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Independent auditor’s report

To the Shareholders of Albena AD

Report on the Financial Statements
We have audited the accompanying separate financial statements of Albena AD (the “Company”) which comprise the balance sheet as of 31 December 2006 and the income statement, statement of changes in equity and cash flow statement for the year then ended and a summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these separate financial statements in accordance with International Financial Reporting Standards as adopted in the European Union. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor’s Responsibility

Our responsibility is to express an opinion on these separate 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 whether the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the 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 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 financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 

Opinion

In our opinion, the accompanying separate financial statements give a true and fair view of the financial position of Albena AD as of 31 December 2006, and of its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards as adopted in the European Union.
Report on Other Legal and Regulatory Requirements

Management is also responsible for preparing the Annual Report in accordance with the Accounting Act.

We are required by the Accounting Act to express an opinion whether the Annual Report is consistent with the annual financial statements of the Company.

In our opinion, the Annual Report set out on pages 3 to 9, is consistent with the accompanying financial statements of the Company as of 31 December 2006.

Irena Vakova





Petko Dimitrov

Registered Auditor




PricewaterhouseCoopers Audit OOD

	12 June 2007
Sofia


	


The management presents its annual report for the activity of „Albena“ AD for the year ended as at 31 December 2006

DESCRIPTION OF THE ACTIVITY

„Albena“ AD is a public listed company, established in Republic of Bulgaria with head office: the town of Balchik, resort complex Albena and address of management: resort complex Albena, Administrative building.  

The scope of activity of „Albena“ AD is offering a complete tourist product on the international and  home market. More specifically, this is found in the following activities: hotels and restaurants; sale of imported goods as well as home manufactured ones; external-economic activity; offering  information, communal and of life, advertising, sport, animation, cultural and other types of services, concerned with the international and home tourism; building, development and letting out for rent a construction site; guarding activity – in accordance to the current legislations and after receiving the necessary permit

The collective tourist product of „Albena“ AD includes the following main directions: 

· Spending the night in the hotel base, which during the last years due to the undertook investment program by the company management, in its bigger part is modernized and offers its tourist a comfortable atmosphere 

· Feeding and entertainments offered by restaurants, snack-bars, bars and candy shops

· Sport Services: abundant range of services, among which are the services of the horse-riding base, yacht-club, hang-gliders, tennis-court, a covered sports hall, sports complex „Albena“, which comprises of 4 open-air stadiums and 3 training grounds and various beach and amusement games.

· Commerce – a wide assortment of souvenirs and work of arts, as well as foodstuffs and commodities for the way of life

· Congress activities – with its comfortable congress halls Albena is a center of attraction for the participants of congress activities of national, as well as of international character

Balneological tourism – the medical centers at the complex of Albena and at the branch of Primorsko offer more than 120 medical procedures, sauna, solarium, fitness center, open-air and covered swimming pool.
REVIEW OF THE ACTIVITY

Development and results of the activity of the company 

During the last years, the offered by „Albena“ AD tourist product, the basis of the results of the company, underwent a progress. With reconstructions on a large scale at the resort complex Albena and investments in the complex of Primorsko, increased the available beds and the commercial base of the Company, and the quality of the services offered increased to a level, conforming with the international standards of the tourist business. 

During 2006, resort complex Albena received 226,794 tourists, 1 % more than the previous 2005. There is a reported 2% decrease of the number of night-spendings in comparison with the previous year, which is due mainly because of the poorer work load before the season and the late opening of some hotels, concerned with the booking of a smaller number of tourist of the company Senioren Raizen. During the active months June-August, at resort complex Albena are realized more night-spendings in comparison with the previous two tourist seasons and a higher work load is achieved. 

During the last tourist season, complex Primorsko was visited by 14,220 tourists, 11% less than 2005, due to the low interest of the French market and respectively the bookings of the company Prodintour, which owns the basic contingent in complex Magnoliite at the branch of Primorsko, which cannot be compensated for.

From all the realized incomes of the Company during the expired year, 75 % are incomes of external commercial activity and 25 % are incomes in Bulgaria.

Dynamics of the incomes upon market segments

	/in thousand BGN/
	2006
	2005
	06 - 05
	06/05

	Germany
	19,038
	22,919
	-3,881
	0.83

	France
	7,789
	7,492
	0,297
	1.04

	Russia
	8,314
	5,863
	2,451
	1.42

	England
	7,000
	6,348
	0,652
	1.10

	Scandinavian countries
	7,410
	5,921
	1,489
	1.25

	Other countries
	9,589
	6,651
	2,938
	1.44

	Domestic market
	19,714
	18,797
	0,917
	1.05

	Total:
	78,854
	73,991
	4,863
	1.07


In comparison with the previous 2005, a growth is reported upon all market segments with the exception of the German market, mainly due to decrease of the contingents and a smaller number of tourists of the firm Senioren Raizen. The biggest growth of incomes is noticed on the Russian and the Scandinavian market and on the Balkan and Eastern-European countries, due to the significant increase of the demand of Romania and Hungary.

On the Bulgarian market the sales through tour-operator companies and offices for direct sales live up to the level of the previous 2005. The accomplished almost 70% increase of the sales should be noted - by on-line reservations, flexible pricing policy and sales of early packages and last-minutes – reservations in the last moment. 

The incomes on the spot, including the sales of Hotels, Restaurants, congress and sport activities in all for resort complex Albena and complex Primorsko show a 5 % growth in comparison with 2005.

For 2006 the net profit of the Company is BGN 15,587 thousand.  Dividend for 2006 will be determined at the incoming General Meeting of the Shareholders of “Albena” AD.

	Items
	2006
	2005

	Total income
	88,502
	82,889

	Gross profit
	26,111
	27,579

	Operating profit
	21,125
	23,374

	Corporate Tax /thousand BGN/
	571
	2,705

	Profit /thousand BGN/
	15,587
	17,174

	Profit before depreciation and amortization
	26,208
	27,298

	Profit margin
	16.9%
	19.9%

	Profit before depreciation and amortization margin
	28.4%
	31.7%

	Gross profit margin 
	29.5%
	33.3%

	Liquidity
	
	

	Current ratio 
	0.40
	0.27

	Quick ratio
	0.30
	0.19

	Acid ratio
	0.05
	0.04

	Financial independence
	2.04
	2.41

	Gearing ratio
	0.49
	0.41


Structure of the share capital

The share capital of „Albena“ AD is BGN 4,273 thousand, distributed into 4,273 thousand shares, each amounting to BGN 1. The company has bought back 128 thousand own shares amounting to BGN 1,536 thousand. The shares' price of „Albena“ AD on the Bulgarian Stock Exchange – Sofia reached at the beginning of 2007 the maximum price of BGN 118.80.
	


Alterations of the price of shares of „Albena“ AD for the period March 2006-March 2007
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Principal shareholders of the Company are: 

	Principal shareholders of Albena AD:
	31.12.2004
	31.12.2005
	31.12.2006

	Albena 2000 AD
	48.13%
	48.10%
	48.10%

	Albena Invest Holding
	20.58%
	20.58%
	20.58%

	Individuals
	10.27%
	9.39%
	8.61%

	Balchik Municipality
	7.13%
	7.13%
	7.13%

	Bulbrokers Finance LTD
	3.58%
	3.57%
	3.54%

	Albena AD
	3.00%
	3.00%
	3.00%

	Firebyrd Republics Fund Ltd
	2.43%
	2.22%
	2.22%

	Hansapank Clients
	1.30%
	0.93%
	0.22%

	Raiffeisen Zentralbank Osterreich AG
	0.52%
	1.50%
	1.33%

	Pictet and Cie Banquiers
	0.37%
	0.37%
	0.37%

	Other shareholders
	2.69%
	3.21%
	4.90%

	Total:
	100.00%
	100.00%
	100.00%


Board of directors:

The company is with a single-stage system of management according to the Commercial Act of Republic of Bulgaria. The Board of directors of the Company consists of:

1. Ivelina Grozeva – Chairman

· companies, in which she is a member of the managing authorities: board of directors of „Albena“ AD; Bulgarian Hotel and Restaurant Association “Tihiya Kat“ AD

2.Radosvet Radev -  Deputy Chairman

· companies, in which he is a member of the managing authorities: “Darik radio” AD; “Doverie-briko” AD; “Doverie kapital” AD; “Elit” AD; “Darik-radio Shabla” Ltd. Association, ”Darik imoti Bulgaria AD, “Medika” AD Sofia, “Bul – mash” AD  “Bulgarian business club vazrazhdane”; “Bulgarian economic chamber”;  “Atanas Burov” Foundation

3.Krasimir Stanev – member of the Board of directors; Executive Director of the Company

· companies, in which he is a member of the managing authorities: Board of directors of „Albena 2000“ AD 

4.Ivan Kalinkov – Member of the Board of directors

· companies, in which he is a member of the managing authorities:  Managing committee  “Albena Invest Holding”.

5.Margita Todorova – Member of the Board of directors 

· companies, in which she is a member of the managing authorities: Counsel of the directors of “Albena2000” AD

6.Zhelyo Staikov – Member of the Board of directors

· companies, in which he is a member of the managing authorities: “Solveks Turinvest” Ltd.

Their remunerations are paid off on the basis of a decision of the General Meeting of the Shareholders of „Albena“ AD and for 2006 amounts to BGN 266 thousand.

The members of the Board of directors acquire shares in the regular order, according to the requirements of the acting legislation.

At 31 December 2006 the members of the Board, possess 16,596 shares, which is 0.39% of the Company's capital.

Members of the Board of directors, as well as the senior management of the Company, are not granted options upon securities, property of the company.
ECONOMIC OBJECTIVES FOR 2007
In 2007 the management of the Company expects to achieve economic and financial result in accordance with the shareholders' interests.

Expected income of the Company in 2007 -  BGN 100,103 thousand

The expectations of growth are based on the increase of the incomes in the reconstructed building projects and the increase of work load.

The overall amount of the expected expenditures of the Company in 2007 is BGN 82,852 thousand.

3. Investments

Every year the company invests resources for re-innovations and modernization of the existing base, in new construction, in moveable and immoveable property and in financial assets.

The investment programme of „Albena“ AD for 2007 amounts to BGN 52,940 thousand.

The resources for realization of the investment programme are – through own resources and through bank-credits.

The realization of the planned investments aims at increasing the competitiveness of the offered tourist product and increasing the profits for the shareholders.

Information about applying the internationally acknowledged standards for good corporative management upon art.92, paragraph 2, item 3 of the Public Offering of Securities Act

Through a decision, taken by the Board of directors of Albena AD in 2006, the actualization of the Programme for good corporative management of the company was approved.

The set conditions in the Programme for good corporative management of Albena AD were realized to a great extend. The general meeting of the shareholders is held traditionally in a way, which provides the shareholders with equal rights for participation in accordance with the law; a decision for  distribution of a dividend was taken and the process runs in a manner which is of most convenience for the shareholders; the current shown information was passed to the Financial supervision commission, the Bulgarian Stock Exchange and the Central Depository within time limits and with  contents in accordance with the law requirements. The created Internet website of Albena AD (www.albena.bg) for the investors is maintained and enriched with useful information. There is also a form for feedback with the Shareholders of the Company, who can ask their questions and receive answers through electronic way. The website is highly visited, which proves the interest of the shareholders to it.

All the other positions of principle, underlying in the Company's work and having an effect in the programme, were in their way of accomplishment

2006 registered a still bigger interest of the shareholders for Albena AD. The active commerce of the shares of the Company on the exchange and the great increase of its shares' price during 2006 speaks of the increase in the shareholders' trust. In result, Albena AD is established as one of the „blue chip“ public companies on the Bulgarian capital market.

The dynamics of the capital world forces adequacy and flexibility in accordance with the new law regulations and requirements, the new possibilities and obligations. Despite the definition for good corporative management, the definitions for business have their way – ethics for the corporative social responsibility in connection with the idea that a public company has to be not only of it own use, but of society's use also.

RESPONSIBILITIES OF THE MANAGEMENT

According to the Bulgarian legislation the management must prepare financial statements for every financial year, which give a true and fair view of the state of the Company at the end of the year and its financial results. The management has prepared the attached here financial statements in accordance with the International Financing Reporting Standards.(IFRS)

The management confirms that suitable accounting policies have been applied.
The management also confirms that the International Financial Reporting Standards (IFRS) have been followed and that the financial statements have been prepared on a going concern basis.

The management is held responsible for keeping proper accounting records, for safeguarding the assets of the Company and for taking reasonable steps for the prevention and detection of fraud and other irregularities.

Krasimir Stanev

Executive Director:

Albena AD

	(all amounts are stated in thousands of BGN)
	
	As at 31 December

	ASSETS
	Note 
	2006
	2005

	Non-current assets
	
	
	

	Property, plant an equipment 
	6
	325,417
	282,547

	Investment property
	7
	11,317
	11,089

	Intangible assets
	8
	612
	223

	Investment in subsidiaries
	9
	15,264
	15,261

	Investment in associates
	10
	6,443
	5,004

	Other investments
	
	21
	21

	Advances to suppliers 
	13
	13,673
	10,550

	Long term receivables
	11
	3,528
	1,059

	
	
	376,275
	325,754

	Current assets
	
	
	

	Inventories 
	12
	2,832
	2,209

	Advances to suppliers
	13
	704
	1,046

	Trade and other receivables 
	14
	5,419
	3,205

	Income tax recoverable
	
	725
	-

	Cash and cash equivalents
	15
	1,451
	956

	
	
	11,131
	7,416

	Total assets
	
	387,406
	333,170

	EQUITY AND LIABILITIES
	
	
	

	Ordinary shares
	16
	4,273
	4,273

	Treasury shares 
	
	(1,536)
	(1,536)

	Revaluation reserve
	17
	83,017
	71,626

	Legal reserves
	17
	427
	427

	Other Reserves
	17
	119,203
	104,690

	Retained earnings 
	
	39,301
	38,827

	Profit for the year
	
	15,587
	17,174

	
	
	260,272
	235,481

	LIABILITIES 
	
	
	

	Non-current liabilities
	
	
	

	Borrowings
	20
	81,283
	48,028

	Deferred tax liabilities
	21
	12,575
	17,050

	Grants for property, plant and equipment
	22
	5,146
	5,405

	
	
	99,004
	70,483

	Current liabilities
	
	
	

	Trade and other payables 
	18
	12,565
	8,001

	Income tax 
	
	-
	130

	Provisions
	23
	-
	1,623

	Prepaymets from customers
	19
	3,390
	3,995

	Borrowings
	20
	12,175
	13,457

	
	
	28,130
	27,206

	Total liabilities
	
	127,134
	97,689

	Total equity and liabilities
	
	387,406
	333,170


These financial statements were authorised for issue on 27 March 2007 by the Board of Directors and signed on its behalf by:

_______________________
_______________________

Krasimir Stanev
Elena Atanassova
Executive Director 

Chief Accountant 
Initialled for identification purposes in reference to the auditor’s report:
_________________________

Irena Vakova
Registered auditor 

	(all amounts in BGN thousands)
	
	Year ending 31 December

	
	Note 
	2006
	2005

	
	
	
	

	Sales
	24
	78,854
	73,991

	Rental income
	
	9,648
	8,898

	
	
	
	

	Total revenues
	
	88,502
	82,889

	
	
	
	

	Cost of sales
	26
	(62,391)
	(55,310)

	
	
	
	

	Gross profit
	
	26,111
	27,579

	
	
	
	

	General and administrative expenses 
	26
	(8,700)
	(7,486)

	Other income, net 
	25
	3,714
	3,281

	
	
	
	

	Operating profit
	
	21,125
	23,374

	
	
	
	

	Interest expense
	
	(4,967)
	(3,495)

	Profit before tax
	
	16,158
	19,879

	
	
	
	

	Income taxes
	28
	(571)
	(2,705)

	
	
	
	

	Profit for the year
	
	15,587
	17,174

	
	
	
	

	Earnings per share for profit attributable to the equity holders of the Company during the year (expressed in Leva per share) 
	
	
	

	- basic 
	29
	3.76
	4.14

	- diluted 
	
	3.76
	4.14


These financial statements were authorised for issue on 27 March 2007 by the Board of Directors and signed on its behalf by:

_______________________
_______________________

Krasimir Stanev
Elena Atanassova
Executive Director 

Chief Accountant
Initialled for identification purposes in reference to the auditor’s report:

_________________________

Irena Vakova

Registered auditor
(all amounts are stated in thousands of BGN)
	(
	Share capital 
	Effect of hyperinflation of share capital
	Treasury shares
(note 16)
	Legal Re-serve 
	Effect of hyperinflation of legal reserve
	Other reserves
	Reva-luation reserve 
	Retained earnings
	Total

	Balance as at 1 January 2005
	4,273
	83,287
	(1,536)
	427
	3,361
	33,912
	71,761
	24,643
	220,128

	Revaluation reserve of written-off buildings
	
	
	
	
	
	
	(135)
	135
	-

	Profit for the year 
	
	
	
	
	
	
	
	17,174
	17,174

	Total recognised income for  2005
	
	
	
	
	
	
	(135)
	17,309
	17,174

	Profit capitalisation (Note 17)
	
	
	
	
	
	14,401
	
	(14,401)
	-

	Expenses charged to retained earnings
	
	
	
	
	
	-
	
	(163)
	(163)

	Dividends paid (Note 30)
	
	
	
	
	
	
	
	(1,658)
	(1,658)

	Others (Note 16)
	
	(83,287)
	
	
	(3,361)
	56,377
	
	30,271
	-

	
	
	
	
	
	
	
	
	
	

	Balance at 31 December 2005
	4,273
	-
	(1,536)
	427
	-
	104,690
	71,626
	56,001
	235,481

	Balance as at 1 January 2006
	4,273
	-
	(1,536)
	427
	-
	104,690
	71,626
	56,001
	235,481

	Revaluation reserve of written-off buildings
	
	
	
	
	
	
	(472)
	472
	

	Fair value gains net of tax on buildings 
	
	
	
	
	
	
	  7,650
	-
	      7,650

	Effect of changes in tax rate
	
	
	
	
	
	
	  4,213
	-
	      4,213

	Net income recognised directly in equity 
	
	
	
	
	
	
	11,391
	472
	11,863

	Profit for the year 
	
	
	
	
	
	
	
	15,587
	15,587

	Total recognised income for  2006
	
	
	
	
	
	
	11,391
	16,059
	27,450

	Profit capitalisation (Note 17)
	
	
	
	
	
	14,513
	
	(14,513)
	-

	Expenses charged to retained earnings
	
	
	
	
	
	
	
	(172)
	(172)

	Dividends paid (note 30)
	
	
	
	
	
	
	
	(2,487)
	(2,487)

	
	
	
	
	
	
	
	
	
	

	Balance at 31 December 2006
	4,273
	-
	(1,536)
	427
	-
	119,203
	83,017
	54,888
	260,272


These financial statements were authorised for issue on 27 March 2007 by the Board of Directors and signed on its behalf by:

_______________________
_______________________

Executive Director
Elena Atanassova

Krasimir Stanev
Chief Accountant
Initialled for identification purposes in reference to the auditor’s report:

_________________________

Irena Vakova

Registered auditor
	(all amounts are stated in thousands of BGN)
	
	Year ended 31 December

	
	Note
	2006
	2005

	Cash flows from operating activities
	
	
	

	Cash received from customers
	
	96,905
	83,668

	Payments to suppliers and personnel
	
	(70,387)
	(57,716)

	Interest paid
	
	(3,801)
	(2,186)

	Interest received
	
	27
	86

	Income tax paid
	
	(2,539)
	(1,884)

	
	
	
	

	Net cash from operating activities
	
	20,205
	21,968

	
	
	
	

	Cash flows from investing activities
	
	
	

	Payments for acquisition of subsidiaries and associates
	
	(336)
	(2,436)

	Purchase of short term investments
	
	-
	(509)

	Long term loans provided  
	
	(2,850)
	(1,545)

	Repaid long term loans provided
	
	40
	517

	Purchase of property, plant and equipment 
	
	(54,271)
	(27,194)

	Purchase of intangible assets
	
	(222)
	-

	Proceeds from sales of property, plant and equipment 
	
	9
	195

	Dividends received
	
	320
	-

	
	
	
	

	Net cash flows used in investing activities 
	
	(57,310)
	(30,972)

	
	
	
	

	Cash flows from financing activities
	
	
	

	Long term borrowings received
	
	44,881
	19,894

	Repayment of long term borrowings
	
	(6,544)
	(9,891)

	Dividends paid 
	
	(1,043)
	(1,454)

	
	
	
	

	Net cash flows from financing activities
	
	37,294
	8,549

	
	
	
	

	Net increase (decrease) in cash and cash equivalents 
	
	189
	(455)

	At beginning of year
	15
	191
	686

	Foreign exchange differences
	
	137
	(40)

	At end of year
	15
	517
	191

	
	
	
	


These financial statements were authorised for issue on 27 March 2007 by the Board of Directors and signed on its behalf by:

_______________________
_______________________

Krasimir Stanev
Elena Atanassova
Executive Director 

Chief Accountant
Initialled for identification purposes in reference to the auditor’s report:

_________________________

Irena Vakova

Registered auditor
	1 
	Company’s background 

	
	

	
	Albena AD (“the Company”) is a large Black Sea coast hotel complex near Varna in Bulgaria. The Company manages its hotels. On 17 November 1997 Albena was privatised when 83% of the shares of the State of Bulgaria were purchased.  Currently 100% of the share capital of the Company is privately owned.

Albena AD is a joint-stock company, domiciled in Bulgaria with the following registered address:

	
	

	
	Hotel Complex Albena – 9620

Dobrich district

Bulgaria


	
	The shares of the Company are traded on Sofia Stock Exchange. 

	
	

	
	These financial statements were authorised for issue by the Board of Directors on 27 March 2007. 

	
	

	2
	Accounting policies 


	
	The principal accounting policies applied in the preparation of these financial statements are set out below. These policies have been consistently applied to all the years presented, unless otherwise stated.

	
	

	
	2.1 Basis of preparation

	
	

	
	The financial statements have been prepared in accordance with International Financial Reporting Standards, as adopted by the European Union. 

	
	

	
	

	
	The Company also prepares consolidated financial statements in accordance with IFRS for the Company and its subsidiaries (the "Group").  The consolidated financial statements can be obtained from the company’s premises in the Albena Resort. Users of these separate financial statements should read them together with the Group's consolidated financial statements as at and for the year ended 31 December 2006 in order to obtain full information on the financial position, results of operations and changes in financial position of the Group as a whole.

	
	

	
	The financial statements have been prepared under the historical cost convention, as modified by the revaluation of buildings, investments properties, available for sale financial assets  and financial assets and liabilities through profit and loss.


	2
	Accounting policies (continued)



	
	2.1 Basis of preparation (continued)


	
	The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It also requires management to exercise its judgement in the process of applying the Company’s accounting policies. The areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates are significant to the financial statements, are disclosed in Note 4.

	
	The following revisions to standards are mandatory for the Company’s accounting periods beginning on or after 1 January 2006:

	
	

	
	IAS 19 (Amendment), Employee Benefits. This amendment introduces the option of an alternative recognition approach for actuarial gains and losses. It may impose additional recognition requirements for multi-employer plans where insufficient information is available to apply defined benefit accounting. The Company does not intend to make changes in their accounting policy regarding the application of IAS 19. As the Company does not provide employee benefits under defined benefits plans, this amendment will not impact the financial statements.

	
	IAS 39 (Amendment), Cash Flow Hedge Accounting of Forecast Intragroup Transactions. This amendment is not relevant to the Company’s operations, as the Company does not have any intragroup transactions that would qualify as a hedged item.


	
	IAS 39 (Amendment), The Fair Value Option.  This amendment changes the definition of financial instruments classified at fair value through profit or loss and restricts the ability to designate financial instruments as part of this category. This amendment is not relevant for the Company, as the Company does not select to designate the financial instruments at fair value through profit and loss. 

	
	IAS 39 and IFRS 4 (Amendment), Financial Guarantee Contracts.  This amendment requires issued financial guarantees, other than those previously asserted by the entity to be insurance contracts, to be initially recognised at their fair value, and subsequently measured at the higher of (a) the unamortised balance of the related fees received and deferred, and (b) the expenditure required to settle the commitment at the balance sheet date. This amendment is not relevant to the Company, as it is not involved in such activities.

	
	IAS 21 (Amendment) – Net Investment in a Foreign Operation. This amendment requires the exchange differences arising on the monetary items that are part of the reporting entity’s net investment in a foreign operation to be reclassified to a separate component of equity in the financial statements that includes the reporting entity and the foreign operation. This amendment do not affect the Company’s financial statements as the Company does not have such monetary items.

	
	IFRS 1 (Amendment), First-time Adoption of International Financial Reporting Standards and IFRS 6 (Amendment), Exploration for and Evaluation of Mineral Resources. These amendments are not relevant to the Company, as it is not involved in such activities.

	
	IFRS 6, Exploration for and Evaluation of Mineral Resources (effective from 1 January 2006).  These amendments are not relevant to the Company, as it is not involved in such activities.

	
	


	2
	Accounting policies (continued)



	
	2.1 Basis of preparation (continued)

	
	

	
	IFRIC 4, Determining whether an Arrangement contains a Lease. IFRIC 4 requires the determination of whether an arrangement is or contains a lease to be based on the substance of the arrangement. This IFRIC does not affect the financial statements of the Company..

	
	IFRIC 5, Rights to Interests arising from Decommissioning, Restoration and Environmental Rehabilitation Funds (effective from 1 January 2006).  IFRIC 5 is not relevant to the Company’s operations.

	
	IFRIC 6, Liabilities arising from Participating in a Specific Market – Waste Electrical and Electronic Equipment.  IFRIC 6 is not relevant to the Company’s operations.

	
	

	
	Standards, interpretations and amendments to published standards that are not yet effective and not early adopted by the Company.

	
	Certain new standards, amendments and interpretations to existing standards have been published that are mandatory for the Company’s accounting periods beginning after 1 January 2006 or later periods but which the Company has not early adopted, as follows:

	
	IFRS 7, Financial Instruments: Disclosures, and a complementary Amendment to IAS 1, Presentation of Financial Statements - Capital Disclosures (effective from 1 January 2007).  IFRS 7 introduces new disclosures to improve the information about financial instruments. It requires the disclosure of qualitative and quantitative information about exposure to risks arising from financial instruments, including specified minimum disclosures about credit risk, liquidity risk and market risk, including sensitivity analysis to market risk. It replaces IAS 30, “Disclosures in the Financial Statements of Banks and Similar Financial Institutions”, and disclosure requirements in IAS 32, “Financial Instruments: Disclosure and Presentation”. It is applicable to all entities that report under IFRS. The amendment to IAS 1 introduces disclosures about the level of an entity’s capital and how it manages capital. The Company assessed the impact of IFRS 7 and the amendment to IAS 1 and concluded that the main additional disclosures will be the sensitivity analysis to market risk and the capital disclosures required by the amendment of IAS 1. The Company will apply IFRS 7 and the amendment to IAS 1 from annual periods beginning 1 January 2007.

	
	IFRS 8 Operating segments (effective from 1 January 2009). IFRS 8 replaces IAS 14 Segment reporting. Currently, the management assess the potential impact on the financial statements of the Company.

	
	IAS 23 Borrowing costs (revised, effective for annual periods beginning on or after 1 January 2009).  The Company currently assesses the impact of this new pronouncement on the financial statements.

	
	IFRIC 7, Application of the method for recalculation of the comparative information (effective from 1 March 2006, i.e. 1 January 2007). The Interpretation provides clarification for the application of IAS 29 for the reporting period, in which the conditions of hyperinflation arise for the first time. The interpretation requires IAS 29 to be applied initially in a way as if the economy has always been in hyperinflation. Additional clarifications are provided for the method for calculation of deferred tax in the initial balance sheet, restated in order to reflect the hyperinflation in accordance with the requirements of IAS. This new interpretation is not expected to affect the Company’s  financial statements.
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	2.1 Basis of preparation (continued)


	
	IFRIC 8, Scope of IFRS 2 (effective from 1 May 2006, ie 1 January 2007). The Interpretation provides clarification for treatment of cases in which the Company could not determine all or some of the received services and goods. IFRIC 8 is not relevant to the Company’s  operations, because it does not have schemes for compensation based on shares. If in the future such benefits schemes exist, the Company will consider applying the requirements of this Interpretation after its adoption by the EU Commission



	
	IFRIC 9, Assessment for embedded derivatives (effective from 1 January 2007). IFRIC 9 is relevant for all embedded derivatives under IAS 39 “Financial Instruments: Recognition and measurement” clarifies certain aspects of their treatment. This new interpretation is not expected to impact the Company’s s financial statements. 



	
	IFRIC 10, Interim Financial Reporting and Impairment (effective for annual periods beginning on or after 1 November 2006). IFRIC 10 prohibits the impairment losses recognised in an interim period on goodwill, investments in equity instruments and investments in financial assets carried at cost to be reversed at a subsequent balance sheet date. The Group will apply IFRIC 10 from 1 January 2007, but it is not expected to have any impact on the Group’s accounts.



	
	IFRIC 11, IFRS 2 – Group and Treasury Share Transactions (effective for annual periods beginning on or after 1 March 2007). The Interpretation addresses how to apply IFRS 2 Share-based Payments to share-based payment arrangements involving an entity's own equity instruments or equity instruments of another entity in the same group. This IFRIC will not affect the financial statements of the Company as it does not perform such transactions.


	
	IFRIC 12, Service Concession Arrangements  (effective for annual periods beginning on or after 1 January 2008). IFRIC 12 addresses how service concession operators should apply existing IFRS to account for the obligations they undertake and rights they receive in service concession arrangements. Currently, the management assess the potential impact on the financial statements of the Company.

	
	

	
	IFRIC 10, 11 and 12 are not adopted by the European Union.
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	2.2 Investments in subsidiaries and associates 

	
	

	
	The investments are measured under historical cost approach according to which the investments are accounted for at acquisition costs less any impairment loss. Income from investments is recognised to the extend of the received profit from the company in the form of dividends. 

	
	

	
	

	
	2.3 Foreign currency translations 

	
	

	
	(1) Functional and presentation currency 

	
	

	
	Items included in the financial statements are measured using the currency of the primary economic environment in which the Company operates (“functional currency”). The financial statements are presented in Bulgarian Lev, which is also the functional currency of the Company. Bulgarian Lev is pegged to the EUR as from 1 January 1999 in accordance with the rules of the Currency Board.

	
	

	
	(2) Transactions and balances

	
	

	
	Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation at year- end exchange rates of all assets and liabilities denominated in foreign currencies are recognised in the income statement.

	
	


	
	2.4 Property, plant and equipment

	
	

	
	Buildings (excluding investment property) are  shown at fair value, based on periodic valuations by external independent valuers, less subsequent depreciation for buildings. Any accumulated depreciation at the date of revaluation is eliminated against the gross carrying amount of the asset, and the net amount is restated to the revalued amount of the asset. All other property, plant and equipment is stated at historical cost less depreciation. Historical cost includes expenditure that is directly attributable to the acquisition of the items.
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	2.4 Property, plant and equipment (continued)


	
	Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as

appropriate, only when it is probable that future economic benefits associated with the item will flow to the Company and the cost of the item can be measured reliably. All other repairs and maintenance are charged to the income statement during the financial period in which they are incurred.

	
	

	
	Increases in the carrying amount arising on revaluation of buildings are credited to revaluation reserve in shareholders’ equity. Decreases that offset previous increases of the same asset are charged against revaluation reserve directly in equity; all other decreases are charged to the income statement. The revaluation reserve of assets disposed of is transferred from revaluation reserve’ to ‘retained earnings’.

	
	

	
	Land is not depreciated. Depreciation on other assets is calculated using the straight-line method to allocate their cost or revalued amounts to their residual values over their estimated useful lives (in years), as follows:

	
	Buildings
30-79 years
Machines and equipment
5-20 years
Vehicles

5-20 years
            Furniture and fittings 

5 years 

	
	

	
	The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

	
	

	
	An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater than its estimated recoverable amount.(Note 2.7)

	
	

	
	Gains and losses on disposals are determined by comparing proceeds with carrying amount. These are included in the profit from operation.

	
	

	
	Borrowing expenses for purchase of property, plant and equipment are reported as current expenses in the period in which they are incurred.

	
	

	
	2.5 Investment property

	
	

	
	Investment property, principally comprising of restaurants, bars and other tourist facilities, is held for long-term rental yields and is not occupied by the Company. Investment property is measured at fair value being the market value determined by independent licensed valuers annually. Changes in fair values are recognised in the income statement within other income. 
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	2.6 Intangible assets 

	
	

	 
	Acquired patents, licenses, computer software and trade marks are carried at cost less subsequent amortization and impairment. These assets are amortised over their estimated useful lives, which is 5 years for all assets. Intangible assets are not revalued. The Company’s management performs annual reviews for impairment and when the carrying value of assets is greater that their recoverable value they are written down to their recoverable value.


	
	2.7 Impairment of non-current assets 

	
	

	
	Assets that are subject to amortisation as well as investments in subsidiaries and associates, are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. An impairment loss is recognised for the amount by which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately identifiable cash flows (cash-generating units).

	
	

	
	2.8 Financial assets

	
	

	
	The Company classifies its financial assets in the following categories: at fair value through profit or loss, loans and receivables, held to maturity and available for sale. The classification depends on the purpose for which the financial assets were acquired. Management determines the classification of its financial assets at initial recognition and re-evaluates this designation at every reporting date.

	
	

	
	(a) Financial assets at fair value through profit or loss

	
	Financial assets at fair value through profit or loss are financial assets held for trading. A financial asset is classified in this category if acquired principally for the purpose of selling in the short term. Assets in this category are classified as current assets. 

	
	

	
	(b) Loans and receivables

	
	Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market. They are included in current assets, except for maturities greater than 12 months after the balance sheet date. These are classified as non-current assets. 

	
	

	
	(c) Held-to-maturity investments

	
	Held-to-maturity investments are non-derivative financial assets with fixed and definite payments and fixed maturity that the Company’s management intends and is capable to hold to maturity.
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	2.8 Financial assets (continued)


	
	(d) Available-for-sale financial assets

	
	Available-for-sale financial assets are non-derivatives that are either designated in this category or not classified in any of the other categories. They are included in non-current assets unless management intends to dispose of the investment within 12 months of the balance sheet date.

	
	Regular purchases and sales of investments are recognised on trade-date – the date on which the Company commits to purchase or sell the asset.



	
	Investments are initially recognised at fair value plus transaction costs for all financial assets not carried at fair value through profit or loss. Financial assets carried at fair value through profit or loss are initially recognised at fair value, and transaction costs are expensed in the income statement. Investments are derecognised when the rights to receive cash flows from the investments have expired or have been transferred and the Company has transferred substantially all risks and rewards of ownership. 


	
	Available-for-sale financial assets and financial assets at fair value through profit or loss are subsequently carried at fair value. Loans and receivables and held-to-maturity investments are carried at amortised cost using the effective interest method.

Gains or losses arising, from changes in the fair value of the ‘financial assets at fair value through profit or loss’ category, including interest and dividend income, are presented in the income statement within ‘other gains/losses’, in the period in which they arise. Unrealised gains and losses from changes in the fair value of the securities classified as available for sale are recognised in equity. Interest and dividend income on available-for-sale investments is credited to the income statement.

	
	

	
	When securities classified as available-for-sale are sold or impaired, the accumulated fair value

adjustments recognised in equity are included in the income statement as ‘gains and losses from

investment securities’.

	
	

	
	The fair values of quoted investments are based on current bid prices. If the market for a financial asset is not active (and for unlisted securities), the Company establishes fair value by using valuation techniques. These include the use of recent arm’s length transactions, reference to other instruments that are substantially the same and discounted cash flow analysis, making maximum use of market inputs and relying as little as possible on entity-specific inputs.

	
	

	
	The Company assesses at each balance sheet date whether there is objective evidence that a financial

asset or a group of financial assets is impaired. In the case of equity securities classified as available

for sale, a significant or prolonged decline in the fair value of the security below its cost is considered an indicator that the securities are impaired. If any such evidence exists for available-for-sale financial assets, the cumulative loss – measured as the difference between the acquisition cost and the current fair value, less any impairment loss on that financial asset previously recognised in profit or loss – is removed from equity and recognised in the income statement. Impairment losses recognised in the income statement on equity instruments are not reversed through the income statement. Impairment testing of trade receivables is described in Note 2.10.
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	2.9 Inventories 

	
	

	
	Inventories are stated at the lower of cost or net realisable value. Cost is determined using the first-in, first-out (FIFO) for consumables and weighted average method for foodstuff supplies in the restaurants in order to reflect their different nature and use. The cost of inventory items comprises their purchase price and transportation costs. Net realisable value is the estimated selling price in the ordinary course of business, less the costs of completion and selling expenses.


	
	2.10  Trade and other receivables 

	
	

	
	Trade receivables are recognised initially at fair value and subsequently measured at amortised cost using effective interest method, less provision for impairment. A provision for impairment of trade receivables is established when there is objective evidence that the Company will not be able to collect all amounts due according to the original terms of receivables. Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or financial reorganisation, and default or delinquency in payments (more than 30 days overdue) are considered indicators that the trade receivable is impaired. The amount of the provision is the difference between the asset’s carrying amount and the present value of estimated future cash flows, discounted at the original effective interest rate. The carrying amount of the asset is reduced through the use of an allowance account, and the amount of the loss is recognised in the income statement within selling and marketing costs. When a trade receivable is uncollectible, it is written off against the allowance account for trade receivables. Subsequent recoveries of amounts previously written off are credited against selling and marketing costs in the income statement.

	
	

	
	2.11 Cash and cash equivalents 

	
	

	
	Cash and cash equivalents includes cash in hand, deposits held at call with banks.

	
	

	
	2.12 Share capital 

	
	

	
	Shares are classified as equity. Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax, from the proceeds.

	
	

	
	Where the Company purchases the Company’s equity share capital, the consideration paid including any attributable incremental external costs net of income taxes is deducted from total shareholders’ equity as treasury shares until they are cancelled, sold or reissued. Where such shares are subsequently sold or reissued, any consideration received is included in shareholders’ equity. 

	
	

	
	2.13 Trade payables

	
	

	
	Trade payables are recognised initially at fair value and subsequently measured at amortised cost using the effective interest method.
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	2.14 Borrowings 

	
	

	
	Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are subsequently stated at amortised cost; any difference between the proceeds (net of transaction costs) and the redemption value is recognised in the income statement over the period of the borrowings using the effective interest method.

	
	

	
	Borrowings are classified as current liabilities unless the Company has an unconditional right to defer settlement of the liability for at least 12 months after the balance sheet date. 

	
	

	
	2.15 Deferred tax

	
	

	
	Deferred income tax is provided, using the liability method, on temporary differences arising between the tax bases of assets and liabilities and their carrying amounts in the financial statements. 

However, the deferred income tax is not accounted for if it arises from initial recognition of an asset or liability in a transaction other than a business combination that at the time of the transaction affects neither accounting nor taxable profit or loss. Deferred income tax is determined using tax rates that have been enacted or substantially enacted by the balance sheet date and are expected to apply when the related deferred income tax asset is realised or the deferred income tax liability is settled.

Deferred income tax assets are recognised to the extent that it is probable that future taxable profits will be available against which the temporary differences can be utilised.

	
	

	
	2.16 Employee benefits

	
	

	
	Under the defined contribution plan, the Company makes mandatory instalments to state governed pension and social security plans. After payments of the instalment, the Company has no other obligation. The payments are recognised as staff cost when become due. Advance payments are recognised as deferred expense to the extent to which the amounts will be deducted or recovered from future payments.

	
	

	
	2.17 Provision

	
	

	
	Provisions for legal claims are recognised when: the Company has a present legal or constructive obligation as a result of past events; it is more likely than not that an outflow of resources will be required to settle the obligation; and the amount has been reliably estimated. Provisions are not recognised for future operating losses.

	
	

	
	Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement is determined by considering the class of obligations as a whole. A provision is recognised even if the likelihood of an outflow with respect to any one item included in the same class of obligations may be small.
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	2.18 Revenue recognition

	
	

	
	Revenue comprises the fair value of the consideration received or receivable for the sale of goods and services net of value-added tax, rebates and discounts. Revenue is recognised as follows:

	
	

	
	(a) Sales of goods – wholesale

	
	Sales of goods are recognised when the Company has delivered to the customer, the

customer has accepted the delivery and collectibility of the related receivables is reasonably assured.

	
	

	
	(b) Sales of goods – retail

	
	Sales of goods are recognised when the Company sells a product to the customer.

Retail sales are paid in cash or in credit cards .

	
	

	
	(c) Sales of services

	
	Sales of services are recognised in the accounting period in which the services are rendered. Revenue from sale of hotel tourist service are recognised by reference to completion of the specific transaction assessed on the basis of the actual service provided as a proportion of the total services to be provided. 

	
	

	
	(d) Interest income

	
	Interest income is recognised on a time-proportion basis using the effective interest method. When a receivable is impaired, the Company reduces the carrying amount to its recoverable amount, being the estimated future cash flow discounted at original effective interest rate of the instrument. Interest income on impaired loans is recognised either using the original effective interest rate or on basis of recognition of the related contingent guarantees.

	
	

	
	(е) Dividend income 

	
	Dividend income is recognised when there is established a legal right to receive dividends. 

	
	

	
	2.19 Lease contracts 

	
	

	
	Accounting for operating leases ( where the Company is the lessor

	
	Leases where the lessor retains significant portion of the risks and rewards of ownership are classified as operating leases. Payments received under operating leases are charged to the income statement on a straight-line basis over the period of the lease.
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	2.19 Lease contracts (continued)

	
	

	
	Accounting for financial leases ( where the Company is the lessee

	
	Leases of property, plant and equipment, where the Company bears substantially all the risks and rewards of ownership are classified as finance leases. Finance leases are capitalised at the lease’s commencement at the lower of the fair value of the leased property and the present value of the minimum lease payments. 

Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate on the finance balance outstanding. The corresponding rental obligations, net of finance charges, are included in other long-term payables. The interest element of the finance cost is charged to the income statement over the lease period so as to produce a constant periodic rate of interest on the remaining balance of the liability for each period.
The property, plant and equipment acquired under finance leases are depreciated over the shorter of their useful life or the lease term.

	
	

	
	2.20 Government grants

	
	

	
	Grants from the government are recognised at their fair value where there is a reasonable assurance

that the grant will be received and the Company will comply with all attached conditions. Government grants relating to costs are deferred and recognised in the income statement over the period necessary to match them with the costs that they are intended to compensate.

Government grants, including tax relief, relating to the purchase of property, plant and equipment are included in non-current liabilities as deferred government grants and are credited to the income statement on a straight line basis over the expected lives of the related assets.

	
	

	
	2.21 Dividends distribution

	
	

	
	Dividends are recorded in the Company’s financial statements in the period in which they are approved by the Company’s shareholders.

	
	

	
	2.22  Comparative information

 

	
	Where necessary, the comparative information  is reclassified to achieve comparability to the current period information. The company reconsidered the classification of expenditure by function and the laundry expenditure of BGN 1,293 thousands for 2005 were reclassified from general and administrative expenditure to the cost of sales in the income statement.

	
	


	3
	Financial risk management 

	
	

	
	3.1 Financial risk factors 

	
	

	
	The Company’s activities expose it to a variety of financial risks, including market risk (including currency risk, price risk and credit risk), liquidity risk and cash flow interest rate risk. The Company’s overall risk management programme focus on the unpredictability of financial markets and seeks to minimise potential adverse effects on the Company’s performance. The Company does not use derivative financial instruments to hedge certain risk exposures.

	
	

	
	(a) Market risk

	
	(i) Currency risk 

	
	

	
	The Company operates in Bulgaria and since the Bulgarian Leva (BGN) is pegged to the EUR at the fixed rate by the means of the currency board, the Company is exposed to foreign exchange risk to the extent of borrowings and transactions denominated in currencies other than the EUR. The management of the Company monitors regularly the foreign exchange risk in order to minimise any negative effects on the Company’s financial position.

	
	

	
	(ii) Price risk

	
	The Company is not exposed to price risk regarding goods or other owned assets. 

	
	

	
	(iii) Credit risk 

	
	

	
	There is no significant concentration of credit risk in the Company. The Company has implemented a strict policy that ensures that products and goods are sold only to companies with adequate credit history. Sales to retail customers are made in cash. Cash transactions are limited to high-credit-rating financial institutions. The Company has policies that limit the amount of credit exposure to any financial institution.

	
	

	
	(b) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and marketable securities, the availability of funding through an adequate amount of committed credit facilities and the ability to close out market positions. Due to the dynamic nature of the underlying businesses, Company Treasury aims to maintain flexibility in funding by keeping committed credit lines available.

	
	

	
	(ii) Interest rate risk 

	
	

	
	Since the Company does not own significant interest bearing assets, the income and operating cash flows are not materially affected by the changes in the market interest rates. 

	
	

	
	The Company’s interest risk arises from long term borrowings. The borrowings with floating interest rates expose the Company to interest rate risk, arising from the fluctuation of the future cash flows. The borrowings with fixed interest rates expose the Company to interest rate risk, arising from the fluctuation in assessing the future fair value of the borrowings. It is the Company’s policy to enter into borrowing contracts with interest rates, fixed to the market interest rates, such as the EURIBOR. All  exposures are monitored regularly.
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	Financial risk management (continued)

	
	

	
	3.2 Fair value estimation 

	
	

	
	The fair value of financial instruments traded in active markets is based on quoted market prices at the balance sheet date. 

	
	

	
	The nominal value less impairment provision of trade receivables and payables are assumed to approximate their fair values. The fair value of financial liabilities for disclosure purposes is estimated by discounting the future contractual cash flows at the current interest rate that is available to the Company for similar financial instruments.

	
	

	4
	Critical accounting estimates and judgements 

	
	

	
	Estimates and judgments are continually evaluated and are based on historical experience and other

factors, including expectations of future events that are believed to be reasonable under the circumstances. The reliability of these estimates is reviewed regularly.

	
	

	
	4.1 Critical accounting estimates and assumptions

	
	

	
	The Company makes estimates and assumptions concerning the future. The resulting accounting

estimates will, by definition, seldom equal the related actual results. The estimates and assumptions

that have a significant risk of causing a material adjustment to the carrying amounts of assets and

liabilities within the next financial year are discussed below.

	
	

	
	(а) Property, plant and equipment 


	
	The management of the Company assesses the useful life of the assets and the accumulated depreciation, related to the property, plant and equipment. These estimates are based on the projection of the life cycle of the assets. It could be altered significantly by the changes in the market environment. The management intends to increase the depreciation expenses where the useful life of the assets is smaller than the previously expected or will write off or impair the technologically outdated or non-strategic assets that are to be abandoned or sold at a loss/liquidated.

	
	

	
	(b) Income taxes 

	
	The Company is subject to income taxes in the Bulgarian tax jurisdiction. Significant judgment is required in determining the provision for income taxes. There are many transactions and calculations for which the ultimate tax determination is uncertain during the ordinary course of business. The Company recognises liabilities for anticipated tax due based on management estimates. Where the final tax outcome of these matters is different from the amounts that were initially recorded, such differences will impact the income tax and deferred tax provisions in the period in which such determination is made.
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	(c) Impairment of receivables 

	
	When assesses the receivables for impairment, the management estimates the amount of timing of future cash flows from the receivables based on its experience and current circumstances. 

	
	

	
	(d) Provisions 

	
	The management of the Company assesses the amount of the eventual provision liability based on its experience regarding similar contingent liabilities and considering the current available information for the specific liabilities including the information from Company’s legal advisors.

	
	

	
	(e) Fair values of buildings and investment properties

	
	Fair values of buildings and investment properties are determined by independent professional valuers based on the market values.

	
	

	
	4.2 Critical judgments in applying the entity’s accounting policies

	
	

	
	(a) Concession agreements

	
	

	
	As disclosed in Note 33 the Comapny is a party to the concession agreements giving it a right to use certain resources. The management of the Company is not able to make reliable estimate of the expected future payments as they are based on variables that are difficult to predict and not in the control of the Company and therefore the concessions were not capitalised as intangible assets. Instead, the concession fees are charged to the income statement in the year to which they relate.


	5.
	Segment information 

	
	The Company runs its business in the Republic of Bulgaria. The main activities include offering a complete tourist product on the foreign and local market. Specifically, the principal activities include: hotels management, restaurants management, sales of goods from import and local production, foreign economic activities, offering communications, commodities, advertising, sports, animation, cultural and other types of services, related to foreign and local tourism; construction, development and rental of sites; security services – in compliance with the existing legal environment and after obtaining the proper authorisation. Primary segment is operating and secondary – geographical. The Company’s activities are organized so none of them should constitute a separate operating segment for the purposes of the financial presentation according to the requirements of IAS 14 Segment reporting because the tourists services and related sales of goods are offered and sold in tourist packages. All segment assets are located in Bulgaria.
The Company realizes its primary part of the sales on foreign markets. The dynamics in the structure of the markets is strong, but some key market segment could be identified – Germany, France, England, Scandinavian and Russian markets. 

	
	

	
	Sales analysed by markets based on origin of customers in BGN thousands:

	
	
	Year ending 31 December

	
	
	2006
	2005 

	
	
	
	

	
	Germany 
	19,038
	22,919

	
	France 
	7,789
	7,492

	
	Russia
	8,314
	5,863

	
	England 
	7,000
	6,348

	
	Scandinavian countries 
	7,410
	5,921

	
	Other countries 
	9,589
	6,651

	
	Local market 
	19,714
	18,797

	
	
	
	

	
	
	78,854
	73,991
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	Property, plant and equipment (PP&E)

	
	
	
	
	
	
	
	

	
	Land 
	Buildings 
	Machines and equipment 
	Furniture and fittings 
	Vehicles 
	Assets under construction
	Total 

	As at 31.12.2004
	
	
	
	
	
	
	

	Cost or valuation
	30,578
	225,014
	45,499
	14,096
	2,082
	3,749
	321,018

	Accumulated depreciation
	-
	(10,480)
	(20,538)
	(9,781)
	(1,188)
	-
	(41,987)

	Carrying value at the end of period
	30,578
	214,534
	24,961
	4,315
	894
	3,749
	279,031

	31.12.2005
	
	
	
	
	
	
	

	Carrying value at the beginning of period 
	30,578
	214,534
	24,961
	4,315
	894
	3,749
	279,031

	Additions 
	-
	-
	-
	-
	-
	17,285
	17,285

	Transfers to PP&E
	182
	7,306
	5,004
	1,912
	218
	(14,622)
	-

	Disposals  
	(30)
	(259)
	(7)
	(5)
	(145)
	-
	(446)

	Transfers to advances 
	-
	-
	-
	-
	-
	       (3,298)
	   (3,298)

	Depreciation charge 
	-
	(4,653)
	(3,382)
	(1,851)
	(139)
	-
	(10,025)

	
	
	
	
	
	
	
	

	Carrying value at the end of period 
	30,730
	216,928
	26,576
	4,371
	828
	3,114
	282,547

	
	
	
	
	
	
	
	

	As at 31.12.2005
	
	
	
	
	
	
	

	Cost or valuation
	30,730
	231,994
	50,384
	15,733
	2,038
	3,114
	333,993

	Accumulated depreciation
	-
	(15,066)
	(23,808)
	(11,362)
	(1,210)
	-
	(51,446)

	
	
	
	
	
	
	
	

	Net book value 
	30,730
	216,928
	26,576
	4,371
	828
	3,114
	282,547

	
	
	
	
	
	
	
	

	31.12.2006
	
	
	
	
	
	
	

	Carrying value at the beginning of period 
	30,730
	216,928
	26,576
	4,371
	828
	3,114
	282,547

	Additions 
	-
	-
	-
	-
	-
	45,635
	45,635

	Transfers to PP&E
	9,733
	22,963
	8,738
	3,860
	544
	(45,838)
	-

	Disposals  
	-
	(712)
	(1)
	(3)
	(7)
	-
	(723)

	Revaluations
	-
	8,500
	-
	-
	-
	-
	8,500

	Depreciation charge 
	-
	(5,096)
	(3,505)
	(1,788)
	(153)
	-
	(10,542)

	
	
	
	
	
	
	
	

	Carrying value at the end of period 
	40,463
	242,583
	31,808
	6,440
	1,212
	2,911
	325,417

	
	
	
	
	
	
	
	

	As at 31.12.2006
	
	
	
	
	
	
	

	Cost or valuation
	40,463
	248,914
	58,238
	19,208
	2,546
	2,911
	372,280

	Accumulated depreciation
	-
	(6,331)
	(26,430)
	(12,768)
	    (1,334)

	-
	 (46,863)

	Net book value 
	   40,463
	242,583
	31,808
	6,440
	1,212
	2,911
	325,417
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	Property, plant and equipment (PP&E) (continued)

	
	

	
	The carrying amount of pledged property, plant and equipment amounts to BGN 115,276 thousand (2005: BGN 86,152 thousands). 

In 2002 the Company adopted revaluation method of IAS 16 for Property Plant and Equipment. The last valuation was performed as at 31 July 2006 by independent licensed valuers on behalf of Consultancy House SD ARS, Dobrich. Fair value of the buildings is determined on the basis of the market values. 

	
	

	
	The depreciation expenses are allocated, as follows: BGN 9,555 thousands (2004: BGN 9,123 thousands) in the cost of sales and BGN 987 thousands (2005: BGN 902 thousands) in general and administrative expenses. 


	
	If buildings were stated on the historical cost basis, the amounts would be as follows:

	
	
	As at 31 December

	
	
	2006
	2005 

	
	
	
	

	
	Cost 
	186,687
	164,298

	
	Accumulated depreciation 
	(32,417)
	(28,753)

	
	
	
	

	
	Net book value 
	154,270
	135,545
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	Investment property 
	
	As at 31 December 

	
	
	2006 
	2005

	
	Carrying value at the beginning of the period 
	11,089
	10,448

	
	Transferred to owned buildings 
	-
	(265)

	
	Additions 
	592
	382

	
	Transferred from owned buildings 
	-
	509

	
	Scrapped
	(480)
	-

	
	Fair value gains (Note 25)
	246
	150

	
	Fair value losses (Note 25)
	(130)
	(135)

	
	
	
	

	
	Net book value 
	11,317
	11,089


	
	Investment property is valued annually as at 31 December at fair value representing the market price, stated by independent valuers. The fair value is determined on the basis of the market values.


	
	As at 31.12.2006 the company does not have any pledged investment property (2005: BGN 3,033 thousands). 
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	Investment property (continued)
	
	

	
	The following amounts have been recognised in the income statement:
	2006 
	2005

	
	Rental income 
	4,637
	4,437

	
	Direct operating expenses, arising from investment property which generate rental income 
	(231)
	(235)
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	Intangible assets 
	
	

	
	Concessions and trade marks 
	Software 
	Others 
	Total 

	As at 31.12.2004
	
	
	
	

	Cost 
	141
	1,245
	374
	1,760

	Accumulated amortization 
	(117)
	(1,153)
	(231)
	(1,501)

	Net book value
	24
	92
	143
	259

	31.12.2005
	
	
	
	

	Carrying amount at the beginning of period 
	24
	92
	143
	259

	Additions 
	-
	50
	13
	63

	Amortization 
	(11)
	(31)
	(57)
	(99)

	
	
	
	
	

	Carrying amount at the end of period 
	13
	111
	99
	223

	As at 31.12.2005
	
	
	
	

	Cost 
	141
	1,295
	387
	1,823

	Accumulated amortization 
	(128)
	(1,184)
	(288)
	(1,600)

	
	
	
	
	

	Net book value 
	13
	111
	99
	223

	
	
	
	
	

	31.12.2006
	
	
	
	

	Carrying amount at the beginning of period 
	13
	111
	99
	223

	Additions 
	
	78
	390
	468

	Amortization 
	(9)
	(37)
	(33)
	(79)

	
	
	
	
	

	Carrying amount at the end of period 
	4
	152
	456
	612

	As at 31.12.2006
	
	
	
	

	Cost 
	141
	1,373
	777
	2,291

	Accumulated amortization 
	(137)
	(1,221)
	(321)
	(1,679)

	
	
	
	
	

	Net book value 
	4
	152
	456
	612


	
	The amortization charge of BGN 5  thousands (2005: BGN 8 thousands) is included in the cost of sales and BGN 74 thousands (2005: BGN 91 thousands) in general and administrative expenses. 


	
	
	As at 31 December
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	Investments in subsidiaries 
	2006
	2005

	
	
	
	

	
	Opening net book amount
	15,261
	12,831

	
	Additions
	253
	2,430

	
	Impairment “Black Sea 2000” EOOD in liquidation
	(250)
	-

	
	
	
	

	
	Closing net book amount
	15,264
	15,261

	
	
	
	

	
	Dividends received, including: 
received by bank payments
dividends offset against amounts payable 
due
	749

320

302

127
	600

-

600
-

	The impairment of Black Sea 2000 EOOD is included in the General and Administrative Expenses in the Income Statement.

	
	Subsidiaries domiciled in the country: 
	Percentage of ownership


	
	
	2006
	2005

	
	Cherno more 2000 EOOD – in process of liquidation – Resort Albena 
	100
	100

	
	Albena car EOOD – Resort Albena 
	100
	100

	
	MC Medica Albena EOOD - Resort Albena 
	100
	100

	
	Bialata laguna EAD – village of Topola, Kavarna Municipality 
	100
	100

	
	Dializen center Albena EOOD - Resort Albena 
	100
	100

	
	Albena Tour AD - Resort Albena 
	99
	99

	
	Ecoagro AD - Resort Albena  
	90
	90

	
	Ecostroy AD – Dobritch 
	67
	67

	
	Tihia kyt AD – Balchik 
	60
	60

	
	Ecofruct OOD – Nova Shipk village, Nikola Kozlevo Municipality 
	89.80
	50

	
	Ecoplod OOD - Dobritch
	50
	-

	
	Subsidiaries domiciled abroad:
	
	

	
	
	
	

	
	Hotel de Masque – Anzer, Switzerland 
	84.38
	84.38
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	Investments in associates 
	As at 31 December

	
	
	2006
	2005

	
	
	
	

	
	Opening net book amount
	5,004
	4,998

	
	Additions
	1,439
	6

	
	
	
	

	
	Closing net book amount
	6,443
	5,004

	
	
	
	

	
	Dividends received, incl.
dividends offset against amounts payable 
received by bank payments
	513

513


	252

252

-

	
	

	
	The assets, liabilities, income, the financial result and the percentage of ownership of the Company in the associated companies (all of which incorporated in the Republic of Bulgaria), are as follows:

	
	
	
	
	
	
	

	
	Name 
	Assets 
	Liabilities 
	Income 
	Profit/ (loss)
	% of ownership

	
	2005
	
	
	
	
	

	
	Albena Invest Holding AD
	96,858
	12,412
	186
	7,085
	44.9

	
	Albena Autotrans AD
	6,498
	1,880
	6,004
	222
	25.64

	
	Zdravno uchrejdenie Medika – Albena AD 
	82
	66
	48
	3
	49.00

	
	
	103,438
	14,358
	6,238
	7,310
	

	
	2006
	
	
	
	
	

	
	Albena Invest Holding AD
	107,194
	10,104
	167
	8,824
	46.6

	
	Albena Autotrans AD
	8,976
	4,635
	6,295
	185
	28.95

	
	Zdravno uchrejdenie Medika – Albena AD 
	18
	5
	49
	(3)
	49.00

	
	
	116,188
	14,744
	6,511
	9,006
	

	
	
	
	
	
	
	


	
	From the associates, only Albena Invest Holding AD is listed on the official stock market. The fair value of the investment as at 31 December 2006 is BGN 36,336 thousands (2005: BGN 34,295  thousands). 
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	Long-term receivables 

	
	

	
	The long-term receivables of the Company represent credit lines to related and other parties: 

	
	

	
	
	As at 31 December

	
	
	2006
	2005 

	
	Short-term portion
	
	

	
	Loans to related parties (Note 34) 
	365
	95

	
	Other loans 
	458
	431

	
	
	823
	526

	
	
	
	

	
	Long-term portion 
	
	

	
	Loans to related parties (Note 34) 
	3,445
	979

	
	Other loans 
	83
	80

	
	
	3,528
	1,059

	
	
	

	
	The provided credit lines bear fixed interest rate and the weighed average interest  rate with related parties as at the balance sheet date is 9.52%, to other parties is 6% (2005 to related parties – 8.12%, to other parties – 5%). 

	
	
	As at 31 December

	
	Maturity of long-term loans 
	2006
	2005 

	
	
	
	

	
	Between 1 and 5 years 
	3,528
	1,059

	
	
	3,528
	1,059


	
	
	
	

	
	Fair value 
	Book value 
	Fair value 

	
	
	As at 31 December

	
	
	2006
	2005
	2006
	2005

	
	
	
	
	
	

	
	Related parties 
	3,810
	1,074
	3,810
	1,074

	
	Others 
	541
	511
	541
	511

	
	
	4,351
	1,585
	4,351
	1,585

	
	
	
	
	
	


	
	
	
	

	
	Fair value of the loans is defined on the base of interest rate that Company is expected to apply at balance sheet date. Management of the Company believes that these interest rates do not differ materially from the rates in effect at the moment of concluding of the loan contracts involved. Loans granted to the individuals are collateralized by the mortgage on real estate, and these for other related parties are not collateralized.
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	Inventories 
	As at 31 December 

	
	
	2006 
	2005 

	
	
	
	

	
	Materials and consumables 
	2,033
	1,083

	
	Goods for resale 
	489
	364

	
	Fuel 
	305
	310

	
	Others 
	5
	452

	
	
	
	

	
	
	2,832
	2,209

	
	
	
	

	
	Inventories, recognised as expense, totalling to BGN 14,928 thousands (2005: BGN 13,386 thousands) are included in “cost of sales”. 
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	Advances to suppliers 
	As at 31 December 

	
	
	2006
	2005

	
	
	
	

	
	Long-term to related parties (Note 34) 
	88
	407

	
	Long-term to third parties
	13,585
	10,143

	
	Short-term to related parties (Note 34) 
	158
	692

	
	Short-term to third parties
	546
	354

	
	
	
	

	
	
	14,377
	11,596


	
	The fair value of the advances is, as follows: 

	
	
	2006
	2005

	
	
	
	

	
	Long-term
	13,673
	10,550

	
	Short-term 
	704
	1,046

	
	
	
	

	
	
	14,377
	11,596
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	Trade and other receivables 
	As at 31 December 

	
	
	2006
	2005 

	
	Trade receivables 
	1,308
	1,202

	
	Less: impairment provision 
	(194)
	(305)

	
	Trade receivables – net 
	1,114
	897

	
	Related parties receivables (Note 34)
	745
	299

	
	Dividends
	127
	-

	
	VAT and other recoverable taxes 
	2,514
	1,171

	
	Legal and awarded receivables 
	165
	243

	
	Less: impairment provision 
	(143)
	(227)

	
	Legal and awarded receivables – net 
	22
	16

	
	Short-term portion of other long term loans 
	458
	431

	
	Other receivables 
	439
	391

	
	
	5,419
	3,205
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	Trade and other receivables (continued)

	
	

	
	The Company does not have significant concentration of credit risk since the clients of the Company are from different countries. 

	
	
	

	
	The Company has no accrued impairment loss on receivables during the year (2005 : BGN 337 thousands), and the reversed impairment provision amounting to BGN 5 thousand (2005 : BGN 83 thousand) are included in other income. The receivables written off against impairment from previous years amount to BGN 200 thousand (2005: 682 thousand). 


	
	The fair value of the trade and other receivables are, as follows: 

	
	
	As at 31 December 

	
	
	2006 
	2005 

	
	
	
	

	
	Trade receivables 
	1,114
	897

	
	Related party receivables 
	745
	299

	
	Dividends
	127
	-

	
	VAT and other recoverable tax
	2,514
	1,171

	
	Legal and awarded receivables 
	22
	16

	
	Short term portion of other long term loans 
	458
	431

	
	Other receivables 
	439
	391

	
	
	5,419
	3,205
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	Cash and cash equivalents 
	

	
	
	2006 
	2005 

	
	
	
	

	
	Cash at hand 
	29
	31

	
	Cash in banks 
	488
	160

	
	Restricted cash
	934
	765

	
	
	
	

	
	
	1,451
	956

	
	The effective interest rates at bank accounts at bank accounts in 0.2%  (2005: 0.2%). 

	
	

	
	For the purposes of the cash flow statement, cash and cash equivalents as at year-end are: 

	
	
	As at 31 December 

	
	
	2006 
	2005 

	
	
	
	

	
	Cash at hand and held in banks 
	1,451
	956

	
	Less: balances of cash with restricted use 
	(934)
	(765)

	
	
	517
	191

	
	Restricted cash comprise guarantees under contracts for concessions of beach site and mineral spring amounting to BGN 444 thousand as well as a minimal balance on credit cards amounting to BGN 18 thousand. There is also a restriction imposed on a bank account of the company amounting to BGN 2,737 thousand. As at 31 December 2006 the balance of this account is BGN 472 thousand.
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	Share capital 
	
	
	

	
	
	Number of shares 
	Ordinary shares, BGN thousands 
	Total
BGN thousands

	
	As at 31 December 2004
	4,273,126
	4,273
	4,273

	
	
	
	
	

	
	As at 31 December 2005
	4,273,126
	4,273
	4,273

	
	
	
	
	

	
	As at 31 December 2006
	4,273,126
	4,273
	4,273

	
	
	
	
	

	
	Registered ordinary shares are  4,273,126 (2005: 4,273,126) with a par value of BGN 1 per share (2005: BGN 1 per share). All issued shares are fully paid. All shares carry equal voting rights. 
In January 2003 Albena AD bought back 128,000 shares totalling to BGN 1,536 thousands. These shares are stated as “treasury shares” in the present financial statements. 


	
	The Bulgarian economy experiences hyperinflation during 1990 – 1997. Given the circumstances, according to IAS 29 Financial reporting in hyperinflationary economies, the Company has to hyperinflate the values in their financial statements. The hyperinflated amount of the share capital was BGN 87,560 thousand.  During 2005 the Board of Directors of the Company decided to reduce the hyperinflationary capital to the amount of the registered capital in court. The Company accounts for its share capital at nominal value of the issued shares as registered in court. The effect of the abovementioned decision is a transfer of the hyperinflationary capital portion back to the retained earnings and other reserves of the Company. 

	
	The main shareholders of the Company are, as follows: 

	
	
	As at 31 December 2006

	
	Company 

	Number of shares 
	% share capital 

	
	Albena 2000 AD
	2,055,577
	48.10 %

	
	Albena Invest Holding AD
	879,131
	20.58 %

	
	Balchik Municipality 
	304,570
	7.13 %

	
	Bulbrokers Finance EOOD 
	151,062
	3.54 %

	
	Others 
	514,709
	12.04%

	
	Individuals 
	368,077
	8.61 %

	
	
	
	

	
	
	4,273,126
	100.00%
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	Reserves 
	
	

	
	

	
	Revaluation reserve arose in 2002 as a result of adoption of the revaluation method of IAS 16 for buildings. Amount disclosed is net of deferred income tax and is not distributable to shareholders.
The legal reserve is created in accordance with requirements of Commercial Act and is not distributable to shareholders.
The Bulgarian economy experiences hyperinflation during 1990 – 1997. Given the circumstances, according to IAS 29 Financial reporting in hyperinflationary economies, the Company has to hyperinflate the values in their financial statements. 
During 2005, in connection with the decision affecting the hyperinflationary capital of the Company (Note 16), the effect of the hyperinflationary legal reserves has also been credited to other reserves and retained earnings. 
Retained earnings from prior years are distributable amongst the shareholders according to the Articles of Incorporation and the Commercial law. 
Other reserves comprise: 
· approved by the General shareholders meeting profit distributions (transfers of current year profit to the other reserve) amounting to BGN 62,826 thousands and distributable amongst shareholders; amounts of such approvals for 2006 and 2005 are BGN 14,513 thousand and BGN 14,401 thousand respectively;
· effect from the revalorization of assets and liabilities  - BGN 56,377 thousands, which are  non distributable. 
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	Trade and other payables 

	
	
	As at 31 December 

	
	
	2006 
	2005 

	
	Payables to suppliers 
	5,621
	5,041

	
	Payables to related parties (Note 34)
	1,602
	674

	
	Salaries and remunerations 
	647
	427

	
	Taxes payable 
	18
	15

	
	Social security and pension contributions payable 
	155
	133

	
	Dividends 
	1,246
	504

	
	Interest accrued on long term loans from tour operators 
	31
	121

	
	Other short term payables 
	477
	428

	
	Payables on concession contracts (Note 33 and Note 23)
	2,768
	658

	
	
	
	

	
	
	12,565
	8,001
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	Prepayments from customers  
	As at 31 December 

	
	
	2006 
	2005 

	
	
	
	

	
	Rentals paid in advance 
	1,590
	2,234

	
	Short-term prepayments from tour operators 
	1,800
	1,761

	
	
	
	

	
	
	3,390
	3,995
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	Borrowings 
	As at 31 December 

	
	
	2006 
	2005 

	
	Short-term portions
	
	

	
	Bank loans 
	9,302
	6,507

	
	Loans from tour operators 
	2,281
	6,358

	
	Related party borrowings 
	556
	556

	
	Others 
	36
	36

	
	
	12,175
	13,457

	
	
	
	

	
	Long-term portion 
	
	

	
	Bank loans 
	75,868
	40,474

	
	Loans from tour operators 
	1,516
	3,619

	
	Related party borrowings 
	3,890
	3,890

	
	Others 
	9
	45

	
	
	81,283
	48,028

	
	
	
	

	
	Total borrowings 
	93,458
	61,485


	
	Bank loans are secured by a mortgage on real estate owned by the company (Notes 6 and 7). 

	
	

	
	Weighed average interest rates on loans as at the balance sheet date:

	
	
	As at 31 December

	
	
	2006 
	2005

	
	
	
	

	
	
	EURO
	EURO

	
	
	
	

	
	Bank loans 
	6.12%
	5.125%

	
	Loan from Albena Invest Holding AD (Note 34) 
	6.72%
	5.488%

	
	Loans from tour operators 
	6.09%
	6.345%
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	Borrowings (continued)


	
	Maturity of the long term borrowings is as follows: 
	2006 
	2005

	
	
	
	

	
	Between 1 and 2 years 
	13,542
	9,019

	
	Between 2 and 5 years 
	39,100
	24,253

	
	Above 5 years 
	28,641
	14,756

	
	
	81,283
	48,028

	
	
	
	

	
	The carrying and fair values of the loans are, as follows: 


	
	
	Carrying value 
	Fair value 

	
	
	As at 31 December 

	
	
	2006
	2005
	2006
	2005

	
	
	
	
	
	

	
	Long-term loans from tour operators 
	3,797
	9,977
	3,797
	9,977

	
	Long-term bank loans 
	85,170
	46,981
	85,170
	46,981

	
	MOSV loan  
	45
	81
	45
	81

	
	Loan from Albena Invest Holding AD (Note 34)
	4,446
	4,446
	4,446
	4,446

	
	
	
	
	
	

	
	
	93,458
	61,485
	93,458
	61,485

	
	

	
	The carrying value of the loans of the Company are denominated in the following currencies: 

	
	
	As at 31 December 

	
	
	2006
	2005

	
	Euro 
	93,413
	61,404

	
	Bulgarian lev
	45
	81

	
	
	
	

	
	
	93,458
	61,485

	
	
	
	

	
	
	As at 31 December 

	
	
	2006 
	2005

	
	Loans with floating interest rate
	89,616
	54,703

	
	Loans with fixed interest rate
	3,797
	6,701

	
	Non-interest bearing loans 
	45
	81

	
	
	
	

	
	
	93,458
	61,485
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	Borrowings (Continued)

	
	
	
	

	
	
	As at 31 December 

	
	The Company has the following undrawn borrowing facilities: 
	2006
	2005 

	
	- expiring within one year
	5,780
	11,165

	
	
	
	

	
	With floating interest rate
	
	

	
	- expiring within one year
	5,780
	11,165


	
	Fair value of the rest loans is defined on the basis of interest rate that Company expects to receive at balance sheet date. Management of the company believes that these interest rates do not differ materially from the one that applied at the moment of concluding of the loan contracts involved.
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	Deferred income tax 
	
	

	
	
	
	

	
	Deferred income taxes are calculated on all temporary differences under the liability method using an effective tax rate of 10% (2005: 15%), attributable to the year when the temporary differences are expected to reverse.

	
	Changes in the deferred tax balances are as follows:

	
	
	As at 31 December 

	
	
	2006 
	2005 

	
	At the beginning of year
	17,050
	16,595

	
	Effect of change of  tax rate  to the Income Statement
	(1,471)
	

	
	Income statement (credit)/charge
	359
	455

	
	Effect of change of  tax rate  to Statement of changes in equity
	(4,213)
	

	
	Tax (credited)/charged to equity
	850
	-

	
	At year end 
	12,575
	17,050

	
	

	
	Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets against current tax liabilities and when the deferred income taxes relate to the same fiscal authority. Deferred tax balances are expected to be realised for a period not less than 12 months after the balance sheet date.


	
	The movement of the deferred tax (before offsetting of the amounts in the corresponding tax jurisdiction) during the period is, as follows: 
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	Deferred income tax (continued)

	
	

	
	Deferred tax liabilities
	
	Property, plant and equipment 
	Investment property 
	
	Total 

	
	At 1 January 2005
	
	16,786
	79
	
	16,865

	
	Charged/(credited) to the income statement
	
	505
	2
	
	507

	
	At 31 December 2005
	
	17,291
	81
	
	17,372

	
	Effect of change of  tax rate  to the income statement
	
	(1,551)
	(27)
	
	(1,578)

	
	Charged/(credited) to the income statement
	
	372
	12
	
	384

	
	Effect of change of  tax rate  to Statement of change in equity
	
	(4,213)

	-
	
	(4,213)

	
	Charged directly to equity
	
	850
	
	
	850

	
	At 31 December 2006
	
	12,749
	66
	
	12,815

	
	
	
	
	
	
	

	
	Deferred tax assets
	Unused paid leave
	Provisions
	Impairment of receivables
	Impairment of financial assets
	Total

	
	At 1 January 2005
	(22)
	(244)
	(4)
	-
	(270)

	
	Charged/(credited) to the income statement
	(6)
	-
	(46)
	-
	(52)

	
	At 31 December 2005
	(28)
	(244)
	(50)
	-
	(322)

	
	Effect of change of  tax rate  to the income statements
	9
	82
	16
	
	107

	
	(Credited)/charged to the income statement
	(8)
	-
	8
	(25)
	(25)

	
	At 31 December 2006
	(27)
	(162)
	(26)
	(25)
	(240)


	
	The total amount of the deferred tax recognised in the equity as at 31 December 2006 is BGN 9,224 thousand (31 December 2005: BGN 12,637 thousand).

	
	

	
	The deferred tax of BGN 52 thousands (2004: 23 thousand) has been transferred from revaluation reserves to retained earnings. It represents deferred tax accrued on the revaluation reserve of revalued assets written off. 
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	Grants for acquisition of property, plant and equipment 
	

	
	
	
	
	

	
	As a result of the privatisation the Company was granted an income tax  relief for five years period after the privatisation  accordingly to the effective at that time Corporate Income Tax Act. The tax relief has been accrued for as a government grant.
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	Provisions 
	
	

	
	

	
	The provision carried in the financial statements represents the estimated liability at the amount of BGN 1,623 thousand concerning the concession agreement for the use of Albena beach for 2002 and 2003. The Ministry of Regional Development claims the amount, for which it initiated lawsuit № 23/2005 as per register of Regional Court of Dobrich. The court decided in favour of the Company but the case was appealed against in the Varna Court of Appeal and partially abrogated. The decision of the Varna Court of Appeal has been appealed against by both parties before the Supreme Court of Appeal in Sofia. With a court decision of the Supreme Court from December 2006 the Varna Court of Appeal’s decision was confirmed and the Company was judged to pay the amount of BGN 2,768 thousand (Note 18). The amount was paid by the Company in the beginning of 2007.
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	Sales 

	
	Analysis of sales by type: 

	
	
	Year ended 31 December

	
	
	2006 
	2005 

	
	
	
	

	
	Income from sales of services 
	40,657
	38,834

	
	Income from sales of goods 
	38,197
	35,157

	
	
	
	

	
	
	78,854
	73,991

	
	
	
	

	
	Non-cash transactions

	
	Receivables from sales of goods and services offset with loan instalments amounting to BGN 6,180 thousand (2005: BGN 7,930 thousand) and with the interest accrued on those loans – BGN 637 thousand (2005: BGN 1,312  thousand). The Company has realized other sales totalling to BGN  1,478 thousands (2005: BGN 1,386 thousand) paid by counter supplies of goods and services.  


	
	
	Year ended 31 December
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	Other income – net 
	2006
	2005 

	
	Investment property (Note 7) 
	
	

	
	– fair value loss 
	(130)
	(135)

	
	– fair value gains 
	246
	150

	
	Interest income 
	289
	120

	
	Dividends income 
	1,405
	852

	
	Income from transactions with securities 
	-
	34

	
	Inventory surplus 
	316
	168

	
	Income from sales of property, plant and equipment 
	17
	195

	
	Reversal of impairment of receivables 
	5
	83

	
	Net income from foreign exchange 
	1,307
	1,186

	
	Granted assets 
	-
	314

	
	Grants recognised 
	259
	314

	
	
	
	

	
	
	3,714
	3,281
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	Expenses by nature 

	
	
	Year ended 31 December

	
	
	2006
	2005

	Depreciation of property, plant and equipment (Note 6) 
	(10,542)
	(10,025)

	Amortization of intangible assets (Note 8) 
	(79)
	(99)

	Maintenance and repairs 
	(4,060)
	(4,712)

	Inventory sold  
	(14,928)
	(13,386)

	Staff costs (Note 27) 
	(14,372)
	(12,309)

	Materials and consumables 
	(4,118)
	(4,085)

	Electricity and water 
	(2,617)
	(2,675)

	Consumables
	(4,860)
	(2,745)

	Other material expenses 
	(1,407)
	(488)

	Advertising and entertainment 
	(1,609)
	(2,224)

	Transport costs 
	(2,280)
	(1,664)

	Local taxes and fees 
	(1,353)
	(1,581)

	Concessions 
	(1,953)
	(1,132)

	Telecommunication services 
	(427)
	(654)

	Consultancy and legal services 
	(63)
	(436)

	Insurance 
	(346)
	(345)

	   Other hired services expenses 
	(3,053)
	(2,909)

	    Scrapped property, plant  and equipment
	(1,193)
	-

	   Business trips 
	(416)
	(328)

	   Others  
	(1,415)
	(999)

	
	
	

	Cost of sales, general and administrative expenses 
	(71,091)
	(62,796)
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	Staff costs 
	Year ended 31 December

	
	
	2006 
	2005 

	
	
	
	

	
	   Wages and salaries 
	(11,770)
	(9,703)

	
	   Pension contributions  
	(1,809)
	(1,887)

	
	   Social security contributions  
	(793)
	(719)

	
	
	
	

	
	
	(14,372)
	(12,309)


 The number of the employees as at 31 December 2006 is  861 (2005: 527). 
	
	
	Year ended 31 December
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	Tax expenses 
	2006 
	2005

	
	
	
	

	
	Income tax 
	(1,683)
	(2,250)

	
	Deferred tax (Note 21) 
	1,112
	(455)

	
	
	
	

	
	
	(571)
	(2,705)
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	Tax expenses (continued)

	
	

	
	The tax on the Company’s financial result before tax differs from the theoretical amount that would arise using the applicable tax rate to profit before tax as follows: 

	
	

	
	
	Year ended 31 December

	
	
	2006
	2005

	
	
	
	

	
	Profit before tax 
	16,158
	19,879

	
	Tax at tax rate   15% (2005: 15%)
	(2,424)
	(2,982)

	
	Income not subject to tax 
	215
	128

	
	Changes in tax rate
	1,651
	-

	
	Adjustment to the deferred tax provision 
	-
	163

	
	Tax on other non-recognized expenses 
	(13)
	(14)

	
	
	
	

	
	Tax expense 
	(571)
	(2,705)

	
	
	
	


 At the end of 2006 the corporate income tax rate was decreased with a change in Corporate Income Tax Act from 15% to 10% effective from 1 January 2007.
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	Earnings per share 
	
	

	
	
	
	

	
	Basic earnings per share 

Basic earnings per share is calculated by dividing the profit attributable to equity holders of the Company by the weighted average number of ordinary shares in issue during the year, excluding ordinary shares purchased by the Company and held as treasury shares (Note 16).

	
	
	
	

	
	Diluted

Diluted earnings per share is calculated by adjusting the weighted average number of ordinary shares outstanding to assume conversion of all dilutive potential ordinary shares. The Company did not issue convertible securities as at 31 December 2006 and 2005 which explains the equality of the two coefficients. 


	
	
	As at 31 December

	
	
	2006
	2005

	
	
	
	

	
	Profit for the year 
	15,587
	17,174

	
	Weighed average number of shares 
	4,145,126
	4,145,126

	
	Basic earning per share (in BGN per share) 
	3.76
	4.14

	
	Diluted earning per share (in BGN per share) 
	 3.76
	4.14
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	Dividends per share 
	
	

	
	
	
	

	
	The dividends are not recognised in the financial statements before being voted on the General shareholders meeting. On the regular meeting held on 10 June 2006 the shareholders took the decision to distribute dividends for 2005 of BGN 0.60 per share (for 2004 the distributed dividends were BGN 0.40 per share). 
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	Contingent liabilities 
	
	

	
	

	
	The Company is a counterparty on various court cases. The management believes, after appropriate consulting, that the outcome of these cases will not lead to material losses. 

	
	

	
	The tax authorities have performed a full scope audit on the Company’s accounts until the year 2005. No significant penalties and additional charges have been imposed. 
The tax authorities may at any time inspect the books and records within 5 years subsequent to the reported tax year, and may impose additional tax assessments and penalties. The Company’s management is not aware of any circumstances which may give rise to a potential material liability in this respect.
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	Commitments 
	

	
	
	
	

	
	Capital commitments 

	
	The future expenses for acquisition of property, plant and equipment for which there are contracts signed as at the balance sheet date, and which are not recognised in the financial statements, are as follows: 

	
	
	As at 31 December

	
	
	2006
	2005

	
	
	
	

	
	Property, plant and equipment 
	1,811
	3,974

	
	

	
	The investments planned for the season 2006 amount to BGN 52,940 thousands and for BGN 43,858 of them there are contracts signed already as at 18.02.2006. 
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	Concessions 
	
	

	
	
	
	

	
	Currently the Company (Concession Operator) have concession agreements with the Government of Bulgaria (Concession Provider) for the use of Albena beach, Batovski beach and a mineral water spring.



	
	The concession agreement for the use of Albena beach was signed on 1 May 1998 for a 10 years period and the agreement for the use of Batovski beach – on 5 August 1999 for a 20 years period. Both agreements can be renewed under the requirements of Article 3 of the Concession Act.

Under these agreements, Albena AD has the following rights and obligations: 
(a) to provide recreational services, such as sunshades, chaise-lounges,  telephones, children areas, surfing, water-skiing, water pedals, boat trips, yachts, scooters;

(b) to provide sport services, such as backgammon, chess, skittles;

(c) to provide catering services, sales of newspapers, beach cosmetics etc.;

(d) to construct temporary restaurants and entertainment facilities, which should be removed after the expiry of the concession term. The concession provider is not liable for any compensation for the removal of such constructions.

Under the concession agreements, Albena AD has the right to sub-contract the provision of the above services, but it is not allowed to transfer its rights and obligations under the agreement to third parties.


	
	The concession operator has the following obligations:

(a) to ensure free access to the beach of all individuals, to provide life-guarding and medical services on the beach, water supply, sunshades, lounges etc.;
(b) to agree the projects for construction of buildings and other equipment on the beach with the respective authorities. The Company does not have the right to construct non-authorised buildings;
(c) to pay a concession fee and to insure the assets subject to the agreement, as well as to provide incident and third party liability insurance;
(d) to provide a bank guarantee, amounting to 10% for Albena beach and 20% for Batovski beach of the previous year’s concession fee, as a guarantee for the fulfilment of finance obligations of the concession operator;
(e) to pay 5% for Albena beach and 10% for Batovski beach of the annual concession fee to a special bank account until the 30 November each year. These amounts will serve as a guarantee for fulfilment of the obligations for environmental protection and can be used by the operator only for such purposes. If the operator does not fulfil his obligations, the amount pledged can be utilised by the Concession provider.
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	Concessions (continued)

	
	

	
	Concession fees are calculated as follows:

(a) one-off payment at the inception of the concession

(b) annual payment, calculated on the base of the official minimum monthly salary in the country as of 1 May each year, beach area and indeces determined in an Apendix to the agreement. The annual fee is payable in two instalments up to 31 May (30% of annual fee) and 30 November.

	
	The concession agreements do not require the construction, improvement or renovation of any assets.

The agreements can be terminated before the expiry term on mutual agreement between the provider and operator, as well as with one month notification by any party as a result of pollution or distortion of the beach, distortion of beach environment, or amendment in legislation.

The concession agreement for the mineral water spring was signed on 22 July 1998 for a 25 years period. The agreement can be renewed according to the requirements of article 3.2 of the Concession Act.

Under the agreement, the Company has the right to use the spring for water supply of the resort up to 2,000,000 cubic metres of mineral water. Concession fees are calculated as follows:

(a) one-off payment at the inception of the concession
(b) annual payment, calculated on the basis of water consumption and price per unit, which is calculated on the basis of income and expenditure of the Operator. The annual fee cannot be lower than 50% of prior year fee and is payable in quarterly instalments.

	
	

	
	The operator does not have the right to transfer its rights and obligations under the agreement to third parties and is obliged to comply with relevant ecological norms.

The operator is obliged to provide a cash deposit by 30 January each year, as a guarantee for the fulfilment of its financial obligations under the agreement amounting to a quarter of the prior year fee. In addition, 10% of annual fee should be paid to a special bank account to serve as a guarantee for the fulfilment of obligations of the Company for environmental protection. 

The concession agreement does not require the construction, improvement or renovation of any assets.

The agreement can be terminated under mutual consensus of the parties, upon force-major circumstances, non-payment of concession fees, insolvency or liquidation of the operator, or other circumstances specified in the Concession Act.
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	Related party transactions 

	
	

	
	During the year ended 31 December 2006 Albena entered into transactions with the following related parties:

	
	
	

	
	
	As at 31 December

	
	а)
Sales of goods and services
	2006 
	2005

	
	
	
	

	
	Subsidiaries 
	
	

	
	Albena Tour АD
	890
	876

	
	Medical Centre Medika Albena EOOD
	844
	770

	
	Black Sea 2000 EOOD
	-
	3

	
	Ecostroy АD
	19
	15

	
	Eco Argo АD
	38
	35

	
	Albena Car EOOD (sales of materials) 
	20
	190

	
	Bialata Laguna EAD (sales of goods and materials)
	140
	230

	
	
	
	

	
	Associates and their subsidiaries 
	
	

	
	Albena Invest Holding АD
	3
	12

	
	Albena Avtotrans АD
	115
	64

	
	Ecoplast AD
	6
	3

	
	Dulo polimery AD
	-
	1

	
	Dobrudjanski Textil AD 
	7
	21

	
	Briast-D AD
	52
	33

	
	Sokolets Borovets AD
	3
	4

	
	
	
	

	
	
	2,137
	2,257
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	Related party transactions (continued)
	

	
	
	As at 31 December

	
	b)
Purchase of goods and services 
	2006 
	2005 

	
	
	
	

	
	
	
	

	
	Albena 2000 AD 
	-
	10

	
	Subsidiaries 
	
	

	
	Albena Tur AD (tourist services) 
	110
	102

	
	Medical Centre Medika Albena EOOD
	31
	150

	
	Ecostroy АD (construction services)
	705
	1,059

	
	Eko Agro AD
	10
	16

	
	Albena Car EOOD (transport services)
	755
	580

	
	Bialata Laguna EAD (tourist services) 
	205
	199

	
	Hotel de Masque 
	17
	60

	
	Tichiat Kat AD
	33
	-

	
	Associates and their subsidiaries 
	
	

	
	Torgoterm AD (kitchen furniture)
	1,065
	1,062

	
	Albena Autotrans AD (transport services)
	1,687
	1,688

	
	Briast D AD (hotel furniture) 
	2,159
	1,476

	
	Ekoplast AD (construction services) 
	1,045
	1,057

	
	Dobrudjanski Textile AD 
	19
	-

	
	Albena Invest Holding AD
	9
	1

	
	Sokolets Borovets AD
	4
	-

	
	
	
	

	
	
	7,854
	7,460

	
	

	
	c)
Key management personnel compensations 

	
	

	
	The remunerations paid to the key compensations and related benefits are as follows: 

	
	

	
	
	Year ending 31 December

	
	
	2006
	2005

	
	
	
	

	
	Remunerations and other short term benefits  
	1,398
	709

	
	Profit sharing 
	172
	162

	
	Social security 
	13
	18

	
	
	
	

	
	
	1,583
	889

	
	
	
	

	
	

	
	The payables as at year end amount to BGN 70 thousands (2005: BGN 38 thousands) 
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	Related party transactions (continued)

	
	

	
	d)
Related party transaction balances 

	
	
	As at 31 December

	
	
	2006
	2005

	
	Short-term receivables from related parties from purchases and sales of goods/ services 
	
	

	
	Subsidiaries 
	
	

	
	Albena tur AD
	3
	51

	
	Medika Albena AD
	6
	17

	
	Bialata laguna EAD
	42
	48

	
	Eko Agro AD
	48
	14

	
	Tichiat Kat AD
	2
	

	
	Associates  and their subsidiaries 
	
	

	
	Briast D AD
	11
	5

	
	Albena Auotrans AD 
	5
	8

	
	Dobrudjanski Textile AD
	3
	

	
	Ekoplast AD
	-
	3

	
	Lesnovo EOOD
	2
	2

	
	
	122
	148

	
	Loans extended 
	
	

	
	Subsidiaries 
	
	

	
	Eko Agro AD
	158
	215

	
	Ekostroy Ad
	-
	32

	
	Associates and their subsidiaries 
	
	

	
	Briast D AD
	-
	445

	
	Ekoplast AD
	88
	407

	
	
	
	

	
	
	246
	1,099

	
	
	
	

	
	Short-term loans to related parties (Note 11) 
	As at 31 December

	
	
	2006
	2005

	
	Subsidiaries 
	
	

	
	Bialata laguna EAD
	100
	50

	
	Eko Agro AD
	220
	

	
	Other – management 
	45
	45

	
	
	365
	95

	
	
	
	

	
	
	As at 31 December

	
	Interest accrued on loans to related parties 
	2006
	2005

	
	
	
	

	
	Related parties 
	258
	56

	
	
	258
	56
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	Related party transactions (continued)
	

	
	
	As at 31 December

	
	Long-term loans to related parties 
	2006 
	2005 

	
	
	
	

	
	Subsidiaries 
	
	

	
	Bialata laguna EAD
	60
	110

	
	Eko Agro AD
	2,480
	-

	
	Ekofrukt OOD
	770
	690

	
	Other – management 
	135
	179

	
	
	3,445
	979

	
	The loans extended to related parties carry  fixed interest rate and the weighed average interest rate as at the balance sheet date in 9.52% (2005 – 8.12%). 


	
	
	Year ending 31 December

	
	Interest income on loans to related parties 
	2006 
	2005

	
	
	
	

	
	Related parties 
	203
	79

	
	
	203
	79

	
	
	
	

	
	Payables to related parties
	As at 31 December

	
	Albena AD
	2006 
	2005

	
	Subsidiaries 
	3
	

	
	Ekostroy AD
	53
	54

	
	Albena tur AD
	68
	-

	
	Albena Car EOOD
	550
	372

	
	Cherno more 2000 EOOD
	136
	126

	
	Bialata laguna EAD
	3
	-

	
	Tichiat Kat AD
	18
	-

	
	Hotel de Masque 
	-
	11

	
	Associates and their subsidiaries 
	
	

	
	Albena Autotrans 
	160
	24

	
	Albena Invest Holding AD
	1
	5

	
	Briast D AD
	153
	14

	
	Ekoplast AD
	153
	-

	
	Torgoterm AD
	157
	-

	
	Dobrudjanski Textile AD
	2
	

	
	Dulo polimeri AD
	-
	2

	
	Sokoletz Borovets AD
	2
	6

	
	
	1,459
	614

	
	
	
	

	
	Loans from related parties 
	As at 31 December

	
	
	2006
	2005

	
	
	
	

	
	Loan from Albena Invest Holding AD (Note 20)
	4,446
	4,446

	
	Interest payable to Albena Invest Holding AD
	143
	60
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	Related party transactions (continued)
	

	
	
	Year ending 31 December

	
	Interest expense to related parties 
	2006
	2005 

	
	
	
	

	
	Albena Invest Holding AD
	269
	230

	
	
	269
	230
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