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INTERIM REPORT ON THE ACTIVITIES OF BILLBOARD AD, Sofia

 DURING THE

THIRD QUARTER OF 2016 
pursuant to 
article 100o, paragraph 4, item 2 
with ref. to art. 100о¹, para. 7 of LPOS
1. IMPORTANT DEVELOPMENTS FOR BILLBOARD AD THAT OCCURRED DURING THE PERIOD 01.01.2016– 30.09.2016
On 01.02.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public interim individual financial report for the fourth quarter of 2015. 

On 26.02.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public interim consolidated financial report for the fourth quarter of 2015. 

On 29.03.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public Annual audited separate financial statements as of 31.12.2015.
On 19.04.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public Annual audited consolidated financial statements as of 31.12.2015.

On 20.04.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public interim separate financial report for the first quarter of 2016. 

On 10.05.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public invitation for calling a regular general assembly of the shareholders and written materials for the general assembly to be held on 16.06.2016 at 10.30 a.m. at No1 Bulgaria sq., National Palace of Culture, „low-rise building”, floor 2, 1463 Sofia.
On 16.05.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public publication of the invitation for calling a general assembly of the shareholders, filed with the Commercial Register to the Registry Agency. 
On 30.05.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public interim consolidated financial report for the first quarter of 2016. 

On 16.06.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public minutes from the general assembly of the shareholders, held on 16.06.2016 at 10.30 a.m. together with an announcement on the important resolutions approved by the shareholders, as follows: 1. The General Assembly of Shareholders approved the Annual Reports (individual and consolidated) of the Board of Directors on the company’s activities for the year 2015, the Audited Annual Financial Statements of the company for the year 2015 (individual and consolidated) and the respective reports of the certified auditor, the Report on the implementation of the remuneration Policy for the members of the Board of Directors of BILLBOARD AD for 2015 and heard and adopted for information the Report on the activities of the company’s audit committee for 2015 as well as the annual Report on the activities of the Investor Relations Director of BILLBOARD AD for the year 2015. 2. The General Assembly of Shareholders adopted a resolution for the company’s loss, generated in 2015 in the amount of BGN 1 564 852,06 to be covered by a part of the company’s undistributed profit from previous years in the same amount. 3. The General Assembly of Shareholders released from responsibility the member of the Board of Directors for their activities during 2015. 4. The General Assembly of Shareholders adopted a resolution for election of a certified auditor to perform verification and certification of the annual financial statements of the company for the year 2016 according to the recommendation of the audit committeea namely: Magdalena Tsvetkova - registered auditor with Dipl. № 659. 5. The General Assembly of Shareholders re-electеа all members of the company’s Board of Directors, namely: Kalin Vassilev Gentchev, Stefan Vassilev Gentchev, Desislav Grozev Tomov and Borislav Hristov Borisov as members of the Board of Directors of BILLNOARD AD for new 5-years terms of office as from the date of entering the resolution with the Commercial Register.

On 27.06.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public the following announcement: With reference to the resolution for re-election of all members of the Board of Directors of BILLBOARD AD, adopted at the regular session of the General Assembly of the company’s Shareholders, held on June 16th, 2016 we would like to announce that the resolution was filed with the Commercial Register to the Registry Agency under the company’s batch under No 20160623155948.   
On 28.07.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public interim individual financial report as of 30.06.2016. 

On 29.08.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public interim consolidated financial report as of 30.06.2016. 

On 29.08.2016 BILLBOARD AD filed with FSC and BSE-Sofia AD and presented to the public the following announcement: With regard to the requirements of Ordinance № 2 of FSC as of 17.09.2003 of FSC ON THE PROSPECTUSES TO BE PUBLISHED WHEN SECURITIES ARE OFFERED TO THE PUBLIC OR ADMITTED TO TRADING ON A REGULATED MARKET AND ON DISCLOSURE OF INFORMATION BY THE PUBLIC COMPANIES AND THE OTHER ISSUERS OF SECURITIES we would like hereby to inform that BILLBOARD AD has signed contracts and discloses regulated information regarding the company to the public through:

1. the electronic platform EXTRI NEWS – http://www.x3news.com, owned by Financial Markets Service Ltd. with PIC: 131455253, having its registered seat and business address at 10 Tri ushi St., 1303 Sofia represented by Rumen Sokolov - General Manager;

2. the electronic media INVESTOR BG - www.investor.bg, owned by INVESTOR.BG AD with PIC: 130277328, having its registered seat and business address at 31 Vazkresenie Blvd. 1330 Sofia and 
3. the electronic media INFOSTOCK BG – www.infostock.bg, owned by INFOSTOCK AD with PIC: 203104650, having its registered seat and business address at No1 Alexander Batenberg Str., 1000 Sofia, represented by Atanas Todorov Angelov – Executive Director.

The company discloses regulated information to The Financial Supervision Commission (FSC) through the integrated system for disclosure of information in an electronic way E–Register as the information is available on the website of FSC - www.fsc.bg.
2. IMPACT OF THE IMPORTANT DEVELOPMENTS FOR BILLBOARD AD THAT OCCURRED DURING THE THIRD QUARTER OF 2016 ON THE RESULTS IN THE FINANCIAL STATEMENT
BILLBOARD AD is a company with the following scope of activity: foreign and domestic trade; specific trade operations; barter and cross transactions; sales under the conditions of letters of credit; export of Bulgarian products to the international market; distribution of great volumes of imported goods; commercial representation; intermediation between local and foreign parties; printing and wide format printing activities; advertising activity; acquisition and incorporation of new companies with a scope of activity – printing, wide format printing activities, advertising activity as well as sale of such companies; acquisition, management, evaluation and sale of share participations in Bulgarian and foreign companies; acquisition, evaluation and sale of patents; transfer of licenses for use of patents to companies where the company participates; financing of companies where the company participates.
BILLBOARD AD and the companies included in the economic group perform activities in the following major spheres: 
· Digital wide format printing;

· Offset printing;
· Construction and maintenance of advertising equipment;
· Information technologies and professional solutions for digital printing;
· Design and construction of integrated management information systems in the field of printing and advertising business;
· Complex solutions in the field of outdoor and interior advertising.
In the field of outdoor advertising BILLBOARD AD develops and offers various types of billboards, mega boards, City Lights, advertising shop windows, awnings, facade advertising with integrated lighting and unlighted facade advertisement banners and packing of buildings.
In the field of indoor advertising BILLBOARD AD develops and offers printing of posters and banners with photo quality, including 3D posters, illuminated advertisements, banners, floor graphics, design and implementation of various backdrops, branding, development of boards and panels, models of objects and people in natural size, advertising on custom interior spaces, expo systems.
In the field of transport advertising BILLBOARD Plc develops and offers a variety of services in the field of branding for different types of vehicles - cars and trucks, airplanes, ships and boats, means of public transportation.

In carrying out its activities in the different fields BILLBOARD AD uses various technologies, such as:

· solvent printing - characterized by high resistance to external conditions and suitable for the production of outdoor advertising with high resistance. BILLBOARD AD has the most modern equipment for digital wide format solvent printing with almost all models of the brand Vutek - a world leader in the field as all of them are the latest generation of 8-color models.Also, the printing base is equipped with a HP Turbojet 8530 machine, which is unique for its kind.

· ink-jet printing – the technologies for digital wide format printing on a water base are of high quality and are used for printing on paper. BILLBOARD AD has the latest models of the brand HP Designjet which manifest extremely high quality, reliability and fast performance. The company participated as a co-organizer in many exhibitions.

· UV printing - the most advanced technology in printing with liquid polymer inks, cured by irradiation with UV light. Instant drying of the inks enables this technology to be used for direct printing on all materials. The printing quality is very high in color mode, which enables displacing the screen printing technologies.
· textile printing – the Dye Sublimation technology is the basis for dyeing in textile industry. With the development of digital technologies, the classic method of printing is being displaced by direct printing with sublimation inks and non-standard sizes and formats.
· 3D printing - the development of digital printing opens up new possibilities for production of 3D models applicable both in the art field and in the field of industrial design, architecture, etc. New technologies facilitate and expedite the process in modeling, which is already been implemented entirely by using computer systems, 3D modeling softwares and make it much more accessible for implementation.
· multimedia screens - development of digital technologies increasingly leads to imposition of multimedia screens as a means of visual communication with consumers in interior environments. Through them, static images are being developed in an interactive multimedia environment which creates a dynamic atmosphere and enhances the effect of advertising.
· In addition to the aforementioned technologies BILLBOARD AD has all the necessary equipment needed for cutting the printed output or finished color and for performing all finishing works such as sewing and gluing, laminating and laminating, routing and milling.
Pursuant to the unaudited individual financial statements of BILLBOARD AD, drawn up according to the IAS/IFRS forms, as of 30.09.2016 the company reported total individual net sales revenues in the amount of BGN 6 261 000 compared to BGN 5 903 000 for the same period of 2015 which represents an increase of the net sales revenues by 6,06 %. As of 30.09.2016 the individual production net sales revenues of BILLBOARD AD were in the amount of BGN 5 799 000 compared to the individual production net sales revenues reported by 30.09.2015 in the amount of BGN 5 400 000 which represents an increase of the company’s individual production net sales revenues by 7,39 %.

As of 30.09.2016 BILLBOARD AD reported individual profit before taxes in the amount of BGN 203 000 compared to the profit before taxes for the same period of 2015 in the amount of BGN 84 000 which represents an increase of the individual profit before taxes of the company by 141,67 %. The individual net profit of BILLBOARD AD as of 30.09.2016 was in the amount of BGN 203 000 compared to the individual net profit of the Company as of 30.09.2015 in the amount of BGN 103 000. The individual net profit of BILBOARD AD as of 30.06.2016 increased by 97,09 %.

As of 30.09.2016 the individual earnings before taxes and depreciation and amortization, increased by the financial expenses and decreased by the financial incomes of the BILBOARD AD were in the amount of BGN 1 312 000 compared to EBITDA as at 30.09.2015 in the amount of BGN 1 566 000 which represents a decrease by 16,22 %. 

As of 30.09.2016 the individual earnings before taxes, increased by the financial expenses and decreased by the financial incomes (EBIT) of BILBOARD AD were in the amount of BGN 439 000 compared to EBIT in the amount of BGN 670 000 as of 30.09.2015 which represents a decrease by 34,38 %.

Financial indicators of the company as of 30.09.2016 

	LIQUIDITY INDOCATORS
	30.09.2016 
	30.09.2015

	Total  liquidity indicator
	3,08
	2,82

	Quick ratio 
	2,79
	2,57

	Absolute liquidity ratio
	0,26
	0,30

	Immediate ratio
	2,00
	2,00
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	 LEVERAGE INDICATORS
	30.09.2016 
	30.09.2015 

	Financial leverage indicator
	0,46
	0,70

	Debt / Assets
	0,31
	0,41

	Financial autonomy indicator
	2,19
	1,43
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	 PROFITABILITY INDICATORS 
	30.09.2016 
	30.09.2015 

	Return on share capital 
	0,014
	0,007

	Return on Equity (ROE)
	0,01
	0,005

	Return on Assets (ROA)
	0,01
	0,003
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3. DESCRIPTION OF THE PRINCIPAL RISKS AND UNCERTAINTIES WHICH BILLBOARD AD WILL FACE DURING THE REST OF THE FINANCIAL YEAR  
SYSTEMATIC RISKS 
OVERALL MACROECONOMIC RISK 
At its monetary policy meeting, held on September 8, 2016 the Governing Council of the European Central Bank made an assessment of the economy and finance data, granted after its session in July and discussed the latest ECB staff macroeconomic projections for the euro area. The Governing Council continues to expect that real GDP will grow at a moderate but steady pace, and inflation in the еuro area will rise gradually in the coming months in line with the pace set in the June 2016 staff projections. In summary, although the data available so far indicate that the еuro area economy remains resilient to the ongoing economic and political uncertainty in the world, the risk of baseline scenario overestimation is preserved.
Assessment of the economy and finance state as of the date of the meeting of the Governing Council of the ECB of September 8, 2016 .:
During the first half of 2016 the moderate growth of the world economy continued. It is expected that in the future it will gradually recover. The low interest rates, improving conditions in the labor markets and rising credibility support the prospects for developed economies, irrespective that the uncertainty caused by the referendum in the UK for the membership in the EU will adversely affect demand in this country. Regarding economies with emerging markets, it is expected that economic activity in China will slow down, and the prospects for major raw materials exporters remain weaker despite some signs of stabilization.
Risks to overestimate the forecast for global economic activity still remain.
According to the Economic Bulletin of ECB, issue 6/2016, the еuro area economic recovery continues. During the second quarter of 2016 real GDP of the еuro area grew by 0.3 % on a quarterly basis after a growth by 0.5 % during the first quarter. The growth is being supported by net exports, as well as by the still positive contribution of domestic demand. Incoming data indicate that during the third quarter of 2016, growth will reach a rate close to that reported during the second quarter.
In the future, the ECB Governing Council expects that the economic recovery will continue with a moderate but steady pace. Domestic demand continues to be supported by the monetary policy measures transferred to the real economy. The favorable financing conditions, better demand prospects and rising corporate profitability continue promoting the recovery of investments. Sustainable employment growth, favored by previous structural reforms and still relatively low oil prices further support real disposable income of households and thus private consumption as well. In addition it is expected that the fiscal policy of the еuro area will be slightly expansionary in 2016 and will remain neutral in general in 2017 and 2018. However, the economic recovery in the еuro area is expected to slow down due to the still decreased external demand (partially related to the uncertainty caused by the outcome of the referendum in the United Kingdom), the imperative balance sheet adjustments in various sectors and the slow implementation of the structural reforms. 
According to the September 2016 ECB staff macroeconomic projections for the euro area real GDP is expected to grow by 1.7 % in 2016, by 1.6% in 2017 and by 1.6 % in 2018. Compared with the June 2016 macroeconomic projections, real GDP growth has been revised slightly downwards. According to the assessment of the Governing Council of the European Central Bank, risks for the growth prospects in the euro area are mainly overestimation and relate mainly to the external environment. According to the assessment of the ECB Governing Council risks for the growth prospects in the euro area are mostly associated with overestimation and are mainly related to the external environment.
At the same time the International Monetary Fund (IMF) raised its forecasts for the economic growth in Bulgaria for the current and next year. According to the six-month report of the World Economic Outlook Fund, published on 04.10.2016, the gross domestic product (GDP) of the country will grow by up to 3.0 % in 2016 and 2.8 % in 2017. The previous, April 2016 forecasts of the IMF were for growth of 2.3 %  in 2016 and 2017.
Major risks for the development of the Bulgarian economy according to the IMF experts are worsening demographics as well as major economic and social imbalances among the regions in the country.
On 06.10.2016 the Ministry of Finance publishes its Autumn macroeconomic forecast* based on current assumptions on the international environment in terms of external demand and prices. (*In the forecast were used statistics published until September 12, 2016, except for those specifically mentioned.). Compared with the spring forecast, economic growth for 2016 is revised upwards, and the expectations about the European and world economy have been revised downwards for the whole forecast period.
According to the forecast of the Ministry of Finance, global real growth is lowered in the new assumptions for 2016 due to the slowdown in economic activity in developed economies. Both the European and the American economies are expected to slow down their growth rates during the current year. The favorable development in developing markets and the acceleration of the US GDP growth will play a leading role in the dynamics of the world economy in 2017. 

At the same time, the development of the European economy is expected to remain depressed as a result of increased insecurity in the region associated with geopolitical tensions, migration flows to the EU countries, the effect of the upcoming release of UK Union and the worsening economic and political environment in Turkey.
	External assumptions. Alterations compared to the previous forecast.

	
	2016 Autumn Forecast 
	2015 Spring Forecast 
	Difference compared to the Spring Forecast 

	International environment
	2016
	2017
	2018
	2019
	2016
	2017
	2018
	2019
	2016
	2017
	2018
	2019

	World economy (real growth,%) 
	3.1
	3.4
	3.6
	3.7
	3.2
	3.6
	3.7
	3.9
	-0.1
	-0.1
	-0.1
	-0.1

	European economy – EU 28 (%) 
	1.8
	1.6
	1.8
	1.8
	2.0
	2.0
	1.9
	1.9
	-0.2
	-0.4
	-0.1
	-0.1

	Currency rate USD/EUR 
	1.12
	1.12
	1.12
	1.12
	1.09
	1.09
	1.09
	1.09
	0.02
	0.03
	0.03
	0.03

	Price of "Brent" petrol (USD/barrel) 
	43.6
	50.9
	53.9
	56.2
	39.7
	45.3
	49.2
	52.6
	3.9
	5.6
	4.7
	3.6

	Price of non-energy commodities (USD,%)
	-0.8
	1.5
	2.4
	2.4
	-9.5
	-0.7
	0.1
	0.6
	8.7
	2.2
	2.4
	1.8

	                                                                                                                                                                                                    Source: MF,EC,IMF, WB 


The Bulgarian economy is expected to report a real growth of 2.6 % in 2016, as a major contribution to the growth according to the forecast of the Ministry of Finance will be domestic demand (consumption and investments). It is expected that favorable dynamics of private consumption reported in the first half of 2016 will continue until the end of the year and the decline in public spendings will slow down significantly.
In 2016 investments are expected to slow down their growth to 3.7 % both due to the weaker increase in inventories and private investment compared to the first half of the year and the decrease in capital expenditures of the government, which is due to the transition to the new financial framework 2014-2020 for financing programs with EU funds. The external sector will make a positive contribution to a GDP growth close to the one reported for the first half of the year (0.6 percentage points).
In 2017 GDP growth is expected to slow down slightly to 2.5 %. Contributing to the lower growth will have the weaker external demand which will result in a slowdown in export growth to 3.9 % with expected growth of 4.4 % in 2016. In case of strengthening domestic demand, growth in exports of goods and services should reach 3.8 %. As a result, the contribution of net exports to growth will fall to 0.2 percentage points. Increase in consumption will be due to continued positive trends in the labor market, and registered improvement in consumer expectations to make expenditures for the purchase of durable goods. Positive effect it will also have the increase in wages in certain activities of the public sector. In terms of investments in gross fixed capital it is expected a growth acceleration to 1.1 % due to interruption of the negative trend in public capital expenditures and preservation of positive dynamics in private investment.
For the period 2018 – 2019 is expected a gradual acceleration of GDP growth to 2.7 %. Domestic demand will be leading for the growth both in terms of consumption and investments. Higher growth of domestic demand will result in accelerated growth of imports as a result of which the net export contribution will continuously decrease and at the end of the forecast period is expected 0 contribution to GDP. 
On 13.08.2016 the Bulgarian National Bank (BNB) published the report with individual bank data on the results from the Asset Quality Review (AQR) and Stress Test (ST) of the Bulgarian banking system, provided by the independent consultants and summarised by the international professional services company Deloitte.

Key findings of the report of BNB are that the banking system in Bulgaria remains well capitalized, after reflecting the results of the Asset Quality Review, with a CET1 capital ratio of 18.9 %, well above the 4.5 % regulatory minimum. The individual bank results indicate that the capital adequacy of all banks remains above the required regulatory minimum.

The results from the Stress Test confirm the strong capital position and resilience to potential shocks of the banking system. The individual bank results vary and are not intended to be compared against pre-set numerical thresholds.

Pursuant to data of the National Statistical Institute in September 2016 the total business climate indicator kept its level from the previous month.

Fig. 1. Business climate – in total
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The survey reported an improvement in the indicators in industry, construction and retail sectors, while the services sector registered a decrease.

The composite "business climate in industry" indicator increased by 1.0 point compared to August which is due to the more favorable expectations of industrial entrepreneurs about the business situation of enterprises during the following six months. In terms of the current production activity their valuations are slightly improved and they expect that the activity will increase over the next three months. The uncertain economic environment and insufficient domestic demand are major factors retaining business development.
In September the composite "business climate in construction" indicator increased by 1.4 points as a result of the optimistic valuations of the construction entrepreneurs about the current business situation of enterprises. On their opinion the current construction activity improves in comparison with the previous month and their forecasts for the following three months remain favorable. The uncertain economic environment followed by competition in the field and financial difficulties are the most serious problems creating difficulties for the activities of the enterprises. 

The composite "business climate in retail trade" indicator increased by 0.6 points compared to August 2016 which is due to the improved assessments of retailers on the current business situation of enterprises. However, their forecasts regarding the volume of sales and orders to suppliers during the following three months are more reserved. Competition in the field, insufficient demand and the uncertain economic environment are the main factors retaining the business development as the negative influence of the second factor reports an increase.

In September the composite "business climate in the service sector" indicator decreased by 3.6 points as a result of shifting the valuations and expectations of the managers about the business situation of enterprises from “better” to preserving the “same”. In terms of the demand of services the current trend is being assessed as improved while their expectations for the following three months are more reserved.

According to the assessment of the Fiscal Council, presented on 19.07.2016, the economic growth in Bulgaria this year will vary in the range between 1.8- 2.5 % depending on the different scenarios for development. Assessments and analyses of the Fiscal Council for the economy are based on an analysis of the medium-term budget forecast, the Convergence Program and the expectations of the different international financial institutions on the global economy and Bulgaria.

Slowing the economies of developing countries of Asia and South America and especially China, with which the economy of the European Union (EU) - our major trading partner, is highly integrated are shown up as major external risks in the analysis of the Fiscal Council. Imbalances in global economy are also caused by lower prices of fuel and resources.

Another subordinate external risk represents the political and war conflicts. 

According to the Fiscal Council the major internal risk is related to the low investment level, the preliminary data of the National Statistical Institute about which show that a continuous decline is still being reported. Tax structure is favorable but the burden on the small and medium business remains, i.e. there is a potential for the business environment to be improved through reforms. The Fiscal Council indicates that slowing up the structural reforms also impedes growth.

INTEREST RATE RISK 


  The interest rate risk is related to possible, contingent adverse changes in the interest rates, set by the financial institutions in the Republic of Bulgaria. 
In February 2016 the ECB decided to give new incentives for the financial sector. On 10.03.2016 the Governing Council of the ECB passed the following resolutions:
· The base interest rate for refinancing of commercial banks was changed to 0 %. The effect of this decision is rather symbolic since so far the interest rate was 0.05 %.
· The deposit interest rate was changed to -0.4 % which means that in order to deposit their excess funds at the moment with the ECB commercial banks will have to pay more. The purpose is for banks to increase lending thereby supporting economic growth.
· Incentives for lending - the ECB will offer banks loans at 0 % interest rate over the next four years. Moreover, the interest rate can become negative reaching -0.4 % if banks offer lending to the business. This means that the ECB will actually pay commercial banks to receive lending from ECB.
· The program for the purchase of corporate debt increased from EUR 60 to 80 billion per month. The purpose is fresh cash to start flowing in economy thus allowing the targets for inflation in the Eurozone to be pursued.
Despite all these attempts to stimulate inflation, the forecast of the ECB is that at least until 2018 the target inflation of 2 percent will not be achieved. For the next year the bank's economists expect inflation of 1.3 percent and 1.6 percent. In the forecasts for economic growth numbers are also quite low - 1.7 and 1.8 percent for 2017 and 2018.
On 2 June 2016 the Governing Council of the ECB decided that the purchase program from the corporate sector will begin on 8 June 2016 and approved the other technical specifications of the program.

On 22 June 2016 the Governing Council of the ECB decided to restore the exception relating to the marketable debt instruments, issued or fully guaranteed by the Hellenic Republic, which shall temporarily suspend the application of the threshold for minimum credit rating on the eligibility of collaterals for these instruments as the discounts specified in the legal instrument for the implementation shall apply.

On 9 June 2016 the Governing Council of the ECB approved the harmonization of interest accrual applicable to guarantee funds of the systemically important payment systems held with the Eurosystem against the interest rate on the deposit facility. The harmonized remuneration will be reflected in the bilateral agreements between the operators of the systemically important payment systems and the relevant central banks of the Eurosystem latest until 24 September 2016. The Governing Council also approved the application of the interest rate on the deposit facility which is in force for all guarantee funds of financial market infrastructures, held with the Eurosystem.
On 08.10.2016 the Governing Council of the ECB decided that the interest rate on the main refinancing operations and the interest rates on the marginal lending facility and the deposit facility will remain unchanged at 0.00 %, 0.25 % and -0.40 % respectively and continues to expect that they will remain at present or lower levels for an extended period of time, and well past the horizon of the net asset purchases on the part of the Eurosystem. The Governing Council confirmed that the monthly asset purchases of EUR 80 billion are intended to run until the end of March 2017, or beyond, if necessary, and in any case until it sees a sustained adjustment in the path of inflation consistent with its inflation aim.

Base interest rates set by the Bulgarian National Bank for the period

01.01.2016 – 30.09.2016
	Month
	Base Interest Rate

	January 2016 
	0.01 %

	February 2016 
	0.00 %

	March 2016 
	0.00 %

	April 2016
	0.00 %

	May 2016 
	0.00 %

	June 2016 
	0.00 %

	July,2016 
	0.00 %

	August, 2016 
	0.00 %

	September, 2016 
	0.00 % 


*Source:BNB

INFLATION RISK 
Inflation risk is the overall increase in prices, where money is devalued and there is likelihood for households and businesses to suffer losses.
Pursuant to data of the National Statistical Institute the consumer price index for July 2016 compared to June 2016 was 101.0 %, i.e. monthly inflation is 1.0 %. Inflation as from the beginning of the year (July 2016 compared to December 2015) is minus 0.2 % and annual inflation for July 2016 compared to July 2015 is minus 0.2 %. Average annual inflation for the period August 2015 – July 2016 compared to the period August 2014 – July 2015 is minus 0.8 %.
Pursuant to data of the National Statistical Institute the consumer price index for July 2016 compared to June 2016 was 101.0 %, i.e. monthly inflation is 1.0 %. Inflation as from the beginning of the year (July 2016 compared to December 2015) is minus 0.4 % and annual inflation for July 2016 compared to July 2015 is minus 1.1 %. Average annual inflation for the period August 2015 – July 2016 compared to the period August 2014 – July 2015 is minus 1.3 %.
The consumer price index for August 2016 compared to July 2016 was 100.0 %, i.e. monthly inflation is 0.0 %. Inflation as from the beginning of the year (August 2016 compared to December 2015) is minus 0.2 % and annual inflation for August 2016 compared to August 2015 is minus 0.3 %. Average annual inflation for the period September 2015 – August 2016 compared to the period September 2014 – August 2015 is minus 0.8 %.
The harmonized consumer price index for August 2016 compared to July 2016 was 100.0 %, i.e. monthly inflation is 0.0 %. Inflation as from the beginning of the year (August 2016 compared to December 2015) is minus 0.3 % and annual inflation for August 2016 compared to August 2015 is minus 1.1 %. Average annual inflation for the period September 2015 – August 2016 compared to the period September 2014 – August 2015 is minus 1.4 %.
The consumer price index for September 2016 compared to August 2016 was 99.5 %, i.e. monthly inflation is minus 0.5 %. Inflation as from the beginning of the year (September 2016 compared to December 2015) is minus 0.7 % and annual inflation for September 2016 compared to September 2015 is minus 0.6 %. Average annual inflation for the period October 2015 – September 2016 compared to the period October 2014 – September 2015 is minus 0.8 %.
The harmonized consumer price index for September 2016 compared to August 2016 was 99.3 %, i.e. monthly inflation is 0.7 %. Inflation as from the beginning of the year (September 2016 compared to December 2015) is minus 1.1 % and annual inflation for September 2016 compared to September 2015 is minus 1.1 %. Average annual inflation for the period October 2015 – September 2016 compared to the period October 2014 – September 2015 is minus 1.4 %.
The different range of CPI and HCPI and therefore the different structure of consumption are responsible for the different values of the two indices.

The macroeconomic forecasts for the Eurozone of the ECB’s experts as of September 2016 foresee annual HICP inflation of 0.2 % in 2016, 1.2 % in 2017 and 1.6 % in 2018. The HICP inflation forecast is basically unchanged compared to the macroeconomic forecasts of the experts in the Eurosystem of June 2016.

According to the Autumn macroeconomic forecast of the Ministry of Finance, published on 06.10.2016, the 2016 annual inflation rate remained negative, taking into account some acceleration in the first half mainly through the decline in prices of food an energy products and the cheaper communication services. In the summer months, however, deflation in the country declined to – 1.1 % on annual basis in August. The current development of the indicator and the significant slowdown in the declines of international commodity prices give grounds to the Ministry of Finance to expect a positive change in the overall HCPI at the end of 2016 due mainly to higher food and transport fuels prices.The overall position of energy commodities, however, is expected to report reduction in the price due to adjustments in the administrative prices of central heating and gas supply throughout the year. According to the forecast of the Ministry of Finance negative basic inflation will slow down. Continuing decrease is expected in the price of non-energy industrial goods, especially of those with long lasting nature while services are expected to report a weak rise in December. The overall HCPI on average for the year should report a decrease by 1 % in view of the high deflation in the period April – May. Accumulated inflation at the end of 2017 is expected to accelerate to 1.2 % and a negative contribution is expected only along the line of the continuing price decrease of consumer goods of lasting nature, even so at a slower pace. The average annual increase of HCPI in 2017 is expected to be 1.5 % and in the period 2018 – 2019 inflation will accelerate in case of higher international oil and non-energy raw materials prices and increase in domestic demand.
Major risks to the inflation forecast of the MF tend downwards as related mostly to larger than expected decline in the crude oil and other commodity international prices in the context of relatively low global demand. Also, a possible lower growth of domestic demand will have a restraining effect on the growth of prices of non-food goods and services. On the other hand, limited supply of some food internationally in connection with adverse weather conditions can cause higher inflation in the country.
The agreement currently under discussion among the OPEC countries to reduce the crude oil supply would also lead to a faster recovery in international prices of the raw material.
Inflation for the period 01.01.2016 – 30.09.2016 is as follows: 
	Month
	% of inflation

	January 2016 
	0.00 %

	February 2016 
	- 0.3 %

	March 2016
	-0.7 %

	April 2016 
	0.00 %

	May 2016 
	0.00 % 

	June 2016 
	-0.1 %

	July, 2016
	1.00 %

	August, 2016
	0.00 %

	September, 2016 
	-0.5 %


*Source:NSI
POLITICAL RISK 

Political risk is the likelihood of a governmental change or a sudden shift in its policy, occurrence of external or internal political disturbances and unfavorable changes in the European and/or national legislation, as a result of which the environment where local businesses operate to change adversely and investors - to suffer losses.
Political risks for Bulgaria in the international aspect are associated with the commitments for implementation of significant structural reforms in the country in its capacity of a full-right EU member, enhancing social stability and reducing inefficient expenses.
The Country Report Bulgaria of the European Commission, dated 26.02.2016 makes an in-depth review of all sectors and some of the main findings and forthcoming policy challenges for the country are indicated to be:   
 The performance of the financial sector as a whole has stabilised, but risks remain. It is found that the banking sector liquidity and profitability has improved, but it is also indicated that a more robust assessment of the resilience of the sector can only be made based on the results of the upcoming asset quality review and stress test, which are expected towards late summer. Vulnerabilities in the non-banking sector have been identified that have yet to be addressed. 

 Risks stemming from high corporate debt and barriers to deleveraging remain. The persistent negative inflation makes deleveraging more difficult and puts additional pressure on the profitability of non-financial corporations. 
 The external position of the country as a whole has improved further but risks remain. 
 Remaining weaknesses in the labour market continue to hinder growth and limit the adjustment capacity of the economy. It is noted that despite progress with reforms of active labour market policies, further improvement in matching people with vacancies is hindered by poor prioritisation, targeting and sustainability of measures in this area. 

The main conclusion in the report on Bulgaria of the Economist Intelligence Unit (EIU) is that despite the fiscal improvements during the period January-August after the consolidation progress in 2015 there are some risks to the budget of Bulgaria in 2016-17, resulting from problems in the energy sector. The reason, despite the deficit reduction in the sector as a result of the 2015 reforms, is the fact that in June the international court of arbitration decided that NEC will have to pay EUR 550 mln. to the Russian "Atomstroyexport" as a result of Bulgaria's decision to abandon the project for NPP "Belene". Although the compensation is only half of what Russia wants, it represents a significant amount for NEC which is in a difficult financial position and probablyfinancing with public funds will be necessary. The main forecast of the Economist Intelligence Unit (EIU) is that fiscal consolidation will continue exceeding the government targets in the medium term.

Bulgaria together with the other countries – EU members from the region continue being seriously affected by the common European problem with the intensive refugee flow from the Middle East.
After the European Council meeting in Bratislava on 16.09.2016, the President of the European Commission Jean-Claude Juncker announced that the European Union will provide EUR 160 mln. to Bulgaria for border management and tackling the migration crisis. The financial support for the country is expected to be disbursed in two tranches. The European Council decided EUR108 mln. to be granted initially for the needs of Bulgaria, as the purpose is that amount to reach EUR160 mln. what the request of the Bulgarian Prime Minister was.
Political risk will continue growing if the government fails to take adequate measures for consistent implementation and completion of the structural reforms in all sectors and implement an integrated policy for financial, economic and social stabilization of the country.
Other factors that also influence this risk are possible legislative changes and in particular those concerning the economic and investment climate in the country.
CURRENCY RISK 

Exposure to currency risk is the dependence on and the effects from changes in the currency exchange rates. Systematic currency risk is the likelihood of any possible change of the currency regime in the country (currency board) which would either lead to devaluation of the BGN or the appreciation of the BGN against foreign currencies. 

Currency risk will have impact over companies having market shares, payments to which are made in currencies different from the Bulgarian lev and the euro. In view of the fact that according to the current legislation in the country the Bulgarian lev is pegged to the euro at the rate of EUR 1 = BGN 1.95583 and the Bulgarian National Bank is obliged to maintain a level of Bulgarian lev in circulation equivalent to the foreign exchange reserves of the Bank, the risk of devaluation of the lev against the European currency is minimal and consists in a possible elimination of the currency board in Bulgaria ahead of term. At this stage it appears to be unlikely since the Currency Board is expected to be repealed upon adoption of the euro as an official legal tender in Bulgaria.   
Theoretically, currency risk could increase when Bulgaria joins the second phase of the European Exchange Rate Mechanism (ERM II). This is a regime under which the country must maintain the currency rate against the euro within a + / -15% from central parity. In practice, all countries which are currently in the mechanism (Denmark, Estonia, Cyprus, Lithuania, Latvia, Malta) have witnessed fluctuations that were significantly smaller than the allowed ± 15%.
The fixed rate of the BGN to the EUR does not eliminate the risk for the Bulgarian currency of adverse movements in the euro exchange rate against other major currencies (U.S. dollar, British pound, Swiss franc) in the international financial markets, but at present the company does not consider that this risk would be significant in terms of its activity. The company might be affected by the currency risk, depending on the type of currency of its cash and the type of currency of the company’s contingent loans. 

LIQUIDITY RISK 

The appearance of liquidity risk with regard to the company is being associated with the possible lack of timely and/or sufficient cash to meet all current liabilities. This risk may occur, either in case of  significant delays in payments from debtors of the company, or in case of  insufficiently effective management of the company’s cash flows.

UNSYSTEMATIC 
SECTOR RISK 
As a result of the impact of the economic crisis the advertising and printing industry in Bulgaria faced serious problems - decreased demand, increased share of lower quality but, at the same time, cheaper printed materials and services, and even outflow of clients. Most sectors of the economy, that suffer the effects of the economic crisis most essentially, reduced their advertising costs, which also had an impact on the activity of a number of graphic and advertising studios and printing houses, respectively.
BILLBOARD AD is dependent mostly on the general trends in the field of printing, marketing and advertising. Since the amount of investments in marketing depends on the amount and allocation in time of the cash flows of the client itself and the overall situation of the sector where the advertiser operates, BILLBOARD AD is directly dependent on the cyclicity of the economy. Slowdown of the Bulgarian economy growth and reducing the cost of advertising and printing, respectively, may have a major negative impact on the company’s revenues and profit.
This risk is somewhat compensated by the extensive production capabilities and know-how that would allow BILLBOARD AD quickly redirect to new demand of products and services in the event of  change in the demands’ structure.
Advantage to the company is also the new and modern technological equipment which give BILLBOARD AD the opportunity to realize production of very high quality. In practice, in this respect, the range of competitors of BILLBOARD AD on the territory of the country that have the technical and technological capacity to produce printed products of such quality, is very limited. Further advantages are the finally entered into service high tech printing line in Varna, which is expected to expand the market presence of BILLBOARD AD and the companies in the group both outside the territory of Bulgaria and on the local market, and the serious increase of the metro advertising volume as a result of the final completion and put into operation of the first diameter of the Sofia Underground.
RISK OF INTRODUCTION OF NEW TECHNOLOGIES 
BILLBOARD AD is in a permanent process of investing in new equipment, which ensures that the production is in line with the technological processes development trends. Practice has shown that more substantial changes in the technologies used in the sector does not occur in less than 5 years as older technologies are not fully replaced by the new ones. This enables gradual integration of new technologies when such technologies appear.

Regarding the risk of introduction of other, already existing, but not applied in Bulgaria, printing technologies, such as rotogravure, it should be noted that in order for such technologies to become cost-effective it is required much larger volumes of the single orders, which determines the different application field of these technologies, and the fact that they are not particularly competitive in the segments where the company operates.
4. INFORMATION ABOUT THE CONCLUDED LARGE TRANSACTIONS WITH RELATED PARTIES DURING THE THIRD QUARTER OF 2016
As of 30.09.2016 were concluded the following large transactions with related parties to BILLBOARD AD which were also a part of the economic group( group of enterprises within the meaning of the Accountancy Act): 
	Related party 
	Type of relation 
	Volume of the transactions, in BGN thousand 
	Explanatory notes 

	DEDRAX AD
	subsidiary where BILLBOARD AD holds 60 % of the capital 
	636
	printed production, rentals, fixed assets, etc.

	MOTION ARTS Ltd. 


	subsidiary where BILLBOARD AD holds 51 % of the capital
	359
	printed production, services, rentals, fixed assets 

	DIGITAL PRINT EOOD


	subsidiary where BILLBOARD AD holds 100 % of the capital
	260
	printed production, services, fixed assets


Transactions with related parties were executed under fare market values. 
28.10.2016                                                       For BILLBOARD AD:………………………..

Sofia                                                                                                           Stefan Genchev 








                   /Executive Director/
