georgi Hristozov

Chairman of the Board of Directors

Boyan Boev

Member of the Board of Directors and Executive Director

Ilko Jelyazkov

Member of the Board of Directors

The business address of each member of the Board is 1000 Sofia, Oborishte Municipality, 16 Veslets Str.
Bulgaria. No member of the Board has any actual or potential conflict of interest between his duties to BEH
and his private interests and/or other duties.
Georgi Hristozov, Chairman of the Board – Mr. Hristozov joined BEH in June 2013. He has 30 years of
experience in the energy and industry sectors. Prior to joining BEH Mr. Hristozov was CEO of TPP Maritsa
East 2. He holds a Master’s degree in Engineering (thermal and nuclear energy).
Boyan Boev, Executive Director (BEH CEO) – Mr. Boev joined BEH in June 2013. Prior to joining BEH
he was CFO of TPP Maritsa East 2. Mr. Boev has a strong financial background in accounting, investment
and financial management and holds a Master’s degree in Economics, Accounting and Control.
Ilko Jelyazkov, Non-executive Director – Mr. Jelyazkov rejoined the Board of Directors of BEH in June
2013. He has over 30 years of experience in the energy and government sectors. Mr. Jelyazkov holds a
Master’s degree in Psychology with post-degree specialisation in management.
Employees
The table below sets out certain information on the Group’s employees as at 31 December in each of 2011
and 2012.

Number of staff..................................................................

Labour productivity - revenue/ number of personnel
(BGN’000) ........................................................................
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2012
––––––––
21,296

2011
––––––––
21,324

% change
2012/2011
––––––––
-0.13

2012
––––––––

2011
––––––––

% change
2012/2011
––––––––

305.66

285.95

6.89

Internal Audit
The Internal Audit Department acts on behalf of the Board of Directors, to monitor decision making
processes and the implementation of decisions at all levels of management. It reports any irregularities to the
Board.
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REGULATION, ENVIRONMENT AND HEALTH AND SAFETY
REGULATION
European legislative framework in relation to the energy sector
On 19 September 2007, the European Commission (the EC) adopted the Third Energy Liberalisation
Package. The Third Energy Liberalisation Package was designed to complete the liberalisation of the
electricity and gas markets within the EU. Its aim is the creation of a market with high standards of public
service and customer protection that allows consumers to freely choose their suppliers; a structural
separation of transmission activities and generation/supply activities (unbundling) and the establishment of
independent national energy regulators. The Third Energy Liberalisation Package contemplates a further
separation of supply and generation activities from transmission network operations.
The Third Energy Liberalisation Package principally comprises Directive 2009/72/EC concerning Common
Rules for an International Market in Electricity, Directive 2009/73/EC concerning Common Rules for the
International Market in Natural Gas, Regulation (EC) No. 714/2009 on Conditions for Access to the Network
for Cross-Border Exchanges in Electricity and Regulation (EC) No. 715/2009 on Conditions for Access to
Natural Gas Transmission Networks.
Implementation of the European legislative framework in Bulgaria
The Third Energy Liberalisation Package was introduced in the Republic of Bulgaria through amendments
to the Energy Act on 17 July 2012. The most significant changes are:

•

The unbundling process is almost finished in relation to the gas sector through the unbundling of
Bulgartransgaz and is half completed in relation to the electricity sector in relation to ESO where the
Group is currently in compliance with the requirements of the Second Energy Package. Although the
transmission system operators will remain within the Group, they will have to meet additional
requirements to guarantee the independence of their management and decision making powers.
Bulgartransgaz has submitted the certification documentation to the European Commission and is
waiting for the final approval. The shares of ESO have been transferred to BEH EAD and the next
step is the spin-off of the electricity grid from NEK EAD. The latter is subject to approval by NEK’s
lenders and their consent is expected at the end of September 2013.

•

Additional requirements were introduced for transparency and for creating a free market approach in
the management of transmission networks, including further guarantees for equal access to the
transmission network.

•

The extension of the powers of SEWRC, especially with regard to the monitoring of the liberalisation
process, consumer protection and co-operation with regulatory authorities from other EU countries.

•

New measures regarding household consumers of gas and electricity. These are expected to allow
households to benefit from the advantages of the liberalised market by enabling them to easily change
their suppliers.

Bulgarian legislative framework in relation to the energy sector
The Bulgarian energy sector is governed by a wide range of regulations. The key law governing the energy
sector is the Energy Act which regulates electricity generation; electricity and gas import, export and
transmission; the distribution of electricity, heat and natural gas; oil and oil product transmission through
pipelines; trade in electricity, heat and natural gas; and the powers of state bodies in formulating energy
policy, regulation and control. It lays down regulations upon which energy policies and strategies are
undertaken and allows energy activities to be undertaken both on the free market and as a public service. The
Energy Act is currently compliant with the requirements of the European legislation.
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In addition, a significant part of the secondary energy legislation in Bulgaria is also compliant with European
requirements. This legislation relates to licensing, price regulation, electricity metering, electricity trading
and transmission.
Regulation of activities in the energy sector
The SEWRC, which is the national regulatory authority for energy, was established by the Energy Act as a
specialised state body to regulate activities in the energy, water supply and sewerage sectors. SEWRC’s main
responsibilities are:

•
•
•
•
•
•
•

the issue, revision, amendment, termination and withdrawal of licences;
adoption of secondary legislation;
approval of general terms of contracts in the energy sector;
control over issued licences;
regulation of prices;
adoption and supervision of rules for trade and technical rules for networks in the energy sector; and
adoption and control over the implementation of price setting methodology.

Currently, in relation to the Group, SEWRC is finishing the assessment of the application of Bulgartransgaz
for certification as an independent transmission operator. The same process has been initiated in relation to
ESO and is half complete.
In accordance with the Energy Act, the following prices in the energy sector are subject to regulation by
SEWRC:
Electricity prices

•

the prices of the electricity generators within quotas set by SEWRC aimed to secure supplies to
protected consumers (households and small and medium-sized enterprises interconnected at lowvoltage);

•

the prices of the public supplier (NEK) for electricity sold to ESO and the four distribution companies
(CEZ, EVN, Energo-Pro and Zlatni Pyasatsi) for covering their technological costs losses from
transmission and operation of the respective grid;

•

the prices of the public supplier (NEK) for electricity sold to the end suppliers within the quotas set
by SEWRC;

•

the prices of the end suppliers for electricity sold to household consumers and industrial consumers
connected to the distribution network at low voltage level;

•
•

the prices for transmission of electricity by the transmission and distribution grids;

•
•

the prices for certain services related to licensed activities; and

the prices for interconnection to the transmission and distribution grids; the prices for access to the
transmission and distribution grid;

the prices or price components for compensation of public service obligations (i.e. renewable energy).

The prices for transmission and access are regulated under the “capital return rate” method. The prices
regulated according to this method are approved based on the necessary incomes including forecast
economically justified costs and return, as well as forecast volumes for the relevant regulatory period (which
shall be not shorter than one year).
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Costs for purchasing electricity produced from renewable energy sources and highly efficient co-generation
are classified as expenditures resulting from the public service obligations and are compensated through the
prices paid by all consumers in a transparent and non-discriminatory way. Under the existing mechanism the
costs for renewable energy and highly efficient co-generation are grouped together into a common “public
service obligation” fee. With respect to sourcing, NEK acts as a public provider and bears the obligation to
purchase electricity from renewable energy sources and highly efficient co-generation from power plants
interconnected to the transmission grid. The same obligation is imposed on each of the end suppliers for
power plants interconnected to the respective distribution grid. The costs borne by the end suppliers are
directly invoiced to NEK without any additional value. Nation-wide costs for renewable energy and highly
efficient co-generation are aggregated by NEK, thereby, forming the “public service obligation” costs.
The charge for public service obligation is then imposed only on consumers interconnected to the national
electricity system in an effort to promote exports of electricity. For this purpose, these costs are no longer
part of transmission charges. Acting as a public supplier, NEK passes these costs on to the end suppliers (to
be passed further downstream), distribution companies (for distribution losses), last resort suppliers and on
customers interconnected to the transmission grid for the electricity purchased from NEK (as an electricity
trader/ power generator). Equally, all electricity traders and power generators on the deregulated segment of
the market (regardless of grid interconnection) shall impose the public service obligation fee on their
customers and then remit the proceeds generated directly to NEK.
Costs for purchasing electricity produced by generators under long-term power purchase agreements with
AES-3C Maritsa East 1 EOOD and Contour Global Maritsa East 3 AD are classified as non-refundable
expenditures and are to be compensated through the prices paid by end suppliers, last resort suppliers and
distribution operators.
Following the amendment to the Energy Act on 5 July 2013, revenues generated from auctioning allowances
to emit greenhouse gasses will be used to offset the cost of purchasing electricity at preferential prices.
In addition, the amendment to the Energy Act has resulted in the following:

•

the cold reserve requirements were reduced by 50 per cent. This is expected to reduce NEK’s expenses
but will also decrease the income of TPP Maritsa. The overall impact on the Group is expected to be
positive as NEK is currently obliged to purchase cold reserve from power plants outside the Group as
well as from TPP Maritsa.

•

Incorporation of the green energy surcharge and highly efficient cogeneration surcharge into a new
single charge called “public service obligation fee”. The new fee amounts to BGN 16.37/MWh
reduced from BGN 18.31/MWh. This is expected to have a negative effect on NEK as it will reduce
its income from the above mentioned fees.

•

the “public service obligation fee” will no longer be charged against exporters of electricity which is
expected to have a positive effect on each of TPP Maritsa, NPP Kozloduy and NEK.

•

the expenses paid by NEK to renewable energy producers will be offset by using funds from selling
carbon allowances, and statistical transfers to other EU countries.

•

the mid-voltage customers will purchase energy from the free market which will have a positive effect
on NEK. Before the changes, these customers purchased energy at prices below the market levels set
for protected customers.

•

the new electricity trading rules approved by the regulator involve the effective functioning of
balancing market as the shortages and surpluses of electricity will be offset within balancing groups.
The latter is a prerequisite for the effective start of the operations of the electricity exchange.

•

the newly introduced “last resort supplier” (NEK and the distribution companies) will be responsible
for providing electricity to customers who do not have contracts with suppliers. The last resort
suppliers purchase the electricity from NEK at prices 15 per cent. higher than the regulated
distribution companies.

61

•

the “society obligation fee” will no longer be charged against exporters of electricity which is
expected to have a positive effect on each of TPP Maritsa. NPP Kozloduy and NEK.

•

transmission charges have been increased by 2.75 per cent. to BGN 9.71/MWh and the access fee has
been reduced from BGN 6.48/MWh to BGN 2.76/MWh. These changes are expected to adversely
impact ESO in 2013.

Gas prices
In accordance with the Energy Act, the following gas prices are subject to regulation by SEWRC;

•

the prices of the public supplier (Bulgargaz) for natural gas to be sold to end suppliers and to
consumers directly connected to the transmission network;

•

the prices of the end suppliers for natural gas to be sold to household consumers and industrial
consumers connected to the gas distribution networks;

•
•

the prices for access, transmission and distribution;

•

the prices for services related to certain licensed activities.

the prices for inter-connection to the gas network and access and the storage of natural gas in gas
storage facilities; and

The final natural gas price for clients is approved by SEWRC as regulator and currently represents a total
natural gas price at the gas transmission network inlet and the price for transportation through the respective
network (gas transmission or gas distribution).
The natural gas price at the entry point of the gas transmission network is calculated (and proposed for
approval) on a quarterly basis by Bulgargaz representing the average value (taking into consideration the
nominated quantities to be supplied from imports for the internal market and from local production
companies with forward dated sales, the terms and conditions under natural gas transportation contracts up
to the Bulgarian border and the exchange rate of the Bulgarian National Bank of BGN against the U.S. dollar
or other foreign currency price of imported natural gas). In addition, a surplus charge is accrued on the
natural gas price at the gas transmission network inlet, amounting to 2 per cent.
The price of natural gas transportation through the gas transmission network is calculated on the basis of the
approval by SEWRC of the necessary annual revenue (calculated according to a defined formula) for the
respective regulatory period that includes expected economically justified costs and returns, as well as
forecast quantities.
ENVIRONMENT
The Group is currently in compliance with all material environmental regulations applicable to it. The
principal environmental issues faced by the Group relate to pollution caused by its TPP and mining
operations and the risk of contamination from its NPP (which is discussed under “—Business—Electricity—
NPP Kozloduy”).
Greenhouse effect
The EU has made a unilateral commitment to reduce overall greenhouse gas emissions from its 27 Member
States by 20 per cent. by 2020 compared to 1990 levels. The EU emissions trading system (EU-ETS) is a
cornerstone of the EU’s policy to combat climate change and is based on a “cap and trade” principle.
From the start of the third phase of the EU-ETS (which runs from 2013 to 2020), all allowances for power
plants are required to be purchased through auctions or on the secondary market. However, as part of the
overall compromise on the EU’s Climate and Energy Package and in order to help modernise their electricity
sectors, 10 new Member States, of which Bulgaria is one, were allowed a temporary exemption from the full
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auctioning rule and permitted to allocate a limited number of emission allowances to power plants for free
until 2019.
Temporary free allocation is subject to a number of conditions, including:

•
•

a requirement to finish in 2019 at the latest;

•

a requirement for the value of the free allowances to be channelled into investments in retrofitting and
upgrading the country’s energy infrastructure, including new power plants and diversification of the
energy mix and sources of supply, and into clean technologies. These investments have to be set out
in a national plan.

•

confirmation from the EU Commission that the application is consistent with the rules of the ETS
Directive.

a limit of no more than 70 per cent. of emissions for domestic electricity supply in 2013, declining
annually thereafter;

Pursuant to Bulgaria’s approved application, the number of allowances to be allocated for free to power
plants by the Republic of Bulgaria is:
2013
2014
2015
2016
2017
2018
2019
Total
––––––––– ––––––––– ––––––––– ––––––––– ––––––––– ––––––––– ––––––––– –––––––––
Tonnes of CO2
13,542,000 11,607,428

9,672,857

7,738,286

5,803,714

3,869,143

1,934,571 54,167,999

Notwithstanding the free allowances available up to 2019, the Group’s TPP still needs to purchase a
proportion of its allowances and, in 2012, entered into a forward contract for the purchase of its required
allowances (approximately 7 million tonnes of CO2) in the period up to April 2014 at a fixed price for the
duration of the contract. This contract generated a fair value loss of BGN 32 million in 2012. The Group’s
TPP has also accrued a provision for greenhouse gas emission quotas of 1,041,292 tonnes of CO2, which
represents the difference between the quantities actually emitted by it and its permitted emission levels in the
period 2008 to 2012.
TPP Maritsa East
In addition to managing its greenhouse gas emissions, the TPP seeks to minimise air, dust, water, soil and
noise pollution and to minimise and manage efficiently its waste production.
Air pollution
The Group’s TPP is the first power plant in Bulgaria to be equipped with operating Flue-Gas
Desulphurisation (FGD) plants. The first FGDs, being those at Units 7 and 8, were commissioned in
September 2002. At the same time, a continuous emission monitoring system was introduced to read the
harmful substance quantities in the flue gases being emitted into the atmosphere. Currently, all eight units at
the TPP have FGD plants.
The government has initiated measures aiming to reduce the NOx emissions to the allowed level by the end
of 2013. Currently, TPP Maritsa East 2 is in compliance with the regulatory limits and the Ministry of
Environment and Waters and the Ministry of Economy and Energy is producing a report about the necessary
measures to reduce NOx emissions to the 2015 threshold.
Dust removal
Dust removal from the flue gases in the plant is performed by type YT electrostatic precipitators which, as
modified by the Group, are around 96 per cent. efficient.
A system has been established to provide early warning for the ground layer pollution by SO2, NOx and
dust, due to unfavourable meteorological conditions. The system was jointly funded by three of the TPPs in
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the Maritsa East complex ( TPP Maritsa East 2, Brikel EAD and Contour Global Maritsa East 3 AD). The
system was commissioned in 2007 and expanded between 2009 and 2011.
Water monitoring
Periodic monitoring of waste and surface water is undertaken on a monthly basis. Sampling and analysis is
carried out by an authorised laboratory. Underground water monitoring is organised every six months
through samples taken from 11 key points and tested by an accredited laboratory.
Soil monitoring
Soil condition analysis is arranged every three years.
Noise monitoring
Noise emissions in the environment result from the operation of both the main and auxiliary equipment on
the TPP site. The TPP is required by law to monitor both the total acoustic capacity and the levels of acoustic
pressure on the site every two years.
Waste management
Four types of waste are generated by the TPP: industrial, construction, domestic and hazardous. A system
for the separation of wastes on temporary sites in accordance with all applicable environmental requirements
is fully operational.
NPP Kozloduy
Environmental protection control at the NPP is managed by monitoring the NPP’s releases into the
atmosphere and the hydrosphere and through the processing and storing of radioactive and conventional
waste. The continuous radiation monitoring in the three kilometre zone is performed by the plant’s
Automated Information System that is integrated in the National System. Samples from air, soil, vegetation,
the Danube river and drinking water sources are taken in the 100 km control area around the NPP and
analysed. The background gamma radiation is also measured.
The construction of an interim spent nuclear fuel storage facility at the NPP has been financed by the KIDSF.
NPP Kozloduy also has a legal obligation to incur costs for the transportation, processing and storage of
spent nuclear fuel in Russia for 50 tonnes of heavy metal per year.
As of 31 December 2012, the Group fulfilled its obligations for transportation, processing and storage of
spent nuclear fuel in accordance with the National Nuclear Fuel Management Strategy.
MMI
MMI is required by law to restore the soil quality on completion of its mining operations. Provisions for this
future restoration expense are accrued on an annual basis and the total amount of accrued provisions as at 31
December 2012 was BGN 71 million. The provisioning methodology assumes that mining activity will
continue until 2043 which is when MMI’s licence expires.
HEALTH AND SAFETY
BEH is in compliance with all material health and safety regulations. BEH has adopted a security policy
which sets out the main security management principles and practices, including the processes, roles and
responsibilities of each Group company. It covers the following areas:

•
•

physical protection;
protection of classified information;
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•
•
•
•
•
•
•

crisis management;
protection of the European and national critical infrastructure of the Group;
planning, programming and funding of the security activities;
electrical power supply security;
provision of health and safety;
fire safety; and
admission regime and archive.

Each Group company is required to establish and/or update the procedures for all processes described in the
policy on a regular basis. The procedures must include a detailed description and guidelines on how the
processes in the policy are to be applied. The procedures are drawn up by the responsible security officer in
each subsidiary, coordinated with BEH’s security office and approved by the respective subsidiary’s
Executive Director.
Each Group company also defines a three-year security management strategy with a view to providing
continuous, effective and efficient security management in support of its business strategy. The strategy
indicates the main lines of development and priorities with respect to security and it is developed in
coordination with each company’s business plan.
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FINANCIAL REVIEW
The following discussion and analysis should be read in conjunction with the information set out in
“Description of the Group” and the Financial Statements.
The discussion of the Group’s financial condition and results of operations is based upon the Financial
Statements which have been prepared in accordance with IFRS. This discussion contains forward-looking
statements that involve risks and uncertainties. The Group’s actual results could differ materially from those
anticipated in these forward-looking statements as a result of various factors, including those discussed
below and elsewhere in this Prospectus, particularly under the headings “Forward-Looking Statements” and
“Risk Factors”.
OVERVIEW
BEH is the holding company for a group of companies which are principally engaged in electricity
generation and transmission, natural gas transmission and storage, and coal mining. The revenue of BEH and
its subsidiaries (together, the Group) is principally derived from (i) the sale and transmission of electric
power in Bulgaria; and (ii) the transmission, storage and sale of natural gas in Bulgaria. More limited
amounts of revenue are also generated from other sources, including the extraction and sale of coal. In 2012,
the Group generated 25.81 terawatt hours of electricity and had an installed capacity of 6.2 GW. In the same
year, the Group’s nuclear power plant, its lignite-fired power plant and its hydro power plants generated 35
per cent., 22 per cent. and 6 per cent., respectively, of the total power generated in Bulgaria, giving it a total
market share of 63 per cent. in the Bulgarian electricity generation market in 2012. Sales by the Group of
electricity, gas and coal accounted for 79.6 per cent. and 81 per cent. of the Group’s revenues in 2012 and
2011, respectively, and 75.4 per cent. and 84.3 per cent. of its revenues in the first half of 2013 and the first
half of 2012, respectively.
A significant portion of the Group’s activities are regulated, including the tariffs which the Group is required
to pay and permitted to charge for these activities, and this has had a direct impact on the financial results of
the Group in the six months ended 30 June 2013 and in 2012 and 2011 as discussed below under “—
Principal factors affecting results of operations—Regulated prices”. In 2011 and 2012, 76 per cent. and 80
per cent. of the Group’s total revenue was derived from sales at regulated prices compared to 24 per cent.
and 20 per cent., respectively, derived from sales at free market prices. For the first half of 2013, 81 per cent.
of the Group’s total revenue was derived from sales at regulated prices and 19 per cent. derived from sales
of energy at free market prices, compared to 78 per cent. and 22 per cent., respectively, for the first half of
2012.
As a public utility, the Group’s results of operations are also affected by prevailing economic conditions,
including changes in business and household disposable income, GDP growth, consumption and
investments. According to NSI statistics, in real terms, Bulgarian GDP grew by 1.8 per cent. in 2011 and 0.8
per cent. in 2012 and by 0.4 per cent. in the first quarter of 2013. Total final consumption expenditure in
Bulgaria grew by 5.6 per cent. in 2011 and by 5.4 per cent. in 2012, with the slowing rate of growth reflecting
lower household consumption driven by relatively high unemployment levels. Investments in fixed assets in
Bulgaria grew by 10.4 per cent. in 2011 and fell by 6 per cent. in 2012. These changes principally reflect
increased domestic investment outweighed in 2012 and 2013 by reduced foreign direct investment as a result
of political uncertainty.
The Group’s management is currently participating in the on-going liberalisation of the energy market in
Bulgaria and the creation of a transparent and predictable tariff framework through dialogue with both the
government and SEWRC. Management is also focusing on a number of significant gas pipeline and interconnection projects with a view to securing diversification and safety of the country’s gas supplies.
PRINCIPAL FACTORS AFFECTING RESULTS OF OPERATIONS
Regulated prices
Most of the Group’s revenues are derived from the sale of electricity and natural gas at regulated prices.
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The regulatory framework in Bulgaria is less developed than in most other EU countries and provides for
lower and less predictable remuneration for electricity and gas network businesses and for electricity and gas
supply. Group businesses subject to regulated tariffs include:

•

its nuclear and thermal power generation businesses, which accounted for 55.1 per cent. and 34.5 per
cent., respectively, of the Group’s total generated electricity in 2012, which are required to sell a
substantial part of their generation output at regulated prices;

•

its electricity transmission business which is regulated in terms of transmission tariffs and the tariffs
at which electricity is sold directly to end users and which is subject to surcharges paid by end users
(including export customers) which operate as a competitive disadvantage in the export market; and

•

its gas transmission and storage businesses, both of which are subject to regulated tariffs.

The Group’s results of operations for 2012 were adversely affected by allowed tariffs for the period from
July 2011 to June 2012 which apply a low level of weighted average cost of capital (WACC) in the tariff
formula. For the previous regulatory period (July 2012-June 2013), the WACC was set at 2.28 per cent. for
transmission assets and 3.55 per cent. for generation assets. However, the regulator has agreed that the
WACC should gradually increase to between 7 per cent. and 8 per cent. by 2016. The expected WACC for
transmission activities for the current regulatory period is 4.5 per cent. and for generation activities is -3.99
per cent..
Reflecting the current regulatory environment, the Group’s electricity transmission business acquires energy
at prices ranging between EUR 21/MWh and EUR 350/MWh, notwithstanding the availability of capacity
at plants with marginal costs significantly below EUR 350/MWh. As a result, the Group’s electricity
transmission business is significantly loss making.
In addition, the Group’s electricity transmission business has in the past been adversely affected by
differences in relation to the collection and payment of supplemental charges for green energy and high
efficiency co-generation. These supplemental charges are applied by the transmission business to generation
supplied by it and are paid by it to the Bulgarian government. The charges should, in theory, result in
matching amounts being paid and received. However, in practice, principally as a result of timing
differences, there can be significant mismatches which are only partially addressed by revised tariffs in future
periods. The regulated prices paid for a substantial part of the Group’s thermal and nuclear power generation
are also set at below market levels. In addition to restricting profitability, this also acts as a disincentive to
making efficiency improvements.
Another constraint relates to electricity price setting which may be influenced by political decisions. For
example, in March 2013 the regulator decreased end-user electricity prices by between 6 per cent. and 7 per
cent. following nationwide protests against high electricity prices which had forced the previous government
to resign in February.
A new pricing concept for electricity, which was prepared by the former government with a view to fully
implementing the EU Third Energy Liberalisation Package directives and has recently been approved by
SEWRC, establishes a different approach for prices of energy and is expected to have a positive effect overall
on the Group’s future results of operations.
Following the amendment to the Energy Act on 5 July 2013, revenues generated from auctioning allowances
to emit greenhouse gasses will be used to offset the cost of purchasing electricity at preferential prices.
The other key price features related to the amendments to the Energy Act are:

•

a reduction in the cold reserve requirements by 50 per cent. This is expected to reduce NEK’s
expenses but will also decrease the income of TPP Maritsa. The overall impact on the Group is
expected to be positive as NEK is currently obliged to purchase cold reserve from power plants
outside the Group as well as from TPP Maritsa;

•

the incorporation of the green energy surcharge and the highly efficient cogeneration surcharge into a
new single charge called the “society obligation fee”. The new fee amounts to BGN 16.37/MWh,
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reduced from BGN 18.31/MWh. This is expected to have a negative effect on NEK as it will reduce
its income from the above mentioned fees. The expenses paid by NEK to renewable energy producers
will be offset by using funds from selling carbon allowances, and statistical transfers to other EU
countries;

•

that mid voltage customers will purchase energy from the free market which will have a positive effect
on NEK. Before the changes, these customers purchased energy at prices below market level set for
protected customers;

•

that the new electricity trading rules approved by the regulator involve the effective functioning of
balancing market as the shortages and surpluses of electricity will be offset within balancing groups.
The latter is a prerequisite for the effective start of the operations of the electricity exchange;

•

that the newly introduced “last resort supplier” (NEK and the distribution companies) will be
responsible for providing electricity to customers who do not have contracts with suppliers. The last
resort suppliers purchase the electricity from NEK at a price 15 per cent. higher than the regulated
price for the distribution companies;

•

that the “society obligation fee” will no longer be charged against exporters of electricity. This is
expected to have a positive effect on each of TPP Maritsa, NPP Kozloduy and NEK; and

•

transmission charges have been increased by 2.75 per cent. to BGN 9.71/MWh and the access fee has
been reduced from BGN 6.48/MWh to BGN 2.76/MWh. These changes are expected to adversely
impact ESO in 2013.

Effect of supplemental charges
As discussed above, the Group is required to levy additional charges in relation to electricity supplied by it
to end-users. These charges, which until July 2013 were also required to be applied to electricity exports,
amounted to EUR 17.5/MWh in 2012 (up from EUR 4.8/MWh in 2005). As of July 2013, the breakdown of
these charges is as follows:

•
•
•
•

access and transmission charges (45 per cent.);
green energy supplement (33 per cent.);
highly-efficient co-generation supplement (12 per cent.); and
stranded costs (10 per cent.).

These additional charges have had a negative effect on BEH’s exports of electricity and have led to a suboptimal utilisation of production assets. The charges have also exacerbated a depressed export market
resulting from reduced demand in Greece, which traditionally was Bulgaria’s largest electricity export
market, and in neighbouring systems which are currently well supplied by locally available hydro resources.
With effect from August 2013, the supplemental charges have been replaced by a single new charge called
the society obligation fee and the society obligation fee will no longer apply to exports as described above.
The decrease of the export fee, effective from 1 August 2013 from BGN 34.26 per 1 MWh to BGN 12 per
1 MWh has positively affected the net results of the electricity generating companies, including NEK EAD,
which is the owner of hydro power plants with total capacity of 2,713 MW.
Excess system capacity
The Bulgarian electricity system currently has excess capacity caused in part by the economic crisis which
caused a fall in both domestic consumption and exports and in part by structural factors such as a declining
population in Bulgaria, Bulgaria’s current high energy intensity which suggests that there is scope for
substantial efficiency improvements, and the potential for low-cost electricity generation in neighbouring
countries which could continue to impact exports.

68

In addition, a combination of factors including the regulatory framework and existing long-term contracts
operate in Bulgaria to restrict a rebalancing of supply and demand through the closure or substantially
reduced use of economically less efficient plants. In addition, in 2012 warmer than usual weather and weak
industrial demand also resulted in reduced demand.
As a result of these factors, the Group’s electricity generation and transmission levels were adversely affected
in 2012 and lower levels of electricity consumption also had a negative impact on the Group’s mining
activities in 2012. The table below shows the Group’s electricity generation levels in 2011 and 2012 by type
of plant.

Nuclear power plant generation ..............................................................................
Thermal power plant generation ............................................................................
Hydro power plant generation ................................................................................

2012
––––––––
GWh

2011
––––––––
GWh

14,861
7,984
2,999

15,264
9,543
2,811

Future developments
A recent development in 2013 is the creation of an electricity stock exchange in Bulgaria, which is expected
to be based on competition and to achieve transparent prices, flexibility in negotiations, full usage of the
inter-system transmission capacities and to provide an opportunity to simultaneously distribute both energy
and capacity and is expected to benefit power producers in terms of both profitability and predictability of
future revenue. The balancing market is expected to start effective operations by the end of 2013 as the new
electricity trading regulations were approved by SEWRC on 26 July 2013.
SIGNIFICANT ACCOUNTING POLICIES
The consolidated financial statements of the Group have been prepared in accordance with International
Financial Reporting Standards (IFRS) as issued by the International Accounting Standards Board (IASB)
and adopted by the European Union (EU). For a discussion of the accounting policies applied by the Group
generally see note 2 to the 2012 Financial Statements and note 2 to the June 2013 Interim Financial
Statements.
CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY
In preparing the Group’s financial statements, management is required to make certain estimates, judgments
and assumptions. These affect the reported amounts of the Group’s assets and liabilities, including disclosure
of contingent assets and liabilities, at the date of the financial statements as well as the reported amounts of
its revenues and expenses during the periods presented. Management bases its estimates and assumptions on
historical experience and other factors that it believes to be reasonable at the time the estimates and
assumptions are made and evaluates the estimates and assumptions on an on-going basis. However, future
events and their effects cannot be predicted with certainty and the determination of appropriate estimates and
assumptions requires the use of judgment. Actual outcomes may differ from any estimates or assumptions
made and such differences may be material to the financial statements.
The Group considers that the assumptions and estimations made by it as to the fair values and useful lives
of property, plant and equipment; the impairment of loans and receivables and the impairment of inventories,
its provisions (or lack of them) for environmental protection, the transport, processing and storage of spent
nuclear fuel and the decommissioning of nuclear facilities; and its liability for employee retirement benefits
are its most critical accounting judgements. Further details on these accounting judgements can be found in
note 2.3 to the 2012 Financial Statements and note 3.3 to the June 2013 Interim Financial Statements.
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RESULTS OF OPERATIONS
Comparison of the six month periods ended 30 June 2013 and 30 June 2012
Revenue
The table below shows the breakdown of the Group’s total revenue for each of the six months ended 30 June
2013 and 2012.
Six months ended
30 June
––––––––––––––––––––
2013
2012
––––––––– –––––––––
BGN’000
BGN’000
Sales of electricity ..................................................................................................
Sales of natural gas..................................................................................................
Sales of coal ............................................................................................................
Other sales, including:
revenue from a price mark-up for transmission of green energy........................
revenue from a price mark-up for transmission of highly efficient
co-generation ....................................................................................................
revenue from transmission fees ..........................................................................
revenue from access fees ....................................................................................
other sales ............................................................................................................
Other operating income ..........................................................................................

1,327,392 1,666,500
763,510
916,095
74,415
111,348
––––––––– –––––––––
2,165,317 2,693,943
93,865

77,241

66,892
59,384
251,818
192,544
138,920
137,608
10,086
6,165
45,136
30,660
––––––––– –––––––––
2,872,034 3,197,545
––––––––– –––––––––

The Group’s total revenue for the six months ended 30 June 2013 amounted to BGN 2.9 billion compared
to BGN 3.2 billion for the six months ended 30 June 2012, a decrease of BGN 326 million, or 10.2 per cent.
The Group’s revenue principally comprises revenue from the sale of electricity, gas and coal as well as
revenue from other sales, including, in particular, electricity and gas transmission fees (including permitted
public service obligation fees for green electricity, highly efficient co-generated electricity and, since 2012,
stranded electricity costs), gas and electricity access fees and coal sales. Together, these other sources of
revenue comprised 18.2 per cent. of the Group’s total revenue in the six months ended 30 June 2013 and 10.5
per cent. in the six months ended 30 June 2012.
Sales of electricity
The Group’s revenue from sales of electricity is derived from the electricity generated by its power plants
which is sold at regulated and unregulated prices to end suppliers and electricity distribution companies in
Bulgaria and exported to foreign customers as well as electricity purchased from other suppliers and sold in
the non-regulated market. The Group’s revenue from sales of electricity during the six months ended 30 June
2013 amounted to BGN 1.3 billion compared to BGN 1.7 billion for the six months ended 30 June 2012, a
decrease of BGN 339 million, or 20.3 per cent. This decrease principally reflected lower volumes of
electricity traded by NEK, lower average prices realised by the Group’s TPP and a small production volume
decrease at the Group’s NPP.
Sales of natural gas
The Group’s revenue from sales of natural gas is derived from sales of natural gas at regulated prices to
customers in Bulgaria. Approximately 87 per cent. of the natural gas sold is purchased by the Group under
long-term take or pay supply agreements with OAO Gazprom (Gazprom), with the balance being purchased
from a local supplier. The Group’s revenue from sales of natural gas during the six months ended 30 June
2013 amounted to BGN 764 million compared to BGN 916 million for the six months ended 30 June 2012,
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a decrease of BGN 153 million, or 16.7 per cent. This decrease principally reflected a 17.4 per cent. decrease
in the volume of natural gas purchased as a result of lower demand from domestic customers in the face of
depressed economic conditions, the effects of which were partially offset by a 2 per cent. profit margin
permitted by SEWRC., in each case in the six months ended 30 June 2013 compared to the six months ended
30 June 2012. Towards the end of 2012, the Group renegotiated its contract with Gazprom and achieved a
20 per cent. reduction in the import prices payable by it. This has positively impacted the profitability of the
Group’s gas business in 2013.
Sales of coal
The Group’s revenue from the sale of coal is derived from coal produced at its Maritsa mine and sold to
customers in Bulgaria, including the Group’s lignite-fired generation plant located close to the mine. The
Group’s revenue from sales of coal during the six months ended 30 June 2013 amounted to BGN 74 million
compared to BGN 111 million for the six months ended 30 June 2012, a decrease of BGN 37 million, or 33.2
per cent. This decrease principally reflected a reduction of five million tonnes, or 34.3 per cent., in the
amount of coal mined in the six months ended 30 June 2013 compared to the six months ended 30 June 2012
as a result of reduced demand both from the Group’s generation plant and from other external customers.
Transmission fees
The Group derives transmission fees in respect of electricity and natural gas transmitted through its
transmission systems and, in the case of natural gas, transited through its pipelines from Russia to Greece,
Macedonia and Turkey. In the case of electricity, these fees comprise a basic tariff which is regulated. In the
case of natural gas, the transmission fee is also regulated while the transit fee, which comprises around 80
per cent. of the total gas transmission and transit fees, is paid under long-term ship or pay contract with
Gazprom.
The Group’s revenue from transmission fees was BGN 252 million in the six months ended 30 June 2013
compared to BGN 193 million in the six months ended 30 June 2012, an increase of BGN 59 million, or 30.8
per cent. This increase principally reflected higher average realised prices in the electricity transmission, gas
transmission and transit businesses.
Supplemental charges
The Group acts as an intermediary charging customers of the supply business (excluding export customers)
a required supplement for green energy and highly efficient co-generation. Although the amounts charged
and paid by the Group should match, the Group makes payments based on estimated amounts to be supplied
and collects payments in respect of amounts actually supplied. As a result, there can be significant
differences between the amounts charged and paid which can only be recovered by the Group through future
tariff changes. In the six months ended 30 June 2013, the Group’s revenue from the supplemental charges
for green energy and highly efficient co-generation amounted to BGN 261 million compared to BGN 137
million, for the six months ended 30 June 2012, an increase of BGN 124 million, or 90.9 per cent.
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Costs
The table below shows the breakdown of the Group’s costs for each of the six month periods ended 30 June
2013 and 2012.
Six months ended
30 June
––––––––––––––––––––
2013
2012
––––––––– –––––––––
BGN’000
BGN’000
Cost of natural gas, electricity and other current assets sold..................................
Cost of materials......................................................................................................
Hired services expenses ..........................................................................................
Depreciation and amortisation ................................................................................
Personnel expenses..................................................................................................
Net impairment of trade receivables ......................................................................
Other operating expenses ........................................................................................
Expenses for provisions ..........................................................................................
Technological losses of natural gas ........................................................................

(1,618,071) (2,114,091)
(145,485) (172,636)
(174,954)
(78,741)
(271,577) (269,748)
(354,205) (362,719)
(1,661) (108,791)
(375,051) (350,241)
(36,905)
(1,668)
(5,241)
(5,419)
––––––––– –––––––––
Total costs .............................................................................................................. 2,983,150 3,464,054
––––––––– –––––––––
The Group’s costs principally comprise the cost of natural gas and electricity sold, its personnel expenses,
depreciation and amortisation, the cost of materials and hired services expenses and other operating expenses
(including, in particular, green energy expenses and high efficiency co-generation expenses although these
are substantially offset by equivalent supplements charged by the Group to end users). Together, these
categories of expenses accounted for 98.5 per cent. of the Group’s total costs in the six months ended 30 June
2013 and 96.7 per cent. in the six months ended 30 June 2012.
The Group’s costs were BGN 3 billion in the six months ended 30 June 2013 compared to BGN 3.5 billion
in the six months ended 30 June 2012, a decrease of BGN 481 million, or 13.9 per cent. This principally
reflected decreases in the cost of electricity and natural gas sold and in net impairment of trade receivables,
as described further below.
The Group’s cost of natural gas and electricity was BGN 1.6 billion in the six months ended 30 June 2013
compared to BGN 2.1 billion in the six months ended 30 June 2012, a decrease of BGN 496 million, or 23.5
per cent. This principally reflected:

•

a BGN 208 million, or 20.5 per cent., decrease in the cost of electricity from BGN 1.0 billion in the
six months ended 30 June 2012 to BGN 0.8 billion in the six months ended 30 June 2013. The Group’s
cost of electricity comprises the costs of production incurred at its nuclear, thermal and hydro
generation plants together with the cost of purchasing electricity incurred by its subsidiary, NEK. The
decrease in the six months ended 30 June 2013 principally reflected the reduction of volumes of
electricity produced by the Group’s generation plants; and

•

a BGN 288 million, or 26.2 per cent., decrease in the cost of natural gas from BGN 1.1 billion in the
six months ended 30 June 2012 to BGN 0.8 billion in the six months ended 30 June 2013. The Group’s
cost of natural gas principally comprises the price it pays to Gazprom for imported gas and the
decrease reflected the fact that the average annual import price of this gas decreased by 18.7 per cent.
between the six months ended 30 June 2012 and the six months ended 30 June 2013 (from BGN748
per thousand cubic metres (tm3) to BGN608 per tm3.

Operating loss
Reflecting the above factors and, in particular, the decrease in the Group’s costs in the six months ended 30
June 2013 compared to the six months ended 30 June 2012, the Group’s operating loss was BGN 76 million
in the six months ended 30 June 2013 compared to BGN 247 million in the six months ended 30 June 2012,

72

a decrease of BGN 170 million, or 69 per cent. The Group’s EBITDA margin was 7.26 per cent. in the six
months ended 30 June 2013 compared to 1.7 per cent. in the six months ended 30 June 2012.
Share of profit from equity accounted investments
The Group has a number of associates and joint ventures which are equity accounted, meaning that the
Group’s proportionate share of the results of each company is included in its income statement under this
line item. The Group’s share of the profit from its equity accounted investments was BGN 13 million in the
six months ended 30 June 2013 and BGN 31 million in the six months ended 30 June 2012.
Net finance expense
The table below shows the breakdown of the Group’s finance income and finance expense for each of the
periods ended 30 June 2012 and 2013:
Six months ended
30 June
––––––––––––––––––––
2013
2012
––––––––– –––––––––
BGN’000
BGN’000
Finance income........................................................................................................
Finance costs ..........................................................................................................

49,298
(42,917)

25,804
(47,179)

The Group derives finance income from a range of sources, principally interest on cash balances with banks,
positive foreign exchange differences and the effect of discounting financial assets. Finance income
increased by BGN 23 million or 91 per cent. in the six months ended 30 June 2013 driven by positive foreign
exchange differences.
The Group’s finance costs principally comprise interest expense on its borrowings and financial leases. The
Group’s finance costs were BGN 43 million in the six months ended 30 June 2013 and BGN 47 million in
the six months ended 30 June 2012, a decrease of BGN 4 million, or 8.5 per cent. The reduced finance
expense reflected lower interest expense on borrowings and the absence of negative foreign exchange rate
differences in the six months ended 30 June 2012.
Income tax
The Group’s income tax income was BGN 14 million in the six months ended 30 June 2013 compared to its
income tax expense of BGN 5 million in the six months ended 30 June 2012. Bulgaria had a statutory tax
rate of 10 per cent. in each of the six months ended 30 June 2013 and 2012. The Group’s tax charge in each
year represents the effect of that rate applied to its taxable profit and the impact of deferred tax income in
each year.
Loss from continuing operations
Reflecting the above factors, the Group’s loss from continuing operations was BGN 42 million in the six
months ended 30 June 2013 compared to BGN 242 million in the six months ended 30 June 2012, a decrease
of BGN 200 million, or 82.5 per cent.
Loss from discontinued operations
Loss from discontinued operations for the six months ended 30 June 2013 amounted to BGN 57 million,
compared to BGN 8 million for the same period ended as of 30 June 2012.
(Loss)/profit for the period
Reflecting the above factors, the Group incurred a loss of BGN 99.9 million in the six months ended 30 June
2013 compared to a loss of BGN 250 million in the six months ended 30 June 2012.
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The results of the Group’s operations for the first half of 2013 compared to those for the first half of 2012
are as follows:
Six months ended 30 June
–––––––––––––––––––––––––––––––––––––––
Change
2013/2012
2013
2012
(%)
––––––––––– ––––––––––– –––––––––––
In BGN ‘000
Total revenue ....................................................................
2,872,034
3,197,545
-10.18
208,446
54,283
284.00
EBITDA(1) ..........................................................................
-63,131
-215,465
-70.70
EBIT(2) ..............................................................................
-56,750
-236,840
-76.04
EBT(3) ................................................................................
EBITDA margin ..............................................................
7.26%
1.70%
5.56
––––––––––– ––––––––––– –––––––––––
Total assets........................................................................
14,227,141
12,308,785
15.59
11,683,602
9,818,146
19.00
PPE(4) ................................................................................
195,692
107,138
82.65
Working capital(5) ............................................................
Cash and cash equivalents ..............................................
492,395
717,056
-31.33
Shareholder’s equity........................................................
10,353,700
8,448,744
22.55
(1)
(2)
(3)
(4)
(5)

EBITDA – earnings before interest, taxes and depreciation and amortisation.
EBIT – earnings before interest and taxes.
EBT – earnings before taxes.
PPE – property, plant and equipment.
Working capital – current assets minus current liabilities.

EBT includes depreciation and amortisation, share of profit from associates and joint ventures, finance
income and finance costs.
Total comprehensive income for the period, net of tax
In the six months ended 30 June 2013, the Group’s total comprehensive loss for the period, net of tax, was
BGN 99 million compared to BGN 250 million in the six months ended 30 June 2012. This decrease was
principally driven by reduced losses for the period.
Comparison of 2012 and 2011
Revenue
The table below shows the breakdown of the Group’s total revenue for each of 2012 and 2011.
Year ended
31 December
––––––––––––––––––––
2012
2011
––––––––– –––––––––
BGN’000
BGN’000
Sales of electricity ..................................................................................................
Sales of natural gas..................................................................................................
Sales of coal ............................................................................................................

3,285,015 3,000,287
1,609,516 1,624,538
237,498
242,360
––––––––– –––––––––
5,132,029 4,867,185
Other sales, including: ............................................................................................ 1,314,025 1,144,253
revenue from a price mark-up for transmission of green energy........................
298,886
141,896
revenue from a price mark-up for transmission of highly efficient
co-generation ....................................................................................................
135,862
106,222
revenue from transmission fees ..........................................................................
564,866
548,819
revenue from access fees ....................................................................................
272,716
328,072
revenue from connection fees..............................................................................
1,694
1,726
revenue from water supply services ....................................................................
6,339
3,962
revenue from reactive electric energy ................................................................
21,364
5,107
other sales ............................................................................................................
12,298
8,449
Other operating income ..........................................................................................
63,210
86,193
––––––––– –––––––––
6,509,264 6,097,631
––––––––– –––––––––
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The Group’s total revenue for 2012 amounted to BGN 6.5 billion compared to BGN 6.1 billion for 2011, an
increase of BGN 412 million, or 6.8 per cent. The revenue from sales of electricity, natural gas, coal and
other sales, including, in particular, electricity and gas transmission fees, permitted price supplements for the
transmission of green electricity, highly efficient co-generated electricity, stranded electricity costs and gas
and electricity access fees comprised 98.4 per cent. of the Group’s revenue in 2012 and 98.3 per cent. in
2011.
Sales of electricity
The Group’s revenue from sales of electricity during 2012 amounted to BGN 3.3 billion compared to BGN
3 billion for 2011, an increase of BGN 285 million, or 9.5 per cent. This increase principally reflected higher
average prices realised by NEK (which produces hydro power and conducts electricity trading activities) and
by the Group’s nuclear power plant coupled with a small production volume increase by the Group’s HPPs
and a small increase in volumes sold by the Group’s TPP. These positive effects were partly offset by lower
average prices realised by the Group’s TPP and a small production volume decrease at the Group’s NPP.
Sales of natural gas
The Group’s revenue from sales of natural gas during 2012 amounted to BGN 1,610 million compared to
BGN 1,625 million for 2011, a decrease of BGN 15 million, or 0.9 per cent. This decrease principally
reflected an 11 per cent. decrease in the volume of natural gas imported as a result of lower demand from
domestic customers in the face of depressed economic conditions, the effects of which were partially offset
by a 24.9 per cent. increase in the average selling price of the gas imported (driven by a 29.8 per cent.
increase in the average purchase price paid to Gazprom), in 2012 compared to 2011.
Transmission fees
The Group’s revenue from transmission fees was BGN 565 million in 2012 compared to BGN 549 million
in 2011, an increase of BGN 16 million, or 2.9 per cent. This increase principally reflected higher average
realised prices in both the electricity transmission and in the gas transmission and transit businesses which
were partially offset by a 7.7 per cent. fall in the volume of electricity transmitted (principally as a result of
reduced exports) and a 2.0 per cent. decline in the volume of gas transmitted and transited (principally
reflecting reduced domestic demand).
Supplemental charges
In 2011, the Group’s revenue from the supplemental charges for green energy and highly efficient cogeneration amounted to BGN 248 million compared to costs of BGN 283 million, resulting in a loss to the
Group of BGN 35 million. In 2012, the Group’s revenue from these two supplemental charges amounted to
BGN 435 million compared to costs of BGN 529 million, resulting in a loss to the Group of BGN 94 million.
Access fees
The Group’s revenue from access fees was BGN 273 million in 2012 compared to BGN 328 million in 2011,
a decrease of BGN 55 million, or 16.9 per cent. This decrease principally reflected reduced exports of
electricity and depressed domestic demand in 2012.
Sales of coal
The Group’s revenue from sales of coal during 2012 amounted to BGN 237 million compared to BGN 242
million for 2011, a decrease of BGN 5 million, or 2 per cent. This decrease principally reflected a reduction
of 3.2 million tonnes, or 9.8 per cent., in the amount of coal mined in 2012 compared to 2011 as a result of
reduced demand both from the Group’s thermal power plant and from other external customers.
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Costs
The table below shows the breakdown of the Group’s costs for each of the years ended 2011 and 2012:
Year ended
31 December
––––––––––––––––––––
2012
2011
––––––––– –––––––––
BGN’000
BGN’000
Cost of natural gas, electricity and other current assets sold..................................
Cost of materials......................................................................................................
Hired services expenses ..........................................................................................
Depreciation and amortisation ................................................................................
Personnel expenses..................................................................................................
Net impairment of trade receivables ......................................................................
Other operating expenses ........................................................................................
Expenses for provisions ..........................................................................................
Technological losses of natural gas ........................................................................

(3,760,376)
(298,728)
(278,274)
(543,168)
(719,835)
(121,722)
(732,506)
(12,865)
(11,126)
–––––––––
Total costs .............................................................................................................. 6,478,600
–––––––––

(3,355,012)
(320,905)
(270,536)
(537,678)
(662,700)
(74,248)
(436,985)
(54,550)
(7,138)
–––––––––
5,719,752
–––––––––

The Group’s costs principally comprise the cost of natural gas and electricity sold, its personnel expenses,
depreciation and amortisation, the cost of materials and hired services expenses and other operating expenses
(including, in particular, green energy expenses and high efficiency co-generation expenses although these
are substantially offset by equivalent supplements charged by the Group to end users). Together, these
categories of expense accounted for 97.8 per cent. of the Group’s total costs in 2012 and 97.6 per cent. in
2011.
The Group’s costs were BGN 6.5 billion in 2012 compared to BGN 5.7 billion in 2011, an increase of BGN
759 million, or 13.3 per cent. This principally reflected increases in the cost of electricity and natural gas
sold and in other operating expenses, as described further below.
The Group’s cost of natural gas and electricity was BGN 3.8 billion in 2012 compared to BGN 3.3 billion
in 2011, an increase of BGN 405 million, or 12.1 per cent. This principally reflected:

•

•

BGN 123 million, or 7.1 per cent., increase in the cost of electricity from BGN 1.7 billion in 2011 to
BGN 1.9 billion in 2012. The Group’s cost of electricity comprises the costs of production incurred
at its nuclear, thermal and hydro generation plants together with the cost of purchasing electricity
incurred by its subsidiary, NEK. The increase in 2012 principally reflected an increase in the number
of renewable energy producers with long-term purchase contracts at higher prices; and
BGN 287 million, or 17.9 per cent., increase in the cost of natural gas from BGN 1.6 billion in 2011
to BGN 1.9 billion in 2012. The Group’s cost of natural gas principally comprises the price it pays to
Gazprom for imported gas and the increase reflected the fact that the average annual import price
increased by 30.2 per cent. between 2011 and 2012 from BGN 550 per thousand cubic metres (tm3)
to BGN 716 per tm3 which more than offset an 11 per cent. decline in the volume imported.

The BGN 296 million, or 67.6 per cent., increase in other operating expenses from BGN 437 million in 2011
to BGN 733 million in 2012 principally reflected:

•
•

a BGN 184 million increase in the green energy supplement paid by the Group and a BGN 62 million
increase in the high-efficiency co-generation supplement paid by the Group; and
a BGN 57 million expense in relation to stranded costs in 2012 that was not incurred in 2011. This
expense arose as a result of the supplement for stranded costs introduced in 2012.
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Operating profit
Reflecting the above factors and, in particular, the greater increase in the Group’s costs than in its revenue in
2012 compared to 2011, the Group’s operating profit was BGN 56 million in 2012 compared to BGN 443
million in 2011, a decrease of BGN 387 million, or 87.5 per cent. The Group’s operating margin was 0.9 per
cent. in 2012 compared to 7.3 per cent. in 2011.
Share of profit from equity accounted investments
Details of the proportion of the profit or loss made by each associate and joint venture and attributable to the
Group are set out in note 20 to the 2012 Financial Statements. The Group’s share of the profit from its equity
accounted investments was BGN 31 million in 2012 and BGN 29 million in 2011.
Net finance expense
The table below shows the breakdown of the Group’s finance income and finance expense for each of the
years ended 2011 and 2012:
Year ended
31 December
––––––––––––––––––––
2012
2011
––––––––– –––––––––
BGN’000
BGN’000
Finance income
Interests income on receivables from Toplofikatsia Sofia EAD, net of
impairment ............................................................................................................
Interest income on bank accounts and deposits ......................................................
Effect of discounting financial assets......................................................................
Other interest income from financial assets at amortised cost................................

–
1,602
18,460
20,579
12,200
4,655
4,068
1,507
––––––––– –––––––––

Total interest income from financial assets not measured at fair value
through profit or loss ..........................................................................................
Foreign exchange differences, net ..........................................................................
Other finance income ..............................................................................................

34,728
28,343
28,390
–
1,624
–
––––––––– –––––––––
Total interest income ............................................................................................
64,742
28,343
Finance costs
Interest expense on loans carried at amortised cost ................................................
(50,072)
(80,410)
Interest expense on finance leases ..........................................................................
(123)
(267)
––––––––– –––––––––
Total interest expense of financial assets not measured at fair value in profit
or loss ....................................................................................................................
(50,195)
(80,677)
Loss from a change in the fair value of a finance derivative ..................................
(31,711)
–
Foreign exchange differences net............................................................................
–
(29,139)
Other finance costs ..................................................................................................
(5,702)
(5,727)
––––––––– –––––––––
Total finance costs..................................................................................................
(87,608) (115,543)
––––––––– –––––––––
Net finance costs ..................................................................................................
(22,866)
(87,200)
The Group’s finance expense principally comprises interest expense on its borrowings and, in 2012, a loss
from the change in fair value of a derivative instrument (being a forward contract for the purchase of quotas
for greenhouse gas emissions) and, in 2011, negative foreign exchange rate differences. The Group’s net
finance expense was BGN 23 million in 2012 and BGN 87 million in 2011, a decrease of BGN 64 million,
or 73.8 per cent. This decrease reflected both a significant increase in finance income in 2012 driven by
positive foreign exchange rate differences in that year and reduced finance expense. The reduced finance
expense reflected lower interest costs on borrowings and the absence of negative foreign exchange rate
differences in 2012, although these positive effects were partly offset by the loss from the change in fair value
of a derivative instrument in 2012.
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Income tax
The Group’s income tax expense was BGN 28 million in 2012 and BGN 33 million in 2011. Bulgaria had a
statutory tax rate of 10 per cent. in each of 2012 and 2011. The Group’s tax charge in each year represents
the effect of that rate applied to its taxable profit and the impact of deferred tax income in each year. Note
16 to the 2012 Financial Statements sets out further information on the Group’s tax charge.
Profit from continuing operations
Reflecting the above factors, the Group’s earnings from continuing operations were BGN 36 million in 2012
compared to BGN 353 million in 2011, a decrease of BGN 317 million, or 89.9 per cent.
Loss from discontinued operations
In December 2012, the Bulgarian Council of Ministers approved the transfer of units 3 and 4 at the Group’s
nuclear power plant to a separate State-owned company. Neither unit is operational and the transfer is
intended to facilitate the decommissioning of the units. As a result of this decision, the loss attributable to
the units to be transferred is reflected separately in the income statement pending completion of the transfer,
which was finalised in the beginning of 2013.
(Loss)/profit for the year
Reflecting the above factors, the Group incurred a loss of BGN 11 million in 2012 compared to profit of
BGN 263 million in 2011.
The results of the Group’s operations in 2012 compared to those in 2011 are as follows:
Year ended 31 December
–––––––––––––––––––––––––––––––––––––––
Change
2012/2011
2012
2011
(%)
––––––––––– ––––––––––– –––––––––––
In BGN ‘000
Total revenue ....................................................................
EBITDA(1) ..........................................................................
EBIT(2) ..............................................................................
EBT(3) ................................................................................
EBITDA margin ..............................................................
Total assets........................................................................
PPE(4) ................................................................................
Working capital(5) ............................................................
Cash and cash equivalents ..............................................
Shareholder’s equity........................................................
(1)
(2)
(3)
(4)
(5)

6,509, 264
630,017
86,849
63,983
9.68%
–––––––––––
14,489,337
11,813,446
272,963
619,673
10,476,979

6,097,631
1,010,373
472,695
385,495
16.57%
–––––––––––
12,788,950
9,917,346
1,002,994
1,008,562
8,841,246

+6.75
-37.65
-81.63
-83.40
-41.59
–––––––––––
+13.30
+19.12
-72.79
-38.56
+18.50

EBITDA – earnings before interest, taxes and depreciation and amortisation;
EBIT – earnings before interest and taxes;
EBT – earnings before taxes;
PPE – property, plant and equipment;
Working capital – current assets minus current liabilities.

Total comprehensive income for the year, net of tax
In 2012, the Group’s total comprehensive income for the year, net of tax, was BGN 1,775 million compared
to BGN 265 million in 2011. This increase was principally driven by a revaluation of property plant and
equipment which generated other comprehensive income of BGN 1,991 million in 2012 which was partly
offset by the Group’s loss in 2012 compared to a profit in 2011 and a BGN 199 million deferred tax liability
recognised in other comprehensive income related to the revaluation of property, plant and equipment in
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2012. The other comprehensive income generated by the revaluation of property, plant and equipment in
2012 reflected an increase in the value of assets resulting from capital projects implemented at the Group’s
TPP and NPP and in relation to its subsidiary, Bulgartransgaz.
LIQUIDITY AND CAPITAL RESOURCES
Overview
The Group’s principal cash requirements are to fund its capital expenditure programme and to repay
outstanding borrowings. The Group’s principal source of funds is cash from operations and proceeds of new
borrowings.
Cash Flows
The tables below summarise the Group’s cash flows from operating activities, investment activities and
financing activities for each of the six months ended 30 June in 2013 and 2012 and for each of the years 2011
and 2012:
Six months ended
30 June
––––––––––––––––––––
2013
2012
––––––––– –––––––––
BGN’000
BGN’000
Net cash flows from operating activities ................................................................
Net cash flows from investing activities ................................................................
Net cash flows from financing activities ................................................................
Net change in cash and cash equivalents ............................................................
Cash and cash equivalents, beginning of the period..........................................
Cash and cash equivalents, end of the period ....................................................

125,197
(195,211)
(57,264)
(127,278)
619,673
492,395

236,898
(194,287)
(334,117)
(291,506)
1,008,562
717,056

Year ended
31 December
––––––––––––––––––––
2012
2011
––––––––– –––––––––
BGN’000
BGN’000
Net cash flows from operating activities ................................................................
Net cash flows from investing activities ................................................................
Net cash flows from financing activities ................................................................
Net change in cash and cash equivalents ............................................................
Cash and cash equivalents at 1 January ............................................................
Cash and cash equivalents at 31 December ........................................................

405,990
(330,005)
(464,874)
(388,889)
1,008,562
619,673

1,142,139
(505,180)
(290,594)
346,365
662,197
1,008,562

The Group’s net cash flows from operating activities in the six months ended 30 June 2013 were BGN 125
million compared to BGN 237 million in the six months ended 30 June 2012. The Group’s operating cash
flows principally represent its revenue from sales less its payments to suppliers and personnel.
The Group’s net cash flows from operating activities in 2012 were BGN 406 million compared to BGN 1,142
million in 2011.
Net cash outflows from investing activities in the six months ended 30 June 2013 was BGN 195 million
compared to BGN (194) million in the six months ended 30 June 2012. In each period the principal
investments made were in the purchases of property, plant and equipment as part of the Group’s capital
expenditure programme described under “Capital Expenditure” below.
Net cash outflows from investing activities in 2012 was BGN 330 million compared to BGN 505 million in
2011. In each year the principal investments made were in the purchases of property, plant and equipment as
part of the Group’s capital expenditure programme described under “Capital Expenditure” below.
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Net cash outflows from financing activities in the six months ended 30 June 2013 was BGN 57 million
compared to BGN 334 million in the six months ended 30 June 2012. The Group’s financing activities
principally comprise new financing raised in the form of borrowings together with the repayment of
outstanding borrowings and the payment of dividends to its sole shareholder. In the six months ended 30 June
2013, the Group made net repayments of borrowings totalling BGN 57 million but paid no dividends and in
the six months ended 30 June 2012 it made net repayments of borrowings totalling BGN 192 million and
paid dividends of BGN 141 million.
Net cash outflows from financing activities in 2012 was BGN 465 million compared to BGN 291 million in
2011. In 2012, the Group made net repayments of borrowings totalling BGN 323 million and paid dividends
of BGN 141 million for the year ended 31 December 2011. In 2011 it made net repayments of borrowings
totalling BGN 207 million and paid dividends of BGN 83 million for the year ended 31 December 2010.
Capital expenditure
The Group’s cash outflows relating to capital expenditure amounted to BGN 208 million in the six months
ended 30 June 2013 and BGN 183 million in the six months ended 30 June 2012. This expenditure was
principally incurred in relation to the construction costs of new hydro power plants, work undertaken on the
Group’s lignite-fired electricity generation plant, work undertaken in relation to its existing nuclear power
plant and construction work in relation to gas pipeline projects.
The Group’s cash outflows related to capital expenditure amounted to BGN 350 million in 2012 and BGN
520 million in 2011. This expenditure was principally incurred in relation to the construction costs of the
Belene nuclear power plant (which is no longer under construction as work was halted by the Bulgarian
government in March 2012) and new hydro power plants, work undertaken on the Group’s lignite-fired
electricity generation plant, and its existing nuclear power plant and construction work in relation to gas
pipeline projects.
The Group plans to continue to significantly increase its capital expenditure in the period between 2013 and
2017, with annual spending expected to average around BGN 700 million. This increase is expected to be
driven by the costs associated with a range of capital projects which the Group expects to undertake in future
years, see “Description of the Group—Strategy” . These projects include work to extend the useful lives of
the Group’s remaining two reactors at its NPP, proposed gas interconnection pipelines between Bulgaria and
Greece, Romania, Serbia and Turkey and the construction of new electricity generation capacity. The Group
expects to finance this increased capital expenditure principally through cash flows from its operations.
No assurance can be given as to the actual amounts of capital expenditure that may be incurred in future
periods. The timing and amount of capital expenditure is highly dependent on market conditions, the
progress of projects, new opportunities that may arise and a range of other factors outside the Group’s
control. The annual capital expenditure for maintenance is approximately BGN 100 million.
As at 30 June 2013, the Group’s total capital commitments amounted to BGN 638 million, of which:
•

BGN 303 million related commitments to acquire property, plant and equipment;

•

BGN 79 million related to commitments to purchase nuclear fuel;

•

BGN 96 million related to work to be undertaken on its lignite-fired generation plant;

•

BGN 128 million related to the modernisation of gas compressor stations as part of the gas
transmission network;

•

BGN 10 million related to its coal mining facility; and

•

BGN 22 million related to the electricity transmission system and hydropower facilities operated by
the Group.

Borrowings
The Group principally borrows to fund its capital expenditure programme. The majority of the Group’s
borrowings are in the form of bilateral loans from national and international banks. Almost all of the Group’s
80

debt has been borrowed through subsidiaries, including NEK, NPP Kozloduy and TPP Maritsa. The loan
facilities include syndicated loans, export credit facilities, investment loans, grants and financial leases. The
Group is also participating in certain significant projects which BEH expects to finance through project
financing facilities granted to the project companies rather than through equity or debt provided by BEH.
The Group’s funding strategy involves:
•

apportioning overheads into project budgets so that each project has a determined overhead and
capital expenditure budget matched to a reliable project funding source;

•

obtaining strategic funding from reputable banks, which has historically been the Group’s major
source of external funding;

•

expanding its sources of financing to include bond market funding;

•

utilising dividend income from subsidiary companies to support intra-Group operating activities and
to secure short-term financing for the subsidiary companies;

•

participating in joint ventures where the majority of the funding is provided by the joint venture
partners; and

•

obtaining grants from EU funds or from international organisations which support regional
sustainable energy development where available.

Management is not currently aware of any plans by its shareholder to increase the capital of the Group.
Loans
As at 30 June 2013 the Group’s outstanding loans and finance leases together totalled BGN 1.3 billion. As
at 31 December 2012 these were BGN 1.4 billion. The tables below show each of these loans and the amount
outstanding as at 30 June in each of 2013 and 2012 and as at 31 December in each of 2012 and 2011.
As at 30 June

–––––––––––––––––––
Interest rate

––––––––––––
(1) Bridge loan
(2) Investment loan provided by
EURATOM in EUR
(3) Investment loan in Japanese yen
(4) Investment loan in EUR
(5) Investment loan in EU
(6)
(7)
(8)
(9)
(10)
(11)
(12)
(13)
(14)
(15)
(16)
(17)
(18)
(19)
(20)
(21)

Investment loan in EUR
Working capital loan
Investment loan in EUR
Investment loan in EUR
Investment loan in EUR
Investment loan in EUR
Investment loan in EUR
Investment loan in BGN
Investment loan in EUR
Investment loan in EUR
Investment loan in EUR
Investment loan in EUR
Working capital loan
Working capital loan
Working capital loan
Finance lease in BGN

EURIBOR + from
0.079% to 0.13%
2,69%
3m V and 4.10%
6m EURIBOR + 2.95%
and 6.3% and 4.75%
from 4.026% to 4.844%
Base interest rate + 6%
6m EURIBOR + 1%
6m EURIBOR + 5.5%
1m EURIBOR + 2%
LIBOR + 2%
1m EURIBOR + 1.74%
Base Interest Rate + 0.3%
6m EURIBOR + 3.95%
1m EURIBOR + 1.75%
EURIBOR + 4%
6m EURIBOR + 3.5%
Base interest rate + 2.3%
Base interest rate + 2.2%
7.7% – 8.75%

Maturity

––––––––––––

2017 – 2021
2018
2020
2016 – 2021
2022
2015 – 2016
2015
2016
2016
2014
2015
2014
2018
2014
2013(1)
2011 – 2012
2012
2012
2012
2013 – 2014

2013

––––––––

BGN’000

BGN’000

381,596

–

299,585
208,530
133,533

333,764
317,857
148,973

96,099
77,413
26,486
15,820
11,444
10,019
9,448
7,767
4,728
3,163
2,292
–
–
–
–
–
345

115,020
84,672
–
23,904
15,076
13,525
19,021
11,358
10,383
3,991
4,141
383,563
8,293
4,376
3,010
5,828
2,607

––––––––
1,288,268

––––––––
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2012

––––––––

––––––––

1,509,362

––––––––

As at 31 December

–––––––––––––––––––
Interest rate

––––––––––––
(1) Investment loan in EUR
(2) Investment loan provided by
EURATOM in EUR
(3) Investment loan in Japanese yen
(4) Investment loan in EUR
(5) Investment loan in EUR
(6) Investment loan in EUR
(7) Investment loan in EUR
(8) Investment loan in EUR
(9) Investment loan in EUR
(10) Investment loan in EUR
(11) Investment loan in EUR
(12) Investment loan in BGN
(13) Investment loan in EUR
(14) Investment loan in EUR
(15) Investment loan in EUR
(16) Working capital loan
Finance lease in BGN

EURIBOR + 4%
EURIBOR + from
0.079% to 0.13%
2.69%
3m V and 4.10%
6m EURIBOR + 2.95%
and 6.3% and 4.75%
from 4.026% to 4.844%
6m EURIBOR + 1%
LIBOR + 2%
6m EURIBOR + 5.5%
1m EURIBOR + 2%
1m EURIBOR + 1.74%
Base Interest Rate + 0.3%
6m EURIBOR + 3.95%
1m EURIBOR + 1.75%
6m EURIBOR + 3.5%
7.7% – 8.75%

Maturity

––––––––––––

2012

2011

––––––––

––––––––

BGN’000

BGN’000

2013

382,033

488,508

2017 – 2021
2018
2020

322,477
259,123
143,097

357,077
342,118
160,475

2016 – 2021
2022
2015
2014
2016
2016
2015
2014
2018
2014
2011 – 2012
2012
2013 – 2014

105,432
80,444
19,774
14,104
13,178
11,789
9,563
7,558
3,569
3,225
–
–
1,753

124,042
88,914
27,782
23,751
15,470
15,230
13,060
13,199
4,497
5,039
16,979
300
4,877

––––––––

1,377,119

––––––––

––––––––

1,701,318

––––––––

Certain of the Group’s loans contain financial covenants, including debt coverage ratios and current assets
to current liabilities ratios. The Group is currently in compliance with all of these ratios and has obtained
waivers on some of NEK’s loans.
In addition, certain of the loans are:
•

guaranteed by the Bulgarian government; and/or

•

secured by mortgages and/or pledges of other assets.

For a full description of each of these loans, see note 30 to the 2012 Financial Statements. At 30 June 2013,
the Group had an unutilised loan commitment of BGN 35 million available for working capital purposes
until November 2015. The Group also had small undrawn amounts under two other investment loans at 30
June 2013.
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Maturity profile
The table below shows the profile of the Group’s BGN 1.4 billion outstanding loans and finance leases at 31
December 2012 and the Group’s BGN 1.3 billion outstanding loans and finance leases at 30 June 2013.
Figures in the table include both principal and interest.

Non-current liabilities
Bank loans ....................................................................................................
Credit EURATOM ........................................................................................
Finance leases ..............................................................................................
Current Liabilities
Bank Loans ..................................................................................................
Credit EURATOM ........................................................................................
Finance leases ..............................................................................................

30 June
2013
––––––––––
BGN’000

31 December
2012
––––––––––
BGN’000

455,369
254,502
–
––––––––––
709,871

531,234
275,039
174
––––––––––
806,447

532,969
45,083
345
––––––––––
578,397
––––––––––
1,288,268
––––––––––

521,655
47,438
1,579
––––––––––
570,672
––––––––––
1,377,119
––––––––––

ANALYSIS OF CERTAIN BALANCE SHEET ITEMS
Assets
The Group’s most significant assets are its property, plant and equipment and its trade and other receivables,
which together comprised 88.7 per cent. of its assets at 31 December 2012 compared to 84.6 per cent. in
2011. The Group’s property, plant and equipment principally comprise its power generation plants, its
electricity and gas transmission and gas transit and storage infrastructure and related equipment, which are
further described under “Description of the Group”.
The Group’s total trade and other receivables were BGN 1,034 million at 31 December 2012 and BGN 905
million at 31 December 2011.
The table below shows details of the Group’s trade receivables at 31 December in each of 2012 and 2011.
As at 31 December
––––––––––––––––––––
2012
2011
––––––––– –––––––––
BGN’000
BGN’000
Non-current
Gross trade receivables............................................................................................
Accumulated impairment ........................................................................................
Net non-current trade receivables ......................................................................
Current
Gross trade receivables............................................................................................
Accumulated impairment ........................................................................................
Net current trade receivables ..............................................................................

334,417
(321,591)
12,826

416,682
(318,258)
98,424

824,856
564,704
(139,892)
(31,876)
684,964
532,828
––––––––– –––––––––
Total net trade receivables ....................................................................................
697,790
631,252
––––––––– –––––––––
The principal contributor to the non-current outstanding and impaired trade receivables is Toplofikatsia Sofia
EAD, which owed to the Group outstanding trade receivables, net of impairment, of BGN 236 million at 31
December 2012 and BGN 293 million at 31 December 2011. These receivables are in respect of natural gas
supplied and, in March 2010, an agreement was reached for the rescheduling of these receivables over a
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period to June 2017. As at 31 December 2012, the total amount of impairment incurred by the Group in
relation to Toplofikatsia Sofia EAD was BGN 223 million compared to BGN 115 million at 31 December
2011, reflecting non-compliance by Toplofikatsia Sofia EAD with the terms of the rescheduling agreement.
The table below shows an ageing analysis in respect of the Group’s net trade and other receivables at 30 June
in 2013 and 31 December in each of 2012 and 2011.
Neither
overdue nor
impaired
––––––––––
BGN’000
2012 ............................
2011 ............................

419,651
676,451

Overdue but not impaired
––––––––––––––––––––––––––––––––––––––––––––––––––
0-180 days 180-360 days
>360 days
Total
––––––––––
––––––––––
––––––––––
––––––––––
BGN’000
BGN’000
BGN’000
BGN’000
572,859
100,217

24,085
17,337

17,366
110,711

1,033,961
904,716

The rise in overdue receivables (0-180 days) was due to the increase in Bulgargaz’ receivables from
Toplofikatsia Sofia EAD and the delay in the payments of the electricity distribution companies to NEK
EAD.
Liabilities
The Group’s most significant liabilities are its borrowings and its trade and other payables (including related
party payables). Together these liabilities accounted for 71 per cent. of its total liabilities at 30 June 2013
compared to 72.5 per cent. at 31 December 2012 and 75 per cent. at 31 December 2011.
Information on the Group’s borrowings is set out under “Liquidity and Capital Resources – Borrowings”.
The Group’s trade and other payables principally comprise short-term trade payables incurred in the ordinary
course of its business. The Group’s related party payables principally comprise amounts owed to an
associated company.
Equity
The table below shows the Group’s equity at 30 June 2013 and at 31 December in each of 2012 and 2011:

Equity and liabilities
Equity
Share capital ......................................................................
Other reserves ..................................................................
Reserve from revaluation to fair value ..............................
Revaluation reserve............................................................
Reserve from remeasurement of defined benefit plans* ..
Retained earnings ..............................................................
Equity attributable to the sole equity holder ................
Non-controlling interest ....................................................
Total equity ......................................................................

30 June
2013
–––––––––––
BGN‘000

31 December
2012
Restated*
–––––––––––
BGN‘000

31 December
2011
Restated*
–––––––––––
BGN‘000

2,612,004
2,297,289
(27,603)
5,151,147
(43,689)
364,552
–––––––––––
10,353,700
861
–––––––––––
10,354,561
–––––––––––

2,612,004
2,381,309
(32,796)
5,152,005
(39,604)
380,191
–––––––––––
10,453,109
982
–––––––––––
10,454,091
–––––––––––

2,612,004
2,287,078
(27,619)
3,360,932
(25,558)
617,299
–––––––––––
8,824,136
873
–––––––––––
8,825,009
–––––––––––

*As per IAS 19 “Employee Benefits” effective from 1 January 2013

The Group’s share capital is divided into 2,612,003,862 fully paid ordinary shares with a par value of BGN
1 each as of 31 December 2012. All of the Group’s share capital is held by the Minister of Economy, Energy
and Tourism on behalf of the Republic of Bulgaria.
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The Group’s other reserves include statutory and general reserves. At least 10 per cent. of the Group’s net
profit and certain other amounts in each year is contributed to the statutory reserve until it equals 10 per cent.
of the Group’s capital. The statutory reserve can only be used to cover losses in the current and prior periods.
General reserves are formed by the Board and can be used both to cover losses and for any other purpose for
which they were established.
The reserve from revaluation to fair value is used to recognise the revaluation of available-for-sale financial
assets (see note 26 to the 2012 Financial Statements), as well as the Group’s share in the operating result and
the revaluation of financial assets and liabilities recognised directly in the equity of associates or jointlycontrolled entities.
The revaluation reserve is used to reflect increases in the fair value of property, plant and equipment.
Decreases in the fair value of property, plant and equipment are also recognised in this reserve but only to
the extent that they relate to revaluation increases for the same asset previously recognised in other
comprehensive income. The reserve may be used to cover losses and pay dividends only in limited
circumstances.
Profits are distributed by a decision of the general meeting of the sole shareholder based on the individual
financial statements of the parent company BEH EAD. The amount of the dividend is determined annually
via the State Budget Act.
For 2012, in accordance with the State Budget law for 2013 State-owned companies in Bulgaria must
distribute dividends amounting to 80 per cent. of their profit after tax for 2012, after deducting certain
allowed reserves. In 2012, management expects a total distribution of dividends of BGN 206 million. As the
distribution of dividends by BEH depends on the decision of the sole shareholder, no liability in respect of
this expected dividend payments has been recognised in the 2012 Financial Statements. The payment is
currently expected to be made by 15 November 2013, subject to ongoing discussions relating to the possible
capitalisation of the dividend.
For 2011, in accordance with the State Budget law for 2012, BEH distributed dividends amounting to 80 per
cent. of its profit after tax for 2011, after deducting certain allowed reserves. The dividend for 2011 also
included retained earnings from prior years which were available for such distribution in accordance with the
State Budget law.
RELATED PARTY TRANSACTIONS
The related parties of the Group include its shareholder, its associates and joint ventures, its management
personnel and all other public sector entities controlled by the Republic of Bulgaria. Details of the Group’s
related party transactions in the six months ended 30 June 2013 are set out in note 14 to the June 2013
Interim Financial Statements and further details of the Group’s related party transactions in 2012 and 2011
are set out in note 36 to the 2012 Financial Statements.
CONTINGENT LIABILIITIES
The Group’s contingent liabilities as at 30 June 2013 are disclosed in note 15 to the June 2013 Interim
Financial Statements and its contingent liabilities as at 31 December 2012 are disclosed in note 41 to the
2012 Financial Statements and principally comprise:

•

disputes with ZAO Atomstroyexport in which ZAO Atomstroyexport is claiming damages for the
amount of BGN 1.8 billion from the Group’s subsidiary NEK. NEK has counter-claimed. The
proceedings are currently at an early stage and no provisions have been made by the Group in respect
of this litigation. These proceedings are discussed further under “Description of the Group—
Litigation”;

•
•

a dispute with Polymeri AD. which is claiming BGN 4 million from the Group’s subsidiary; and
liabilities under guarantees and promissory notes issued by the Group companies in individually
immaterial amounts and in aggregate amounting to BGN 0.04 million at 31 December 2012.
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DISCLOSURES ABOUT RISK
The Group’s financial risk management policies are set out in note 38 to the 2012 Financial Statements. The
Group considers that its principal risk exposures are liquidity risk, interest rate risk, currency risk and credit
risk, although it also recognises and seeks to manage market risk, regulatory risk and cash flow risk.
Liquidity risk is the risk that the Group will not meet its obligations as they fall due. The Group manages its
liquidity risk primarily through the maintenance of unutilised credit lines (including overdraft facilities with
banks), careful planning of all cash outflows based on monthly forecasts and negotiated payment terms with
customers to ensure predictable cash inflows. A maturity analysis of the Group’s financial liabilities based
on contractual undiscounted payments is set out in note 38 to the 2012 Financial Statements.
The Group’s principal exposure to interest rate risk relates to its variable rate borrowings. A sensitivity
analysis in this regard is set out in note 38 to the 2012 Financial Statements. None of the Group’s interest
rate risk is currently hedged through derivative instruments.
The Group’s currency rate risk arises from its dealings in different currencies, with the major foreign
currencies being euro, U.S. dollars and Japanese yen. As the lev is pegged to the euro at a fixed rate the
Group considers that currency risk in relation to its euro exposure is minimal. The Group’s exposure to
Japanese yen relates to a loan agreement denominated in yen which is currently unhedged. A sensitivity
analysis in relation to the Group’s U.S. dollar and Japanese yen exposure is set out in note 38 to the 2012
Financial Statements.
The Group seeks to manage its credit risk through due diligence in relation to the solvency of its
counterparties. The Group’s principal credit exposure is to Toplofikatsia Sofia EAD, see “Analysis of certain
balance sheet items - Assets”. The Group also has significant cash and short-term deposits held with banks
and is exposed to credit risk on these banks. The Group seeks to manage this credit risk by closely
monitoring the credit quality of its counterparties, including its banks and insurers in particular. The Group
will also be subject to new rules which govern the selection of banks by Bulgarian state owned companies
and which are expected to become effective shortly. One of the principal limits in the new rules is that a state
owned company cannot hold more than 25 per cent. of its cash in a single financial institution.
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TAXATION
Republic of Bulgaria Taxation
The information provided below regarding certain tax considerations under Bulgarian law is based on the
laws in force in the Republic of Bulgaria as of the date of this Prospectus and is subject to any changes in
law that may take effect after such date. It does not purport to be a comprehensive description of all the
considerations that may be relevant to an investment decision, and does not purport to deal with the tax
consequences applicable to all categories of investors. Investors should consult their professional advisers on
the tax consequences of their acquiring, holding and disposing of the Bonds under the laws of their country
of citizenship, residence, domicile or incorporation.
Bulgarian Tax Residence of the Bondholders
From a Bulgarian tax perspective the mere acquisition, holding or disposal of the Bonds would not qualify
a foreign corporate or individual Bondholder as a Bulgarian tax resident.
In order to qualify for tax purposes under Bulgarian law as a Bulgarian tax resident a corporate investor
should either (i) be registered in the Republic of Bulgaria or (ii) have a branch or permanent establishment
registered in the Republic of Bulgaria.
An individual investor will qualify as a Bulgarian tax resident, without regard to its citizenship, in the event
that he or she (i) has a permanent address in the Republic of Bulgaria; (ii) resides in the Republic of Bulgaria
for more than 183 days during each twelve month period, (iii) has been sent abroad by the Bulgarian state,
its authorities or organisations or by Bulgarian enterprises, or (iv) has a centre of vital interest in the Republic
of Bulgaria.
Tax Treatment of Interest Income
Non-resident Corporate Bondholders
Pursuant to the provisions of the Bulgarian Law on Corporate Income Taxation (“LCIT”) interest income
payable by a Bulgarian entity, such as the Issuer, is deemed to be with Bulgarian source and as such it is
subject to Bulgarian withholding tax, when accrued to non-resident corporate entities. The general tax rate
is 10 per cent., levied on the gross amount of the accrued interest income, unless a lower double tax treaty
rate or a treaty exemption applies.
The person liable for the withholding of the tax and its remittance to the Bulgarian revenue authorities is the
Issuer. Where no treaty relief or exemption on the interest income is available or no tax clearance is obtained,
the Issuer should withhold the tax on interest income and remit it to the Bulgarian tax authorities. The
statutory term for payment of the tax is until the end of the month following the quarter in which the interest
income is accrued, notwithstanding whether such interest is actually paid or not. In case the withholding tax
is not paid within such deadline an obligation for payment of statutory default interest is triggered. The
default interest rate is equal to the aggregate of the base interest rate announced by the Bulgarian National
Bank and 10 per cent. per annum. Default interest accrues and is due even where a tax clearance is obtained
but following the expiry of the deadline for the payment of the tax under Bulgarian law. Failure of the Issuer
to withhold and pay in the due tax would trigger joint liability of the respective Bondholder for any
uncollected liabilities.
Non-resident Individual Investors
The income of such individuals is subject to Bulgarian withholding taxation, irrespective of the fact that it is
derived from corporate bonds. The applicable Bulgarian withholding tax rate is 10 per cent. chargeable on
the gross amount of the accrued interest income. The Issuer, as the payer of the income, is liable for the
withholding and remittance of the tax until the end of the month following the quarter of accrual of the
interest income.
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Bulgarian resident Corporate Bondholders
The interest income received by a Bulgarian resident corporate Bondholder will be treated as a form of
business income, and would therefore be included in its financial result. After netting off with business
expenses, any resulting profit is subject to general corporate tax at 10 per cent. The Bulgarian Bondholder
would be liable for payment of the corporate income tax (provided its annual financial result is a positive
figure), as well as for complying with certain reporting obligations under Bulgarian law. The annual
corporate income tax, if any, should be paid by 31 March of the following year, otherwise interest for the
delay shall accrue thereon.
Bulgarian and EU/EEA Member State Individual Investors
The interest income (that is derived from Bonds) of Bulgarian individuals and individuals who are residents
of an EU/EEA member state are exempted from taxation in the Republic of Bulgaria. In order to avail of this
relief, non-resident EU/EEA individuals should present before the Issuer an official document, issued by the
relevant foreign tax administration, evidencing the tax resident status, as well as an affidavit stating that the
circumstances qualifying the interest income as tax exempt are met (in the particular case the affidavit should
state that the interest income originates from corporate bonds).
Tax Treatment of Capital Gains
Non-resident Corporate Bondholders
The capital gains from disposal of the Bonds realised by non-resident corporate Bondholders would be
subject to Bulgarian withholding tax at the rate of 10 per cent. (unless a reduced treaty rate or treaty
exemption is available), levied on the positive difference between the sale price and the documented
acquisition price. “Sale price” is defined in the law as the consideration under the transaction, including any
in-kind consideration, assessed at market prices as of the date of accrual of the income.
The withholding tax on capital gains realised from disposal of the Bonds is due by the non-resident investor
as the income recipient, which is an exception from the principle that the tax is withheld and paid in by the
payer of the income. The term for payment of the tax is until the end of the month following the quarter of
actual receipt of the capital gains.
Non-resident Individual Bondholders
The income of non-resident investors realised from transactions with the Bonds shall be subject to Bulgarian
withholding taxation, at a rate of 10 per cent., levied on the positive difference between the sale price and
the documented acquisition price of the Bonds. In cases when the sale price is paid partially, the withholding
tax is levied on the positive difference between the received part of the sale price and the documented
acquisition price of the bonds corresponding to such received selling price. The tax is to be withheld and paid
by the individual investor until the end of the month following the quarter in which the capital gains are
actually received.
Bulgarian Corporate Bondholders
The tax treatment of capital gains from the disposal of the Bonds, realised by a Bulgarian Bondholder, will
be the same as the tax treatment of the interest income from the Bonds described above. The capital gains
will be treated as a form of business income of the Bulgarian Bondholder and will be included in its financial
result. Should the financial result be a positive figure, the Bulgarian investor would be liable for a payment
of 10 per cent. corporate tax thereon.
Bulgarian Individual Investors
The income of Bulgarian individuals derived from transfer of the Bonds shall be subject to personal income
tax at 10 per cent., as part of the overall annual income.
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Other Taxes
There is no Bulgarian value added tax, registration tax, stamp duty or any other similar duty payable in
Bulgaria as a consequence of the receipt of interest income from the Bonds or the holding or disposal of the
Bonds.
Under Bulgarian law, the transfer of the Bonds by way of succession (through corporate reorganisation or
inheritance) does not trigger separate transfer tax, except for inheritance taxes that may be due in the case of
succession by individual Bondholders who are Bulgarian residents.
Application of Double Tax Treaties
Under Bulgarian law reduced treaty rates/exemptions provided by double tax treaties are not directly
applicable. In order to avail itself of such reduced rates/exemptions the non-resident Bondholder has to either
(i) for interest income exceeding BGN 500,000 - obtain advance approval (clearance) from the Bulgarian
revenue authorities, or (ii) for interest income under BGN 500,000 - verify the conditions for application of
the double tax treaty before the Issuer. The conditions for application of a double tax treaty as well as the
available relief/exemption may vary from treaty to treaty. However, the general rule under the Bulgarian
Code on Tax and Social Procedure is that double tax treaties may only be applied in respect of Bondholders
that are beneficial owners of the realised income. Double tax treaties do not apply to nominal recipients and
conduit vehicles. Clearance for the application of a double tax treaty has to be obtained prior to the expiry
of the period for payment of the respective tax otherwise, even if obtained, default interest will be charged.
European Union Directive on the Taxation of Savings Income
The Savings Directive requires EU member states to provide to the tax authorities of other EU member states
details of payments of interest and other similar income paid by a person established within its jurisdiction
to (or for the benefit of) an individual resident or certain other persons established in that other EU member
state, except that Austria and Luxembourg will instead impose a withholding system for a transitional period
(subject to a procedure whereby, on meeting certain conditions, the beneficial owner of the interest or other
income may request that no tax be withheld) unless during such period they elect otherwise. The
Luxembourg government has announced its intention to elect out of the withholding system in favour of an
automatic exchange of information with effect from 1 January 2015.
A number of non-EU countries and territories have adopted similar measures to the Savings Directive.
The European Commission has proposed certain amendments to the Savings Directive, which may, if
implemented, amend or broaden the scope of the requirements described above.
The Proposed Financial Transactions Tax (“FTT”)
The European Commission has published a proposal for a Directive for a common FTT in Belgium,
Germany, Estonia, Greece, Spain, France, Italy, Austria, Portugal, Slovenia and Slovakia (the “participating
EU member states”).
The proposed FTT has very broad scope and could, if introduced in its current form, apply to certain dealings
in Bonds (including secondary market transactions) in certain circumstances. The issuance and subscription
of Bonds should, however, be exempt.
Under current proposals the FTT could apply in certain circumstances to persons both within and outside of
the participating EU member states. Generally, it would apply to certain dealings in Bonds where at least one
party is a financial institution, and at least one party is established in a participating EU member state. A
financial institution may be, or be deemed to be, “established” in a participating EU member state in a broad
range of circumstances, including (a) by transacting with a person established in a participating EU member
state or (b) where the financial instrument which is subject to the dealings is issued in a participating EU
member state.
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The FTT proposal remains subject to negotiation between the participating EU member states and is the
subject of legal challenge. It may therefore be altered prior to any implementation, the timing of which
remains unclear. Additional EU member states may decide to participate. Prospective holders of Bonds are
advised to seek their own professional advice in relation to the FTT.
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SUBSCRIPTION AND SALE
Citigroup Global Markets Limited and Raiffeisen Bank International AG, (the “Joint Lead Managers”) and
Balkan Advisory Company IP EAD (the “Co-Manager” and together with the Joint Lead Managers, the
“Managers”) have, pursuant to a Subscription Agreement dated 5 November 2013, jointly and severally
agreed with the Issuer, subject to the satisfaction of certain conditions, to subscribe the Bonds at 99.837 per
cent. of their principal amount less commissions plus accrued interest, if any. The Issuer has agreed to pay
to the Managers the commissions and certain costs and expenses incurred by the Managers in connection
with the issue of the Bonds. The Subscription Agreement entitles the Joint Lead Managers (on behalf of the
Managers) to terminate it in certain circumstances prior to payment being made to the Issuer. The yield of
the Bonds is 4.287 per cent. on an annual basis. The yield is calculated as at 31 October 2013 on the basis
of the issue price. It is not an indication of future yield.
General
Neither the Issuer nor any Manager has made any representation that any action will be taken in any
jurisdiction by the Managers or the Issuer that would permit a public offering of the Bonds, or possession or
distribution of this Prospectus (in preliminary, proof or final form) or any other offering or publicity material
relating to the Bonds (including roadshow materials and investor presentations), in any country or
jurisdiction where action for that purpose is required. Each Manager has agreed that it will comply to the
best of its knowledge and belief in all material respects with all applicable laws and regulations in each
jurisdiction in which it acquires, offers, sells or delivers Bonds or has in its possession or distributes this
Prospectus (in preliminary, proof or final form) or any such other material, in all cases at its own expense. It
will also ensure that no obligations are imposed on the Issuer or any other Manager in any such jurisdiction
as a result of any of the foregoing actions.
United States
The Bonds have not been and will not be registered under the Securities Act and Bonds are subject to U.S.
tax law requirements. Subject to certain exceptions, Bonds may not be offered, sold or delivered within the
United States or to U.S. persons. Each Manager has represented and agreed that it has not offered, sold or
delivered and will not offer, sell or deliver any Bonds within the United States or to U.S. persons, except as
permitted by the Subscription Agreement.
In addition, until 40 days after the commencement of the offering, an offer or sale of Bonds within the United
States by any dealer (whether or not participating in the offering) may violate the registration requirements
of the Securities Act.
United Kingdom
Each Manager has represented and agreed that:
(a)

it has only communicated or caused to be communicated and will only communicate or cause to be
communicated an invitation or inducement to engage in investment activity (within the meaning of
Section 21 of the FSMA) received by it in connection with the issue or sale of the Bonds in
circumstances in which Section 21(1) of the FSMA does not apply to the Issuer; and

(b)

it has complied and will comply with all applicable provisions of the FSMA with respect to anything
done by it in relation to the Bonds in, from or otherwise involving the United Kingdom.

Bulgaria
The Bonds will not be offered to the public in the Republic of Bulgaria or admitted to trading on a regulated
market in the Republic of Bulgaria except following the publication of a prospectus compliant with the
Bulgarian Law on Public Offering of Securities, approved by the Financial Supervision Commission of the
Republic of Bulgaria, or approved by the Central Bank (in its capacity as competent authority under Article
21(1) of the Prospectus Directive) and notified to the Financial Supervision Commission of the Republic of
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Bulgaria in accordance with the Prospectus Directive. The obligation to publish a prospectus would not apply
to the public offering in the Republic of Bulgaria of the Bonds in any of the circumstances specified in
Article 3 (2) of the Prospectus Directive. “Public offering of the Bonds in the Republic of Bulgaria” shall
mean the communication to 100 and more persons or indefinite number of persons in any form and by any
means of sufficient information on the terms of the offer and the Bonds to be offered so as to enable an
investor to decide to subscribe or purchase Bonds. In addition a Public offering of the Bonds in the Republic
of Bulgaria is deemed to take place if a person, who/which is neither the owner of the securities, nor an
investment intermediary participates in the offering of the securities. A Public offering of the Bonds in the
Republic of Bulgaria is not deemed to take place in the case of an offering of securities in the course of
liquidation, foreclosure or insolvency proceedings carried out in compliance with applicable law.

92

GENERAL INFORMATION
1.

An application has been made to list the Bonds on the Irish Stock Exchange by the Issuer, through the
Listing Agent, Arthur Cox Listing Services Limited (“Arthur Cox”). Arthur Cox is acting solely in
its capacity as listing agent for the Issuer in relation to the Bonds and is not itself seeking admission
to the Official List or to trading on the Market. It is expected that listing of the Bonds on the Official
List and admission of the Bonds to trading on the Market will be granted on or before 7 November
2013, subject only to the issue of the Global Certificate. Transactions will normally be effected for
delivery on the third working day after the day of the transaction.
The Issuer estimates that the expenses associated with the listing of the Bonds on the Official List and
admission of the Bonds to trading on the Market are expected to amount to approximately €5,190.

2.

The Issuer has obtained all necessary consents, approvals and authorisations in the Republic of
Bulgaria in connection with the issue and performance of the Bonds. The issue of the Bonds was
authorised by the Issuer on through a board resolution passed on 21 October 2013 (as amended on 31
October 2013) and by the Minister of the Economy and Energy (exercising the rights of the Bulgarian
state as sole shareholder of the Issuer) on 31 October 2013.

3.

There has been no significant change in the financial or trading position of the Issuer or of the Group
since 30 June 2013 and no material adverse change in the financial position or prospects of the Issuer
or of the Group since 31 December 2012.

4.

Except as disclosed in “Litigation” on page 56 of this Prospectus, neither the Issuer nor any of its
subsidiaries is nor has been involved in any governmental, legal or arbitration proceedings (including
any such proceedings which are pending or threatened of which the Issuer is aware) during the 12
months preceding the date of this Prospectus which may have or has had in the recent past significant
effects on the financial position or profitability of the Issuer or the Group.

5.

The Bonds will be accepted for clearance through the Euroclear and Clearstream, Luxembourg
systems (which are the entities in charge of keeping the records) with a Common Code of 098915257.
The International Securities Identification Number (ISIN) for the Bonds is XS0989152573.

6.

The address of Euroclear is 1 Boulevard du Roi Albert II, B-1210 Brussels, Belgium and the address
of Clearstream, Luxembourg is 42 Avenue JF Kennedy L-1855 Luxembourg.

7.

There are no material contracts entered into other than in the ordinary course of the Issuer’s business,
which could result in any member of the Issuer’s group being under an obligation or entitlement that
is material to the Issuer’s ability to meet its obligations to bondholders in respect of the bonds being
issued.

8.

This Prospectus contains information taken or derived from Eurostat, Bulgarian National Bank and
the Bulgarian National Statistical Institute (the “External Data”). The External Data has not been
independently verified by the Issuer. The External Data has been accurately reproduced and, as far as
the Issuer is aware and is able to ascertain from the information published by such third parties, no
facts have been omitted which would render the reproduced information inaccurate or misleading. The
source of the External Data is identified in the relevant section of the Prospectus.

9.

Physical copies (and English translations where the documents in question are not in English) of the
following documents will be available, during usual business hours on any weekday (Saturdays and
public holidays excepted), for inspection at the office of the Issuer at 16, Veslets Street, Sofia 1000,
Republic of Bulgaria:
(a)

the Fiscal Agency Agreement (which includes the form of the Global Certificate and the
Individual Bond Certificate);

(b)

the Memorandum and Articles of Association of the Issuer;
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(c)

the published consolidated annual management report and consolidated financial statements of
the Issuer for the financial years ended 31 December 2011 and 31 December 2012;

(d)

the published interim consolidated financial statements of the Issuer for the six months ended
30 June 2013; and

(e)

a copy of this Prospectus together with any Supplement to this Prospectus or further
Prospectus.

This Prospectus will be published on the website of the Central Bank at
http://www.centralbank.ie/REGULATION/SECURITIES-MARKETS/PROSPECTUS/Pages/approved
prospectus.aspx.
10.

Ernst & Young Audit OOD of Polygraphia Office Center, 47A, Tsarigradsko Shose Blvd., fl. 4, Sofia
1124, Republic of Bulgaria (Certified Public Accountants) and a member of the Bulgarian Institute of
Certified Public Accountants have audited, and rendered an audit report on, the consolidated financial
statements of the Issuer for the year ended 31 December 2011. The audit report contains certain
qualifications and emphasis of matters as described in ”Presentation of Financial and Other
Information” on pages iv to x.
Grant Thornton OOD. of 26, Cherni Vrah Blvd, Sofia 1421, Republic of Bulgaria (Certified Public
Accountants) and a member of the Bulgarian Institute of Certified Public Accountants have audited,
and rendered an audit report on, the consolidated financial statements of the Issuer for the year ended
31 December 2012. The audit opinion contains certain qualifications and emphasis of matters as
described in ”Presentation of Financial and Other Information” on pages iv to x.
Bulgarian legislation requires that state owned companies regularly review their auditors and this can
lead to a regular change in auditors.

11.

The Managers and their affiliates have engaged, and may in the future engage, in investment banking
and/or commercial banking transactions with, and may perform services to the Issuer and/or its
affiliates in the ordinary course of business.
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Independent auditors’ report
To the sole shareholder
of Bulgarian Energy Holding EAD
Report on the consolidated financial statements
We have audited the accompanying consolidated financial statements of Bulgarian Energy Holding EAD and its
subsidiaries ("the Group”), which comprise the consolidated statement of financial position as of 31 December
2011, and the consolidated income statement, the consolidated statement of comprehensive income, the
consolidated statement of changes in equity and the consolidated statement of cash flows for the year then ended,
and a summary of significant accounting policies and other explanatory notes.
Management's responsibility for the consolidated financial statements
Management is responsible for the preparation and presentation of consolidated financial statements that give a true
and fair view in accordance with International Financial Reporting Standards, as adopted for use in the European
Union, and for such internal control as management determines is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.
Auditors’ responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards require that we comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's preparation of
consolidated financial statements that give a true and fair view in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified
audit opinion.
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Basis for qualified opinion
а) The Group's accounting policy is to measure its property, plant and equipment at fair value after their initial
recognition. In 2011 and 2010 the Group's subsidiaries have not followed a consistent approach for
determination of the fair value of their property, plant and equipment, and no adjustments have been made in the
consolidated financial statements to conform with the Group policy. In several individual cases where valuations
have been performed as of 31 December 2009, the source data, assumptions and valuation methods applied
were not of sufficient quality and detail to enable us to satisfy ourselves as to the appropriate determination of the
fair value. Furthermore, due to the specific nature of certain items of property, plant and equipment, their carrying
amount was assumed to approximate their fair value and no revaluation was made at that date. We were unable to
obtain sufficient appropriate audit evidence as to the fair value of certain items of property, plant and equipment
with a carrying amount of BGN 6,021,345 thousand as at 31 December 2009. Our auditor's report on the
consolidated financial statements for 2009 was modified in relation to this limitation. As a result of additional
information provided and additional audit procedures carried out in relation to the audit of the financial
statements of certain subsidiaries in 2010 we obtained sufficient audit evidence to allow us to satisfy ourselves
as to the measurement of certain items of property, plant and equipment, included in the qualified opinion from
the prior year with a carrying amount of BGN 1,839,319 thousand as of 31 December 2009. All other
circumstances resulting in our qualification in the auditor's report remain unchanged. As a result, we were unable
to obtain sufficient appropriate audit evidence as to the fair value of property, plant and equipment with a carrying
amount of BGN 4,073,427 thousand as at 31 December 2011.
b) As disclosed in note 8 to the consolidated financial statements the Group has signed an agreement for the
construction of nuclear power plant with a third party. As of 31 December 2011 the carrying amount of assets
under construction related to the nuclear power plant is BGN 1,243,244 thousand. As of 31 December 2011 the
Group has recognised advances paid to and other receivables from the main contractor of the nuclear power plant
amounting to BGN 199,952 thousand and payables to the main contractor amounting to BGN 98,025 thousand.
On 29 March 2012 the Government of the Republic of Bulgaria has made a final decision to terminate the
construction of the nuclear power plant. Negotiations are under way with the main contractor in order to establish
the obligations of the parties under the agreement. The Group was unable to make a reliable assessment and
accordingly has not recognised any provision resulting from the agreement signed or any impairment losses in the
consolidated financial statements. As a result we were unable to obtain sufficient and appropriate evidence as to
the recoverability of the Group asset mentioned above and the completeness of the liabilities to the main
contractor recognised.

c) We were appointed auditors of the Group for 2011 and 2010 after the end of the respective year and consequently
we were not able to observe the counting of physical inventories as at 31 December 2011 and 31 December
2010. Owing to the nature of the Groups’ records we were not able to satisfy ourselves as to the existence and
valuation of inventories with a carrying amount as of 31 December 2011 and 31 December 2010 amounting to
BGN 143,205 thousand and BGN 161,107 thousand by applying other audit procedures.
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d) Trade and other receivables as at 31 December 2011 and 31 December 2010 include receivables with a carrying
amount of BGN 103,874 thousand and BGN 159,046 thousand from companies who are in a financial difficulty
and are in frequent defaults in their payments. The Group has undertaken measures to secure the collection of
these receivables by signing rescheduling agreements with the debtors for gradual payment of their debts. Having
in mind the insufficient information about the financial position of the debtors we were not able to assess their
ability to repay the debts. Consequently, we were not in a position to satisfy ourselves as to the recoverable
amount of such receivables.
e) As disclosed in note 18 to the consolidated financial statements, the Group recognises provisions to cover a
number liabilities arising from its operations. We were not able to obtain sufficient appropriate evidence in respect
to the measurement of the following provisions:

i.

Site restoration provision related to mining activities

As at 31 December 2011 and 31 December 2010 the Group has recognised site restoration provision related to
its mining activities at the amount of BGN 58,016 thousand and BGN 34,173 thousand, respectively. We were not
able to obtain sufficient appropriate evidence as to the completeness of the provision recognised as at 31
December 2011 and 31 December 2010, as well as evidence supporting the main assumptions used for the
determination of this provision.

ii.

Provision for decommissioning of nuclear facilities and storage and management of radioactive wastes

As disclosed in note 3 „Significant accounting judgements, estimates and assumptions" of the consolidated
financial statements as at 31 December 2011, the Group is expected to incur significant costs for
decommissioning of its nuclear facilities and storage and management of the spent nuclear fuel. In accordance
with the legislation currently in force and other international agreements, the Group has the right to receive
reimbursement for a portion of these costs from national and international funds and therefore, the group has not
recognised a provision for these obligations. In accordance with IAS 37, Provisions, Contingent Liabilities and
Contingent Assets, the Group should recognize a provision for its decommissioning and other obligations for
storage and management of spent nuclear fuel arising from its nuclear power generation activities and a separate
asset for its rights to receive reimbursements if it can be measured reliably. We were not provided with an estimate
for these future costs and the related reimbursements. As a result, we were not able to satisfy ourselves as to the
measurement of the provisions and related reimbursement assets as of 31 December 2011 and 31 December
2010.

Qualified opinion
In our opinion, except for the possible effects of the matters described in the “Basis for Qualified Opinion” paragraph,
the consolidated financial statements give a true and fair view of the financial position of the Group as of 31
December 2011, and of its financial performance and its cash flows for the year then ended in accordance with
International Financial Reporting Standards, as adopted by the European Union.

Emphasis of matters
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Without further qualifying our opinion, we draw attention to the following:
As disclosed in note 3 to the consolidated financial statements, the Bulgarian government is considering various
options to restructure the Group's operations in the near future so as to meet the requirements of the respective
European Directives in the energy sector and in particular regarding the requirements for the effective spin-off of
the activities related to the transmission and management of gas and electric power. As of the date of our
report, there is no official decision of the sole shareholder on this matter and the Group's management is unable
to assess whether and to what extent it may impact the recognition and measurement of the Group's assets and
liabilities recognised in the consolidated financial statements or whether additional disclosures may be
required.
As disclosed in note 8 to the consolidated financial statements, the Group owns and operates certain items
of property, plant and equipment with a carrying amount of BGN 91,694 thousand as at 31 December 2011,
which as per the Waters Act are declared public property. Furthermore, in accordance with an amendment in
the Waters Act of August 2010, Tsankov Kamak Dam has also been declared public property. As at 31
December 2011 the carrying amount of the complete project Hydrojunction Tsankov Kamak is BGN
975,596 thousand and it is presented as assets in progress in the Group's statement of financial position.
The Group believes that the value of Tsankov Kamak Dam, which will fall within the regulation of the Act is
BGN 803,127 thousand. The law provides for separate management of such assets by legal entities that are
100% owned by the state or by legal entities with joint state and municipal participation, where the state
holds a majority stake. As of the date of this report no arrangements have been made by the Bulgarian
authorities as to the future ownership and operation of these assets.

Report on other legal requirements
Pursuant to the requirements of the Bulgarian Accountancy Act, article 38, paragraph 4, we read the accompanying
Management report for 2011. In our opinion, the information given in the Annual Management Report is consistent
with the accompanying annual consolidated financial statements as of 31 December 2011.

Ioannis Mystakidis

Nikolay Garnev, CPA

Managing Partner

Registered Auditor

Ernst & Young Audit OOD
30 July 2012
Sofia, Bulgaria
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Bulgarian Energy Holding EAD
CONSOLIDATED INCOME STATEMENT
for the year ended 31 December 2011

Notes

2011
BGN'000

2010
BGN'000

Sales revenue

6.1

6,011,438

5,150,645

Other operating income

6.2

117,101

108,429

6,128,539

5,259,074

(3,355,012)

(2,757,661)

1,359

16,433

64,070

55,288

Cost of natural gas, electricity and other assets sold

6.3

Change in finished goods, work in progress and
deferred expenses
Work performed by the entity and capitalised
Materials expenses

6.4

(322,799)

(315,137)

Hired services expenses

6.5

(315,001)

(280,482)

Depreciation and amortisation

8,9

(543,108)

(509,763)

Personnel expenses

6.6

(697,041)

(674,238)

Net impairment of trade receivables

12

(74,248)

(78,987)

Other operating expenses

6.7

(440,817)

(291,919)

Provisions

18

(84,771)

(85,410)

(7,138)
354,033

(7,945)
329,253

Technological losses of natural gas
Operating profit
Finance income

6.8

28,343

77,294

Finance costs

6.9

(115,543)

(168,241)

266,833

238,306

29,387

29,957

296,220

268,263

(32,764)
263,456

(34,836)
233,427

263,305
151

232,807
620

263,456

233,427

Share of profit of associates and jointly controlled
entities
Profit before tax
Income tax expense
Profit for the year

7

Attributable to:
The owners of the parent company
Non-controlling interest

Mihail Andonov
Executive Director

Rayna Gegova
Chief Accountant

The accompanying financial statements were approved for issue with resolution of the Board of Directors dated 30
July 2012.
The notes on pages 13 to 100 form an integral part of these consolidated financial statements.
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Bulgarian Energy Holding EAD
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
for the year ended 31 December 2011

Notes

2011
BGN'000

2010
BGN'000

263,456

233,427

-

20,524
(2,051)

-

18,473

(6,480)

(5,668)

(161)
16

333
(33)

(145)

300

8,541
(58)

15,035
(16)

Other comprehensive income for the year, net of tax

1,858

28,124

Total comprehensive income for the year, net of tax
Attributable to:
The owners of the parent
Non-controlling interest

265,314

261,551

265,163
151

260,931
620

265,314

261,551

Profit for the year
Other comprehensive income
Revaluation of property, plant and equipment
Income tax effect

8
7

Share of other comprehensive income of associates
Net gain on available-for-sale financial assets
Income tax effect

10
7

Cash flow hedges
Grants

23

Mihail Andonov
Executive Director

Rayna Gegova
Chief Accountant

The accompanying financial statements were approved for issue with resolution of the Board of Directors dated 30
July 2012.
The notes on pages 13 to 100 form an integral part of these consolidated financial statements.
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Bulgarian Energy Holding EAD
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
as at 31 December 2011

Notes

2011
BGN'000

2010
BGN'000

9,917,346
23,450
132,099
98,586
15,349
171
71,928
10,258,929

9,879,400
25,005
160,117
225,452
1,480
171
56,983
10,348,608

660,451
818,312
16,783
25,302
611
1,008,562
2,530,021
12,788,950

671,380
713,197
13,459
33,400
772
662,197
2,094,405
12,443,013

ASSETS
Non-current assets
Property, plant and equipment
Intangible assets
Investments
Trade and other receivables
Other financial assets
Other non-current assets
Deferred tax assets

8
9
5
12
13
7

Current assets
Inventories
Trade and other receivables
Receivables on overpaid income tax
Deferred expenses
Available-for-sale investments
Cash and short-term deposits

11
12
14
10
15

TOTAL ASSETS
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Bulgarian Energy Holding EAD
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
(CONTINUED)
as at 31 December 2011

Notes

2011
BGN'000

2010
BGN'000

16.1
16.2
16.2
16.2
16.2

2,612,004
2,290,096
(27,619)
3,360,932
605,833
8,841,246
873
8,842,119

2,604,553
2,203,034
(20,994)
3,367,981
(8,541)
506,956
8,652,989
1,368
8,654,357

17
7
19
22

1,500,304
381,075
66,503
275,795
10,317
133,197
52,613
2,419,804

1,569,645
389,335
65,363
258,861
835
75,163
6,512
2,365,714

1,205,235
201,014
74,567
13,766
7,028
15,389
10,028
1,527,027
3,946,831
12,788,950

1,081,839
217,000
81,195
11,182
8,541
6,288
8,105
8,792
1,422,942
3,788,656
12,443,013

EQUITY AND LIABILITIES
Equity
Share capital
Other equity reserves
Reserve from revaluation to fair value
Revaluation reserve
Hedge reserves
Retained earnings
Equity attributable to the sole equity holder
Non-controlling interest
Total equity
Non-current liabilities
Interest bearing loans and borrowings
Deferred tax liability
Liabilities for retirement benefit
Deferred financing
Deferred income
Provisions
Trade and other payables

18
20

Current liabilities
Trade and other payables
Interest bearing loans and borrowings
Provisions
Deferred financing
Financial derivatives
Deferred income
Income tax payable
Liabilities for retirement benefit

20
17
18
22
23

19

Total liabilities
TOTAL EQUITY AND LIABILITIES

Mihail Andonov
Executive Director

Rayna Gegova
Chief Accountant

The accompanying financial statements were approved for issue with resolution of the Board of Directors dated 30
July 2012.
The notes on pages 13 to 100 form an integral part of these consolidated financial statements.
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Bulgarian Energy Holding EAD
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
for the year ended 31 December 2011

Share
capital
(Note 16.1)

Balance at 1 January 2010
Profit for the year
Other comprehensive income
Total comprehensive income
Transfers
Distribution of dividends (Note 24)
Other changes in equity

F-11

Balance at 31 December 2010

Other
reserves
(Note
16.2)

Attributable to the equity holders of the parent company
Total equity
Reserves from
Hedge
attributable
revaluation to fair reserve
Revaluation
to the
Nonvalue
(Note
reserve
Retained shareholders controlling
16.2)
(Note 16.2)
earnings of the Holding interest
(Note 16.2)

Total
equity

BGN'000

BGN'000

BGN'000

BGN'000

BGN'000

BGN'000

BGN'000

BGN'000

BGN'000

2,604,553
-

2,163,13
7
(16)
(16)
39,320

(15,626)
(5,368)
(5,368)
-

(23,576)
15,035
15,035
-

3,349,512
18,473
18,473
(4)

367,020
232,807
232,807
(39,316)

8,445,020
232,807
28,124
260,931
-

541
620
620
-

8,445,561
233,427
28,124
261,551
-

-

-

-

(52,222)
(1,333)

(52,222)
(740)

(130)
337

(52,352)
(403)

(20,994)

(8,541)

3,367,981

506,956

8,652,989

1,368

8,654,357

2,604,553

593
2,203,03
4
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Bulgarian Energy Holding EAD
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)
for the year ended 31 December 2011

Share
capital
(Note 16.1)

F-12

Balance at 1 January 2011
Profit for the year
Other comprehensive income
Total comprehensive income
In-kind contribution
Transfers
Revaluation reserve written off
Distribution of dividends (Note 24)
Other changes in equity
Balance at 31 December 2011

Mihail Andonov
Executive Director

Other
reserves
(Note 16.2)

Attributable to the equity holders of the parent company
Total equity
attributable
Reserves from
Hedge
to the
revaluation to fair reserve
Revaluation
shareholder
Nonvalue
(Note
reserve (Note Retained s of the
controlling
16.2)
16.2)
earnings Holding
interest
(Note 16.2)

Total
equity

BGN'000

BGN'000

BGN'000

BGN'0
00

BGN'000

BGN'000

BGN'000

BGN'000

BGN'000

2,604,553
7,451
-

2,203,034
(58)
(58)
86,912

(20,994)

(8,541)

3,367,981

(6,625)
(6,625)
-

8,541
8,541
-

(7,049)

506,956
263,305
263,305
(86,912)
7,049

8,652,989
263,305
1,858
265,163
7,451
-

1,368
151
151
-

8,654,357
263,456
1,858
265,314
7,451
-

-

208

-

-

-

(83,013)
(1,552)

(83,013)
(1,344)

(174)
(472)

(83,187)
(1,816)

2,612,004

2,290,096

(27,619)

-

3,360,932

605,833

8,841,246

873

8,842,119

Rayna Gegova
Chief Accountant

The accompanying financial statements were approved for issue with resolution of the Board of Directors dated 30 July 2012.
The notes on pages 13 to 100 form an integral part of these consolidated financial statements.
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Bulgarian Energy Holding EAD
CONSOLIDATED STATEMENT OF CASH FLOWS
for the year ended 31 December 2011

Notes
CASH FLOWS FROM OPERATING ACTIVITIES
Proceeds from sales, including:
Proceeds from sales of electricity
Proceeds from sales of natural gas and accompanying services
Proceeds from sales of lignite coal
Proceeds from other sales
Payments to suppliers
Payments to personnel
Payments to state funds
Interest paid
Proceeds from / (payments for) fees, commissions and others
Other proceeds and payments, net, including
Income tax paid
Insurances
Taxes and social security contributions (paid) / refunded
Other payments for operating activities
Net cash flows from operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property, plant and equipment and intangible assets
Acquisition of investments
Proceeds from sales of property, plant and equipment
Interest received
Dividends received
Proceeds from financing
Proceeds from interests in joint ventures
Net cash flows used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Capital increase
Proceeds from borrowings
Proceeds from hedging
Payments for hedging
Loans paid
Dividends paid
Net cash flows used in financing activities
Net increase in cash
Cash at 1 January
Cash at 31 December

15

Mihail Andonov
Executive Director

2011
BGN'000

2010
BGN'000

7,093,652
4,617,756
2,178,515
260,951
36,430
(4,850,240)
(688,425)
(87,948)
(77,946)
8,537
(297,971)

5,950,087
4,001,719
1,638,883
254,972
54,513
(4,011,464)
(574,016)
(88,737)
(82,962)
1,887
(272,634)

(48,450)
(14,462)
(167,124)
(67,935)
1,099,659

(50,665)
(9,850)
16,012
(228,131)
922,161

(519,807)
(18,408)
1,723
26,201
4,883
23,679
228
(481,501)

(649,499)
(12,985)
3,943
15,431
16,324
30,944
(595,842)

1,417,284
(1,606,142)
(82,935)
(271,793)

50
862,201
104,044
(24,209)
(1,007,997)
(52,222)
(118,133)

346,365
662,197
1,008,562

208,186
454,011
662,197

Rayna Gegova
Chief Accountant

The accompanying financial statements were approved for issue with resolution of the Board of Directors dated 30
July 2012.
The notes on pages 13 to 100 form an integral part of these consolidated financial statements.
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Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2011

1.

Corporate information

The consolidated financial statements of Bulgarian Energy Holding EAD and its subsidiaries the National Electric
Company EAD, Bulgargaz EAD, Bulgartransgaz EAD, Bulgartel EAD, Kozloduy NPP EAD, Maritsa Iztok 2
Thermal Power Plant EAD, Mini Maritsa Iztok EAD ("the Group") for the year ended 31 December 2011 have been
approved for issue with a resolution of the Board of Directors by virtue of Minutes dated 30 July 2012.
Bulgarian Energy Holding EAD is a single-owner joint-stock company registered in Bulgaria. It is entered in the
Trade Register, volume 147, page 21, batch No 10295. The Company is successor to the state-owned company Oil
and Gas ("Neft i Gas"), established in 1973, renamed to Gas Supply ("Gazosnabdiavane") in December 1975. At the
beginning of 1990 the Company was renamed to Bulgargaz in compliance with the Decree on economic activity. By
virtue of Order of the Council of Ministers dated 12 May 1993 “Bulgargaz” was restructured into a sole owner jointstock company. Pursuant to a restructuring plan dated 27 October 2006 and the appendices thereto Bulgargaz EAD
was restructured into Bulgargaz Holding EAD through spin-off of two sole owner joint-stock companies –
Bulgartransgaz EAD and Bulgargaz EAD in compliance with article 262 (d) of the Commercial Act. Bulgartransgaz
EAD and Bulgargaz EAD are successors to the respective portion of the property (rights and obligations) of
Bulgargaz Holding EAD. The restructuring was registered with decision No 45 of 15 January 2007 of Sofia City
Court.
By virtue of Protocol No РД-21-305 of 18 September 2008 issued by the Minister of Economy and Energy the
company name of Bulgargaz Holding EAD was changed to Bulgarian Energy Holding EAD and the capital was
increased by an in-kind contribution at nominal value of 100% of all shares of the National Electric Company EAD,
Kozloduy NPP EAD, Maritsa Iztok 2 TPP EAD and Mini Maritsa Iztok EAD.
The Company's registered address and address of management is in Sofia 1336, POB 3, Lyulin Municipality, Lyulin
2, 66, Pancho Vladigerov blvd.
Bulgarian Energy Holding EAD's core business is: acquisition, valuation and sale of shares in trading companies
carrying out business activities in the fields of production, extraction, transmission, transit, storage, management,
distribution, sale and / or purchase of natural gas, electricity, thermal power, coals, as well as any other type of
energy and raw materials for the production and participation in the management of such companies, their financing,
acquisition, valuation, issue and sale of bonds, acquisition, valuation and sale of patents, concessions of licenses for
use of patents of the above-mentioned companies, as well as performance of own production or trade activity.
The Company is managed by a Board of Directors and is represented by the Executive Directors – Mihail Andonov.
Subsidiaries
Bulgarian Energy Holding is the direct sole owner of the capital of the following companies:
-

National Electric Company EAD

-

Bulgargaz EAD

-

Bulgartransgaz EAD

-

Bulgartel EAD

-

Kozloduy NPP EAD

-

Thermal Power Plant Maritsa Iztok 2 EAD

-

Mini Maritsa Iztok EAD

National Electric Company EAD is sole owner of the capital of Electricity System Operator EAD.
Bulgartel EOOD is sole owner of the capital of Bulgartel Skopje DOOEL – a company registered in the Republic of
Macedonia.
Kozloduy NPP EAD is sole owner of the capital of Kozloduy HPP EAD. Kozloduy NPP EAD owns 50.36% of the
capital of Interpriborservice OOD, Kozloduy.
TPP Maritza Iztok 2 EAD is sole owner of PFC Beroe – Stara Zagora EAD.
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Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2011

1. Corporate information (continued)
Subsidiaries (continued)
National Electric Company EAD
National Electric Company EAD (NEK EAD) is a sole owner joint-stock company registered in Bulgaria in
accordance with the Commercial Act by Sofia City Court, entered in the Commercial Register under No 196,
volume 5, page 98, company file 29869/1991. The company's registered address and address of management is
Sofia, 5, Veslets str. Sole owner of the capital of the company is Bulgarian Energy Holding EAD.
The managing bodies of NEK EAD are the General Meeting and a three-member Board of Directors. The company
is represented by the Chief Executive Officer – Mr. Ivo Lefterov.
The main activities of the company include:
-

generation of electricity,

-

transmission of electricity;

-

centralised purchase and sale of electricity;

-

supply of electricity to consumers connected to the transmission network;

-

import and export of electricity;

-

construction and maintenance of power generation and transmission facilities;

-

investment activities;

-

implementation and promotion of energy efficiency in the generation and transmission of electricity.

NEK EAD develops active international activities in compliance with the state and sector policy for European
integration.
NEK EAD is a full-fledged member of EURELECTRIC. The company participates in the Board of Directors of
EURELECTRIC and has its representatives in various expert panels of the organisation.
NEK EAD is a collective member of CIGRE participating actively in issues related to the planning, construction and
operation of high-voltage power systems.
NEK EAD is a corporate member of WEC. The company takes active part in the work of the National Member
Committee at the World Energy Council, as well as in the work of the working groups established.
NEK EAD continues its relations and cooperation with organisations such as EFET, USEA, IAEA, CIDA, UN's
European Economic Commission, etc.
The activities carried out by the National Electric Company EAD are subject to licensing under art. 39, para 1, item
2 and § 15, para 3 of the Transitional and Concluding Provisions related to art. 21 of the Energy Act. The company
holds licenses issued by the State Energy and Water Regulation as follows:

- Public Power Supply Licence No Л-147-13/17.12.2004 for a period of 35 years;
- Power Transmission License No Л-147-04/17.12.2004 for a period of 35 years;
- HPP and PSHPP Power Generation License No Л-073-01/14.02.2001 for a period of 35 years;
- Power Trading License No 1-230-15/04.06.2007 for a period of 10 years.
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Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2011

1. Corporate information (continued)
Subsidiaries (continued)
National Electric Company EAD (continued)
As at 31 December 2011 the following companies and branches are internal structural units of NEK EAD:
NEK EAD, Hydro Power Plants Company, Plovdiv – the scope of activities includes power generation, construction
and repairs of hydro power generation facilities, investments.
NEK EAD, Dams and Cascades, Sofia – the scope of activities includes technical operation and maintenance of
dams and hydro power facilities.
NEK EAD, Trafoelectroinvest, Sofia – the scope of activities includes execution of investment projects for facilities
of high-voltage networks.
NEK Hydroelectroinvest, Belovo – the scope of activities includes execution of investment projects for construction
of hydro power facilities.
NEK EAD, Belene NPP, Sofia – the scope of activities includes implementation of the design, construction and
commissioning of units 1 and 2 of Belene NPP.
Electricity System Operator EAD
Electricity System Operator EAD (ESO EAD) was established in compliance with § 15 of the Transitional and
Concluding Provisions of the Energy Act (EA) according to which the activities related to the management of the
power system and the organisation of the electricity market are legally and organisationally separated from the other
activities of National Electric Company EAD. Sole owner of the capital of ESO EAD is NEK EAD.
Electricity System Operator EAD is a sole owner joint-stock company registered in Bulgaria in accordance with the
Commercial Act by Sofia City Court Decision No 1 of 4 January 2007, under company file No 16298/2006 and
entered in the Commercial Register under batch No 112765, volume 1528, register 1, page 53. The registered
address and address of management of the company is Sofia, Lozenets Region, 51, James Boucher blvd. The
company is managed by a three-member Board of Directors. ESO EAD is represented by its Executive Director, Mr.
Ivan Yotov.
The object of activities of ESO EAD is regulated by the Energy Act. The main activity of the company is
management of the electrical power system (EPS). According to the Energy Act this activity is subject to licensing
by the State Energy and Water Regulation Commission (SEWRC). According to art. 43, para 1, item 4 of the EA
only one license for this type of activity is issued on the territory of the country. License No Л-221-17/ 28 December
2006 has been obtained by ESO EAD by virtue of Decision No Р-052 of 28 December 2006 of SEWRC for a
period of 35 years. All electric energy sites on the territory of the country are interrelated and they operate in
common energy system with unified working regime and constant process of generation, transformation,
transmission, distribution and consumption of electricity.
The operational management of the system includes:
1.

Unified operating planning, coordination and management of the electricity system for a safe, effective and
reliable functioning;

2.

Maintaining the balance between the generation and consumption of electricity;

3.

Management (dispatching) of the transmission and transformation of electricity;

4.

Cooperation with the electricity systems of other countries in accordance with international agreements;

5.

Transit of electricity via the transmission network;

6.

Granting equal access to the transmission network users meeting the quality requirements;

7.

Administration of transactions with electricity contracted under regulated and freely negotiated prices and
at the balancing energy market.
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Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2011

1. Corporate information (continued)
Subsidiaries (continued)
Electricity System Operator (continued)
The above mentioned activities can be divided in two major areas as follows: management of the electricity system
(items 1-5) and administration of the electricity market and the balancing energy market (items 6-7). NEK EAD, as
a transmission company, has been issued the only license on the territory of Bulgaria for transmission of electricity.
NEK EAD is owner of the transmission network. The expansion, reconstruction and modernisation of the
transmission network (investment activities) are performed by NEK EAD in accordance with the forecasts and plans
for development of the electricity market prepared by ESO EAD. The maintenance of the energy sites and facilities
of the transmission network in accordance with the technical and safety requirements is a license obligation of NEK
EAD, but the actual execution has been assigned to ESO EAD under an agreement between National Electric
Company EAD and Electricity System Operator EAD for operation and maintenance of the transmission network
signed on 4 January 2007 in compliance with art. 86, para 2 of the EA.
Bulgargaz EAD
Bulgargaz EAD is a sole owner joint-stock company registered in Bulgaria in accordance with the Commercial Act.
The company was entered in the Commercial Register under No 113068, volume 1534 page 35 under company file
No 16440/2006 in accordance with Decision No 1 of 15 January 2007. Sole owner of the capital is Bulgarian
Energy Holding EAD. Bulgargaz EAD's registered office and address of management is Sofia, Lyulin Municipality,
Lyulin 2 Residential Area, 66, Pancho Vladigerov blvd.
The core activity of Bulgargaz EAD is public supply of natural gas and the related purchases and sales; natural gas
purchase for the purpose of its storage in a gas storage facility, marketing researches and natural gas market
analysis.
Bulgargaz EAD carries out the supply of natural gas in accordance with individual licence for public supply of
natural gas on the territory of the Republic of Bulgaria – license No Л-214-14/29.11.2006 issued by the State
Energy and Water Regulation Commission for a period of 35 years.
The organisational structure of Bulgargaz EAD includes a head office and one technological unit in Romania. The
Company is managed by a three-member Board of Directors and is represented by the Executive Director Mr.
Dimitar Gogov. Chair and Deputy Chair of the Board of Directors are Mr. Boris Todorov and Mrs. Juliana Tisheva
respectively.
Bulgartransgaz EAD
Bulgartransgaz EAD is a sole owner joint-stock company registered in Bulgaria in accordance with the Commercial
Act. The company is entered in the Commercial Register by virtue of Decision No 1 of 15 January 2007 under No
113067, volume 1543, page 32, under company file No 16439/2006. Sole owner of the capital of the company is
Bulgarian Energy Holding EAD. Bulgartransgaz EAD has a registered address and address of management in Sofia,
Lyulin Municipality, Lyulin 2 Residential Area, 66, Pancho Vladigerov blvd.
Bulgartransgaz EAD is a combined operator with core business activity: storage, transit and transmission of natural
gas, maintenance and operation, management and development of underground gas storage facility, development of
programmes and activities for compliance of the gas transmission activity with the European Union requirements,
development of pricing policy for connection, transmission and storage of natural gas in accordance with the
effective legislation, administration of transactions with natural gas, and organisation of balancing of the market for
natural gas, engineering, investment and service activities, import of goods, machines and equipment related to the
company's operations, day-to-day management of the gas transmission system.
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Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2011

1. Corporate information (continued)
Subsidiaries (continued)
Bulgartransgaz EAD (continued)
Bulgartransgaz EAD takes over all rights and obligations related to the licenses for transmission, transit and storage
of natural gas issued by the SEWRC.
Bulgartransgaz EAD takes over all rights and obligations related to the licenses issued by the SEWRC as follows:

-

No Л-214-09/29.11.2006 Natural gas transmission license on the territory of the Republic of Bulgaria for a
period of 35 years;

-

No Л-214-08/29.11.2006 Natural gas distribution license on the territory of the Republic of Bulgaria for a
period of 35 years;

-

No Л-214-06/29.11.2006 Natural gas transmission license on the territory of the Republic of Bulgaria for a
period of 35 years;

-

No Л-214-10/29.11.2006 Natural gas storage license on the territory of the Republic of Bulgaria for a period of
35 years.

The activities carried out by Bulgartransgaz EAD have been licensed by the Communications Regulation
Commission as follows:

-

Individual license No 120-01024-02/23.05.2007 on the construction, maintenance and use of private mobile
radiotelephone network.

The company is managed by a three-member Board of Director and is represented by its Executive Director Mr.
Kiril Temelkov.
Bulgartel EAD
Bulgartel EAD is a sole owner joint-stock company registered in compliance with the Commercial Act, having a
registered address and address of management in Bulgaria, Sofia, Lyulin 2 Region, 66, Pancho Vladigerov blvd.
The company is entered in the Commercial Register under company file No 13115/2004 in compliance with the
Commercial Act based on decision of Sofia City Court dated 30 November 2004. Bulgartel EAD has its core
business activity trading, marketing and engineering activity in long-distance communications, construction, use,
and maintenance of long-distance communication networks and information systems and supply of long-distance
communication and information services.
Bulgartel EAD is holder of the following licenses issued by the Communications Regulation Commission:

-

Individual license to carry out long-distance communications through the provision of the service "leased
lines", including international leased lines (Individual license No 121-02949-01/24.02.2005)

-

General license for long-distance communications through public long-distance communications network for
data transfer without use of scarce resource and provision of long-distance communication services through it
(Certificate No 217-05834/17.11.2005)

-

Individual license to carry out long-distance communications through public long-distance communications
network via fixed radio service of the type "point-to-point” (Individual license No 113-03303/28.06.2006). ).
The company is managed by its Executive Directors – Mr. Dimitar Bambov and Mr. Rosen Tsvetkov (since 10
January 2011).

Bulgartel Skopje DOOEL
Bulgartel Skopje DOOEL is a sole owner joint-stock company registered in the General Register of the Republic of
Macedonia on 3 December 2008 under No 643867. The company's registered address and address of management is
Macedonia, Skopje, Ortze Nikolov street. The company is managed by Mrs. Svetla Georgieva.
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Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2011

1. Corporate information (continued)
Subsidiaries (continued)
Maritsa Iztok 2 TPP EAD
Maritsa Iztok 2 TPP EAD is a sole owner joint-stock company registered in Bulgaria in compliance with the
Commercial Act. The company is listed in the Commercial Register under company file No 1338/2000, register 1,
volume 2, page 46, batch 23, under decision No 2591 of 30 June 2000 of Stara Zagora District Court. Sole owner of
the capital of the company is Bulgarian Energy Holding EAD.
The address of management of Maritsa Iztok 2 TPP EAD is Kovachevo village, Stara Zagora District.
Maritsa Iztok 2 TPP EAD's core activity is the generation of electrical and thermal power, transmission and
distribution of thermal power, construction and repair activities in the area of electric and thermoelectric power
engineering, as well as investment activities.
Maritsa Iztok 2 TPP EAD performs its activities in compliance with License for generation of electricity No Л-09101/21.02.2001 issued by the State Energy and Water Regulation Commission for a period of 20 years.
The company is managed by a three-member Board of Directors, chaired by Mr. Ilko Zheliazkov, Executive
Director Georgi Hristozov, Engineer, and Deputy Executive Director Zhivko Dinchev, Engineer.
Mini Maritsa Iztok EAD
Mini Maritsa Iztok EAD is a sole owner joint-stock company registered in Bulgaria in compliance with the
Commercial Act. The company is entered in the Commercial Register, register 1, volume 1, page 12, batch 6 under
company file No 2444/1993 on the grounds of Decision No 2773 of 07 July 1993. Sole owner of the capital of the
company is Bulgarian Energy Holding EAD. The registered address and address of management of Mini Maritsa
Iztok EAD is Stara Zagora District, Radnevo Municipality, Radnevo, 13, Georgi Dimitrov street.
The core activity of Mini Maritsa Iztok EAD is the extraction and sale of coal, industrial, commercial, leasing,
repair, foreign trade activity, training and retraining of coal mining personnel.
With Decision No 655 of the Council of Ministers dated 13 July 2005 /promulgated in the State Gazette, issue 61 of
26 July 2005/ the company was granted a concession for extraction of underground natural resources in the Maritsa
Iztok Coal Basin. Mini Maritsa Iztok EAD performs the activities related to the extraction and sale of coal in
accordance with concession agreement concluded with the Bulgarian Council of Ministers on 11 August 2005 for a
period of 35 years, which came into force on 22 July 2008.
The company is managed by a three-member Board of Directors and is represented by its Executive Director
Evgeniy Stoykov. Deputy Directors of the company are Mr. Stefan Tanev and Mr. Ivan Karaivanov.
NPP Kozloduy EAD
Kozloduy NPP EAD was established on 28 April 2000 pursuant to Decision No 7 of 28.04.2000 under company
file 582/2000 of Vratsa District Court. The registered address and address of management of the company is
Bulgaria, Vratsa District, Kozloduy Municipality, Kozloduy, NPP site, telephone prefix 0973, postal code 3320.
Sole owner of the capital of the company is Bulgarian Energy Holding EAD.
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Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2011

1. Corporate information (continued)
Subsidiaries (continued)
Kozloduy NPP EAD (continued)
The main activity of the company includes the use of nuclear energy for the generation of electricity and thermal
power. The company holds the following licenses:

-

License for exploitation of nuclear facility – registration No 00174 of 22 May 2003 for the operation of Unit III
of Kozloduy NPP EAD. Term of the license – eight years;

-

License for exploitation of nuclear facility – registration No 00008 of 26 February 2003 for the operation of
Unit IV of Kozloduy NPP EAD. Term of the license – ten years;

-

License for exploitation of nuclear facility – registration No 03000 of 01 November 2009 for the operation of
Unit V of Kozloduy NPP EAD. Term of the license – eight years;

-

License for exploitation of nuclear facility – registration No 03001 of 02 December 2009 for the operation of
Unit VI of Kozloduy NPP EAD. Term of the license – ten years;

-

Licence No 050-05/11.12.2000 for thermal power transfer;

-

License for use of ionising radiation sources, serial number И-11024 and И-1708 and registration number
00784 and 00785 respectively;

-

License for transportation of radioactive elements and waste, series Т-11024, registration number 00147;

-

License No Л-216-15/18.12.2006 for trading electricity;

-

License No 02116/05.10.2006 for specialised training carried out by Human Resources and Educational –
Training Centre for a period of 5 years;

-

License No 01032/24.06.2004 for operation of the spent fuel repository of Kozloduy NPP EAD for a period of
ten years

The company is managed by a Board of Directors and it is represented by the Executive Director Mr. Valentin
Nikolov.
Kozloduy HPP EAD
Kozloduy HPP EAD was registered at Vratsa District Court under company file No 495 of 2004 as a sole owner
joint-stock company with 100% private state ownership over the capital. Kozloduy NPP EAD is the sole owner of
the capital of the company. Kozloduy NPP EAD has made a cash contribution to the subsidiary against which it has
received 350 registered ordinary voting shares amounting to BGN 350 thousand and contribution in kind against
which it has received 732 shares amounting to BGN 732 thousand.
The company was established for the purpose of constructing a hydroelectric power plant, generation and
distribution of electricity from a small hydroelectric power plant to utilise the residual resources of the processed
water from Kozloduy NPP EAD.

19

F-20

Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2011

1. Corporate information (continued)
Subsidiaries (continued)
Interpriborservice OOD, Kozloduy
The company was established by virtue of Decision of the Council of Ministers No 55 of 13.04.1988 as a
specialised company for montage, settings, repairs, technical service of automated technology process management
systems, delivery of devices, equipment and spare parts to NPP, TPP, etc. Partners in the company are Russian and
Ukrainian energy companies.
As at the balance sheet date Kozloduy NPP EAD owns 71 shares of BGN 100 each, which represents 50.36% of the
company's registered capital.

2.1. Basis of preparation
The consolidated financial statements were prepared on historical cost basis except for property, plant and
equipment, which are presented at revalued amounts, as well as available-for-sale financial assets and financial
derivatives, which are presented at fair values.
The consolidated financial statements have been prepared in Bulgarian leva, which is the functional and presentation
currency of the Group and all amounts have been rounded to the nearest thousand (BGN’000), unless otherwise
stated.
Statement of compliance
The consolidated financial statements of the BEH EAD have been prepared in accordance with the International
Financial Reporting Standards, which have been endorsed by the European Union (IFRS, endorsed by EU).
Basis of consolidation
The consolidated financial statements include the financial statements of Bulgarian Energy Holding EAD and its
subsidiaries as at 31 December each year. The financial statements of the subsidiaries are prepared for the same
reporting period as those of the parent.
All intra-group balances, transactions, income and expenses and profits and losses resulting from intra-group
transactions and recognised in the statement of financial position, are eliminated in full. Unrealised gains on
transactions with companies carried under the equity method are eliminated to the amount of the parent's interest
held. Unrealised losses are eliminated as unrealised gains only if no indications of impairment exist.
The subsidiaries are fully consolidated from the date of acquisition, which is the date on which control is transferred
to the Group and continue to be consolidated until the date such control ceases. Subsequently investments in
associates and jointly-controlled companies are measured under the equity method in the consolidated financial
statements.
Bulgarian Energy Holding EAD has also prepared and presented separate financial statements for the year ended 31
December 2011, where investments in subsidiaries, associates and jointly-controlled companies have been presented
at cost. The separate financial statements of Bulgarian Energy Holding EAD have been approved for issue by virtue
of decision of the Board of Directors of 6 June 2012.
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2.2. Summary of significant accounting policies
a) Investments in associates and jointly controlled companies
The Group's investments in associates and jointly controlled companies are accounted for using the equity method.
An associate is a company in which the Group has significant influence. Jointly controlled companies are companies
in which the venturers have a contractual arrangement which establishes joint control over the business activities of
the company.
The equity method measures the investments in an associate / jointly controlled company in the statement of
financial position at cost plus any post-acquisition changes in the Group's share of the net assets of the associate /
jointly controlled company. Any goodwill related to the associate / jointly controlled entity is included in the
carrying amount of the investment and is not amortised or tested for impairment separately.
The income statement reflects the share in the operating result of the associate / jointly controlled company. When
there is a change which is recognised directly in the other comprehensive income of the associate / jointly controlled
entity the Group recognises its share of these changes and discloses them, when applicable, in the consolidated
statement of other comprehensive income. Any unrealised gains and losses arising on transactions between the
Group and the associate / jointly controlled entity are eliminated to the extent of the Groups interest therein.
The share of the profit of the associates / jointly controlled entities is reported on the face of the income statement.
This is the profit attributable to the equity owners and therefore it is the profit after tax and non-controlling interests
in the subsidiaries of the associates / jointly controlled entities.
The financial statements of the associate / jointly controlled entity are prepared for the same reporting period as
those of the parent. Adjustments are made as necessary to align the accounting policies to those of the Group.
Once the equity method is applied the Group assesses whether further impairment loss should be recognised in
respect of the investment. The Group assesses whether objective evidence that the investment may be impaired at
each reporting date. If this is the case the Group determines the impairment as the difference between the
recoverable amount of the associate / jointly controlled entity and their carrying amounts and recognises this amount
in the income statement.
If significant influence ceases to exist over an associate the Group measures and recognises the residual investment
at its fair value. Any difference between the carrying amount of an associate upon loss of significant influence and
the fair value of the retained investment and the disposal proceeds is recognised in the profit or loss.
b) Foreign currency translation
The accompanying financial statements are presented in Bulgarian lev, which is the functional and presentation
currency of the Group. Transactions in foreign currencies are initially recorded in the functional currency at the
exchange rate ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies
are translated in the functional currency at the end of each month by applying the exchange rate published by the
Bulgarian National Bank for the last working day of the respective month. All exchange differences are taken to the
income statement. Non-monetary items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rate as of the date of initial transaction (acquisition). Foreign currency differences
arising on restatement are recognised in the profits or losses, except differences arising on the translation of
available-for-sale equity instruments, financial liabilities designated as hedges of net investment in a foreign
operation or classified as cash flow hedges which are taken directly to the other comprehensive income.
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2.2. Summary of significant accounting policies (continued)
c) Revenue recognition
Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Group and the
revenue can be reliably measured. Revenue is measured at the fair value of the consideration received, excluding
discounts, rebates, and other sales taxes or duties. The Group analyses its selling arrangements against specific
criteria to determine whether it acts as a principal or as an agent. It has concluded that it acts as principal in all such
arrangements. The following specific recognition criteria must also be met before revenue is recognised:
Sales of electricity
Revenue is recognised in the income statement when the electrical energy is supplied to the customers connected to
the electricity grid of NEK EAD, to suppliers of last resort and electricity supply companies. Sales revenue is
recognised based on the readings for the electricity consumed. It is measured through commercial metering devices
listed in the state register of commercial metering device types approved for the country. The readings of the
commercial metering devices are taken regularly, usually on a monthly basis.
Sales of electrical energy at the balancing market
Revenue from sales of electrical energy at the balancing market occur at the time when the operator has received
confirmation from the participants at the market, including NEK EAD, in its capacity as a public provider, of the
summarised statements for the respective settlement reporting period (month).
Revenue from granted access to the electricity transmission grid
Revenue from granting access to the users of the electricity transmission grid is recognised when the system
operator receives the actual validated data from the owners of the commercial metering devices.
Revenue from access granted to producers and electricity traders engaged in electrical energy export is recognised
once ESO EAD has validated the cross-border transfer capacity schedules.
Revenue from granted commercial transmission rights
Revenue from commercial transmission rights is classified as deferred income when the rights are granted through
monthly or yearly auction. Such revenue is recognised from the moment the system operator publishes the auction
results on the ESO trader website in accordance with the Auction Rules for Allocation of Capacities on the
Interconnections between the Control Area of ESO EAD and its Neighbouring Control Areas.
The annual auction is conducted in December of the previous calendar year and refer to the next calendar year.
Commercial transmission rights are used and paid for during each month of the next calendar year. The revenue
from commercial transmission rights granted through yearly auction is recognised as current income in the month
the transmission right is actually used. Monthly auctions are conducted in the month proceeding the month of actual
use of the commercial transmission right. Revenue for commercial transmission rights granted through monthly
auctions is recognised as a current income in the period when the right is actually used.
Revenue from granted commercial transmission rights is classified as current income when the rights are granted
through a weekly auction held in the same month that the right is actually used.
Sales of natural gas
Revenue from sales of natural gas is recognised at the end of each month following readings of the natural gas used
by the Group's customers during the month. The revenue accrual is made based on a signed bilateral natural gas
delivery protocol for a period of 1 month. The validity of the protocols is evidenced by the signatures of the Group's
and the customer's authorised officers.
Under the Bulgarian legislation the Group is not allowed to have own pricing of the natural gas sold. The selling
prices of natural gas to all consumers connected to the transmission and distribution network are uniform throughout
the country and are set by the State Energy and Water Regulation Commission, a governmental authority at the
Council of Ministers.
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2.2. Summary of significant accounting policies (continued)
c) Revenue recognition (continued)
Sales of finished products and goods
Revenue from sales of products and goods is recognised when the significant risks and rewards of ownership over
the products and goods has been transferred to the buyer, usually on dispatch of the products and goods.
Rendering of services
Revenue from the rendering of services is recognised based on the stage of completion as at the reporting date. The
stage of completion is determined proportionally over the term of the agreement over which the services are to be
rendered. When the outcome of the transaction (contract) cannot be reliably measured revenue is recognised only to
the extent the recognised expenses are recoverable.
Interest income
Interest income is recognised as interest accrues (using the effective interest rate method, i.e. the interest rate that
discounts exactly the estimated future cash flows over the estimated useful life of the financial instrument to the
carrying amount of the financial asset).
d) Taxes
Current income tax
Current income tax assets and liabilities for the current and prior periods are measured at the amount expected to be
recovered from or paid to the taxation authorities. The tax rates and tax laws used to compute the amount are those
that are enacted or substantively enacted by the reporting date. The management analyses the various items in the
tax return, when the applicable tax provisions are subject to interpretation and recognises provisions where
appropriate.
Current taxes are recognised directly in equity (not in the income statement) if the tax relates to items which have
been recognised directly in equity.
Deferred income tax
Deferred tax is provided using the liability method on all temporary differences at the reporting date between the tax
bases of assets and liabilities and their carrying amounts.
A deferred tax liability is recognised for all taxable temporary differences:

-

except, where the deferred income tax liability arises from the initial recognition of an asset or liability in a
transaction that is not a business combination and, at the time of the transaction, affects neither the accounting
profit nor the taxable profit or loss;

-

for temporary taxable differences related to investments in subsidiaries, associates and joint venture interests,
except where the Group is able to control the timing of the reversal of the temporary difference and it is
probable that the temporary difference would not reverse in the foreseeable future.

Deferred income tax assets are recognised for all deductible temporary differences, carry forward of unused tax
credits and unused tax losses, to the extent that it is probable that taxable profit will be available against which the
deductible temporary differences, and the carry forward of unused tax credits and unused tax losses:

-

except, where the deferred income tax asset arises from the initial recognition of an asset or liability in a
transaction that is not a business combination and, at the time of the transaction, affects neither the accounting
profit nor the taxable profit or loss; and

-

for deductible temporary differences related to investments in subsidiaries, associates and joint venture interests,
deferred tax asset is recognised only to the extent it is probable that the temporary difference will reverse within
the foreseeable future and taxable profit will be available to utilise the temporary difference.
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2.2. Summary of significant accounting policies (continued)
d) Taxes (continued)
The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that it is no
longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be
utilised. Unrecognised deferred tax assets are reassessed at each reporting date and are recognised to the extent it has
become probable that future taxable profit will be gained, which would allow recovery of the deferred tax asset.
Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the period when
the asset is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or
substantively enacted at the reporting date.
Deferred taxes related to items recognised outside the profit or loss are recognised outside the profit or loss.
Deferred taxes are recognised depending on the related transaction either in the other comprehensive income or
directly in equity.
Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right exists to offset current income
tax assets against current income tax liabilities and the deferred tax assets and liabilities relate to the same taxable
entity and the same taxation authority.
Value added tax (VAT)
Revenues, expenses and assets are recognised net of VAT except:

-

where the VAT incurred on a purchase of assets or services is not recoverable from the taxation authority, in
which case the VAT is recognised as part of the cost of acquisition of the asset or as part of the expense item as
appropriate; and

-

receivables and payables that are stated with the amount of VAT included.

The net amount of VAT recoverable from, or payable to, the taxation authority is included as part of receivables or
payables in the statement of financial position.
e) Retirement employee benefits
According to Bulgarian labour legislation, the Group as an employer is obliged to pay two or six gross monthly
salaries to its employees upon retirement, depending on the length of their service. If an employee has worked for
the same employer for the last 10 years of his/ her service, the retirement benefit amounts to six gross monthly
salaries upon retirement, otherwise, two gross monthly salaries. The retirement benefit plan is unfunded. The
liability to pay retirement benefits to its employees is determined by the Group using the actuarial valuation method.
A portion of actuarial gains and losses is recognised as income or expense when the net cumulative unrecognized
actuarial gains and losses at the end of the previous reporting period exceed 10% of the present value of the
retirement benefit obligation. Actuarial gains or losses are recognised over the average remaining number of years
of service of the employees.
The past service cost is recognised as an expense on a straight line basis over the average period until the benefits
become vested. To the extent the benefits are already vested immediately following the introduction of, or changes
to, the retirement plan, past service cost is recognised immediately.
The retirement benefit liability comprises the present value of the defined benefit obligation less past service cost
not yet recognised.
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2.2. Summary of significant accounting policies (continued)
f) Financial instruments - initial recognition and subsequent measurement
Financial assets
Initial recognition
Financial assets within the scope of IAS 39 Financial Instruments: Recognition and Measurement are classified as
either financial assets at fair value through profit or loss, or loans and receivables, or held to maturity investments,
or available for sale financial assets, or as derivatives designated as hedging instruments in an effective hedge, as
appropriate. The Group designates the classification of its financial assets upon initial recognition.
When financial assets are recognised initially, they are measured at fair value, plus, in the case of investments not at
fair value through profit or loss, costs directly attributable to the acquisition of the financial asset.
Purchases or sales of financial assets that require the transfer of the asset over a period of time established normally
by regulation or prevailing practice in the respective market (regular way purchases) are recognised on the date of
the transaction, i.e. the date when the Group has committed to buy or sell the asset.
The Group's financial assets include cash and deposits, trade and other receivables, available-for-sale financial
assets and derivative financial instruments.
Subsequent measurement
The subsequent measurement of the financial assets depends on their classification as follows:
Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss include financial assets held for trading and financial assets,
which at initial recognition have been designated as financial assets at fair value through profit or loss. Financial
assets are classified as held for trading if acquired with the explicit intention of resale in the near future. This
category includes financial derivatives in which the Group has invested, which have not been designated as hedging
instruments in a hedging relationship, as defined in IAS 39. Derivatives, including designated embedded derivatives
are also classified as held for trading, unless they are designated as effective hedging instruments. Financial assets
at fair value through profit or loss are taken to the statement of financial position at fair value and any change in the
fair value, recognised in the financial income or financial expense, are taken to the income statement.
The Group has assessed whether sale of financial assets at fair value through profit or loss (held for trade) in the
near future is still appropriate. When it is not able to trade these financial assets because of ineffective markets and
the intention of the management to sell them in the foreseeable future changes significantly, rarely the Group may
choose to reclassify such financial assets. Reclassification to loans and receivables, available-for-sale financial
assets or financial assets held to maturity depends on the nature of the asset. Such assessment has no impact on
financial assets designated as financial assets at fair value through profit or loss, where the fair value option was
used upon their designation as such.
Loans and receivables
Loans and receivables are non derivative financial assets with fixed or determinable payments that are not quoted in
an active market. Following initial measurement loans and receivables are subsequently carried at amortised cost
using the effective interest rate method (EIRM) less an allowance for impairment. Amortised cost is calculated
taking into account any discounts or premiums on acquisition and fees or expenses inherent to the EIR. EIR
amortisation is included in the finance income in the income statement. Impairment losses are taken to the income
statement as other expenses.
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2.2. Summary of significant accounting policies (continued)
f) Financial instruments - initial recognition and subsequent measurement (continued)
Financial assets (continued)
Subsequent measurement (continued)
Available-for-sale financial investments
Available-for-sale financial assets include equity securities that are designated as available-for-sale or are not
classified in any of the other categories. Following initial recognition available-for-sale financial assets are
measured at fair value. Unrealised gains or losses are taken to other comprehensive income in the reserve for
instruments classified as available for sale until the investment is derecognised when the cumulative gain or loss is
taken to other operating income as a financial expense and is derecognised from the available-for-sale investments
reserve.
The Group has assessed its ability and intention to sell available-for-sale financial assets is still appropriate. When it
is not able to trade these financial assets because of ineffective markets and the intention of the management to trade
them in the foreseeable future changes significantly, the Group may choose to reclassify such financial assets in rare
circumstances. Reclassification as loans and receivables is allowed when the financial asset meets the definition of
loans and receivables and the Group has the intention and is capable to hold these assets in the foreseeable future or
to maturity. Reclassification to the held-to-maturity category is allowed only is the Group is able and intends to hold
the financial assets to its maturity.
All prior gains or losses for a financial asset reclassified out of the available-for-sale category, recognised in equity,
are amortised in the profit or loss over the remaining terms of the investment using the EIR. Any difference between
the new amortised amount and the estimated cash flows is also amortised over the remaining term of the asset using
the EIR. If subsequently the asset is identified as impaired any amount reported in equity is reclassified in the
income statement.
Derecognition
A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is
derecognised when:

-

the contractual rights to receive cash flows from the financial asset have expired;

-

the contractual rights to receive the cash flows from the financial asset are transferred or the Group has the
obligation to pay fully the cash flows received without significant delay to a third party under a transfer
agreement; where (a) the Group has transferred significantly all risks and rewards from the title over the
financial asset; or (b) the Group has neither transferred nor retained significantly all risks and rewards from the
title over the financial asset, but has not retained control over the asset.

Where the Group has transferred its rights to receive cash flows from a financial asset and has a transfer agreement
and has neither transferred nor retained substantially all the risks and rewards of the financial asset but has retained
the control of the asset, the asset is recognised to the extent of the Group's continuing involvement in the asset. In
this case the Group recognises the related liability. The transferred asset and the related liability are recognised on
basis reflecting the rights and obligations retained by the Group.
Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the lower of the
original carrying amount of the asset and the maximum amount of consideration that the Group could be required to
repay.
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2.2. Summary of significant accounting policies (continued)
f) Financial instruments - initial recognition and subsequent measurement (continued)
Financial assets (continued)
Impairment of financial assets
At each reporting date the Group assesses whether objective evidence exists that a financial asset or a group of
financial assets may be impaired. A financial asset or a group of financial assets is impaired if objective evidence for
impairment exists as a result of one or more events occurring after the asset's initial recognition (impairment loss
event) and this event impacts the expected future cash flows from the financial asset or the group of financial assets
which can be reliably measured. Evidence of impairment may include indications that the debtors or a group of
debtors is experiencing significant financial difficulty, default or delinquency in interest or principal payments, the
probability that they will enter bankruptcy/announce over-indebtedness or undertake other financial reorganisation
or where observable data indicates that there is a measurable decrease in the estimated future cash flows, such as
changes in arrears or economic conditions that correlate with defaults by the debtors.
Financial assets carried at amortised cost
For financial assets carried at amortised cost the Group first assesses individually whether objective evidence of
impairment exists individually for financial assets that are individually significant, or collectively for financial assets
that are not individually significant. If it is assessed that no objective evidence for impairment exists for individually
measured financial asset, regardless of whether it is significant or not, the Company includes the asset in a group of
financial assets with similar features of credit risk and reviews them for impairment collectively. Assets that are
individually assessed for impairment and for which an impairment loss is, and continues to be, recognised are not
included in a collective assessment of impairment.
If objective evidence exists for impairment loss the amount is the difference between the asset's carrying amount and
the present value of the expected future cash flows (excluding any future loan losses that have not yet been
incurred). The present value of the expected future cash flows is discounted using the original effective interest rate
of the financial asset. If a loan has a floating interest rate the discount rate for impairment loss represents the current
effective interest rate.
The carrying amount of the asset is written down using an allowance account and the impairment loss is recognised
in the income statement. Interest income continues to be accrued on the reduced carrying amount based on the
original interest rate of the asset, which is used to discount the future cash flows for the purpose of measurement of
the impairment loss. Interest income is accounted for as part of the financial income in the income statement for the
period. Loans, and the related allowances are written off when no realistic opportunity exists to collect them in the
future and all collateral has been realised or has been transferred to the Group. If in a subsequent year the expected
impairment loss increases or decreases due to an event occurring after the recognition of the impairment, the
impairment loss recognised before is increased or decreased through an adjustment in the allowance account. If the
future write-down is recovered at a later stage, the recovery is recognised in the income statement.
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2.2. Summary of significant accounting policies (continued)
f) Financial instruments - initial recognition and subsequent measurement (continued)
Financial assets (continued)
Impairment of financial assets (continued)
Available-for-sale investments
At each reporting date for available-for-sale financial investments the Group assesses whether objective evidence of
impairment exists individually for the investment or a group of investments.
Objective evidence for equity investments classified as available for sale include significant or prolonged decline in
the fair value of the investment below its cost. "Significant decline" is assessed against the initial cost of the
investment and "prolonged period" against the period over which the fair value has fallen below the initial cost.
When there is evidence for impairment the cumulative loss – estimated as the difference between the cost and the
current fair value, less any impairment loss for this investment recognised earlier in the income statement – is
deducted from the other comprehensive income and is taken to the income statement.
Impairment losses on equity investments are not reversed through the income statement, any appreciation of their
fair value is recognised directly in the other comprehensive income.
Financial liabilities
Initial recognition and measurement
Financial liabilities within the scope of IAS 39 are classified as financial liabilities at fair value through profit or loss
or as loans and borrowings, or as derivatives, which are effective hedging instruments, as appropriate. The Group
designates the classification of its financial liabilities upon initial recognition.
Financial liabilities are initially recognised at fair value, plus in the case of loans and borrowings, the transaction
costs directly related to the acquisition of the financial liability.
The Group's financial liabilities include trade and other payables, loans and borrowings.
Subsequent measurement
The subsequent measurement of the financial liabilities depends on their classification as follows:
Loans and borrowings
After initial recognition, loans and borrowings are subsequently measured at amortised cost using the effective
interest rate (EIR) method. Gains and losses on loans and borrowings are recognised in the income statement when
the liabilities are derecognised as well as through the amortisation process.
Amortised cost is calculated taking into account any discounts or premiums on acquisition and fees or expenses
inherent to the EIR. EIR amortisation is included in the finance costs in the income statement.
Derecognition
A financial liability is derecognised when the obligation under the contract is discharged, or cancelled, or expired.
When an existing financial liability is exchange for another liability from the same creditor at significantly different
terms or the terms of the existing liability are significantly modified, this exchange or modification is treated as
derecognition of the original liability and recognition of a new one, and the difference in the respective carrying
amounts is recognised in the profit or loss for the period.
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2.2. Summary of significant accounting policies (continued)
g) Offsetting of financial instruments
Financial assets and financial liabilities are offset and the net amount is taken to the statement of financial position,
if and only if there is a legally enforceable right to offset the recognised amounts and the Group intends to settle the
asset and liability on net basis, or to simultaneously realise the assets and settle the liabilities.
h) Fair value of financial instruments
At each reporting date the fair value of financial instruments which are traded actively at the markets is determined
based on quoted market prices or quotes from dealers ("buy" prices on long positions and "sell" prices on short
positions) without deducting any transaction costs.
The fair values of financial instruments without an active market are determined using valuation techniques. These
techniques include use of recent direct market transactions; references to the current fair value of other instruments
that are significantly the same; analysis of the discounted cash flows, and other valuation models.
Analysis of the fair values of financial instruments and details of their measurement is presented in Note 27.
i) Derivative financial instruments
Initial recognition and subsequent measurement
The Group uses financial derivatives such as currency and interest swaps to hedge the risks related to changes in
foreign exchange rates and interest rates. Such derivative financial instruments are initially recognised at the fair
value on the date of the derivative contract. Following initial recognition derivatives are measured at fair value.
Derivative instruments are accounted for as financial assets when their fair value is positive and as financial
liabilities when their fair value is negative.
For hedge accounting purposes hedges are classified as follows:

-

fair value hedges when an exposure to the movements in the fair value of a recognised asset or liability, or
of an unrecognised commitments (except foreign currency risk) are hedged;

-

cash flow hedges when an exposure to the volatility of cash flows due to specific asset or liability related
risk, or a probable forecast transaction, or foreign currency risk related to unrecognised commitments are
hedged;

-

hedges of net investment in a foreign operation.

At the inception of the hedging formal designation and documenting is made for the hedging relation, to which the
Group has decided to use hedge accounting and of the risk management goal and strategy of the hedging. This
documentation includes designation of the hedging instrument, the hedged item or transaction, the nature of hedged
risk and the ways the Group would use to measure the effectiveness of the movements in the fair values of the
hedged instrument upon offsetting the exposure to changes in the fair value of the hedged item or cash flows which
are due to the hedged risks. Hedging is expected to be highly effective to offset the changes in the fair values or
cash flows due to the hedged risk, and regular assessments are made to determine whether hedging has been highly
effective within the reporting financial periods in which hedging is designated.
Hedging relations meeting the stringent requirements to hedge accounting are accounted for as follows:
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2.2. Summary of significant accounting policies (continued)
i) Derivative financial instruments (continued)
Initial recognition and subsequent measurement (continued)
Cash flow hedging
The portion of the gain or loss on the hedging instrument assessed as an effective hedge is recognised directly in the
other comprehensive income in the cash flow hedge reserve. The ineffective portion is recognised in the financial
expenses in the income statement.
Any amount recognised as other comprehensive income is transferred in the income statement when the hedged
transaction impacts the profit or loss, for example when the hedged financial income or financial expense is
recognised or when the forecast sale occurs. When the hedged item represents the cost of a non-financial asset or a
non-financial liability, the amounts taken to other comprehensive income are transferred to the original carrying
amount of the non-financial asset or liability.
If the forecast transaction or commitment are no longer expected to occur the cumulative gain or loss previously
recognised in equity is taken to the income statement. If the hedging instrument reaches maturity, or is sold,
cancelled or exercised without exchange or transfer, or if the Group cancels the designation as hedging, all
cumulative gains or losses previously recognised in other comprehensive income remain in the other comprehensive
income until the forecast transaction or commitment influences the profit or loss.
j) Share capital
Share capital is presented at the nominal amount of the shares issued and paid-in. Proceeds from issued shares in
excess of their nominal amount are taken to the share premium.
k) Property, plant and equipment
Property, plant and equipment are initially recognised at cost which includes costs related to replacement of parts of
the plant and equipment, and borrowing costs on long-term construction contracts, if they meet the criteria for
recognition of an asset. When major inspection costs are incurred for a machine and/ or equipment, they are
recognised in the carrying amount of the item of property, plant and equipment as a replacement if the asset
recognition criteria are satisfied. All other repair and maintenance costs are taken to the income statement in the
period incurred. Borrowing costs related to the acquisition and construction of qualifying assets are capitalised as
incurred.
Following initial recognition property, plant and equipment are measured at fair values less the accumulated
depreciation and impairment recognised after the revaluation date. Revaluations are made with sufficient regularity,
so that to ensure that the fair value of a revalued asset does not differ materially from the asset's carrying amount.
Any increase in the carrying amount of an asset as a result of revaluation is taken to the revaluation reserve in the
other comprehensive income. The revaluation increase, however, is recognised in the income statement to the extent
it reverses revaluation decrease of the same asset, previously recognised as an expense in the income statement.
Any decrease in the carrying amount of an asset as a result of revaluation is recognised as an expense in the income
statement, except to the extent it offsets an existing revaluation reserve related to the same asset. Depreciation
accumulated as at the date of revaluation is derecognised against a decrease in the asset's book value. Thus the
deemed value of the asset is adjusted to its fair value. Any revaluation reserve associated with the asset is
transferred to accumulated gains and losses upon derecognition of the asset.
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2.2. Summary of significant accounting policies (continued)
k) Property, plant and equipment (continued)
Depreciation is calculated on a straight line basis over the estimated useful life of the assets as follows:
Buildings
Machinery and equipment
Motor vehicles
Fixtures and fittings
Other
Buffer gas and minimum quantities of natural gas in the highway and
transit gas pipelines

5-80 years
2-50 years
2-30 years
2-20 years
3-30 years
60 years as of 1 January
2007

The annual depreciation rate for depreciable land is calculated as a coefficient as follows:
C=
where:
CE
OCD
BS
CDP

CE
OCD+BS+CDP
coal extracted in tons
open coal deposits
blocked stocks
coal deposits in progress

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are
expected from its use or disposal. Any gain or loss arising on derecognition of the asset (calculated as the difference
between the net disposal proceeds, if any, and the carrying amount of the asset) is included in the income statement
in the year the asset is derecognised.
The asset’s residual values, useful lives and methods of depreciation are reviewed, and adjusted prospectively if
expectations differ from the previous estimates, at each financial year end.
Buffer gas
Natural gas at Chiren (Chiren UGS) includes working gas and buffer gas. Natural gas at Chiren UGS is measured
through reservoir simulation using special software ECLIPSE. Changes in pressure during different drillings
during reservoir simulation of operation of the underground section are analysed and compared with the actually
measured pressure levels.
Buffer gas maintains the stratum pressure required for the extraction of working gas. Buffer gas at the underground
gas storage is accounted for as a non-current asset.
The amount of buffer gas has been estimated by technical experts of the Group based on the stratum pressure during
drilling and the pressure at the Chiren UGS exit, i.e. the point where the natural gas is fed into the gas pipeline.
Buffer gas includes physically extractable and non-extractable natural gas. The quantity of physically extractable
natural gas has been estimated. The extractable buffer gas is the natural gas which could be extracted from Chiren
UGS if the gas is fed into the gas pipeline under certain pressure. The extractable buffer gas is not depreciated. The
non-extractable buffer gas is depreciated.
Minimum quantities of natural gas required for the functioning of the highway and transit gas pipelines
The minimum quantities of natural gas required for the normal functioning of the highway and transit gas pipeline
have been estimated applying the volume method and a certain methodology. These quantities are reported as noncurrent assets.
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2.2. Summary of significant accounting policies (continued)
k) Property, plant and equipment (continued)
Minimum quantities of natural gas required for the functioning of the highway and transit gas pipelines (continued)
Technical experts of the Group have estimated the quantity of natural gas which would be irretrievably lost in case
of dismantling the transit and highway gas pipelines. This quantity is depreciable gas. The rest of the estimated
minimum quantity of natural gas required for the normal functioning of the gas transmission network is nondepreciable. This natural gas could be extracted in case of dismantling.
l) Leases
The determination of whether an arrangement is, or contains a lease is based on the substance of the arrangement at
inception date and calls for assessment of whether the fulfilment of the arrangement is dependent on the use of a
specific asset or assets and whether the arrangement conveys the right to use the asset.
The Group as a lessee
The Group classifies lease contracts as finance leases if they transfer substantially all risks and benefits incidental to
ownership of the leased asset. At the inception of the lease finance leases are recognised as an asset and liability in
the statement of financial position at an amount, which at the inception of the lease contract, equals the fair value of
the leased property or, if lower, at the present value of the minimum lease payments. Lease payments are
apportioned between the finance charges and reduction of the lease liability so as to achieve a constant rate of
interest on the remaining balance of the liability. Finance charges are taken directly to the income statement.
Assets under finance leases are depreciated over the useful life of the asset. If there is no reasonable certainty that
the Group will acquire the title over the leased assets at the end of the lease term assets are depreciated over the
shorter of the asset's useful life or the term of the lease contract.
Operating lease payments are recognised as an expense in the profit or loss on a straight line basis over the lease
term.
The Group as a lessor
Leases where the Group retains substantially all the risks and benefits of ownership of the asset are classified as
operating leases. Initial direct costs incurred by the Group in negotiating and arranging an operating lease are added
to the carrying amount of the leased asset and recognised over the lease term on the same bases as lease income.
Contingent rents are recognised as revenue in the period in which they are earned.
m) Borrowing costs
Borrowing costs related directly to the acquisition, construction or manufacturing of an asset that necessarily takes a
significant period of time to be prepared for its intended purpose or sale, are capitalised as part of the asset's cost.
All other borrowing costs are recognised as an expense when incurred. Borrowing costs include interest and other
expenses that the Group incurs in relation to attracting the borrowings.
The Group capitalises the borrowing costs on qualifying assets when the construction has started on or after 1
January 2009. Borrowing costs related to construction projects that were launched before 1 January 2009 continue to
be reported as an expense for the period.
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2.2. Summary of significant accounting policies (continued)
n) Intangible assets
On initial recognition intangible assets acquired separately are measured at cost. Following initial recognition,
intangible assets are carried at cost less any accumulated amortisation and any accumulated impairment losses.
The useful lives of intangible assets are assessed to be finite as follows:
Patents, licenses
Software
Other

2-35 years
1-10 years
5-7 years

Intangible assets with finite useful lives are amortised under the straight line method over their useful economic life
and assessed for impairment whenever there is an indication that the intangible asset may be impaired. The
amortisation period and amortisation method for intangible assets with finite useful lives are assessed at least at the
end of each financial year. Changes in the expected useful life or the expected pattern of consumption of future
economic benefits embodied in the intangible asset are accounted for by changing the amortisation period or method
and treated as changes in the accounting estimates.
Any gain or loss arising on derecognition of an intangible asset calculated as the difference between the net disposal
proceeds and the carrying amount of the asset is included in the income statement in the year the asset is
derecognised.
o) Inventories
Inventories are measured at the lower of the cost and the net realisable value.
Costs incurred in bringing each item of inventory to its present location and condition, are accounted for as follows:
Materials

-

Finished goods and work in progress

purchase cost on an "average weighted cost" basis;
the cost of direct materials used, labour and overheads allocated based on
the normal production capacity, excluding borrowing costs.

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.
Nuclear fuel
Fresh nuclear fuel at Kozloduy NPP EAD is measured at cost.
Work in progress represents the residual value (residual resource) of the nuclear fuel located in the reactors at the
reporting date.
Calculations are based on the Methodology for reporting of deliveries, reloading and consumption of fresh nuclear
fuel at Kozloduy NPP EAD which takes into account the cost of fresh nuclear fuel loaded during the respective fuel
campaign and the estimated fuel component, which is determined dividing the cost of the fuel loaded in the reactor
by the estimated production of electrical energy during the period in kWh.
The product of the gross energy generated by the respective unit in the fuel campaign and the fuel component
represents the consumption for the respective period.
Operating gas
Operating quantities of natural gas are reported as inventory.
Operating gas is measured at the lower of the cost and the net realisable value. The net realisable value is
determined by the State Energy and Water Regulation Commission to be applied for the quarter following the
reporting date.
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2.2. Summary of significant accounting policies (continued)
o) Inventories (continued)
Operating gas (continued)
Upon initial recognition natural gas is measured at cost plus transportation expenses.
Upon consumption operating natural gas is expensed at weighted average cost.
Spare parts and technological equipment
Spare parts and technological equipment are accounted for as inventories. The Group has applied different
accounting policies to the use of spare parts and technological equipment. Part of the technological equipment is
capitalised upon commissioning. Another part of the spare parts are expensed as incurred upon consumption.
p) 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 such
indication exists, or when annual impairment testing for an asset is required, the Group makes an estimate of 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. The recoverable amount is determined for an individual
asset, unless the asset does not generate cash flows that are largely independent of those from other assets or groups
of assets. Where the carrying amount of an asset or a CGU exceeds its recoverable amount, the asset is considered
impaired and its carrying amount is written down to its recoverable amount.
In assessing an asset's value in use, the estimated future cash flows are discounted to their present value using a pretax discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset. An appropriate valuation model is used in determining fair value less costs to sell. These calculations are
corroborated by other valuation models or other available sources of information regarding the fair value of an asset
or a cash generating unit.
Impairment losses are recognised in the income statement, except non-current assets that have been revalued in prior
periods and revaluation increase has been recognised in the other comprehensive income. In such cases impairment
loss is also taken to the other comprehensive income to the amount of the previously recognised revaluation of the
respective asset.
An assessment is made by the Group at each reporting date as to whether there is any indication that previously
recognised impairment losses may no longer exist or may have decreased. If any such indication exists the Group
determines the recoverable amount of the asset or the cash generating unit. An impairment loss is reversed only if
there has been a change in the estimates used to determine the asset’s recoverable amount since the last impairment
loss was recognised. Reversal of the impairment loss is restricted so that the carrying amount of the asset would not
exceed its recoverable amount nor the carrying amount (after amortisation charges) that would have been
determined had no impairment loss been recognised for the asset in prior years. Reversal of impairment loss is
recognised in the income statement, unless the asset is carried at revalued amount, in which case the reversal is
treated as revaluation increase.
q) Cash and cash equivalents
Cash and short-term deposits in the statement of financial position comprise cash at bank and in hand and short-term
deposits with an original maturity of three months or less.
For the purpose of the cash flow statement, cash and cash equivalents consist cash and cash equivalents as defined
above, less any blocked cash.
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2.2. Summary of significant accounting policies (continued)
r) Provisions
General
Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event,
when it is probable that an outflow of resources embodying economic benefits will be required to settle the
obligation and a reliable estimate can be made of the amount of the obligation. Where the Group expects some or all
costs necessary to settle a provision to be recovered, for example under an insurance contract, the recovery is
recognised as a separate asset but only when it is virtually certain that the costs will be recovered. The expense
relating to any provision is presented in the income statement net of any reimbursement. If the effect of the time
value of money is material, provisions are discounted using a current pre-tax discount rate that reflects, where
appropriate, the risks specific to the liability. Where discounting is used, the increase in the provision due to the
passage of time is recognised as a finance cost.
Provision for environmental protection costs
A provision for environmental protection costs is recognised when it is probable that costs would be incurred or
restoration works would be carried out and the Group has a legal or contractual obligation to undertake such actions.
When it is expected that the expenses would be incurred over a long period of time, the present value of the
expected future expenses is recognised as a provision and the effects of discounting are recognised as finance
income and costs. At the reporting date of these consolidated financial statements a provision for environmental
protection costs is recognised related to the legal obligation for safeguarding of the luminescent and other types of
lamps containing mercury, safeguarding and recycling of storage batteries, deactivation, recycling and replacement
of capacitor batteries containing PHB with new ones and utilisation of bleaching soil used in the base for oil
regeneration.
Provision for site restoration
A provisions is made in respect of the Group's obligation to restore land damaged by coal mining at Mini Maritsa
Iztok EAD, taking into account the requirements of the effective environmental law, the land subject to future
mining, non-restored past mining land, the cost of restoration per 1 decare of land and the expected deposits of coal
by 2060. The provision was not discounted and therefore was not presented in these consolidated financial
statements at present value as there is significant uncertainty as to the volume of restoration activities over time.
Provision for decommissioning of nuclear equipment
The Group has not assessed the financial resources required for the decommissioning of nuclear equipment based on
detailed plan of the decommissioning activities and therefore no provision has been made.
Provision for spent nuclear fuel
According to the National Strategy for Spent Nuclear Fuel Management in effect as at 31 December 2011 the Group
(NPP Kozloduy EAD) has a legal obligation to incur spent nuclear fuel transport, processing and storage costs in
Russia. The provision for the liabilities related to the spent nuclear fuel is based on the management's best estimate
as to the costs that will be incurred during the next reporting period for processing and storage of the spent nuclear
fuel.
s) Greenhouse gas emission quotas
Greenhouse gas emission quotas (carbon dioxide) are accounted for under the "net liability method" under which the
Group recognises a liability for carbon dioxide emissions when they occur and exceed the allocated quotas
(according to the national plan for allocation of quotas to trade with greenhouse gas emissions). Greenhouse gas
emission quotas acquired and exceeding the allocated quotas are recognised as an asset at cost or as a decrease in the
recognised asset.
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2.2. Summary of significant accounting policies (continued)
t) Financing (government grants)
Government grants are recognised when there is reasonable certainty that the grant will be received and that all
conditions attached to it will be met. Where the grant is related to an expense item it is recognised as income over
the periods needed to match the grant on systematic basis to the costs it is compensating. Where the grant is related
to an asset it is recognised as deferred income and is realised in income on straight-line basis over the estimated
useful life of the related asset.
When the Group receives non-monetary government grants, the grant and the asset are reported at nominal amount,
and the grant is recognised as income in the income statement on a straight-line basis over the estimated useful life
of the asset.
u) Deferred expenses
Stripping expenses related to coal deposits which are deferred based on the quantity of coal prepared for extraction
by the end of the year are reported as deferred expenses.
Reclassifications
Certain reclassifications were made in the comparative information for 2010, included in the statement of
comprehensive income, the statement of financial position, the statement of changes in equity and the statement of
cash flows in order to achieve consistency in the presentation of the information relating to the prior year.
Statement of cash flows
In 2010 the Group has also changed the presentation of its cash flows from investing and operating activities using
the direct method. The comparative information was reclassified accordingly.
The Group believes that this presentation reflects in the most suitable way the nature of the transactions and the
balance sheet items.
Statement of financial position
In 2010 the Group has changed the presentation of the provision for the excess over the greenhouse gas emission
quotas by including it in the non-current liabilities in 2010.

2.3. Changes in accounting policies and disclosures
New and amended standards and interpretations
The accounting policies adopted are consistent with those of the previous reporting period except the following new
and amended IFRS and Interpretations (IFRIC) to the International Financial Reporting Standards, adopted by the
Group as at 1 January 2011:
IAS 24 Related Party Disclosures (Amendment), effective as of 1 January 2011;
IAS 32 Financial Instruments: Presentation (Amendment), effective as at 1 February 2010;
IFRIC 14 Prepayment of a Minimum Funding Requirement (Amendment), effective as at 1 January 2011;
IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments, effective as at 1 July 2010;
Improvements in IFRS (May 2010).
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2.3. Changes in accounting policies and disclosures (continued)
New and amended standards and interpretations (continued)
When it is considered that the adoption of a standard or interpretation might have impact on the financial statements
or performance of the Group, the effects are described below:
IAS 24 Related Party Disclosures (Amendment)
The International Accounting Standards Board (IASB) has published an amendment to IAS 24 which clarifies the
related party definition. The new definitions emphasise on a symmetric view on the related party relations and
clarify the circumstances when a person and key management personnel have influence on the related party relations
of the entity. Additionally the amendment provides for an exemption to the general disclosure requirements for
related party transactions with the government or government bodies and entities, which are controlled, jointly
controlled or in which the same government or state body has significant influence as the one of the reporting entity.
The application of the amendment has had no impact on the financial position or performance of the Group.
IAS 32 Financial Instruments: Presentation (Amendment)
IASB published an amendment which changes the definition of a financial liability in IAS 32, to allow entities to
classify the rights issue and certain options or warrants as equity instruments. The amendment is applicable if prorata rights are granted to all existing holders of the same class of non-derivative equity instruments of the entity to
acquire a fixed number of the entity's own equity instruments for a fixed amount in any currency. This amendment
is applied retrospectively. This amendment has no influence on the financial position or performance of the Group
as it does not hold this type of instruments.
IFRIC 14 Prepayment of a Minimum Funding Requirement (Amendment)
This amendment eliminates an unforeseen consequence when the entity is subject to minimum funding requirements
and makes an early payment to cover such requirements. This amendment allows the prepayment of future service
costs by the entity to be recognised as a retirement benefits asset. This amendment is applied retrospectively. The
Group is not subject to minimum funding requirements in Bulgaria and therefore the amendment of this
Interpretation has no influence on its financial position or performance.
IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments
The Interpretation clarifies that equity instruments issued to a creditor in order to extinguish a financial liability
meet the requirements of a paid consideration. The equity instruments issued are measured at their fair value. In case
that this cannot be reliably measured, the instruments are measured at the fair value of the liability extinguished.
Any gain or loss is recognised immediately in the current profit or loss. This Amendment has no influence on the
financial position or performance of the Group.
Improvements to IFRSs
In May 2010 the IASB issued the third omnibus of amendments to its standards, primarily with a view to removing
inconsistencies and clarifying wording. There are separate transitional provisions for each standard.
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2.3. Changes in accounting policies and disclosures (continued)
New and amended standards and interpretations (continued)
Other amendments resulting from Improvements to IFRSs to the following standards and interpretations did not
have any impact on the accounting policies, financial position or performance of the Group:
IFRS 3 Business Combinations
IFRS 7 Financial Instruments: Disclosures
IAS 1 Presentation of Financial Statements
IAS 27 Consolidated and Separate Financial Statements
IAS 34 Interim Financial Reporting
IFRIC 13 Customer Loyalty Programmes

3. Significant accounting judgements, estimates and assumptions
The preparation of the consolidated financial statements requires the management to apply accounting judgements,
estimates and assumptions, which have effect on the amount of reported assets and liabilities, and the disclosure of
the contingent liabilities at the balance sheet date, as well as on the income and expenses reported for the period.
Uncertainties related to these assumptions and estimates may lead to actual results requiring material adjustments in
the carrying amounts of the respective assets or liabilities in subsequent reporting periods.
Judgements
In applying the adopted accounting policies, the management of the Group has made the following judgements,
which have the most significant impact on the amounts recognised in the financial statements.
Estimates and assumptions
The key assumptions concerning the future and other key sources of estimation uncertainty at the balance sheet date,
that have a significant risk of causing a material adjustments to the carrying amounts of assets and liabilities within
the next reporting period are discussed below:
Going concern principle
The sole shareholder of Bulgarian Energy Holding EAD (BEH EAD) is the Bulgarian state through the Minister of
Economy, Energy and Tourism in the capacity of a principal. The operation and future development of the Group is
completely dependent on the future intentions and strategy of the State regarding the continuation of its functions
and activities within the energy sector in Bulgaria. After the reporting date the principal has announced its intentions
to restructure Bulgarian Energy Holding EAD. As at the date the accompanying consolidated financial statements
were approved for issue no specific decisions have been made and no details have been announced by the principal
as to the mode of restructuring of the BEH EAD holding structure and its subsidiaries. Therefore, the management
is unable to assess whether and to what extent the future restructuring would have impact on the recognition and
measurement of assets and liabilities included in the consolidated financial statements as at 31 December 2010 or
whether additional disclosures resulting from the future restructuring would be required. The management has
analysed the applicability of the going concern principle taking into account the announced intentions of the
principal for future restructuring. As a result the management has concluded that the application of the going
concern principal is appropriate due to the following reasons:
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3. Significant accounting judgements, estimates and assumptions (continued)
Estimates and assumptions (continued)
Going concern principle (continued)
-

the discussed possible decisions related to the future of the Group are aimed at restructuring within the
existing companies and the sole shareholder;

-

whatever form of restructuring is adopted by the Ministry of Economy, Energy and Tourism, it would not
result in a change in ownership;

-

whatever form of restructuring is adopted by the Ministry of Economy, Energy and Tourism, it would
ensure complete succession over the assets and liabilities of the Group at their carrying amounts as at the
date of the potential restructuring;

-

regardless of the form of restructuring within the existing companies and the sole shareholder it would not
result in accelerated realisation of the above-mentioned assets and liabilities as at the potential restructuring
date.

Operations subject to spin-off
Energy System Operators EAD is a subsidiary of NEK EAD. The operator holds a license for management of the
electricity transmission grid which is owned by NEK. There is a plan to transfer the system to ESO in order to
comply with a European requirement for unbundling the operations in the energy sector. The main objectives of
Directive 2009/72/EC, which is part of the Third Liberalisation Package, is to achieve completely liberalised market,
allowing the users to choose their provider freely, non-discrimination access to the electricity transmission grid and
more robust regulatory supervision. The Directive introduces a requirement for the effective unbundling of the
operations related to the grid from the operations related to the supply and generation of electricity and sets new
independence requirements for the transmission grid operators. There are three models envisaged: ownership
unbundling, independent system operator and preservation of the vertical integration in compliance with additional
requirements. Thus it is allowed for this requirement to be met with the option to retain the ownership on the
electricity transmission grid and the related assets in addition to the "ownership unbundling" option when as at 3
September 2009 the transmission grid was owned by a vertically integrated entity (VIE), such as NEK EAD is. As
at the date the accompanying financial statements were approved the procedure for the selection of a consultant in
relation to the planned demerger of NEK EAD and ESO EAD is completed. The restructuring of the two companies
is envisaged to include the complete separation of the electricity transmission grid from NEK EAD. In relation to
the initial stage of the process the Group's management believes that there is uncertainty with respect to the timing,
mechanism and effect of the spin-off of certain material operations (all assets, liabilities and operations related
thereto), which are performed based on the electricity transmission license.
Based on the above information the management has assessed that no further reclassifications and disclosures are
required in the accompanying financial statements in relation to the requirements of IFRS 5.
Long-term electricity purchase contracts - the Group as a lessee
The Group has signed long-term electricity purchase contracts with the following three counterparties, operating
within thermal power plants in the Marishki Basin - AES - 3S Maritsa Iztok 1 EOOD (for 15 years), TPP Maritsa
Iztok 2 EAD (for 5 years) and ContourGlobal Maritsa Iztok 3 AD (for 15 years). Based on the long-term contract
signed the Group is entitled to set the quantities of electricity that each of the three thermal power plants is to
generate over a certain period of time based on the installed capacity, and over the term of the contract the Group is
obliged to purchase the minimum quantities of generated electricity agreed, the corresponding availability and the
availability provided by the power plants, which is not related to the electricity purchased by NEK EAD. The Group
may set bigger quantities than the minimum agreed, if necessary.
The Group has analysed the above mentioned long-term contracts against specific criteria and has concluded that
they contain leasing arrangements with respect to the commitment to purchase the availability provided.
The management believes, that since all material risks and rewards from the ownership over the above mentioned
thermal power plants are not taken over by the Group, the long-term contracts for purchase of electricity and
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3. Significant accounting judgements, estimates and assumptions (continued)
Estimates and assumptions (continued)
Long-term electricity purchase contracts - the Group as a lessee (continued)
availability are to be treated as operating leases. Further information on the long-term arrangements is presented in
Note 25.
Fair values of property, plant and equipment
The Group measures its property, plant and equipment at revalued amounts and any change in their amounts is taken
to the other comprehensive income. Detailed information regarding the revaluation and the valuation methods used
is presented in Note 8.
Deferred tax assets
Deferred tax assets are recognised for all unused tax losses to the extent it is probable that taxable profit will be
available against which the losses may be utilised. The definition of the deferred tax assets requires the management
to make assumptions as to the duration of the period and an estimate of the future taxable profits, including
judgement of the future tax planning strategy. The Group has not recognised any deferred tax assets on tax losses.
Further information is presented in Note 7.
Impairment of loans and receivables
The Group is using an adjustment account to report the provision on the impairment of doubtful and bad receivables
from customers. The management assesses the appropriateness of this allowance based on ageing analysis of the
receivables, historical experience as to the write-off rates of bad debts, as well analysis of the solvency of the
respective customer, changes in the contractual payment terms, etc. If the financial position and performance of the
customers deteriorate (in excess of the expected) the amount of the receivables to be written off in the next reporting
periods may be higher than the one estimated at the balance sheet date. As at 31 December 2011, the best estimate
of the management for the necessary provision for impairment of receivables is BGN 587,571 thousand (2010: BGN
513,323 thousand). Further information is presented in Note 12.
Provision for environmental protection
The Group has recognised a provision for environmental protection and a provision for cost of access to the facilities
of Polimeri AD. The definition of the provisions requires the management to assess the estimated costs required to
cover the respective liabilities of the Group and their timing. As at 31 December 2011 the best estimate of the
environmental protection provision required and the provision for the cost of access to the facilities of Polimeri AD
amounts to BGN 957 thousand (2010: BGN 13,687 thousand). Further information is presented in Note 18.
Provision for decommissioning of nuclear equipment
In accordance with the requirements of IAS 37 Provisions, Contingent Liabilities and Contingent Assets, liabilities
the amount and timing of which are uncertain, represent provisions. Provisions are recognised if and only if the
following conditions have been met:
- The Group has a present obligation resulting from a past event;
An outflow of resources embodying economic benefits may be required to settle the liability; and
A reliable estimate of the liability can be made.
Having in mind the requirements of the Standard regarding the "reliable estimate" the Group has not set aside a
provision for "decommissioning of the nuclear facilities" and for "safe storage of spent nuclear fuel" due to the
following reasons:
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3. Significant accounting judgements, estimates and assumptions (continued)
Estimates and assumptions (continued)
Provision for decommissioning of nuclear equipment (continued)
-

The Group is subject to special laws – The Safe Use of Nuclear Energy Act, the Pricing Ordinances and
Decrees for the Raising of Funds in "Radio Active Wastes" Fund and "Decommissioning of Nuclear Facilities"
Fund adopted by the Council of Ministers. In accordance with the requirements of these acts the statement of
comprehensive income includes an accrual for current expenses for the contributions due to these Funds,
which are transferred to their budgetary accounts. In compliance with the matching principle provided for in
the Accountancy Act the price of electricity for the regulated market set by the State Energy and Waters
Regulation Commission, an expense was recognised up to the amount of the contributions due to the
Decommissioning of Nuclear Facilities" Fund and "Radio Active Wastes" Fund;

-

In relation to the agreements with the European Commission for early decommissioning of units 1 to 4 the
State has agreed financing from external sources for the construction of repository for dry storage of spent
nuclear fuel (SNF), for the salaries and social security contribution expenses for the personnel employed in
units one to four and other financings;

-

Free of charge transfer of the assets of units one and two was carried out in December 2008 in accordance with
Decision No 839 of the Council of Ministers by NPP Kozloduy EAD to State Enterprise Radio Active Wastes,
Sofia, with an object of activity "decommissioning". As at the date of the consolidated financial statements
unit 3 and 4 hold licenses for operation and after the expiry of the license they will be submitted to State
Enterprise Radio Active Wastes.

In accordance with the requirements of the special acts as at 31 December 2011 if the implementation of the
decommissioning project is more expensive than the estimates made by the Management Board of the
Decommissioning of Nuclear Facilities, such additional costs shall be covered by the entity operating the nuclear
facility last (which is the Group in this case). Since as at the date of approval of the financial statements there is no
clear national strategy on the decommissioning of nuclear facilities and no estimate of the forecast costs has been
made by the DNF Fund the Group is unable to measure reliably the liability and has not set aside a provision as at
31 December 2011. Furthermore, since no national long-term strategy for the management of the spent nuclear fuel
has been developed, the Group is unable to measure reliably its liability related to the management of the spent
nuclear fuel and has not recognised a provision as at 31 December 2011.
Provision for transportation, processing and storage of spent nuclear fuel
In accordance with the National Nuclear Fuel Management Strategy effective as at 31 December 2011 the Group
has a legislative obligation to incur costs for the transportation, processing and storage of spent nuclear fuel in
Russia from reactors of the type ВВЕР 440 per year amounting to 50 tons of heavy metal. This expense for
28,678.1714 kg has not been incurred in 2011 but it will be incurred in 2012 in accordance with an addendum No 18
with FGUP PO MAYAK, Russia. The latter was accrued as a provision under onerous contract and regulatory
document and amounts to BGN 30,221 thousand.
As at 31 December 2011 the best estimate of the provision for transportation, processing and storage of the spent
nuclear fuel amounts to BGN 72,221 thousand (2010: BGN 71,554 thousand). Further information is presented in
Note 18.
The Group recognises provisions for environmental protection, site restoration, exceeding the greenhouse gas
emission quotas, etc. Estimation of the provisions requires the management to assess the estimated expenses
required to cover the respective obligations of the Group and their timing. As at 31 December 2011 the best
estimate of the provisions required amounts to BGN 207,764 thousand (2010: BGN 156,358 thousand). Further
information is presented in Note 18.
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3. Significant accounting judgements, estimates and assumptions (continued)
Estimates and assumptions (continued)
Retirement employee benefits
The retirement benefit liability is determined using actuarial valuation. The actuarial valuation involves making
assumptions about discount rates, future salary increases, personnel turnover rates and mortality rates. Due to the
long-term nature of retirement employee benefits such assumptions are subject to significant uncertainty. The
retirement employee benefit liability of the Group as at 31 December 2011 amounts to BGN 76,531 thousand (2010:
BGN 74,155 thousand). Further information on the employee retirement benefits is presented in Note 19.
Useful lives of property, plant and equipment and intangible assets
Financial reporting of property, plant and equipment and intangible assets involves the use of estimates as to their
expected useful lives and residual values, based on Group management assessments. Information as to the useful
lives of property, plant and equipment is provided in Note 2.2. k), and of intangible assets – Note 2.2. n).
Write-down of inventories
The Group recognises write-down on slow-moving and obsolete inventories to their net realisable value. The
management assesses the adequacy of this provision every year and the cost of inventories is written down to their
estimated net realisable value. As at 31 December 2011 the best estimate of the provision required in relation to
impairment of inventories amounts to BGN 18,507 thousand (2010: BGN 10,691 thousand). Further information is
presented in Note 11.

4. Standards issued but not yet effective and not early adopted
Standards issued but not yet effective or not early adopted by the date of issue of the financial statements of the
Group are listed below. The list includes standards and interpretations that the Group reasonably expects to have an
impact on the disclosures, financial position and performance, when applied in the future. The Group intends to
adopt them as of their respective effective dates.
IAS 1 Presentation of Financial Statements (Amended) - Presentation of Items of Other Comprehensive
Income
This amendment becomes effective for annual periods beginning on or after 1 July 2012. The amendments in IAS 1
change the grouping of the items presented in the Statement of Comprehensive Income. Items that can be
reclassified (or "recycled") in the profit or loss in the future (upon derecognition or settlement) should be presented
separately from items which will never be reclassified. This amendment influences only the presentation and has no
impact on the financial position or performance of the Group. The Group is in process of assessing the effects of the
amendments on its financial position and performance. This amendment has not yet been endorsed by the EU.
IAS 12 Income Taxes (Amendment) - Recovery of Underlying Assets
This amendment becomes effective for annual periods beginning on or after 1 January 2012. It clarifies the
determination of deferred taxes related to investment properties measured at fair value. It introduces the rebuttable
presumption that the deferred taxes on investment properties measured at fair value in accordance with the fair value
model in IAS 40 should be determined based on the presumption that their carrying amount will be recovered
through disposal. In addition the amendment introduces a requirement that the computed deferred tax on nondepreciable assets measured through the revaluation model in IAS 16 should always be determined based on the
asset's disposal. The Group does not expect any effect on its financial position and performance. This amendment
has not yet been endorsed by the EU.
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4. Standards issued but not yet effective and not early adopted (continued)
IAS 19 Employee Benefits (Amendments)
This amendment becomes effective for annual periods beginning on or after 1 January 2013. IASB published a
number of amendments to IAS 19. They vary from fundamental changes, such as the elimination of the corridor
approach and the concept as to the estimated return on the plan assets, to simple clarifications and changes in the
wording of the texts. Earlier application is permitted. The Group is in process of assessing the effects of these
amendments on its financial position and performance. These amendments have not yet been endorsed by the EU.
IAS 27 Separate Financial Statements (Revised)
The standard becomes effective for annual periods beginning on or after 1 January 2013. As a result of the
introduction of the new IFRS 10 and IFRS 12, what remains in IAS 27 is limited to the accounting for subsidiaries,
jointly controlled entities and associates in the separate financial statements of the company. Earlier application is
permitted. The Group is in process of assessing the effects of the amendments on its financial position and
performance. This standard has not yet been endorsed by the EU.
IAS 28 Investments in Associates and Joint Ventures (Revised)
This standard becomes effective for annual periods beginning on or after 1 January 2013. As a result of the
introduction of the new IFRS 11 and IFRS 12, IAS 28 was renamed to IAS 28 Investments in Associates and Joint
Ventures. The standard describes the application of the equity method in respect of investments in joint ventures in
addition to associates. Earlier application is permitted. The Group is in process of assessing the effects of the
amendments on its financial position and performance. This standard has not yet been endorsed by the EU.
IAS 32 Financial Instruments (Amendment): Presentation – Offsetting Financial Assets and Financial
Liabilities
The amendment becomes effective for annual periods beginning on or after 1 January 2014. This amendment
clarifies the meaning of "currently has an enforceable right to offset" and also clarifies the application of the IAS 32
criteria for net presentation of settlement systems. The amendments of IAS 32 are applied retrospectively. Earlier
application is permitted. However, when the entity makes a decision to early apply these amendments, it should
disclose this fact and should provide the disclosures required by the amendments of IFRS 7 Offsetting of Financial
Assets and Financial Liabilities. The Group is in process of assessing the effects of the amendments on its financial
position and performance. This amendment has not yet been endorsed by the EU.
IFRS 7 Financial Instruments: Disclosures (Amendment) – Enhanced Derecognition Disclosure Requirements
This amendment becomes effective for annual periods beginning on or after 1 July 2011. The amendment requires
additional disclosures regarding financial assets that have been transferred but have not been derecognised, in order
to enable the financial statements user to understand the relations with these assets which have not been
derecognised and the related liabilities. In addition, the amendment requires disclosure of the continuing
involvement in the derecognised assets, to enable the user to assess their nature and the risks related to the
continuing involvement in such derecognised assets. This amendment influences disclosures only. This Amendment
will have no influence on the financial position or performance of the Group.
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4. Standards issued but not yet effective and not early adopted (continued)
IFRS 7 Financial Instruments: Disclosures (Amendment) - Offsetting of Financial Assets and Financial
Liabilities
This amendment becomes effective for annual periods beginning on or after 1 January 2013. It introduces
requirements for common disclosures. These disclosures will provide to financial statements users useful
information so that they can assess the effect or the potential effect of offsetting agreements on the entity's financial
position. The amendments of IFRS 7 are applied retrospectively. The Group is in process of assessing the effects of
the amendments on its financial position and performance. This amendment has not yet been endorsed by the EU.
IFRS 9 Financial Instruments: Classification and Measurement
This standard becomes effective for annual periods beginning on or after 1 January 2015. IFRS 9 as issued reflects
the first phase of the work of IASB for replacement of IAS 39 and is applicable to the classification and
measurement of financial assets as defined in IAS 39. Phase 1 of IFRS 9 will have significant impact on (i) the
classification and measurement of financial assets and (ii) the change in the reporting for the entities which have
designated the measurement of financial assets using the fair value option. At the next stages IASB will address the
hedge accounting and impairment of financial assets. Completion of this project is expected during the first half of
2012. The Group is in process of assessing the effects of these changes on its financial position or performance. This
standard has not yet been endorsed by the EU.
IFRS 10 Consolidated Financial Statements
The standard becomes effective for annual periods beginning on or after 1 January 2013. IFRS 10 replaces the part
of IAS 27 Consolidated and Separate Financial Statements which addresses the accounting in the consolidated
financial statements. The Standard also covers the issues raised in SIC 12 Consolidation – Special Purpose Vehicles.
IFRS 10 sets the single control model which is applicable to all entities, including special purpose vehicles. In
accordance with the requirements which existed in IAS 27, the changes introduced through IFRS 10 require the
management to apply significant judgement in determining which entities are consolidated and therefore which are
required to be consolidated by the parent. The Group is in process of assessing the effects of the amendments on its
financial position and performance. This standard has not yet been endorsed by the EU.
IFRS 11 Joint Arrangements
The standard becomes effective for annual periods beginning on or after 1 January 2013. IFRS 11 replaces IAS 31
Interests in Joint Ventures and SIC-13 Jointly Controlled Entities – Non-Monetary Contributions by the Venturers.
IFRS 11 eliminates the option to account for jointly controlled entities (JCE) through proportionate consolidation.
Instead an JCE, which meets the definition of a joint venture, should be accounted using the equity method. The
Group is in process of assessing the effects of the amendments on its financial position and performance. This
standard has not yet been endorsed by the EU.
IFRS 12 Disclosures of Interests in Other Entities
This standard becomes effective for annual periods beginning on or after 1 January 2013. IFRS 12 includes all
disclosures which were required earlier by IAS 27 and which were related to consolidated financial statements, as
well as all disclosures which were included earlier in IAS 31 Interests in Joint Ventures and IAS 28 Investments in
Associates. These disclosures are related to the entity's shares in subsidiaries, joint ventures, associates and
structured entities. Many new disclosures are required. The Group is in process of assessing the effects of the
amendments on its financial position and performance. This standard has not yet been endorsed by the EU.
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4. Standards issued but not yet effective and not early adopted (continued)
IFRS 13 Fair Value Measurement
This standard becomes effective for annual periods beginning on or after 1 January 2013. IFRS 13 is a single source
of guidelines for all measurements under IFRS. IFRS 13 does not change the requirements as to when the entity is
required to use the fair value. Rather it provides guidance as to how the fair value should be measured under IFRS,
when required or allowed. The standard should be applied prospectively and earlier application is allowed. The
Group is in process of assessing the effects of the amendments on its financial position and performance. This
standard has not yet been endorsed by the EU.
IFRIC 20 Stripping Costs in the Production Phase of a Surface Mine
This amendment becomes effective for annual periods beginning on or after 1 January 2013. It is applicable only to
stripping costs arising as a result of coal deposits uptake activities, on the surface of a mine (stripping operational
costs). The stripping activity costs result in two possible benefits: a) production of ore as an inventory during the
current period and / or b) improved access to ore to be mined in a future period (assets formed as a result of the
stripping costs). When the costs cannot be specifically allocated between the stocks produced during the period and
the asset formed by the stripping costs, IFRIC 20 requires the entity to use an allocation base on the grounds of an
appropriate production measure. Earlier application is permitted. The Group is in process of assessing the effects of
the new IFRIC on its financial position and performance. IFRIC 20 has not yet been endorsed by the EU.
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5. Business combinations and goodwill, investments in associates and jointly controlled
entities
5.1. Business combinations and goodwill
Acquisition of PFC Beroe – Stara Zagora EAD
By virtue of decision on point 2.2 of Minutes No 22/14 September 2011 the Board of Directors of TPP Maritsa Iztok
2 EAD made a decision to acquire without consideration through donation 100% of the shares of PFC Beroe – Stara
Zagora AD. Through donation agreement of 14 September 2011 SNC National Fan Club Beroe Stara Zagora and
SNC The business for Beroe have receded unconditionally, immediately and for no consideration to TPP Maritsa
Iztok 2 EAD 50,000 ordinary registered voting shares with a nominal values of BGN 1 each, representing 100% of
the capital of the company. On 20 September 2011 the temporary certificates for the shares owned by TPP Maritsa
Iztok 2 ESD were endorsed. On 27 September 2011 the change in the ownership has been entered in the batch of the
company at the Commercial Register at the Registry Agency, Stara Zagora. TPP Maritsa Iztok 2 EAD was
registered as sole owner of the capital of PFC Beroe – Stara Zagora.
The fair market value of PFC Beroe – Stara Zagora AD as at the date of the acquisition was determined by an
appointed independent appraiser following review of the financial statements and the overall financial – accounting
reporting of the club.
The fair market value of the identifiable assets and liabilities of PFC Beroe – Stara Zagora EAD as at the acquisition
date is negative, amounting to BGN 1,240 thousand.
Total identifiable net assets at fair value

1,240

Goodwill arising on acquisition
Consideration paid for the acquisition

(1,240)
-

As a result of the acquisition the Group has reported negative goodwill amounting to BGN 1,240 thousand which is
included in the consolidated statement of comprehensive income.
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5. Business combinations and goodwill, investments in associates and jointly controlled
entities (continued)
5.2. Investments in associates and jointly controlled entities
2011
In BGN'000

Share

Associates and jointly controlled entities
1 Transbalkan Electric Power Trading S.A.
2 Nabucco Gas Pipeline International
3 ContourGlobal Maritsa Iztok 3 AD
4 ContourGlobal Operations Bulgaria AD

2010

Value of Share
investments

Value of
investments

5 Energia Insurance Joint-Stock Company
6 Pension Insurance Company Allianz Bulgaria AD
7 South Stream Bulgaria AD
8 ICGB AD

50%
16.67%
27%
27%
48.08%
34%
50%
50%

4,271
2,103
81,916
1,299
26,229
9,358
3,156
3,762
132,094

50%
16.67%
27%
27%
48.08%
34%
50%
50%

2,609
3,076
116,063
1,100
26,328
8,955
25
1,956
160,112

Other investments
9 Ecological Exploitation of Fuels and Power Oils
10 ZEVS Holding
11 HEC Gorna Arda AD
12 Bultechash OOD

69.90%
4%
30%
67%

3
2
5

69.90%
4%
30%
67%

3
2
5

132,099

160,117

Transbalkan Electric Power Trading S. A. – NEKO S.A.
The Group owns 50% of the capital of NEKO S.A., a jointly controlled company the main activity of which
includes mainly trade with electricity, as well as construction and reconstruction of thermal power plants.
Financial information about the jointly controlled company, consolidated under the equity method in the Group's
consolidated financial statements, is presented below:
2011
BGN'000

2010
BGN'000

33,370
135
(24,962)
8,543

9,286
1,015
(5,083)
5,218

82,233
5,283

62,164
1,467

Share

50%

50%

Carrying amount of the investment

4,271

2,609

Current assets
Non-current assets
Current liabilities
Net assets
Revenue
Profit for the year
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5. Business combinations and goodwill, investments in associates and jointly controlled
entities (continued)
5.2. Investments in associates and jointly controlled entities (continued)
Nabucco Gas Pipeline International
As at 31 December 2011 the Group holds 16.67% (2010: 16.67%) of the capital of Nabucco Gas Pipeline
International, a jointly controlled company the main activity of which is survey, design and operation of Nabucco
gas pipeline.
Financial information about the jointly controlled company, consolidated under the equity method in the Group's
consolidated financial statements, is presented below:
2011
2010
BGN'000
BGN'000
Current assets
23,254
36,738
Non-current assets
11,648
5,995
Current liabilities
(22,251)
(24,267)
Net assets
12,651
18,466
Revenue
Loss for the year

899
(80,918)

4,217
(59,653)

Share
Carrying amount of the investment

16.67%
2,103

16.67%
3,076

ContourGlobal Maritsa Iztok 3 AD
The Group, through NEK AD, holds 27% of the capital of the thermal power plant (TPP) ContourGlobal Maritsa
Iztok 3 AD, the main activity of which is generation, distribution and sales of electricity and thermal power.
By virtue of decision of the General Assembly of the shareholders of 28 July 2011, in relation to a change of the
majority owner, the name of Enel Maritsa Iztok 3 AD was changed to ContourGlobal Maritsa Iztok 3 AD.
By virtue of Minutes from the General Assembly of the shareholders of ContourGlobal Maritsa Iztok 3 AD of 28
July 2011 a decision was made to decrease the capital of the company from BGN 265,944 thousand to BGN
204,776 thousand through a decrease of the value of the shares from BGN 100 to BGN 77. The decrease of the
investment of NEK EAD in ContourGlobal Maritsa Iztok 3 AD was realised through offsetting of counter payables
of NEK EAD amounting to BGN 16,516 thousand. The share of NEK EAD in the capital of ContourGlobal Maritsa
Iztok 3 AD remains unchanged (27%).
The financial information about the Group's investment in ContourGlobal Maritsa Iztok 3 AD is presented below:

Current assets
Non-current assets
Current liabilities
Non-current liabilities
Net assets
Revenue
Profit
Share
Carrying amount of the investment

2011
BGN'000

2010
BGN'000

280,473
967,707
(126,510)
(818,278)
303,392

361,169
1,015,528
(108,895)
(837,940)
429,862

472,000
94,412

451,604
86,440

27%
81,916

27%
116,063
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5. Business combinations and goodwill, investments in associates and jointly controlled
entities (continued)
5.2. Investments in associates and jointly controlled entities (continued)
ContourGlobal Operations Bulgaria AD
The Group, through NEK AD, holds 27% of the capital of ContourGlobal Operations Bulgaria AD, the main
activity of which is operation and maintenance of TPP Enel Maritsa Iztok 3.
The financial information about the Group's investment in ContourGlobal Operations Bulgaria AD is presented in
the table below:
2011
BGN'000

2010
BGN'000

Current assets
Non-current assets
Current liabilities
Non-current liabilities
Net assets

9,701
668
(4,977)
(580)
4,812

8,868
499
(4,895)
(396)
4,076

Revenue
Profit for the year

28,001
4,736

29,037
3,936

27%
1,299

27%
1,100

Share
Carrying amount of the investment
Energia Insurance Joint-Stock Company

The Group holds 48.08% of the capital of Energia IJSC which carries out mainly insurance activities.
The financial information about the Group's investment in Energia IJSC is presented in the table below:

Current assets
Non-current assets
Non-current liabilities
Net assets
Revenue
Profit for the year
Share
Carrying amount of the investment

2011
BGN'000

2010
BGN'000

17,343
74,882
(37,557)
54,668

15,828
70,589
(31,513)
54,904

56,230
23,714

51,766
23,922

48.08%
26,229

48.08%
26,397
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5. Business combinations and goodwill, investments in associates and jointly controlled
entities (continued)
5.2. Investments in associates and jointly controlled entities (continued)
Allianz Bulgaria Pension Insurance Company AD
The Group holds 34% of the capital of Allianz Bulgaria PIC AD which carries out mainly insurance activities.
The financial information about the Group's investment in Allianz Bulgaria PIC AD is presented in the table below:
2011
BGN'000

2010
BGN'000

Current assets
Non-current assets
Current liabilities
Non-current liabilities
Net assets

28,248
611
(1,322)
(13)
27,524

27,728
581
(1,960)
(12)
26,337

Revenue
Profit for the year

16,655
9,109

16,754
9,604

34%
9,358

34%
8,955

Share
Carrying amount of the investment
South Stream Bulgaria AD

The Group holds 50% of the capital of South Stream Bulgaria AD, the main operations of which are related to
design, development, financing, construction and operation of gas pipeline system on the territory of the Republic
of Bulgaria, part of the cross border gas pipeline system.
The financial information about the Group's investment in South Stream Bulgaria AD is presented in the table
below:
2011
2010
BGN'000
BGN'000
Current assets
6,134
50
Non-current assets
394
Current liabilities
(77)
Non-current liabilities
(140)
Net assets
6,311
50
Revenue
Loss for the year
Share
Carrying amount of the investment

(1,511)

-

50%
3,156

50%
25

ICGB AD
The Group holds 50% of the capital of ICGB AD the main operations of which are related to development, design,
financing, management, construction, operation, maintenance and potential expansion of the IGB gas pipeline.
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5. Business combinations and goodwill, investments in associates and jointly controlled
entities (continued)
5.2. Investments in associates and jointly controlled entities (continued)
ICGB AD (continued)
The financial information about the Group's investment in ICGB is presented in the table below:
2011
BGN'000
Current assets
7,643
Non-current assets
4
Current liabilities
(123)
Net assets
7,524
Revenue
Loss for the year
Share
Carrying amount of the investment

2010
BGN'000
-

(299)

-

50%
3,762

50%
1,956

Ecologic Exploitation of Fuels and Power Oils
The Group, through NEK EAD, holds 69.9% of the capital of Ecologic Exploitation of Fuels and Power Oils which
carries out mainly survey of tangible natural energy sources: gas, coal, oil derivatives, their incoming and
operational control, as well as their ecologic exploitation. The carrying amount of the investment as at 31 December
2011 is BGN 3 thousand (2010: BGN 3 thousand). Ecologic Exploitation of Fuels and Power Oils OOD does not
carry out any operations and negotiations are held between the venturers to terminate the company.
Other investments
Share
Zevs Holding

4%

2011
BGN'000
2
2

Share
4%

2010
BGN'000
2
2

The investment in Hydro Energy Company Gorna Arda AD is devalued.
By virtue of Minutes of the General Assembly of the shareholders of HEC Gorna Arda AD of 20 July 2011 a
decision was made to increase the capital of the company from BGN 1,000 thousand to BGN 2,330 thousand
through the issue of 13,300 shares with a par value of BGN 100. In accordance with an agreement between the
shareholders of 19 July 2010 NEK EAD did not acquire any of the newly issued shares and after the increase in the
capital of the company it holds 6,990 shares at the total amount of BGN 699 thousand (30% of the capital of HEC
Gorna Arda).
Bultechash OOD is in liquidation and the investment is devalued.
Collaterals on loans
Dividends receivable and other income which NEK EAD is and / or shall be entitled to from Enel Maritsa Iztok 3
AD, as well as the shares held by NEK EAD in Enel Maritsa Iztok 3 AD have been pledged in favour of the creditor
banks under the project for rehabilitation of Maritsa Iztok 2 TPP.
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6. Income, expenses, and cost of natural gas, electricity and other assets sold
6.1 Sales revenue

Sales of electricity
Sales of natural gas
Sales of coal

2011
BGN'000
3,000,287
1,624,538
242,360

2010
BGN'000
2,755,807
1,257,435
207,784

Other sales, including:
revenue from a price mark-up for transmission of green energy

1,144,253
141,896

929,619
99,024

106,222
548,819
328,072
1,726
3,962
5,107
8,449

39,679
514,850
256,645
584
4,841
4,589
9,407

6,011,438

5,150,645

3,982,027
1,781,232
246,058
2,121

3,520,544
1,417,391
212,710
-

6,011,438

5,150,645

revenue from a price mark-up for transmission of highly efficient cogeneration
revenue from transmission fees
revenue from access fees
revenue from connection fees
revenue from water supply services
revenue from reactive electric energy
other sales

Additional information by activity
Activities related to sales of electricity
Activities related to sales of natural gas
Activities related to sales of coal
Activities related to administration of the Group
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6. Income, expenses, and cost of natural gas, electricity and other assets sold (continued)
6.2 Other operating income

Financing (Note 22)
Penalties from delayed payments from customers
Sale of greenhouse gas emissions
Penalties from contracts breached
Gain on sale of current assets
Insurance compensations
Rents
Gain on sale of property, plant and equipment (net)
Other income

Additional information by activity
Activities related to sales of electricity
Activities related to sales of natural gas
Activities related to sales of coal
Activities related to administration of the Group

2011
BGN'000
45,695
7,030
2,828
31,294
6,994
4,146
660
1,720
16,734

2010
BGN'000
49,584
896
5,200
14,279
2,447
3,097
657
3,317
28,952

117,101

108,429

104,903
7,002
5,028
168

95,020
5,153
8,173
83

117,101

108,429

2011
BGN'000
(1,740,018)
(1,608,642)
(6,352)

2010
BGN'000
(1,501,790)
(1,247,256)
(8,615)

(3,355,012)

(2,757,661)

(1,746,003)
(1,609,009)
-

(1,509,912)
(1,247,632)
(117)
-

(3,355,012)

(2,757,661)

6.3 Cost of natural gas, electricity and other assets sold

Electricity
Natural gas
Other assets

Additional information by activity
Activities related to sales of electricity
Activities related to sales of natural gas
Activities related to sales of coal
Activities related to administration of the Group
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6. Income, expenses, and cost of natural gas, electricity and other assets sold (continued)
6.4 Expenses on materials

Fuel
Spare parts
Limestone
Electricity
Other materials and raw materials

Additional information by activity
Activities related to sales of electricity
Activities related to sales of natural gas
Activities related to sales of coal
Activities related to administration of the Group

2011
BGN'000
(184,125)
(62,670)
(15,749)
(1,978)
(58,277)

2010
BGN'000
(176,969)
(70,167)
(16,719)
(3,208)
(48,074)

(322,799)

(315,137)

(311,602)
(4,140)
(6,588)
(469)

(299,901)
(3,541)
(11,540)
(155)

(322,799)

(315,137)

2011
BGN'000
(76,827)
(64,289)
(19,750)
(24,507)
(19,251)
(23,507)
(2,785)
(3,387)
(80,698)

2010
BGN'000
(87,386)
(59,473)
(16,576)
(24,687)
(17,963)
(15,093)
(2,605)
(4,440)
(52,259)

(315,001)

(280,482)

(273,320)
(11,538)
(25,331)
(4,812)

(246,697)
(7,730)
(21,922)
(4,133)

(315,001)

(280,482)

6.5 Hired services

Repairs
Insurance services
Transport services
Security
Consultancy services
Concession fees and licenses
Rent
Communication services
Other

Additional information by activity
Activities related to sales of electricity
Activities related to sales of natural gas
Activities related to sales of coal
Activities related to administration of the Group
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6. Income, expenses, and cost of natural gas, electricity and other assets sold (continued)
6.6 Personnel expenses

Remunerations
Social security contributions
Social expenses
Accruals for retirement benefits (Note 19)
Expenses on unused annual leaves and the related social security contributions

Additional information by activity
Activities related to sales of electricity
Activities related to sales of natural gas
Activities related to sales of coal
Activities related to administration of the Group

2011
BGN'000
(482,159)
(120,900)
(78,994)
(13,115)
(1,873)

2010
BGN'000
(436,584)
(139,126)
(61,152)
(30,175)
(7,201)

(697,041)

(674,238)

(546,409)
(34,035)
(113,382)
(3,215)

(533,505)
(32,501)
(105,684)
(2,548)

(697,041)

(674,238)

2011
BGN'000

2010
BGN'000

(87,665)
(182,952)
(99,959)
(12,076)
(4,787)
(4,417)
(10,262)
(2,829)
(2,375)
(1,569)
(7,818)
(1,397)
(18)
(22,693)

(78,047)
(119,012)
(37,652)
(11,876)
(4,012)
(3,971)
(14,318)
(1,191)
(2,050)
(1,186)
(4,463)
(998)
(13,143)

(440,817)

(291,919)

(423,578)
(3,560)
(12,353)
(1,326)

(276,213)
(5,171)
(8,896)
(1,639)

(440,817)

(291,919)

6.7 Other expenses

Instalments in the Nuclear Decommissioning Fund and Radioactive Wastes
Fund
Green energy costs
Highly efficient co-generation costs
Food vouchers and clothing
Business trips
Local taxes and fees
Sanctions and penalties
Scrap of inventories and property, plant and equipment
One-off taxes
Training and qualification
Write-down of inventories (Note 11)
Impairment of plant and equipment
Sale receivables written off
Other

Additional information by activity
Activities related to sales of electricity
Activities related to sales of natural gas
Activities related to sales of coal
Activities related to administration of the Group
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6. Income, expenses, and cost of natural gas, electricity and other assets sold (continued)
6.7 Other expenses (continued)
Instalments to the Nuclear Decommissioning Fund and Radioactive Waste Fund
According to the provisions of the Council of Ministers' ordinances on the amount, accumulation, expenditure and
control of the funds and the amount of the instalments due to the Nuclear Facilities Decommissioning Fund and
Radioactive Waste Fund Kozloduy NPP EAD makes payments to the budget accounts of these funds. The
payments due are determined in compliance with the requirements of the regulations mentioned above. The
payments are expensed as incurred forming a pricing element of the electrical energy generated by Kozloduy NPP
EAD for a regulated market.
6.8 Finance income

Interest income on receivable from Heating Utility Company Sofia
Interest income on bank deposits
Interest income on bank accounts
Interest income on financial derivatives
Effect from discounting of financial assets
Interest income on financial instruments carried at amortised cost
Other

2011
BGN'000

2010
BGN'000

1,602
14,964
5,615
4,655

2,513
10,310
1,870
50,001
9,924

1,507
-

2,299
377

28,343

77,294

2011
BGN'000

2010
BGN'000

(80,410)
(267)
(554)
(4,666)
(29,139)
(507)

(94,298)
(359)
(3,102)
(5)
(87)
(5,217)
(64,410)
(763)

(115,543)

(168,241)

6.9 Finance costs

Interest expense on loans carried at amortised cost
Interest expense on finance leases
Interest expense on financial derivatives
Interest expenses on taxes, fees and state receivables
Interest expenses on deposits received
Interest expense on actuarial valuations (Note 19)
Foreign exchange differences, net
Bank fees
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7. Income taxes
The main components of the income tax expense for the years ended 31 December 2011 and 2010 are as follows:
2011
2010
BGN'000
BGN'000
Consolidated income statement
Current income tax expense
Deferred tax income
Other

(56,370)
23,189
417

(53,101)
18,265
-

Income tax expense in the consolidated income statement

(32,764)

(34,836)

Consolidated statement of comprehensive income
Deferred tax related to items debited or credited
directly to equity during the year:
Deferred tax on revaluation of property, plant and equipment
Deferred tax on changes in the fair value of available-for-sale
investments

-

(2,051)

16

(33)

Income tax reported directly in equity

16

(2,084)

The applicable income tax rate in 2011 is 10% (2010: 10%). The applicable tax rate in 2012 is 10%.
Reconciliation between the income tax expense and the accounting profit multiplied by the tax rate applicable for
the years ended 31 December 2011 and 31 December 2010 is presented in the table below:

Accounting profit before tax
Income tax expense at the applicable tax rate of 10% for 2011 (2010: 10%)
Non-deductible expenses

2011
BGN'000
296,220

2010
BGN'000
268,263

(29,622)

(26,826)

(1,354)

(1,183)

Non-taxable income

5,219

4,849

Expense related to tax asset derecognised

(756)

(8,157)

497

-

(6,828)

(4,472)

80

953

(32,764)

(34,836)

The Group has incurred tax losses for which no deferred tax asset was recognised as follows:
Tax loss carry-forward
Tax period
period
2011
BGN'000
2009 until 2013
2008
17,139
2010 until 2014
2009
1,464

2010
BGN'000
16,957

Prior period adjustments
Unrecognised deferred tax on tax losses
Other
Income tax expense

-

2010

2011 until 2015

44,548

43,058

2011

2012 until 2016

74,975

-

138,126

60,015

10%

10%

13,813

6,002

Applicable tax rate
Unrecognised deferred tax asset
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7. Income taxes (continued)
As at 31 December 2011 and 31 December 2010 deferred taxes are related to the following items:
Consolidated statement of
financial position

Property, plant and equipment and intangible assets
Financing
Unused leaves of the personnel
Losses carry forward
Provisions
Retirement benefits liability
Trade and other payables
Unpaid employee benefits
Available-for-sale financial assets
Investments in jointly controlled companies
Write-down of inventories
Write-down of receivables
Other

2011
BGN'000

2010
BGN'000

2011
BGN'000

2010
BGN'000

(381,075)
2,070
1,943
20,844
7,660
951
6
70
2,831
33,202
2,351

(389,335)
25
2,244
15,685
7,423
1,606
(10)
70
1,183
28,205
552

8,260
2,045
(301)
5,159
237
(655)
1,648
4,997
1,799

15,113
(55)
(26)
(4,653)
8,485
1,581
(235)
(637)
(137)
(2,035)
864

23,189

18,265

Deferred tax benefit
Deferred tax liabilities, net

Consolidated income
statement

(309,147)

(332,352)

Deferred tax liabilities are recognised in the statement of financial position as follows:
Deferred tax assets
Deferred tax liabilities

71,928
(381,075)

56,983
(389,335)

Deferred tax liabilities, net

(309,147)

(332,352)

Movements in deferred tax liabilities, net
2011
BGN'000
Opening balance at 1 January
Tax income recognised in profit or loss during the year
Tax income / expense recognised in equity during the year
Closing balance at 31 December

(332,352)
23,189
16
(309,147)

2010
BGN'000
(348,533)
18,265
(2,084)
(332,352)
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8. Property, plant and equipment

Book value:
At 1 January 2010
Additions
Transfers
Revaluation, positive
Revaluation, negative
Transfer to intangible assets
Disposals
At 31 December 2010
Additions
Reclassification from
inventories
Transfer to intangible assets
Disposals
At 31 December 2011

Fixtures and
fittings and
Motor vehicles other assets
BGN'000
BGN'000

Land and
buildings
BGN'000

Plant and
equipment
BGN'000

Assets in
progress
BGN'000

Total
BGN'000

811,910
4,191
28,123
16,848
(74)
(393)
860,605
7,732

8,275,647
12,990
461,656
(2,375)
(6,263)
(14,260)
8,727,395
21,384

91,052
1,400
3,720
(23)
(558)
95,591
1,660

65,170
283
2,847
(471)
67,829
463

2,305,747
962,715
(496,809)
(3,341)
2,768,312
543,137

11,549,526
981,579
(463)
16,848
(2,472)
(6,263)
(19,023)
12,519,732
574,376

16,519
(1,390)
883,466

22,121
479,301
(41,586)
9,208,615

4,580
(3,261)
98,570

1,262
(1,645)
67,909

(501,901)
(2,850)
2,806,698

22,121
(239)
(50,732)
13,065,258

165,415

1,924,210

36,827

39,147

946

2,166,545

Depreciation:
At 1 January 2010
Depreciation charge for the
year
Transfers
Depreciation written off
upon revaluation
Transfer to intangible assets
Disposals
At 31 December 2010
Depreciation charge for the
year
Transfer to intangible assets
Disposals

18,622
4

458,441
-

11,507
-

7,757
-

-

496,327
4

(2,959)
(301)
180,781

(2,990)
(2,198)
(13,170)
2,364,293

(43)
(450)
47,841

(433)
46,471

946

(5,992)
(2,198)
(14,354)
2,640,332

22,885
2
(121)

493,842
(26,691)

12,551
(979)

6,795
(704)

-

536,073
2
(28,495)

At 31 December 2011

203,547

2,831,444

59,413

52,562

946

3,147,912

At 31 December 2011

679,919

6,377,171

39,157

15,347

2,805,752

9,917,346

At 31 December 2010

679,824

6,363,102

47,750

21,358

2,767,366

9,879,400

At 1 January 2010

646,495

6,351,437

54,225

26,023

2,304,801

9,382,981

Carrying amount:
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8. Property, plant and equipment (continued)
Property, plant and equipment (non-current tangible assets) include the nuclear power plant Kozloduy NPP EAD,
the thermal power plant Maritsa Iztok 2 TPP EAD, the coal mining facility Mini Maritsa Iztok EAD, highway and
transit gas pipelines and Chiren underground gas storage facility, owned by Bulgartransgaz EAD, as well as the
electricity transmission grid, HPP and PSHPP owned by NEK EAD.
Finance leases
As at 31 December 2011 the carrying amount of property, plant and equipment acquired under finances leases is
BGN 4,266 thousand (2010: BGN 5,856 thousand)
Acquisition costs
Acquisition costs of non-current tangible assets are related mainly to:
- the expenses incurred under the project for the construction of NPP Belene, Hydro Power Plant Tsankov
Kamak, and other projects in NEK EAD;
-

expenses accumulated in relation to the construction of sulphur filtering installation (SFI) at unit 5 and unit 6,
construction of gypsum treatment facility at unit 5 and unit 7 and rehabilitation of CPS and pipelines at
Maritsa Iztok 2 TPP EAD;

-

expenses accumulated in relation to the rehabilitation of excavators for coal mining in Mini Maritsa Iztok
EAD;

-

expenses accumulated in relation to the construction of dry spend fuel storage facility and projects related to
the preparation for decommissioning of units 3 and 4 financed by the International Fund for
Decommissioning of unit 1-4 of NPP Kozloduy administered by the European Bank for Reconstruction and
Development, project for the construction of hydro power plant at hot channel 1 at Kozloduy NPP EAD;.

-

expenses accumulated in relation to the construction of Kozloduy HPP EAD;

-

expenses accumulated in relation to the construction of gas pipeline to transport natural gas from the Caspian
and Central Asia Region to Central Europe via Turkey, Bulgaria, Romania, Hungary and Austria (Nabucco
Gas Pipeline);

-

expenses accumulated in relation to the construction of optic cable lines at Bulgartel EAD.

Belene NPP Project
The project for the construction of Belene NPP began in 1981. In 1991 the financing of the project ceased.
In May 2004 the government of the Republic of Bulgaria officially announced its decision to resume the
construction of the Second Nuclear Power Plant Belene, and on 7 April 2005 took the final decision to resume the
project in compliance with art. 45 of the Safe Use of Nuclear Energy Act.
On 30 October 2006 NEK appointed officially ZAO Atomstroyexport with project NPP-92 as contractor for the
construction of two 1,000 MW units with light water reactors on the Belene site.
On 29 November 2006 in Sofia, ZAO Atomstroyexport and NEK EAD signed an Agreement for the construction of
Belene NPP.
As at 31 December 2011 the costs on the NPP Belene project, included in the balance of assets under construction
amount to BGN 1,243,244 thousand.
As at 31 December 2011 the production activities of equipment with a long production cycle billed by ZAO
Atomstroyexport amount to BGN 209,424 thousand, of which BGN 8,379 thousand have been paid and accounted
for as advances paid under contracts for construction of property, plant and equipment, and the remaining BGN
201,045 thousand are carried by NEK EAD as off-balance sheet items since the Group believes that the title over the
equipment with a long production cycle and the related rewards and risks will be transferred to NEK EAD at the
time the equipment passes the borders of the Republic of Bulgaria.
On 29 March 2012 the government of the Republic of Bulgaria has made a final decision to terminate the
construction of the nuclear power plant at the Belene site.
Based on the above mentioned facts the management of the Group believes that significant uncertainty exists as at
31 December 2011 as to the future implementation of the project, its recoverable amount as well as the estimated
outflows, which might be due upon the termination of the contractual relations between NEK EAD and ZAO
Atomstroyexport.
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8. Property, plant and equipment (continued)
Revaluation of property, plant and equipment
Bulgarian Energy Holding EAD
Bulgarian Energy Holding EAD has revalued its property, plant and equipment. The revaluation was based on their
fair values and was carried out by an independent licensed appraiser Stefan Petrov Zhekov, Engineer. The effective
date of the revaluation was 31 December 2010. The valuation methods used to determine the fair values of the assets
are as follows:
- for the purpose of evaluation of land market benchmarks method, residual value method and compensation
method, as well as the method of analysis according to the category and location, were used, and to each one
of them a weight coefficient was assigned. Where the market benchmarks method was used (reported as
carrying the highest weight in the final price formation), due to the market stagnation in the real estate sector,
offers to sell comparable plots were used for the evaluation, adjusted to reflect their specific characteristics
(such as location, size, access, infrastructure), as well as the market illiquidity;
- for the purpose of evaluation of buildings, depreciated cost method for construction (deriving the fair value
on the basis of the costs to construct similar property at the date of valuation, adjusted to reflect the actual
condition of the evaluated buildings), gross rent multiplier method (a variety of the revenue method) and
benchmark method were used, and to each one of them a weight coefficient was assigned.
Maritsa Iztok 2 TPP EAD
As at 31 December 2009 valuation of the fair values of property, plant and equipment owned by Maritsa Iztok 2
TPP EAD was carried out. The valuation was performed by an independent licensed appraiser. The fair value of the
property, plant and equipment was determined based on the amortised recoverable amount method. Maritsa Iztok 2
TPP EAD believes that no new valuation of the fair values of the property, plant and equipment is needed as at 31
December 2011 because the management believes that it would not differ significantly from the carrying amounts of
the property, plant and equipment as at that date.
Bulgargaz EAD
As at 31 December 2009 valuation of the fair values of property, plant and equipment owned by Bulgargaz EAD
was carried out using the applied revaluation method for subsequent valuation. Bulgargaz EAD believes that no new
valuation of the fair values of the property, plant and equipment is needed as at 31 December 2011 because the
management believes that it would not differ significantly from the carrying amounts of the property, plant and
equipment as at that date.
Mini Maritsa Iztok EAD
Revaluation of all classes of assets was carried out excluding land and assets in progress owned by Mini Maritsa
Iztok EAD as at 1 January 2008. No new revaluation as at 31 December 2011 was made as Mini Maritsa Iztok EAD
believes it would not differ significantly from the carrying amounts of the property, plant and equipment as at that
date.
Bulgartransgaz EAD
As at 31 December 2010 revaluation was carried out of land and buildings owned by Bulgartransgaz EAD based on
a report of a licensed appraiser. As a result the revalued carrying amount of the land and buildings was increased by
BGN 11,426 thousand and revaluation reserve was formed at the same amount, but presented net of the accrued
deferred tax liabilities. No new revaluation of the remaining classes of assets has been made as at 31 December 2011
as the management of Bulgartransgaz EAD believes that it would not differ significantly from the carrying amounts
of the property, plant and equipment as at that date. The last revaluation of the remaining types of assets was as at 31
December 2008.
NEK EAD
As at 31 December 2009 valuation of the fair values of property, plant and equipment owned by NEK EAD was
carried out in compliance of the applied revaluation method for subsequent valuation. The valuation was performed
by an independent licensed appraiser. The fair values of property, plant and equipment were determined under the
amortised recoverable amount method. NEK EAD believes that as at 31 December 2011 the fair values of property,
plant and equipment do not differ significantly from their carrying amounts.
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8. Property, plant and equipment (continued)
Revaluation of property, plant and equipment (continued)
NPP Kozloduy EAD
The assets of Kozloduy NPP are measured at cost less the accumulated depreciation and impairment and no
valuation to fair value has been carried out.
Due to the specifics of the accounting ledgers for property, plant and equipment and the changes therein in prior
periods, the disclosure of the carrying amounts of the assets had they been subsequently measured at cost would
have required significant resources and time that exceed the benefits to the financial statement users. Therefore the
management has decided not to provide such disclosures.
As at 31 December 2011 a review for impairment of equipment in stock was carried out by a licensed appraiser. The
impairment amounted to BGN 1,397 thousand.
As at 31 December 2011 the management of NPP Kozloduy has reviewed for impairment it property, plant and
equipment and has not found any indications that their carrying amount may exceed their recoverable amount.
Therefore no impairment losses were recognised in the financial statements, except the above mentioned impairment
of equipment in stock.
Advance payments on agreements for construction of property, plant and equipment
The advance payments on the agreements for their construction of NPP Belene, rehabilitation of the transmission
network and other capital projects amount to BGN 192,319 thousand (2010: BGN 186,797 thousand).
Assets declared public state property
As at 31 December 2011 property, plant and equipment include assets with a carrying amount of BGN 91,694
thousand (2010: BGN 89,942 thousand), which have been declared public state property under the Water Act.
Assets declared public state property include irrigation systems and equipment. According to the Bulgarian
legislation NEK EAD should reduce its capital against the cost of these assets. Until the procedure for transfer of the
above mentioned water utilisation facilities they are operated by NEK EAD and the company generates revenue
accordingly.
By virtue of amendment in the Water Act of August 2010 Tsankov Kamak Dam Lake has been announced public
state property. As at 31 December 2011 the cost of Tsankov Kamak Hydro System included in the assets in progress
amounts to BGN 975,596 thousand. Based on internal analysis the management believes that the cost of the assets
comprising Tsankov Kamak Hydro System, which will fall within the provisions of the law amounts to BGN
803,127 thousand.
Assets with disputed ownership
As at 31 December 2011 assets with a carrying amount of BGN 15,050 thousand (2010: BGN 14,442 thousand) are
subject to procedure for issuing deeds for state ownership.
Collateral on loans from NEK EAD
Land and buildings of HPP Studen Kladenets, HPP Ivaylovgrad and HPP Kardzhali (Dolna Arda Cascade) with a
carrying amount of BGN 15,693 thousand (2010: BGN 15,593 thousand) have been mortgaged to secure the export
and commercial loans from ING Bank N. V., Netherlands. All current and future assets, including plant and
equipment, part of Dolna Arda Cascade are pledged in favour of ING Bank N.V.
Land owned by Tsankov Kamak Dam Lake with a carrying amount of BGN 4,292 thousand (2010: BGN 4,292
thousand) has been mortgaged to secure the commercial loan contracts from Credit Swisse First Boston and Bank
Austria Creditanstalt. All present and future facilities acquired by NEK EAD in relation to the construction and
operation of HPP, diversion channel, pressure pipeline, water facility, lower stream and all other facilities
representing Tsankov Kamak HPP have been pledged in favour of the banks creditors to the project.
Capitalisation of borrowing costs
In 2011 and 2010 the Group has not capitalised any borrowing costs in the value of its assets.
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8. Property, plant and equipment (continued)
Obligations for purchase of energy sites
According to the Energy Act in force since 1 January 2003 NEK EAD is obliged to purchase the energy sites and
equipment which are part of the transmission grid but which are owned by third parties. For capital investment
commitments stemming from the requirements of the Energy Act refer to Note 25.
Capitalised spare parts
In 2011 the Group's management has reviewed its inventories and has found material spare parts amounting to BGN
27,657 thousand that qualify for capitalisation, therefore these have been capitalised to plant and equipment.
Other disclosures
Mini Maritsa Iztok EAD has changed its accounting policies for measuring the useful lives of certain buildings and
machines. The effect of the change in the useful lives in increase of the annual depreciation charge related to
building and machines is BGN 17,530 thousand per year.
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9. Intangible assets
Patents
and
licenses
BGN'000

Software
BGN'000

Other
intangible
assets
BGN'000

13,984
584
380

48,922
1,511
4,817

91,055
2
87

71,000
105
-

(468)
14,480
51

(764)
54,486
2,743

6,263
(122)
97,285
2,708

Transfer from property,
plant and equipment
Disposals

39
(1,602)

133
(2,591)

At 31 December 2011

12,968

Assets in
progress
BGN'000

Total
BGN'000

2,843
84
-

2,454
2,451
(4,905)

230,258
4,737
379

71,105
3

2,927
-

-

6,263
(1,354)
240,283
5,505

1
(10,940)

(24,823)

66
(39)

-

239
(39,995)

54,771

89,054

46,285

2,954

-

206,032

9,602

38,852

87,817

62,549

2,169

-

200,989

1,230

4,978

2,109

4,958

161

-

13,436

(469)
10,363

(752)
43,078

2,198
(124)
92,000

67,507

2,330

-

2,198
(1,345)
215,278

1,081

4,041

1,219

530

164

-

7,035

(1,601)
9,843

(2,363)
44,756

(10,940)
82,279

(24,808)
43,229

(2)
(17)
2,475

-

(2)
(39,729)
182,582

At 31 December 2011

3,125

10,015

6,775

3,056

479

-

23,450

At 31 December 2010

4,117

11,408

5,285

3,598

597

-

25,005

At 1 January 2010

4,382

10,070

3,238

8,451

674

2,454

29,269

Book value:
At 1 January 2010
Additions
Transfers
Transfer from property,
plant and equipment
Disposals
At 31 December 2010
Additions

Amortisation:
At 1 January 2010
(unaudited)
Amortisation charge for
the year
Transfer from property,
plant and equipment
Disposals
At 31 December 2010
Amortisation charge for
the year
Transfer from property,
plant and equipment
Disposals
At 31 December 2011

Development
costs
BGN'000

Concession
BGN'000

Carrying amount:

Impairment of intangible assets
As at 31 December 2011 the Group has reviewed its intangible assets for impairment. No indications that the
carrying amounts of the assets may exceed their recoverable amount have been found and therefore, no impairment
losses were recognised in the consolidated financial statements.
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10. Available-for-sale investments
Available-for-sale equity investments
On 17 December 2007 Bulgarian Energy Holding EAD participated in an initial public offering of the securities of
TRANSGAZ S.A., Romania, as a result of a capital increase of the company and acquired 6,041 shares at a price of
191.92 RON with a total value of BGN 685 thousand. As at 31 December 2011 revaluation of the quoted price as at
that date was made taking into account the effects of changes in the foreign exchange rate BGN/RON. The fair value
of this investment as at 31 December 2011 is BGN 611 thousand (2010: BGN 772 thousand). It was determined
based on the quoted security prices published at an active market. All effects of the revaluation to fair value of the
investment as at 31 December 2011 have been taken to the other comprehensive income against an increase in the
revaluation reserve for available-for-sale financial assets.

11. Inventories

2011
BGN'000
152,673
210,246
149,260
73,739
765

2010
BGN'000
177,223
190,253
150,971
68,392
315

82,911
9,364

86,759
8,158

Inventories at cost

678,958

682,071

Accumulated impairment

(18,507)

(10,691)

Inventories at the lower of the cost and the net realisable value

660,451

671,380

Spare parts
Natural gas
Fuels
Other materials and consumables
Goods
Work in progress, including:
- loaded unspent fresh nuclear fuel
- coal

Natural gas available as at the balance sheet date includes mainly natural gas stored at UGS Chiren.
Fuel includes non-loaded fresh nuclear fuel, diesel and black oil.
Inventories write-down to net realisable value
The movements in the accumulated impairment of inventories are as follows:

2011
BGN'000
(10,691)
(9,737)
1,921
(18,507)

Balance at 1 January
Write-down for the period
Reversal of write-down
Balance at 31 December

2010
BGN'000
(13,202)
(1,441)
3,952
(10,691)

The reversed write-down of inventories is presented as a decrease in the other expenses in the income statement.
The reversal of the write-down is due to the consumption of the respective inventories during the year.
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12. Trade and other receivables
2011
BGN'000

2010
BGN'000

148
416,682

459,816

(318,258)
98,424
14
98,586

(234,388)
225,428
24
225,452

22,426

27,844

Less: Accumulated impairment of receivables from related parties
Trade receivables, net

(10,392)
12,034

(8,017)
19,827

Trade receivables from non-related parties

564,704

488,554

Less: Accumulated impairment of long-term receivables from non-related
parties
Trade receivables, net

(31,876)
532,828

(61,768)
426,786

9,093

9,094

(6,602)
2,491

(6,602)
2,492

233,730
(219,698)
14,032

215,844
(201,852)
13,992

7,896
203,441
7,635
9,002
6
313

7,884
197,824
6,317
19,220
420
427

29,379
(745)
28,634

18,704
(696)
18,008

818,312
916,898

713,197
938,649

460,540
296,489
56,125
103,744

457,367
288,185
33,464
159,633

916,898

938,649

Long-term receivables
Trade receivables from related parties (Note 21)
Trade receivables from non-related parties
Less: Accumulated impairment of long-term receivables from non-related
parties
Trade receivables from non-related parties, net
Advances to suppliers

Short-term receivables
Trade receivables from related parties (Note 21)

Interest receivables on overdue payments
Less: Accumulated impairment of interest receivables on overdue payments
Interest receivables on overdue payments, net
Litigation and awarded receivables
Less: Accumulated impairment on litigation and awarded receivables
Litigation and awarded receivables, net
Receivables from ZAO Atomstroyexport
Advances to suppliers
Advance payments
Taxes refundable
Guarantees
Interest on financial derivatives
Other receivables, gross
Less: Accumulated impairment on other receivables
Other receivables, net

Trade and other receivables by activity:
Activities related to the sale of electricity
Activities related to the sale of natural gas
Activities related to the sale of coal
Activities related to administration of the Group
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12. Trade and other receivables (continued)
Trade receivables are not interest-bearing and are normally paid with 1-30 days.
As at 31 December 2011 trade receivables with a nominal value BGN 1,003,812 thousand (31 December 2012:
BGN 276,211 thousand) have been written down as a result of an analysis of their collectability carried out by the
Group's management.
Receivables from ZAO Atomstroyexport
The receivable from ZAO Atomstroyexport disclosed above arises in relation to framework agreement with the
contractor for the construction of Belene NPP, under which the existing equipment on the territory of the Belene
NPP site, which is not going to be integrated in the project, is subject to purchase by ZAO Atomstroyexport.
The movements in the accumulated impairment for doubtful and uncollectible trade receivables are as follows:
Impairment of
doubtful and
uncollectible
receivables
BGN'000
434,373
85,066

At 1 January 2010
Accrued during the year
Reversed
Written off
At 31 December 2010
Accrued during the year
Reversed
Written off
At 31 December 2011

(6,079)
(37)
513,323
76,456
(1,783)
(425)
587,571

As at 31 December the ageing analysis of trade receivables including trade receivables from unrelated parties, trade
receivables from related parties outside the Group, court and awarded receivables and receivables from ZAO
Atomstroyexport is presented in the table below:
Overdue but not impaired
Neither overdue,
nor impaired

2011
2010

Total
BGN'000
680,193
696,409

BGN'000

0-180 days
BGN'000

180-360 days
BGN'000

>360 days
BGN'000

451,928
288,784

100,217
269,910

17,337
32,982

110,711
104,733
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13. Other financial assets

Blocked cash
Total blocked cash

2011

2010

BGN'000
15,349

BGN'000
1,480

15,349

1,480

Pursuant Decision No 655 dated 13 July 2005 of the Council of Ministers (promulgated in State Gazette, issue 61
dated 26 July 2005) the Group, through Mini Maritsa Iztok EAD was granted a concession for extraction of mineral
resources in Maritsa East Coal Basin deposit.
In accordance with the Concession Agreement signed and the Overall Project and Scheme Abandonment Project
approved by the Ministry of Economy, Energy and Tourism, raising account "Abandonment Fund" was opened. In
the period 2010 – 2062 the above mentioned account should raise a total of BGN 278,800 thousand. Blocked cash
may only be used for the purpose they are set aside (the types of works for the ultimate abandonment of the
concession area) and following explicit permission by the Ministry of Economy, Energy and Tourism.

14. Deferred expenses

Stripping costs of coal deposits ready for mining
Other

2011

2010

BGN'000
24,747

BGN'000
32,906

555

494

25,302

33,400

The stripping costs of coal deposits ready for mining have been calculated based on the following data:

2011

2010

Coal ready for mining (in thousands of tons)

2,830

3,100

Average development costs (in BGN per 1 ton)

8,745

10,615

Average costs per 1 ton is calculated based on the stripping costs incurred and coal quantities stripped in 2011 and
2010.

15. Cash and short-term deposits
2011

2010

Cash at banks

BGN'000
134,669

BGN'000
216,235

Cash on hand

451,446

56,884

Short-term deposits

422,447

389,078

1,008,562

662,197

Cash and cash equivalents, as per statement of cash flows

Cash at banks accrue interest at floating interest rates based on overnight interest rates on bank deposits. Short-term
deposits are made for various terms depending on liquidity needs. The Group has placed a one-month and a threemonth bank deposits.
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16. Share capital and reserves
16.1 Share capital

Ordinary shares at BGN 1 par value

2011
BGN'000

2010
BGN'000

2,612,004

2,604,553

2,612,004

2,604,553

The movements in the share capital are presented in the table below:
Ordinary shares
(thousand)

Registered and
issued capital
BGN'000

At 1 January 2011
At 27 May 2010, shares issued and paid-in

2,604,553
7,451

2,604,553
7,451

At 31 December 2010

2,612,004

2,612,004

All ordinary shares are fully paid-in. The registered capital of Bulgarian Energy Holding EAD as at 31 December
2011 is divided into 2,612,003,862 registered shares (2010: 2,604,553,212 shares). The total capital of BEH EAD is
subscribed and fully paid-in by the state, which is sole owner of the capital. The rights of the sole shareholder are
exercised by the Minister of Economy and Energy. The par value of all shares is BGN 1. BEH EAD's shares are
ordinary, registered, non-preference, voting shares. A share gives one voting right at the General Meeting of the
shareholders, dividend right and a liquidation share equal to the nominal value of the share.
16.2 Reserves
Asset revaluation reserve
The revaluation reserve is used to reflect increases in the fair value of property, plant and equipment and decreases
to the extent such decreases are related to revaluation increases for the same asset previously recognised in the other
comprehensive income. The reserve may be used to cover losses and pay dividends only in limited circumstances.
Reserve from valuation to fair value
The reserve from valuation to fair value is used to recognised the revaluation of available-for-sale financial assets –
shares of Transgaz SA, Romania (note 10), as well as the Group's share in the operating result and the revaluation of
financial assets / liabilities recognised directly in equity of associates or jointly-controlled entities.
Hedging reserve
The hedging reserve represents the effective portion of cash flow hedges under a swap agreement, as disclosed in
Note 23.
Other reserves
Other equity reserves are formed as profit distribution in accordance with the Commercial Act and the Articles of
Association of the Group companies or from other sources under decision of the sole shareholder. They include
statutory reserves and general reserves. Statutory reserves are set aside until they reach one tenth or more of the
capital. Sources for the statutory reserves are at least one tenth of the net profit, share premiums and funds envisaged
in the articles of association or under decision of the sole shareholder. The statutory reserves may only be used to
cover losses from the current and prior reporting periods. General reserves are set aside at the proposal of the Board
of Directors and they may be used to cover losses from prior periods and for other purposes.
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17. Interest-bearing loans and borrowings

Short-term
Bank loans
Loan from EURATOM
Finance leases

2011

2010

BGN'000

BGN'000

160,750

176,585

37,788

25,260

2,476

2,645

-

12,510

201,014

217,000

1,178,614

1,212,133

319,289

352,538

-

5

2,401

4,969

1,500,304

1,569,645

1,701,318

1,786,645

Overdrafts

Long-term
Bank loans
Loan from EURATOM
Loans from the Swiss government
Finance leases

The information on the more important terms and conditions on loans utilised are as follows:
Interest rate

Maturity

2011
BGN'000

2010
BGN'000

(1) Investment loan in
BGN

8.5%

2011

-

2,933

(2) Investment loan in
BGN

BIR + 0.3%

2014

13,199

18,809

(3) Investment loan in
EUR

3 m ОеКВ and
4.10%

2020

160,475

86,728

(4) Investment loan in
EUR

1 m EURIBOR
+1.5%

2014

-

826

(5) Investment loan in
EUR

1 m ЕURIBOR
+ 2%

2016

15,230

15,150

(6) Investment loan in
EUR

1 m ЕURIBOR
+ 1.75%

2014

5,039

6,787

(7) Investment loan in
EUR

1 m ЕURIBOR
+ 1.74%

2015

13,060

16,381

(8) Investment loan in
EUR

6 m EURIBOR
+ 4%

2012

488,508

492,445

(9) Investment loan in
EUR

6m ЕURIBOR +
1.95%

2018

4,497

5,046
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17. Interest-bearing loans and borrowings (continued)
Effective interest
rate

Maturity

(10) Investment loan in
EUR

6m ЕURIBOR +
3.5%

(11) Investment loan in
EUR
(12) Investment loan in
EUR

2011
BGN'000

2010
BGN'000

2011 – 2012

16,979

50,951

6m ЕURIBOR +
1%

2015

27,782

35,528

between 4.026%
and 4.844%

2022

88,914

97,356

124,042

130,017

2016 - 2021

(13) Investment loan in
EUR

6m EURIBOR +
2.95% and
6.3% and 4.75%

(14) Investment loan in
EUR

6m ЕURIBOR +
1.55%

2011

-

12,742

(15) Investment loan in
EUR

LIBOR + 2%

2014

23,751

32,880

(16) Investment loan in
EUR
(17) Investment loan in
USD

6m ЕURIBOR +
5.5%

2016

15,470

12,447

6m LIBOR + 0.3%

2011

-

14,340

(18) Investment loan in
Japanese yens

2.69%

2018

342,118

357,352

(19) Investment nonbanking loan from
EURATOM in EUR

ЕURIBOR +
between 0,079%
and 0,13%

2017 - 2021

357,077

377,798

(20) ) Loan from the
Swiss government in
Swiss Franks

-

2012

-

5

2011

-

1,645

2011

-

3,852

BIR + 4.8%

2011

-

1

BIR + 3.3%

2011

-

3,095

BIR + 6%

on demand

-

3,917

300

-

(21) Short-term
working capital loan
(22) Short-term working
capital loan
(23) Short-term working
capital loan
(24) Short-term working
capital loan
(25) Short-term working
capital loan
(26) Short-term working
capital loan

8%
BIR + 3.3%

2012
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17. Interest-bearing loans and borrowings (continued)
Effective
interest rate

Maturity

2011
BGN'000

2010
BGN'000

Finance leases in BGN

7.7% - 8.75%

2013/2014

4,877

7,554

Finance leases in EUR

6.75%

2011

-

60

1,701,318

1,786,645

(1)
An investment loan at a contractual amount of BGN 16,000 thousand. The loan was repaid as at 31
December 2011. The loan is secured with a pledged over stripped and ready for loading deposits of lignite coal of
4,090 thousand tons valued at BGN 53,000 thousand.
(2)
An investment loan at a contractual amount of BGN 27,500 thousand. The funds are intended for
rehabilitation of machinery and equipment at Troyanovo 3 pit. The repayment deadline of the loan is 84 months as
of the date of signing the agreement or by January 2014. The principal is paid in 60 monthly annuity instalments
following a 2-year grace period, i.e. as of May 2009. The contractual interest rate is BIR + 0,3% margin. The loan
is secured with a pledge over stripped and ready for loading deposits of lignite coal of 2,020 thousand tons valued at
BGN 27,500 thousand.
(3)
An export loan to finance the construction of Tsankov Kamak Hydro Power Plant. The loan is granted in two
disbursements split in a ratio 10:90 Disbursement A to Disbursement B. Each utilisation is split into this ratio and is
reallocated to the two disbursements. The total amount of the export loan is EUR 100,000 thousand (BGN 195,583
thousand).
- Disbursement A amounts to EUR 10,000 thousand (BGN 19,558 thousand) with a floating three-monthly ОеКВ
on export loans. As at 31 December 2011 this disbursement is fully repaid.
- Disbursement B amounts to EUR 90,000 thousand (BGN 176,025 thousand). The interest rate on this disbursement
is fixed at 4.10%. As at 31 December 2011 the nominal outstanding portion of this disbursement amounts to EUR
83,171 thousand (BGN 162,668 thousand). The repayment deadline of this loan is December 2019.
The loan is secured with a mortgage over Tsankov Kamak Hydro Power Plant and the land on which the project is
implemented with a carrying amount of BGN 4,292 thousand. A pledge over the movable property required for the
Hydro Power Plant Tsankov Kamak under construction is also set as collateral.
(4)
An investment loan at a contractual amount of EUR 1,023 thousand (BGN 2,000 thousand). The funds are
intended for the purchase of motor vehicles. The principal is paid in 60 monthly annuity instalments after a grace
period of 6 months. The repayment deadline of the loan is June 2014. The contractual interest rate is 1-month
EURIBOR + 1.5%. The loan is secured with a pledge over stripped and ready for loading deposits of lignite coal of
Troyanovo Sever pit.
(5)
An investment loan at a contractual amount of EUR 9,203 thousand (BGN 18,000 thousand). The funds are
intended for rehabilitation of plant and equipment at Troyanovo 1 pit. The principal is paid in 60 monthly annuity
instalments following a 2-year grace period. The repayment deadline of the loan is April 2016. The contractual
interest rate is 1-month EURIBOR + 2.0%. The loan is secured with a pledge over stripped and ready for loading
deposits of lignite coal from Troyanovo 1 pit valued at EUR 15,339 thousand.
(6)
An investment loan at a contractual amount of BGN 9,000 thousand. The funds are intended for the purchase
of plant and equipment. The principal is paid in 60 monthly annuity instalments following an expiry of 7-month
grace period. The repayment deadline of the loan is July 2014. Contractual interest rate – 1-month EURIBOR +
1.75%. The loan is secured with a pledge over stripped and ready for loading deposits of lignite coal.
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17. Interest-bearing loans and borrowings (continued)
(7)
An investment loan at a contractual amount of EUR 9,203 thousand (BGN 18,000 thousand). The funds are
intended for rehabilitation of plant and equipment at Troyanovo 3 pit. The principal is paid in 60 monthly annuity
instalments following expiry of 18-month grace period. Contractual interest rate – 1 month EURIBOR + 1.74%. The
loan is unsecured.
(8)
An investment loan at a contractual amount of EUR 250,000 thousand (BGN 488,958 thousand). The loan
was utilised in six disbursements. The loan agreement envisages repayment as a lump sum in May 2012. The Group
is in negotiations with the creditor banks to extend this term until May 2013. As at 31 December 2011 the Group is
making current payments on the loan interest at an interest rate of 1, 3 and 6-month EURIBOR depending on the
chosen interest rate index plus a margin of 4%. The loan is unsecured. The margin may go up to 4.5% in case of
adverse change in the financial ratios of the Company. The agreement also sets financial covenants related to the
leverage ratios and the interest coverage ratio, which, if subject to failure, should result in a change in the terms and
conditions of the agreement. An interest rate swap agreement is also signed to the loan agreement, which the
Company terminated on 21 May 2011 in accordance with the early repayment clause in the agreement (Note 23).
(9)
An investment loan at a contractual amount of EUR 7,500 EUR (BGN 14,669 thousand) intended to finance
the project "Construction of new and reconstruction of existing substations and environmental protection and
mitigation of harmful impact”. The loan is granted in disbursements with a floating interest rate. The amount of the
repayment instalment is EUR 207 thousand (BGN 405 thousand). The loan is secured with promissory note equal to
the total amount borrowed. The loan agreement also sets out the financial covenants, which if subject to failure,
should result in a change in the terms and conditions of the agreement. The repayment deadline of the loan is 15
November 2018.
(10) Trade loans at a contractual amount of EUR 135,988 thousand (BGN 265,970 thousand). The loans are
granted to finance the construction of Tsankov Kamak Hydro Power Plant as follows:
Loan ССА 1 – an approved amount of EUR 26,248 thousand (BGN 51,337 thousand). As at 31
December the loan is fully repaid.
Loan ССА 2 - an approved amount of EUR 48,740 thousand (BGN 95,327 thousand). As at 31
December the loan is fully repaid.
Loan ССА 3 - an approved amount of EUR 41,000 thousand (BGN 80,189 thousand). The nominal
outstanding portion of this loan as at 31 December 2011 is EUR 8,751 thousand (BGN 17,116
thousand). The repayment deadline is 15 October 2012.
ССА 4 - an approved amount of EUR 20,000 thousand (BGN 39,117 thousand). As at 31 December
the loan is fully repaid.
The loan is secured with a pledge over Tsankov Kamak Hydro Power Plant and mortgage over the land on which the
project is implemented with a carrying amount of BGN 4,292 thousand. As a collateral there is also first mortgage
over existing and future assets, including plant and equipment, part of the project.
(11) An investment loan from the European Bank for Reconstruction and Development at a contractual amount of
EUR 41,100 thousand (BGN 80,385 thousand), with a utilised portion of EUR 40,870 thousand and the remaining
EUR 230 thousand have been cancelled. The loan is aimed to finance the project ”Electricity Transmission System
Project - Energy 2”. The loan is guaranteed by the state and should be repaid by 9 March 2015. The loan agreements
set out certain financial covenants related to the debt service ratio and the current assets to current liabilities ratio,
which NEK EAD should maintain over the term of the loan. Sovereign guarantee amounting to EUR 41.1 million
with a deadline 9 March 2015 was issued in relation to this loan.
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17. Interest-bearing loans and borrowings (continued)
(12) An investment loan at a contractual amount of EUR 60,000 thousand (BGN 117,345 thousand). The aim of
the loan is to finance "Energy 2" project. The end beneficiary under the loan is NEK EAD, the loan is granted to the
state. It is disbursed in six tranches, each disbursement with a fixed interest rate as follows: 1 disbursement – EUR
10 million on 07 June 2004 - 4.69%, 2 disbursement - EUR 7 million on 19 May 2006 - 4,285%, 3 disbursement EUR 6 million on 13 November 2006 - 4.026%, 4 disbursement – EUR 13 million on 03 July 2007 - 4.844%, 5
disbursement – EUR 18 million on 12 March 2008 - 4.341%, 6 disbursement - EUR 6 million on 28 October 2008 4.55%. The principals and interests are paid on 15 June and 15 December with final repayment on 15 June 2022.
(13) Trade loans at contractual amount EUR 28,351 thousand (BGN 55,449 thousand). The loans are granted to
finance the rehabilitation of the Dolna Arda Cascade as follows:
- Loan ССА 1 – the approved amount is EUR 7,425 thousand (BGN 14,522 thousand). The loan is repaid
in 10 equal instalments by December 2016.
- Loan ССА 2 - the approved amount is EUR 15,900 thousand (BGN 31,098 thousand). The loan is repaid
in 10 equal instalments by December 2016.
- Loan ССА 3 - the approved amount is EUR 5,026 thousand (BGN 9,829 thousand). The loan is repaid in
10 equal instalments by December 2016.
In October 2006 NEK EAD has signed an export loan agreement to finance the rehabilitation of Dolna Arda
Cascade. The loan is granted in two disbursements split in a ratio 10:90 Disbursement A to Disbursement B. The
maximum approved limit under the export loan is EUR 42,075 thousand (BGN 82,292 thousand). Disbursement A
amounts to EUR 4,208 thousand (BGN 8,230 thousand) at a floating three-month OeKB interest rate on export loans
plus 0.45%. This disbursement was fully repaid as at 31 December 2011. Disbursement B amounts to EUR 37,867
thousand (BGN 74,062 thousand) at a fixed annual interest rate of 4,75%. The nominal utilised and outstanding
portion of this loan as at 31 December 2011 is EUR 37,867 thousand (BGN 74,062 thousand). The loan is
repayable in 20 equal instalments by November 2020. To secure the export and trade loans from ING Bank N.V. –
Netherlands the land and buildings of HPP Studen Kladenets, HPP Ivaylovgrad and HPP Kardzhali (Dolna Arda
Cascade) with a carrying amount of BGN 15,693 thousand (2010: BGN 15,593 thousand) have been mortgaged.
The loans are also secured with a pledge over all current and future assets, including plant and equipment, of part of
Dolna Arda Cascade. Under the loan agreement NEK EAD should comply with certain financial covenants related
to debt service ratio and the current assets to current liabilities ratio.
(14) An investment loan at a contractual amount of EUR 30,000 thousand (BGN 58,675 thousand). The loan is
aimed to finance the project "Construction of new and reconstruction of existing substations and environmental
protection and mitigation of harmful impact”. The loan is granted in disbursements at a floating interest rate. As at
31 December 2011 the loan has been fully repaid.
(15) An investment loan at a contractual amount of EUR 35,000 thousand (BGN 68,454 thousand). The loan is
secured with a specific pledge in favour of Bulbank over the receivables of Maritsa Iztok 2 TPP EAD from NEK
EAD for electricity sold. The loan matures in June 2014 and is repayable in two equal instalments of EUR 2,450
thousand each (BGN 4,792 thousand) per year. The effective interest rate is 4.81%.
(16) A long-term investment loan at a contractual amount of EUR 9,203 thousand (BGN 18,000 thousand). The
funds are intended for rehabilitation of plant and equipment at Troyanovo 3 pit. The funds should be utilised within
6 months as of the date of the agreement. The principal should be repaid in 60 monthly annuity instalments
following a grace period of 12 months. The contractual interest rate is a 6-month EURIBOR + 5,50%. The loan is
secured with a pledge over the receivables of Mini Maritsa Iztok EAD for coal sold by TPP Maritsa Iztok 2 EAD.
As at 31 December 2011 the carrying amount of the receivables pledged as collateral is BGN 19,800 thousand.
(17) An investment loan at a contractual amount of USD 76,640 thousand (BGN 115,847 thousand). The loan is
utilised in four disbursements – А, B, C1 and C2. The loan is guaranteed with a sovereign guarantee and is aimed to
finance a project related to the radiation control system of Kozloduy NPP EAD, as well as the computer information
systems of the power plant. The repayment is in 10 equal six-monthly instalments. The loan matures on 10 May
2011.
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17. Interest-bearing loans and borrowings (continued)
(18) A long-term investment loan at a contractual amount of JPY 25,106,617 thousand (BGN 490,064 thousand).
The loan is guaranteed by the state. It matures in September 2018 and is repayable in two equal instalments of JPY
1,255,331 thousand each (BGN 24,503 thousand) per year.
(19) A long-term investment non-banking loan at a contractual amount of EUR 212,500 thousand (BGN 415,614
thousand). The loan is guaranteed by the state and it is aimed to finance the modernisation of Units 5 and 6 at
Kozloduy NPP EAD. The repayment deadline is May 2021. The effective interest rate is 5.65%. The loan agreement
sets special covenants and limitations in respect to the change in the ultimate owners of NPP Kozloduy EAD, as
well as financial covenants requiring attainment of certain levels of leverage and debt service coverage ratio.
(20) An investment loan at a contractual amount of CHF 19,038 thousand (BGN 25,130 thousand), provided by
the Government of Switzerland through the Ministry of Finance of Bulgaria. The loan is aimed at financing the
rehabilitation of hydro power plants. 20% of the disbursed amounts are grants. Currently they were recognised as
financing income on systemic base pro rata to the period depreciation of the assets acquired through the grant
received, and the 80% which are subject to repayment are reported as payables on loans received. The loan is
interest free, guaranteed by the state and is fully repaid as at 31 December 2011.
(21) A short-term working capital loan at a contractual amount of BGN 2,000 thousand. The loan is secured with
trade receivables and non-current assets, it was signed in 2009 and extended by virtue of annex dated 14 July 2010.
The term of the loan is 1+1 year. As at 31 December 2011 the overdraft is fully repaid.
(22) A short-term working capital loan at a contractual amount of BGN 6,000 thousand signed on 22 February
2010. The loan matures in February 2011.
(23) A short-term working capital loan at a contractual amount of BGN 6,000 thousand signed on 3 May 2010.
The loan matures in May 2011.
(24) A short-term working capital loan at a contractual amount of BGN 6,000 thousand signed on 21 September
2010. The loan matures in September 2011.
(25) A short-term working capital loan (overdraft) at an amount of up to BGN 20,000 thousand. The loan is
unsecured. The repayment term is 28 June 2013.
(26) A short-term working capital loan. The loan is unsecured and is signed in 2011. The loan matures in April
2012.
State-guaranteed loans
Loans extended to Kozloduy NPP EAD (17) and (19) are guaranteed by the Bulgarian government. The loans are
granted under a project for modernisation of units 5 and 6 of Kozloduy NPP and under a project related to the
radiation control system of Kozloduy NPP EAD, as well as the computer information systems of the power plant.
A state guarantee amounting to EUR 41.1 million and valid until 9 March 2015 was issued on a loan (11) granted to
NEK EAD under project Energy 2.
Loan (12) amounting to EUR 60 million extended to NEK EAD as end beneficiary, repayable on 15 June 2022 to
finance project Rehabilitation of the electrical energy – Energy 2 was granted to the state.
In respect of the loans with sovereign guarantees, received as at 31 December 2011 the Group is unable to assess the
effect of the state guarantee provided on the contractual interest rates and whether such guarantee would have
material impact on their fair values at that date.
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17. Interest-bearing loans and borrowings (continued)
Unutilised loans
As at 31 December 2011 the Group has unutilised credit facilities at the total amount of BGN 30,000 thousand
(2010: BGN 26,100 thousand), representing unsecured working capital overdraft with a term for use and repayment
until July 2012 at the amount of BGN 10,000 thousand and unsecured working capital overdraft with a term for use
and repayment until June 2013 at the amount of BGN 20,000 thousand, extended by Corporate Commercial Bank
AD to TPP Maritsa Iztok 2 EAD.
As at 31 December 2011 the Group has unutilised portion on a long-term investment loan at the amount of BGN
2,254 thousand from Corporate Commercial Bank extended to Mini Maritsa Iztok EAD.
As at 31 December 2011 the Group has unutilised portion on a long-term investment loan at the amount of EUR
5,249 thousand (BGN 10,266 thousand) extended from Bulgarian Post Bank AD to NEK EAD.
Finance lease payables
Finance lease payables represent liabilities under a contract to acquire Komatsu excavators for the coal mining
activities of the Group as well as finance lease liabilities for acquisition of automobiles.
In 2009 the Group has contracted the delivery of 77 automobiles under five-year finance lease contracts.
The lease contract liabilities are as follows:
2011

Less than 1 year
One to five years
Total minimum lease payments under
lease contracts
Less amounts that represent finance
costs
Present value of the minimum lease
payments

Minimum
lease
payments
BGN'000
2,843
2,587

Present
value of the
payments
BGN'000
2,476
2,401

Minimum
lease payments
BGN'000
3,253
5,540

2010
Present
value of
the
payments
BGN'000
2,645
4,969

5,430

4,877

8,793

7,614

(553)

-

(1,179)

-

4,877

4,877

7,614

7,614
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18. Provisions
2011
BGN'000

2010
BGN'000

313
57,409
75,475
133,197

4,769
33,450
36,944
75,163

644
607
72,221
1,095
74,567

8,918
723
71,554
81,195

207,764

156,358

Long-term portion
Provision for protection of the environment
Provision for site restoration
Provision for exceeding greenhouse gas emission quotas
Short-term portion
Provision for protection of the environment
Provision for site restoration
Provision for transportation, processing, and storage of spent nuclear fuel
Other provisions

Provision
for
protection of
the
environment
BGN'000
At 1 January 2010
Accrued
Utilised
Reversed unutilised
provision
At 31 December 2010

Provision
for site
restoration

Provision for
exceeding
greenhouse gas
emission quotas

BGN'000

BGN'000

2,263
11,759
(335)

36,614
4,444
(723)

33,129
3,815

-

(6,162)

Provision for
transportation,
processing and
storage of spent
nuclear fuel

Other
provisions

Total

BGN'000

BGN'000

71,554

-

72,006
91,572
(1,058)

-

-

-

(6,162)

13,687

34,173

36,944

71,554

-

156,358

Accrued

-

3,586

65,723

30,221

1,095

100,625

Utilised

(1,367)

(607)

-

(29,554)

-

(31,528)

Change in estimates

-

20,864

-

-

-

20,864

Reversed unutilised
provision

(11,363)

-

-

-

-

(11,363)

-

-

(25,355)

-

-

(25,355)

-

-

(1,837)

-

-

(1,837)

957

58,016

75,475

72,221

1,095

207,764

Revalued
Purchase of greenhouse
gas emissions
At 31 December 2011
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18. Provisions (continued)
Provision for protection of the environment
A provision for protection of the environment was recognised as at the reporting date. It relates to costs which are
expected to be incurred in relation to the decontamination of luminescent and other mercury-containing lamps,
decontamination and recycling of storage batteries, decontamination, recycling and replacement of capacitor
batteries containing PHB with new ones and utilisation of bleach soil used in the base for oil regeneration.
Provision for greenhouse gas emissions
The Environmental Protection Act established a greenhouse gas emissions quota trading scheme. The allocation of
greenhouse gas emission quotas is carried out in compliance with the National greenhouse gas emission trading
quota allocation plan (NGGETQAP), which covers the period 2008 – 2012. The participants in this scheme, as
greenhouse gas emitting entities, should receive the respective quota from the NGGETQAP free of charge and are
obliged to recover the quantity of actually emitted gas (confirmed by a verificator) by 30 April of the year following
the reporting year (for each year during the 5-year period).
-

Maritsa Iztok 2 TPP EAD
Upon the initial allocation of the quotas for the installations participating in the NPQA, Maritsa Iztok 2
TPP EAD is in a group with other installations with introduced permanent restrictions in their operating
regime, determined by the quantity of coal allowed for burning. Subsequently as a result of a technical
error made in the initial definition of the expense rate for the burners for units 1 to 4 in the Complex
Permit of the company, a restriction of the quantity of coal burned up to 11,600,000 tons per year was set
for Maritsa Iztok 2 TPP EAD. In 2010, following consideration of the technical error made in the initial
definition of the expense rate for the burners at units 1 to 4, an update in the Complex Permit was made at
the beginning of 2011. As a result Maritsa Iztok 2 TPP EAD was allowed to burn higher quantities of coal
per year – 15,200,000 tons. Based on the update Maritsa Iztok 2 TPP EAD has filed communication with
the Ministry of Environment and Waters (Environment Executive Agency) to adjust the allowed
quantities, and by virtue of letter ref. No 03596/09 February 2011 the ministry was informed about the
change in the fuel used, thus meeting the requirement of art. 12, para 1, item 1, point „d” of the Ordinance
on the Procedure and Method for Issuance and Reconsideration of Greenhouse Gas Emission Permits and
Monitoring over the Installation Operators, Participating in the Greenhouse Gas Emission Trading
Scheme (the Ordinance). On the grounds of this letter the Ministry of Environment and Waters launched
a procedure under art. 13 and the following from the Ordinance to change the Greenhouse Emission
Permit issued (GHE) No 46/2009 and allocation of additional quotas. Thus additionally allocated
5,138,776 tons of quotas were received to the account of Maritsa Iztok 2 TPP EAD at NPQA.
At the end of 2011 a portion of the accumulated deficit of permits was purchased and Maritsa Iztok 2 TPP
EAD has taken advantage of the possibility envisaged in the EPA during the second emission trading
period (2008-2012) the installation operators included in the NPQA to exchange some of their GH
emission permits granted against CER (Certified Emissions Reduced) or ERU (Emission Reduced Units).
As at 31 December 2011 Maritsa Iztok 2 TPP EAD has recognised a provision for deficit of greenhouse
gas emission quotas of 7,362,915 t/CO2, amounting at BGN 75,475 thousand calculated at the quota
prices current as at 31 December 2011 (EUR 6.90 / ton for EUA and EUR 3.96 / ton for ERU). The
quantities represent the difference between the actually emitted and verified quantities and the free-ofcharge and purchased quotas for the period 2008 - 2011.
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18. Provisions (continued)
Provision for site restoration
A provision for site restoration of land damaged during mining is recognised when it is probable that costs will be
incurred or restoration works will be carried out and when Mini Maritsa Iztok EAD has a legal or contractual
obligation to do so. As at 31 December 2011 provision for site restoration of terrains damaged during mining has
been recognised. The provision reflects the best estimate of the costs required to meet the present obligation existing
at the end of the reporting period.
The effective environmental legislation, the upcoming development of land, developed not restored land, the value
of site restoration per 1 decar of land, as well as the estimated coal deposits by 2043, when the coal mining
concession granted to Mini Maritsa Iztok EAD expires have been taken into account in determining the provision.
Because of the significant uncertainty at present as to the land restoration activities to be carried out the management
of Mini Maritsa Iztok EAD is unable to determine the present value of the site restoration costs, therefore the
provision has not been discounted.
Provision for transportation, processing and storage of spent nuclear fuel
In accordance with the National Nuclear Fuel Management Strategy effective as at 31 December 2011 NPP
Kozloduy EAD has a legal obligation to incur costs for the transportation, processing and storage of the 440 cases of
spent nuclear fuel in Russia from reactors of the type ВВЕР 440 of 50 tons of heavy metal. This expense for 28,678
kg has not been incurred in 2011 but it will be incurred in 2012 in accordance with an addendum No 18 with FGUP
PO MAYAK, Russia. The latter was accrued as a provision under onerous contract and regulatory document and
amounts to BGN 30,221 thousand.

The price of electricity approved by the SEWRC includes costs for transportation, processing and storage of SNF
from ВВЕР 1000 at the amount of BGN 42,000 thousand. The latter were accrued as a provision up to the amount
recognised upon the pricing, since the latter has not been incurred in 2010 due to failure to reach agreement with
Russia.
Other provisions
As at the date of the statement of financial position in the accompanying consolidated financial statements a
provision for the cost of access to the facilities of Polimeri AD for 2011 was recognised. The provision for the cost
of access is based on the management's best estimate as to the costs that the Group had to pay in 2011 determined in
accordance with point 3.2. of the Methodology to determine the costs of access granted to the transmission or
distribution entity by consumers through their own devices and / or facilities to other consumers for the purpose of
transformation and transmission of electricity, transmission of heat and transmission of natural gas. As at the date
the accompanying financial statements were approved the Group has failed to reach agreement with Polimeri AD as
to the amount due.
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19. Retirement employee benefits
Under the Bulgarian labour legislation and the collective labour agreements of the Group companies, the Group is
obliged to pay to its employees upon retirement certain number of gross monthly salaries depending on the length of
service with the company. The retirement employee benefits plan is unfunded.
The elements of the retirement employee benefits expenses, recognised in the consolidated income statement, and
the liabilities recognised in the consolidated statement of financial position as at 31 December 2011 and 2010 are
summarised in the table below:
Retirement employee benefits expenses

Current service costs
Interest expense (Note 6.9)
Net actuarial losses recognised during the year
(Gain) from curtailments
Past service costs
Retirement employee benefits recognised in the consolidated income
statement

2011
BGN'000
8,711
4,666
925
(22)
3,516

2010
BGN'000
6,594
5,217
18,145
(12)
5,448

17,796

35,392

2011
BGN'000

2010
BGN'000

95,542
(16,227)
(2,784)

82,051
(4,476)
(3,420)

76,531

74,155

Retirement employee benefits liability

Present value of the retirement employee benefits liability
Unrecognised actuarial losses
Unrecognised past service costs
Retirement employee benefits liability recognised in the consolidated
statement of financial position
Actuarial loss not recognised in the consolidated statement of financial position

As at 31 December 2011 the accumulated actuarial loss not recognised in the consolidated statement of financial
position amounts to BGN 16,227 thousand (2010: BGN 4,476 thousand). The accounting policy of the Group is to
defer actuarial losses. In Mini Maritsa Iztok EAD the excess over the 10% corridor of the accumulated actuarial
losses at the beginning of the year is recognised as a current expense over a period of 3 years. In Maritsa Iztok 2
TPP EAD the excess over the 10% corridor of accumulated actuarial losses at the beginning of the year is
recognised as a current expense in the following year. In NEK EAD and ESO EAD unrecognised actuarial losses are
deferred over a five-year period. In 2011 the Group has recognised actuarial losses in the income statement
amounting to BGN 925 thousand (2010: BGN 18,145 thousand).
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19. Retirement employee benefits (continued)
Past service costs not recognised in the consolidated statement of financial position
As at 31 December 2011 the accumulated past service costs not recognised in the consolidated statement of financial
position amount to BGN 2,784 thousand (2010: BGN 3,420 thousand). The Group has adopted the accounting
policy to defer the accumulated past service costs not recognised in the consolidated statement of financial position.
In NEK EAD, ESO EAD and Bulgartransgaz EAD the deferral is over a five-year period, in Mini Maritsa Iztok
EAD – over a three-year period.
Changes in the present value of the retirement employee benefits liability are as follows:

Retirement employee benefits liability at 1 January
Interest expense
Current service costs
Past service costs
Employee benefits paid
Actuarial losses for the period
(Gain) from curtailment and transfer of personnel
Retirement employee benefits liability at 31 December

2011
BGN'000

2010
BGN'000

82,051
4,666
8,711
2,881
(15,419)
12,674
(22)

81,893
5,217
6,593
152
(19,370)
7,578
(12)

95,542

82,051

The key assumptions used in determining the retirement employee benefits liability are set out in the table below:

Discount rate
Future salary increases by 2012
Future salary increases after 2012

2011

2010

5.7%
1-5%
1-5%

6.3%
1-5%
1-5%

The amounts of the items listed below for the current and prior periods for which information is available are as
follows:
2011
BGN'000

2010
BGN'000

2009
BGN'000

Present value of the retirement employee benefits liability

95,542

82,051

81,893

Actuarial losses

12,674

7,578

9,445
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20. Trade and other payables

Long-term
Trade payables to unrelated parties
Guarantees withheld
Payables on advances

2011
BGN'000

2010
BGN'000

4,047
7,912
40,654
52,613

2,058
3,734
720
6,512

153,245
640,396
98,025
140,146
29,296
49,526
13,582
36,299
44,720
1,205,235

110,658
678,972
88,723
32,612
24,983
52,799
16,204
48,307
28,581
1,081,839

Short-term
Trade payables to related parties (refer to Note 21)
Trade payables to unrelated parties
Payables to ZAO Atomstroyexport
Payables on advances
Guarantees withheld
Payables to personnel
Payables to social security
Payables to the budget
Other liabilities and accruals

The terms of the trade and other payables disclosed above are as follows:

-

Payables on advances (long-term and short-term) include payables on advances received for sales of natural
gas to Agropolychim AD at the amount of BGN 60,000 thousand for a period of 35 months. The Group will
deduct BGN 1,670 thousand per month from the amount due from the client for the supply of natural gas;
Trade payables are not interest bearing and are settled normally within ten to thirty days;
Taxes payable are not interest bearing and are settled within the statutory deadlines;
Other payables are not interest bearing and are settled normally within ten days;
Long-term payables are related to amounts withheld from contractors under projects for construction of noncurrent assets in relation to good performance bonds. The amounts withheld are interest free. The amounts
withheld should be paid in accordance with the contractual relations with the contractors.
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21. Related party disclosures
The accompanying consolidated financial statements of Bulgarian Energy Holding EAD and its sole owner
subsidiaries: Kozloduy NPP EAD, Bulgartel EAD, Bulgartransgaz EAD, Bulgargaz EAD, NEK EAD, Maritsa Iztok
2 TPP EAD and Mini Maritsa Iztok EAD and South Connection EAD, as well as Electrical Energy System Operator
EAD, Bulgartel Skopje DOOEL, Kozloduy HPP and Interpriborservice OOD controlled via these companies.
Further information is presented in Note 1.
Ultimate owner
The sole owner of the Group is the Ministry of Economy, Energy and Tourism (MEET).
Associates
As at 31 December 2011 associates include ContourGlobal Maritsa Iztok 3 AD, ContourGlobal Operations Bulgaria
AD, ZAD Energia, South Stream Bulgaria AD, Ecological Exploitation of Fuel and Power Oils and POD Allianz
Bulgaria AD.
Jointly controlled entities
As at 31 December 2008 BEH EAD held 50% of the capital of PCP Bourgas – Alexandrupolis BG AD. In 2009 the
company sold its shares amounting to BGN 2,997 thousand, including re-billed costs of BGN 2,989 thousand. As at
31 December 2011 Transbalkan Electric Power Trading S. A. – NEKO S.A., Nabucco Gas Pipeline International
OOD, ICGB AD and Southern Stream Bulgaria AD are entities jointly controlled by the Group. Further information
is presented in Note 5.

Other related parties
Other related parties of the Group are the entities controlled by the state:
Heating Utility Company Pernik EAD, Heating Utility Company Shoumen EAD, Heating Utility Company Sofia
EAD, Bulgarian State Railways, National Company Railway Infrastructure, Terem – KRZ Flotski Arsenal EOOD,
Minproject EAD, Water supply and sanitation, OD Police, OD Fire Safety, St. Ivan Rilski University of Mining and
Geology, Bulgarian Post EAD, VMZ EAD – Sopot, SC Air Traffic Services Authority, Agrarian University, Rousse
Free Zone EAD.
Effective 29 January 2009 sole owner of the capital of Heating Utility Company Sofia EAD is the Ministry of
Economy, Energy and Tourism (which until that date owned 41.80% of the company's capital).
In the period 28 January 2009 – 20 December 2010 Heating Utility Company Sofia EAD and Bulgargaz EAD were
related parties as they were under the common control of the Ministry of Economy, Energy and Tourism. Effective
as of 20 December 2010 the above mentioned companies ceased to be related parties since as of this date the sole
owner of Heating Utility Company Sofia EAD is Sofia Municipality. For the purpose of related party disclosures
presented below transactions with Heating Utility Company Sofia EAD are presented for the period 1 January 2010
– 20 December 2010 as after this period the company is no longer a related party to Bulgargaz EAD.
In the period 1 January 2009 – 12 August 2010 Heating Utility Company Shoumen EAD and Bulgargaz EAD were
related parties as they were under the common control of the Ministry of Economy, Energy and Tourism. Effective
12 August 2010 the above mentioned entities ceased to be related parties since as of this date sole owner of Heating
Utility Company Shoumen EAD is Shoumen Municipality. For the purpose of related party disclosures presented
below transactions with Heating Utility Company Shoumen EAD are presented for the period 1 January – 12 August
2010 as after this period the company is no longer a related party to Bulgargaz EAD.
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21. Related party disclosures (continued)
The total purchases from and sales to related parties and the payable to and from them during the current and the
prior period are presented in the tables below:
Sales to
Purchases
related
from related
parties,
parties,
including
including
dividends
dividends
BGN'000
BGN'000

Amounts
due from
related
parties
BGN'000

Amounts
due to
related
parties
BGN'000

Sole owner
2011
2010

-

52,222

-

-

ContourGlobal Maritsa Iztok 3 AD
(former Enel Maritsa Iztok 3 AD)
Enel Maritsa Iztok 3 AD

2011
2010

137,889
136,317

472,000
452,094

11
17,558

146,724
99,470

ContourGlobal Operations Bulgaria AD
(former Enel Operations Bulgaria AD)
Enel Operations Bulgaria AD
PIC Allianz Bulgaria AD
PIC Allianz Bulgaria AD
IJSC Energy
IJSC Energy
South Stream Bulgaria AD
South Stream Bulgaria AD
ICGB AD
ICGB AD

2011
2010
2011
2010
2011
2010
2011
2010
2011
2010

3,038
7,793
1
9
-

1,189
1,238
40,272
53,758
-

6
6
1,648
138
-

86
122
2,660
7,085
-

Jointly controlled entities
NECO
NECO

2011
2010

34,943
23,794

-

6,243
24

-

Other related parties
Heating Utility Company Pernik EAD
Heating Utility Company Pernik EAD
Heating Utility Company Sofia EAD
Heating Utility Company Sofia EAD
Heating Utility Company Shoumen EAD
Heating Utility Company Shoumen EAD
Bulgarian State Railways
Bulgarian State Railways

2011
2010
2011
2010
2011
2010
2011
2010

261
3,701
350,103

24,896
21,333
109,229

43
-

3,624
3,531
-

1,849
11,454
11,256

417
694
812

1,273
1,965

140
74

MEET
MEET
Associates
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21. Related party disclosures (continued)
Sales to
related
parties,
including
dividends

Purchases
from related
parties,
including
dividends

Amounts
due from
related
parties

Amounts
due to
related
parties

BGN'000

BGN'000

BGN'000

BGN'000

Other related parties (continued)
National Company Railway Infrastructure

2011

-

87

-

3

National Company Railway Infrastructure
Terem – KRZ Flotski Arsenal EOOD
Terem – KRZ Flotski Arsenal EOOD
Minproject EAD
Minproject EAD
Water supply and sanitation
Water supply and sanitation
OD Police
OD Police
Bulgarian Post EAD
Bulgarian Post EAD

2010
2011
2010
2011
2010
2011
2010
2011
2010
2011
2010

5
1,044
986
472
-

73
1,804
127
498
2
2
13
24

12
63
16
23
-

15
326
6
35
2
-

Air Traffic Services Authority

2011

-

-

-

-

Air Traffic Services Authority
Agrarian University
Agrarian University
Free Zone Rousse EAD
Free Zone Rousse EAD
VMZ EAD
VMZ EAD

2010
2011
2010
2011
2010
2011
2010

188
111
2,634
-

-

2
1
4
2,825
-

-

2011

12,034

153,245

2010

19,827

110,658

Terms and conditions of related party transactions
Sales to and purchases from related parties are carried out at terms and conditions regulated by the sole owner.
Balances outstanding at the year-end are not secured, not interest-bearing (except loans and those disclosed below)
and their settlement is in cash. No guarantees have been given or received in respect of receivables from or payables
to related parties. As at 31 December 2011 the Group has impaired related party receivables amounting to BGN
10,392 thousand (2010: BGN 8,017 thousand). A review for impairment is carried out at the end of each financial
year based on analysis of the financial position of the related party and the market it operates in.
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21. Related party disclosures (continued)
Receivables from Heating Utility Company Sofia EAD
The receivable from Heating Utility Company Sofia at the total amount of BGN 344,249 thousand arises in relation
to sales of natural gas from the subsidiary Bulgargaz EAD and includes long-term receivables of BGN 277,571
thousand and short-term receivables of BGN 66,678 thousand. On 17 March 2009 a cession agreement was
concluded between Bulgarian Energy Holding EAD and Bulgargaz EAD for compensated transfer of Bulgargaz
EAD's receivables from Heating Utility Company Sofia EAD, estimated at BGN 205,989 thousand.
By virtue of protocol decision of the Minister of Economy, Energy and Tourism of 26 March 2010 a decision was
made to sign an agreement with Heating Utility Company Sofia EAD for settlement of the payable transferred to
Bulgarian Energy Holding EAD. It will be settled by 30 June 2017 and will accrue BIR plus one point interest on
the remaining debit balance as of the time of the transfer of the receivable from Bulgargaz EAD.
No cash proceeds have been received from Heating Utility Company Sofia EAD in 2011 to cover the payables, but
offsets were made against the heat energy used amounting to BGN 9 thousand. In 2010 BGN 1,000 thousand of the
current payables amounting to BGN 9,189 thousand have been repaid.
Based on an assessment of receivables made by an external appraiser – Engineering Service Sofia OOD - the
receivables from Heating Utility Company Sofia EAD have been impaired. The impairment accrued as at 31
December 2011 amounts to BGN 114,609 thousand (2010: BGN 56,739 thousand).
Compensation of the key management personnel

Remuneration
Social security
Social expenses

2011
BGN'000
766
44
49

2010
BGN'000
724
53
39

859

816

22. Deferred financing
2011
BGN'000

2010
BGN'000

At 1 January
Received during the year
Recognised in the income statement (Note 6.2)
At 31 December

270,043
65,213
(45,695)

161,118
158,509
(49,584)

289,561

270,043

Short-term
Long-term

13,766
275,795
289,561

11,182
258,861
270,043

Government grants have been received under programmes and funds for the construction of property, plant and
equipment for ecological use.
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22. Deferred financing (continued)
Financings are related to the following projects:
- ISPA Programme financing for construction of sulphur filtering installations for unit 5 and unit 6 amounting
to BGN 25,378 thousand as at 31 December 2011 (2010: BGN 25,122 thousand);
- Financing from International Fund Kozloduy for construction of gypsum dehydration installation amounting
to BGN 23,202 thousand (2010: BGN 8,290 thousand);
- Financing from Energy Resources Fund for the construction of slag depot. The assets have been constructed
and commissioned. The financing as at 31 December 2011 includes the carrying amount of the assets of
BGN 4,244 thousand (2010: BGN 4,657 thousand);
- PHARE Programme financing for construction of sulphur filtering installations for unit 8. The assets have
been constructed and commissioned. As at 31 December 2011 the financing includes the carrying amount of
the assets of BGN 859 thousand (2010: BGN 2,013 thousand);
- Financing for current and scientific activities at Kozloduy NPP EAD granted by the European Bank for
Reconstruction and Development (EBRD).
- Financing from the Ministry of Economy, Energy and Tourism in fulfilment of the annual programme of
Nuclear Facilities Decommissioning Fund for 2011 amounting to BGN 895 thousand. This amount was used
to finance state fees for permits and investor supervision costs during the construction of spent nuclear fuel
dry storage repository (SNFDSR) and medium radioactive waste management facilities.
- Financing from PHARE Programme, Energy Resources Fund, the Swiss government and the International
Fund for Decommissioning of Nuclear Facilities at NPP Kozloduy for rehabilitation of hydro power plants,
electricity transmission grid and other assets.
As at the date the accompanying consolidated financial statements were approved for issue there are no conditions
related to those financings that have not been met.

23. Derivative financial instruments
Derivatives not accounted for as hedging instruments – foreign currency swap
On 9 July 2004 a loan agreement was signed to finance the rehabilitation of Units 1 – 4 of Maritsa Iztok 2 TPP EAD
and construction of sulphur filtering installations of the same units, as well as reconstruction of turbines 5 and 6. The
total principal under the loan agreement amounts to JPY 25 billion (BGN 453,662 thousand).
To minimise its exposure to foreign currency and interest rate risk Maritsa Iztok 2 TPP EAD signed a hedge
agreement to hedge 100% of the principal under the loan, fixing an exchange rate of JPY 155.1 to EUR 1. The
interest payments and proceeds are fixed throughout the period.
As at 31 December 2010 the currency swap is measured at fair value. The measurement to fair value has been
recognised ion the consolidated income statement. On 25 May 2010 the transaction was terminated as a result of
which net gain of BGN 48,382 thousand was realised.
Cash flow hedging – interest rate swap
On 24 September 2007 NEK EAD has signed a swap agreement related to cash flows associated with the interest
payments on loan (8) as disclosed in Note 17 with an effective date 21 January 2008. The swap agreement cover the
overall period of the loan. The interest swap matures on 21 May 2012. The contract provided for an early
termination clause on 21 May 2011 at the request of NEC. The nominal amount of the swap is BGN 488,958
thousand (EUR 250,000 thousand) and under the arrangement the Group pays a fixed interest of 4.73% and receives
floating interest of 6-month Euribor.
The Group is using the swap agreement to mitigate the interest rate risk arising due to the movements in the floating
interest rates. The swap agreement was designated as a financial instrument – a cash flow hedge – in accordance
with the requirements of IAS 39 „Financial Instruments: Recognition and Measurement”. As a result of the current
low quotations of EURIBOR, the Group has made a decision not to extend the swap agreement past 21 May 2011 in
accordance with the existing contractual clause.
As at 31 December 2010 the interest swap is measured at fair value. The measurement to fair value is recognised
directly in the other comprehensive income against the cash flow hedge reserve. The fair value of the financial
derivative as at 31 December 2010 is BGN 8,541 thousand – a liability.
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23. Derivative financial instruments (continued)
Fair value hierarchy
The Group applies the following hierarchy to determine and disclose the fair value of its financial instruments using
a valuation technique:
Level 1: quoted (unquoted) prices at active markets for similar assets or liabilities.
Level 2: other techniques, for which all the input information which has a material effect on the reported fair values
are observable, either directly or indirectly.
Level 3: techniques using input information which has a material effect on the reported fair value which are not
based on observable market data.
As at 31 December 2011 the fair value measurements of the Group's derivative financial instruments are level 2
measurements.

24. Profit distribution
Profit distribution is made under decision of the General Meeting (the sole owner of the capital). Profit distribution
is made as follows:
at least 10% of the profit are set aside to the Reserves Fund;
at the proposal of the Board of Directors a portion of the profit subject to distribution may be set aside in
various funds of Bulgarian Energy Holding EAD;
the remaining portion is used to pay dividends. Payment of dividends is carried out in the manner set out by
the General Meeting (the sole owner of the capital). Dividends payable are determined annually by virtue
of the State Budget Act. The 2010 dividend from the profit is set to 80% after deduction of 10% to the
Reserves Fund and it amounts to BGN 83,013 thousand. The dividends per share amount to BGN 0.032
(2010: BGN 0.020).
Remuneration to the executive director against the profit after tax and setting aside the statutory portion of
it to the Group's reserves and dividends to the state.
In 2011 in accordance with Decree No 367 of 29 December 2011 on the execution of the State Budget of the
Republic of Bulgaria for 2011 the sole owner entities with state participation in the capital (except medical
establishments providing hospital care) should distribute a dividend of 80% of their profit after tax for the 2011
financial year following the allocations to the Reserves Fund. As at 31 December 2011 the Company should set
aside as dividend to the state its retained earnings from prior years.

25. Commitments and contingencies
Capital commitments
NPP Kozloduy EAD
As at 31 December 2011 NPP Kozloduy has capital commitments amounting to BGN 220,636 thousand (2010:
BGN 177,046 thousand), related to commitments to acquire property, plant and equipment. Some of the contractual
commitments are financed by Kozloduy Fund.
The amount of the contractual commitments to acquire nuclear fuel as at 31 December 2011 is BGN 146,838
thousand (EUR 75,077 thousand) (2010: BGN 146,552 thousand - EUR 74,931 thousand).
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25. Commitments and contingencies (continued)
Capital commitments (continued)
Maritsa Iztok 2 TPP EAD
According to the European directives, national norms and the complex permit, Maritsa Iztok 2 TPP EAD is obliged
to construct and commission assets of environmental use. As at 31 December 2011 the Company's capital
commitments amount to BGN 134,094 thousand (2010: BGN 175,575 thousand), and are related to the construction
of sulphur filtering installation for units 5 and 6, gypsum treatment facility for units 1 to 6 and complete engineering
of gas inflammation installations, low emission burners and gas-dense furnaces.
Mini Maritsa Iztok EAD
In relation to the implementation of investment projects in April 2009 Mini Maritsa Iztok EAD has concluded an
agreement with a contractor for rehabilitation of heavy mining technological equipment – 3 excavators for coal. The
implementation period is 2 years. Mini Maritsa Iztok EAD has undertaken obligations under the contract in progress
for investments amounting to more than BGN 49,874 thousand. As at 31 December 2011 the rehabilitation works
are completed (2010: BGN 7,918 thousand).
In addition to the above mentioned contract in relation to the implementation of its investment programme as at 31
December 2011 Mini Maritsa Iztok EAD has concluded contracts for construction, supply and installation of plant
and equipment amounting to BGN 9,442 thousand (2010: BGN 27,051 thousand).
In relation to planned repairs and contracts for repairs and construction supervision signed Mini Maritsa Iztok EAD
has undertaken capital commitments amounting to BGN 658 thousand (2010: BGN 4,124 thousand) as at 31
December 2011.
NEK EAD
In relation to implementation of investment projects NEK EAD has signed contracts with contractors for
development, modernisation and reconstruction of the electricity transmission grid, for rehabilitation and
construction of new HPP, as well as activities under the Belene NPP.
In relation to the NPP Belene project on 29 November 2006 the Group has signed an Agreement for the construction
of NPP Belene with ZAO Atomstroyexport as a contractor under the project and on 31 January 2005 – with
WorleyParsons as an architect – engineer under the project. As at 31 December 2011 there is significant uncertainty
as to the future costs related to the termination of the project (Note 8).
In relation to the contracts signed with contractors for development, modernisation and reconstruction of the
electricity transmission grid and rehabilitation of HPP as at 31 December 2011 the company has undertaken capital
commitments amounting to BGN 11,131 thousand (2010: BGN 20,026 thousand).
NEK EAD – purchase of power sites and facilities
Based on rent agreements signed NEK EAD is paying a fee (rent) for access to facilities, part of the transmission
network, owned by third parties for: substation "Polimery" of Polimery AD, substation "Ihtiman" of Chugunoleene
AD and 110 kV transmission network of Mini Maritsa Iztok EAD. In compliance with the requirements of the
Energy Act these energy sites are subject to purchase by NEK EAD.
NEK EAD – obligations related to the development of the energy sector
NEK EAD and the Republic of Bulgaria are guarantors under the loans related to the modernisation of units 5 and 6
of NPP Kozloduy EAD. As at 31 December 2011 the outstanding portion of the loan from EURATOM amounts to
EUR 180,250 thousand. The loan was granted in 8 disbursements with a floating interest rate of 6-month EURIBOR
with a margin up to 0.13 % and one of the disbursements has a fixed interest rate of 5.76%. The repayment period of
the principals in each disbursement is different. The final deadline for repayment is 10 May 2021.
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25. Commitments and contingencies (continued)
Long-term agreement to purchase electricity
NEK EAD
On 13 June 2001 NEK EAD signed a long-term agreement with the American company AES for the construction
and operation of 670 MW replacement capacity on the site of Maritsa Iztok 1 TPP on the basis of locally extracted
lignite coal. NEK EAD has signed a long-term 15-year contract for the purchase of the electricity, which will
become effective upon the commissioning of the new capacity on 2 June 2011 and when TPP AES Galabovo
reaches the full net capacity of 600 MW as of 28 December 2008. In accordance with the pledge agreement of 30
November 2005 NEK EAD has pledged its receivables from EVN Bulgaria Electrosnabdiavane AD and Bulgaria
AD, EON Bulgaria Sales as a guarantee against the future obligation to purchase electricity. An escrow account was
opened with BNP Paribas for this purpose. The amount of the pledged receivables is equal to the estimated total
maximum payment for the purchased electricity in any month during the calendar year.
According to the long-term agreement to purchase of electricity NEK EAD is obliged to purchase minimum quantity
of electricity during the calendar year (or a proportionate quantity in case of incomplete calendar year) and the
corresponding availability.
On 13 June 2001 a long-term fifteen year contract for purchase of electricity and availability was signed between
NEK EAD and Enel Maritsa Iztok 3 AD (ContourGlobal Maritsa Iztok 3 AD as of June 2011). The contract entered
into force in February 2009 upon completion of the contractual rehabilitation activities on the modernisation of the
existing TPP Maritsa Iztok 3, after which the capacity installed is 808 MW. Under this contract NEK EAD pledged
43% of its receivables from CEZ Electro Bulgaria AD, EON Bulgaria Sales and EVN Bulgaria Elektrosnabdiavane
AD as a guarantee against future obligations to purchase electricity. An account was opened for this purpose with
Corporate Commercial Bank AD. The amount of the pledged receivables will be equal to 1.25 times the estimated
total maximum payment for the purchased electricity during any month in the calendar year. NEK EAD has issued a
promissory note in favour of ContourGlobal Maritsa Iztok 3 AD in case it does not receive the amount due by its
customers. According to the long-term agreement to purchase of electricity NEK EAD is obliged to purchase
minimum quantity of electricity during the calendar year (or a proportionate quantity in case of incomplete calendar
year) and the corresponding availability.
As of 1 January 2011 and based on permission by the State Energy Regulation Commission of 25 June 2010 a 5year long-term agreement for purchase of electricity and availability was negotiated between NEK EAD and TPP
Maritsa Iztok 2 EAD. It is an extension of prior agreement valid in the period 2005 – 2010. Based on the agreement
signed NEK EAD is obliged to purchase the minimum quantity of electricity in the period 1 January 2012 – 30 June
2015 as well as the corresponding availability.
According to the above mentioned long-term agreements for purchase of energy NEK EAD is obliged to purchase
an average of 12,019,651 MWh electricity per calendar year (or the proportionate quantity in case of incomplete
calendar year) and the corresponding availability.
The table below shows the liabilities of NEK EAD with respect to the minimum payments due for the purchased
electricity and availability over the remaining term of the long-term agreements signed for purchase of energy from
thermal power plants.

Total minimum amount due
BGN'000
Minimum payments due for purchased availability
Minimum payments due for purchased electricity

5,779,433*
4,411,622**

Total

10,191,055

* The amount stated is the minimum amount due according to the signed long-term agreements for purchase of
energy and it is based on the underlying fixed pricing elements and fixed escalation elements.
** The amount stated is the amount calculated based on the price per 1 unit of electricity in December 2011.
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25. Commitments and contingencies (continued)
Long-term agreement to purchase electricity (continued)
NEK EAD (continued)
The minimum payments for purchased availability under the three long-term agreements to purchase electricity
from the thermal power plants are as follows:

Minimum payments
availability

for

Within 1
year
BGN'000

1 to 5
years
BGN'000

Over 5
years
BGN'000

Total
BGN'000

497,806

1,852,040

3,429,587

5,779,433

purchase

In accordance with the requirements of the Renewable and Alternative Energy Sources and Bio Fuel Act NEK EAD
in its capacity as public provider is obliged to purchase the total quantity of electricity generated from renewable
and alternative energy resources with the exception of energy generated by hydro power plants with an installed
capacity exceeding 10 MW, at preferential price for purchase of electricity. The obligatory purchase of electricity
occurs under purchase agreements. In accordance with the Renewable Energy Sources Act, amended on 3 May
2011, the term of the agreements is 20 years – for electricity generated by geothermal and solar energy and for
electricity generated by biomass, 12 years – for electricity generated by wind energy and 15 years – for electricity
generated by hydro power plants with an installed capacity up to 10 MW, as well as for electricity generated by
other types of renewable energy sources. The terms for the mandatory purchase commence as of the date of
commissioning of the energy facility, and for energy facilities commissioned after 31 December 2015 the terms
decrease over time from that date until the date of commissioning of the energy facility.
As at 31 December 2011 the Group has signed the following long-term agreements to purchase electricity from
commissioned HPP:
Wind power plants: total capacity installed 301 MW. The agreements were signed in the period 2007 – 2010
and have terms between 12 and 15 years.
Photovoltaic power plants: total capacity installed 25 MW. The agreement was signed in 2011 and its term
is 20 years.
Biomass operated power plants: total capacity installed 3 MW.
Hydro power plants: total capacity installed 173 MW.
Furthermore, as at 31 December 2011 NEK EAD has signed final agreements for connection to the electricity
transmission grid for wind power plants at a total contractual capacity of 400 MW and of photovoltaic power plants
with a total contractual capacity of 294 MW. Long-term agreements for purchase of the electricity generated by
them will be signed with the respective counterparties upon installation of the contractual capacities.
Due to the nature of electricity generation from renewable sources and the uncertainty as to the total quantity
generated the Company is unable to make a reliable estimate as to its future liabilities related to the agreements
signed for purchase of electricity from renewable sources.
TPP Maritsa Iztok 2 EAD – liabilities under agreement for purchase electricity by NEK EAD signed on 3 January
2011
If TPP Maritsa Iztok 2 EAD guiltily fails to provide the net electricity agreed and this is due to fulfilment
of other contracts with parameters different that the agreed ones, the latter owes financial compensation to
NEK EAD at the year-end equal to 20% of the amount of the regulated price of the electricity and the price
of the net available capacity for all MW of undelivered quantities.
Upon activation by ESO EAD of back-up units in accordance with a cold reserve contract and additional
services, the net energy of the activated cold reserve is paid by NEK EAD at regulated prices.
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25. Commitments and contingencies (continued)
Long-term agreement to purchase electricity (continued)
TPP Maritsa Iztok 2 EAD – liabilities under contract No 2-NDC4/21 March 2011 for access to the electricity
transmission grid, use of system services and sale of additional services and cold reserve from TPP Maritsa Iztok 2
EAD, signed between TPP Maritsa Iztok 2 EAD and Electricity System Operator EAD
The agreement with ESO EAD enters into force as of 1 July 2011 and is valid for a term of one year. The term of
this agreement is extended the following calendar year, as of 1 July, at the same terms and conditions, but with
renegotiated cold reserve, reserve for additional services and additional services under the Rules on the Management
of the Electricity System.
According to the terms and conditions therein TPP Maritsa Iztok 2 EAD pays to ESO EAD penalties:
In cases of forced idle time of cold reserve unit, which reduce the agreed cold reserve at an amount
determined by the sum of the time of forced idle time at the respective undelivered capacity multiplied by
150% of the cold reserve price, provided the user has notified the operator in writing earlier than eight
hours prior to the occurrence of the forced idle time. In the cases when the user has not notified the
operator earlier than 8 hours prior to the occurrence of the forced idle time, the penalty is doubled for the
first 8 hours, less the time since the start of the notification until the start of the forced idle time;
In cases of delay after allowed idle time and / or forced idle time of a operational unit from an activated
cold reserve, at an amount determined by the sum of the time of the forced idle times by the respective
undelivered capacity multiplied by 150% of the cold reserve price, provided the user has notified the
operator earlier than eight hours prior to the occurrence of the forced idle time. In the cases when the user
has not notified the operator earlier than 8 hours prior to the occurrence of the forced idle time, the penalty
is doubled for the first 8 hours, less the time since the start of the notification until the start of the forced
idle time. In this case the balancing of the compromised orders is done via the balancing market;
In the cases of a decrease in the capacity for activated cold reserve as per Appendix 1 not allowed by the
operator, at an amount determined by the sum of the time by the respective undelivered capacity under art.
6 (1) point 3 multiplied by 150% of the cold reserve price;
In the case of unallowed deviation from the capacity set per operational unit at an amount determined by
the sum of the modules (absolute values) of the unallowed deviations from the capacity set multiplied by
150% of the cold reserve price;
In the cases of delay past the deadline for launching a unit from the temperature conditions as per Appendix
4 at an amount determined by the sum of the times of delays as per the respective undelivered capacity
multiplied by 150% of the cold reserve price;
The time of inadequate participation in primary regulation – at an amount determined as the sum for all
units included in the primary regulation from the products of the hours of non-fulfilment of the
requirements for primary regulation at the range for primary regulation of the respective unit at 50% of the
price for participation in the primary regulation as per art. 68 (4);
The time of inadequate participation in the secondary regulation of the units connected to the system for
automatic regulation of the frequency and active capacity at the fault of the user – at an amount determined
as the sum for all units from the products of the hours of non-fulfilment of the requirements for secondary
regulation at the range for secondary regulation of the respective unit at 50% of the secondary regulation
price as per art. 68 (5);
For the time of disturbances in the dispatcher schedule by voltage (if there are no technological and system
limitations at the range of the generators), the user pays to the operator a sanction at an amount determined
as the product of the unwanted (undelivered or the excess delivered) reactive energy at BGN 2.60 /MVArh;
In the cases under paragraphs (1), (2), (4) and (5), when the respective event is related to a unit intended for
the public provider, the price of the penalties is 50% of the availability price.
The total amount of the penalties payables in accordance with the preceding paragraphs over the term of
the agreement (one year) may not exceed BGN 5 mln. (five million Bulgarian levs).
As at 31 December 2011 there are no failed commitments and / or contingencies under the above agreements.
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25. Commitments and contingencies (continued)
Contingencies
Lawsuits and claims against NEK EAD
NEK EAD – Balances with ZAO Atomstroyexport
On 19 July 2011 a claim was filed by ZAO Atomstroyexport with the Arbitration Court of the International
Chamber of Commerce – Paris at the total amount of BGN 111,924 thousand (EUR 57,226 thousand) in relation to
non-performance of certain clauses under an agreement between ASE and NEK dated 29 November 2006 and
addendums thereto.
On 30 September 2011 NEK EAD has filed a claim against ZAO Atomstroyexport with the Arbitration Court at the
International Chamber of Commerce – Paris with the following amounts being the subject of NEK's claim against
ASE:
BGN 78,654 thousand (EUR 40,215 thousand) for equipment that ASE should have received and paid to
NEK;
BGN 7,884 thousand (EUR 4,031 thousand) for equipment received by ASE, which ASE has not paid to
NEK;
The difference between the amount of BGN 105,935 thousand (EUR 77,172 thousand) and the actual costs
incurred in relation to the above mentioned equipment which ASE manages to prove through provision of
the respective primary accounting documents or other expense supporting documents at the same amount;
The penalty interest due for delay on the amounts under the preceding three points, as well as all costs
related to the filing and hearing of the arbitration case, including, but not limited to, lawyer fees, arbitration
fees, etc.
On 17 January 2012 the lawsuit proceedings were suspended by the parties for 3 months and the latter are expected
to recommence on 17 April 2012.
CCG Insaat Sanayi Yatirim Ve Turizm AS
On 20 July 2011 an agreement was reached between NEK EAD and CCG Insaat Sanayi Yatirim Ve Turizm AS by
virtue of which the parties have agreed to settle finally the dispute related to arbitration case No 15114/FM pending
with the ICC and to terminated by mutual agreement the Agreement for joint operations signed between the parties
on 27 July 1999. Each of the parties has agreed to revoke and waive any claims made under the arbitration case. As
at 31 December 2011 the case was terminated and all financial relations between the parties have been settled.
NEK EAD – Balances with Polimeri AD
Polimeri AD has filed a statement of claim at the amount of BGN 3,401 thousand related to non-payment by NEK
EAD of the full access price for using their substation to connect TPP Devin.
The NEK EAD management believes that at this stage of the procedure the facts and circumstances in defence of
NEK EAD are well-grounded to the best interest of the Company.
The Company has assessed the legal obligations mentioned above and therefore it believes that at present no
outflows of resources are probable or such outflows cannot be measured reliably, therefore information about these
contingencies is disclosed but no provision was set aside for them.
NEK EAD – Balances with Irrigation Systems EAD
NEK EAD and Irrigation Systems EAD carry out activities for the maintenance and exploitation of dams, dam
walls, hydro technical and hydro ameliorative facilities, which meet the obligations for supply of water quantities set
by the Ministry of Environment and Water. NEK EAD, through Dams and Cascades company has rendered the
service of water supply to Irrigation Systems EAD, which service Irrigation Systems EAD has rendered to NEK
EAD as well.
No agreement has been reached between the company and Irrigation Systems EAD, no protocols for the supplied
quantities of water have been signed for the period May 2003 until the date of issue of the accompanying
consolidated financial statements, therefore additional liabilities to Irrigation Systems EAD may arise, which cannot
be measured reliably at present.
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25. Commitments and contingencies (continued)
Contingencies (continued)
Lawsuits filed by Bulgargaz EAD
Bulgargaz EAD has filed with the Supreme Administrative Court the following administrative proceedings based on
which Bulgargaz disputes the lawfulness of the decisions of SEWRC, by virtue of which the Commission has
approved the price of natural gas for the respective quarters as follows:
- Administrative lawsuit No 3211/ 2010 as per the list of SAC – Decision on the price of natural gas for the
1st quarter of 2008.
- Administrative lawsuit No 1209/ 2010 as per the list of SAC – Decision on the price of natural gas for the
1st quarter of 2010.
- Administrative lawsuit No 5819/ 2010 as per the list of SAC – Decision on the price of natural gas for the
2nd quarter of 2010.
- Administrative lawsuit No 9535/ 2010 as per the list of SAC – Decision on the price of natural gas for the
3rd quarter of 2010.
- Administrative lawsuit No 13447/ 2010 as per the list of SAC – Decision on the price of natural gas for the
4th quarter of 2010.
- Administrative lawsuit No 1283/ 2010 as per the list of SAC – Decision on the price of natural gas for the
1st quarter of 2010.
- Administrative lawsuit No 11149/2011 as per the list of SAC – Decision on the price of natural gas for the
2nd quarter of 2011.
- Administrative lawsuit No 9273/ 2011 as per the list of SAC – Decision on the price of natural gas for the
3rd quarter of 2011.
- Administrative lawsuit No 13657/2011 as per the list of SAC – Decision on the price of natural gas for the
4th quarter of 2011.
- Administrative lawsuit No 1637/2012 as per the list of SAC – Decision on the price of natural gas for the
1st quarter of 2012.
The Group's management believes that no significant risks exist as a result of the dynamic fiscal and regulatory
environment in Bulgaria, which may require adjustments in the financial statements for the year ended 31 December
2011.
Promissory notes and guarantees
NEK EAD
To guarantee the liabilities related to the effective agreements of the Company as at 31 December 2011 bank
guarantees were issued by the lending institutions servicing the company at the amount of BGN 1,580 thousand with
maturities between January 2012 and February 2013.
As at 31 December 2011 NEK EAD has issued promissory notes under investment projects at the total amount of
EUR 219,912 thousand (BGN 430,111 thousand) and BGN 35,845 thousand, beneficiaries under which are the
banks providing loans under the site construction contracts. As at 31 December 2010 promissory notes amount to
respectively EUR 343,874 thousand ( BGN 672,559 thousand) and BGN 37,464 thousand.
Mini Maritsa Iztok EAD
Mini Maritsa Iztok EAD has issued the following bank guarantees related to the implementation of the contracts
with the respective beneficiaries:
- National Electric Company EAD – BGN 950 thousand. The bank guarantee is under agreement for
transmission of electricity. The term of the claim is by 1 August 2012;
- Electricity System Operator EAD – BGN 569 thousand. The bank guarantee is under an agreement for
access to the electricity transmission grid. The term of the claim is by 1 August 2012;
- The Ministry of Economy, Energy and Tourism – BGN 3,874 thousand. The bank guarantee is issued to
secure the fulfilment of the obligation of Mini Maritsa Iztok EAD to pay the concession fee due under the
concession agreement signed on 11 August 2005. The term of the claim is by 31 March 2012.
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25. Commitments and contingencies (continued)
Promissory notes and guarantees (continued)
Mini Maritsa Iztok EAD (continued)
Mini Maritsa Iztok EAD has issued the following promissory notes related to the implementation of the contracts
with the respective beneficiaries:
- Lukoil Bulgaria EOOD – BGN 60 thousand. It is issued in relation to an agreement for sales of fuel, goods
and services and use of company cards.
Insurances
NPP Kozloduy EAD
The Safe Use of Nuclear Energy Act sets a limit of the liability for damages caused by any nuclear incident by the
operator of the nuclear facility. The Act limits the operator's liability up to BGN 96,000 thousand for each incident.
The operator is obliged to maintain insurance or another financial guarantee for nuclear damage over the period of
operation of the nuclear installation at the amount of BGN 96,000 thousand. NPP Kozloduy EAD has concluded an
insurance policy meeting the thresholds required by law. The insurance policy was signed with the Bulgarian
National Insurance Pool.

26. Financial risk management objectives and policy
The main financial liabilities of the Group include trade and other payables, bank and non-bank loans and leases.
The main objective of these financial instruments is to secure financing for the Group's operations. The Group holds
financial assets, such as trade and other receivables, cash and short-term deposits which arise directly from its
operations. In 2011 the Group did not hold derivative financial instruments (2010: BGN 8,541 thousand) (refer to
Note 23). The main risks arising from the Group's financial instruments include liquidity risk, interest rate risk,
foreign currency risk, and credit risk. The policy adopted by the Group's management to manage these risks is
summarised below.
Liquidity risk
Liquidity risk arises if the Group is unable to discharge its obligations as they fall due. The Group uses an approach
to secure the liquidity resources required to meet its liabilities in due course or under stress without incurring
unacceptable losses. The effective management of the Group's liquidity requires ensuring sufficient working capital,
mainly through maintaining unutilised approved credit facilities. As the Group's business is related to regular supply
and regular payments by the customers the control over the liquidity risk includes three main areas:
careful planning of all outflows based on monthly forecasts;
specific negotiation of the payment terms with customers with significant turnover;
overdraft agreements with banks which ensure liquidity risk management in the short-term.
As at 31 December the maturity structure of the Group's financial liabilities, based on agreed undiscounted
payments, including trade payables to unrelated parties, guarantees withheld, payables to ZAO Atomstroyexport,
payables to the "Decommissioning of nuclear facilities" Fund and "Radioactive Waste" Fund and other payables is
presented in the tables below:
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26. Financial risk management objectives and policy (continued)
Liquidity risk (continued)
As at 31 December 2011

Interest bearing loans and
borrowings
Trade and other payables to
unrelated parties
Finance lease payables
Trade payables to related
parties

Carrying
amount
BGN'000

Contractual
cash flows
BGN'000

6 months or
less
BGN'000

6-12
months
BGN'000

1-5 years
BGN'000

Over 5
years
BGN'000

1,696,441

1,869,910

127,554

124,228

1,209,427

408,701

911,910

911,910

787,139

120,723

2,460

1,588

4,877

7,209

2,203

1,303

3,703

-

153,245

153,245

153,245

-

-

-

2,766,473

2,942,274

1,070,141

246,254

1,215,590

410,289

Carrying
amount
BGN'000

Contractual
cash flows
BGN'000

6 months or
less
BGN'000

6-12
months
BGN'000

1-5 years
BGN'000

Over 5
years
BGN'000

1,779,031

1,960,346

139,331

110,034

1,191,250

519,731

827,051

827,051

787,432

33,827

5,792

-

7,614

9,184

1,708

1,646

5,830

-

110,658

110,658

110,658

-

-

-

2,724,354

2,907,239

1,039,129

145,507

1,202,872

519,731

As at 31 December 2010

Interest bearing loans and
borrowings
Trade and other payables to
unrelated parties
Finance lease payables
Trade payables to related
parties

Interest rate risk
The Group is exposed to the risk of changes in the market interest rates, mainly in respect of its floating rate shortterm and long-term financial liabilities and assets. The table below presents a sensitivity analysis to the possible
changes in the interest rates and their effect on the pre-tax profit (through the effect on floating interest rate deposits
received and loans granted), if all other variables remain constant. There is no effect on the other equity components
of the Group.
Increase/
Effect on
decrease in
pre-tax
basic points
profit
BGN'000
2011
Interest-bearing financial instruments
Interest-bearing financial instruments

+95
-90

(6,127)
8,334

2010
Interest-bearing financial instruments
Interest-bearing financial instruments

+100
-100

(14,246)
14,246
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26. Financial risk management objectives and policy (continued)
Foreign currency risk
The Group has purchases, sales, grants and receives loans in foreign currencies – EUR, USD, JPY and GBP. The
main portion of these transactions is in EUR, USD and JPY. Since the exchange rate BGN / EUR is fixed for
construction and montage works to 1.95583, the currency risk resulting from the Group's exposures in EUR is
minimum. The Group makes payments for construction and montage works and for deliveries of assets in progress,
as well as it utilises and repays an investment loan in Japanese Yens granted by the Japanese International
Cooperation Bank. The loan is guaranteed by the state and after the termination of an FX swap during the 2010
financial year, where the bank exchanges the principal and interest on the loan from the JICB in EUR at a fixed rate
of the Japanese Yen to the EURO over the whole term of the loan, there is a risk of a change in the currency ratios.
Therefore the Group's exposure to the risk of changes in the exchange rate of the JPY is possible, although in case of
material fluctuations in the future the Group might once again hedge its exposure using derivative instruments such
as FX swaps. The effect on the pre-tax profit for 2011 in case of 1% change in the exchange rate of the JPY is BGN
3,241 thousand expense on currency transactions and BGN 3,387 thousand gain on currency transactions,
respectively.
Increase/ decrease in
the BGN / JPY
exchange rate
(%)
In BGN

Effect on the
pre-tax profit

2011

1%
-1%

3,387
(3,241)

2010

+10%
-10%

35,878
(35,878)

In BGN'000

Credit risk
The Group only trades with recognised, creditworthy counterparties. It is the Group’s policy that all customers who
wish to trade on credit terms are subject to solvency verification procedures. In addition, trade receivable balances
are monitored on an ongoing basis with the result that the Group’s exposure to bad debts is not significant. There are
no significant concentrations of credit risk in the Group. With respect to credit risk arising from the other financial
assets of the Group, which comprise cash and other financial assets, the Group’s exposure to credit risk arises from
default of the counterparty.
The maximum credit exposure of the Group in relation to recognised financial assets is their carrying amount in the
consolidated statement of financial position as at 31 December 2011.
Capital management
The policy of the Board of Directors is to maintain strong capital base to support the confidence of customers,
creditors and the market as a whole and to ensure conditions for future business development.
The objective of the Board is to maintain a balance between the higher return which might be possible at higher
indebtedness levels and the benefits and security based on a strong capital position. The objective of the Group is to
achieve return on equity of approximately 5 percent. In 2011 the return is 3% (2010: 2.72%).
There have been no changes in the capital management of the Group during the year.
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27. Financial instruments
Fair values
Fair value is the amount at which a financial instrument may be exchanged or settled in an arm’s length transaction
between knowledgeable and willing parties as best proof of its market value in an active market.
The estimated fair value of the financial instruments is determined by the Group on the basis of available market
information, if any, or proper valuation models. The fair value of financial instruments that are actively traded in
organised financial markets is determined by reference to quoted market bid prices at the close of business on the
last day of the reporting period. For financial instruments where there is no active market, fair value is determined
using valuation techniques. Such techniques include using recent arm’s length market transactions; reference to the
current market value of another instrument, which is substantially the same; discounted cash flow analysis or other
valuation models.
The Group's management believes that the fair values of financial instruments comprising cash and short-term
deposits, trade and other receivables, interest bearing loans and borrowings, trade and other and other payables do
not differ from their current carrying amounts, due to their maturity structure and interest rate conditions.

28. Events after the reporting date
Changes in the management body
By virtue of protocol decision of the Minister of Economy, Energy and Tourism of 19 March 2012 the composition
of the Board of Directors (BD) of the Bulgarian Energy Holding EAD was changed. Delyan Alexandrov Dobrev
was discharged as a member of BD.
By virtue of protocol decision of the Minister of Economy, Energy and Tourism of 23 March 2012 the composition
of the Board of Directors of the Bulgarian Energy Holding EAD was changed. Yordan Georgiev was discharged as
a member of BD and two new members were appointed: Valentin Alexiev Nikolov and Mihail Yanchev Andonov.
Following the first meeting of the new Board meeting Mihail Yanchev Andonov was elected Executive Director.
By virtue of protocol decision of the Minister of Economy, Energy and Tourism of 10 April 2012 the composition
of the Board of Directors of Bulgarian Energy Holding EAD was changed. Valentin Ivanov Gruev was discharged
as a member of BD and Ilko Dimitrov Zheliazkov was elected as his replacement.
Loans to subsidiaries
By virtue of contract of May 2012 a cash loan was granted to NEK EAD amounting to BGN 70,000 thousand with a
term for repayment – 12 months after its utilisation. The interest rate under the loan is the BIR plus two points per
annum.
Commitments
In May 2012 a contract was signed with „Houlinan Lokey – White&Case – Entrea – Kamburov” Consortium. The
Consortium was chosen a consultant of the company with respect to the restructuring of NEK EAD and ESO EAD
in accordance with the requirements of the Third Energy Liberalisation Package of the European Union.
NEK EAD
As per decision of the Board of Directors of the Bulgarian Energy Holding EAD of 27 March 2012 the composition
of the Board of Directors (BD) of NEK EAD was changed. Evgeni Angelov was discharged as member of the BD.
Valentin Nikolov and Ivo Lefterov were appointed member of the BD. By virtue of decision of the BD of NEK
EAD of 27 March 2012 Mihail Andonov was discharged as Executive Director and Ivo Lefterov was elected
Executive Director of NEK EAD.
On 29 March 2012 the government of the Republic of Bulgaria made a final decision to terminate the construction
of the Nuclear Power Plant at the Belene Site.
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28. Events after the reporting date (continued)
NPP Kozloduy EAD
On 9 May 2012 a company NPP Kozloduy – Novi Moshtnosti was registered in the Commercial Register. Its initial
capital amounts to BGN 2 mln. distributed in 200 thousand shares. Sole owner of the newly established company is
HPP Kozloduy EAD and the object of its activities – design, construction and commissioning of energy units, as
well as the surveys, permits, opinions and assessments related thereto.
There have been changes in the regulations in 2012 as follows:
In accordance with art. 73, para 1 of the Law on the State Budget of the Republic of Bulgaria entities
with more than 50 percent state interest, where the Reserves fund has reached or exceeded 1/10 of their
capital in 2011, as is the case with NPP Kozloduy EAD, shall not set aside funds to the Reserves Fund,
but 80% of the total amount shall be distributed as dividends to the state.
In accordance with art. 74 of Decree of the Council of Ministers No 367/29 December 2011, stateowned companies which as at 31 December 2011 report in their annual financial statements retained
earnings from prior years shall distribute this profit fully as dividends to the state, following coverage
of uncovered losses from prior years and / or 2011 current year losses.
As a result of the above changes the amount due by the Group in the form of dividends in 2012 amounts to BGN
184,461 thousand.
TPP Maritza Iztok 2 EAD
On 12 January 2012 a grant contract was signed between the Company and PFC Beroe – Stara Zagora EAD for the
amount of BGN 3,726 thousand required to finance the activity of the football club. The amount should be paid in 4
equal instalments over 2012.
At the end of 2011 and the beginning of 2012 the Company proceeded with the acquisition of the accumulated
deficit of greenhouse gas emission quotas taking advantage of the possibility envisaged in the Environmental
Protection Act that during the second period for trading quotas (2008-2012) the installation operators included in the
National Plan for Quota Allocations (NPQA) to exchange some of their permits for emissions of GHG (EUA)
against CER (certified emission reduced units) or ERU (emission reduced units). The costs on actually acquired
quotas during the first quarter of 2012 amount to BGN 16,545 thousand, with acquired 250,000 tons CERs and
1,689,000 tons ERUs. The quotas acquired were used in fulfilling the Company's obligation to the NPQA to return
the 2011 actually discharged quantities by 30 April 2012.
In accordance with Decree of the Council of Ministers No 367/29 December 2011 on the execution of the state
budget of the Republic of Bulgaria for 2012 a decision was made that state-owned companies and commercial
entities such as TPP Maritza Iztok 2 EAD, which report retained earnings from prior years in their annual financial
statements, to propose and vote the latter for allocation fully as deductions to the partners, respectively dividend to
the shareholders, once they cover the uncovered losses from prior years and / or current year losses for 2011.
Mini Maritza Iztok EAD
In accordance with art. 25 and 74 of Decree of the Council of Ministers No 367/29 December 2011 on the execution
of the State Budget of the Republic of Bulgaria for 2012 a deduction of 80% of the accounting profit for 2011 and
100% of the retained earnings from prior years have to be distributed as dividends to the state. The company is
obliged to pay dividend to BEH EAD at the total amount of BGN 28,861 thousand by 31 May 2012.
Bulgargaz EAD
On 28 February 2012 a bank credit line agreement was signed with Corporate Commercial Bank with a credit limit
at the total amount of BGN 60,000 thousand. The deadline for utilisation of the loan is 36 months as of the date the
agreement was signed. The amounts, which will be utilised, are for working capital for current payments to natural
gas suppliers and may be used for this purpose only.
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28. Events after the reporting date (continued)
Bulgargaz EAD (continued)
On 11 May 2012 an agreement was signed with Bulgartransgaz EAD for payment of overdue liabilities. The
principal amounts to BGN 29,086 thousand. It will be repaid as per repayment schedule until 31 March 2016. The
interest accrued as at 27 March 2012 amounts to BGN 4 536 thousand and it is paid on the date of the signing of the
agreement, together with the additionally charged interest until 11 May 2012. As at 31 December 2011 overdue
liabilities are presented in the balance sheet as short-term trade payables.
By virtue of decisions of the State Energy and Water Regulation Commission a ceiling was set for the natural gas
selling prices from the public provider to the end suppliers and the consumers connected to the gas transmission
network for the first and second quarter of 2012 as follows:
Price for the first quarter of 2012 – BGN 620.16 / 1000 n.cub m. (BGN 7.72 / 1000 n.cub m. (for
consumers connected to low pressure networks);
Price for the second quarter of 2012, as of 1 April 2012 – BGN 699.10 / 1000 n.cib m. (BGN 7.72 / 1000
n.cub m. for consumers connected to low pressure networks).
The Company has reported loss before tax of BGN 91,117 thousand in the first quarter of 2012 which is mainly due
to the higher price of the delivered natural gas compared to the approved selling price for this quarter.
Bulgartransgaz EAD
Agreements to settle the relations with Evifrusich EOOD and Bulgargaz EAD have been prepared in 2012.
In relation to the fulfilment of the requirements of the Third Energy Liberalisation Package for independence of the
transmission system operators (Chapter IV of Directive 2009/73/EC concerning common rules for the internal
market in natural gas), and the respective requirements of the draft Law on Amendment and Supplementation of the
Energy Act a review is upcoming with respect to all effective contractual relations between Bulgartransgaz EAD
and Bulgarian Energy Holding EAD in 2012.
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INDEPENDENT AUDITOR’S REPORT
To the sole shareholder of
Bulgarian Energy Holding EAD
Sofia, Bulgaria
Report on the consolidated financial statements
We have audited the accompanying consolidated financial statements of Bulgarian Energy Holding
EAD and its subsidiaries (“the Group”) as at 31 December 2012, which comprise the consolidated
statement of financial position as at 31 December 2012, the consolidated income statements,
consolidated statement of comprehensive income, consolidated statement of changes in equity and
consolidated statement of cash flows for the year then ended, and a summary of significant accounting
policies and other explanatory information.
Management’s Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, as adopted by EU and
Bulgarian legislation and for such internal control as management determines is necessary to enable the
preparation of consolidated financial statements that are free from material misstatement, whether due
to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our
audit. We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our qualified audit opinion.
Chartered accountants
Мember firm of Grant Thornton International Ltd
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Basis for Qualified Opinion
The Group has signed an agreement with third party for the construction of a nuclear power plant, disclosed
in note 18 “Property, plant and equipment” of the consolidated financial statements. As at 31 December
2012 the total amount of property, plant and equipment, related to the nuclear power plant is BGN 1,397,402
thousand, of which BGN 1,301,475 thousand are assets under construction. As at 31 December 2012 the
advance payments and receivables from the main contractor for the nuclear power plant are at BGN 198,477
thousand. The accrued liabilities thereto, amount to BGN 98,434 thousand. The unrecognized liabilities
according to received invoices for delivered services under Appendix 5 of the agreement with the contractor
amount to BGN 202,522 thousand. On 29 March 2012 the Government of Republic of Bulgaria took a
conclusive decision to terminate the construction of the nuclear power plant. A decision dated 27 February
2013 of the 41st National Assembly supported the government’s decision to cease the project for
construction of the new nuclear power plant ‘Belene’ and insists on its final termination. The Group is
currently in the process of legal disputes with the main contractor, as disclosed in note 41 “Commitments and
contingent liabilities”. The Group is unable to make reasonable estimate and accordingly has not recognized
provisions, related to these legal disputes, or impairment losses of the recognized assets in the consolidated
financial statements. Therefore, we were unable to obtain sufficient and appropriate audit evidence regarding
the recoverability of the aforementioned assets of the Group and the completeness of the recognized
liabilities to the main contractor.
According to its accounting policy, the Group subsequently measures certain groups of property, plant and
equipment at a revalued amount after their initial recognition. Due to the specificity of certain property, plant
and equipment with carrying value as at 31 December 2009, amounting to BGN 6,021,345 thousand, their
carrying value is considered approximate to their fair value and has not been reassessed at that date. As a
result, and due to the lack of assessment of the fair value of property, plant and equipment with a carrying
amount BGN 4,073,427 thousand at the end of the comparative period December 31, 2011, we were unable
to obtain reasonable assurance that their carrying value would not differ significantly from the value, which
would have been determined if such an assessment had been made on that date. The audit report for 2011
contains qualifications in relation to the issue.
We were appointed as auditors of the Group, after a significant part of the inventory count of the subsidiary
Mini Maritsa-Iztok EAD for 2012 was completed. Consequently, we were not able to observe the annual
counting of physical inventories as at 31 December 2012 and 31 December 2011 with carrying value BGN
92,526 thousand and BGN 78,372 thousand, respectively at these dates. Although alternative audit
procedures were performed, we cannot determine whether and to what extent adjustments are necessary to
the consolidated financial statements in terms of their existence and valuation as at these reporting dates.
The Group recognizes provisions for a number of obligations arising from its activities. At 31 December
2012 and 31 December 2011 the Group has recognized provisions for site restoration, related with the
mining operations of Mini Maritsa-Iztok EAD amounting to BGN 70,991 thousand and BGN 58,016
thousand, respectively. We were unable to obtain sufficient evidence for the completeness of the recognized
provisions as well as evidence supporting the underlying assumptions used in their calculations. In addition,
the Group does not account for provisions for the decommissioning of nuclear facilities and the storage and
management of radioactive wastes arising from its activities. According to the legislation currently in force
and other international agreements, the Group has the right to receive reimbursement for a portion of these
costs from national and international funds. In accordance with IAS 37 "Provisions, Contingent Liabilities
and Contingent Assets", the Group should recognize provisions for the decommissioning and other
obligations arising from its nuclear power generation activities and a separate asset for its right to receive
reimbursements in the event that its value cannot be reliably determined. As of the date of this audit opinion
the Group is in the process of evaluating the amount of the provisions and the possible related
reimbursements. Consequently, we were not able to satisfy ourselves as to the measurement and
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completeness of the provisions and the related reimbursement assets as at 31 December 2012 and 31
December 2011.
As disclosed in note 30 "Loans and financial leases" to the consolidated financial statements as at 31
December 2012 the Group reports bank loans liabilities, which are guaranteed by the Government of the
Republic of Bulgaria. In accordance with IAS 39 "Financial Instruments: Recognition and Measurement", at
initial recognition, the borrowings are stated at fair value. We were not able to acquire a fair value assessment
of these loans at the time of their initial recognition. Consequently, we were not able to satisfy ourselves as to
their amortized costs as at 31 December 2012 and 31 December 2011, the carrying value of which is
respectively BGN 319,289 thousand and BGN 352,538 thousand, respectively.
Qualified opinion
In our opinion, except for the possible effects of the matters described in the “Basis for qualified opinion”
paragraph, the financial statements give a true and fair view of the financial position of the Group as of 31
December 2012, and of its financial performance and its cash flows for the year then ended in accordance
with International Financial Reporting Standards, as adopted by EU and Bulgarian legislation.
Emphasis of matter
We draw attention to note 18 “Property, plant and equipment” of the consolidated financial statements,
according to which as at 31 December 2012, the Group has revaluated the main part of the property, plant
and equipment, using independent certified valuation specialists in accordance with its accounting policies.
The specifics of the Group’s assets and the dynamic economic environment in the energy sector could lead to
variations in the assumptions and judgments used in determining the fair value. Our opinion is not modified
in respect of this matter.
As at 31 December 2012 the Group uses property, plant and equipment with carrying value amounting to
BGN 77,733 thousand and has assets under construction for project HPP "Tsankov kamak" at the amount of
BGN 814,177 thousand, which the Group considers to be under the regulation of the Water Act as public
state property. The Act has provisions for the separate management of such assets by entities with a hundred
percent public ownership or legal entities with joint state and municipal participation, in which the state has a
majority share. Our opinion is not modified in respect of this matter.
The Group’s consolidated statement of financial position as at 31 December 2012 includes land and buildings
with carrying value, amounting to BGN 19,894 thousand, disclosed in note 18 ‘Property, plant and
equipment’, which are in pending procedure for issuing state property acts. Our opinion is not modified in
respect of this matter.
We draw attention to note 24 "Inventories" to the consolidated financial statements, in which the Group
discloses inventories amounting to BGN 663,894 thousand as of 31 December 2012. Although we did not
observe some of the annual inventory count in the subsidiary NPP Kozloduy EAD due to our late
appointment as auditors after the inventory count has begun, we have performed alternative audit procedures
as required by the International Standards on Auditing to satisfy ourselves about the existence and
measurement of inventories with a carrying amount of BGN 36,919 thousand. During the annual inventory
count in the subsidiary NPP Kozloduy EAD, no services and assessments of external independent valuers
were used and the net realizable value was determined on the basis of technical evaluations, assumptions and
analyses made by the management of the Group. Our opinion is not modified in respect of this matter.
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Report on other legal and regulatory requirements – Annual Consolidated Management Report for
the year ended 31 December 2012
We have reviewed the annual consolidated management report for the year ended 31 December 2012 of the
Group, which is not part of the consolidated financial statements. The historical financial information in the
annual consolidated management report, prepared by the management, complies in its main aspects with the
financial information, presented in the consolidated financial statements for the year ended 31 December
2012, prepared in accordance with International Financial Reporting Standards, as adopted by EU and
Bulgarian legislation. The preparation of the annual consolidated management report is the responsibility of
management.
Mariy Apostolov
Registered Auditor
Managing partner

Grant Thornton Ltd.
Auditing Company
14 May 2013
Sofia, Bulgaria
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Notes

2012
BGN‘000

2011
BGN‘000

Revenue
Other operating income

7
8

6,446,054
63,210
6, 509,264

6,011,438
86,193
6,097,631

Cost of natural gas, electricity and other current assets
Change in the balances of finished products, work in
progress and deferred expenses
Costs for acquisition of property, plant and equipment
in a commercial manner

9

(3,760,376)

(3,355,012)

12, 025

1,359

12, 898

64,070

10
11
18, 19
12
21, 36
13
30

(298, 728)
(278, 274)
(543,168)
(719, 835)
(121 ,722)
(732,482)
(12, 865)
(11,126)
55, 587

(320,905)
(270,536)
(537,678)
(662,700)
(74,248)
(436,985)
(54,550)
(7,138)
443,308

20
14
15

31, 262
64,742
(87,608)
63, 983

29,387
28,343
(115,543)
385,495

16

(28 ,472)
35, 511
(46, 307)
(10,796)

(32,764)
352,731
(89,275)
263,456

(10,947)
151
(10,796)

263,305
151
263,456

BGN
(0.004)

BGN
0.101

Cost of materials
Hired services expenses
Depreciation and amortisation
Employee benefits expense
Net impairment of receivables from sales
Other operating expenses
Provisions
Technology cost of natural gas
Operating profit

Share of profit from equity accounted investments
Finance income
Finance costs
Profit before tax
Income tax
Earnings from continuing operations
Loss from discontinued operations
(Loss) / Profit for the year

28

(Loss) / Profit for the year attributable to:
Owners of the parent
Non-controlling interests

Loss / earnings per share

17

Mihail Andonov
Executive Director

Rayna Gegova
Chief Accountant

Date: 30 April 2013
The consolidated financial statements were authorized for issue by the Board of Directors on 13 May
2013.
The accompanying notes from page 8 to page 79 are an integral part of these consolidated financial
statements.
Audited according to the auditor’s report dated 14 May 2013.
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Bulgarian Energy Holding EAD
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2012

Notes

(Loss) / profit for the year
Other comprehensive income:
Revaluation of property, plant and equipment
Share of other comprehensive income of associates
Loss from financial assets available for sale
Cash flow hedges
Income tax effect, attributable to other comprehensive
income components
Other comprehensive income for the year, net of tax
Total comprehensive income for the year, net of tax

26
35
23

Total comprehensive income for the year attributable to:
Owners of the parent
Non-controlling interests

Mihail Andonov
Executive Director

2012
BGN‘000

2011
BGN‘000

(10,796)

263,456

1,991,330
(5,900)
(30)

(6,480)
(161)
8,541

(199,130)
1,786, 270
1 ,775,474

16
1,916
265,314

1,775,323
151

265,221
151

1 ,775, 474

265, 372

Rayna Gegova
Chief Accountant

Date: 30 April 2013
The consolidated financial statements were authorized for issue by the Board of Directors on 13 May
2013.
The accompanying notes from page 8 to page 79 are an integral part of these consolidated financial
statements.
Audited according to the auditor’s report dated 14 May 2013.
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Bulgarian Energy Holding EAD
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As at 31 December 2012

Notes

2012
BGN‘000

2011
BGN‘000

18
19
20
21
36
22

11,813,446
25,626
146,862
12,840
40
16,265
78,740
12,093,819

9,917,346
23,450
132,099
98,438
148
15,349
171
71,928
10,258,929

1,021,121
17,661
663,894
21,155
26,023
580
619,673
2,370,107

806,278
12,034
660,451
16,783
25,302
611
1,008,562
2,530,021

25,411
14,489,337

12,788,950

Аssets
Non-current assets
Property, plant and equipment
Intangible assets
Investments
Trade and other receivables
Relater party receivables
Other financial assets
Other long-term assets
Deferred tax assets

23

Current assets
Trade and other receivables
Trade and other receivables from related parties
Inventories
Receivables on overpaid income tax
Deferred expenses on opening
Financial assets available for sale
Cash and short term deposits

21
36
24
25
26
27

Assets classified as held fordistribution to
shareholders of the parent company

28

TOTAL ASSETS

Mihail Andonov
Executive Director

Rayna Gegova
Chief Accountant

Date: 30 April 2013
The consolidated financial statements were authorized for issue by the Board of Directors on 13 May
2013.
The accompanying notes from page 8 to page 79 are an integral part of these consolidated financial
statements.
Audited according to the auditor’s report dated 14 May 2013.
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION (CONTINUED)
As at 31 December 2012

Notes

2012
BGN‘000

2011
BGN‘000

29.1
29.2
29.3
29.4

2,612,004
2,386,323
(32,796)
5,152,005
359,443
10,476,979
982
10,477,961

2,612,004
2,290,096
(27,619)
3,360,932
605,833
8,841,246
873
8,842,119

30
23
31
32
33
34
35

806,447
580,257
280,166
80,609
71,014
48,798
31,711
15,230
1,914,232

1,500,304
381,075
275,795
66,503
133,197
52,613
10,317
2,419,804

34
36
30
33
31
32

1,311,453
169,985
570,672
19,584
18,710
6,416
186
138
2,097,144
4,011,376
14,489,337

1,055,614
149,621
201,014
74,567
13,766
10,028
7,028
15,389
1,527,027
3,946,831
12,788,950

Equity and liabilities
Equity
Share capital
Other reserves
Reserves from revaluation tofair value
Revaluation reserve
Retained earnings
Equityof the sole owner
Non-controlling interests
Total equity
Non-current liabilities
Borrowings
Deferred tax liabilities
Deferred financing
Pension and other employee obligations
Provisions
Trade and other payables
Financial derivatives
Deferred income
Current liabilities
Trade and other payables
Related party payables
Borrowings and finance lease
Provisions
Deferred financing
Pension and other employee obligations
Deferred income
Income tax expense
Total liabilities
Total equity and liabilities

Mihail Andonov
Executive Director

Rayna Gegova
Chief Accountant

Date: 30 April 2013
The consolidated financial statements were authorized for issue by the Board of Directors on 13 May
2013.
The accompanying notes from page 8 to page 79 are an integral part of these consolidated financial
statements.
Audited according to the auditor’s report dated 14 May 2013.
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Bulgaria n Energ)' Holding EAD
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the year ended 3 1 December 2012

Sha re
capital

Bala nce at 1 Janua ry 2012
Dividends
T ra nsactions wit h t he sole sha reholder

-71

Loss for the year
Other comprehensive income:
Revaluation of property, plant and equipment
Share of other comprehensive income from
associates
Net loss on fmancial assets available for sale,
net of income tax
Income tax relating to components of other
comprehensive income
Total comprehensive income:
Adjustment of revaluaiton reserve
Transfer of reserve
Other changes in equity
Bala nce at 31 December 2012

~ Bulgarian

~ Energy

'-., Holding

Total
sha reholders'
equityof
Holding

Nonco ntrolling
interests

BGN '000

BGN '000

BGN '000

BGN '000

605,833

8, 841,246

873

8, 842,119

-

p40,6752
(140,675)

!J40,675l
(140,675)

-

{140,6752
(140,675)

( 10,947)

(10,947)

15 1

(10,796)

1,99 1,330

-

1,991,330

-

1,991,330

(5,900)

-

-

(5,900)

-

(5,900)

(30)

-

-

(30)

-

(30)

3
(5,927)

(1 99, 133)
1,792,197

-

!J99,130}
1,775,323

-

(10,947)

151

{199, 130}
1,775,474

-

(1 ,124)

1,124
(99,063)
3,171
359,443

1,085
10,476,979

{422
982

1,043
10,477,961

Other
reserves

Reserves
from
revaluation
to fair value

Revaluation
reserve

Retained
earnings

BGN '000

BGN '000

BGN '000

BGN '000

2,612,004

2, 290,096

(27,619)

3,360,932

-

-

-

-

-

2,612,004

99,063
{2,8362
2,386,323

Mihail Andonov
Executive Director

750
{32,796}

5,152,005

-

Total
eq uit)'

-

Rayna Gegova
Chief Accountant

Date : 30 April 20 13
The consolidated financ ia l statements were authorized for issue by the Board of Directors on 13 May 2013 .
The accompanying notes from page 8 to page 79 are an integral part of these consolidated fmancial statements.
Audited according to the auditor's report dated 14 May 2013 .
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Bulgarian Energy Holding EAD
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (CONTINUED)
For the year ended 31 December 2012
Share
Capital

Balance at 1 January 2011
Issue of shares by contribution in kind
Dividend distribution
Transactions with sole shareholder

F-112

Profit for the year
Other comprehensive income
Hedging of cash-flows
Share of other comprehensive income from
associates
Net loss on financial assets available for
sale, net of income tax
Income tax relating to components of other
comprehensive income
Total comprehensive income
Adjustment of revaluaiton reserve
Transfer of reserve
Other changes in equity
Balance at 31 December 2011

Other
reserves

Hedging Retained
Total
NonReserves from Revaluation
reserve
reserve earnings
shareholders' controlling
revaluation to
equity of Holding
interests
fair value
BGN ‘000 BGN ‘000 BGN ‘000 BGN ‘000
BGN ‘000 BGN ‘000
(20,994) 3,367,981
(8,541)
506,956
8,652,989
1,368

Total
equity

BGN ‘000
2,604,553

BGN ‘000
2,203,034

BGN ‘000
8,654,357

7,451
7,451

-

-

-

-

(83,012)
(83,012)

7,451
(83,012)
(75,561)

(174)
(174)

7,451
(83,186)
(75,735)

-

-

-

-

-

263,305

151

8,541

-

263,305
8,541

-

263,456
8,541

-

-

(6,480)

-

-

-

(6,480)

-

(6,480)

-

-

(161)

-

-

-

(161)

-

(161)

-

-

16
(6,625)

-

8, 541

263,305

16
265,221

151

16
265,372

2,612,004

86,912
150
2,290,096

(27,619)

(7,049)
3,360,932

-

7,049
(86,912)
(1,553)
605,833

(1,403)
8,841,246

(472)
873

(1,875)
8,842,119

Mihail Andonov
Executive Director

Rayna Gegova
Chief Accountant

Date: 30 April 2013
The consolidated financial statements were authorized fo rissue by the Board of Directors on 13 May 2013.
The accompanying notes from page 8 to page 79 are an integral part of these consolidated financial statements.
Audited according to the auditor’s report dated 14 May 2013.
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Bulgarian Energy Holding EAD
CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended 31 December 2012
Notes
Cash flows from operating activities
Revenue from sales:
Proceedsfrom sales of electricity
Proceeds from sales of natural gas and related
services
Proceeds from sale of lignite coals
Proceeds from other sales
Payments to suppliers
Payment to personnel
Payments to state funds
Interests paid
(Payments for) / proceeds from fees, commissions and
others
Proceeds from financing
Other receipts and payments, net, including:
Income tax
Insurance
Social securities and taxes
Other payments for operating activities
Net cash flows from continuing operations
Net cash flows from discontinued operations
Net cash flows from operating activities

28

Cash flows from investment activities
Purchases of property, plant and equipment and
intangible assets
Purchases of investments
Proceeds from sale of property, plant and equipment
Interest received
Dividends received
Proceedsfrom participating in joint ventures

Net cash flows from investment activities

2012
BGN ‘000

2011
BGN ‘000

6,813,411
4,242,545

7,093,652
4,617,756

2,278,202
257,227
35,437
(5,159,443)
(689,381)
(84,592)
(54,465)

2,178,515
260,951
36,430
(4,803,881)
(654,084)
(87,948)
(77,946)

(18,121)
5,297
(369,750)
(61,979)
(15,555)
(276,832)
(15,384)
442,956
(36,966)
405,990

8,537
23,679
(295,133)
(48,450)
(14,462)
(167,124)
(65,097)
1,206,876
(64,737)
1,142,139

(350,474)
(23,343)
6,168
23,631
14,013
(330,005)

(519,807)
(18,408)
1,723
26,201
4,883
228
(505,180)

1,479,094
(1,801,665)
(1,628)
(140,675)
(464,874)

1,398,560
(1,605,487)
(655)
(83,012)
(290,594)

(388,889)
1,008,562
619,673

346,365
662,197
1,008,562

Cash flows from financing activities
Proceeds from borrowings
Repayment of borrowings
Paid principal under finance leases
Dividends paid

Net cash flows from financing activities
Net change in cash and cash equivalents
Cash and cash equivalents at 1 January
Cash and cash equivalents at 31 December

27

Mihail Andonov
Executive Director

RaynaGegova
Chief Accountant

Date: 30 April 2013
The consolidated financial statements were authorized for issue by the Board of Directors on 13 May 2013.
The accompanying notes from page 8 to page 79 are an integral part of these consolidated financial
statements.
Audited according to the auditor’s report dated 14 May 2013.

7
F-113

Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2012
1.

Corporate information

The consolidated financial statements of Bulgarian Energy Holding EAD (the Group) for the year ending 31 December
2012 were approved for issue by a decision of the Board of Directors with a Protocol, dated 13 May 2013.
The main activity of the Group is to manufacture, production, transmission, transit, storage, management, distribution,
sale and / orpurchase of naturalgas,electricity, heat, coal, and all kinds of energy and raw materials for manufacturing.
As of 31 December 2012 the Group has 21,296 employees.
Bulgarian Energy Holding EAD is a sole-owner joint stock company registered in Bulgaria. It is listed into the
Companies Register, volume 147, page 21, batch No 10295. The Company is the successor of the state-owned company
Oil and Gas (Neft I Gas) established in 1973, renamed to Gas Supply (Gazosnabdyavane) in December 1975. In the
beginning of 1990 the Company was renamed to Bulgargaz in accordance with the Business Activity Decree. By a
Decree of the Council of Ministers dated 12 May 1993 “Bulgargaz” was restructured as a sole-owner joint stock
company. Based on a restructuring plan dated 27 October 2006 and the appendices thereto, Bulgargaz EAD was
transformed into Bulgargaz Holding EAD through the spin-off of two sole-owner joint stock companies – Bulgartransgaz
EAD and Bulgargaz EAD in pursuance of the provisions of Article 262 (d) of the Commercial Act. Bulgartransgaz EAD
and Bulgargaz EAD are legal successors of the respective parts of the property (rights and obligations) of Bulgargaz
Holding EAD. By a decision No 45 of 15 January 2007, the Sofia City Court registered the transformation.
By virtue of Protocol No RD-21-305 dated 18 September 2008 of the Minister of Economy and Energy, the company
name of Bulgargaz Holding EAD was changed to Bulgarian Energy Holding EAD, with capital raise through in-kind
contributing of par value of all the shares of the capital of National Electricity Company EAD, Kozloduy NPP EAD,
Maritsa East 2 TPP EAD and Mini Maritsa Iztok EAD.
The Company’s registered address and address of management is as follows: 1000 Sofia; Oborishte Municipality, 16
Veslets Str.
The object of activity of Bulgarian Energy Holding EAD is as follows: Acquisition, assessment and sale of participations
in trading companies, carrying out business activity in the fields of generation, production, transmission, transit, storage,
management, distribution, sale and/or purchase of natural gas, electricity, thermal power, coals, as well as any other type
of energy and raw materials for the production. Participation in the management of such companies, their financing,
acquisition, assessment, issuance and sale of bonds, acquisition, assessment and sale of patents, concession of licenses
for use of patents of the abovementioned companies, as well as performance of own production or trade activity.
The Company is managed by Board of Directors and is represented by the Executive Directors, which consists of the
following members as at 31 December 2012: Valentin Aleksiev Nikolov, Chairman of the Board, Mihail Yanchev
Andonov, Member of the Board and Executive Director and Ilko Dimitrov Jeliazkov, member of the board. The company
is represented by its Executive Director Mihail Andonov.
On April 26, 2013 in the Commercial Register is listed change in the Board of Directors. Ilko Dimitrov Alexiev
Zheliazkov and Valentin Nikolov have been released and Todor Dimitrov Shopov and Bojan Stefanov Stoyanov have
been elected as Board members.
The sole and ultimate owner of BEH EAD is the Republic of Bulgariathrough the Minister of Economy, Energy and
Tourism.
As of December 31, 2012 subsidiaries, associates and jointly controlled entities included in the consolidated financial
statements are as follows:
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Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2012

Enterprise

Country of
incorporation

Main Activity

Subsidiaries
Nacionalna Elektricheska Kompania
EAD
Bulgargaz EAD
Bulgartransgaz EAD
Bulgartel EAD
NPP Kozloduy EAD

Bulgaria
Bulgaria
Bulgaria
Bulgaria
Bulgaria

TPP Maritsa Iztok 2 EAD

Bulgaria

Mini Maritsa Iztok EAD
Electricity System Operator EAD
Bulgartel Skopje DOOEL
WPP Kozloduy EAD

Bulgaria
Bulgaria

Interpriborservice OOD

Bulgaria

PFC Beroe-Stara Zagora EAD
NPP Kozloduy – New builds EAD

Bulgaria
Bulgaria

TPP Maritsa East 2 (9 and 10) EAD

Bulgaria

South connection EAD

Bulgaria

Ecological operation of fuels and
essential oils OOD
Bultehash OOD

Bulgaria

construction and operation of gas
system interconnections
studyof physical natural energy sources
and their environmental exploitation

Bulgaria

trade

ICGB EAD

Bulgaria

Nabucco Gas Pipeline
International
South Stream Bulgaria AD

Austria

Trans Balkan Electric Power
Trading S.A. – NECO S.A.

Greece

construction and operation of gas
pipeline system
construction and operation of
gaspipeline system
construction and operation of gas
pipeline system
sale of electricity

Macedonia
Bulgaria

production and transmission of
electricity
public supply of natural gas
storage and transportation of naturalgas
realization of telecommunications
production of electricit yand heat
energy
production of electricity and heat
energy
mining and sale of coal
transmission of electricity
realization of telecommunications
production and distribution of
electricity hydroelectric power plant
installation, repairsand maintenance of
automated systems
football club
operation of a nuclear facilitiesfor the
production ofelectricity
production and trade of electricity

2012

2011

%

%

100%
100%
100%
100%

100%
100%
100%
100%

100%

100%

100%
100%
100%
100%

100%
100%
100%
100%

100%

100%

50.35%
100.00%

50.35%
100.00%

100.00%

100.00%

100.00%

100.00%

100.00%

100.00%

69.90%

69.90%

67%

67%

50%

50%

17.38%

16.67%

50%

50%

50%

50%

27%

27%

27%
48.08%

27%
48.08%

34%

34%

30%

30%

Jointly controlled entities

Bulgaria

Associates
ContourGlobal Maritsa East 3AD
ContourGlobal Operations Bulgaria
AD
ZAD Energy
Allianz Bulgaria AD

Bulgaria
Bulgaria

electricity production
operation and maintenance of thermal
power plant

Bulgaria
Bulgaria

insurance company
pension insurance company

HEC "Gorna Arda" AD

Bulgaria

construction of water
power plants

2.

Basis of preparation

The consolidated financial statements of the Group have been prepared in accordance with International Financial
Reporting Standards (IFRS) as issued by the International Accounting Standards Board (IASB) and adopted by the
European Union (EU).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2012
The consolidated financial statements are presented in Bulgarian leva (BGN), which is also the functional currency of the
parent company. All amounts are presented in thousand Bulgarian leva (BGN‘000) (including comparative information
for 2011) unless otherwise stated.
The consolidated financial statements have been prepared under the going concern principle. Operation and future
development of the Group is associated with the implementation of the energy strategy of the state and on enhancing the
security of energy supply, the implementation of priority energy projects and energy security of the financial contribution
of the state in these projects. Management has analyzed the validity of the going concern principle, taking into account
the plans, forecasts and business plan of the Group companies, the action of refinancing of the loans of the subsidiary
NEC EAD by selling a bond issue and the actions of the principal restructuring of the Group in accordance with the
requirements of the Third energy Liberalisation Package of the European Union. As a result, it has come to the
conclusion that the use of the going concern principle is appropriate.
3. Changes in accounting policy
3.1 Overall considerations

The Group has adopted the following new interpretations, revisions and amendments to IFRS issued by the International
Accounting Standards Board, which are relevant to and effective for the Group's financial statements for the annual
period beginning 1 January 2012:
Since 1 January 2012 the Group has been adopted IFRS 7 “Financial Instruments: Disclosures” – Derecognition,
effective from 1 July 2011, adopted by the EU on 23 November 2011. The amendments will promote transparency in the
reporting of transfer transactions and improve users' understanding of the risk exposures relating to transfers of financial
assets and the effect of those risks on an entity’s financial position, particularly those involving securitisation of financial
asset.There are no significant effects on the Group’s activities and financial statements disclosure from the first-time
adoption of the amendments to IFRS 7.

3.2 Standards, amendments and interpretations to existing standards that are not yet effective and have not been
adopted early by the Group
The following new standards, amendments and interpretations to existing standards have been issued, but are not
effective for the financial year beginning 1 January 2012 and have not been early adopted by the Group:
IFRS 7 “Financial Instruments: Disclosures” – Offsetting Financial Assets and Financial Liabilities, effective from
1 January 2013, adopted by the EU on 31 December 2012
The new disclosures focus on quantitative information about recognised financial instruments that are offset in the
statement of financial position, as well as those recognised financial instruments that are subject to master netting or
similar arrangements irrespective of whether they are offset.
IFRS 9 “Financial Instruments” effective from 1 January 2015, not yet adopted by the EU
IFRS 9 “Financial instruments” represents the first milestone in the comprehensive IASB project to replace IAS 39
“Financial instruments: Recognition and measurement”. It replaces multiple measurement categories in IAS 39 with a
single principle-based approach to classification. IFRS 9 requires all financial assets to be measured at either amortised
cost or full fair value. Amortised cost provides decision-useful information for financial assets that are held primarily to
collect cash flows that represent the payment of principal and interest. For all other financial assets, including those held
for trading, fair value represents the most relevant measurement basis. IFRS 9 eliminates the need for multiple
impairment models; such that only one impairment model for financial assets carried at amortised cost will be required.
Chapters dealing with impairment methodology and hedge accounting are still being developed. The management does
not expect to implement IFRS 9 until all of its chapters have been published and they can comprehensively assess the
impact of all changes.
IFRS 10 “Consolidated Financial Statements” effective from 1 January 2013, adopted by the EU on 11 December
2012
IFRS 10 “Consolidated Financial Statements” introduces a new, principle-based definition of control which will apply to
all investees to determine the scope of consolidation. Management’s provisional analysis is that IFRS 10 will not change
the classification (as subsidiaries or otherwise) of any of the existing investees at 31 December 2012. OR The
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For the year ended 31 December 2012
management has yet to assess the impact of this new standard on the classification (as subsidiaries or otherwise) of any of
the existing investees.
IFRS 11 “Joint Arrangements” effective from 1 January 2014, adopted by the EU on 11 December 2012
IFRS 11 “Joint Arrangements”supersedes IAS 31 “Interests in Joint Ventures”. It replaces IAS 31's three categories of
'jointly controlled entities', 'jointly controlled operations' and 'jointly controlled assets' with two new categories - 'joint
operations' and 'joint ventures'. The option of using proportionate consolidation for joint ventures that was previously
included in IAS 31 has been eliminated (equity accounting is now required for all joint ventures). Management does not
anticipate a material impact on the Company’s net assets or profits.
IFRS 12 “Disclosure of Interests in Other Entities” effective from 1 January 2014, adopted by the EU on 11
December 2012
IFRS 12 “Disclosure of Interests in Other Entities” is a new standard on disclosure requirements for all forms of interests
in other entities, including joint arrangements, associates, special purpose vehicles and other unconsolidated structured
entities.
IFRS 10, 11, 12 – Transition Guidance, effective from 1 January 2013, adopted by the EU on 16 April 2013
The guidance confirms that the entity is not required to apply IFRS 10 retrospectively in certain circumstances and
provides additional transition relief in IFRSs 10, 11, 12, limiting the requirement to provide adjusted comparative
information to only the preceding comparative period. Further, it provides additional relief by removing the requirement
to present comparatives for the disclosures related to unconsolidated structured entities for any period before the first
annual period for which IFRS 12 is applied. The management does not expect significant changes in the net assets or
profit of the Group
IFRS 13 “Fair Value Measurement” effective from 1 January 2013, adopted by the EU on 11 December 2012
IFRS 13 “Fair Value Measurement” defines fair value as the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date. The Standard clarifies
that fair value is based on a transaction taking place in the principal market for the asset or liability or, in the absence of a
principal market, the most advantageous market. The principal market is the market with the greatest volume and level of
activity for the asset or liability. Management is in the process of reviewing its valuation methodologies for conformity
with the new requirements and has yet to complete its assessment of their impact on the financial statements.
IAS 1 “Financial Statement Presentation” – Other Comprehensive Income, effective from 1 July 2012, adopted by
the EU on 05 June 2012
The amendment requires entities to separate items presented in other comprehensive income into two groups, based on
whether or not they may be recycled to profit or loss in the future. Items that will not be recycled such as revaluation
gains on property, plant and equipment will be presented separately from items that may be recycled in the future, such
as deferred gains and losses on cash flow hedges. Entities that choose to present other comprehensive income items
before tax will be required to show the amount of tax related to the two groups separately. The title used by IAS 1 for the
statement of comprehensive income has changed to ‘statement of profit or loss and other comprehensive income’.
However IAS 1 still permits entities to use other titles. Early adoption is permittedand full retrospective application is
required.
IAS 12 “Income Taxes” – Deferred Tax, effective from 1 January 2013, adopted by the EU on 11 December 2012
Currently IAS 12 “Income Taxes” requires an entity to measure the deferred tax relating to an asset depending on
whether the entity expects to recover the carrying amount of the asset through use or sale. It can be difficult and
subjective to assess whether recovery will be through use or through sale when the asset is measured using the fair value
model in IAS 40 “Investment Property”. Hence this amendment introduces an exception to the existing principle for the
measurement of deferred tax assets or liabilities arising on investment property measured at fair value. As a result of the
amendments, SIC 21 “Income taxes- recovery of revalued non-depreciable assets”, would no longer apply to investment
properties carried at fair value. The amendments also incorporate into IAS 12 the remaining guidance previously
contained in SIC 21, which is accordingly withdrawn.
IAS 19 “Employee Benefits” effective from 1 January 2013, adopted by the EU on 05 June 2012
These amendments eliminate the corridor approach and calculate finance costs on a net funding basis. ‘Actuarial gains
and losses’ are renamed ‘remeasurements’ and will be recognised immediately in ‘other comprehensive income’.
Remeasurements recognised in other comprehensive income will not be recycled through profit or loss in subsequent
periods. The amendments should be applied retrospectively in accordance with IAS 8 ‘Accounting policies, changes in
accounting estimates and errors’.The Company expects actuarial losses amounted to BGN 9,842 thousand in 2012 to be
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reclassified from profit or loss in other comprehensive income, ss well as to be recognized in other comprehensive
income unrecognized at 31 December 2012 actuarial losses amounted to BGN 21,530 thousand.
IAS 27 “Separate Financial Statements” (Revised) effective from 1 January 2013, adopted by the EU on 11
December 2012
IAS 27 “Separate Financial Statements” (Revised) will now solely address separate financial statements, the
requirements for which are substantially unchanged.
IAS 28 “Investments in Associates and Joint Ventures” (Revised) effective from 1 January 2013, adopted by the
EU on 11 December 2012
IAS 28 “Investments in Associates and Joint Ventures” (Revised)continues to prescribe the mechanics of equity
accounting. Changes to its scope have however been made as a result of the publication of IFRS 11“Joint Arrangements”.
IAS 32 “Financial Instruments: Presentation” (amended) effective from 1 January 2014, adopted by the EU on 13
December 2012
The amendment clarifies that the right of set-off must be available today – that is, it is not contingent on a future event. It
also must be legally enforceable for all counterparties in the normal course of business, as well as in the event of default,
insolvency or bankruptcy.
IFRIC 20 “Stripping costs in the production phase of a surface mine” effective from 1 January 2013, adopted by
the EU on 11 December 2012
IFRIC 20 sets out the accounting for overburden waste removal (stripping) costs in the production phase of a mine. The
interpretation may require mining entities reporting under IFRS to write off existing stripping assets to opening retained
earnings if the assets cannot be attributed to an identifiable component of an ore body.
Annual Improvements to IFRSs 2011 effective from 1 January 2013, adopted by the EU on 27 March 2013
-IFRS 1 amendments clarify that a first-time adopter of IFRS may apply IFRS 1 more than once under certain
circumstances. An entity can choose to adopt IAS 23 from its date of transition or from an earlier date.
-IAS 1 amendment clarifies the disclosure requirements for comparative information when an entity provides a third
balance sheet. When an entity produces an additional balance sheet as required by IAS 8, the balance sheet should be as
at the date of the beginning of the preceding period – that is, the opening position. No notes are required to support this
balance sheet. When management provides additional comparative information voluntarily – for example, statement of
profit and loss, balance sheet – it should present the supporting notes to these additional statements.
-IAS 16 amendment clarifies that spare parts and servicing equipment are classified as property, plant and equipment
rather than inventory when they meet the definition of property, plant and equipment if they are used for more than one
period.
-IAS 32 amendment clarifies that the treatmentof income tax relating to distributions and transaction costs is in
accordance with IAS 12. So, income tax related to distributions is recognized in the income statement, and income tax
related to the costs of equity transactions is recognized in equity.
-IAS 34 amendment clarifies the disclosure requirements for segment assets and liabilities in interim financial statements.
A measure of total assets and liabilities is required for an operating segment in interim financial statements if such
information is regularly provided to the chief operating decision maker and there has been a material change in those
measures since the last annual financial statements.
The following new standards, amendments and interpretations to existing standards that are still existing standards are
not yet effective and have not been adopted earlier by the Company is not expected to have a material effect on its
financial statements:
• IFRS 1 "First-time Adoption of International Financial Reporting Standards" - and Hyperinflation fixed dates, effective
January 1, 2013, adopted by the EU on 11 December 2012
• IFRS 1 "First-time Adoption of International Financial Reporting Standards" - government loans, effective from 1
January 2013, adopted by the EU on 5 March 2013.
4. Accounting Policies
4.1 Overall considerations
The significant accounting policies that have been used in the preparation of these consolidated financial statements are
summarized below.
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The consolidated financial statements have been prepared using the measurement bases specified by IFRS for each type
of asset, liability, income and expense. The measurement bases are more fully described in the accounting policies
below.
It should be noted that accounting estimates and assumptions are used for the preparation of the consolidated financial
statements. Although these estimates are based on management's best knowledge of current events and actions, actual
results may ultimately differ from those estimates.
4.2

Presentation of consolidated financial statement

The consolidated financial statements are presented in accordance with IAS 1 “Presentation of Financial Statements”
(revised 2007). The Group has elected to present the consolidated statement of comprehensive income in two statements:
a consolidated income statement and a consolidated statement of comprehensive income.
Two comparative periods are presented for the consolidated statement of financial position when the Group:
(i) applies an accounting policy retrospectively,
(ii) makes a retrospective restatement of items in its consolidated financial statements, or
(iii) reclassifies items in the consolidated financial statements.
4.3

Basis of consolidation

The Group financial statements consolidate those of the parent company and all of its subsidiary undertakings drawn up
to 31 December 2012. Subsidiaries are all entities over which the Group has the power to control the financial and
operating policies. The parent company obtains and exercises control through more than half of the voting rights. All
subsidiaries have a reporting date of 31 December.
All transactions and balances between Group companies are eliminated on consolidation, including unrealized gains and
losses on transactions between Group companies. Where unrealized losses on intra-group asset sales are reversed on
consolidation, the underlying asset is also tested for impairment from a group perspective. Amounts reported in the
financial statements of subsidiaries have been adjusted where necessary to ensure consistency with the accounting
policies adopted by the Group.
Profit or loss and other comprehensive income of subsidiaries acquired or disposed of during the year are recognized
from the effective date of acquisition, or up to the effective date of disposal, as applicable.
Non-controlling interests, presented as part of equity, represent the portion of a subsidiary's profit and loss and net assets
that is not held by the Group. The Group attributes total comprehensive income or loss of subsidiaries between the
owners of the parent and the non-controlling interests based on their respective ownership interests.
When the Group ceases to have control of a subsidiary, any retained interest in the entity is remeasured to its fair value,
with the change in carrying amount recognized in profit or loss. The fair value is the initial carrying amount for the
purposes of subsequently accounting for the retained interest as an associate, joint venture or financial asset. In addition,
any amounts previously recognized in other comprehensive income in respect of that entity are accounted for as if the
Group had directly disposed of the related assets or liabilities (i.e. reclassified to profit or loss or transferred directly to
retained earnings as specified by applicable IFRSs).
The profit or loss on disposal is calculated as the difference between i) the aggregate of the fair value of the consideration
received and the fair value of any retained interest and ii) the previous carrying amount of the assets including goodwill
and liabilities of the subsidiary and any non-controlling interest.
4.4

Business combination

Business combinations are accounted for using the purchase method. The consideration transferred by the Group to
obtain control of a subsidiary is calculated as the sum of the acquisition-date fair values of assets transferred, liabilities
incurred and the equity interests issued by the Group. The consideration transferred includes the fair value of any asset or
liability resulting from a contingent consideration arrangement. Acquisition-related costs are expensed as incurred.
The purchase method involves the recognition of the acquiree's identifiable assets and liabilities, including contingent
liabilities, regardless of whether they were recorded in the financial statements prior to acquisition. On initial recognition,
the assets and liabilities of the acquired subsidiary are included in the consolidated statement of financial position at their
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fair values, which are also used as the bases for subsequent measurement in accordance with the Group's accounting
policies.
On an acquisition-by-acquisition basis, the Group recognizes any non-controlling interest in the acquiree that is present
ownership interests and entitles their holders to a proportionate share of the entity’s net assets in the event of liquidation
either at fair value or at the non-controlling interest’s proportionate share of the acquiree’s net assets. Other types of noncontrolling interests are measured at fair value or, when applicable, on the basis specified in another IFRS.
Goodwill is stated after separate recognition of identifiable intangible assets. It is calculated as the excess of the sum of
a) fair value of consideration transferred, b) the recognized amount of any non-controlling interest in the acquiree and c)
acquisition-date fair value of any existing equity interest in the acquiree, over the acquisition-date fair values of
identifiable net assets. If the fair value of any identifiable net assets exceed the sum calculated above, the excess amount
(i.e. gain on a bargain purchase) is recognized in profit or loss immediately.
When a business combination is achieved in stages, the Group’s previously held equity interest in the acquire is
remeasured to fair value at the acquisition date (i.e. the date when the Group obtains control) and the resulting gain or
loss, if any, is recognized in profit or loss. Amounts arising from interests in the acquiree prior to the acquisition date that
have been previously recognized in other comprehensive income are reclassified to profit or loss where such treatment
would be appropriate if the interest were disposed of.
If the initial accounting for a business combination is incomplete by the end of the reporting period in which the
combination occurs, the Group reports provisional amounts for the items for which the accounting is incomplete. Those
provisional amounts are adjusted during the measurement period which cannot exceed one year from the acquisition date
or additional assets or liabilities are recognized to reflect new information obtained about facts and circumstances that
existed at the acquisition date that, if known, would have affected the amounts recognized at that date.
Any contingent consideration to be paid by the acquirer is recognized at fair value at the acquisition date and included as
part of the consideration transferred in exchange for the acquiree. Subsequent changes in fair value of contingent
consideration that is classified as an asset or liability is recognized in accordance with IAS 39 "Financial Instruments:
Recognition and Measurement" in profit or loss or as a change to other comprehensive income. If the contingent
consideration is classified as equity, it shall not be revalued until its final settlement in equity. Changes in fair value of
contingent consideration, which are provisional amounts during the measurement period are reflected retrospectively at
the expense of goodwill.
4.5

Transactions with non-controlling interests

Changes in the Group’s ownership interests in subsidiaries that do not result in the Group losing control over the
subsidiaries are treated as transactions with equity owners of the Group. The carrying amounts of the Group’s interests
and the non-controlling interests are adjusted to reflect the changes in their relative interests in the subsidiaries. Any
difference between the amount by which the non-controlling interests are adjusted and the fair value of the consideration
paid or received is recognized directly in equity and attributed to owners of the parent company.
4.6

Segment reporting

Management determines the operating segments based on the main products and services offered by the Group:
- Segment "Electricity"
- Segment "Natural Gas"
- Segment "Coal"
- Segment "Administration"
Each of these operating segments is managed separately as each product or service using various technologies, resources
and distribution approaches. All transactions between segments are carried out at prices corresponding to transactions
between independent parties, where applicable, based on prices set by the regulatory authority of the State Energy and
Water Regulatory Commission.
In segment reporting The Group applies a policy of evaluation consistent policy evaluation used in the consolidated
financial statements.
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Financial income and expenses are not included in the results of the operating segmentsthat are regularly reviewed by
the persons responsible for making operating decisions.
4.7

Investments in associates and joint ventures

Joint ventures are contractual agreements where two or more parties undertake an economic activity that is subject to
joint control. They are accounted by the equity method.
Associates are those entities over which the Group is able to exert significant influence but which are neither subsidiaries
nor joint ventures. Investments in associates are initially recognized at cost and subsequently accounted for using the
equity method. Cost of investment includes the cost of its acquisition.
Goodwill and adjustments to fair value of the Group's share of associates is included in the value of the investment.
Any subsequent changes in the size of the Group’s interest in the equity of the associate are recognized in the carrying
amount of the investment. Changes resulting from the profit or loss generated by the associate are recognized in the
consolidated income statement within 'Share of profit in associates and joint ventures losses of associates unless the
Group has incurred legal or constructive obligations or made payments on behalf of the associate. If the associate
subsequently reports profits, the Group recognizes its share so far share of profits exceeds the accumulated share of
losses that have not been previously recognized.
Changes in other comprehensive income of associates and items recognized directly in equity of the associate are
recognized under other comprehensive income or equity of the Group. In cases in which the Group's share of losses in an
associate equals or exceeds its participation in the associate, including any unsecured receivables, the Group does not
recognize its share of further losses of associates unless the Group has incurred legal or factual obligations or made
payments on behalf of the associate. If the associate subsequently reports profits, the Group recognizes its share so far
share of profits exceeds the accumulated share of losses that were not previously recognized.
Unrealized gains and losses on transactions between the Group and its associates and joint ventures are eliminated to the
extent of the Group's interest in those entities. Where unrealized losses are eliminated from sales of assets, the assets are
tested for impairment from a group perspective.
The amounts reflected in the financial statements of associates and joint ventures have been adjusted where necessary to
ensure consistency with the accounting policies of the Group.
Upon loss of significant influence over an associate, the Group measures and recognizes any investment retained at its
fair value. Any difference between the carrying value of the investment in the associate loss of significant influence and
the sum of the fair value of the reserved part and proceeds on derecognition are recognized in profit or loss.
If the shareholding in an associate is reduced but without loss of significant influence, only a proportionate part of the
amount recognized in other comprehensive income are reclassified to profit or loss.
4.8

Transactions in foreign currency

Transactions in foreign currencies are translated to the functional currency of the respective Group Company at the
official exchange rate at the date of the transaction (the official exchange rate of the Bulgarian National Bank). Gains and
losses from foreign exchange differences arising on the settlement of such transactions and from the translation of
monetary items in foreign currencies at the reporting date are recognized in profit or loss.
Non-monetary items measured at historical cost in a foreign currency are recorded at the exchange rate at the date of the
transaction (not retranslated). Non-monetary items measured at fair value in foreign currencies are recorded at the
exchange rate at the date when the fair value was determined.
The functional currency of the individual companies of the Group has not changed during the reporting period.
Upon consolidation, all assets and liabilities are translated into Bulgarian Lev at the closing rate at the date of the
consolidated financial statements. Revenues and expenses are translated into the presentation currency of the Group at
the average rate for the period. Exchange rate differences lead to an increase or decrease in other comprehensive income
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and recognized in the reserve adjustments in equity. On disposal of a net investment in a foreign operation accumulated
exchange differences adjustments recognized in equity are reclassified to profit or loss and recognized as part of the gain
or loss on sale. Goodwill and adjustments relating to the determination of fair values at the acquisition date are treated as
assets and liabilities of the foreign entity and are translated into Bulgarian Lev at the closing rate.
4.9

Revenue recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the Group and the revenue
can be reliably measured. Revenue is measured at the fair value of the consideration received, excluding discounts,
rebates and other sales taxes or duty. Group analyzed the arrangements for sales by specific criteria to determine whether
acting as principal or as agent. It has come to the conclusion that it acts as a principal in all such arrangements. Before
revenue is recognized following specific recognition criteria must also be met:
Sale of electricity
Revenue is recognized in the income statement for committed supply customers with electricity, the facilities are
connected to the electricity transmission network of NEC EAD, end suppliers and distribution companies. Revenue from
sales is recognized on the basis of the testimony of the power consumption. It is measured with commercial measurement
entered in the state register of authorized types of vehicles in the country for trade measurement. Reporting of
commercial metering is done periodically, usually at intervals of one month.
Sale of electric energy from balancing market
Revenue from sale of electricity balancing market arising from the time the operator has received confirmation from
market participants, including the NEC EAD, in its role as a public service, the summary settlement statements for the
reporting period (month).
Revenues from access to electricity transmission network
Revenue recognition of access to the grid users are recognized when they're actually reported and validated data from the
owners of the commercial measurement operator.
Revenues for access by producers and traders engaged in export transactions of electricity are recognized after validation
schedules Interchanges by ESO EAD.
Revenue from commercial transmission right (CTR)
Revenue for services CTR is "deferred income" as a result of annual and monthly tender. These revenues are recognized
as soon as the operator has announced the result of the auction on the website of ESO EAD under Auction Rules for the
Allocation of Capacities on the Interconnections between the control area of ESO EAD and its neighboring control areas.
The annual tender was held in December of the previous calendar year for the following calendar year. CTR is used and
paid for each month of the next year. Revenue from the annual auction is recognized as income in the current month.,
Which actually uses CTR. Monthly auction is held in the month preceding the month of the actual use of CTRs. Revenue
provided CTR of monthly auction are recognized as revenue for the current period in time when real benefit CTR.
Revenue provided CTR are passages for current period as a result of the weekly auction held in the month in which the
actual use of CTRs.
Sale of natural gas
Revenues from gas sales are recognized at the end of each month after reporting for months consumed natural gas
customers of the Group. Accrual of income is made on the basis of a bilateral protocol for delivery of gas for a period of
1 month. The validity of the records shall be certified by the signatures of the persons authorized by the Group and the
client.
Under Bulgarian legislation, the Group can not apply their own pricing of natural gas sold. Selling prices of natural gas
for all consumers connected to the transmission and distribution network are uniform throughout the country and are
determined by the State Energy and Water Regulatory Commission, a state body to the Council of Ministers.
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Sales of products and goods
Revenue from sales of products and goods is recognized when the significant risks and rewards of ownership of the
products and goods are transferred to the buyer, usually on dispatch of the goods.
Provision of services
Revenue from services is recognized based on the stage of completion of the transaction at the reporting date. The stage
of completion of the transaction is determined in proportion to the duration of the contract, which was agreed to be
provided services. When the outcome of the transaction (contract) can not be estimated reliably, revenue is recognized
only to the extent incurred expenses recoverable.
Interest income
Interest income is recognized as interest accrues (using the method of effective interest rate, ie the rate that exactly
discounts estimated future cash flows over the expected life of the financial instrument to the carrying amount of the
financial asset).
4.10 Operating expenses
Operating expenses are recognized in profit or loss in the use of services or the date of their occurrence in accordance
with the principles of accrual and matching.
4.11 Interest expense and borrowing costs
Interest expenses are recognized on an accrual basis using the effective interest rate.
Borrowing costs primarily comprise interest on bank loans of the Company. All borrowing costs that can be directly
attributed to the acquisition, construction or production of a qualifying asset are capitalized during the period in which
the asset is expected to be completed and brought in ready for use or sale by applying the percentage of capitalization of
the expenditures on that asset. The capitalization rate is the weighted average of the borrowing costs applicable to the
borrowings of the Company that are outstanding during the period, excluding loans raised specifically for the purpose of
obtaining a qualifying asset.
Other borrowing costs should be expensed in the period in which they are incurred in the statement of comprehensive
income within "Finance costs".
4.12 Profit or loss from discontinued operations
A discontinued operation is a component of the Group that either has been disposed or is classified as held for sale or
distribution to the owner, and:
• is a certain type of main activity or activities covered by the defined geographical area;
• is part of a single coordinated plan to sell a type of main activity or activities in a particular geographical area, or
• is a subsidiary acquired for subsequent sale.
Profit or loss from discontinued operations, as well as the components of profit or loss from previous periods are
presented as a single amount in the consolidated income statement.
Disclosure of discontinued operations for the previous year is associated with all the activities that have been
discontinued as of the date of the financial statements for the latest period presented. If the activities that have been
presented as discontinued in the previous period, be renewed for the current year, the relevant disclosures for the
preceding period should be changed.
4.13 Property, plant and equipment
Property, plant and equipment are initially measured at cost, including purchase price and any directly attributable costs
of bringing the asset to working condition. Subsequent to initial recognition is applied to a whole class of identical assets
as follows:

17
F-123

Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2012
No
1
2
3

4
5
6

7
8
9

Class of property, plant and equipment
Land
Improvements to land and terrain
Buldings
 massive
 non-massive
Plant and equipment
Computer systems
Vehicles
 freight vehicles
 cars
 special vehicles
Furniture and fixtures
Spare parts, recognized as property, plant and equpment
Other property, plant and equpment

Method of subsequent evaluation
Revaluation model
Revaluation model
Revaluation model
Acquisition cost
Revaluation model
Acquisition cost
Revaluation model
Acquisition cost
Revaluation model
Acquisition cost
Revaluation model
Acquisition cost

Property, plant and equipment is stated at revaluation model is subsequently measured at revalued amount, being the fair
value at the date of revaluation less any subsequent accumulated depreciation and impairment losses. Revaluations made
in the statement of comprehensive income and are recognized at the expense of equity (revaluation reserve), if not
accrued before costs. Upon sale or disposal of the revalued asset remaining revaluation reserve reflects the expense of
retained earnings.
Revaluations are carried out according to the following frequency of revaluation:
• the fair value of assets undergoes only minor changes, the revaluation is done every three years;
• the fair value of property, plant and equipment changes significantly shorter intervals revaluation is carried out at
shorter intervals so that the carrying amount of the asset does not differ materially from its fair value.
The frequency of subsequent revaluation of property, plant and equipment in the application of the revaluation model
depends on whether the carrying value materially different from the fair value of a revalued asset at the end of the
reporting period.
In this regard, in carrying out the annual inventory at the end of the reporting period (year-end) Company reviews
property, plant and equipment are indications that the carrying value differs materially from their fair value.
As a substantial deviation is assumed deviation of the carrying amount of the asset's fair value at the date of the financial
statements over 5%. Significant deviation is and if it is below 5%, but the difference between the carrying value and fair
value as a cumulative value of property, plant and equipment is essential for the purposes of the separate financial
statements.
Property, plant and equipment, which are not considered in the model of reassessment subsequently measured at cost less
accumulated depreciation and impairment losses. Impairment losses are recognized as an expense are recognized in the
statement of comprehensive income for the period.
Subsequent expenditure relating to an item of property, plant and equipment is added to the carrying amount of the asset
when it is probable that future economic benefits in excess of the originally assessed standard of performance of the
existing asset. All other subsequent expenditure is recognized as an expense in the period in which they are incurred.
The residual values and useful lives of property, plant and equipment are reviewed at each reporting date.
Depreciation of property, plant and equipment is calculated using the straight-line method over the estimated useful lives
of assets as follows:
Buildings
Machinery and equipment
Vehicles
Equipment
Other property, plant and equipment
Depreciable cushion gas

5-80 years
2-50 years
2-30 years
2-30 years
3-30 years
60 years
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The annual depreciation rate for depreciable land is calculated as a coefficient as follows:
C
where:
CE
OCD
BS
CDP

CE
OCD+BS+CDP
coal extracted in tons
open coal deposits
blocked stocks
coal deposits under progress

Depreciation costs are included in the consolidated income statement within "Depreciation" as part of "Loss for the year
from discontinued operations."
Cushion gas
Natural gas at Chiren (Chiren UGS) includes working gas and cushion gas. Natural gas at Chiren UGS is measured
through reservoir simulation using special software ECLIPSE. Changes in pressure during different drillings during
reservoir simulation of operation of the underground section are analysed and compared with the actually measured
pressure levels.
Cushion gas maintains the stratum pressure required for the successful extraction of working gas. Cushion gas at the
underground gas storage is accounted for as a non-current asset.
The amount of cushion gas has been estimated by technical experts of the Group based on the stratum pressure during
drilling and the pressure at the Chiren UGS exit, i.e. the point where the natural gas is fed into the gas pipeline.
Cushion gas includes physically extractable and non-extractable natural gas. The quantity of physically extractable
natural gas has been estimated. The extractable cushion gas is the natural gas which could be extracted from Chiren UGS
if the gas is fed into the gas pipeline under certain pressure. The extractable cushion gas is not depreciated. The nonextractable cushion gas is depreciated.
Minimum quantities of natural gas required for the functioning of the highway and transit gas pipelines
The minimum quantities of natural gas required for the normal functioning of the highway and transit gas pipeline have
been estimated applying the volume method and a certain methodology. These quantities are reported as non-current
assets.
Technical experts of the Group have estimated the unrecoverable quantity of natural gas which would be lost in case of
dismantling the transit and highway gas pipelines. This quantity is depreciable gas. The rest of the estimated minimum
quantity of natural gas required for the normal functioning of the gas transmission network is non-depreciable. This
natural gas could be extracted in case of dismantling.
Gains or losses arising on the disposal of property, plant and equipment are determined as the difference between the
disposal proceeds and the carrying amount of the assets.
The recognition threshold adopted by the Group for property, plant and equipment amounts to BGN 700.
4.14 Intangible assets
Intangible assets acquired separately are measured initially at cost, including any import duties and non-refundable taxes
and any directly attributable expenditure on preparing the asset for use where the capitalized costs are amortized based on
the straight-line method over the estimated useful life of the assets.
Subsequent measurement is carried at acquisition cost, less accumulated with depreciation and impairment losses.
Impairment losses are recognized as expenses are recognized in the income statement for the period.
Intangible assets with finite lives are amortized over their useful lives and tested for impairment whenever there is an
indication that their value is impaired. The amortization period and method of amortization of intangible assets with a
finite useful life are reviewed at least at each financial year. Changes in the expected useful life or pattern of
consumption of future economic benefits embodied in the asset is accounted for by changing the amortization period or
method, and treated as changes in accounting estimates.
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Subsequent costs that arise in connection with intangible assets subsequent to initial recognition are recognized in the
income statement in the period they are incurred, unless because of the assets they can generate more than initially
expected future economic benefits and where these costs can be reliably be measured and attributed to the asset. If these
conditions are met, the costs are added to the cost of the asset.
Residual values and useful lives of intangible assets are reviewed at each reporting date.
Amortization of intangible assets is calculated on a straight-line basis according to the estimated useful lives of the
assets. The useful lives of intangible assets are assessed as limited as follows:
Software
License
Products from development activity
Other intangible assets

2-10 years
term of the license
5-20 years
3-10 years

Depreciation costs are included in the income statement within 'Depreciation and amortization expense` as part of "Loss
for the year from discontinued operations.".
Gains or losses arising from derecognition of an intangible asset, representing the difference between the net disposal
proceeds and the carrying amount of the asset is included in the income statement when the asset is derecognised.
Generated intangible assets of the Company for the purposes of internal company users as a result of development
activities are recognized as assets of the expert committee appointed by the Company's management, according to the
stage of creating the intangible asset if the following conditions are met:
 presence of technical ability to complete the asset;
 intention to complete the asset;
 ability to use or sell the asset, including the existence of a market for utility or for internal company use;
 ability to assess the cost during the development of the asset.
Research activities
Expenditure on research activities, undertaken to acquire new scientific or technical knowledge shall be recognized in
profit or loss when incurred.
Research and development expenses, made in relation to external orders, in case there is a signed contract, are recognized
as assets for sale.
Indirect technological production costs are allocated based on labor and with direct costs form the cost of the created
asset.
Development activities
Development activities include a plan or design for the production of new or substantially improved products and
processes. Development costs are capitalized only if such costs can be measured reliably, the product or process is
technically and commercially viable, future economic benefits are probable, and the Company intends to and has
sufficient resources to complete development and to use or sell the asset. Capitalized costs include materials, labor,
overhead costs that are directly relevant to preparing the asset for its intended use, and capitalized interest costs. Other
development costs are recognized in profit or loss when incurred. Capitalized development costs are measured at cost
less accumulated depreciation and impairment losses.
Costs of developing intangible assets that do not meet these criteria for capitalization are recognized when incurred.
The recognition threshold adopted by the Group for property, plant and equipment amounts to BGN 700
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4.15 Leases
The determination of whether an arrangement is, or contains a lease is based on the substance of the arrangement at
inception date and requires an assessment of whether the fulfilment of the arrangement is dependent on the use of a
specific asset or assets or the arrangement conveys a right to use the asset.
The Group as a Lessee
In accordance with IAS 17 "Leases" ownership of the asset are transferred to the lessee where the lessee bears
substantially all the risks and rewards incidental to ownership of the leased asset.
Upon signing a contract of the finance lease asset is recognized in the consolidated statement of financial position of the
lease at the lower of the two values - the fair value of the leased asset and the present value of the minimum lease
payments plus incidental payments, if any. In the consolidated statement of financial position reflects the corresponding
finance lease liability, regardless of whether some of these lease payments are payable in advance upon signing the lease.
Subsequently, the lease payments are apportioned between the finance charge and reduction of the lease obligation under
finance leases.
Assets acquired under finance leases are depreciated in accordance with IAS 16 "Property, Plant and Equipment" and
IAS 38 "Intangible Assets".
The interest element of leasing payments represents a constant proportion of the capital balance outstanding and is
recognized in profit or loss for the period of the lease.
All other leases are considered as operating leases. Payments made under operating lease are recognized as an expense
on a straight-line basis over the life of the agreement. Costs associated with operating leases, eg. maintenance costs and
insurance, are recognized in profit or loss as incurred.
The Group as a Lessor
Leases where the Group retains substantially all the risks and rewards of ownership of the leased asset are classified as
operating leases. Initial direct costs incurred by the Group in negotiating and arranging an operating lease are added to
the carrying amount of the leased asset and recognized as an expense over the lease term on the same basis as the lease
income. Contingent rents are recognized as revenue in the period in which they are earned.
Assets subject to operating leases are recognized in the consolidated statement of financial position of the Group and are
depreciated in accordance with the depreciation policy adopted in respect of such assets of the Group and the
requirements of IAS 16 "Property, Plant and Equipment" and IAS 38 "Intangible Assets". Income from operating leases
is recognized immediately as income in the consolidated income statement for the reporting period.
4.16 Tests for impairment of non-financial assets
In assessing the amount of impairment the Group defines the smallest identifiable group of assets for which there are
separately identifiable cash flows (cash-generating unit flows). As a result, some assets are tested for impairment on an
individual basis, while others - based on unit generating cash flows.
The Group assesses at each reporting date whether there is an indication that an asset may be impaired. If any such
indication exists, or when annual impairment testing for an asset is required, the Group makes an estimate of 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. The recoverable amount is determined for an individual asset, unless the asset does
not generate cash flows that are largely independent of those from other assets or groups of assets. Where the carrying
amount of an asset or a CGU exceeds its recoverable amount, the asset is considered impaired and is written down to its
recoverable amount.
In assessing the value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the asset. In
determining fair value less costs to sell, an appropriate valuation model is used. These calculations are corroborated by
other valuation models or other available sources of information regarding the fair value of an asset or a cash generating
unit.
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Impairment losses are recognised in the income statement, except non-current assets that have been revalued in prior
periods and revaluation increase has been recognised in the other comprehensive income. In such cases impairment loss
is also taken to the other comprehensive income to the amount of the previously recognised revaluation of the respective
asset.
An assessment is made at each reporting date as to whether there is any indication that previously recognised impairment
losses may no longer exist or may have decreased. If any such indication exists the Group determines the recoverable
amount of the asset or the cash generating unit. An impairment loss is reversed only if there has been a change in the
estimates used to determine the asset’s recoverable amount since the last impairment loss was recognised. Reversal of the
impairment loss is restricted so that the carrying amount of the asset would not exceed its recoverable amount nor the
carrying amount (after amortisation charges) that would have been determined had no impairment loss been recognised
for the asset in prior years. Reversal of impairment loss is recognised in the income statement, unless the asset is carried
at revalued amount, in which case the reversal is treated as revaluation increase.
4.17 Financial Instruments
Financial assets and liabilities are recognized when the Company becomes party to the contractual provisions of the
financial instruments.
Financial assets are derecognised when the Group loses control over the contractual rights that comprise the financial
asset, i.e. after expiration of the rights to receive cash flows or has transferred substantially all the risks and rewards of
ownership.
A financial liability is derecognised when it is extinguished, discharged, canceled or upon expiry of the limitation period.
Upon initial recognition of financial assets and financial liabilities are measured at fair value plus transaction costs except
for financial assets and liabilities at fair value through profit or loss are initially recognized at fair value.
The Group initially recognizes loans and receivables and deposits on the date that they have occurred.All other financial
assets (including assets measured at fair value through profit or loss) are recognized initially on the trade date at which
the Group becomes a party to the contractual terms of the instrument. Initial recognition of financial liabilities becomes
the settlement date.
Financial assets and financial liabilities are subsequently measured as described below.
4.17.1 Financial assets
For the purpose of subsequent measurement, financial assets other than hedging instruments are classified into the
following categories:
• loans and receivables;
• financial assets at fair value through profit or loss;
• held-to-maturity investments;
• financial assets available for sale.
Financial assets are assigned to the different categories depending on the purpose for which the investments were
acquired. Category of a financial instrument determines subsequent measurement and whether income and expenses are
recognized in profit or loss or in other comprehensive income of the Company. All financial assets except those
measured at fair value through profit or loss are subject to review for impairment at the reporting date. Financial assets
are impaired where there is objective evidence. Different criteria to determine impairment losses in the category of
financial assets, as described below.
All income and expenses related to financial instruments are recognized in profit or loss when received, regardless of
how the related carrying value of the asset to which they relate and shall be presented in the income statement line
"Financial costs 'or' finance income ', except for impairment of trade and other receivables which is presented within' Net
impairment of receivables from sales. "
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The Group holds financial assets in the following categories:
Loans and receivables
Loans and receivables originated by the Company are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. Loans and receivables are subsequently measured at amortized cost
using the effective interest method, less provision for impairment. Any change in their value is recognized in profit or
loss for the current period. Cash and cash equivalents, trade and most other receivables fall into this category of financial
instruments. Discounting was not carried out when the effect is negligible.
Evidence of impairment may include indications that the debtors or groups of debtors experiencing serious financial
difficulties or are in default or delinquency in the payment of interest or principal, or likely to declare insolvency / overindebtedness or take financial reorganization and where observable data indicate measurable decrease in the estimated
future cash flows, such as changes in arrears or economic conditions that are related to defaults by borrowers.
Impairment of trade receivables are presented in the income statement line "Net impairment of receivables from sales."
When the available information to determine the amount of impairment is limited, then the assessment of impairment is
justified by historical experience of companies related to commercial ties with debtors or other reliable basis for
judgment.
The degree of impairment is determined using the age analysis of receivables and is consistent with the number of days
in arrears (excluding bulk batch from sales of heat energy on individuals).
Financial assets available for sale
Available-for-sale financial assets are non-derivative financial assets that are either designated to this category or do not
qualify for inclusion in any of the other categories of financial assets.. Financial assets within this category are
subsequently measured at fair value, unless there is no market value at active markets present and hence their fair value
cannot be measured reliably. Those without quoted market prices are measured at amortized cost using the effective
interest method or at cost in cases when they do not have fixed date of payment. Changes in fair value are recognized in
other comprehensive income and reported within the available-for-sale reserve within equity, net of income taxes, except
for impairment losses and foreign exchange differences on monetary assets, which are recognized in profit or loss. When
the asset is disposed of or is determined to be impaired, the cumulative gain or loss recognized in other comprehensive
income is reclassified from the equity reserve to profit or loss and presented as a reclassification adjustment within other
comprehensive income. Interest calculated using the effective interest method and dividends are recognized in profit or
loss within 'finance income'. Reversals of impairment losses are recognized in other comprehensive income, except for
financial assets that are debt securities which are recognized in profit or loss only if the reversal can be objectively
related to an event occurring after the impairment loss was recognized.
4.17.2 Financial liabilities
The Group's financial liabilities include bank loans, overdrafts, trade and other payables.
Financial liabilities are recognized when the Group becomes a party to the contractual agreements for payment of cash
amounts or another financial asset to another company or contractual liability for exchange of financial instruments with
another company under unfavorable terms. All interest-related charges and, if applicable, changes in an instrument's fair
value that are reported in profit or loss are included within 'Finance costs' or 'Finance income'.
Financial liabilities are measured subsequently at amortized cost using the effective interest method, except for financial
liabilities held for trading or designated at fair value through profit or loss, that are carried subsequently at fair value with
gains or losses recognized in profit or loss.
Bank loans are raised for support of long-term funding of the Group’s operations. They are recognized in the
consolidated statement of financial position of the Group, net of any costs. Finance charges, including premiums payable
on settlement or redemption and direct issue costs, are charged to the consolidated income statement/statement of
comprehensive income on an accrual basis using the effective interest method and are added to the carrying amount of
the financial liability to the extent that they are not settled in the period in which they arise.
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Trade payables are recognized initially at their nominal value and subsequently measured at amortized cost less
settlement payments.
Dividends payable to shareholders are recognized when the dividends are approved at the general meeting of the owners.

4.17.3 Derivatives
The Group uses derivative financial instruments such as currency and interest rate swaps to hedge the relevant risks
associated with changes in foreign currencies and interest rates. These derivative financial instruments are initially
recognized at fair value on the date the derivative contract is entered into. Subsequent to initial recognition, derivatives
are measured at fair value. They are recorded as assets when fair value is positive and as financial liabilities when fair
value is negative.
For the purpose of hedge accounting, hedges are classified as follows:
- Cash flow hedges when they hedge the exposure to variability in cash flows that is attributable to a particular risk
associated with a recognized asset or liability or a highly probable forecast transaction or the currency risk associated
with an unrecognized firm commitment;
- Fair value hedges when they hedge the exposure to changes in fair value of a recognized asset or liability or an
unrecognized firm commitment (except for foreign currency risk);
- Hedges of a net investment in a foreign operation.
At the start of the hedging a formaldefining and documenting of the hedging relationship to which the Group wishes to
apply hedge accounting and the objective and strategy for risk management to undertake hedging is being done. This
documentation includes the determination of the hedging instrument, the hedged item or transaction, the nature of the
risk being hedged and how the Group will be used to evaluate the effectiveness of the changes in the fair value of the
hedging instrument in offsetting the exposure to changes in the fair value of the hedged item or cash flows attributable to
the hedged risk. Hedging is expected to be highly effective in achieving offsetting changes in fair value or cash flows
attributable to the hedged risk is assessed continually to determine whether in fact it was highly effective in the financial
reporting periods for which specified hedge.
Hedging relationships that meet strict conditions for hedge accounting are accounted for as follows:
Cash-flow hedging
The gain or loss part of the hedging instruments, which is determined to be effective hedging, is recognized directly in
other comprehensive income for the cash-flow hedging reserve, while the ineffective part is recognized in the financial
expenses in the income statement.
The amounts, recognized in other comprehensive income, are transferred in the income statement, when the hedged
transaction has an effect on profit or loss, for example when the hedged financial income or financial expense is
recognized or when a prognose sale happens. When the hedging position is the acquisition price of a non-financial assets
or non-financial liability, the amounts recognized in other comprehensive income are transferred in the initial carrying
vaue of the non-financial assets or liability.
If the prognose transaction or the irrevocable engagement are not expected to arise again, the cumulative gian or loss,
earlier recognized in the equity, is transferred in the income statement. If the hedging instrument reaches the validity
maturity date or is sold, terminated or used without exchange or transfer, or if the Group cancels the hedgment defining,
all cumulative gains or losses, previous recognized in other comprehensive income, remain in other comprehensive
income until the prognose transaction or irrevocable engagement have an impact on the gain or loss.
Fair value hedges
For the reporting periods, the Group has defined a forward contract for the purchase of quotas for greenhouse gas type
EUA. This agreement was concluded in order to reduce the risk of changes in the price of allowances. For the current
accounting period, this has led to the recognition of financial liabilities carried on the balance sheet as non-current
financial liabilities.
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Derivative financial instruments used to hedge the fair value are recognized initially at fair value and subsequently
measured at fair value in the statement of financial position. Fair value is determined based on quoted market prices or, in
their absence is calculated by other techniques to reliably determine the fair value. Derivatives are carried as assets when
the fair value increase and as liability in her decrease.
4.18 Inventories
Inventories comprise raw materials, work in progress and goods. Cost of inventories includes the direct costs of the
acquisition, production, processing and other direct costs related to the delivery, as well as part of the total cost,
determined on the basis of normal operating capacity. Financing costs are not included in the value of inventories. At the
end of each reporting period, inventories are valued at the lower of cost and net realizable value. The amount of any
write-down of inventories to net realizable value is recognized as an expense in the period the impairment.
Net realizable value represents the estimated selling price for inventories less the estimated costs of completion of the
production cycle and selling expenses. In case inventories have already been written down to net realizable value in a
subsequent period, it appears that impairment conditions are no longer present, it is a new net realizable value. Refund
can only be to the carrying amount of inventories before impairment. The reversal in the value of inventories are
recorded as a reduction of expenses for the period in which the recovery.
The Group determines the cost of inventories is assigned by using the weighted average cost.
Upon the sale of inventories, the carrying amount is recognized as an expense in the period in which the related revenue
is recognized.
Nuclear fuel
Fuel load in the reactor, is the balance of the value (residual lifetime) of nuclear fuel contained in the reactors at the
reporting date. Calculations are based on well-established "Methodology for assessing supply, charge and cost of fresh
nuclear fuel" in NPP Kozloduy EAD, taking into account the value of filled fresh fuel during the fuel cycle and estimated
fuel component that is determined by dividing the value of loaded nuclear fuel in reactors estimates to electricity
production for the period in KWh. The product of the gross energy produced by the unit fuel cycle and fuel component
represents the cost of fuel during the relevant period.
Operating gas
Operational quantities of natural gas are recorded as inventories. Initially the gas is valued at purchase price plus the cost
of transportation. When operating natural gas consumption is recorded at weighted average cost. The operating gas is
measured at the lower of acquisition cost and net realizable value. Net realizable value is determined by the State Energy
and Water Regulatory price applicable to the quarter following the balance sheet date.

4.19 Income taxes
Current income tax
Current tax assets and liabilities for the current and prior periods are measured at the amount expected to be recovered
from or paid to the taxation authorities. In the calculation of income tax, tax rates and tax laws that have been enacted or
substantively enacted by the reporting date. Analyze individual leadership positions in the tax return for which applicable
tax regulations are subject to interpretation and recognizes provisions when appropriate.
Current taxes are recognized directly in equity (and not in the income statement), if the tax relates to items that were
recognized directly in equity.
Deferred income tax
Deferred tax is recognized using the liability method on temporary differences at the balance sheet date between the tax
bases of assets and liabilities and their carrying values.
Deferred tax liabilities are recognized for all taxable temporary differences:
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- Except to the extent that the deferred tax liability arises from the initial recognition of an asset or liability in a
transaction other than a business combination and affects neither the accounting profit nor taxable profit or loss at the
time of the transaction, and
- for taxable temporary differences associated with investments in subsidiaries, associates and interests in joint ventures,
except to the extent that the Group is able to control the timing of the reversal of the temporary difference and it is
probable the temporary difference will not reverse in the foreseeable future.
Deferred tax assets are recognized for all deductible temporary differences, carry forward of unused tax credits and
unused tax losses, to the extent that it is probable that taxable profits against which the deductible temporary differences,
carry forward of unused tax credits and unused tax losses:
- Unless the deferred tax asset arises from the initial recognition of an asset or liability in a transaction other than a
business combination and affects neither the accounting profit nor taxable profit or loss at the time of the transaction, and
- For deductible temporary differences associated with investments in subsidiaries, associates and interests in joint
ventures, deferred tax asset is recognized only to the extent that it is probable that the temporary difference will reverse
in the foreseeable future and taxable profit will be, against which to utilize the temporary difference.
The group reviews the carrying amounts of deferred tax assets at each reporting date and reduced to the extent that it is
no longer probable that sufficient taxable profit to allow all or part of the deferred tax asset to be recovered.
Unrecognised deferred tax assets are reviewed at each reporting date and are recognized to the extent that it becomes
probable that future taxable profit to allow the deferred tax asset to be recovered.
Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period when the asset is
realized or the liability is settled, based on tax rates (and tax laws) that have been enacted or enforced in significant
extent of the reporting date.
Deferred tax relating to items recognized outside profit or loss is recognized outside profit or loss. Deferred taxes are
recognized as the related transaction or in other comprehensive income or directly in equity.
The Group offsets deferred tax assets and liabilities only when there is a legally enforceable right to set off current tax
assets against current tax liabilities and deferred tax assets and liabilities relate to income taxes levied by the same
taxation authority on the same taxable entity.
4.20 Cash and cash equivalents
Cash and short-term deposits in the balance sheet comprise cash at bank, cash in hand and short-term deposits with
original maturities of three or fewer months.
4.21 Non-current assets and liabilities classified as held for distribution to owners
When the Group is committed to distribute the asset (or group disposition of elements) to the owner of the asset or
disposal group classified as held for distribution to owners and are presented separately in the statement of financial
position. For this purpose, the assets must be available for immediate distribution in their present condition and the
distribution must be highly probable. For distribution to be highly probable, must be initiated actions to complete the
distribution and should be expected to be completed within one year from the date of classification. Actions required to
complete the distribution should indicate that it is unlikely that the distribution be made substantially or it will be
withdrawn.
Liabilities are classified as held for distribution to owners and are presented as such in the statement of financial position
only if they are directly linked to the disposal group.
Assets classified as held for distribution to owners shall be measured at the lower of their carrying amount immediately
after their designation as held for distribution to owners and their fair value less costs to their distribution. Assets
classified as held for distribution to owners are not subject to depreciation after their classification as held for distribution
to owners.
4.22 Equity, reserves and dividend payments
Share capital represents the nominal value of shares that have been issued.
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Other reserves include general reserve and other reserves.
In the revaluation to fair value are recognized revaluation of financial assets available for sale and the Group's share of
results of operations and revaluation of financial assets / liabilities recognized directly in equity of the associate or joint
venture
Hedging

reserve

comprises

the

effective

portion

of

the

hedge

relationship

to

cash

in

a

swap.

The revaluation reserve is formed by the difference between the carrying amount and fair value of items of property,
plant and equipment at the date of revaluation, less its corresponding deferred tax liability.
Retained earnings include all current result and retained earnings and accumulated losses from previous years.
Dividend payables to owners are included in 'Related party payables' when the dividends have been approved at the
general meeting of owners prior to the reporting date.
All transactions with owners of the parent are recorded separately within equity.

4.23 Post employment benefits and short-term employee benefits
The Group reports short-term payables relating to unutilized paid leaves, which shall be compensated in case it is
expected the leaves to occur within 12 months after the end of the accounting period during which the employees have
performed the work related to those leaves. The short-term payables to personnel include wages, salaries and related
social security payments.
The group owes retirement benefits of employees in defined benefit plans and defined contribution plans.
Defined contribution plans are retirement benefit plans under which The group pays fixed contributions to state funds.
The Group has no other legal or contractual obligations after paying fixed installments. Contributions to defined
contribution plans are recognized as an expense in the period in which the services are received by the employee.
According to Bulgarian labor legislation the Group as an employer is obliged to pay two or six gross monthly salaries to
its employees upon retirement, depending on seniority. If the employee has worked for the same employer for the last 10
years of his working, he should receive six gross monthly salaries upon retirement, and if he worked less than 10 years
with the same employer - two gross monthly salaries. The plan for the benefit of retirement is funded. Group estimates its
liabilities for payment of employee benefits at retirement using actuarial valuation method. Portion of the actuarial gains
and losses are recognized as income or expense when the net cumulative unrecognized actuarial gains or losses at the end
of the previous reporting year exceeded 10% of the present value of the obligation to pay benefits to employees upon
retirement. Actuarial gains or losses are recognized for the expected average remaining working lives of staff.
The past service cost is recognized as an expense on a straight line basis over the average period until the benefits
become vested. To the extent that the benefits are already vested immediately following the introduction of, or changes in
the plan for retirement, the Group recognizes the cost of past service cost immediately.
Liability for employee benefits at retirement consists of the present value of the obligation to pay such income, less
expenses unrecognized past service cost.

4.24 Provisions
Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event,
when it is probable that an outflow of resources representing economic benefits will be required to settle the obligation
and a reliable estimate can be made of the amount of the obligation. Where the Group expects some or all of a provision
to be reimbursed, for example under an insurance contract, the reimbursement is recognised as a separate asset but only
when the reimbursement is virtually certain. The expense relating to any provision is presented in the income statement
net of any reimbursement. If the effect of the time value of money is material, provisions are discounted using a current
pre-tax discount rate that reflects, where appropriate, the risks specific to the liability. When using discounting, the
increase in the provision due to the passage of time is recognised as a finance cost.
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Provision for environmental protection costs
A provision for environmental protection costs is recognised when it is probable that costs would be incurred or
restoration works would be carried out and the Group has a legal or contractual obligation to undertake such actions.
When it is expected that the expenses would be incurred over a long period of time, the present value of the expected
future expenses is recognised as a provision and the effects of discounting are recognised as financial income and costs.
At the reporting date of these consolidated financial statements a provision for environmental protection costs is
recognised related to the safeguarding of the luminescent and other types of lamps containing mercury, safeguarding and
recycling of storage batteries, deactivation, recycling and replacement of capacitor batteries containing PHB with new
ones and utilisation of bleaching soil used in the base for oil regeneration.
Provision for site restoration
A provisions is made in respect of the Group's obligation to restore land damaged by coalmining at Mini Maritsa Iztok
EAD, taking into account the requirements of the effective environmental law, the land subject to future mining, nonrestored past mining land, the cost of restoration per 1 decare of land and the expected deposits of coal by 2060. The
provision was not discounted and therefore was not presented in these consolidated financial statements at present value
as there is significant uncertainty as to the volume of restoration activities over time.
Provision for decommissioning of nuclear equipment
The Group has not assessed the financial resources required for the decommissioning of nuclear equipment based on
detailed plan of the decommissioning activities and therefore no provision has been made.
Provision for spent nuclear fuel
Under the current National Strategy for management of nuclear fuel in force at 31 December 2012, the Group / KNPP /
has a legal obligation to incur expenses for transportation, processing and storage of spent nuclear fuel to Russia.
Provisions for liabilities for spent nuclear fuel is based on the best estimate of the costs that will be incurred in the next
reporting period for the processing and storage of spent nuclear fuel.
Greenhouse gas emission quotas
Quotas for greenhouse gas emissions (tones of carbon dioxide equivalent) is reported in "net liability method" under
which the Group recognizes a liability for carbon dioxide emissions when the emissions are emitted and exceeded the
allotted (National Allocation Plan quotas for trade in greenhouse gas emissions) and purchase additional allowances.
Quotas for greenhouse gas emissions that are acquired in excess of the allocations are recognized as an asset at cost and
recognized as a reduction of liability.

4.25 Government grants and deferred financing
Government grants are recognised when there is reasonable certainty that the grant will be received and that all
conditions attached to it will be met. Where the grant is related to an expense item it is recognised as income over the
periods needed to match the grant on systematic basis to the costs it is compensating. Where the grant is related to an
asset it is recognised as deferred income and is realised in income on straight-line basis over the estimated useful life of
the related asset.
When the Group receives non-monetary government grants, the grant and the asset are reported at nominal amount, and
the grant is recognised as income in the income statement on a straight-line basis over the estimated useful life of the
asset.
4.26 Deferred stripping costs
Deferred stripping costs are costs of stripping of coal reserves. These costs are pre-operational and include surveying
studies, research work, the development of mines and other direct costs associated with the preparation of coal. Costs are
deferred on the basis of the quantities of coal ready for recall at end of year
4.27 Significant management judgment in applying accounting policies
The preparation of consolidated financial statements requires management to make judgments, estimates and
assumptions that affect the reported amount of assets and liabilities and disclosure of contingent liabilities at the balance
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sheet date and the reported revenues and expenses during the period. Uncertainties associated with these assumptions and
estimates could result in actual results could require a material adjustment to the carrying amounts of the assets or
liabilities in subsequent periods. The main sources of uncertainty in the use of accounting estimates are described in Note
4.28.
Long-term contracts for the purchase of electricity - The group as lessee
The group has entered into long-term contracts for the purchase of electricity with three counterparties operating in the
thermal power plant Maritsa basin - AES-3C Maritza East 1 EOOD (15 years), Maritsa East 2 EAD (for 5 years) and
ContourGlobal Maritsa East 3 AD (15 years). On the basis of signed long-term agreements The group has the right to set
amounts of electricity in each of the three thermal power plants to produce a specified period of time based on the
installed capacity by the lease term the Group is obligated to purchase minimum agreed quantities of electricity,
corresponding its availability and capacity provided by the plant, which is not associated with purchased electricity from
NEK. If necessary, the Group is able to apply a larger amount than the agreed minimum.
The group analyzed the mentioned long-term contracts to specific criteria and concluded that in terms of the commitment
to purchase the available capacity they contain leases.
Management believes that since all the significant risks and rewards of ownership of the said thermal power plants are
not covered by group long-term contracts for the purchase of electricity and capacity are treated as operating leases.
Additional information on long-term agreements is provided in note 25.
Deferred tax assets
Deferred tax assets are recognized for all unused tax losses to the extent that it is probable tax benefit to be recognized
against which the losses can be utilized. Determining the amount of deferred tax assets requires management to make an
assumption about the length of the period and an estimate of the amount of future taxable income, including the
assessment of the future strategy for tax planning. The group has not recognized deferred tax assets for tax losses.
Additional information is provided in note 37.
4.28 Estimation uncertainty
When preparing the consolidated financial statements management undertakes a number of judgements, estimates and
assumptions about recognition and measurement of assets, liabilities, income and expenses.
The actual results may differ from the judgements, estimates and assumptions made by management, and will seldom
equal the estimated results.
Information about significant judgements, estimates and assumptions that have the most significant effect on recognition
and measurement of assets, liabilities, income and expenses are discussed below.
Fair values of property, plant and equipment
The Group assesses property, plant and equipments at revalued amounts with changes in their fair value are recognized in
other comprehensive income. Detailed information on the revaluation and used valuation methods is presented in Note
18.
Impairment of loans and receivables
The Group uses an allowance account to account for impairment provision for doubtful and bad debts from customers.
Management is assessing the adequacy of this provision is based on the aging analysis of receivables, historical
experience of the level of write-off of bad debts and analyze the creditworthiness of the customer, changes in the agreed
payment terms and more. If the financial condition and results of operations of our clients get worse (than expected), the
value of debts to be written off in subsequent periods may be higher than expected at the balance sheet date. As of
December 31, 2012 the best estimate of the required impairment of receivables amounted to BGN 828,695 thousand
(2011: BGN957 thousand ). Additional information is provided in Note 33.
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Provision for environmental protection
The Group recognizes a provision for protecting the environment and provision for cost access to the facilities of
Polymers AD. Determination of charges requires management to make an assessment of anticipated costs to cover the
respective obligations of the Group, and the time period. At 31 December 2012, the best estimate for the necessary
provision for protecting the environment and provision for cost access to the facilities of "Polymers" AD is BGN 326
thousand (2011: BGN 957 thousand). Additional information is provided in Note 33.
Provision of transport, processing and storage of spent nuclear fuel
Under the current strategy for management of spent fuel and radioactive waste in 2030, adopted by the Council of
Ministers on 5 January 2011, the Group has a legal obligation to incur expenses for transportation, processing and storage
of spent nuclear fuel in Russia size of at least 50 tons of heavy metal per year. Provisions for liabilities for spent nuclear
fuel is based on the best estimate of the costs that will be incurred in the next reporting period of transport, processing
and storage of spent nuclear fuel. Since it was made a national long-term strategy for the management of spent nuclear
fuel, the Group can not reliably measure the obligation in relation to the management of spent nuclear fuel. As of
December 31, 2012 the best estimate of a provision of transport, processing and storage of spent nuclear fuel in
accordance with the national strategy amounts to BGN 0 thousand (2011: BGN 72,221 thousand )
Provision for decommissioning of nuclear facilities
In accordance with IAS 37 Provisions, Contingent Liabilities and Contingent Assets, liabilities whose value and occurs
over time are uncertain, are provision. A provision is recognized if, and only if the following conditions are met:
- the group has a present obligation arising from a past event;
- it is possible to settle the obligation to be an outflow from the entity of resources embodying economic benefits, and
- it can make a reliable estimate of the amount of the obligation.

Based on the requirements of the standard for the term "reliable estimate", the Group has not accrued expenses on
provisions for "Decommissioning of Nuclear Facilities" and "safe storage of spent nuclear fuel" for the following
reasons:
-

The group is subordinated to special laws - the "Law on the Safe Use of Nuclear Energy", "Regulations on
pricing" and adopted by the Council of Ministers - Decrees to raise money to fund "RAW" and "DNF". Pursuant
to the requirements of these laws in the statement of comprehensive income is accrued current expenditure for
outstanding contributions to those funds that are transferred respectively in their budget bills. Following the
principle of "matching of revenues and expenses" of the accounts in the cost of electric power to a regulated
market as defined by the regulator is recognized as an expense in the amount of contributions payable to the
funds "DNF" and "RAW";

-

In connection with the agreements with the European Commission early closure of Units 1 to 4 are contracted
by government funding from external sources for the construction of a dry storage of spent nuclear fuel (SNF) to
cover the salaries and benefits of staff first to the fourth block and other financings;

-

A free transfer of assets has been made from the first and second unit in December 2008 pursuant to Decision №
839 of the Council of Ministers "NPP Kozloduy" DP "RAW" Sofia with activity "decommissioning". At the
date of the financial statements 3 and 4 have the license to operate after the expiry of their license will be
submitted to SE "RAW".

Pursuant to the requirements of the special laws of 31 December 2012, when the project for decommissioning be more
expensive than those approved by the Governing Council of IYASE estimates the additional costs are borne by the
person who last nuclear facility operators (in the case The group). As at the date of approval of these financial statements
no clear national strategy for the removal of nuclear facilities and an assessment of the estimated cost of the project by
the Fund IYASE, the Group can not reliably measure the obligation and has not recognized a provision of 31 December
2011. In addition, since it is made a national long-term strategy for spent nuclear fuel, the Group can not reliably measure
the obligation in relation to the management of spent nuclear fuel and has not recognized a provision as 31 December
2012 and as at 31 December 2011.
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The Group recognizes a provision for environmental protection, for recultivation, suprassing the greenhouse gas quotas
and others. The determining of the provisions requires the management to make assumption for the expected costs
required to the cover the according liabilities of the Group and the timeframe. As at 31 December 2012 the best
assumption for required provisions is at the amount of BGN 90,598 thousand (2011: BGN 207,764 thousand). Additional
information is disclosed in Note 3.
Employee Retirement Income
Liability for employee benefits at retirement is determined by actuarial valuation. This assessment requires making
assumptions about discount rates, future salary increases, staff turnover and mortality. Due to the long-term nature of the
income of retirement, these estimates are subject to considerable uncertainty. At 31 December 2012, the Group's liability
for employee benefits upon retirement amounted to BGN 87,025 thousand (2011: BGN 76,531 thousand). Additional
information about the income of retirement is provided in Note 33.
Useful lives of property, plant and equipment and intangible assets
Management reviews the useful lives of depreciable assets at each reporting date.
At 31 December 2012 management assesses that the useful lives represent the expected utility of the assets to the Group.
Information about the useful lives of property, plant and equipment has been presented in Note 4.13, and of intangible
assets – in Note 4.14. The carrying amounts are analyzed in notes 12 and 13. Actual results, however, may vary due to
technical obsolescence, particularly relating to software and IT equipment.
Impairment of inventories
The Group recognizes impairment of idle and obsolete inventories to their net realizable value. Management assesses
annually the adequacy of this provision and the cost of inventories are reduced to their estimated net realizable value. At
31 December 2012, the best estimate of the required allowance for inventories amounted to BGN 10,821 thousand (2011:
BGN 18,507 thousand). Additional information is provided in Note 24.
5. Business Combinations
5.1 Establishment of TPP (9 and 10)
"TPP Maritza East 2 (9 and 10)" EAD is a joint stock company incorporated on 29 September 2012 with a core business
of manufacturing and marketing of electrical and thermal power generation, transmission and distribution of heat energy,
construction and repair work in the area of electricity and district heating and construction of new energy facilities. The
company's capital amounted to BGN 50 thousand divided into 50 000 shares with a nominal value of BGN 1 (one) each.
Headquarters and registered office of the company in Bulgaria, Kovachevo, total. Radnevo, obl. Stara Zagora - PO 6265.
In December 2012 the company filed an application in SEWRC to issue licenses for the production of electricity and
electricity trading. According approved by the Board of Directors of "TPP Maritsa East 2 (9 and 10)" and the Board of
Directors of "TPP Maritza East 2" EAD business plan "TPP Maritza East 2 (9 and 10)" EAD only "trade in electricity
"the first year of licensed activity (2013), the company plans to make a total of 87,600 MWh of electricity at an average
selling price of BGN 78.00 / MWh or the estimated annual turnover of its 'trade in electricity' BGN 6,833 thousand.
5.2 Establishment of NPP Kozloduy - New Builds EAD in 2012
"Kozloduy NPP – New Builds" EAD is a joint stock company incorporated on May 9, 2012 with main activity building
energy blocks of a nuclear power plant, the use of nuclear energy for electricity and heat generation, import and export
of fresh and spent nuclear fuel and sale of electricity - high and medium voltage and heat. The registered capital of the
Company is BGN 2,000,000 , divided into 200,000 ordinary registered shares with voting aloud and nominal value of
BGN 10 each. Headquarters and registered office of the Company in the Republic of Bulgaria, the town of Kozloduy
NPP Kozloduy site, PO Box 3321.
According to the Board of Directors decision of NPP Kozloduy EAD from 10 December 2012 and the Board of
Directors of Bulgarian Energy Holding EAD on January 17, 2013 NPP Kozloduy increases share capital by BGN
12,000,000 through the issue of 1,200,000 ordinary registered shares with voting right and nominal value of BGN 10
each of January 30, 2013.
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5.3 Acquisition of „PFC Beroe – Stara Zagora“ EAD in 2011
A decision under Section 2.2 of the Protocol 22/14.09.2011, Board of Directors of „Maritza East 2“ EAD decided to
redemption by donating 100% of the shares of „PFC Beroe – Stara Zagora“ AD. By agreement of September 14, 2011
NGO „National Fan club Beroe Stara Zagora“ and NGO „Business for Beroe“ ceded unconditionally, immediately and
free of charge, „Maritza East 2“ EAD 50,000 ordinary registered shares with voting aloud and par value of one lev each,
representing 100% of the capital. On 20.09.2011 are endorsed interim certificates held by „Maritza East 2“ EAD shares.
On 27.09.2011 the account of the company in the Commercial Register to the Registry Agency Stara Zagora reflect the
change in ownership, it is listed as the sole shareholder of „PFC Beroe – Stara Zagora“ EAD, „Maritza East 2 „EAD.
Fair market value of „PFC Beroe – Stara Zagora“ AD as the date of acquisition is determined by an independent valuer
appointed after verification of the financial statements and overall financial – accounting club.
Fair market value of the identifiable assets and liabilities of the „PFC Beroe – Stara Zagora“ PLC at the date of
acquisition is negative, amounting to BGN 1,240 thousand.
27 September
2011
BGN’000
Remuneration for the acquisition
Total identifiable net assets at fair value
Gain (Negative goodwill) arising on acquisition

(1,240)
(1,240)

As a result of the acquisition the Group reported the occurrence of negative goodwill amounting to BGN 1,240 thousand
reflected in the consolidated statement of comprehensive income in 2011.

6.

Segment reporting

Management determines to present the following products and services for the Group as operating segments as described
in note 4.6, „electricity“, „natural gas“, „coal“ and „administration.“ These operating segments are monitored by
management, who make strategic decisions based on adjusted operating performance of the segments.
In addition, smaller operating segments that do not pass the quantitative thresholds are united in segment
„administration“ whose activities and main source of revenue services for companies in other segments of the Group.
Information on individual segments can be analyzed for the reporting periods as follows:
2012
Sales revenue from:
- external customers
- other segments
Other operating income
Segment revenues
Changes in finished goods and work in
progress
Work performed by the entity and
capitalised
Cost of natural gas, electricity and
other current assets sold
Cost of materials
Hired services expenses
Depreciation and amortization
Employee benefits expenses
Net impairment of trade receivables
Other operating expenses
Expenses for provisions
Technological losses of natural gas
Segment operating profit from
continuing operations
Segment operating loss from
discontinued operations
Segment assets

Electricity
2012
BGN ‘000

Natural gas
2012
BGN ‘000

Coal
2012
BGN ‘000

Administration
2012
BGN ‘000

Total
2012
BGN ‘000

3,962,731
827,435
67,981
4,858,147

2,233,541
62,100
9,070
2,304,711

242,967
256,546
6,064
505,577

2,932
559,787
3,110
565,829

6,442,171
1,705,868
86,225
8,234,264

(3,304)

377

14,952

-

12,025

25,699

73

5,959

-

31,731

(2,510,300)
(484,319)
(240,169)
(420,854)
(455,838)
682
(720,999)
225
-

(1,956,397)
(5,407)
(14,869)
(51,385)
(41,548)
(11,699)
(11,817)
(209,718)

(145,305)
(54,400)
(67,504)
(218,596)
(19,152)
(13,090)
-

(461)
(8,701)
(3,425)
(3,853)
(307,318)
(1,315)
-

(4,466,697)
(635,492)
(318,139)
(543,168)
(719,835)
(318,335)
(753,283)
(12,865)
(209,718)

48,970

2,321

8,441

240,756

300,488

(46,307)

-

-

-

(46,307)

11,150,945

2,708,777

1,106,369

3,096,076

18,062,167
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2011

Sales revenue from:
- external customers
- other segments
Other operating income
Segment revenues
Changes in finished goods and work in
progress
Work performed by the entity and capitalised
Cost of natural gas, electricity and other
current assets sold
Cost of materials
Hired services expenses
Depreciation and amortization
Employee benefits expenses
Net impairment of trade receivables
Other operating expenses
Expenses for provisions
Technological losses of natural gas
Segment operating profit from continuing
operations
Segment operating loss from discontinued
operations
Segment assets

Electricity
2011
BGN ‘000

Natural gas
2011
BGN ‘000

Coal
2011
BGN ‘000

Administration
2011
BGN ‘000

Total
2011
BGN ‘000

3, 982, 027
910, 709
86 ,779

1, 937, 226
68, 915
10, 653

246, 058
300, 801
5, 584

2, 855
234, 215
1, 224

6 ,168, 166
1, 514 ,640
104, 240

4, 979, 515

2, 016, 794

552, 443

238 ,294

7, 787, 046

(2, 653)
58 ,980

283
40

3, 729
5, 050

-

1, 359
64 ,070

(2, 586, 110)
(549, 568)
(233 ,888)
(385 ,955)
(416, 192)
(10,742)
(417,114)
(30, 100)
-

(1, 674 473)
(4, 980)
(18, 896)
(49 ,159)
(34, 035)
(6 ,759)
(6, 621)
(163, 132)

(128, 625)
(53, 241)
(98 ,867)
(209, 258)
(22, 798)
(24, 450)
-

(469)
(5, 493)
(3, 697)
(3, 215)
(56, 765)
(1, 375)
-

(4, 260, 583)
(683, 642)
(311, 518)
(537 ,678)
(662, 700)
(74, 266)
(447 ,908)
(54 ,550)
(163, 132)

406 ,173

59, 062

23, 983

167 ,280

656, 498

(89,275)

-

-

-

(89,275)

9, 922 ,278

2, 192, 209

782 ,604

2, 953, 517

15 ,850, 608

Total revenue, operating profit and assets of the individual segments are reconciled to the corresponding items in the
consolidated financial statements of the Group as follows:

Revenues
Total segment revenues
Eliminated intersegment revenues
Group revenues

Profit
Segment operating profit
Elimination of intersegment profits
Group operating profit
Share of profit from equity accounted investments
Finance income
Finance costs
Group profit before tax from continuing operations
Group loss before tax from discontinued operations

Assets
Total segment assets
Consolidation
Group assets

2012
BGN’000

2011
BGN’000

8,234,264
(1,725,000)
6,509,264

7,787,046
(1,689,415)
6,097,631

300,488

656,498

(244,901)
55,587
31,262
(87,608)
64,742
63,983
(46,307)

(213,190)
443,308
29,387
(115,543)
28,343
385,495
(89,275)

18,062,167
(3,572,830)
14,489,337

15,850,608
(3,061,658)
12,788,950
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7.

Revenue from sales

2012
BGN’000
3,285,015

Revenue from sale of electricity
Revenue from sale of natural gas
Revenue from sale of coal

1,609,516
237,498

Revenue from other sales, including:
income from the supplement to the transfer price for green energy
income from the supplement to the transfer price for high efficiency
congeneration
income from transfer charges
income from access fees
income from connections to mains supply
income from “Water-supply” service

reactive energy income
other sales income

8.

298,886
135,862

1,144,253
141,896

272,716
1,694
6,339

106,222
548,819
328,072
1,726
3,962

21,364
12,298

5,107
8,449

6,446,054

6,011,438

564,866

Other operating income

Income from financing (Note 31)
Income from penalties for late payments to customers
Income from the sale of greenhouse gas emissions
Income from penalties under contracts
Income from sale of current assets
Income from insurance payments
Income from rent
Gain on sale of property, plant and equipment
Other income

9.

1,314,025

2011
BGN’000
3,000,287
1,624,538
242,360

2012
BGN’000

2011
BGN’000

12,896
3,599
13,670
899
3,300
1,737
736
26,373

14,787
7,030
2,828
31,294
6,994
4,146
660
1,720
16,734

63,210

86,193

Carrying amount of the natural gas, the electricity and other current assets sold
2012
BGN’000

Electricity
Natural Gas
Other current assets

2011
BGN’000

(1,863,336)
(1,895,868)
(1,172)

(1,740,018)
(1,608,642)
(6,352)

(3,760,376)

(3,355,012)
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10.

Cost of materials
2012
BGN’000

Fuel
Spare parts
Limestone
Electricity
Other materials and raw materials

11.

(171,664)
(68,672)
(12,945)
(2,815)
(42,632)
(298,728)

2011
BGN’000
(184,125)
(62,670)
(15,749)
(1,978)
(56,383)
(320,905)

Hired services expenses

Renovations
Insurance services
Transportation services
Security
Consulting Services
Concession fees and licenses
Rent
Communication services
Other

2012
BGN’000

2011
BGN’000

(85,918)
(67,450)
(16,781)
(26,904)
(17,794)
(20,341)
(2,157)
(364)
(40,565)

(76,827)
(64,289)
(19,750)
(24,507)
(5,581)
(23,507)
(2,785)
(3,387)
(49,903)

(278,274)

(270,536)

Remuneration for audit services
These consolidated financial statements have been audited by Grant Thornton Ltd, a specialized audit firm and its
manager and registered auditor Mariy Apostolov. The remuneration of the registered auditor is for an independent
financial audit of the consolidated financial statements of the Group. During the year the registered auditor has provided
no other services. This disclosure is in compliance with the requirements of Art. 38, Para. 5 of the Accountancy Act.

12.

Employee benefits expenses
2012
BGN’000

Remuneration
Social security
Social costs
Liabilities for retirement benefits (Note 32
Cost of annual leave and social security on it

(478,410)
(162,855)
(59,457)
(16,817)
(2,296)
(719,835)

2011
BGN’000
(452,874)
(115,844)
(78,994)
(13,130)
(1,858)
(662,700)

35
F-141

Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2012
13.

Other operating expenses
2012
BGN’000

Green energy expenses
High-efficiency cogeneration expenses
Contributions to The Decommissioning of Nuclear Facilities Fund and The
RAW Fund
Supplement for stranded costs
Food and work clothing
Impairment of machinery and equipment
Business trips
Expenses for local taxes and fees
Fines and penalties
Waste of inventories and property, plant and equipment
Impairment of inventories
Education and training
Expenses for one-off taxes
Writtenoff trade receivables
Other

2011
BGN’000

(367,091)
(162,018)

(182,952)
(99,959)

(84,580)
(57,228)
(12,782)
(6,536)
(3,603)
(3,982)
(2,345)
(2,522)
(2,738)
(1,116)
(594)
(25,371)
(732,506)

(87,665)
(12,076)
(1,397)
(4,787)
(4,417)
(10,262)
(2,829)
(6,747)
(1,569)
(2,375)
(18)
(19,932)
(436,985)

Contributions to the Decommissioning of Nuclear Facilities Fund and the RAW Fund
According to the regulations for the assessment, collection, spending and control of resources as well as the amount of
contributions to the Decommissioning of nuclear facilities Fund and the RAW Fund, adopted by the Council of
Ministers, Kozloduy NPP make contributions to the budget accounts of the funds. Contribution shall be determined in
accordance with rules set out in the regulations. Contributions are recognized as an expense and participate as pricing
element in determining the price of electricity generated by Kozloduy NPP for a regulated market.

14.

Finance income

Interest income on receivable s from Toplofikatsia Sofia EAD
Impairment of interest income on receivables from Toplofikacia Sofia EAD
Interest income on bank deposits
Interest income on bank accounts
Effect of discounting financial assets
Other interest income on financial instruments measured at amortized cost
Total interest income of financial instruments, not measured at fair value in
profit or loss
Foreign exchange rates differences, net
Interest income from government securities
Profit from sale of government securities
Others

2012
BGN’000

2011
BGN’000

3,465
(3,465)
13,347
5,113
12,200

2,706
(1,104)
14,964
5,615
4,655

4,068

1,507

34,728

28,343

28,390
249
1,262
113
64,742

28,343
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15.

Finance costs

Interest expense on loans, carried at amortized cost
Finance lease interest expenses
Total interest expense of financial instruments, not carried at fair value in
profit or loss
Loss from a change in the fair value of a finance derivative
Interest expense as per actuarial valuations (Note 32)
Interest expense for taxes, fees and state claims
Bank fees
Foreign currency exchange rates differences, net

2012
BGN ‘000
(50, 072)
(123)

2011
BGN ‘000
(80,410)
(267)

(50,195)

(80,677)

(31,711)
(5,043)
(20)
(639)
(87,608)

(4,666)
(554)
(507)
(29,139)
(115,543)

16. Income tax expense
The estimated cost for income tax based on the 10% tax rate applicable in Bulgaria (2011: 10%), and the actual tax
expense recognized in the profit or loss can be reconciled as follows:
2012
2011
BGN’000
BGN’000
Accounting profit from continuing operations
Accounting loss from discontinued operations
Accounting profit before tax
Tax rate
Expected tax expense

63,983
(46,307)
17,676
10%
(1,768)

385,495
(89,275)
296,220
10%
(29,622)

Tax effect of:
Increases of the financial result for tax purposes
Decreases of the financial result for tax purposes
Current income tax expense

(99,413)
65,949
(35,232)

(111,305)
84,974
(55,953)

Deferred tax income:
Origination and reversal of temporary differences
Income tax expenses

6,760
(28,472)

23,189
(32,764)

(199,130)

16

Deferred tax (expense) / income recognized
in the other comprehensive income

Note 23 provides information on deferred tax assets and liabilities, including amounts recognized directly in the other
comprehensive income.
17. Loss / earnings per share and dividends
17.1 Loss / earnings per share
The basic loss / earnings per share is calculated using the net profit/loss, attributable to shareholders as a numerator. The
weighted average number of shares used for calculation of the basic earnings/loss per share as well as the net profit/loss,
attributable to the holders of ordinary shares are represented as follows:

(Loss) / profit attributable to shareholders (in BGN)
Weighted average number of shares
(Loss) / earnings per share (in BGN per share)

2012

2011

(10,796,000)
2,612,003,862
(0.004)

263,456,000
2,609,138,227
0.101
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17.2. Dividends paid
Distribution of profits shall be decided by the General Assembly (the sole shareholder of the capital) using the individual
financial statements of the parent company- BEH EAD as a basis. Dividends are determined annually by the State
Budget Act. Distribution of profits shall be made in the following order:
- At least 10% of the profit is allocated to the "Reserves Fund";
- Upon a proposal by the Board of Directorsa partial allocation of the profit, attributable to certain funds of the Company
could be made ;
- Divdends are paid from the rest of the profit.
For 2012, in accordance with Decree № 1 of 9 January 2013 on the implementation of the State Budget of the Republic
of Bulgaria for 2013 companies with state participation in the capital (excluding hospitals assistance) should distribute
dividends amounting to 80% of the profit after tax for the 2012 financial year, after deducting allowances for the
"Reserve Fund". In 2012, the management of the Bulgarian Energy Holding EAD expectsdistribution of dividends for the
total amount of BGN 205.846 thousand (BGN 0.08 per share). Since the distribution of dividends by BEH requires the
decision of the sole shareholder , an obligation for dividend payments has not been recognized in the consolidated
financial statements as of 31 December 2012.
In accordance with Decree № 367 of 29 December 2011 on the implementation of the State Budget of the Republic of
Bulgaria for 2011, BEH EAD has distributed dividends amounting to 80% of the profit after tax for the financial year
2011, after deducting allowances for the "Reserves Fund". BEH EAD has transferred to the state the retained earnings as
of 31 December 2011 as a dividend , in accordance to the Decree.
In 2012, Bulgarian Energy Holding EAD has paid dividends totaling BGN 140,675 thousand (2011: BGN 83,012
thousand ).
18. Property, plant and equipment

Carrying amount:
Balance as at 1 January 2012

Land and
buildings

Plant and
equipment

BGN’000

BGN’000

Vehicles

Fixtures and
fittings

Acquisition
costs

Total

BGN’000

BGN’000

BGN’000

BGN’000

883,466
21,941
(145,244)
(8,785)

9,208,615
13,906
(1,891,586)
284,816

98,570
189
(40,803)
3,328

67,909
470
(1,858)
1,216

2,806,698
366,701
(2,124)
(280,575)

13,065,258
403,207
(2,081,615)
-

Impairment

(19,340)
185,130
(3,976)

(146,228)
881,212
(6,408)

(195)
4,959
(288)

(347)
388
-

(20,570)
-

(186,680)
1,071,689
(10,672)

Balance as at 31 December 2012

913,192

8,344,327

65,760

67,778

2,870,130

12,261,187

(203,547)
(21,995)

(2,831,444)
(505,305)

(59,413)
(9,496)

(52,562)
(2,696)

(946)
-

(3,147,912)
(539,492)

Disposals
Elimination of depreciation on
revaluation
Transfer to assets classified as held
for distribution to owners

109,035

1,246,437

10,975

1,855

946

1,369,248

51,082

1,617,302

40,730

-

-

1,709,114

19,259

141,596

109

337

-

161,301

Balance as at December 31, 2012:

(46,166)

(331,414)

(17,095)

(53,066)

-

(447,741)

Carrying amount as at
31 December 2012

867,026

8,012,913

48,665

14,712

2,870,130

11,813,446

Additions
Disposals
Transfer
Transfer to assets classified as held
for distribution to owners
Revaluation

Accumulated depreciation:
Balance as at 1 January 2012
Depreciation charge
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Carrying amount:
Balance as at 1 January 2011
Additions
Reclassified from inventories
Transfer to intangible assets
Disposals
Balance as at 31 December 2011

Land and
buildings

Plant and
equipment

BGN’000

BGN’000

860,605
7,732
-

Vehicles

Furniture and
fixtures

Acquisition
costs

Total

BGN’000

BGN’000

BGN’000

BGN’000

8,727,395
21,384
22,121

95,591
1,660
-

67,829
463
-

2,768,312
543,137
-

12,519,732
574,376
22,121

16,519
(1,390)
883,466

479,301
(41,586)
9,208,615

4,580
(3,261)
98,570

1,262
(1,645)
67,909

(501,901)
(2,850)
2,806,698

(239)
(50,732)
13,065,258

(180,781)
(22,885)
(2)
121
(203,547)

(2,364,293)
(493,842)
26,691
(2,831,444)

(47,841)
(12,551)
979
(59,413)

(46,471)
(6,795)
704
(52,562)

(946)
(946)

(2,640,332)
(536,073)
(2)
(28,495)
(3,147,912)

679,919

6,377,171

39,157

15,347

2,805,752

9,917,346

Accumulated depreciation:
Balance as at 1 January 2011
Depreciation charge
Transfer to intangible assets
Disposals
Balance as at 31 December 2011

Carrying amount as at 31
December 2011

Property, plant and equipment include Kozloduy NPP, TPP Maritsa East 2EAD, Mini Maritsa Iztok EAD, highway and
transit pipelines, underground gas storage facility Chiren, owned by Bulgartransgaz EAD, as well as the electricity
network, HPP and PSHPP, owned by NEC EAD.
Financial leasing
The carrying value of the acquired property, plant and equipment under finance leases as at 31/12/2012 is BGN 11,182
thousand (2011: BGN 4,551 thousand)
Acquisition costs
Property, plant and equipment costs are mainly related to:
- the construction of Belene NPP, HPP "Tsankov Kamak" and other projects. On 05.02.2013, the Directorate of the
National Construction Control of the Ministry of Regional Development and Public Works, has been granted
permission to № ST-05-209/05.02.2013, the construction of HPP "Tsankov Kamak." Assets under construction
related to HPP "Tsankov Kamak" are capitalized in February 2013;
-

Accumulated costs associated with flue gas desulphurization plant (FGD) of Unit 5 and Unit 6, build a facility for
the treatment of FGD gypsum 1-6 (IOG block 1 block 6) system IOG and construction of landfill rehabilitation
block 5 and block 7 and rehabilitation of CPS and pipelines of Maritsa East 2 EAD;

-

Accumulated costs related to the rehabilitation of mining diggers in Mini Maritsa Iztok EAD

-

Accumulated costs associated with the construction of a dry storage of spent nuclear fuel and projects related to
preparation for the decommissioning of reactors 3 and 4, financed by the International Fund for support of the
decommissioning of Units 1-4 of NPP "Kozloduy "administered by the European Bank for Reconstruction and
Development, a project to build a hydroelectric plant on the hot channel 1 NPP" Kozloduy ", projects to improve
production efficiency in NPP" Kozloduy ", feasibility study for the construction of new nuclear power of NPP
"Kozloduy"

-

Accumulated costs associated with the construction of hydropower plants Kozloduy;

-

Accumulated costs associated with the construction of a pipeline to transport natural gas from the Caspian and
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Central Asian region to central Europe via Turkey, Bulgaria, Romania, Hungary and Austria (pipeline
"Nabucco");
-

Accumulated costs associated with the construction of a pipeline Dobrich - Silistra Silistra AGDS and
interconnection Bulgaria - Romania (Ruse - Giurgiu);

-

Costs incurred in connection with the construction of fiber optic cable lines in BULGARTEL EAD

Belene NPP project
Construction project for the construction of NPP "Belene" started in 1981. In 1991, the financing of the project is
stopped.
In May 2004, the Government of the Republic of Bulgaria decided to continue the construction works of a second
nuclear power plant Belene, on 7 April 2005 in accordance with Art. 45 of the Act on the Safe Use of Nuclear Energy,
took a final decision on the construction of NPP "Belene".
On 30 October 2006 NEC officially announced contractor ZAO "ASE" with version A92 for the construction of two
1,000 megawatt units with light water reactors at the Belene site.
On November 29, 2006 in Sofia ZAO "ASE", and NEC have signed for the construction of NPP "Belene".
As of December 31, 2012 the cost to the Belene NPP project included in the balance of assets under construction
amounted NA1, BGN 301,475 thousand (31.12.2011: BGN 1,243,244 thousand). Related to Belene project and property,
plant and equipment with a carrying amount of EUR 95,927 thousand to December 31, 2012
As of December 31, 2012 activities invoiced by ZAO "ASE" for producing equipment with a long production cycle in
the amount of BGN 202,522 thousand (31 December 2011 - BGN 201,045 thousand) are led by NEC as sheet items as
the Group considers that the ownership of the equipment with a long production cycle and the associated benefits and
risks will be transferred to the NEC at the time the equipment is located on the territory of Bulgaria.
On 29 March 2012 the Government of the Republic of Bulgaria took a final decision to stop building nuclear power
plants on the site "Belene". By judgment of 27 February 2013 41st National Assembly supported the government's
decision to stop the project for construction of a new nuclear power plant "Belene" and insist on its final termination.
Based on the above facts, the Group believes that at December 31, 2012 there is considerable uncertainty about the future
realization of the project, its recoverable amount and the probable cash outflows that would be payable upon termination
of the contractual relationship between the NEC and ZAO "ASE". In Note 38 Commitments and contingent liabilities are
disclosed lawsuits related to the termination of the project.
Revaluation of property, plant and equipment
Bulgarian Energy Holding EAD
Bulgarian Energy Holding EAD is a revaluation of property, plant and equipment. The revaluation was carried out based
on an assessment of their fair value by an independent licensed appraiser ASA Consult EOOD. The effective date of the
revaluation was 31 December 2012
Basic methods applied in determining the fair values of the assets are as follows:




Assessment of land used Method of market comparisons, the method of the residual value and the method of
compensation, the method of analysis by category and location, each of them is used for a specified weighting. In the
method of market comparisons (recorded with the greatest weight in determining the final price) due to stagnant real
estate market for the assessment, the asking prices for comparable plots, adjusted for specific characteristics
(location, size, access, infrastructure) and the market illiquidity;
Assessment of the buildings are depreciated cost method used to create (derive the fair value based on cost of
construction of such a facility at the valuation date, adjusted to take account of the actual condition of the assessed
buildings) method of the gross rent multiplier (variation of the income method) and the method of the comparative
value, and each of them is used for a specified weight coefficient.

Maritsa East 2 EAD
December 31, 2012 is an evaluation of the fair values of property, plant and equipment owned Maritsa East 2 EAD.
Assessment is performed by an independent certified appraiser. Fair values are determined based on the market value in
terms of continuous use. As assets under assessment are mainly specialized, ie for them there is no real developed an
active market, the main approach used to estimate an expense by the "depreciated replacement cost".
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Bulgargaz EAD
Based on actual market transactions, adjusted for specific conditions relating to assets, Bulgargaz has evaluated the fair
value of all its assets to 31.12.2012 The results of these tests and evaluations show no significant fluctuations in the
market values of assets owned by the Company and therefore does not require subsequent adjustments to the carrying
amounts of the assets.
Mini Maritza Iztok EAD
The massive buildings, machinery and equipment, spare parts, trucks and special vehicles of the Company were revalued
as of 31/12/2012 independent appraiser. Assessment is made of Commerce Engineering Consult - 99 LTD. For the
assessment approach was applied costs for the assessment of building method has been applied to the real value, and the
evaluation of plant and railway transport method has been applied to a new replacement (replacement) value. For land
from which coal is mined with carrying amount 14,289 thousand is used methodology that takes into account the
specificity of these lands and is directly related to assessment methodology applied by the Company. The carrying value
of the remaining land in the amount of 6,299 thousand has been confirmed based on comparisons of properties with
similar characteristics in the area of objects.
Bulgartransgaz EAD
As of 31.12.2012 a revaluation of property, plant and equipment owned Bulgartransgaz based on a report by a licensed
appraiser. The evaluation was carried out in accordance with the Law on Independent evaluators standards for business
valuation and current at the date of the report applicable legislation in Bulgaria.
Assessment methods used by the licensed appraiser are:
• Assessment of buildings - the value of the property is determined is determined by the relationship between
construction costs, income and market. Mainly due to the specialized nature of the buildings used method of depreciated
replacement value;
• Valuation of land - are used two approaches:
- For lots for which reliable data available on the use of market comparables, used the so-called method of market
analogues;
- For the majority of the lots serving this business of the Company, which are associated with the occurrence of
certain easements approach was applied based on initial prices of agricultural land, depending on the category of
the land, with the introduction of adjustments that take into account: the change of land use of the land use,
availability of additional infrastructure, location, specific characteristics of the activity for which they are intended
properties and opportunities for marketing.
• Evaluation of plant and equipment - due to the specialized nature, configuration and uniqueness of plant and equipment
owned by the Company and the absence of market evidence and analogues methods are depreciated replacement value;
• Assessment of specialized vehicles - supplied a method of market analogs and methods of cost.
NEC EAD
December 31, 2012 is an evaluation of the fair values of property, plant and equipment owned by NEC in accordance
with the applied revaluation model for subsequent measurement. Groups are revalued property, plant and equipment in
accordance with the accounting policies of the Group. Assessment is performed by independent licensed appraisers. The
methods used in estimating the fair value of property, plant and equipment are: a method of real value for buildings based
on comparative sales of land and amortized replacement cost for other plant and equipment.
Kozloduy NPP
Groups of items of property, plant and equipment were revalued as of 31 December 2012 independent appraiser. The fair
value of land and buildings are determined using the real value comparison method based on actual market transactions,
adjusted for specific conditions relating to the assets and the income method. The fair value of plant and equipment are
determined as the depreciated replacement value, depending on the physical and moral life of the assets.
The specifics of the Group's assets and dynamic economic environment in the energy sector could lead to variations in
the assumptions used and judgments in determining the fair value.
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Advances provided under contracts for the construction of property, plant and equipment
Advance payments on contracts for the construction of NPP "Belene" rehabilitation of the transmission network and
other capital projects will be BGN 193,386 thousand lev (31 December 2011: BGN 192,759 thousand).
State property public assets
As at December 31, 2012 property, plant and equipment include assets with a carrying value of BGN 77,433 thousand
(2011: BGN 78.277 thousand ) which were declared state property under the Water Act. The Act provides for the
separate management of such assets by entities with a hundred percent public ownership or legal entities with joint state
and municipal participation, in which the state has a majority share. At the date of these consolidated financial statements
are not taken concrete action by the Bulgarian authorities on the future ownership and operation of these assets.
With the amendment of the Water Act, in August 2010, reservoir "Tsankov Kamak" was declared state property. As of
31 December 2012 the value of Tsankov Kamak included in assets under construction is BGN 983,680 thousand (31
December 2011: BGN 975,596 thousand ) Based on internal analysis, management believes that the value of assets of
Tsankov Kamak , that will fall under the regulation of the law is BGN 814,177 thousand (2011 – BGN 803,127
thousand).
Assets with uncertain property
December 31, 2012 for land and buildings with a carrying amount of BGN 19,894 thousand (31.12.2011: BGN 18,575
thousand) a procedure for issuing acts of state property.
Collateral for loans received from NEC EAD
Collateral for export and commercial loans from ING Bank NV - The Netherlands has a mortgage on land and buildings
of HPP Studen well, HPP and HPP Ivaylovgrad Kardzhali (cascade "Dolna Arda") with a carrying value of BGN 16,322
thousand (2011: BGN 15,693 thousand). Set are all current and future assets, including machinery and equipment, part of
the cascade "Dolna Arda" in favor of ING Bank N.V.
Collateral contracts for commercial loans from banks Credit Suisse First Boston and Bank Austria Creditanstalt are
mortgaged assets associated with Hydro "Tsankov Kamak" with book value of BGN 171,068 thousand pledged all
present and future equipment acquired by NEC on the construction and operation of hydropower, diversion canal,
penstock, vodozemno facility, lower vada and all other equipment forming HPP "Tsankov kamak" in favor of the
creditor banks of the project.
Capitalised borrowing costs
In 2012, the Group has capitalized borrowing costs on qualifying assets of BGN 140 thousand (2011: BGN 930
thousand)
Payables for purchase of energy facilities
Under the Energy Act in force from 01.01.2003 NEC EAD has the obligation to buy energy facilities and equipment
which forms part of the transmission network, but owned by third parties. Obligations for capital investment resulting
from the requirements of the Energy Act see Note 37.
Capitalized spare parts
In 2011, the Group has reviewed the inventories and found significant spare parts worth BGN 27,657 thousand who meet
the criteria for capitalization as a result of which they are capitalized in machinery and equipment.
Other disclosures
In 2011, company Maritsa Iztok EAD has changed its accounting estimate of the useful life of some buildings and
machinery. The effect of the change in the useful life of increase in annual depreciation expense for buildings and
machinery BGN 17,530 thousand per year.
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19. Intangible assets
Software
BGN’000
Carrying amount:
Balance as at 1 January 2012
Additions
Disposals
Transfer of assets classified as
held for distribution to owners
Balance as at 31 December
2012

Amortization:
Balance as at 1 January 2012:
Amortization
Disposals
Transfer of assets classified as
held for distribution to owners
Balance as at 31 December
2012
Carrying amount as at 31
December 2012

Patents and
licenses
BGN’000

Other
intangible
assets
BGN’000

Development
costs

Concession

Total

BGN’000

BGN’000

BGN’000

54,771
5,237
(622)

12,968
325
(86)

89,054
4,643
(62)

46,285
(7)

2,954
19
(61)

206,032
10,224
(838)

(192)

(47)

-

(1,322)

-

(1,561)

59,194

13,160

93,635

44,956

2,912

213,857

(44,756)
(4,810)
469

(9,843)
(896)
100

(82,279)
(1,382)
9

(43,229)
(522)
7

(2,475)
(153)
-

(182,582)
(7,763)
585

160

47

-

1,322

-

1.529

(48,937)

(10,592)

(83,652)

(42,422)

(2,628)

(188,231)

10,257

2,568

9,983

2,534

284

25,626

Impairment of intangible assets
The Group has performed an impairment review of intangible assets as at 31 December 2012. No indications
have been found that the carrying amount of the assets exceeds their recoverable amount and as a result, an
impairment loss has not been recognized in the consolidated financial statements.
Software
BGN’000
Carrying amount:
Balanceas at 1 January 2011
Additions
Transferred from property, plant
and equipment
Disposals
Balance as at 31 December
2011

Amortization:
Balance as at 1 January 2011
Amortization
Transferred from property, plant
and equipment
Disposals
Balance as at 31 December
2011
Carrying value as at 31
December 2011.

atents and
licenses
BGN’000

Other
intangible
assets
BGN’000

Development
costs

Concession

Total

BGN’000

BGN’000

BGN’000

54,486
2,743

14,480
51

97,285
2,708

71,105
3

2,927
-

240,283
5,505

133
(2,591)

39
(1,602)

1
(10,940)

(24,823)

66
(39)

239
(39,995)

54,771

12,968

89,054

46,285

2,954

206,302

(43,078)
(4,041)

(10,363)
(1,081)

(92,000)
(1,219)

(67,507)
(530)

(2,330)
(164)

(215,278)
(7,035)

2,363

1,601

10,940

24,808

2
17

2
39,729

(44,756)

(9,843)

(82,279)

(43,229)

(2,475)

(182,582)

10,015

3,125

6,775

3,056

479

23,450
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20. Investments in associates and joint ventures

Countl-y of
incorporation

Share

2012

2011

BGN'OOO
Value of
investments

BGN' OOO
Value of
investments

Share

Joint ventures
ICGBAD
Nabucco Gas Pipeline
International
South Stream Bulgaria AD
Trans Balkan Electric Power
Trading C.A.- NECO S.A.

Bulgaria
Austria
Bulgaria

50%

4,040

50%

3,762

17.38%
50%

4, 166
4, 773

16.67%
50%

2, 103
3, 156

4, 542

50%

4, 271
13, 292

27%
27%
48 .08%
34%
30%

81 , 916
1, 299
26, 229
9, 358

Greece

50%

17, 521
Associates
ContomGlobal Maritsa East 3
AD
Contom Operations Bulgaria AD
ZADEnergy
POD Allianz Bulgaria AD
HEC "GornaArda" AD

Bulgaria

27%
27%
48.08%
34%
30%

Bulgaria
Bulgaria
Bulgaria
Bulgaria

87, 485
1, 399
27, 545
11 , 427
1, 480

129, 336
Other investments
Ecological operation of fuels and
energetic oils OOD
Bultehash OOD
Zeus Holding

Bulgaria

69.90%
67%
4%

Bulgaria
Bulgaria

3
2
5

146 ,862

118, 802

69.90%
67%
4%

3
2
5

132,099

ICGBAD
The Group owns 50% of the shares in ICGB AD, whose main activity is related to the development, design, financing,
management, constmction, operation, maintenance and potential expansion of the 1GB pipeline.
Nabucco Gas Pipeline International (Nabucco Gas Pipeline International)
As of31 December 2012 the Group holds 17.38% (2011: 16.67%) of the capital ofNabucco Gas Pipeline International,
jointly controlled company whose main business consists mainly of research, design and operation of the Nabucco
pipeline. In 2012, the Group has paid 17,602 thousand to increase the capital and increased its stake to 0.71 %.
South Stream Bulgaria AD
The group owns 50% stake in South Stream Bulgaria AD, whose main activity is related to the design, development,
financing, constmction and operation of the pipeline system on the ten·itory of Bulgaria Republina, pati of the crossborder pipeline system.
Trans Balk.an Electric Power Trading SA - NECO S.A.
The Group owns 50% of the capital ofNECO SA, jointly controlled company whose main business consists mainly of
electricity trading and constmction and reconstmction of power plants.
Investments in associates and jointly controlled entities at·e accounted for using the equity method. The date of the
financial statements of associates and j ointly controlled entities is 31 December. All transfers of funds to the Group, as
the payment of dividends is can·ied out after the approval of at least 51% of all shat·eholders in associated companies.
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ContourGlobal Maritsa East 3 AD
The Group owns 27% of the capital of the thermal power plant (TPP) ContourGlobal Maritsa East 3, whose main activity
consists mainly of production, distribution and sale of electricity and heat energy.
By decision of the General Meeting of 28 July 2011, in connection with a change of the majority shareholder, has
changed the name of the "Enel Maritsa Iztok 3" AD to "ContourGlobal Maritsa Iztok 3" AD
With a protocol of the General Meeting of Shareholders of ContourGlobal Maritsa East 3 AD dated 28 July 2011 a
decision was taken to reduce the share capital from BGN 265,944 thousand to BGN 204,776 thousand through reduction
of the nominal value of shares from BGN 100 to BGN 77. The decrease of NEC EAD’s investment ContourGlobal
Maritsa East 3 AD was made by offsetting reciprocal obligations of NEC in the amount of BGN 16,516 thousand. NEC
EAD’s share of the capital of Contour Global Maritsa East 3 AD remains unchanged (27%).
Contour Global Operations Bulgaria AD
Group by NEC EAD owns 27% of the capital of Contour Global Operations Bulgaria AD, whose main activity consists
mainly of operation and maintenance of TPP Contour Global Maritsa East 3 AD.
ZAD Energy
The group holds 48.08% of the share capital of ZAD Energy ,which occurs mainly insurance.
POD Allianz Bulgaria AD
The Group owns 34% of the share capital of Allianz Bulgaria AD, which is basically insurance.
Hydro Energy Company "Gorna Arda" AD
The Group owns 30% of the capital of HEC "Gorna Arda" AD, which is registered to assess, design and planning of the
construction of the cascade "Gorna Arda", including the construction of hydroelectric power plants with a total capacity
of approximately 160 megawatts, providing financing and construction of cascade "Gorna Arda" and the exercise of the
rights to operate the facility (after obtaining the appropriate licenses and permits).
At the General Meeting of Shareholders of HEC "Gorna Arda" AD, held on 11 June 2012, a decision was taken to
increase the capital of the Company from BGN 2,330 thousand to BGN 21,888 thousand through the issue of 195,580
ordinary shares with right to vote and nominal value of BGN 100 each. On 19 June 2012 NEC EAD imported twenty five
percent of the shares issued in the amount of BGN 1,467 thousand.
Ecological operation of fuels and essential oils OOD
The Group owns 69.9% of the capital of Ecological operation of fuels and essential oils OOD, which performs
fundamental research in material natural energy: gas, coal, petroleum derivatives, their input and operational control, and
environmental exploitation. The carrying amount of the investment at 31 December 2012 is BGN 3 thousand (2011:
BGN 3 thousand). Ecological operation of fuels and essential oils OOD does not perform any activities and there are
negotiations being led between the partners for the company's termination.
"Bultehash" OOD
"Bultehash" OOD is in liquidation and the investment has been impaired.
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Summarized financial information of associates and jointly controlled entities:
The table summarizes financial information on the basis of the financial statements of associates and jointly controlled
entities of the Group as of 31.December 2012 and 31 December 2011.

Total assets

Total
liabilities

Incomes

Net profit /
(loss)

Net profit / (loss)
attributable to the
group

BGN’000

BGN’000

BGN’000

BGN’000

BGN’000

1,260,427

936,407

418,153

121,199

32,724

Contour Operations Bulgaria AD

11,446

6,263

29,004

5,121

1, 383

ZAD Energy

95,171

35, 631

57,646

23,405

9, 998

POD Allianz Bulgaria AD

35,144

1,535

20,848

14,093

4 ,792

20, 037

435

-

(1,228)

12

40,994

31,909

74,054

542

271

31 December 2012
ContourGlobal Maritsa East 3 AD

"HEC Gorna Arda" AD
Trans Balkan Electric Power Trading
SA - NECO S.A.

8,308

228

-

Nabucco Gas Pipeline International

42,814

18,844

1,468

South Stream Bulgaria AD

10,054

508

-

(4,529)

(2,265)

1,524,395

1,031,760

601,173

70,690

31, 262

ICGB AD

(227)
(87,686)

(114)
(15,539)

Incomes

Net profit /
(loss)

Net profit /
(loss)
attributable to
the group

BGN’000

BGN’000

BGN’000

BGN’000

944,788

472,000

94,412

25,457

Total assets

Total
liabilities

BGN’000

1,248,180

31 December 2011
ContourGlobal Maritsa East 3 AD
Contour Operations Bulgaria AD

10,369

5,557

28,001

4,736

1,279

ZAD Energy

91,974

37,306

56,230

23,714

11,314

Allianz Bulgaria AD

28,859

1,335

16,655

9,109

3,089

1,297

25

-

(45)

-

33,505

24,962

82,233,

5,283

2,642

7,647

123

-

(299)

(150)

34,902

22,251

899

(80,918)

(13,489)

6,528

217

-

(1,511)

(756)

1,463,261

1,036,564

656,018

54,481

29,387

"HEC Gorna Arda" AD
Trans Balkan Electric Power Trading SA
- NECO S.A.
ICGB AD
Nabucco Gas Pipeline International
South Stream Bulgaria AD
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21. Trade and other receivables

Trade and other receivables - non-current part
Trade receivables, gross
Accumulated impairment
Trade receivables, net
Advances to suppliers

Trade and other receivables - current part
Trade receivables, gross
Accumulated impairment
Trade receivables, net
Interest receivable on late payments, gross
Accumulated depreciation of receivables Interest on late payments
Interest receivable on late payments, net
Litigation and debts, gross
Accumulated depreciation of litigation and claims
Litigation and debts, net
Receivables from Atomstroyexport
Advances to suppliers
Prepaid services
Refundable taxes
Warranties
Interest on bank deposits
Other receivables, gross
Accumulated impairment of other receivable
Other receivables, net

2012
BGN’000

2011
BGN’000

334,417
(321,591)
12,826
14
12, 840

416,682
(318,258)
98,424
14
98,438

824,856
(139,892)
684 ,964

564,704
(31,876)
532,828

6 602
(6,602)
-

9,093
(6,602)
2,491

240,553
(231,277)
9 276

233,730
(219,698)
14,032

7,896
279,700
10,569
12,506
3,037

7,896
203,441
7,635
9,002
6
313

13,998
(825)
13,173

29,379
(745)
28,634

1,021,121
1,033,961

806,278
904,716

Trade receivables are not interest bearing and generally have payment terms from 1 to 30 days.
Receivables from Atomstroyexport
Receivable of Atomstroyexport occurred under a framework contract with the construction of the Belene NPP, under
which existing equipment located on the site of Belene NPP, which will be integrated into the project to build the new
plant is subject to purchase of ZAO Atomstroyexport.
Receivables from Toplofikatsia Sofia EAD
Trade receivables from Toplofikatsia Sofia EAD which are at the total amount of BGN 237,031 thousand as of 31
December 2012 (2011: BGN 344,249 thousand ) occurred in connection with the sale of natural gas to the subsidiary
Bulgargaz EAD. On 17 March 2009, a cession agreement has been signed between Bulgarian Energy Holding EAD and
Bulgargaz EAD for onerous transfer of receivables from Bulgargaz EAD to Toplofikatsia Sofia EAD evaluated to be at
the amount of BGN 205,989 thousand.
With a protocol decision of the Minister of Economy, Energy and Tourism of 26 March 2010 it was decided to conclude
an agreement with Toplofikatsia Sofia EAD for repayment of the liability, transferred to Bulgarian Energy Holding EAD.
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It will be repaid by 30 June 2017, as interest is charged on the outstanding debit balance at the time of transfer at the
amount of BIR+1%.
As at 31 December 2012 the impairment of receivables from Toplofikatsia Sofia EAD amounts to BGN 221,908
thousand (as at 31 December 2011 the impairment was at the amount of BGN 114,609 thousand).
Movement in accumulated depreciation of doubtful and uncollectible trade receivables is as follows:
Impairment of
trade and other
receivables
BGN’000
1 January 2011
Accumulated for the year
Restored
Written-off
31 December 2011
Accumulated for the year
Restored
Written-off
32 December 2012

505, 306
74, 081
(1, 783)
(425)
577, 179
125 ,815
(2, 667)
(140)
700, 187

As at 31 December the aging analysis of trade and other receivables is presented in the table below:

Neither overdue
nor impaired
BGN’000
2012
2011

22.

419 ,651
676, 451

Overdue but not impaired
0-180 days
180-360 days
>360 days
BGN’000
BGN’000
BGN’000
572 ,859
100 ,217

24, 085
17, 337

17, 366
110, 711

Total
BGN’000
1, 033 ,961
904, 716

Other financial assets

Restricted cash
Total restricted cash

2012

2011

BGN’000
16,265

BGN’000
15,349

16,265

15,349

Under Decision № 655/13 July 2005 of the Council of Ministers / prom. in SG. 61 of July 26, 2005 / a concession for
mining in "South-Maritsa coal basin" has been granted to the Group by "Mini Maritsa Iztok" EAD
According to the concluded Concession contract and the approved by the Ministry of Economy, Energy and Tourism
Complete design and schematic design for leaving is open capital account "Fund for leaving." For the period 2010 - 2062
in the account should be raised a total of BGN 278,800 thousand. Restricted funds can only be used for the purpose for
which they are intended (types of work for the final departure of the concession area) and after an explicit permission of
the Ministry of Economy, Energy and Tourism has been given.
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23. Deferred tax assets and liabilities
Deferred taxes at 31 December 2012 can be summarized as follows:
Deferred tax assets / (liabilites)

Property, plant and equipment and intangible
assets
Financing
Unused annual leave of staff
Loss to be carried forward
Provisions
Liabilities for employee benefits for retirement
Trade and other payables
Outstanding employee benefits
Financial assets available for sale
Investments in jointly controlled entities
Impairment of inventories
Impairment of receivables
Others
Recognized as:
Deferred tax assets
Deferred tax liabilities

1 January
2012

Recognized in
profit or loss

31 December
2012

BGN’000

Recognized in
other
comprehensive
income
BGN’000

BGN’000
(381,075)
2,070
1,943
20,844
7,660
951
6
70
2,831
33,202
2,351
(309,147)

(9)
(87)
299
(29)
(11,486)
153
(40)
1,158
3,171
(30)
13,013
647
6,760

(199,133)
3
(199,130)

(580 ,217)
1, 983
2, 242
(29)
9, 358
7, 813
(40)
2, 109
3, 180
70
2, 801
46 ,215
2, 998
(501,517)

71,928
(381,075)

BGN’000

78,740
(580,257)

Deferred taxes for the comparative period - 2011 can be summarized as follows:
Deferred tax assets / (liabilites)

Property, plant and equipment and intangible
assets
Financing
Unused annual leave of staff
Loss to be carried forward
Provisions
Liabilities for employee benefits for retirement
Outstanding employee benefits
Financial assets available for sale
Investments in jointly controlled entities
Impairment of inventories
Impairment of receivables
Others
Recognized as:
Deferred tax assets
Deferred tax liabilities

1 January
2011

Recognized in
profit or loss

BGN’000
(389,335)
25
2,244
15, 685
7, 423
1,606
(10)
70
1,183
28, 205
552
(332,352)
56,983
(389,335)

31 December
2011

BGN’000

Recognized in
other
comprehensive
income
BGN’000

8, 260
2 ,045
(301)
5, 159
237
(655)
1, 648
4, 997
1 ,799
23 ,189

16
16

(381,075)
2,070
1, 943
20,844
7,660
951
6
70
2,831
33,202
2,351
(309,147)

BGN’000

71,928
(381,075)
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The amount of the income tax, related to each oitem of the other comprehensive income can be presented as follows:
2012

BGN’000

Tax
expenditure /
income
BGN’000

BGN’000

1,991,330
(30)
1,991,300

(199,133)
3
(199,130)

1,792,197
(27)
1,792,170

Before tax

Revaluation of property, plant and equipment
Lossfrom financial assets available for sale
Other comprehensive income

Net of
taxes

2011
BGN’000

Tax
income
BGN’000

Net of
taxes
BGN’000

(161)
(161)

16
16

(145)
(145)

Before tax

Loss on financial assets available for sale
Other comprehensive income

The Group has realized tax losses thus no deferred tax asset is recognized, as follows:

Tax Period

Period for deduction
of tax losses

2008
2009
2010
2011
2012

from 2009 to 2013
from 2010 to 2014
from 2011 to 2015
from 2012 to 2016
from 2013 to 2017

Applicable tax rate
Unrecognized deferred tax asset

2012
BGN’000
16,957
1,464
44,548
74,975
306,895
444,839
10%

2011
BGN’000
17,139
1,464
44,548
74,975
138,126
10%

44,484

13,813

24. Inventories

Spare parts
Natural Gas
Fuel
Other material and supplies
Goods
Work in progress, including:
- Loaded unspent fresh nuclear fuel
- Coals
- Others

Inventories at cost
Accumulated impairment
Inventories at the lower of cost and net realizable value

2012
BGN’000
168,649
178,420
167,000
81,551
884

2011
BGN’000
152,673
210,246
149,260
73,739
765

77,248
553
410
674,715
(10,821)
663,894

82,911
9,364
678,958
(18,507)
660,451

The natural gas available as at the balance date includes mainly the natural gas, which is stored in UGS Chiren.
The fuel includes discharged fresh nuclear fuel, diesel and heating oil (mazut).
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Depreciation to net realizable value of inventories
Movement in accumulated depreciation of inventories is as follows:

2012
BGN’000
(18,507)
(4,991)
12,677
(10,821)

Balance as at 1 January
Impairment loss for the period
Reversal of impairment
Balance at as 31 December

2011
BGN’000
(10,691)
(9,737)
1,921
(18,507)

In 2012 the Group has recorded an impairment expense of inventories totaling BGN 4,991 thousand , of which BGN
2,738 thousand are included in "Other operating expenses" and BGN 2,253 thousand in the book value of natural gas,
electricity and other assets in the consolidated income statement. The reversal of impairment of inventories is presented
as a reduction of the carrying value of the natural gas sold and as a decrease in the other operating expenses in the
consolidated income statement.
25. Deferred stripping costs
2012
BGN’000
26,023
26,023

2011
BGN’000
24,747
555
25,302

Stripping costs attributable to the coal masses ready for extraction are
calculated based on the following data:

2012

2011

Coal masses ready for extraction (thousand tons)
Average stripping costs' (BGN / 1 t)

2,630
9,895

2,830
8,745

Coal masses ready for extraction
Others

Average costs per ton are calculated based on the costs incurred for stripping and the uncovered quantities of coal in
2012 and 2011.

26.

Financial assets available for sale

On 17 December 2007 Bulgarian Energy Holding EAD has taken place in the initial public offering of securities of
TRANSGAZ SA, Romaniaas part of the capital increase of the company, and has acquired 6,041 shares at a price of
RON 191.92 per share totaling to BGN 685 thousand. As of 31 December 2012 were revalued at market price on that
date, taking into account the effects of changes in the exchange rate BGN / RON. The fair value of this investment at 31
December 2012 was BGN 580 thousand (2011: BGN 611 thousand) and is determined based on published price
quotations in an active market. All effects of the revaluation of the investment at 31 December 2012 are accounted for
reduction in revaluation reserves of financial assets available for sale.
27. Cash and short-term deposits

Cash in bank accounts
Cash in hand
Short-term deposits
Cash and cash equivalents in the statement of cash flows

2012
BGN’000
294,351
615
324,112
595
619,673

2011
BGN’000

134,095
451,446
422,447
574
1,008,562
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Cash at bank bears interest at floating rates based on the daily interest rates on bank deposits. The periods of the shortterm deposits are different, depending on the liquidity needs. The Group has one-month and three-month bank deposits
as at 31 December 2012.
As at 31 December 2012 the total amount of blocked cash and cash equivalents of the Group are BGN 595 thousand
(2011: BGN 574 thousand). These funds are held in a special bank accounts and serve as a collateral under Art. 8a of
PURDEEM.

28. Assets classified as held for distribution to owners
On 19 December 2012 a Decision № 1138 of the Council of Ministers was taken for the announcement of Units 3 and 4
of the subsidiary NPP "Kozloduy" as facilities for management of radioactive waste that have to be decommissioned, for
their declaration together with the necessary privately owned property and their transfer to the Public Company
"Radioactive Waste" by simultaneously reducing and increasing the capital of "NPP Kozloduy" with the amount of BGN
25,411 thousand .
In the consolidated statement of financial position assets related to Unit 3 and Unit 4 , are presented separately as assets
classified as held for distribution to owners.
The carrying values of assets held for distribution to owners can be presented as follows:

2012
BGN’000
Non-current assets
Property, plant and equipment
Costs for acquisition of property, plant and equipment
Intangible assets
Assets classified as held for distribution to owners

4, 809
20 ,570
32
25, 411

Income and expenditure relating to units 3 and 4 are eliminated from profit from continuing operations of the Group and
are presented separately in the consolidated statement of comprehensive income "Loss for the year from discontinued
operations.

Finance income
Cost of materials
Hired services expenses
Employee expenses
Amortization expenses
Other operating expenses
Loss for the year from discontinued operations

2012
BGN’000

2011
BGN’000

19, 563

30, 908

(1, 597)
(29 ,577)
(28, 427)
(4, 087)
(2, 182)
(46, 307)

(1, 894)
(44, 465)
(34, 341)
(5, 430)
(34 ,053)
(89, 275)
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Cash flows related to t assets classified as held for distribution to owners can be presented as follows:

Operating activities
Payments to suppliers
Payments to employees
Other payments
Proceeds from financing
Net cash flow from discontinued operations

2012
BGN'OOO

2011
B GN'OOO

(31 , 174)
(28 ,427)
(2, 182)
24, 817
(36 ,966)

(46, 359)
(34, 341)
(2, 761)
18, 724
(64, 737)

In 2013, a transfer of assets and staff from Units 3 and 4 to the SE "RAW" has been performed in accordance with the
bilaterally signed protocols (note 42) .

29. Share capital and resenres
29.1. Share capital
As at 3 1 December 20 12 and 3 1 December 20 11 the registered capital of the Bulgarian Energy Holding EAD consists of
2,612,003,862 ordinary shares with a par value ofBGN 1 per share. . These are ordinary shares,, with the voting rights .
All ordinary shares are fully paid. Each sharegives one voting right, entitles its owner to dividend distribution and to take
pa1t in the liquidation proceeds of the company's property.
A sole shareholder of the capital of Bulgarian Energy Holding EAD is the Republic of Bulgaria by the Minister of
Economy, Energy and Tourism.
Shares issued and authorized during the repott ed periods can be presented as follows:

Number of shares issued and fully paid:
At the beginning of tlle year
During the year (through in-kind contribution)
Total number of shares auth01ized at the end of the year

2012
number of shares

2011
number of shares

2,612,003,862

2,604,553,212
7,450,650
2,612,003,862

2,612,003,862

29.2. Other reserves
Other reserves are formed as a distribution in compliance with tlle Trade Act and tlle Statute of tlle Group companies or
other sources by decision of the sole shareholder. They include statutmy reserves and general reserves. Statutmy reserves
are until tlley reach one tentll or more of the capital. Sources to form a statutory reserve at least one-tenth of the net
profits, share premium on shares and funds provided for in the statute or by decision of the sole shareholder. Legal
reserves can only be used to cover losses in the cw1'ent and prior periods. Reservations of a general character are fonned
by the Board of Directors and may be used to cover losses from previous years, and for other pw]Joses.
29.3 Reserves from revaluation to fail· value
In the revaluation to fair value are recorded revaluations of fmancial assets classified as available for sale shares
Transgaz SA, Romania (Note 26) and tlle Group's share of results of operations and revaluation of financial assets I
liabilities recognized directly in equity of the associate or j oint ventw·e.

29.4 Revaluation reset·ve
Asset revaluation reserve is used to reflect increases in the fair value of prope1ty, plant and equipment and decreases to
the extent tllat these reductions are associated with increases of the same asset previously recognized in other
comprehensive income. The reserve can be used to cover losses and pay dividends only in limited circwnstances.
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30. Loans and Finance Lease

2012

2011

BGN’000

BGN’000

Short- term
Bank loans

531,234

1,178,614

Credit EURATOM

275,039

319,289

174

2,401

806,447

1,500,304

Finance lease

Long-term
Bank loans
Credit EURATOM
Finance lease

521,655

160,750

47,438

37,788

1,579

2,476

570,672

201,014

1,377,119

1,701,318

The information regarding the major terms of the loans received under finance lease agreements is as follows:
Interest rate

(1) Investment Loan in EUR

MATURITY

2012

2011

BGN’000

BGN’000

EURIBOR + 4%

2013

382,033

488,508

EURIBOR +
from 0,079% to
0,13%

2017 - 2021

322,477

357,077

2,69%

2018

259,123

342,118

3m ОеКV and
4,10%

2020

143,097

160,475

6m EURIBOR +
2,95% and 6,3%
and 4,75%

2016 - 2021

105,432

124,042

(6) Investment Loan in EUR

from 4,026% to
4,844%

2022

80,444

88,914

(7) Investment Loan in EUR

6m EURIBOR +
1%

2015

19,774

27,782

(8) Investment Loan in EUR

LIBOR + 2%

2014

14,104

23,751

(9) Investment Loan in EUR

6m EURIBOR +
5,5%

2016

13,178

15,470

(2) Non Bank Investment
Loan provided by
EURATOMin Euro
(3) Investment Loan in
Japanese yen

(4) Investment Loan in EUR

(5) Investment Loan in EUR
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Interest rate

MATURITY

2012

2011

(10) Investment Loan in
EUR

1m EURIBOR +
2%

2016

11,789

15,230

(11) Investment Loan in
EUR

1m EURIBOR +
1,74%

2015

9,563

13,060

(12) Investment Loan in
BGN

Base Interest Rate
+ 0,3%

2014

7,558

13,199

(13) Investment Loan in
EUR

6m EURIBOR +
3,95%

2018

3,569

4,497

(14) Investment Loan in
EUR

1m EURIBOR +
1,75%

2014

3,225

5,039

(15) Investment Loan in
EUR

6m EURIBOR +
3,5%

2011 - 2012

-

16,979

2012

-

300

1,753

4,877

1,377,119

1,701,318

(16) Short-term loan for
working capital
Financial lease in BGN

7,7% - 8,75%

2013-2014

(1) Investment loan with an agreed amount of EUR 250,000 thousand (BGN 488,958 thousand). Amount is utilized in
six separate disbursements. In May 2012 the Group signed a supplementary agreement to change the terms of the Loan
Agreement of 2007 with BNP Paribas. The loan is refinanced in the amount of EUR 195,000 thousand (BGN 381,386
thousand) to repay the principal amount EUR 55,000 thousand and extending a bullet repayment of 60 to 72 months. As
of 31.12.2012, the Company currently pays interest on the loan at an interest rate 1, 3 and 6-month EURIBOR depending
on the selected interest rate index plus a margin of 4%. The loan is unsecured.Allowance may be increased to 4.5% in
adverse change in financial performance of the Company. Additionally, to the loan agreement there is a description of
Financial Covenant related indicators and debt coverage ratio of interest expenses, which if violated, should change the
terms of the contract. As of the loan agreement was signed and a swap of interest payments that the Company is
terminated on May 21, 2011, pursuant to the clause in the contract for early repayment.
(2) Long-term investment loan contracted amount of EUR 212,500 thousand (BGN 415,614 thousand). The loan is
secured by a government guarantee, and to finance the modernization of units 5 and 6 at the NPP Kozloduy EAD. The
maturity date is in May 2021 effective interest rate is at 5.65%. According to the loan agreement contains specific
provisions with restrictive conditions on changes in the ultimate owners of NPP Kozloduy EAD and Financial Covenant
requiring the achievement of certain levels of debt ratios and coverage of debt service.
(3) Long-term investment loan with an agreed amount of JPY 25,106,617 thousand (BGN 490,064 thousand). The loan is
secured by a government guarantee. It has a maturity date in September 2018 and will be repaid in two equal installments
amounting to JPY 1,255,331 thousand (BGN 24,503 thousand) per year.
(4) Export credit agreement for financing of the construction of HPP "Tsankov kamak." Credit is granted in two
disbursements, divided in proportion Disbursement A : Disbursement B - 10:90. Each drawing is divided in the ratio and
redistributed in two disbursements. The total amount of export credit is EUR 100,000 thousand (BGN 195,583
thousand).
- Disbursement A amounting to EUR 10,000 thousand (BGN 19,558 thousand) with variable quarterly interest rate of
OeKV for export credit. This disbursement of 31 December 2012 was fully repaid.
- Disbursement B amounting to EUR 90,000 thousand (BGN 176,025 thousand). The interest rate on the installment is
fixed and amounts to 4.10%. As at 31 December 2012 the nominal outstanding part of this disbursement amounts to EUR
73,386 thousand (BGN 143,530 thousand). The maturity date of the loan is December 2019.
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The loan is secured by a lien on HPP "Tsankov kamak" and a mortgage on the land on which the project was started,
with a carrying amount of BGN 171,068 thousand. The movables, required for the construction of HPP “Tsankov
kamak” have been pledged as security.
(5) Commercial loans with an agreed upon amount of EUR 28,351 thousand (BGN 55,449 thousand ). Loans are granted
to finance the rehabilitation of the cascade "Dolna Arda" as follows:
- Credit SSA 1 - approved amount is the amount of EUR 7,425 thousand (BGN 14,522 thousand). The nominal
utilized and outstanding part of the loan at 31.12.2012 was at the amount of EUR 5,940 thousand (BGN 11,618
thousand). The loan will be repaid in 10 equal installments until December 2016
- Credit SSA 2 - approved amount is the amount of EUR 15,900 thousand (BGN 31,098 thousand). The nominal
utilized and outstanding part of the loan at 31.12.2012 was at the amount of EUR 12,720 thousand euros (BGN
24,878 thousand). The loan will be repaid in 10 equal installments until December 2016
- Credit SSA 3 - approved amount is the amount of EUR 5,026 thousand (BGN 9,829 thousand). The nominal
utilized and outstanding part of the loan at 31.12.2012 was at the amount of EUR 4,021 thousand (BGN 7,864
thousand). The loan will be repaid in 10 equal installments until December 2016
In october 2006 NEC EAD concluded an export loan agreement for financing of the rehabilitation of cascade “Dolna
Arda”. The loan has been disbursed in two Disbursements, using a ratio for Disbursement A to Disbursement B of 10:90.
The loan limit is EUR 42,075 thousand (BGN 82,292 thousand). Disbursement A amounts to EUR 4,208 thousand (BGN
8,230 thousand) using variable quarterly interest rate of OeKV for export credit plus 0.45%. As at 31 December 2012 the
disbursement has been fully repaid. Disbursement B amounts to EUR 37,867 thousand (BGN 74,062 thousand) using a
fixed annual interest rate of 4.75%. The nominal utilized and outstanding part of the loan as at 31 December 2012
amounts to EUR 33,660 thousand (BGN 65,833 thousand). The loan is being repaid in 20 equal six-month installments
until November 2020. To secure the export and trade credits from ING Bank N.V. – Nederlands a pledge has been made
in the form of mortgage of the lands and buildings of HPP Studen kladenec, HPP Ivailovgrad and HPP Kurdjali (cascade
“Dolna Arda”) with a carrying value of BGN 16,322 thousand (2011: BGN 15,693 thousand). The loans have also been
secured by a pledge on all current and future assets, including plant and equipment, part of cascade “Dolna Arda”. In
accordance with the loan agreement NEC EAD is obliged to comply with certain financial terms, related to the indicators
for the servicing of the loan and the current assets:current liabilities ratio.
(6) Invesment loan with an agreed upon amount of EUR 60,000 (BGN 117,345 thousand). The loan’s purpose is to fund
project “Energy 2”. NEC EAD is the beneficiary on the loan, the loan is taken by the state. It has been granted in six
disbursement, each one with fixed interest rate, as follows: Disbursement 1 – EUR 10 mil. at 07 June 2004 – 4.69%,,
Disbursement 2 – EUR 7 mil. at 19 May 2006 – 4.285%, Disbursement 3 – EUR 6 mil. at 13 November 2006 – 4.026%,
Disbursement 4 – EUR 13 mil. at 03 July 2007 – 4.844%, Disbursement 5 – EUR 18 mil. at 12 March 2008 – 4.341%,
Disbursement 6 – EUR 6 mil. at 29 October 2008 – 4.555%. The principal and interest is paid on 15 June and 15
December, the last repayment installment is due on 15 June 2022.
(7) Investment loan from the European Bank for Reconstruction and Development agreed amount of EUR 41,100
thousand (BGN 80,385 thousand) as part of the absorbed amounted to EUR 40,870 thousand , the remaining 230
thousand are cancelled. The loan is to finance the "Project for power grid - Energy 2 '. The loan is government
guaranteed and should be repaid by March 9, 2015 The loan agreement has certain financial Covenants related to the
performance of servicing the debt and the ratio of current assets to current liabilities NEC should be maintained
throughout the period of the loan . Under this loan guarantee has been granted the amount of EUR 41.1 million with a
term of 9 March 2015.
(8) Investment loan with an agreed amount of 35,000 thousand euros (68,454 thousand ). The loan is secured by pledge
in favor of Bulbank pledge on receivables of "Maritza East 2" EAD from "NEC" EAD for sold electricity. Its maturity
date is in June 2014. The loan will be repaid in two equal installments of EUR 2,450 thousand (BGN 4,792 thousand )
per year. The effective interest rate is at 4.81%.
(9) Investment loan with an agreed amount of EUR 9,203 thousand (BGN 18,000 thousand ). The funds are intended for
the rehabilitation of plant and equipment Mine Troianovo 3. Utilization of funds should be within 6 months from the date
of the contract. Repayment of principal - 60 monthly annuity installments after a grace period of 12 months. Agreed rate
- six month EURIBOR + 5,50%. The loan is secured by a lien on the claims of "Maritsa Iztok" EAD sold coal TPP
"Maritza East 2" EAD. As of 31.12.2012 the carrying value of the pledged receivables is BGN 19,800 thousand.
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(10) Investment loan with an agreed amount of EUR 9,203 thousand (BGN 18,000 thousand). The funds are intended for
the rehabilitation of plant and equipment Mine Troianovo 1. Repayment of principal - 60 monthly installments after a
grace period of 2 years. Agreed rate - one month EURIBOR + 2,0%. The loan is secured by pledge on stripped and
prepared for mining masses of lignite coa in Mine Troianovo 1 at a total amount of EUR 15,339 thousand.
(11) Investment loan with an agreed amount of EUR 9,203 thousand (BGN 18,000 thousand) funds are intended for the
rehabilitation of plant and equipment Mine Troianovo 3. Principal is paid in 60 monthly annuity installments, after the 18
month grace period. Agreed interest rate - one month EURIBOR + 1,74%. No collateral.
(12) Investment loan with an agreed amount of BGN 27,500 thousand funds are intended for the rehabilitation of plant
and equipment Mine Troianovo 3. The maturity date of the loan is 84 months from the date of conclusion of the contract
or by January 2014 principal is paid in 60 monthly annuity after the 2-year grace period, ie in May 2009 agreed rate BIR +0.3%. The loan is secured by a lien on opened and prepared to seize stocks of lignite in the amount of 2,020
thousand tons. estimated at BGN 27,500 thousand
(13) Investment loan with an agreed amount of EUR 7,500 thousand euros (BGN 14,669 thousand ) to finance the project
"Construction of new and reconstruction of existing substations and protecting the environment and reduce the harmful
effects." The loan is granted in disbursements at a variable interest rate of the installments is EUR 207 thousand ( BGN
405 thousand ). The loan is secured by a promissory note in an amount equal to the full amount of the loan. In addition in
the loan agreement there are Financial Covenants, which if violated should change the terms of the contract. The maturity
date of the loan amount is 15 November 2018.
(14) Investment loan with an agreed amount of BGN 9,000 thousand, the funds are used to purchase machinery and
equipment. Principal is paid in 60 monthly annuity, after the 7-month grace period. The maturity date of the loan is July
2014 agreed rate - one month EURIBOR + 1,75%. The loan is secured by a lien on opened and prepared to seize stocks
of lignite.
(15) Commercial loans contracted amount of EUR 135,988 thousand (BGN 265.970 thousand). Loans are granted to
finance the construction of HPP "Tsankov Kamak" as follows:
- Credit SAA 1 - approved amount is the amount of EUR 26,248 thousand (BGN 51,337 thousand ). As of December 31,
2012 the loan is fully repaid.
- Credit SAA 2 - approved amount is the amount of EUR 48,740 thousand (BGN 95,327 thousand ). As of December 31,
2012 the loan is fully repaid.
- Credit SAA 3 - approved amount is the amount of EUR 41,000 thousand (BGN 80,189 thousand ). The last installment
of the loan was disbursed on 15.10.2012 As of 31 December 2012 the loan is fully repaid.
- Credit SAA 4 - approved amount is EUR 20,000 thousand (EUR 39,117 thousand ). As of December 31, 2012 the loan
is fully repaid.
The loan is secured by a lien on water supply system "Tsankov kamak" and a mortgage on the land on which the project
was started, with a carrying value of BGN 4,292 thousand. As security is established and a first mortgage on the current
and future assets, including machinery and equipment, part of the project.
(16) Short-term loan for working capital. The loan is unsecured and was concluded in 2011, term of the contract is April
2012.
Government-guaranteed loans
The loan of NPP Kozloduy EAD (2) is guaranteed by the Government of the Republic of Bulgaria. The loan was granted
for a project for the modernization of the fifth and sixth units of Kozloduy NPP and on a project related to the system of
radiation monitoring of NPP Kozloduy, and computer information systems of the plant.
On loan granted to NEC EAD (7) under the project "Energy 2" was issued state guarantees worth EUR 41.1 million with
a term of 9 March 2015. Provide the NEC EAD as Final Beneficiary loan (6) in the amount of EUR 60 million with a
repayment term of 15 June 2022 on the financing of the project "Rehabilitation in electricity - Energy 2" is a state
project.
Borrowings at 31 December 2012, which are covered by a government guarantee, the Group is unable to determine the
effect of the state guarantee provided on the agreed interest rate and whether this security would have a material effect on
the fair value at that date.
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Unutilized loans
At 31 December 2012 the Group has an unutilized credit line at the amount of BGN 35,000 thousand (2011: BGN
30,000 thousand) representing overdraft for working capital without collateral for a period of use and repayment till
November 2015 at the amount of BGN 15,000 thousand and overdraft for working capital without collateral for a period
of use and repayment to June 2013 in the amount of BGN 20,000 thousand provided by the Corporate Commercial Bank
AD.
At 31 December 2012 the Group has an unutilized portion in long-term investment loan of BGN 2,254 thousand of
Corporate Commercial Bank granted a company Maritsa Iztok EAD.
At 31 December 2012 the Group has an unutilized portion in long-term investment loan of EUR 5,662 thousand (BGN
11,074 thousand ) of Bulgarian Post Bank granted a company NEC EAD .
Finance lease liabilities
Finance lease liabilities are obligations under contracts for the acquisition of Komatsu bulldozers for coal mining
activities of the group, as well as obligations under finance leases of automobiles.
In 2009, the Group has entered into contracts for the supply of 77 vehicles under finance lease for a term of five years.
Obligations under the lease are as follows:
2012
Minimum
lease payments

Within one year
Between one and five years
Total minimum lease payments under
leases
Reduced by the amounts representing
finance charges
Present value of minimum lease
payments

31.

BGN’000

Present
value
of
contributions
BGN’000

1,676
183

2011
Minimum
lease payments
BGN’000

Present
value of
contributio
ns
BGN’000

1,579
174

2,843
2,587

2,476
2,401

1,859

1,753

5,430

4,877

(106)

-

(553)

-

1,753

1,753

4,877

4,877

Deferred financing
2012
BGN’000

2011
BGN’000

On 1 January
Received during the year
Recognized in the income statement
As a result of ongoing activities (Note 8)
As a result of discontinued activities (Note 28)
On 31 December

289,743
41,592
(32,459)
(12,896)
(19,563)
298,876

270,043
65,213
(45,695)
(14,787)
(30,908)
289,561

Short - term
Long – term

280,166
18,710
298,876

275,795
13,766
289,561
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Government grants have been received under programs and funds for the construction of property, plant and equipment
for environmental purposes.
The grants are associated with the following projects:
- ISPA assistance for flue gas desulphurization plant for Block 5 and Block 6 worth BGN 24,422 thousand at 31
December 2012 (2011: BGN 25,378 thousand );
- Funding of "Kozloduy International Fund" to build plant for gypsum worth BGN 27,891 thousand in 2012 (2011: BGN
23,202 thousand);
- Financing of the Fund "Energy" to build ash. Assets have been built and put into operation. The balance of funding as at
31 December 2012 includes the carrying amount of BGN 3,856 thousand (2011: BGN 4,244 thousand);
- Funding "PHARE" for flue gas desulphurization equipment at Block 8. Assets have been built and put into operation.
The balance of funding as at 31 December 2012 includes the carrying amount of BGN 470 thousand (2011: BGN 859
thousand);
- Funding for current research and the Kozloduy EAD received from the European Bank for Reconstruction and
Development (EBRD) ifinansirane a consulting contract with a consortium EDF / BNFL, totaling BGN 198,086
thousand (2011: BGN 190,669 thousand);
- Funding "PHARE" Fund "Energy", the Swiss Government and Muzhdunaroden Fund for Decommissioning Support of
Power in Kozloduy Rehabilitation vodnoelktricheski plants, power lines and other assets in the amount of BGN 29,194
thousand (2011: BGN 29,271 thousand);
- Funding from the Ministry of Economy, Energy and Tourism to implement the annual program of "Decommissioning
of Nuclear Facilities buy a cheap" in the amount of BGN 5 thousand(2011: BGN 895 thousand). The sum was spent to
finance state fees for permits and supervision costs for investment in the construction of dry storage facility for spent
nuclear fuel (DSF) and facilities management of medium radioactive waste;
- Funding in the amount of BGN 526 thousand (EUR 269 thousand), according to contract № 5.7100/Z/03-008 and
European Commission Decision C (2009) 4819 of 10 December 2003, using program TEN to begin development of the
project "Construction of a pipeline to transport natural gas from the Caspian and Central Asian region to central Europe
via Turkey, Bulgaria, Romania, Hungary and Austria (Nabucco pipeline)";
- Financing in connection with the modernization KS Kardam 1 in the amount of BGN 362 thousand (2011: BGN 569
thousand) and KS Kardam 2 in the amount of BGN 174 thousand (2011: BGN 240 thousand) pipeline connection Ruse Giurgiu in the amount of BGN 2,567 thousand (2011: BGN 2,567 thousand) and pipeline connection Dobrich - Silistra
in the amount of BGN 11,323 thousand (2011: BGN 11,323 thousand).
At the date of approval of the consolidate financial statements t there are no unfulfilled conditions related to these
financings.
32. Liabilities for employee retirement benefits
According to the Bulgarian labor legislation and collective agreements of the Group companies, the Group is obliged to
pay their employees on retirement a certain number of gross monthly salaries, depending on the length of service in the
company. The plan for the benefit of retirement is funded.
The components of the cost of employee benefits at retirement recognized in the consolidated statement of income and
liabilities recognized in the consolidated statement of financial position as at 31 December 2012 and 31 December 2011
are summarized below:
Employee benefit expenses

Current employment expenses
Interest expenses (Note 15)
Net actuarial loss recognized during the year
(Profit) on employee dismissal
Past service costs
Employee retirement benefits expenses recognized in the consolidated
income statement

2012
BGN’000
6,399
5,043
9,842
576

2011
BGN’000
8,711
4,666
925
(22)
3,516

21,860

17,796
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Liabilities for employee benefits for retirement
2012
BGN’000

2011
BGN’000

110,763
(21,530)
(2,208)

95,542
(16,227)
(2,784)

87,025

76,531

2012
BGN’000

2011
BGN’000

Non- current part
Current part

80,609
6,416

66,503
10,028

Liabilities for employee benefits for retirement recognized in the
consolidated statement of financial position

87,025

76,531

Present value of the obligation for employee benefits at retirement
Unrecognized actuarial losses
Unrecognized past employment expenses
Liabilities for employee benefits for retirement recognized in the
consolidated statement of financial position

Not recognized in the consolidated statement of financial position actuarial loss
As of December 31, 2012 accumulated unrecognized in the consolidated statement of financial position actuarial loss
amount to BGN 21,530 thousand (2011: BGN 16,227 thousand ). The Group has adopted an accounting policy for
deferred actuarial loss. In Mini Maritsa Iztok EAD excess over 10% corridor of the accumulated actuarial loss at
beginning of the year is recognized as a current expense deferred for a period of 3 years. In TPP Maritsa East 2 EAD
excess over 10% corridor of the accumulated actuarial loss at beginning of the year is recognized as current expenses in
the coming year. In NEK and ESO unrecognized actuarial losses are deferred for five years. In 2012, the Group
recognized actuarial loss in the income statement amount of BGN 9,842 thousand (2011: BGN 925 thousand).
Unrecognized in the consolidated statement of financial position past service costs
As of December 31, 2012 accumulated unrecognized in the consolidated statement of financial position past service costs
amounted to BGN 2,208 thousand (2011: BGN 2,784 thousand). The Group has adopted an accounting policy for
deferred cumulative unrecognized in the consolidated statement of financial position past service costs. At NEC, ESO
and Bulgartransgaz rescheduling for five years in Mini Maritsa Iztok EAD for three years.
Changes in the present value of the obligation for employee benefits at retirement are as follows:
2012
BGN’000

2011
BGN’000

Liabilities for employee benefits for retirement on January 1
Interest expense
Current employment expenses
Past employment expenses
Employee benefits paid to personnel
Actuarial loss for the period
(Profit) on redundancy and transfer of staff

95,542
5,043
6,399
(11,356)
15,135
-

82,051
4,666
8,711
2,881
(15,419)
12,674
(22)

Liabilities for employee benefits for retirement on 31 December

110,763

95,542

60
F-166

Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2012
The main assumptions used in determining benefit obligations at retirement are listed below:

Discount rate
Future salary increase up to 2012
Future pay increases after 2012

2012

2011

4-4.5%
0-5%
0-6.9%

5.7%
1-5%
1-5%

The amounts of the following items for the current and prior periods for which data are available are as follows:

Present value of benefit obligations at retirement
Actuarial losses

2012
BGN’000

2011
BGN’000

2010
BGN’000

110,763
15,135

95,542
12,674

82,051
7,578

33. Provisions
2012
BGN’000

2011
BGN’000

70,876
138
71,014

57,409
313
75,475
133,197

18,186
188
115
1,095
19,584

644
607
72,221
1,095
74,567

90,598

207,764

Long-term portion
Provision for recultivation
Provision for environmental protection
Provisions for exceeding quotas for greenhouse gas emissions
Short-term portion
Provisions for exceeding quotas for greenhouse gas emissions
Provision for environmental protection
Provision for recultivation
Provisions for exceeding quotas for greenhouse gas emissions
Other provisions

On January 1, 2011
Accrued
Used
Change in estimates
Restored unused
Purchase of greenhouse gas
emissions
As at 31 December 2011

Accrued
Used
Change in estitmates
Restored unused
As at 31 December 2012

Provision
for
environment
al protection

Provision for
recultivation

Provisions for
exceeding
quotas for
greenhouse gas
emissions

Provision of
transport,
processing and
storage of spent
nuclear fuel

Other
provisions

Total

BGN ‘000

BGN ‘000

BGN ‘000

BGN ‘000

BGN ‘000

BGN ‘000

13,687
(1,367)
(11,363)

34,173
3,586
(607)
20,864
-

36,944
65,723
(25,355)
-

71,554
30,221
(29,554)
-

1,095
-

156,358
100,625
(31,528)
(4,491)
(11,363)

957

58,016

(1,837)
75,475

72,221

1,095

(1,837)
207,764

(57,289)
18,186

(72,221)
-

(406)
(225)
326

3,602
(115)
9,488
70,991

3,602
- (130,031)
9,488
(225)
1,095
90,598
61

F-167

Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2012

Provision for environmental protection
At the reporting date is recognized as a provision for the cost of environmental protection relating to costs expected to be
incurred in connection with the disposal of fluorescent and other mercury-containing lamps, disposal and recycling of
batteries, disposal, recycling and replacement capacitors containing PCBs with new and utilization of bleaching earth
used in the basis for the regeneration of oils.
Provision for recultivation
Provision for costs of reclamation of disturbed during mining land is recognized when it is probable that they will be
costs or restoration work and Mini Maritsa Iztok EAD is required by law or under contractual obligation to take such
action. December 31, 2012 is recognized provision for the cost of reclamation of disturbed during mining areas. The
provision is calculated based on the most reliable estimate of the expenditure required to settle the present obligation at
the end of the reporting period.
In determining the allowance into account current environmental legislation coming to seize lands seized nerekultivirani
land recultivation value of 1 acre of land, and estimated quantities of coal until 2043, when the concession for coal
supplied to mini Maritsa Iztok EAD. Since there is considerable uncertainty at present and in the amount of activity on
the reclaiming of land, the management of Maritsa Iztok EAD is unable to determine the current cost of reclamation,
which is why the provision is presented in the undiscounted value.
Provision for greenhouse gas emissions
The Law on environmental protection and Water creating a scheme for trading greenhouse gas emissions. Allocation of
allowances for greenhouse gas emissions is carried out in accordance with the National Plan for the Allocation trading
greenhouse gases (NAP), which covers the period 2008 to 2012 participants in this scheme as emitters should receive an
appropriate share of NAP allowances free of charge and there is an obligation by 30 April of the year following the
reporting year (for each year of the 5 year period) to give back the amount of real gases emitted (confirmed by a verifier).
In the original determination of the quantities of allowances to installations participating in the NAP, Maritsa East 2 EAD
is in a group with other plants to put permanent restrictions in their mode of operation defined by the amount of coal
permitted incinerators. Due to a technical error in the initial determination of the cost range of boilers for Units 1 to 4 in
the integrated permit the company Maritsa Iztok 2 EAD limit the amount of coal burned to 11,600,000 tons a year. In
2010, after taking into account committed a technical error in the initial determination of the cost range of boilers for
Units 1 to 4 at the beginning of 2011 has now been updated IPPC permits, resulting in the TPP Maritsa East 2 EAD
permitted to burn a greater amount of coal per year - 15,200,000 tonnes. Based on the update company Maritza East 2
EAD make representations to the Ministry (EPA) to adjust the authorized amounts, by letter ref. № 03596/09.02.2011g.
Ministry was informed of the change on the fuel, thereby fulfilled the requirement of Art. 12, para. 1, item 1 b. "D" of the
Ordinance on the terms and conditions for the issuance and review of permits for greenhouse gas emissions and
monitoring by operators participating in the scheme for trading greenhouse gases / Regulations /. Based on this letter, the
Ministry had initiated a procedure under Art. 13 et seq of the Regulations to modify permits for greenhouse gas
emissions / GHG / № 46/2009, and the opening of additional quotas. Thus, the account of the Maritsa East 2 EAD NAP
received additional 5,138,776 tonnes allocated quotas.
At the end of 2011 bought part of the accumulated deficit of permits and TPP Maritsa East 2 EAD take advantage of the
opportunity provided in the EPA during the second period of the ETS (2008-2012) operators are included in the NAP to
replace part of their available permits for GHG emissions (EUA) for CER (Certified emission Reduction) or ERU
(emission Reduction Units).
At 31 December 2012 the company Maritsa Iztok 2 EAD has reported provisions for lack of quotas for greenhouse gas
emissions amounted to 1,041,292 t/CO2, amounting to 18.187 thousand , calculated at prices of allowances of contract
(8.93 EUR / tonne). The amount represents the difference between the actual issued and verified quantities and freely
provided and purchased quantities of allowances for the period from 2008 to 2012.
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Other provisions
The date of the statement of financial position in these consolidated financial statements have been recognized a
provision for price access to the facilities of Polymers Inc.. Provision of access price is based on the best estimate of the
costs that the Group had to pay in 2011, determined in accordance with paragraph 3.2. of the Methodology for
determining prices for granting access to the transmission or distribution company from customers in their own
equipment and / or facilities to other users for the purpose of transformation and transmission of electricity, the transfer
of heat and transmission of natural gas. At the date of approval of these financial statements the Group has not reached an
agreement with Polymers Inc. for the amount due.
34.

Trade and other payables
2012
BGN’000

Long term
Trade payables
Securities forfeited
Advance payment liabilites
Other payables and accruals

2011
BGN’000

3,308
473
20,547
24,470
48,798

4,047
7,912
40,654
52,613

Short term
Trade payables
Liabilities to Atomstroyexport
Advance payment liabilities
Securities forfeited
Employee liabilities
Payables for social security
Liabilities to the budget
Other payables and accruals

851,676
98,316
160,751
39,968
46,701
13,340
62,339
38,362
1,311,453

644,020
98,025
140,146
29,296
49,526
13,582
36,299
44,720
1,055,614

The conditions of the above-mentioned commercial and other duties are as follows:
- In obligation for advances received (current portion and short-term portion) are included obligations for advances
received on sales of natural gas from Agropolychim AD at the amount of BGN 60,000 thousand for a period of 35
months. The Group will deduct BGN 1,670 thousand per month from the amount due for the supply of natural gas from
the client;
- Trade liabilities are not interest bearing and usually are set out in ten to thirty days;
- Tax liabilities are not interest bearing and are settled in the statutory deadlines;
- Other payables are non-interest bearing and normally shall be settled within ten days;
- Long-term liabilities related to amounts withheld from subcontractors on construction projects of fixed assets in
connection with the guarantee of quality performance. Retained amounts are interest-free. Retained amounts shall be paid
in accordance with the contractual terms with the subcontractors.
35. Financial derivatives
35.1 Fair value hedges - forward contract for popkupka quotas concluded in 2012
The carrying amount of the Group's derivatives can be analyzed as follows:

Forward contract for the purchase of quotas type EUA

2012
BGN’000

2011
BGN’000

31 ,711
31, 711

-

Derivative financial instrument is measured at fair value.
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Forward contract for the purchase of quotas for greenhouse gas emissions relating to the conclusion of contract dated
11.12.2012 for the purchase of 6,958,738 tons of quotas type EUA for the period 03.15.2013 until 15.04.2014 on a fixed
price for entire duration of the contract.
In 2012 the loss amounted to BGN 31,711 thousand is recognized in the consolidated income statement within "Finance
costs" (Note 15).
The Group uses forward contracts to mitigate the risk arising from the increase in the price of allowances for greenhouse
gases.
35.2 Hedging of cash flows - interest rate swap in 2011
On September 24, 2007 the subsidiary NEC EAD has entered into a swap that relates to the cash flows related to
interest payments on a loan (1) Investment loan in euros as it is disclosed in note 30 with effective date 21 January 2008.
The swap covers the entire period of the loan. The interest rate swap has a maturity date 21 May 2012, as set out in the
contract clause for early termination of the swap on 21 May 2011 at the request of NEC. The nominal amount of the
swap amounted to BGN 488,958 thousand (EUR 250,000 thousand), the Group pays a fixed rate of 4.73% and receives a
floating rate of six-month EURIBOR.
The Group uses a swap to reduce the interest rate risk arising from changes in the floating interest rate. Swap contract is
designated as a financial instrument to hedge cash flows in accordance with IAS 39 "Financial Instruments: Recognition
and Measurement". As a result of the current low quotations for EURIBOR, the Group has decided not to continue the
swap contract after 21 May 2011, pursuant to the clause in the contract.
36. Related parties
The related parties of the Group include sole shareholder represented by the Ministry of Economy, associates and joint
ventures, key management personnel, as well as all public sector entities that are under common control of the Ministries
Council of Ministers of Bulgaria.
Information about the name, country of incorporation, shareholding and right out loud for each subsidiary included in the
consolidation is provided in Note 1. Information on the name, country of incorporation, shareholding and right out loud
to each associate and jointly controlled entity is provided in Note 20.
Other related parties of the Group, which were carried out significant transactions during the period are state-controlled
enterprises BDZ, National Company "Railway Infrastructure", Terem - KRZ Navy Arsenal EOOD, Minproject EAD,
Water and sanitation, Police Regional Directorate, Bulgarian Posts EAD, VMZ EAD - Sopot.
Toplofikacia Sofia EAD, Toplofikacia Shumen and Toplofikacia Pernik AD and AD are not related parties, because they
are municipal or private property in 2012.
The total amount of related party transactions and outstanding balances in the current and prior period are presented as
follows:
2012
BGN’000

2011
BGN’000

Receivables from employees of NEC EAD for purchased apartments

40

148

Receivables from related parties - non-current portion

40

148
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Sole owner
MEET
MEET

~ Bulgarian

~ Energy

' - . , Holding

Sales to
!"elated paJ"ties,
including
dnidends

Pw·c.bases from
!"elated parties,
including
di\idends

Amounts due
fl"om !"elated
paJ"ties

Amounts owed
to !"elated
parties

B GN'OOO

BGN'OOO

BGN'OOO

BGN'OOO

4
11

163, 286
146, 724

2012
2011

140, 675
83, 012

2012
2011
2012
2011
2012
2011
2012
2011
2012
2011
2012
2011
2012
2011

23,405
137, 889
1344

418, 153
472,000

28, 859

1, 217
1, 189
53, 946
40, 272

2, 323
1, 648

1, 467

22

2012
2011

27, 287
34, 943

1, 961

4, 609
6, 243

BDZ
BDZ
National Company "Railway Infrastructure"
National Company "Railway Infrastructure"
Terem - KRZ Fleet Arsenal Ltd.
Terem - KRZ Fleet Arsenal Ltd.
Water supply and sanitation
Water supply and sanitation
Regional Directorate of Police
Regional Directorate of Police
Bulgarian Posts EAd
Bulgarian Posts EAD
VMZEAD
VMZEAD

2012
2011
2012
2011
2012
2011
2012
2011
2012
2011
2012
2011
2012
2011

12, 169
11 ,454
16

874
694
68
87

4, 316
1, 273

Receivables I payables to related parties cunent portion

201 2

Receivables I payables to related parties cunent portion

2011

Assosiates

ContourGlobal Maritza East 3
ContourGlobal Maritza East 3
ContomOlobal Operations Bulgaria AD
ContourGlobal Operations Bulgaria AD
POD Allianz Bulgaria AD
POD Allianz Bulgaria AD
ZAD Energy
ZAD Energy
South Stream Bulgaria AD
South Stream Bulgaria AD
ICGBAD
ICGBAD
HEC Gorua Arda AD
HEC Goma Arda AD

13, 340
3, 038

6
6
97
86
6,549
2 ,660

14
9

Jointly controlled entities

NECO
NECO
Other related parties

904
1, 044
478
472

4, 332
2, 634

138
127
2
2
10
13

42
12
24
16

44
140
3
3
5
6
1
2

6, 315
2, 825
17, 661

169,985

12, 034

149,621

Terms and con ditions of transactions with related pa11ies
Sales to and purchases from related parties are can·ied out under conditions regulated by the sole O\¥ner. Outstanding
balances at year end are unsecured, interest free (except for loans and disclosures below) and their settlement is made in
cash. For receivables or payables to related parties were not given or received guarantees. The group has had impairment
of receivables fi:om related parties as at 31 December 2012 at the amount of BGN 9,106 thousand (BGN 2011: 10,392
thousand ). Review for impairment is cruried out each fmancial yeru· on the basis of an analysis of the fmancial position
of the related party and the market in which it operates.
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Movement in accumulated depreciation of doubtful and bad debts from related parties is as follows:
Impairment of
receivables from
related parties

BGN’000
8 ,017
2 ,375
10, 392
(1, 286)

On 1 January, 2011
Charge for the year
On 31 December, 2011
Restored
On 31 December, 2012

9, 106

Remuneration of key management personnel
2012
BGN’000

2011
BGN’000

Remuneration
Social security contributions
Social costs

1,007
73
60

766
44
49

Compensation for termination of contract

9
1,149

859

37. Categories of financial assets and liabilities
The carrying amounts of financial assets and liabilities of the Group can be summarized in the following categories:
Financial assets

Note

Non-current financial assets
Loans and receivables
Trade and other receivables
Trade and other receivables from related partites
Cash and cash equivablents
Other financial assets – blocked cash amounts

Current financial assets
Financial assets, available for sale:
Stock exchange shares
Loans and receivables:
Trade and other receivables
Trade and other receivables from related parties
Cash and cash equivalents
Cash and short-term deposits

2012
BGN ‘000

2011
BGN ‘000

21
36

12, 826
40

98, 424
148

22

16, 265
29, 131

15, 349
113, 921

26

580

611

21
36

718,346
17, 661

586,194
12,034

27

619 ,673
1,356,260

1, 008, 562
1,607,401

1, 385,391

1,721,322

66
F-172

Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2012

Finance liabilities

Note

2012
BGN ‘000

2011
BGN ‘000

Non-current financial liabilities
Financial liabilities at amortized cost
Loans
Trade and other liabilities
Finance derivatives

30
34
35

806, 447
3, 308
31, 711
841, 466

1, 500 ,304
4, 047
1, 504,351

Current financial liabilities
Financial liabilities at amortized cost
Loans
Trade and other liabilities
Trade and other liaiblities to related parties

30
34
36

570, 672
1,028,322
169, 985
1,768,979

201, 014
816,061
149,621
1,166,696

2,610,445

2,671,047

See note 4.17 for information on the accounting policy for each category of financial instruments. Description of the
policies and objectives of the risk management of the Group for the financial instruments is presented in Note 38. The
methods used to estimate the fair values of financial assets and liabilities measured at fair value are described in note 39.
38.

Objectives and policies for financial risk management

The main financial liabilities of the Group include trade and other payables, bank and non-bank loans and leases. The
main purpose of these financial instruments is to provide financing for operations of the Group. The Group holds
financial assets such as trade and other receivables, cash and short-term deposits, which arise directly from its operations.
At 31 December 2012 the Group holds derivative financial instruments amounting to BGN 31,711 thousand (see note
35).
The main risks arising from the Group's financial instruments are liquidity risk, interest rate risk, currency risk and credit
risk. Policies that the Group applies to the management of these risks is summarized below.
Liquidity risk
Liquidity risk is the risk that the Group will not meet its obligations as they are due. The Group's approach to provide the
necessary liquidity resources to meet its obligations under both normal and stress conditions, without incurring
unacceptable losses. Effective liquidity management of the Group involves providing sufficient working capital,
primarily by maintaining unused approved credit lines. As the business of the Group is associated with regular deliveries
and payments by customers, the liquidity risk control lies primarily in three areas:
• careful planning of all cash outflows based on monthly forecasts;
• specific negotiating payment terms with customers with significant speed;
• overdraft agreements with banks that provide liquidity risk management in the short term.
As at 31 December 2012, the maturity structure of financial liabilities of the Group based on the contractual
undiscounted payments, including trade payables, guarantees held, payables to fund "Decommissioning of nuclear
facilities" and fund "Radioactive Waste" and other liabilities is presented below:

67
F-173

Bulgarian En ergy H olding EAD
NOTES TO THE CONSOLIDATE D FINANCIAL STATEMENT S
For the year ended 3 1 December 2012
As at 31 December 2012

Carrying
amount
B GN'OOO

Loans
Finance lease liabilities
Trade and other payables
Related party payables
Finance derivatives

As at 31 December 2011

Fiannce lease liabilities
Trade and other payabes
Related party payables

B GN'OOO

'-., Holding

6 months or
less
B GN 'OOO

6 to 12
months
BGN'OOO

1 to 5 years
B GN'OOO

More than
5 years
BGN'OOO

1,375,366
1,753
1,03 1,630
169,985
3 1,7 11
2,610,445

1,529,516
1,859
1,03 1,630
169,985
3 1,7 11
2,764,701

570,853
838
952,835
169,985

102,085
838
78,795

1,694,511

181,718

3 1,7 11
603,898

284,574

Carrying
amount

Contracted
cash flows

6 months or
less

6 to 12
months

1 to 5 years

More than
5 years

B GN'OOO
Loans

Contracted
cash flows

~ Bulgarian

~ Energy

BGN 'OOO

1,696,441
4,877
820,108
149,621
2,671,047

B GN 'OOO

1,869,91 0
7,209
820, 108
149,621
2,846,848

B GN'OOO

127,554
2,203
695,337
149,621
974,715

572,004
183

BGN 'OOO

284,574

BGN'OOO

124,228
1,303
120,723

1,209,427
3,703
2,460

408,70 1

246,254

1,215,590

410,289

1,588

Interest rate risk
The Group is exposed to the risk of changes in market interest rates, primarily with respect to sh01t-tenn and long-tenn
financial assets and liabilities with variable (floating) interest rate. The table below provides an analysis of sensitivity to
potential interest rate changes with their effect on profit before tax (tlu·ough the impact on the deposits received and loans
with floating interest rates), provided that all other variables are assumed to be constant . No effect on other components
of equity of the Group.
31 Decembe1· 2012

Increase I decrease in
interest rates

E ffect on the net
result

E ffect on equity

BGN'OOO

BGN'OOO

Loans in EW'o (EURIBOR)

+0.30%

(2,345)

(2,345)

Loans in EW'o (EURIBOR)

-0.30%

2,345

2,345

Increase I decrease in
interest rates

E ffect on the net
result

E ffect on equity

BGN ' OOO

BGN'OOO

31 Decembe1· 2011

Loans in EW'o (EURIBOR)

+0.95%

(6,127)

(6,127)

Loans in EW'o (EURIBOR)

-0.90%

8,334

8,334

Currency risk
The group made purchases, sales, bon·owing and lending in foreign cm1·encies - EW'o, U.S. dollars, Japanese yen, British
pounds, Swiss francs and Macedonian denars. The main part of these operations are can1ed out in Euro, U.S. dollars and
Japanese yen. Since the exchange rate BGN I EW'o is pegged at 1.95583, the cmTency 1-isk arising from the Group's eW'o
denominated exposW'es is minimal. Group perfonns payment of works and supply by assets under constmction and uses
and repays the investment loan in Japanese yen extended by JBIC. The loan is guaranteed by the Govemment Due to the
the tennination of a cmTency swap in the fiscal 2010 with CitiBank, in which the bank exchanges the principal and the
interest of the loan by JBIC to eW'o at a fixed exchange rate of the Japanese yen against the eW'o for the entire term of the
loan, a risk of change in exchange ratios had arisen. Therefore, the Group's exposW'e to the risk of changes in the
exchange rate of the Japanese yen is possible, although if there is considerable variation in future, the Group could still

68

F-174

Bulgarian Energy Holding EAD
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended 31 December 2012
hedge their exposure through derivative instruments such as currency swaps. The effect on profit before tax for 2012
following a change in the rate of the Japanese yen to + 1% respectively 2,557 thousand expense from foreign currency
transactions and a change in the exchange rate of the Japanese yen -1% respectively BGN 2,557 thousand income from
foreign currency transactions.
31 December 2012

U.S. dollars (+ / - 2.6%)
Japanese Yen (+ / - 1%)

31 December 2011

U.S. dollars (+/- 3.1%)
Japanese Yen (+/- 1%)

Increase in the exchange rate of
the Bulgarian lev
Net financial
Equity
result

Decrease in the rate of the
Bulgarian lev
Net financial
Equity
result

BGN’000

BGN’000

BGN’000

BGN’000

5,193
2,557

5,193
2,557

(5,193)
(2,557)

(5,193)
(2,557)

Increase in the exchange rate of
the Bulgarian lev
Net financial
Equity
result
BGN’000
BGN’000
2,042
3,387

2,042
3,387

Decrease in the rate of the
Bulgarian lev
Net financial
Equity
result
BGN’000
BGN’000
(2,042)

(2,042)

(3,387)

(3,387)

Credit risk
The Group trades only with recognized, creditworthy counterparties. Its policy is that all customers who wish to trade on
deferred payment are subject to verification procedures of their solvency. Moreover, the balance of trade receivables are
monitored on an ongoing basis with the result that the Group's exposure for doubtful and bad debts is not significant. Age
structure of the undepreciated overdue financial assets is presented in Note 21.
At 31 December 2012 and 31 December 2011, the Group is exposed to concentration of credit risk with respect to
receivables Toplofikatsia Sofia EAD, which constitute over 10% of total net non-current and current receivables.
Credit risk arising from the other financial assets of the Group, such as cash and other financial assets, is the credit
exposure of the Group arising from the possibility of its counterparties fail to meet their obligations.
The maximum credit exposure of the Group in relation to recognized financial assets amounted to their respective
carrying amounts in the consolidated statement of financial position at 31 December 2012 (note 37).

Market Risk
Market risk is related to the change in market prices, such as foreign exchange, interest rates and equity instruments will
affect the Group's income from financial instruments. The objective of market risk management is to manage and control
market risk exposures within acceptable parameters, while optimizing the return.
The Group carries out periodic analysis on the macroeconomic environment in the country and in-depth analysis of
specific macro-indicators, which are presented to the Board of Directors. It is responsible for assessing future risks facing
the company, including information on interest rates. In the event of deterioration in market conditions, hedging
instruments will be used.
Regulatory risk
The risk is determined by the specific activity. According to Art. 30 of the Energy Act subject of regulationby the State
Energy and Water Regulatory Commission (SEWRC) are the prices of electricity and natural gas:
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• at which producers sell electricity to the public service and / or public providers;
• at which producers in the designated by the committee availability sell electricity to end supplier or public service;
• at which producers sell heat to the transmission company and directly connected customers;
• a transmission company that sells heat energy to consumers;
• in which the public provider sells electricity to public suppliers to consumers connected to the transmission network
and the distribution company to cover the costs of technology transfer;
• in which the public provider sells to end suppliers purchased electricity;
• in which the public provider sells natural gas to public suppliers of natural gas to customers connected to the
transmission network;
• in which the public provider sells natural gas to the suppliers of natural gas;
• at which public providers selling electricity and natural gas to customers connected to the respective distribution
networks or public providers;
• at the end suppliers for electricity and natural gas to residential consumers and small businesses with fewer than 50
employees and an annual turnover of 19.5 million lev;
• transmission of electricity and natural gas through the transmission and / or distribution networks, except for the prices
for transit;
• network connection;
• storage of natural gas;
Price regulation has a significant impact on revenues, and hence on the overall economic situation of the group.
Cash flow risk
Cash flow risk is dependent on fluctuations in the amount of future cash flows associated with a monetary financial
instrument. The Company makes planning their cash flows and financial instruments with floating interest rate with
short-term nature under 1 year.
39. Fair values of financial instruments
Fair value is the amount at which a financial instrument could be exchanged or settled between knowledgeable, willing
parties in an arm's length transaction between them, and which serves as the best indicator of its market price in an active
market.
The Group determines the fair value of financial instruments based on available market information or failing that,
through appropriate models. The fair value of financial instruments that are actively traded in organized financial markets
is determined by reference to quoted prices "buy" at the end of the last business day of the reporting period. The fair
value of financial instruments which are not traded on an active market is determined using valuation models. These
models include the usage of recent market transactions between knowledgeable, honest and willing parties; the usage of
the current fair value of another instrument with similar characteristics; analysis of discounted cash flows or other
valuation techniques.
The Group's management believes that the fair values of financial instruments, which include cash and short-term
deposits, trade and other receivables, interest-bearing loans and borrowings, trade and other payables do not differ
materially from their carrying values due to their maturity structure and interest rates .
Group presents financial assets at fair value into three levels based on the significance of the inputs used in determining
the fair value of financial assets and liabilities. Fair value hierarchy comprises the following levels:
- Level 1: market prices (unadjusted) in active markets for identical assets or liabilities;
- Level 2: inputs other than market prices included in Level 1, which can be seen in terms of an asset or liability, either
directly (ie as prices) or indirectly (ie based on prices), and
- Level 3: inputs for the asset or liability that is not based on observable market data.
A financial asset or liability is classified at the lowest level of significant inputs used in measuring fair value.

Financial assets measured at fair value in the consolidated statement of financial position are grouped into the following
categories according to the fair value hierarchy. For more information about exchange-traded stocks, see note 26.
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Level 1
2012
2011
BGN’000
BGN’000
Assets
Publicly traded shares
Liabilities
Financial derivatives

Level 2
2012
2011
BGN’000
BGN’000

580

611

-

-

-

-

31,711

-

40. Policies and procedures for capital management
The policy of the Board of Directors is to maintain a strong capital base so as to maintain the trust of customers, creditors
and the market as a whole and may provide opportunities for business development in the future.
The goal of the management is to maintain a balance between the higher returns that might be possible with higher levels
of borrowings and the advantages and security afforded by a sound capital position. The Group's objective is to achieve a
return on equity of about 5 per cent. In 2012 the return was -0.10% (2011: 2.98%). During the year there were no
changes in the management of the Group's capital.
41. Commitments and contingent liabilities
Capital commitments
NPP Kozloduy EAD
At 31 December 2012 the Group has capital commitments of BGN 208,817 thousand (2011: BGN 220,636 thousand )
that are associated with commitments to acquire property, plant and equipment. Part of contractual commitmentsare
funded by the Fund "Kozloduy".
The amount of contractual commitments for the acquisition of nuclear fuel at 31 December 2012 is BGN 146,000
thousand or EUR 74,649 thousand (2011: BGN 146,838 thousand or EUR 75,077 thousand ).
Maritsa Iztok 2 EAD
According to EU directives, national laws and Permit, Maritsa East 2 EAD is required to build and put into operation
assets with ecological use. As of 31/12/2012, Maritsa East 2 EAD has capital commitments amounting to BGN 122,521
thousand (2011: BGN 134,094 thousand) associated with the construction of a management facility for gypsum for
energy units one to six, rehabilitation of CPS 1, rehabilitation of energy units 5 and 7, the ashpond, a system for
transportation of dehydrated gypsum to storage and construction of the storage itself, fabrication and installation of gastight screens for boiler PK-38-4, spare parts for SG and oil stations of KA-1-8, block transformer 210 MVA, 18/127 kV
for Block № 1, reconstruction and rehabilitation of NSLT and NMLT, replacement of rubber conveyor belt - belts,
replacement of GTL - MTLT 1, MTLT 2.
With regard to the realiszation of the project for the construction of new generating capacity at the plant site has been
undertaken to establish a stock company with the name "Maritza East 2 (9 and 10)" EAD, 100% owned by "Maritza East
2" EAD. On 29 September 2012, the Registry Agency listed "Maritsa East 2 (9 and 10)" EAD with UIC 202249080 and
capital of BGN 50,000 (fifty thousand ) divided into 50,000 (fifty thousand) ordinary registered shares with vote rights
and a nominal value of BGN 1 (one) per share. The newly established company at the end of 2012 apply to the regulator
for issuing licenses for the production of electricity and electricity trading. "Maritza East 2 (9 and 10)" EAD is in the
process of acquiring a license from the regulator and is not performing business activities.
In case the license for production of electricity is issued through the submitted application to the regulator,"Maritza East
2" EAD would need to record an in-kind contribution of assets owned by "Maritza East 2" EAD in its registered
subsidiary company "Maritsa east 2 (9 and 10)" EAD in compliance with the requirements of Article 72 and following of
the Commercial Code.
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Bulgartransgaz EAD
Under Directive 2009/29/EC and Communication (2011/S99/03) of the Commission, Guidance document on the
optional application of Article 10c of Directive 2003/87/EC, the Ministry of Economy, Energy and Tourism prepared a
National Plan for investment (NIP) included investment projects. "Bulgartransgas" EAD apply for inclusion in the NIP
with project for modernization of 4 compressor stations. With this project, the expected CO2 emissions from the
compressor stations are expected to drop by with about 15%. The project is at the amount of BGN 128,054 thousand .
Mini Maritsa Iztok EAD
In connection with the implementation of its investment program to 31 December 2012 the Company has entered into
contracts for the construction, supply and installation of machinery and equipment in the amount of BGN 9,250 thousand
(2011: BGN 9,442 thousand ).
In connection with the planned repairs and contracts for repairs and construction supervision, the Company has capital
commitments as at 31 December 2012 in the amount of BGN 686 thousand (2011: BGN 658 thousand ).
NEC EAD
In connection with the implementation of investment projects, NEC EAD has concluded agreements with contractors for
development, modernization and reconstruction of power transmission system rehabilitation and construction of new
hydropower plants.
In connection with the Belene project, on 29 November 2006, the Group signed an agreement for the construction of the
Belene NPP with ZAO "Atomstroyexport" as a contractor for the project and on 31 January 2005 - by Worley Parsons as
an architect, engineer on the project. At 31 December 2012 there is considerable uncertainty regarding the future cash
outflows associated with the termination of the project.
In connection with contracts with contractors for development, modernization and reconstruction of power transmission
system and rehabilitation of hydropower to 31 December 2012 the Group has incurred capital commitments amounting to
BGN 21,641 thousand (2011: BGN 11,131 thousand).
NEC-duties in connection with the development of the energy sector
In connection with the modernization of units V and VI of NPP "Kozloduy" EAD on 29 May 2000 was signed loan
agreement between NPP "Kozloduy" EAD as Borrower, the National Electricity Company (NEC) EAD as Guarantor and
the European Atomic Energy Community (EURATOM) as a lender to grant a loan at the amount of EUR 212.5 million
to finance the modernization program of the units. Under clause 15.2 of this agreement, NEC EAD together with NPP
Kozloduy EAD share the responsibility as a sole principal debtor. At the same day a Guarantee Agreement has been
signed between the Republic of Bulgaria as Guarantor and the European Atomic Energy Community as a Lender
(EURATOM) by which the state also guarantees the payment of the loan. Both agreements were ratified by an Act of the
38th National Assembly of the Republic of Bulgaria on 29 November 2000 loan is granted in 8 disbursements with
variable interest rate of six-month EURIBOR plus 0.13%, and one of these disbursements has a fixed interest rate of
5.76%. The period of repayment of principal on the loan for each installment is different. The maturity date is 10 May
2021 and the loan was fully disbursed and repaid in accordance with the agreements reached. Outstanding loans granted
by EURATOM of 31 December 2012 amounted to EUR 163,250 thousand.
Long-term agreements to purchase power
On June 13, 2001 NEC EAD signed a long term contract with the American company AES to build and operate a 670
MW replacement capacity at the site of TPP Maritsa East 1 based on locally mined lignite coal. NEC EAD has signed a
long-term 15-year contract for the purchase of electricity, which came into force at the commissioning of the new power
unit At 2 June 2011 and when TPP AES Galabovo reached full net capacity of 600 MW as of December 28, 2011.
Under a pledge agreement dated 30 November 2005, NEC EAD pledged its receivables from Elektrorazpredelenie Varna
and Elektrorazpredelenie Plovdiv as a guarantee against future obligations for the purchase of electricity. To this end, an
open pledge account at BNP Paribas. Amount of underlying receivable is equal to the expected maximum total payment
for electricity purchased for any month of the calendar year. Under long-term contracts for the purchase of energy NEC
is required to purchase a minimum quantity of 3,156,500 MWh of electricity per calendar year (or proportiional amount
for part calendar year) and full availability.
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On 13 June 2001 and signed a long-term 15-year contract for the purchase of electricity and capacity between NEC and
Enel Maritza East 3 (ContourGlobal Maritsa East 3 AD as of June 2011). The contract comes into force in February 2009
at the end of the agreed rehabilitation activities in the modernization of the existing Maritza East 3, after which the
installed capacity is 808 MW. Under the power purchase NEC bet 43% of its revenue from CEZ Electro Bulgaria AD,
E.ON Bulgaria Sales and EVN Bulgaria Electricity Plc as a guarantee against future liabilities for the purchase of
electricity. For this purpose, an account at stake in Corporate Commercial Bank AD. Amount of underlying receivable is
equal to 1.25 times the estimated maximum total payment for purchased electricity for any month during the calendar
year. For 2012, the NEC issued a promissory note in favor of ContourGlobal Maritsa East 3 AD, if it does not receive the
amount due to him by his clients. Under long-term contracts for the purchase of energy NEC is required to purchase a
minimum quantity of 3,489,000 MWh of electricity per calendar year (or proportional amount for a part of calendar year)
and full availability.
Valid from 1 January 2011 has been concluded on the basis of authorization from the State Energy Regulatory
Commission by 25 June 2010 5-year long-term agreement for the purchase of electricity and capacity agreed between
NEC EAD and Maritza East 2 EAD. Based on the signed contract NEC shall redeem minimum of 13,519,467 MWh of
electricity in the period from 1 January 2013 to 30 June 2015 and the corresponding availability.
The table below shows liabilities of NEC EAD as the minimum payments due for purchased electricity and capacity for
the remaining period of long-term contracts for the purchase of energy from thermal power plants.
Total minimum amount due
BGN’000.
Minimum payments due for purchased availability
Minimum payments due for electricity purchased

8,032,057*
4,483,326**

Total

12,515,383

* The minimum amount payable under long-term contracts for the purchase of energy and is formed on the basis set
fixed pricing elements and elements with fixed escalation.
** That amount is calculated based on the unit price of electricity for the month of December 2012
The minimum payments for bought availability on each of the three long-term contracts for purchase of electricity from
TPP are as follows:
Up to 1 year
1 to 5 years
Over 5 years
Total

Minimum payments for purchased
availability

BGN’000

BGN’000

BGN’000

BGN’000

767,277

2,671,269

4,593,511

8,032,057

Pursuant to the requirements of the Renewable and Alternative Energy Sources and Biofuels NEC as a public utility is
obligated to purchase all the electricity renewable or alternative energy sources other than electricity produced by
hydroelectric power plants with an installed capacity of 10 MW, at a preferential price for the purchase of electricity.
Mandatory purchase of electricity is carried out and purchase contracts. Under the Law on Renewable Energy, Updated
on May 3, 2011, the term of the contracts is 20 years - for electricity produced from geothermal and solar energy and
electricity generated from biomass, 12 years old - for electricity generated from wind power and 15 years - for electricity
produced by hydroelectric power plants with installed capacity of 10 MW, and the electricity generated from other
renewable energy sources. Deadlines for mandatory purchase shall commence from the date of commissioning of the
power plant, and energy facilities placed in service after December 31, 2015, deadline will be reduced over time from
that date until the date of commissioning of the power plant.
At 31 December 2012 the Group has entered into these long-term contracts for the purchase of electricity from renewable
energy placed in service:
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Wind power farms: a total installed capacity of 339 MW. The contracts were signed in the period 2007 - 2012
and have a maturity of 12 to 15 years.
Photovoltaic power: total installed capacity of 265.15 MW. The contract was awarded in 2011 - 2012 and has a
maturity of 20 years.
Biomass power plants: total installed capacity of 22 MW.
Hydroelectric power plants : total installed capacity of 173 MW.

Due to the nature of the production of electricity from renewable sources and the uncertainty of the total amount
generated, the Group can not reliably estimate its future obligations with respect to contracts for the purchase of
electricity from renewable sources.
Contingent liabilities
Litigation and claims against NEC EAD
ZAO Atomstroyexport
On July 19, 2011 " Atomstroyexport" / ACE / take an action against the "National Electric Company" to the Arbitration
Tribunal of the International Chamber of Commerce - Paris. The case was registered under № ICCCaseNo. 18086/GZ as
subject to the same claims are ACE to NEC for unpaid amounts under the Agreement between the ACE and the NEC on
29 November 2006. and Appendices.
On 10.09.2012 ACE increased the claims of alleged damages of at least Eur 1 billion (BGN 2 billion l) interest, penalties
and consequential damages, plus all costs, fees and expenses, including fees for arbitration services.
On September 30, 2011, "National Electric Company" claim against Atomstroyksport the Arbitration Tribunal of the
International Chamber of Commerce - Paris. The case was registered under № ICCCaseNo. 18206/GZ under Article 9 of
the Framework Agreement № 77-402/71300 of 28.11.2007g. / Contract / being subject to the same claim of NEC to ACE
in the following amounts, as fallows:
-

EUR 40,215,000 for equipment that ACE had to pay and the NEC EAD under the Contract;
EUR 4,030,691.83 to be received by ACE appliances under Appendix 1 of the Treaty, which ACE is not paid to
the NEC.
The difference between the amount of EUR 77,172,475 and the actual expenditure incurred within the meaning
of chl.5.2. and chl.5.4. Treaty that ACE is able to demonstrate by providing relevant primary accounting records
or other supporting documents with the same value;
Interest due for late payment of amounts under the preceding three points, and all costs associated with the filing
and conduct of the arbitration, including, but not limited to legal fees, arbitration fees and more.

Unification of arbitration cases ICCCaseNo. 18086/GZ/MHM and ICCCaseNo. 18206/GZ/MHM confirmed by the
arbitral tribunal rules of procedure dated 18.02.2013, as follows: (1) Continued work ICCCase Fr. 18086/GZ/MHM and
terminates case ICCCase Fr. 18206/GZ/MHM; (2) Place of arbitration shall be Geneva, Switzerland (3) The claims of
NEC Case ICCCase Fr. 18206/GZ/MHM considered counterclaims in ongoing arbitration ICCCaseNo.
18086/GZ/MHM.
Legal representative of the NEC EAD is White and Case LLP. The growth stage of the case is very early for the purpose
of forming a realistic estimate for the output. According to the procedure adopted schedule is possible tribunal to take a
decision no earlier than the second half of 2014.
Polymers Inc.
Polymers Inc. has filed an application for a claimed BGN 3,580 thousand related to non-payment by NEC EAD to the
full price for the use of their facilities for the transmission of electricity to and from the TPP Deven.
The management of NEC EAD believes that at this stage of the procedure the facts and circumstances in support of NEC
have been exposed grounded in the best interests of the Group.
The Group has assessed the above legal obligations in accordance with that opinion that at present it is not probable that
an outflow of resources or they can not be reliably determined, so that information is disclosed to these contingent
liabilities without be recognized provisions for them.
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Estimates of Irrigation Systems Ltd.
NEC EAD and "Irrigation Systems" EAD perform maintenance activities and operation of reservoirs, dams, hydro and
irrigation facilities, and perform designated by the Ministry of Environment and Waters notification obligations water
masses. NEC EAD through enterprise "Dams and Cascades" was rendered service "water supply" to "Irrigation
Systems" EAD similar service rendered and "Irrigation Systems" to NEK EAD.
Is not agreed between the Group and "Irrigation Systems" EAD and are not signed protocols supplied quantities of water
for the period of May 2003 the date of issuance of these consolidated financial statements, and therefore you may
experience further obligations to "Irrigation Systems" Ltd., which currently can not be reliably determined.
Legal proceedings against NPP Kozlodiy EAD
Against NPP Kozloduy EAD were instituted legal proceedings at the amount of BGN 173 thousand (2011: BGN 69
thousand). None of the above actions has been described here in detail in order not to seriously affect the position of NPP
Kozloduy EAD in dispute resolving.
Legal proceedings against "Maritza East 2" EAD
Brought against the Group has no significant legal claims.
Possible positive result for the Group would have been negligible for prosecutions including executive cases of recovery
awarded to "Maritza East 2" EAD in closed court proceedings for damage to property that is unpaid and restored tax
credit under audit acts on № 394/19.12.2005, № 9900029/14.05.2007 on, № 29000381/11.02.2008, and №
990000025/11.08 .2009.
At the discretion of the management contingent assets can not be recognized at the reporting date, as they may not be
realized and are therefore uncertain.
During the year brought various legal claims against the Group. With the exception of those which have already accrued
provisions (TD № 370/2008), the Group's management believes that the claims against it are unfounded and likely to
lead to costs for the Group to settle them is small. This assessment of the management is supported by the opinion of
independent legal counsel.
None of the above actions is not exposed here in detail in order not to have a serious impact on the Group's position in
resolving them.
Legal proceedings brought by Bulgargaz
Bulgargaz was formed administrative proceedings before the Supreme Court on the basis of which the Company disputes
the legality of the decisions of the Commission, which the Commission approves the price of natural gas in some quarters
of the calendar years 2008 to 2012.

Promissory notes and guarantees
NEC EAD
Guarantee obligations in connection with the contracts of the Group at 31 December 2012 are bank guarantees issued by
credit institutions serving the Group amounted to 350 thousand maturing from January 2013 to February 2014.
At 31/12/2012 NEC EAD has issued promissory notes for investment projects for a total amount of EUR 194.628
thousand (BGN 380.660 thousand) in favor of the beneficiaries of which are the banks providing credit agreements for
the construction of objects in BGN 36,457 thousand. AT 31.12.2011 –the promissory notes are at the amount of EUR
219.912 thousand (BGN 430.110 thousand ) and BGN 35,845 thousand .
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Mini Maritsa Iztok EAD
"Mini Maritsa Iztok" EAD has issued the following bank guarantees associated with performance contracts with the
beneficiaries:
- "National Electric Company" EAD - BGN 950 thousand bank guarantee is a contract for the transfer of electrical
energy. Deadline for submission is up to August 1, 2012
- "Electricity System Operator" EAD – BGN 569 thousand bank guarantee is a contract for access to the transmission
network. The deadline for submission is until August 1, 2012
- "The Ministry of Economy, Energy and Tourism" – BGN 3,874 thousand bank guarantee is issued in order to ensure
fulfillment of the obligation of the Company to pay the concession fee payable under the agreement signed on 11 August
2005 the concession contract. The deadline to file is up to March 31, 2012.
"Mini Maritsa Iztok" EAD issued these promissory notes related to performance on contracts with the beneficiaries:
- "Lukoil Bulgaria" Ltd. –BGN 60 thousand has been issued in connection with the performance of a contract for the
sale of fuels, goods and services, and use of business cards.
Kozloduy NPP
In favor of the guarantees found in the amount of BGN 57,058 thousand (2011: BGN 48,210 thousand ). The Group has
provided guarantees to December 31, 2012
Insurance
Kozloduy NPP
The Safe Use of Nuclear Energy Act puts a limit on liability for damages of any nuclear accident to the nuclear facility
operators. The law limits the liability of the operator to BGN 96,000 thousand per accident. The operator is required to
maintain insurance or other financial security for nuclear damage during the operation of the nuclear plant from BGN
96,000 thousand. The Group has entered into an insurance policy covering the limits required by law. Insurance policy is
concluded with Bulgarian national insurance pool. Monthly rate is BGN 89 thousand.
The Group has taken out insurance to property behind the ZAD "Energy" for a period 01.04.2013 -01.04.2014 on the
amount of BGN 10,621 thousand.
Tax inspections
BEH EAD
Recent tax audits of BEH EAD were made by the tax administration as follows:
• Corporate tax - 31 December 2008;
• VAT - 30 June 2009;
• Tax on personal income - to 31 December 2008;
• Social security - until 31 December 2008
TPPMaritsa Iztok 2 EAD
Recent tax inspections of the Group are made by the tax administration as follows:
- Income tax - up to 31 December 2007
- VAT - up to December 31, 2008
- Tax on income of individuals - up to 31 December 2007
- Social security - up to 31 December 2008
- Local taxes and fees - up to 31 December 2005
By Order for awarding revision № 1100444/18.11.2011 on (our inbox № 30654/29.11.2011) from NRA - TD "GDO"
Sofia is assigned a revision of "Maritza East 2" EAD.
The revision includes the following types of tax obligations and periods:
Income tax and other taxes for the companies from 01.01.2008 to 31.12.2010
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Value added tax from 01.01.2009 up to 30.09.2011
The deadline for completion of the audit was up to 20.02.2012
By Order for awarding revision of NRA - TD "GDO" Sofia deadline for completion of the audit was extended to
28/03/2013.
The date of certification of the consolidated financial statements tax audit is completed.
Mini Maritsa Iztok EAD
Recent tax inspections of the Company were made by the tax administration as follows:
- Income tax - until 31 December 2010;
- VAT - 30 September 2011;
- Tax on income of individuals - to 31 December 2010;
- Social security - 30 September 2011;
The Company's management does not believe that there are significant risks as a result of dynamic fiscal and regulatory
environment in Bulgaria, which would require adjustments to the financial statements for the year ended December 31,
2012.
NEC EAD
Recent tax audits of NEC EAD have been performed by the tax administration as follows:
- Up to and including 31.12.2007 is a Tax inspection;
- Up to 30.09.2009 including an inspection of VAT.
- Up to 31.05.2009 including an inspection on Social Security.
According to an order № 110047815/15.12.2011 was assigned revision from 01.01.2005 to 31.12.2007 on these types of
commitments for the period as follows: SSS contributions, health insurance, SMPS PFM of employees (non-insured
pursuant to Art. 4, paragraph 3 1.2 and 4) contributions SMPS for professional pension fund contributions GVRS
bankruptcy. At the date of approval of this report the Company has not received a final report from the Audit Committee.
Recent tax audits to ESO EAD (subsidiary) have been performed by the tax administration as follows:
- Up to and including 31.12.2007 is a Tax inspection;
- 30.09.2008 including inspection was carried out under the VAT Act.
- Up to 31.12.2010 including an inspection on Social Security.
The Company's management does not believe that there are significant risks as a result of dynamic fiscal and regulatory
environment in Bulgaria, which would require adjustments to the financial statements for the year ended December 31,
2012
42. Post-reporting date events
BEH EAD
Restructuring in connection with the Third Energy Liberalisation Package of the European Union
In May 2012 an agreement has been signed with the consortium "Houlian Lokey - White & Case - Entrea - Kamburov".
The consortium was selected as a consultant to the company on the restructuring of NEK and ESO in accordance with the
requirements of the Third Energy Liberalisation Package in the European Union. Planned transmission system, which is
now owned subsidiary of NEC to be transferred to ESO in order to meet European requirements for unbundling of
energy. The main objectives of the Directive 2009/72/ES, which is part of the third liberalization package, is to achieve a
fully open market, allowing consumers to choose their supplier, non-discriminatory access to the transmission network
and extensive regulatory control. The Directive introduces a requirement for effective separation of activities related to
network activities from supply and production, and establishes new requirements for the independence of TSOs. In the
implementation of the Directive in the Energy Act in force from 17.07.2012 were adopted requirements for separation of
business power grid operator of the activities of generation and supply of electricity. NEC should be released from its
investment in ESO, on license for the activity of transmission, as well as all assets necessary for the activity of electricity
transmission, including the transmission network assets, personnel, and terminate contracts with ESO. At the date of
authorization of these financial statements, with Protocol № RD-21-24/15.04.2013 The Minister of Economy and Energy
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authorized BEH EAD to acquire ownership of NEC EAD shares, representing 100% of the capital of ESO EAD in
accordance with the requirements of the Energy act for the conversion of NEC EAD by transferring the transmission
network to ESO EAD. After the transfer of shares and registration of members of the management and supervisory board
in order to start the certification of ESO EAD as an independent transmission operator, an application will be submitted
to the State Commission for Energy and Water Regulatory Commission, which, after a ruling on it, in turn, will submit to
the European Commission.
Choice of lead manager in structuring and placement of the bond issue
In connection with the refinancing of the loans of the subsidiary NEC, Bulgarian Energy Holding EAD was launched on
07.03.2013, the procedure for the selection of an investment adviser by deal placement bond issue amounting to EUR
250 million /U.S. dollars or their equivalent/. With protocol № RD-21-26/19.04.2013 The Minister of Economy, Energy
and Tourism has approved the decision of the Board of Directors of BEH EAD on the choice of lead manager in
providing bridge financing of BGN 195 million, structuring and placement of the bond issue up to BGN 250 million New
contracts with ranked first candidate CitiGroup.
On April 26, 2013 in the Commercial Register is listed change in the Board of Directors. Ilko Dimitrov Jelyazkov and
Valentin Alexiev Nikolov have been dismissed as members of the board. The newly appointed members are Todor
Dimitrov Shopov and Bojan Stefanov Stoyanov.
NEC EAD
According to the Board of Directors of the Bulgarian Energy Holding EAD from March 20, 2013 changed the
composition of the Board of Directors of NEC. Freed is a member Eugenia Haritonova. Members of the Board of
Directors elected Michael Andonov, Krum Atanasov and Nikolay Pavlov.
On 05.02.2013, the Directorate of the National Construction Control of the Ministry of Regional Development and
Public Works has been granted permission to № ST-05-209/05.02.2013, the construction of HPP "Tsankov kamak"
Assets under construction related to water supply system "Tsankov kamak" capitalized during February 2013.
Maritsa Iztok 2 EAD
On 03.12.2012, between "Maritza East 2" EAD and "Maritsa East 2 (9 and 10)" EAD signed a loan agreement № 11969 /
№ 1. On 04.12.2012 the loan was granted to the value of 200 000 (two hundred thousand) lev. On the same date, the sum
of BGN 150,000 (one hundred and fifty thousand) lev was transferred in the open special current account within the
meaning of Art. 8a PURDEEM. The remaining amount of BGN 50,000 (fifty thousand) remains the account of "Maritsa
East 2 (9 and 10)" EAD and the funds will be used to cover current payments in connection with applications for
licenses. On 15.02.2013, in connection with the requirement of the regulator and 8a PURDEEM loan amount was
increased to BGN 300,000 (three hundred thousand).
Bulgargaz EAD
Significant non-adjusting events between the reporting date and the date of its acceptance for publication are as follows:
Were approved caps on gas prices from the public provider of end suppliers and consumers connected to the transmission
network solutions to the State Energy and Water Regulatory Commission for the first quarter of 2013, BGN 656,47/1000
m3 excluding excise duty and VAT and BGN 664,19/1000 m3 excluding excise duty and VAT (for customers connected
to the low pressure networks).
NPP Kozloduy EAD
On 19.12.2012, it was decided at the Council of Ministers to declare units 3 and 4 of the "NPP Kozloduy" facilities for
management of radioactive waste and transferred to the State Enterprise "Radioactive Waste". The total amount of assets
transferred is BGN 25,411 thousand.
On 19.01.2013, at a meeting of the Board of Directors of "Bulgarian Energy Holding" JSC has decided to both decrease
and increase the capital of the "NPP Kozloduy" the amount of BGN 25,411 thousand in favor of "Reserve Fund ".
From 01.03.2013, were interrupted employment of employees needed to carry out activities for the decommissioning of
units 3 and 4 of the "NPP Kozloduy" and switch to the SE "RAW".
From 25 February 2013 the following licenses held by the "NPP Kozloduy" had been dropped and these are issued to SE
"RAW":
 operating license for a third power unit of the operating mode - status "E" of the Technical Regulation series "E" №
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03723 of 25.05.2011
 license to operate the fourth power unit of the "NPP Kozloduy" in service - status "E" of the technical specifications,
Series "E" № 00008 from 26.02.2003.
Mini Maritsa Iztok EAD
On February 26, 2013 in the Commercial Register is listed change in the Board of Directors. Former Chairman of the
Board of Directors - Marina Armutlieva is released and in its place was appointed Dimo Dimov.
Bulgartransgaz EAD
In connection with the certification of "Bulgartransgas" EAD as an independent operator in the company is a two-tier
system. Authorities are the Supervisory Board.
By judgments of item II.22. of Protocol N 3-2013/25.01.2013 on the Board of Directors of "Bulgarian Energy Holding"
JSC has adopted new Articles of Association and the Supervisory Board of "Bulgartransgas" EAD. Members of the first
Supervisory Board of „Bulgartransgas“ EAD are 3 years from the date of entry of judgment in the Commercial Register,
ie three years from 03.28.2013.

Pursuant to Art. 241, para. 2 of the Commercial Code selected by the Board of Directors of BEH Supervisory Board by
resolution under item II.2. of Minutes of 27.02.2013, the Board has chosen to "Bulgartransgas" EAD. Members of the
first Board of Directors of „Bulgartransgas“ EAD are 3 years from the date of entry of judgment in the Commercial
Register, i.e. 3 years from 28 March 2013.
On 06.03.2013 was sent notarized invitation from "Bulgartransgas" Ltd. up to "Evifrusich" EAD, in order to conclude an
agreement regulating the relationship between the two companies under contract N 3061/01.07.2004, and Contract N
3062/01.07.2004 to the date of approval of these financial statements, no agreement as to the relations of the parties to
these contracts.
On 21.03.2013, between "Bulgartransgas" Ltd. and law firm "Penkov, Markov & Partners" was signed a contract for
legal services on Contract N 484/11.02.2009 between "Bulgartransgas" EAD and Furmanit International Limited, and
implementation, if necessary, legal aid and assistance agreement for an amicable settlement contracts.
No adjusting or other significant non-adjusting events have occurred between the reporting date and the date of
authorization.
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Grant Thornton Ltd.
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T (+3592) 987 28 79, (+35952) 69 55 44
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E office@gtbulgaria com
W www gtbulgaria com

REVIEW REPORT ON INTERIM FINANCIAL INFORMATION

To the sole shareholder of
Bulgarian Energy Holding EAD
Sofia, Bulgaria
Introduction
We have reviewed the accompanying interim condensed consolidated financial statements of
Bulgarian Energy Holding EAD and its subsidiaries (“the Group”) as at 30 June 2013, which
comprise the interim condensed consolidated statement of financial position as of 30 June 2013, the
interim condensed consolidated income statement, the interim condensed consolidated statement of
comprehensive income, interim condensed consolidated statement of changes in equity and interim
condensed consolidated statement of cash flows for the period then ended, and a summary of
significant accounting policies and other explanatory notes. Management is responsible for the
preparation and presentation of this interim financial information in accordance with International
Financial Reporting Standards, as adopted by the EU. Our responsibility is to express a conclusion
on this interim financial information based on our review.
Scope of Review
We conducted our review in accordance with the International Standard on Review Engagements
2410 “Review of interim financial information performed by the independent auditor of the entity”.
A review of interim financial information consists of making inquiries, primarily of persons
responsible for financial and accounting matters, and applying analytical and other review
procedures. A review is substantially less in scope than an audit conducted in accordance with
International Standards on Auditing and consequently does not enable us to obtain assurance that
we would become aware of all significant matters that might be identified in an audit. Accordingly,
we do not express an audit opinion.
Basis for Qualified Conclusion
As disclosed in note 5 “Property, plant and equipment” of the consolidated financial statements, the
Group has signed an agreement with third party for the construction of a nuclear power plant. As at
30 June 2013 the total amount of property, plant and equipment, related to the nuclear power plant
is BGN 1,405,548 thousand, of which BGN 1,305,959 thousand are assets under construction. As at
30 June 2013 the advance payments and receivables from the main contractor for the nuclear power
plant are BGN 198,477 thousand. The accrued liabilities thereto, amount to BGN 98,434 thousand.
The unrecognised liabilities according to received invoices for delivered services under Appendix 5
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of the agreement with the contractor amount to BGN 202,522 thousand. On 29 March 2012 the
Government of Republic of Bulgaria took a conclusive decision to terminate the construction of the
nuclear power plant. A decision dated 27 February 2013 of the 41st National Assembly supported
the Government’s decision to cease the project for construction of the new nuclear power plant
‘Belene’ and insists on its final termination. The Group is currently in the process of legal disputes
with the main contractor, as disclosed in note 15 “Commitments and contingent liabilities”. The
Group is unable to make reasonable estimate and accordingly has not recognised provisions, related
to these legal disputes, or impairment losses of the recognised assets in its interim condensed
consolidated financial statements. Therefore, we were unable to obtain sufficient and appropriate
audit evidence regarding the recoverability of the aforementioned assets of the Group and the
completeness of the recognised liabilities to the main contractor.
The Group recognizes provisions for a number of obligations arising from its activities. At 30 June
2013 the Group has recognised provisions for site restoration, related to the mining operations of
Mini Maritsa-Iztok EAD amounting to BGN 70,979 thousand. We were unable to obtain sufficient
evidence for the completeness of the recognised provisions as well as evidence supporting the
underlying assumptions used in their calculations. In addition, the Group does not account for
provisions for the decommissioning of nuclear facilities and the storage and management of
radioactive wastes arising from its activities. According to the legislation currently in force and other
international agreements, the Group has the right to receive reimbursement for a portion of these
costs from national and international funds. In accordance with IAS 37 "Provisions, Contingent
Liabilities and Contingent Assets", the Group should recognize provisions for the decommissioning
and other obligations arising from its nuclear power generation activities and a separate asset for its
right to receive reimbursements in the event that its value cannot be reliably determined. As of the
date of this review report the Group is in the process of evaluating the amount of the provisions
and the possible related reimbursements. Consequently, we were not able to satisfy ourselves as to
the measurement and completeness of the provisions and the related reimbursement assets as at 30
June 2013.
The Group reports bank loans liabilities, which are guaranteed by the Government of the Republic
of Bulgaria. In accordance with IAS 39 "Financial Instruments: Recognition and Measurement", at
initial recognition, the borrowings are stated at fair value. We were not able to acquire a fair value
assessment of these loans at the time of their initial recognition. Consequently, we were not able to
satisfy ourselves as to their amortized costs as at 30 June 2013, the carrying value of which is BGN
298,753 thousand.
Conclusion
Based on our review, except for the possible effects of the matters described in the “Basis for
Qualified Conclusion” paragraph, nothing has come to our attention that causes us to believe that
the accompanying consolidated interim financial information is not prepared, in all material respects,
in accordance with International Financial Reporting Standards, as adopted by EU and Bulgarian
legislation.

F-188

3

Emphasis of matter
As at 30 June 2013 the Group uses property, plant and equipment with carrying value amounting to
BGN 76,835 thousand and has assets under construction for project HPP Tsankov Kamak at the
amount of BGN 862,794 thousand, which the Group considers to be under the regulation of the
Water Act as public state property. The Act has provisions for the separate management of such
assets by entities with a hundred per cent public ownership or legal entities with joint state and
municipal participation, in which the state has a majority share. Our conclusion is not modified in
respect of this matter.
The Group received a permit to use HPP Tsankov Kamak on 5 February 2013. The Group’s
capitalized expenses for the constructing of this asset also include the costs for the detoured road
Devin – Mihalkovo amounting to BGN 301,893 thousand. As at 30 June 2013 the legal status of the
road Devin - Mihalkovo has not yet been confirmed. Our conclusion is not modified in respect of
this matter.
The Group’s interim condensed consolidated statement of financial position as at 30 June 2013
includes land and buildings with carrying value BGN 20,049 thousand, which are in pending
procedure for issuing state property acts. Our conclusion is not modified in respect of this matter.
Mariy Apostolov
Registered Auditor
Managing partner
Grant Thornton Ltd.
Auditing Company
31 July 2013
Sofia, Bulgaria
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Interim condensed consolidated income statement
Notes

Sales revenue
Other operating income

Cost of natural gas, electricity and other current assets sold
Change in finished goods, work in progress and stripping costs
Work performed by the entity and capitalised
Cost of materials
Hired services expenses
Depreciation and amortisation
Personnel expenses
Net impairment of trade receivables
Other operating expenses
Expenses for provisions
Technological losses of natural gas
Operating loss

5, 6

Share of profit from associates and joint ventures
Finance income
Finance costs
Loss before tax
Income tax income / (expense)
Loss for the period from continuing operations
Loss for the period from discontinued operations
Loss for the period

11
7

Loss for the period attributable to:
Owner of the parent
Non-controlling interest

Loss per share:
Loss from continuing operations
Loss from discontinued operations
Total loss per share

12

6 Months to
30 June
2013
BGN ‘000

6 Months to
30 June
2012
BGN ‘000

2,826,898
45,136
2,872,034

3,166,885
30,660
3,197,545

(1,618,071)
26,805
7,948

(2,114,091)
9,675
10,294

(145,485)
(174,954)
(271,577)
(354,205)
(1,661)
(375,051)
(36,905)
(5,241)
(76,363)

(172,636)
(78,741)
(269,748)
(362,719)
(108,791)
(350,241)
(1,668)
(5,419)
(246,540)

13,232
49,298
(42,917)
(56,750)
14,330
(42,420)
(57,465)
(99,885)

31,075
25,804
(47,179)
(236,840)
(5,166)
(242,006)
(8,147)
(250,153)

(99,906)
21
(99,885)

(250,251)
98
(250,153)

BGN

BGN

(0.016)
(0.022)
(0.038)

(0.093)
(0.003)
(0.096)

The accompanying notes from page 8 to page 25 are an integral part of these interim condensed consolidated
financial statements.
Boyan Boev
Executive director

Marieta Velikova
Chief accountant

Date: 29 July 2013
Reviewed according to the report on review dated 31 July 2013
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Interim condensed consolidated statement of comprehensive income
Notes

Loss for the period
Other comprehensive income / (loss):
Items that will not be reclassified subsequently to profit or loss:
Remeasurement of net defined benefit liability
Share of other comprehensive income of associates
Income tax relating to items that will be not reclassified to profit or
loss
Items that will be reclassified subsequently to profit or loss:
Loss on available-for-sale financial assets
Income tax relating to items that will be reclassified to profit or loss

Other comprehensive income / (loss) for the period, net of tax
Total comprehensive loss for the period, net of tax

Total comprehensive loss for the period, attributable to:
Owner of the parent
Non-controlling interest

6 Months
to 30 June
2013
BGN ‘000

6 Months to
30 June
2012
BGN ‘000

(99,885)

(250,153)

(4,539)
5,284

(1,841)

454
1,199

(1,841)

(101)
10
(91)

(101)
10
(91)

1,108
(98,777)

(1,932)
(252,085)

(98,798)
21
(98,777)

(252,183)
98
(252,085)

The accompanying notes from page 8 to page 25 are an integral part of these interim condensed consolidated
financial statements.
Boyan Boev
Executive director

Marieta Velikova
Chief accountant

Date: 29 July 2013
Reviewed according to the report on review dated 31 July 2013
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Interim condensed consolidated statement of financial position

Assets
Non-current assets
Property, plant and equipment
Intangible assets
Investments in associates, jointly controlled entities and
other entities
Trade and other receivables
Related party receivables
Other financial assets
Other long-term assets
Deferred tax assets
Current assets
Trade and other receivables
Related party receivables
Inventories
Receivables on overpaid income tax
Deferred stripping costs
Available-for-sale financial assets
Cash and short-term deposits

Notes

30 June
2013
BGN ‘000

31 December
2012
BGN ‘000
Restated

5
6

11,683,602
22,961

11,813,446
25,626

125,890

9

Assets classified as held for distribution to the owner
of the parent
Total Assets

7

1,931
9
16,884
3
98,335
11,949,615

146,862
12,840
40
16,265
81,392
12,096,471

1,056,119
46,138
664,103
18,292
479
492,395
2,277,526

1,021,121
17,661
663,894
21,155
26,023
580
619,673
2,370,107

14,227,141

25,411
14,491,989

The accompanying notes from page 8 to page 25 are an integral part of these interim condensed consolidated
financial statements.
Boyan Boev
Executive director

Marieta Velikova
Chief accountant

Date: 29 July 2013
Reviewed according to the report on review dated 31 July 2013
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Interim condensed consolidated statement of financial position
(continued)
Notes

Equity and Liabilities
Equity
Share capital
Other reserves
Reserve from revaluation to fair value
Revaluation reserve
Reserve from remeasurement of defined benefit plans
Retained earnings
Equity attributable to the owner of the parent
Non-controlling interest
Total equity
Non-current liabilities
Loans and finance lease liabilities
Deferred tax liabilities
Deferred financing
Liabilities for retirement employee benefits
Provisions
Trade and other payables
Financial derivatives
Deferred income
Current liabilities
Trade and other payables
Related party payables
Loans and finance lease liabilities
Financial derivatives
Provisions
Deferred financing
Liabilities for retirement employee benefits
Deferred income
Income tax payable
Total liabilities
Total equity and liabilities

30 June
2013
BGN ‘000

31 December
2012
BGN ‘000
Restated

2,612,004
2,297,289
(27,603)
5,151,147
(43,689)
364,552
10,353,700
861
10,354,561

2,612,004
2,381,401
(32,796)
5,152,005
(39,604)
380,099
10,453,109
982
10,454,091

709,871
572,356
273,624
97,690
71,117
47,805
18,283
1,790,746

806,447
580,257
280,166
107,131
71,014
48,798
31,711
15,230
1,940,754

1,226,428
186,350
578,397
46,065
3,803
12,623
5,409
1,141
21,618
2,081,834
3,872,580
14,227,141

1,311,453
169,985
570,672
19,584
18,710
6,416
186
138
2,097,144
4,037,898
14,491,989

The accompanying notes from page 8 to page 25 are an integral part of these interim condensed consolidated
financial statements.
Boyan Boev
Executive director

Marieta Velikova
Chief accountant

Date: 29 July 2013
Reviewed according to the report on review dated 31 July 2013
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Interim condensed consolidated statement of changes in equity
All amounts are presented in BGN ‘000

Balance at 1 January 2013 (restated)
Distribution of assets to the owner of the
parent
Repayment of shares
Transactions with the sole owner of the
parent
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Loss for the period
Other comprehensive income
Total comprehensive loss
Written-off financing, related to assets
distributed to the owner of the parent
Revaluation reserve written off
Transfer of retained earnings to other
reserves
Transfer from other reserves to retained
earnings
Donations
Other changes in equity
Balance at 30 June 2013

Share
capital

Other
reserves

Reserve
from
revaluation
to fair value

Revaluation
reserve

Reserve from
remeasureme
nt of defined
benefit plans

Retained
earnings

Noncontrolling
interest

Total
equity

380,191

Total equity
attributable
to the sole
owner of the
parent
10,453,109

2,612,004

2,381,309

(32,796)

5,152,005

(39,604)

982

10,454,091

-

(25,411)
-

-

-

-

-

(25,411)
-

(140)

(25,411)
(140)

-

(25,411)

-

-

-

-

(140)

(25,551)

5,193
5,193

-

(4,085)
(4,085)

(99,906)
(99,906)

(25,411)
(99,906)
1,108
(98,798)

-

-

21
21

(99,885)
1,108
(98,777)

-

24,774
-

-

(858)

-

858

24,774
-

-

24,774
-

-

10,768

-

-

-

(10,768)

-

-

-

2,612,004

(93,528)
(7)
(616)
2,297,289

(27,603)

5,151,147

(43,689)

93,528
649
364,552

(7)
33
10,353,700

(2)
861

(7)
31
10,354,561

The accompanying notes from page 8 to page 25 are an integral part of these interim condensed consolidated financial statements.
Boyan Boev
Executive director

Marieta Velikova
Chief accountant

Date: 29 July 2013
Reviewed according to the report on review dated 31 July 2013
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Interim condensed consolidated statement of changes in equity (continued)
All amounts are presented in BGN ‘000

Share
capital

Other
reserves

Reserve
from
revaluation
to fair value

Revaluation
reserve

Reserve from
remeasureme
nt of defined
benefit plans

Retained
earnings

Noncontrolling
interest

Total
equity

605,833

Total equity
attributable
to the sole
owner of the
parent
8,841,246

Balance at 1 January 2012
Effect of changes in accounting policy –
IAS 19 (revised) – Note 3

2,612,004

2,290,096

(27,619)

3,360,932

-

873

8,842,119

-

(3,018)

-

-

(25,558)

11,466

(17,110)

-

(17,110)

Balance at 1 January 2012 (restated)

2,612,004

2,287,078

(27,619)

3,360,932

(25,558)

617,299

8,824,136

873

8,825,009
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Distribution of dividends
Transactions with the sole owner of the
parent

-

-

-

-

-

(140,675)

(140,675)

-

(140,675)

-

-

-

-

-

(140,675)

(140,675)

-

(140,675)

Loss for the period
Other comprehensive loss

-

-

(1,932)

-

-

(250,251)
-

(250,251)
(1,932)

98
-

(250,153)
(1,932)

2,612,004

39,862
(9)
(516)
2,326,415

(1,932)
(29,551)

(663)
3,360,269

(25,558)

(250,251)
663
(39,862)
881
188,055

(252,183)
(9)
365
8,431,634

98
(44)
927

(252,085)
(9)
321
8,432,561

Total comprehensive loss
Revaluation reserve written-off
Transfers
Donations
Other changes in equity
Balance at 30 June 2012 (restated)

The accompanying notes from page 8 to page 25 are an integral part of these interim condensed consolidated financial statements.
Boyan Boev
Executive director

Marieta Velikova
Chief accountant

Date: 29 July 2013
Reviewed according to the report on review dated 31 July 2013
.
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Interim condensed consolidated statement of cash flows
Notes

Cash flows from operating activities
Cash proceeds from sales, including:
Proceeds from sales ofelectricity
Proceeds from sales of natural gas and accompanying se1,v ices
Proceeds from sales of lignite coals
Proceeds from other sales
Payments to suppliers
Payments to personnel
Payments to state fimds
Interest paid
(Payments for) I proceeds from fees, commissions and others
Proceeds from fmancing
Other payments, net, including:
Income tax paid
Insurances
Social security contributions and taxes paid
Other pay ments for operating activities
Net cash flows fi:om continuing operations
Net cash flows from discontinued operations
Net cash flows from operating activities
Cash flows from investing activities
Purchases of property, plant and equipment and intangible assets
Purchases of investments
Proceeds from sale of property, plant and equipment
Interest received
Dividends received
Net cash flows from investing activities
Cash flows from financing activities
Proceeds from bon·owings
Repayments ofbonowings
Discharge of finance lease liabilities
Dividends paid
Net cash flows from financing activities
Net change in cash and cash equivalents
Cash and cash equivalents, beginning of the period
Cash and cash equivalents, end of period

7

30 June
2013
BGN '000

30 June
2012
BGN '000

3,191,477
1,781,86 1
1,110,460
97,440
201 ,716
(2,492,736)
(334,8 18)
(39,501)
(23,462)
4,107
3,936
(121,092)
(5,95 1)
(3,504)
(59,430)
(52,207)
187,911
(62,7 14)
125,197

3,702,095
2,256,309
1,328,202
104,764
12,820
(2,72 1,100)
(345,47 1)
(43,695)
(44,366)
(8,209)
68
(264,097)
(4 1,463)
(5,445)
(189,568)
(27,62 1)
275,225

(207,761)
(3,599)
51
893
15,205
(195,211)

(182,603)
(34,306)
5,749
2,860
14,013
(194,287)

3 11 ,521
(368,633)
(152)
(57,264)

703,967
(895,923)
( 1,486)
(140,675)
(334,117)

(127,278)
619,673
492,395

(291,506)
1,008,562
717,056

~38,3272

236,898

The accompanying notes from page 8 to page 25 are an integral pa1i of these interim condensed consolidated
financial statements.
BoyanBoev
E xecutive director

Marieta Velikova
Chief accountant

Date: 29 July 2013
Reviewed according to the repot·t on review dated 31 July 2013
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Notes to the interim condensed consolidated financial statements
1.

Corporate information

The main activity of Bulgarian Energy Holding EAD and its subsidiaries (the Group) consists of production,
manufacturing, transmission, transit, storage, management, distribution, sale and/or purchase of natural gas,
electricity, thermal energy, coal, as well as other various types of energy and raw materials for manufacturing.
The parent company Bulgarian Energy Holding EAD’s core business is acquisition, valuation and sale of shares in
trading companies, carrying out business activities in the fields of production, manufacturing, transmission, transit,
storage, management, distribution, sale and/or purchase of natural gas, electricity, thermal power, coals, as well as
any other type of energy and raw materials for the production, participation in the management of such companies,
their financing, acquisition, valuation, issue and sale of bonds, acquisition, valuation and sale of patents, concessions
of licenses for use of patents of the aforementioned companies, as well as performance of own production or trade
activity.
Bulgarian Energy Holding EAD is a sole-owner joint stock company registered in Bulgaria. It is listed into the
Companies Register, volume 147, page 21, batch No 10295. The Company is the successor of the state-owned
company Oil and Gas (Neft I Gas) established in 1973, renamed to Gas Supply (Gazosnabdyavane) in December
1975. In the beginning of 1990 the Company was renamed to Bulgargaz in accordance with the Business Activity
Decree. By a Decree of the Council of Ministers dated 12 May 1993 “Bulgargaz” was restructured as a sole-owner
joint stock company. Based on a restructuring plan dated 27 October 2006 and the appendices thereto, Bulgargaz
EAD was transformed into Bulgargaz Holding EAD through the spin-off of two sole-owner joint stock companies –
Bulgartransgaz EAD and Bulgargaz EAD in pursuance of the provisions of Article 262 (d) of the Commercial Act.
Bulgartransgaz EAD and Bulgargaz EAD are legal successors of the respective parts of the property (rights and
obligations) of Bulgargaz Holding EAD. By a decision No 45 of 15 January 2007, the Sofia City Court registered the
transformation. By virtue of Protocol No RD-21-305 dated 18 September 2008 of the Minister of Economy and
Energy, the company name of Bulgargaz Holding EAD was changed to Bulgarian Energy Holding EAD, with
capital raise through in-kind contributing of par value of all the shares of the capital of Natsionalna Elektricheska
Kompania EAD, NPP Kozloduy EAD, TPP Maritsa East 2 EAD and Mini Maritsa Iztok EAD.
The Company’s registered address and headquarters is as follows: 1000 Sofia, Oborishte Municipality, 16 Veslets
Str.
The Company is managed by a Board of directors which consists of Georgi Petkov Hristozov, Boyan Ivanov Boev
and Ilko Dimitrov Jeliazkov and is represented by its Executive director Boyan Ivanov Boev.
The Company’s shares are not registered on a stock exchange. The sole and ultimate owner of BEH EAD is the
Republic of Bulgaria through the Minister of Economy and Energy.
2.

Basis of preparation of the interim condensed consolidated financial statements

These interim condensed consolidated financial statements as of 30 June 2013 have been prepared in accordance
with IAS 34 “Interim Financial Reporting”. They do not include all of the information and disclosures required in
full annual consolidated financial statements, and should be read in conjunction with the annual consolidated
financial statements of the Group for the year ended 31 December 2012, which have been prepared in accordance
with International Financial Reporting Standards (IFRS) as issued by the International Accounting Standards Board
(IASB) and approved by the European Union (EU).
The interim condensed consolidated financial statements are presented in Bulgarian leva (BGN), which is also the
functional currency of the Group. All amounts are presented in thousand Bulgarian leva (BGN‘000) (including
comparative information for 2012) unless otherwise stated.
The interim condensed consolidated financial statements are prepared under the going concern principle.
At the date of preparation of these interim condensed consolidated financial statements, after making enquiries, the
directors have a reasonable expectation that the Group has adequate resources to continue in operational existence
for the foreseeable future. Accordingly, they continue to adopt the going concern basis in preparing the interim
condensed consolidated financial statements.
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3.
3.1.

Accounting policies and significant changes during the period
Overall considerations and adoption of new standards, amendments and interpretations to existing
standards that are effective for the year beginning 1 January 2013

These interim condensed consolidated financial statements have been prepared in accordance with the accounting
policies adopted in the last annual consolidated financial statements for the year ended 31 December 2012 except for
the adoption of certain new standards, amendments and interpretations to existing standards, which are mandatory
for the first time for the financial year beginning 1 January 2013 and are relevant to the Group.
Since 1 January 2013 the Group has applied the following standards, which affected the presentation and diclosures:
IAS 1 “Financial Statement Presentation” – Other Comprehensive Income, effective from 1 July 2012,
adopted by the EU on 5 June 2012
The amendment requires entities to separate items presented in other comprehensive income into two groups, based
on whether or not they may be recycled to profit or loss in the future. Items that will not be recycled such as
revaluation gains on property, plant and equipment will be presented separately from items that may be recycled in
the future, such as deferred gains and losses on cash flow hedges. Entities that choose to present other
comprehensive income items before tax will be required to show the amount of tax related to the two groups
separately. The title used by IAS 1 for the statement of comprehensive income has changed to ‘statement of profit or
loss and other comprehensive income’. However IAS 1 still permits entities to use other titles. Full retrospective
application is required. The Group has selected to show the amount of tax related to the two groups separately.
IAS 19 “Employee Benefits” effective from 1 January 2013, adopted by the EU on 05 June 2012
These amendments eliminate the corridor approach and calculate finance costs on a net funding basis. ‘Actuarial
gains and losses’ are renamed ‘remeasurements’ and will be recognised immediately in ‘other comprehensive
income’. Remeasurements recognised in other comprehensive income will not be recycled through profit or loss in
subsequent periods. The Group has applied the amendments retrospectively in accordance with the transitional
provisions of the standard and IAS 8 ‘Accounting policies, changes in accounting estimates and errors’.
Consequently, the Group has restated its reported results throughout the comparative periods presented and reported
the cumulative effect as at 1 January 2012 as an adjustment to opening equity.
The effects of the application of IAS 19 revised on the consolidated statement of financial position at 1 January 2012
and 31 December 2012 are:

Balance at 1 January 2012
Effect of IAS 19 revised
Balance at 1 January 2012
(restated)
Balance at 31 December
2012
Effect of IAS 19 revised:
- brought forward
- total comprehensive
income for the year
Balance at 31 December
2012 (restated)

Liabilities
for
retirement
employee
benefits
BGN ‘000

Deferred
Reserve from
tax assets remeasurement
of defined
benefit plans

Retained
earnings

Other
reserves

Total
equity

BGN ‘000

BGN ‘000

BGN ‘000 BGN ‘000

BGN ‘000

76,531
19,011

71,928
1,901

(25,558)

605,833 2,290,096
11,466
(3,018)

8,842,119
(17,110)

95,542

73,829

(25,558)

617,299 2,287,078

8,825,009

87,025

78,740

-

19,011

1,901

(25,558)

11,466

(3,018)

(17,110)

7,511

751

(14,046)

9,190

(1,904)

(6,760)

113,547

81,392

(39,604)

359,443 2,386,323 10,477,961

380,099 2,381,401 10,454,091

IFRS 13 “Fair Value Measurement” effective from 1 January 2013, adopted by the EU on 11 December 2012
IFRS 13 “Fair Value Measurement” defines fair value as the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date. The Standard
clarifies that fair value is based on a transaction taking place in the principal market for the asset or liability or, in the
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absence of a principal market, the most advantageous market. The principal market is the market with the greatest
volume and level of activity for the asset or liability. IFRS 13 applies prospectively for annual periods beginning or
after 1 January 2013. IAS 34 requires particular IFRS 13’s disclosures in the interim financial statements which are
provided in note 9.
IFRIC 20 “Stripping costs in the production phase of a surface mine” effective from 1 January 2013, adopted
by the EU on 11 December 2012
IFRIC 20 sets out the accounting for overburden waste removal (stripping) costs in the production phase of a mine.
The interpretation may require mining entities reporting under IFRS to write off existing stripping assets to opening
retained earnings if the assets cannot be attributed to an identifiable component of an ore body.
Annual Improvements to IFRSs 2011 effective from 1 January 2013, adopted by the EU on 27 March 2013
- IAS 1 amendment clarifies the disclosure requirements for comparative information when an entity provides a third
balance sheet. When an entity produces an additional balance sheet as required by IAS 8, the balance sheet should be
as at the date of the beginning of the preceding period – that is, the opening position. No notes are required to
support this balance sheet. When management provides additional comparative information voluntarily – for
example, statement of profit and loss, balance sheet – it should present the supporting notes to these additional
statements.
-IAS 16 amendment clarifies that spare parts and servicing equipment are classified as property, plant and equipment
rather than inventory when they meet the definition of property, plant and equipment if they are used for more than
one period.
-IAS 32 amendment clarifies that the treatment of income tax relating to distributions and transaction costs is in
accordance with IAS 12. So, income tax related to distributions is recognized in the income statement, and income
tax related to the costs of equity transactions is recognized in equity.
-IAS 34 amendment clarifies the disclosure requirements for segment assets and liabilities in interim financial
statements. A measure of total assets and liabilities is required for an operating segment in interim financial
statements if such information is regularly provided to the chief operating decision maker and there has been a
material change in those measures since the last annual financial statements. As a result of this amendment the
segment information includes total liabilities as well as total assets.
There is no significant effect on the Company’s operations and reporting from the adoption of the other amendments
effective from 1 January 2013:
 IFRS 1 "First-time Adoption of International Financial Reporting Standards" - and Hyperinflation fixed dates,
effective January 1, 2013, adopted by the EU on 11 December 2012
 IFRS 1 "First-time Adoption of International Financial Reporting Standards" - government loans, effective from
1 January 2013, adopted by the EU on 5 March 2013
 IFRS 7 “Financial Instruments: Disclosures” – Offsetting Financial Assets and Financial Liabilities, effective
from 1 January 2013, adopted by the EU on 13 December 2012
 IAS 12 “Income Taxes” – Deferred Tax, effective from 1 January 2013, adopted by the EU on 11 December
2012
3.2.

Standards, amendments and interpretations to existing standards that are not yet effective and have
not been adopted early by the Group

The following new amendments to existing standards have been issued but are not yet effective, and have been not
adopted early by the Group:
 IFRS 9 “Financial Instruments” effective from 1 January 2015, not yet adopted by the EU
 IFRS 10 “Consolidated Financial Statements” effective from 1 January 2014, adopted by the EU on 11
December 2012
 IFRS 11 “Joint Arrangements” effective from 1 January 2014, adopted by the EU on 11 December 2012
 IFRS 12 “Disclosure of Interests in Other Entities” effective from 1 January 2014, adopted by the EU on 11
December 2012
 IFRS 10, 11, 12 – Transition Guidance, effective from 1 January 2013, adopted by the EU on 16 April 2013
 IAS 27 “Separate Financial Statements” (Revised) effective from 1 January 2014, adopted by the EU on 11
December 2012
 IAS 28 “Investments in Associates and Joint Ventures” (Revised) effective from 1 January 2014, adopted by the
EU adopted by the EU on 11 December 2012
 IAS 32 “Financial Instruments: Presentation” (amended) effective from 1 January 2014, adopted by the EU on
13 December 2012
The Group does not expect significant changes as a result of the adoption of these standards for the first time.
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3.3.

Estimates

When preparing the interim consolidated financial statements management undertakes a number of judgements,
estimates and assumptions about recognition and measurement of assets, liabilities, income and expenses.
The actual results may differ from the judgements, estimates and assumptions made by management, and will
seldom equal the estimated results.
No inventory count of the assets and liabilities of the Group has been done for the purposes of preparation of these
interim condensed consolidated financial statements as at 30 June 2013, because the Group’s accounting policies
require inventory count of all of the Group’s assets and liabilities to be performed once a year at a date, closest to the
reporting date for the annual financial statements.
In preparing these condensed consolidated interim financial statements, the significant judgments made by
management in applying the Group’s accounting policies and the key sources of estimation uncertainty were the
same as those that applied to the annual consolidated financial statements for the year ended 31 December 2012,
with the exception of changes in estimates that are required in determining the provision for income taxes.
3.4.

Financial risk management

The Group’s activities expose it to a variety of financial risks: market risk, credit risk and liquidity risk. The interim
condensed consolidated financial statements do not include all financial risk management information and
disclosures required in the annual consolidated financial statements; they should be read in conjunction with the
annual consolidated financial statements as at 31 December 2012. There have been no changes in the risk
management policies since year end.
4.

Segment reporting

During the six month period to 30 June 2013, there have been no changes from prior periods in the measurement
methods used to determine operating segments and reported segment profit or loss.
Six months ended 30 June 2013

Sales revenue:
- external clients
- other segments
Other operating income
Segment revenues
Changes in finished goods and work
in progress
Work performed by the entity and
capitalised
Cost of natural gas, electricity and
other current assets sold
Cost of materials
Hired services expenses
Depreciation and amortisation
Personnel expenses
Net impairment of trade receivables
Other operating expenses
Expenses for provisions
Technological losses of natural gas
Segment operating profit from
continuing operations
Segment operating loss from
discontinued operations
Segment assets
Segment liabilities

Electricity

Coal

Administration

Total

BGN ‘000

Natural
gas
BGN ‘000

BGN ‘000

BGN ‘000

BGN ‘000

1,690,673
624,404
33,480
2,348,557

1,030,336
31,699
11,025
1,073,060

76,673
80,825
3,147
160,645

1,402
9,800
235,814
247,016

2,799,084
746,728
283,466
3,829,278

14,808

276

11,721

-

26,805

5,310

-

2,638

-

7,948

(844,469)

-

-

(1,967,795)

(2,543)
(9,412)
(35,364)
(23,038)
(1,673)
(12,766)
(80,498)

(62,420)
(18,586)
(22,370)
(98,092)
(8,279)
-

(105)
(2,784)
(816)
(1,983)
(352)
-

(255,311)
(186,299)
(271,577)
(354,205)
(1,661)
(376,700)
(36,905)
(80,498)

63,274

63,573

(34,743)

240,976

333,080

(57,465)

-

-

-

(57,465)

11,132,970

2,560,729

1,073,706

4,315,629

552,758

369,653

3,728,594
389,467

18,495,999
5,627,507

(1,123,326)
(190,243)
(155,517)
(213,027)
(231,092)
12
(355,303)
(36,905)
-
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Six months ended 30 June 2012

Sales revenue:
- external clients
- other segments
Other operating income
Segment revenues
Changes in finished goods and work
in progress
Work performed by the entity and
capitalised
Cost of natural gas, electricity and
other current assets sold
Cost of materials
Hired services expenses
Depreciation and amortisation
Personnel expenses
Net impairment of trade receivables
Other operating expenses
Expenses for provisions
Technological losses of natural gas
Segment operating profit from
continuing operations
Segment operating loss from
discontinued operations
Segment assets
Segment liabilities

Electricity

Coal

Administration

Total

BGN ‘000

Natural
gas
BGN ‘000

BGN ‘000

BGN ‘000

BGN ‘000

1,839,549
463,409
21,415
2,324,373

1,214,090
35,544
5,558
1,255,192

115,770
121,217
3,652
240,639

1,429
10,329
421,659
433,417

3,170,838
630,499
452,284
4,253,621

1,967

197

7,511

-

9,675

8,545

26

1,723

-

10,294

(1,342,356)
(246,604)
(61,425)
(208,087)
(234,007)
(3,915)
(336,235)
4,832
-

(1,130,589)
(2,291)
(7,381)
(25,837)
(20,893)
602
(3,066)
(110,870)

(72,201)
(24,638)
(33,966)
(106,154)
(10,202)
(6,500)
-

(25)
(293)
(1,829)
(1,858)
(1,665)
(105,478)
(738)
-

(2,472,970)
(321,389)
(95,273)
(269,748)
(362,719)
(108,791)
(350,241)
(1,668)
(110,870)

(92,912)

(44,910)

(3,788)

321,531

179,921

(8,147)

-

-

-

(8,147)

9,880,430
4,033,940

2,012,064
567,936

782,810
254,591

3,150,409
8,555

15,825,713
4,865,022

The totals presented for the Group's operating segments reconcile to the Group's key financial figures as presented in
its consolidated financial statements as follows:
6 months to
6 months to
30 June 2013
30 June 2012
BGN ‘000
BGN ‘000
Revenues
Total segment revenues
3,829,278
4,253,621
Eliminated intersegment revenues
(957,244)
(1,056,076)
Group revenues
2,872,034
3,197,545
Profit
Segment operating profit
Elimination of intersegment profits
Group operating loss
Share of profit from equity accounted investments
Finance income
Finance costs
Group loss before tax from continuing operations
Group loss before tax from discontinued operations

333,080
(409,443)
(76,363)
13,232
(42,917)
49,298
(56,750)
(57,465)

179,921
(426,461)
(246,540)
31,075
(47,179)
25,804
(236,840)
(8,147)

Assets
Total segment assets
Consolidation
Group assets

18,495,999
(4,268,858)
14,227,141

15,825,713
(3,516,928)
12,308,785

Liabilities
Total segment liabilities
Consolidation
Group liabilities

5,627,507
(1,754,927)
3,872,580

4,865,022
(1,005,908)
3,859,114
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5.

Property, plant and equipment

6 months to 30 June
2013

Gross carrying amount
Balance as at
1 January 2013
Additions
Disposals
Transfer
Transfer to intangible
assets
Balance as at
30 June 2013
Depreciation
Balance as at
1 January 2013
Depreciation charge
Disposals
Balance as at
30 June 2013
Carrying amount
at 30 June 2013
Year to 31 December 2012

Gross carrying amount
Balance as at 1 January 2012
Additions
Disposals
Transfer
Transfer to assets classified
as held for distribution to
owners
Revaluation
Impairment
Balance as at 31 December
2012
Depreciation
Balance as at 1 January 2012
Depreciation charge for the
year
Disposals
Elimination of depreciation
on revaluation
Transfer to assets classified
as held for distribution to
owners
Balance as at
31 December 2012
Carrying amount as at
31 December 2012

Land and
buildings

Plant and
equipment

Vehicles

Assets in
progress

Total

BGN’000

Fixtures
and
fittings
BGN’000

BGN’000

BGN’000

BGN’000

BGN’000

913,192
11,912
(275)
5,235

8,344,327
30,069
(15,309)
1,049,897

65,760
354
(252)
881

67,778
353
(102)
33

2,870,130
115,799
(5,823)
(1,056,046)

12,261,187
158,487
(21,761)
-

-

-

-

-

(465)

(465)

930,064

9,408,984

66,743

68,062

1,923,595

12,397,448

(46,166)
(14,196)
82

(331,414)
(248,943)
1 495

(17,095)
(3,871)
152

(53,066)
(919)
95

-

(447,741)
(267,929)
1,824

(60,280)

(578,862)

(20,814)

(53,890)

-

(713,846)

869,784

8,830,122

45,929

14,172

1,923,595

11,683,602

Land and
buildings
BGN’000

Plant and
equipment
BGN’000

Vehicles

883,466
21,941
(145,244)
(8,785)

9,208,615
13,906
(1,891,586)
284,816

98,570
189
(40,803)
3,328

67,909
470
(1,858)
1,216

(19,340)
185,130
(3,976)

(146,228)
881,212
(6,408)

(195)
4,959
(288)

(347)
388
-

(20,570)
-

(186,680)
1,071,689
(10,672)

913,192

8,344,327

65,760

67,778

2,870,130

12,261,187

(203,547)

(2,831,444)

(59,413)

(52,562)

(21,995)
109,035

(505,305)
1,246,437

(9,496)
10,975

(2,696)
1,855

946

(539,492)
1,369,248

51,082

1,617302

40,730

-

-

1,709,114

19,259

141,596

109

337

-

161,301

(46,166)

(331,414)

(17,095)

(53,066)

-

(447,741)

867,026

8,012,913

48,665

14,712

2,870,130

11,813,446

Fixtures
and fittings
BGN’000
BGN’000

Assets in
progress
BGN’000

Total
BGN’000

2,806,698 13,065,258
366,701
403,207
(2,124) (2,081,615)
(280,575)
-

(946) (3,147,912)
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Property, plant and equipment include the nuclear power plant of NPP Kozloduy EAD, the thermal power plant of
TPP Maritsa East 2 EAD, the coal mining facility of Mini Maritsa Iztok EAD, the highway and transit gas pipelines
and Chiren underground gas storage facility of Bulgartransgaz EAD, as well as the electricity transmission grid, HPP
and PSHPP owned by NEK EAD.
Revaluation of property, plant and equipment
The Group performed revaluation of certain groups of property, plant and equipment as at 31 December 2012. The
revaluation was carried out based on an assessment of their fair value by independent licensed appraisers. The
effective date of the revaluation was 31 December 2012.
The Group's management believes that there is no need for a new assessment of the fair values of property, plant and
equipment as at 30 June 2013, on the grounds that it would not be materially different from the carrying values of
property, plant and equipment at that date.
Assets in progress
The assets in progress of their acquisition are mainly related to:
 the construction of NPP Belene and other projects in NEK EAD;
 dry storage of spent nuclear fuel that will ensure the safe storage of spent nuclear fuel from reactors VVER 440 within the next 50 years. The total capacity of the facility is about 5256 cartridges, which will be placed in
containers of type CONSTOR 440/84. The facility is completed in 2011. The Group expects to start using it in
November 2014, after the Nuclear Regulatory Agency issues a license for its usage.
 the construction of the storage facility was funded by the International Fund for support of the decommissioning
of Units 1-4 of NPP "Kozloduy", administered by the European Bank for Reconstruction and Development;
 projects for improving production efficiency in NPP “Kozloduy”;
 project for the construction of a hydro power plant on hot channel 1;
 expenses for preparation of a feasibility study for the construction of new nuclear facilities at NPP "Kozloduy";
 reconstruction of the circulation pump station of block 1-4 of TPP Maritza East 2 EAD, project for the increase
of the capacity of the turbines of Unit 5 and 7 in TPP Maritza East 2 EAD;
 rehabilitation and construction of projects in the Mini - Maritza Iztok EAD;
 the construction of gas pipeline to transport natural gas from the Caspian and Central Asian region to Central
Europe via Turkey, Bulgaria, Romania, Hungary and Austria (Nabucco Gas Pipeline). In late June 2013 the
consortium "Shah Deniz 2" took a decision in favor of another project, TAP instead of Nabucco. It is expected
that in October 2013 the partners in Nabucco will decide whether to proceed with the termination of the
activities of the project company or it will be fully liquidated. As at 30 June 2013, the partners are looking for
opportunities to sell part of the intellectual property and other opportunities for cost optimization of the process
of termination of activities.
The Group has signed an agreement to build a nuclear power plant with a third party. As at 30 June 2013 the total
value of property, plant and equipment related to nuclear power amounts to BGN 1,378,910 thousand, including
assets under construction amounting to BGN 1,305,959 thousand. On 29 March 2012 the Government of Republic
of Bulgaria has decided to stop the construction of the nuclear power plant. By a decision dated 27 February 2013
the 41st National Assembly supported the government's decision to stop the project for construction of a new nuclear
power plant "Belene" and insist on its final termination. The Company is in the process of legal disputes with the
main contractor disclosed in Note 15 "Commitments and contingent liabilities" as the claim dated 7 June 2013
amounts to BGN 1.8 billion. The Group is unable to reliably estimate and therefore has not recognized a provision
for future liabilities related to these legal disputes or an impairment loss in its interim condensed consolidated
financial statements as of 30 June 2013.
As at 30 June 2013 the Group exploits property, plant and equipment with carrying value amounting to BGN 76,835
thousand and assets relating to Hydro Project "Tsankov Kamak" amounting to BGN 862,794 thousand. The Groups
believes that these assets fall under the regulation of the Water Act as state property. The Act provides for the
separate management of such assets by entities with a hundred percent state ownership or by legal entities with joint
state and municipal participation, in which the state has a majority share. The Group has permission to use Hydro
Project "Tsankov Kamak" from 5 February 2013. The costs of moving the road Devin - Mihalkovo amounting to
BGN 301,893 thousand, were included in the value of the assets. The legal status of the road Devin - Mihalkovo as
at 30 June 2013 has not yet been clarified.
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6.

Intangible assets

6 months to 30 June
2013

Gross carrying
amount
Balance at 1 January
2013
Additions
Disposals
Balance at 30 June
2013
Amortisation
Balance at 1 January
2013
Amortisation
Disposals
Balance at 30 June
2013
Carrying amount at
30 June 2013

Year to 31 December
2012

Gross carrying amount:
Balance as at 1 January
2012
Additions
Disposals
Transfer to assets
classified as held for
distribution to owners
Balance as at 31
December 2012
Amortisation
Balance as at 1 January
2012
Amortisation
Disposals
Transfer to assets
classified as held for
distribution to owners
Balance as at 31
December 2012
Carrying amount as at
31 December 2012

Software
BGN’000

Patents
and
licenses
BGN’000

Other
intangible
assets
BGN’000

59,194
846
(39)

13,160
(156)
(248)

93,635
220
(156)

44,956
188
(1)

60,001

12,756

93,699

(48,937)
(2,088)
39

(10,592)
(376)
236

(50,986)
9,015

Software

Development
costs

Concession

Assets in
progress

Total

BGN’000

BGN’000

BGN’000

2,912
(2)

34
-

213,857
1,132
(446)

45,143

2,910

34

214,543

(83,652)
(518)
21

(42,422)
(604)
-

(2,628)
(62)
1

-

(188,231)
(3,648)
297

(10,732)

(84,149)

(43,026)

(2,689)

-

(191,582)

2,024

9,550

2,117

221

34

22,961

Concession

BGN’000

Other
intangible
assets
BGN’000

Development
costs

BGN’000

Patents
and
licenses
BGN’000

Total

BGN’000

BGN’000

BGN’000

54,771
5,237
(622)

12,968
325
(86)

89,054
4,643
(62)

46,285
(7)

2,954
19
(61)

206,032
10,224
(838)

(192)

(47)

-

(1,322)

-

(1,561)

59,194

13,160

93,635

44,956

2,912

213,857

(44,756)
(4,810)
469

(9,843)
(896)
100

(82,279)
(1,382)
9

(43,229)
(522)
7

(2,475)
(153)
-

(182,582)
(7,763)
585

160

47

-

1,322

-

1,529

(48,937)

(10,592)

(83,652)

(42,422)

(2,628)

(188,231)

10,257

2,568

9,983

2,534

284

25,626
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7.

~ Bulgarian

~ Energy

'--' Holding

Assets classified as held for distribution to the owner of the parent

On 19 December 2012 the Conncil of Ministers issued Decision N2 1138. According to the decision, units 3 and 4 of
the nuclear power plant operated by the subsidiaty NPP Kozloduy EAD were declared facilities for management of
radioactive waste that have to be dec01mnissioned. According to the decision, the property and staff related with the
above nnits were declared private state property, which has to be transfened to the State Company Radioactive
Waste by simultaneously reducing and increasing the share capital of NPP Kozloduy EAD by the amount of BGN
25,411 thousand.
In March 2013 the assets and staff, relating to Unit 3 and 4 were transfened to the State Company Radioactive
Waste in accordance with signed bilateral handover protocols.

Revenues and expenses relating to Units 3 and 4 are elitninated from profit from continuing operations of the Group
and are presented separately in line "Loss for the period from discontinued operations" in the interim condensed
consolidated income statement.

30 June
2013
BGN'OOO

30 June
2012
BGN 'OOO

6,186

12,046

(202)
(63,246)
(26)

(766)
(5,808)
( 11 ,201)
( 1,903)
(515)
(8,147)

Financing
Cost of materials
Hired services expenses
Personnel expenses
Depreciation and amortisation
Other operating expenses
Loss for the period from discontinued operations

(177)
(57,465)

Cash flows generated by the discontinued operations can be represented as follows:

Operating activities
Payments to suppliers
Payments to personnel
Other payments
Proceeds from financing
Net cash flows from discontinued operations
8.

30 June
2013
B GN'OOO

30 June
2012
BGN'OOO

(63,448)
(3,265)
(172)
4,171
(62,714)

(36,795)
( 11 ,201)
(474)
10,143
~38,327}

Share capital

As at 30 Jnne 2013 the registered capital of the Bulgarian Energy Holding EAD consists of 2,612,003,862 ordinary
shares with a par value of BGN 1 per share. All ordinaty shares are fully paid. All shares are equally eligible to
receive dividends and the repayment of capital and represent one vote at the shareholders' meeting ofBEH EAD.
The shares issued and authorized during the reported periods can be presented as follows:

Number of shares issued and fully paid:
At the beginning of the year
Total number of shares authorized at the end of
the peliod

6 months to
30June 2013
Number of shares

Yeat· to
31 December 2012
Number of shares

2,612,003,862

2,612,003,862

2,612,003,862

2,612,003,862
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The sole shareholder of the capital of Bulgarian Energy Holding EAD is the Republic of Bulgaria through the
Minister of Economy and Energy.

9.

Fair value measurement of financial instruments

Set out below is a comparison of the carrying amounts and fair values of financial instruments at the end of the
presented reporting periods:
Financial assets

30 June 2013
Fair Carrying
value
amount
BGN’000
BGN’000

Financial assets available for sale:
Listed securities

479

479

580

580

714,989
46,138
761,127

714,989
46,138
761,127

731,172
17,701
748,873

731,172
17,701
748,873

16,884
492,395
509,279

16,884
492,395
509,279

16,265
619,673
635,938

16,265
619,673
635,938

1,270,885

1,270,885

1,385,391

1,385,391

Loans and receivables:
Trade and other receivables
Receivables from related parties
Cash and cash equivalents
Other financial assets-restricted cash
Cash and short-term deposits

Financial liabilities

Financial liabilities measured at amortized cost
Borrowings and finance lease liabilities
Trade and other payables
Related party payables

31 December 2012
Fair
Carrying
value
amount
BGN’000
BGN’000

30 June 2013
Fair Carrying
value
amount
BGN‘000
BGN‘000

31 December 2012
Fair
Carrying
value
amount
BGN‘000
BGN‘000

1,288,268
1,086,888
186,350
2,561,506

1,288,268
1,086,888
186,350
2,561,506

1,377,119
1,031,630
169,985
2,578,734

1,377,119
1,031,630
169,985
2,578,734

46,065

46,065

31,711

31,711

2,607,571

2,607,571

2,610,445

2,610,445

Derivative financial instruments

The following table presents financial assets and liabilities measured at fair value in the interim consolidated
statement of financial position in accordance with the fair value hierarchy. This hierarchy groups financial assets and
liabilities into three levels based on the significance of inputs used in measuring the fair value of the financial assets
and liabilities. The fair value hierarchy has the following levels:
- Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities;
- Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or liability,
either directly (i.e. as prices) or indirectly (i.e. derived from prices); and
- Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).
The level within which the financial asset or liability is classified is determined based on the lowest level of
significant input to the fair value measurement.
The financial assets and liabilities measured at fair value in the interim consolidated statement of financial position
are grouped into the fair value hierarchy as follows:
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30 June
2013

L evel1
31 December
2012

30 June
2013

Level 2
31 December
2012

B GN'OOO

B GN'OOO

B GN'OOO

B GN'OOO

479

580

46,065

31,711

Assets
Listed securities
Liabilities
Derivative financial instruments

The methods and valuation techniques used for the purpose of measuring fair value are nnchanged compared to the
previous reporting period
The Group owns 6,041 shares of Transgaz SA, Romania, which are traded on the Romanian stock exchange. The
investment is classified as available-for-sale fmancial assets and is presented in Bulgarian lev. The fair values as at
30 Jnne 2013 and 31 December 2012 were detemlined on the basis of the quoted security prices published at an
active market.
The Group uses forward contracts to mitigate the risk arising from the increase in the price of greenhouse gas
emission quotas. The fmward contract for the pmchase of greenhouse gas emission quotas was signed on 11
December 2012 for the purchase of 6,958,738 tons of quotas type EUA for the period from 15 March 2013 to 15
April 2014 for a fixed price for the entire dmation of the contract. The derivative financial instmment is measmed at
fair value as at 30 Jnne 2013.
10.

Loans and finance lease liabilities

Bonowings include the following financial liabilities measmed at amortized cost:

Non-current liabilities
Bank loans
Credit EURATOM
Finance leases

30 June
2013 r.

31 December
2012 r.

B GN'OOO

B GN'OOO

455,369
254,502

Current liabilities
Bank loans
Credit EURATOM
Finance leases

709,871

531,234
275,039
174
806,447

532,969
45,083
345
578,397

521,655
47,438
1,579
570,672

1,288,268

1,377,119

On 21 May 2013 the Group received a bridge financing at the amonnt of BGN 381,596 thousand (EUR 195 million).
The amonnt was transfetTed from the banks Citibank NA, London Branch and Raiffeisen Bank Intemational AG
directly to the syndicate of banks led by BNP Paribas to repay the outstanding loan payables of the subsidiary NEK
EAD. The loan is short-tenn, tis maturity date is 21 November 2013, and its repayment is agreed to be accomplished
by a bond issue amonnting to EUR 195 million. The bridge fmancing is not seemed. Interest is paid monthly and the
rate is calculated based on the 1-month EURIBOR + 1.85% per annum for the first three months and 1-month
EURIBOR + 2.55% per annum for the next three months.
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'--' Holding

Income tax income I (exp en se)

Income tax income and expense are recognized based on management's best estimate of the annual income tax rate
expected for th e full financial year 2013 of 10 % applied to the financial result for the six -month period as at 30 Jnne
2013 (the estimated annual tax rate for the six months ended 30 Jnne 2012 was 10 %).

12.
12.1

Loss per share and dividends
Loss pe1· share

Basic loss per share has been calculated using the net loss attributed to the ovmer of the parent company as the
numerator.
The weighted average number of outstanding shares used for calculating the basic loss per share is as follows:

Weighted average number of outstanding shares used in the
calculation of basic loss per share
12.2

30 June
2013
Numbe1· of
sh ares

30 June
2012
Numbe1· of
sh ares

2,612,003,862

2,612,003,862

Dividends

The decision to distribute dividends from the profit for 2012 was taken by virtue of Protocol of the Minisfly of
Economy and Energy dated 2 July20 13 (see note 16).
During th e period ended 30 Jnne 2012 Bulgarian Energy Holding EAD has paid dividends from the profit for 2011
amonnting to BGN 140,675 thousand.
13.

Non-cash transactions

During the reporting period the Group made a financial n·ansaction in which no cash or cash equivalents was used,
and which was not reflected in the interim consolidated statement of cash flows. The Group has received a bridge
financing for the amonnt of BGN 381 , 596 thousand in May 2013. The amonnt was n·ansfened from the banks
Citibank NA, London Branch and Raiffeisen Bank International AG directly to the syndicate of banks led by BNP
Paribas to repay the outstanding amonnt of the loan payables of the subsidiaty NEK EAD.
14.

Related party transactions

The Group's related patt ies include its sole owner - the Minisfly of Economy and Energy, associates, j ointly
controlled entities, key management, as well as all entities from the public sector which are nnder common conn·ol
of the Conncil of Ministers of the Republic ofBulgaria.
14.1

Transactions with the sole sh areholder
30 June
2013
BGN '000

Dividends, distributed to the Ministry of Economy and Energy
Purchases

30 June
2012
BGN '000

140,675
4,624
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14.2

Transactions with associates and joint ventures
30 June
2013
BGN ‘000

30 June
2012
BGN ‘000

-

3

30,491
11,251
5,564
-

15,900
10,204
119

Transbalkan Electric Power Trading S.A. – NECO S.A.
-sale of electricity
-purchase of electricity

4,729
15

10,726
1,063

ContourGlobal Operations Bulgaria AD
-management fees revenue
-purchase of services
-dividends

31
1,382

61
30
1,283

27,930
180,173
26,424

1,498
221,566
20,823

595
4,029

613
2,720

30 June
2013
BGN ‘000

30 June
2012
BGN ‘000

BDZ EAD
-sales
-purchases

339
1,418

55
125

National Railway Infrastructure Company
-sales
-purchases

2,776
27

12

Minproject AD
-purchases

382

-

Vodosnabdyavane i Kanalizatsia
-sales
-purchases

1
304

-

ICBG AD
-rendering of services
ZAD Energy
-purchase of services
-dividends
-receivables from prevention program
-rendering of services

ContourGlobal Maritza East 3 AD
-sale of electricity and other services
-purchase of electricity
-dividends
POD Allianz Bulgaria AD
-purchase of services
-dividends
14.3

14.4

Transactions with other related parties

Transactions with key management

Key management personnel of the Group includes the members of the Board of Directors. The remuneration of the
key management includes the following expenses:
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Short-term remuneration, including:
Remuneration
Social securities
Social costs
Termination benefits
Total remuneration
15.

30 June
2013
BGN ‘000

30 June
2012
BGN ‘000

671
56
17
25
769

448
44
25
15
532

Commitments and contingent liabilities

Capital commitments
NPP Kozloduy EAD
At 30 June 2013 the Group has capital commitments amounting to BGN 200,000 thousand, related to commitments
for acquisition of property, plant and equipment. Part of the agreed upon commitments are funded by fund
“Kozloduy”.
The total amount of the commitments for purchase of nuclear fuel under signed agreements with suppliers as at 30
June 2013 is BGN 79,145 thousand (EUR 40,466 thousand).
TPP Maritsa East 2 EAD
According to the European directives, national norms and the complex permit, the Group is obliged to construct and
commission assets of environmental purpose. As at 30 June 2013 the Group's capital commitments amount to BGN
95,514 thousand, related to the construction of a management facility for gypsum for energy units 1 to 6,
rehabilitation of CPS 1, rehabilitation of energy units 5 and 7, and an ash pond.
Mini Maritsa Iztok EAD
With regard to the implementation of its investment program as at 30 June 2013 the Group has entered into contracts
for the construction, supply and installation of plant and equipment, ensuring the implementation in 2013. As at
30.06.2013 the invested funds and property, plant and equipment acquisition expenses amount to BGN 36,129
thousand.
NEK EAD
In connection with the implementation of investment projects, the Group has concluded agreements with contractors
for the development, modernization and reconstruction of the electricity transmission system, and for the
rehabilitation and construction of new HPP.
In connection with the NPP Belene project, on 31 January 2005 the Group signed an agreement with Worley
Parsons, as a project architect engineer. On 29 November 2006 the Group signed an Agreement for the construction
of NPP Belene with ZAO Atomstroyexport, as a project contractor. At 30 June 2013 there is significant uncertainty
as to the future cash outflows related to the project termination.
In connection with the contracts concluded with contractors for the development, modernization and reconstruction
of the power transmission system, and for the rehabilitation and construction of new HPP, as of 30 June 2013 the
Group’s capital commitments amount to BGN 21,641 thousand.
Commitments of NEK EAD in connection with the development of the energy sector
In connection with the modernization of unit V and VI of NPP "Kozloduy" on 29.05.2000 was signed loan
agreement between the NPP "Kozloduy" as Borrower, the Natsionalna Elektricheska Kompania (NEK) EAD as
Guarantor and the European Atomic Energy Community (EURATOM) as a lender for the amount of EUR 212.5
million to fund the modernization program of the units. According to clause 15.2 of the agreement NEK EAD,
together with NPP Kozloduy is responsible as sole principal debtor. On the same day a Guarantee Agreement is
signed between the Republic of Bulgaria as Guarantor and the European Atomic Energy Community as a Lender
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(EURATOM), according to which the state also guarantees the repayment of the loan. Both agreements were ratified
by an Act of the 38th National Assembly of the Republic of Bulgaria, dated 29 November 2000. The loan was
granted in 8 tranches; the interest rate is variable and calculated on the basis of six-month EURIBOR plus a margin
of maximum 0.13% per annum. The interest rate of one of the tranches was fixed at 5.76%. The repayment period is
different for each of the tranches. The final repayment date is 10 May 2021. The loan is fully utilized and is repaid in
accordance with the agreements. The loan has been fully utilized and is being repaid in accordance with the agreed
upon terms (see note 9).

Long-term commitments of NEK EAD to purchase electricity
On 13 June 2001 NEK EAD concluded a long-term contract with the US company AES for the construction and
operation of a 670 MW replacement power generating facility at the site of Maritsa East 1 TPP fuelled with local
coal (lignite). NEK EAD has entered into a long-term (15-year) power purchase agreement, which is effective as
from the commissioning date of the new facility on 2 June 2011 and achievement of the full net capacity of 600 MW
by AES Galabovo TPP as of 28 December 2011. According to a pledge agreement dated 30 November 2005 NEK
EAD has pledged receivables from EVN Bulgaria Power Supply AD and Bulgaria AD, EON Bulgaria Sales to
guarantee future liabilities for purchase of electrical energy. A special account at BNP Paribas was opened in this
respect. The amounts pledged equal the expected maximum total payment for electrical energy for any month in a
calendar year. Pursuant to the clauses of the long-term power purchase agreement, NEK EAD is obliged to purchase
a minimum quantity of energy in a calendar year of 3 156 500 MWh 3 156 500 MWh (or on a pro rata basis in the
event of incomplete year) and the respective capacity.
On 13 June 2001 NEK EAD entered into a fifteen-year power purchase agreement with Enel Maritza-East 3 AD
(ContourGlobal Maritsa East 3 AD as from June 2011). The power purchase agreement became effective in
February 2009 with the completion of the agreed improvement works on the existing facilities of Maritsa East 3 TPP
whereby the installed capacity is now 808 MW. In accordance with this agreement, NEK EAD pledges 43% of its
receivables from CEZ Elektro Bulgaria AD, EON Bulgaria Sales and EVN Bulgaria Power Supply AD as a
guarantee for future payables for purchase of electrical energy. For this purpose an account has been opened with
Corporative Commercial Bank AD. The sum of the pledged receivables equals 1.25 times the expected maximum
total payment for purchased electrical energy for any month in a calendar year. NEK EAD has issued a promissory
note in favor of ContourGlobal Maritsa East 3 AD in case the latter does not receive the amount due from clients of
NEK EAD. Pursuant to the clauses of the long-term power purchase agreement, NEK EAD is obliged to purchase a
minimum quantity of 3,489,000 MWh a year (or on a pro rata basis in the event of any incomplete year) and the
respective capacity.
Effective from 1 January 2011 and on the grounds of a permission granted by the State Water and Energy
Regulatory Commission dated 25 June 2010, a 5-year power purchase agreement was entered into by NEK EAD and
TPP Maritsa East 2 EAD. Pursuant to this agreement NEK EAD has assumed minimum purchase obligations: to
purchase the minimum quantity of 13,519,467 MWh within the period of 1 January 2013 through 30 June 2015 and
the corresponding capacity.
Pursuant to the requirements of the Renewable and Alternative Energy Sources and Biofuels Act, NEK EAD, as a
public supplier, shall purchase the entire quantity of generated electric power, produced from renewable or
alternative energy sources, except for the quantities generated by hydroelectric power plants with installed capacity
over 10 MW, at preferential purchase prices. The RES Act as amended on 3 May 2011 provides for a contract term
of 20 years - for the electric power produced by geothermal and solar energy and biomass, 12 years – for electric
energy produced from wind energy, and 15 years – for electric energy produced by hydropower plants with installed
capacity of up to 10 MW, as well as for electric energy generated by other types of renewable energy sources. The
terms for mandatory purchasing shall start running as of the plant commissioning date, and for projects
commissioned after 31 December 2015, the terms shall be respectively reduced by the time from this date until the
date of commissioning of the energy object.
As at 30 June 2013, the following contracts were concluded by the Group for the purchase of electricity from
commissioned renewable-energy technology based plants:
 Wind power plants: total installed capacity of 339 MW. Contracts are concluded in the period 2007-2012 and
have terms between 12 and 15 years.
 Photovoltaic power plants: total installed capacity of 265.15 MW. Contract is concluded in 2011-2012 and has a
term of 20 years.
 Power plants on bio-mass: total installed capacity of 22 MW.
 Hydroelectric power plants: total installed capacity of 173 MW.
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Due to the nature of electricity generation from renewable sources and the uncertainty as to the total quantity
generated, the Group is unable to make a reliable estimate as to its future liabilities related to the agreements signed
for purchase of electricity from renewable sources.

Contingent liabilities
Legal claim against NEK EAD, brought by ZAO Atomstroyexport
On 19 July 2011 a claim was filed by ZAO Atomstroyexport /ASE / against NEK EAD with the Arbitration Court of
the International Chamber of Commerce – Paris. The case was registered under № ICC Case No. 18086/GZ. In
September 2012 ASE increased the total claimed damages to at least EUR 1 billion, plus any interest, penalties and
any costs, fees and legal proceedings, including the fees for arbitration services.
In accordance with the Procedure schedule at 7 June 2013 ASE has filed in its Exposition of the claim’s nature,
together with witness statements and expert reports. Section III from the Statement of case ASE presents the seven
main claims, including contractual and legal basis for the claims and their monetary values as at 31 May 2013 at the
total amount of EUR 936,926 thousand.
NEK EAD has until 25 October 2013 to reply and file its own Statement of Defense and Counterclaim together with
witness statements and expert reports.
On 30 September 2011 Natsionalna Elektricheska Kompania EAD filed a claim against ZAO Atomstroyexport with
the Arbitration Court of the International Chamber of Commerce – Paris. The case was registered under № ICC Case
No. 18206/GZ.
The arbitration proceedings registered under ICC Case No. 18086/GZ/MHM and ICC Case No. 18206/GZ/MHM
were confirmed by the arbitral tribunal in accordance with the Procedure rules dated 18 February 2013 and
combined as follows: (1) Proceedings continue on case ICC Case Nо. 18086/GZ/MHM and such are terminated on
case ICC Case Nо. 18206/GZ/MHM; (2) The place of the arbitration shall be Geneva, Switzerland; (3) The claims of
NEK EAD on case ICC Case Nо. 18206/GZ/MHM are considered as counterclaims in the ongoing arbitration on
ICC Case No. 18086/GZ/MHM.
According to the arbitration files on case ICC Case Nо. 18086/GZ/MHM, the claims of the counterparties are
partially determined for the following amounts:
 Claims by ASE against NEK EAD for the amount of EUR 936,925,542;
 Claims by NEK EAD against ASE – for the following amounts:
 EUR 40,215,000 for equipment that had to be purchased by ASE and paid to NEK;
 EUR 4,030,691.83 for equipment taken by ASE in accordance with Addendum 1 to the Agreement but not
paid to NEK;
 The difference between the sum of EUR 77,172 thousand and the actual expenses made in accordance with
Art.5.2 and Art.5.4 of the Agreement for the said equipment that ASE should prove by providing the
relevant primary accounting documents or other cost supporting documents evidencing the same amount;
 Interest due for the delay in respect of the amounts under the preceding three items as well as all expenses
incurred in connection with the arbitration case, including, but not limited to, costs payable to the ICC, legal
fees and expenses, etc.
The case is still in the early stage for the purpose of forming a realistic estimate of the output. According to the
adopted procedure schedule the ruling of the tribunal is expected not earlier than the second half of 2014.
Legal claim of Polimeri AD against NEK EAD
Polimeri AD has filed a claim for BGN 3,508 thousand related to non-payment by NEK of the full access charge for
the use of their substation for the connection of TPP Deven.
NEK EAD management considers that at the current phase of the proceedings, the facts and circumstances in
defense of NEK EAD are exposed in a grounded manner favorably defending the Group’s best interests.
The Group has made an estimate of the above-stated legal obligations in compliance with which it considers that at
the current moment it is not probable for outgoing flows of resources to arise or they cannot be reliably determined,
and therefore, information on these contingencies is disclosed, however, no provisions are recognized.
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NEK EAD – balances with Irrigation Systems EAD
NEK EAD and Irrigation Systems EAD carry out activities related to the maintenance and operation of water
reservoirs, dams, hydro engineering, and ameliorative equipment in compliance with their obligations to supply
water as determined by the Ministry of Environment and Water. NEK EAD, through the Dams and Cascades branch,
has provided the service "water supply" to Irrigation Systems EAD and vice versa, Irrigation Systems EAD has
provided a service of similar nature to NEK EAD.
As no agreement was reached between the Group and Irrigation Systems EAD on the supplied quantities of water,
and no delivery acceptance notes have been signed for the period starting May 2003 until the reporting date,
additional liabilities to Irrigations Systems EAD may arise. As at the date of approval of these consolidated financial
statements, the future cash outflows cannot be reliably determined.
Lawsuits against NPP Kozloduy EAD
The court claims against NPP Kozloduy EAD are for a total amount of BGN 101 thousand. None of these claims are
discussed here in detail so as not to seriously prejudice NPP Kozloduy EAD’s position in the related disputes.
Lawsuits and claims against ESO EAD
In 2013, the Supreme Administrative Court annulled Decision № TS-33/14.09.2012, issued by the State Commission
for Energy and Water Regulation. Under Section VII, paragraph 1 of the court decision, the Group has charged and
collected access charges from the producers of electricity from renewable energy sources. With the cancellation of
the court decision from 14.09.2012, the Company’s justification for charging and collecting these access charges
from producers from RES dropped. As a result, the Company may receive claims up to the amount representing the
invoiced charges for the access to the transmission network by the producers from RES.
Promissory notes and guarantees
NPP Kozloduy EAD
The guarantees issued in favor of NPP Kozloduy EAD are for the amount of BGN 74,676 thousand. The company
has 9 open guarantee deposit at the amount of BGN 155 thousand in TB “Allianz Bulgaria” in relation to an
agreement with ESO EAD. The company has not provided guarantees as at 30 June 2013.
NEK EAD
Land and buildings of HPP Studen Kladenets, HPP Ivailovgrad and HPP Kardjali (“Dolna Arda” Cascade) have
been pledged as collateral on the export and commercial loans from ING Bank N.V. – the Netherlands. All present
and future assets, including plant and equipment, part of “Dolna Arda” Cascade have been pledged for the benefit of
ING Bank N.V.
To secure the commercial loan contracts signed with the banks Credit Swiss First Boston and Bank Austria
Creditanstalt, assets of HPP Tsankov Kamak have been pledged. All present and future equipment acquired by NEK
EAD, which is related to the construction and exploitation of the hydroelectric power plant, diverting channel,
penstock, water ground facility, lower watercourse and the other equipment belonging to HPP Tsankov Kamak, have
been pledged for the benefit of the banks, creditors of project.
Insurance
NPP Kozloduy EAD
The Safe Use of Nuclear Energy Act sets a limit of the liability for damages caused by any nuclear incident by the
operator of the nuclear facility. The Act limits the operator's liability up to BGN 96,000 thousand for each incident.
The operator is obliged to maintain insurance or another financial guarantee for nuclear damage over the period of
operation of the nuclear installation at the amount of BGN 96,000 thousand. NPP Kozloduy EAD has concluded an
insurance policy meeting the thresholds required by law. The insurance policy was signed with the Bulgarian
National Insurance Pool. The insurance expires on 1 December 2013 and the the insurance premium of BGN 1,245
thousand was paid in November 2012.
The Group has obtained an insurance policy on property with ZAD Energy for the amount of BGN 10,621 thousand
covering the period from 1 April 2013 to 1 April 2014.
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Tax inspections
BEH EAD
The latest tax inspections of BEH EAD carried out by the tax administration are as follows:
• Corporate income tax – up to 31 December 2008;
• VAT – up to 30 June 2009;
• Personal income tax – up to 31 December 2008;
• Social security liabilities – up to 31 December 2008.
Mini Maritza Iztok EAD
The latest tax inspections carried out by the tax administration are as follows:
 Corporate income tax – up to 31 December 2010;
 VAT – up to 30 September 2011;
 Personal income tax – up to 31 December 2010;
 Social security liabilities – up to 30 September 2011;
TPP Maritsa East 2 EAD
The latest tax inspections carried out by the tax administration are as follows:
 Corporate income tax – up to 31 December 2010;
 Tax under art. 195, 204, p.1, p.2 and p.3 from LCIT – up to December 2010;
 VAT – up to 30 September 2011
 Personal income tax – up to 31 December 2007;
 Social security liabilities – up to 31 December 2008;
 Local taxes and fees – up to 31 December 2005;
NEK EAD
NEK EAD was subject to the following tax audits:
 until 31 December 2007, inclusive, a full-scope tax audit was carried out;
 until 30 September 2009, inclusive, a VAT audit was carried out;
 until 31 May 2009, inclusive, a social security tax audit was carried out.
Pursuant to order № 110047815/15.12.2011 a revision was planned for the period 1 January 2005 to 31 December
2007 on the following commitments for the period as follows: payments for SSS, health insurance, Supplementary
mandatory pension insurance (SMPI) for UPF of the employees (not insured in accordance with art.4 par. 3 p.1.2
and 4), instalments on the Guaranteed Claims of Workers and Employees (GCWE). As at 30 June 2013, NEK EAD
has not received final report by the audit committee.
16.

Post-reporting date events

No adjusting or other significant non-adjusting events have occurred between the reporting date and the date of
authorization.
Distribution of dividends to the state
With a decision under Protocol № RD-21-79 dated 2 July 2013 of the Minister of Economy and Energy the
individual financial statements of BEH EAD for 2012 were approved. The amount of the dividend, which should be
paid to the state was determined to be BGN 205,846 thousand calculated as 80% of the earnings after tax and after
the deductions to “Reserve” fund. With Decree №145 of the Council of Ministers, dated 11 July 2013 the deadline
for the payment of dividends was set until 15 November 2013.
17.

Authorization of the interim condensed consolidated financial statements

The interim condensed consolidated financial statements as of 30 June 2013 (including comparatives) were approved
for issue by the Board of directors with Protocol № 40-2013 dated 31 July 2013.
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