
FT]ND FOR LOCAL AUTHORITIES AND GOVERNMENT'S IN BUI,GARIA _ FLAG JSC
NOTES TO THE FINANCIAL STATEMEN'I'S

For the year ended 31 December 2014

1. Corporate information

The individual financial statements of FLAG J-cs (the company) for the year ended 3l December 2014, wereautholized for issue by a decision of the Board of Directors aaid l7 vtarch 20 1 5.

FLAG JSC is a joint-stock company incorporated by virlue of Decision No I dated 4luly 2007 under company file
1015112007 of the Sofia City court, having its seat in the city of Sofia, Sofia Region, Bulgaria. The financial year of
the Company ends on 31 December.

arrangements and consolidated financial statements for 2Ql4 will be drawn up in accordance
by the European Union and in force in 2Q14. In line with the tentativi schedule the

at the consolidated repoft will be finalised and approved by the Board of Directors by 30April2015 at the latest and will thereafter be available to third parties.
These individual financial statements have been prepared in accordance with the requirements of the law effective in
Bulgaria.

The core activity of the company includes financing of municipal infrastructure and other projects for consideration
and co-financing the development and imprementation of projects of the European union.

As at 31 December 2014 the shareholders of the Company include:
Republic of Bulgaria represented by the Minister of Regional Development and public Works - 100 percent.

2.1 Basis of preparation of the financial statements

The individual financial statements have been prepared in accordance with
Standards (IFRS), as adopted by the European Union (EU). They have been
convention.

requires the use of certain critical accountins
e process of applying the Company's accountin!
exity, or argas where assumptions and estimates

ote2.2 o).

New and amended standards and interpretations

ln 2014 the Company adopted all the new and revised International Financial Reporting Standards (IFRS) that are
relevant to its operations and are effective for accounting periods beginning on I Januaiy 2014. This adoption did
not have a material effect on the accounting policies of the Company.

Certain new standards, changes in standards and interpretations, which will come in force for accounting periods
beginning from I January 2015, which have not been eariy adopted during preparation ofthese individual financial
statements' The Board of Directors expects that the adoption of these ar"ounting standards in future periods will not
have a material effect on the individual financial statements of the company.

Standards issued by IASB/IFRIC and endorsed by EU, but not yet effective and not early adopted

Standards issued but not yet effective and not early adopted up to the date ofissuance ofthe company,s financial
statements are listed below' The Company intends to adopt those standards when they become effective.

IAS 19 Defined Benefit Plans: Employee contributions - Amendment to IAS l9
The amendments apply to contributions from employees or third parties to defined benefrt plans. The amendments
at'e applicable for financial year 2015. They have been adopted for use in the EU. It is not expected that these
amendments would be relevant to the Company.

Levies (IFRIC 2l)
annual periods beginning on or after I July 2014.lt has been adopted for use in the EU,
pect that IFRIC 21 will have material financial impact on future finincial statements.

International Financial Reporling
prepared under the historical cost
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FUND FOR LOCAL AUTI{ORITIES AND GOVERNMENTS IN BULGARIA - FI AG JSC
NOTES TO THE FINANCIAL STATEMENTS

For the year ended 3l December2014

2.1 Basis of preparation of the financial statements (continued)

Cycle
e, the IASB issued amendments to four stan
ng Standards, IFRS 3 Business Combinatio

!19,.e,, orassessing theimpact or,n" u,."o#l,lll"1li,3t1,,l,"'fi'f H.1Tll,',':in:h'r?:;
2013 Cycle have been adopted for use in the EU.

Annual improvements to IFRSs 2010-2012 Cycle
In the 2010-2012 annual improvements cycle, the IASB issued amendments to seven standards (IFRS 2 Share-based

Segments, IFRS 13 Fair
sures, IAS 38 Intangible
sessing the impact of the

le have been adopted for use in the ElJ.

Standards issued by IASB, but not yet effective and not yet endorsed by EU

IFRS 9 Financial Instruments
The new standard is effective for annual periods beginning on or after I January 2018. The company is in process of
assessing the impact of the new standard on its financial position or performance.

IFRS 14 Regulatory Deferral Accounts
The new standard is effective for annual periods starting en or after 1 January 2016. The Company is in process of
assessing the impact of the new standard on its financialitatements.

IFRS 15 Revenue from Contracts with Customers
The new standard is effective for annual periods starting on or after I January 201i. The Company is in the process
of assessing the impact of the new standard on its financial statements.

Amendments to IFRS 10, IFRS 12 and IAS 28: Investment entities: Applying the Consolidation Exception.
These amendments are effective for annual periods starting on or after 1 January 2016. The company is in the
process of assessing the impact of the amendments on its financial statements,

Amendments to IAS I Presentation of Financial Statements: Disclosure lnitiative
These amendments are effective for annual periods starting on or after 1 January 2016, The Company is in the
process of assessing the impact of the amendments on its financial statements.

Amendments to IFRS 10 Consolidated Financial Statements and IAS 28 Investments in Associates: Sale or
contribution of Assets between an Investor and its Associate or Joint venture
These amendments are expected to enter in force for annual periods starting on or after I January 2016. The
Company is in the process of assessing the impact of the amendmints on its financial statements,

Amendments to IAS 27 Equity Method on Separate Financial Statements
These amendments are effective for annual periods starting on or after I January 2016, The Company is in the
process of assessing the impact of the amendnlents on its financial statements.

Amendments to IAS 16 Property, Plant and Equipment and IAS 41 Agriculture: Bearer plants
These amendments are effective for annual periodi starting on or after I January 2016. The company is in the
process of assessing the impact of the amendments on its furancial statements.

Amendments to IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets: clarification of
Acceptable Methods of Depreciation and Amortization
These amendments are effective for annual periods starling on or after I January 2016. The Company is in the
process of assessing the impact of the amendlnents on its financial statements.

Amendments to IFRS 11:_Accounting for Acquisitions of Interests in Joint Operations
These amendments are effective for annual periods starling on or after I January 2016. The company is in the
process of assessing the impact of the amendments on its financial statements.
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FUND FOR LOCAL AT]THORITIES AND GOVERNMENTS IN BULGARIA _ FLAG JSCNOTES TO THD FINANCIAL STATEMENTS

For the year ended 3l December 2014

2.1 Basis of preparation of the financial statements (continued)

Annuaf Improvements to IFRSs 2012_2014 Cycle
These set of amendments impacts four standards: IFRS .-5 Non-current assets held for sale and discontinued

Financial instruments: Disclosures, (with consequential
AS 19 Employee benefits regarding discount rates, iAS 34
Lation.

i:,:,|fr.ln,:*'ary 
2016. rhe company is in the

2.2 Summary of significant accounting policies

a) Foreign currency conversion

b) Revenue recognition

Interest income

Interestincome is recognised usingthe effective interestrate, i.e. the interest ratethatdiscounts exactlythe estimatedfuture cash flows over the estimated useful life of the financial instrument, or a shofter period where appropriate, tothe carrying amount of the financial asset.
The calculation includes all fees and consideration paid or received tolfrom the parties to the contra ct that are anintegral part ofthe effective interest rate, transactron costs and any other premiums or discounts
Interest income is included in finance incorne in the statement of comprehensive income.

Service delivery
The income from service delivery is recognised in the period in which the services were delivered.

c) Taxes

Current income tax

or periods are measwed at the amount expected to be
s and tax laws used to compute the amount are those
Management analyses the individual items of the tax
to interpretation and recognises provisions where

current income tax is recognised directly in the equity (and not in the statement of comprehensive income) wherethe tax reiates to items that have been recognised aiiecity-rn the equity.
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FI]ND FOR LOCAL AUTHORITIES AND GOVT]RNMENTS IN BULGARIA - FLAG JSCNOTES TO THE FINANCIAI, STATEMEN.IS

For the year ended 3l Decembe r 2014

2.2 Summary of significant accounting policies (continued)
c)'Iaxes (continued)

Deferred income tqx
Defered income tax is provided using the liability method reporting date betweenthe tax bases of assets and liabilities and their carying amou es.
Defened income tax liabilities are recognised for all taxable

o when the defe*ed tax liability arises from the initial recognition
transaction that is not a business conrbination and, at the time
accounting profit nor taxable pr.ofit or loss; ancl

of goodwill or an asset or liability in a

of the transaction, affects neither the

o in respect of.taxable temporary differences associated with investments in subsidiaries, associates andinterests in joint ventures, when the timing of the leversal of the temporary differences can be controlledand it is probable that the temporary differences wiil not reverse in the foreseeable future.
Deferred income tax assets are recognised for all deductible temporary differences, carry forward ofunused tax creditsand unused tax losses, to the extent that it is probable that taxabie p.orrt *itt be available against which the deductibletemporary differences, and the carry forward ofunused tax credits and unusecl tax losses can be utilised, except:

' when the defered tax asset relating to the deductible temporary difference arises from the initialrecognition of an asset or liability in a transaction that is not a business combination and, atthe time of thetransaction, affects neither the accounting profit nor taxable profit or loss; and
o in respect of.*9l:'iPle temporary. differences associated with investments in subsidiaries, associates andinterests injoint ventures, derered tax assets are recognised only to the exteniih"i it i, probable that thetemporary differences will reverse in the foreseeable-future and taxable p-nt *1ir be available againstwhich the temporary differences can be utilised.

The canying amount of deferre eviewed by the comp any at eachreporting date and reduced tothe extent that it is no longer pr xable prodt will be avaiiable to allow all or part of the deferedncome tax asset to be utilised' income tax assets are reassessed at eachreporting date and arerecognised to the extent that it has become probable that future taxable profit will allow the defe'ed tax asset to berecovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year when the asset isrealised or the liability is settled, based on tax rates (and tax laws) thai hav" u".n .nu.i"o o. ,r-urtuntiuely enacted at thereporling date.

Defened tax relating to items recognised outside profit or loss is recognised outside profit or loss. Defened tax itemsare recognised in correlation to the underlying transaction either in other comprehensive income or directly in equity.

abilities are offset by the Company only if a legally enforceable
income tax liabilities and the defe*ed income taxes rerate to the

d) Financial instruments - initial recognition and subsequent measurementr Financial assets

Initial recognition

Financial assets within the scope of IA
either financial assets at fair vaiue throu as

available-for-sale financial assets, or or

appropriate. The Company determines th as

Financial assets are recognised initially at fair value, plus, in the case of financial assets not at f'air value through profitor loss, directly attributable transaction costs.

Purchases or sales

or convention in t 
delivery ofassets within the period generatly established by regulation

that the company n:rlr-. 
recognised on the trade (transaction) date, which is the date

Financial assets ofthe company include cash and cash equivalents, Ioans granted, trade and other receivables.
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I'UND FOR LOCAL ATJTHORITIES AND GOVERNMENTS IN BULGARIA - FLAG JSCNOTES TO THE FINANCIAL STATEMENT'S

For the year ended 3l December 2014

2.2 Summary of significant accounting policies (continued)
d) Financial instruments - initial recognition and subsequent measurement (continued)
Subsequent measurement
The subsequent measurement of financial assets depends on their classification, as follows:
Loans qndreceivables

Loans and receivables are non
an active market. After initial
the effective interest method
account any discount or prem
amortisation is included in fi nent of comprehensive income. The losses arising flomimpairment are recognised as other expenses in the statement of comprehensive income.

Derecognition

A financial asset (or, where applicable a part of a financial asset or a part of a group of similar financial assets) isderecognised when:

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

asset or has assumed an obligation to
third party under a ,pass-through,

all the risks and rewards of the asset,
all the risks and rewards ofthe asset,

Where the Company has transferred its rights to receive norretained substantially all the risks and rewards ofthe asse isedto the extent of the Company's continuing involvement s asassociated iiability. The transferred asset and the related li
obligations that the company has retained. 'v rvr4lsu t' and

continuing involvement that takes the form of a guarantee over the transferred asset is measured at the lower of theoriginal caffying amount of the asset and the maximum amount of consideration that the company could be required
to repay.

Impairment of financial assets

Financial qssels carried at amortised cost

y first assesses whether objective evidence of irnpairment
significant, or collectively for financial assets that are not
at no objective evidence of impairment exists for an
r not, it includes the asset in a group of financial assets

sesses them for impairment, Assets that are individuallv
s is, or continues to be, recognised are not included in a

If there is objective evideuce that an impainnent loss has incurred, the amount of the Ioss is measured as the
difference between the asset's carrying amount and the present value of estimated future cash flows (excluding
future expected credit losses that have not yet been incurred). The present value of the estiurated future cash flows is
discounted at the financial asset's original effective interest rate. If a loan has a variable interest rate, the discount
rate for measuring any impairment loss is the current effective interest rate (EIR).

include indications that the debtors or a group of debtors are experiencing significantr delinquency in interest or principal payments, the probability that they w-ill enter
reorganisation, and where observable data indicate thai there is a measurable decreasein the estimated future cash flows, such as changes in arrears or economic conditions that correlate with defaults.
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FUND FOR LOCAL AUTHORITIES AND GOVERNMENTS IN BULGARIA _ FLAG JSCNOTES TO THE FINANCIAL STATEMENTS I UU!\JAI\IA _ t'LAI

For the year ended 3l Decembe r 2014

2.2 Summary of significant accounting policies (continued)
d) Financial instruments - initial recognition and subsequent measurement (continued)

Financial qssets qt qmortised cost

Due to its specific activity, the Company accrues allowance for.impairment as fbllows:

Specific impairment

Thepurpose of the specific impairment is to adjustthe value of specihc loans granted, forwhich objective evidence

,x?:!||.#ilt,:}|tJ:'to 
their recoverable amount and to set aside provisions re-flectin! the risk of non-repayrent of

Impairment on a portfulio basis

Impairment is charged in consideration of the common risk nature of the portfolio and takes into account the overallstructwe of the loan portfolio, the amount of receivables overdue as at the reporting date and the management,sexpectations as to the recoverable amount ofloans granted.
The carrying amount of the asset is reduced through the use of an allowance account and the amount of the loss isrecognised in the statement of comprehensive income. Interest income continues to be accrued on the reduced

ffitilid]|:Jffi#ffi:ed using the rate of interest used to discount the tuture cash flows for the purpose of

e statement of comprehensive income.
o Financialliabilities

Initial recognition and measurement

Financial liabi 39 are classified as financial liabilities at fair value through profit orloss' loans and designated as hedging instruments in an effective hedge, as appropriate.The company f its financial tiaul'iitils at initial recognition.

#ffi,j?.'"1ffi,fftJn:t"tted 
initiallv at fair value and in the case of toans and bonowings, plus directly

The company's financial liabilities include interest-bearing loans, trade and other liabilities
Subsequent measurement
The subsequent valuation of financial liabilities depends on their classification as follows:

Loans qnd borrowings
After initial recognition, interest-bearing loans are subsequently measured by the company at amortised cost usingthe EIR method' Gains and losses relating to loans and borrowings are recognised in the statement of comprehensiveincome for the period when the liabilities are derecognised as well as through the amortisation process.
Amortised cost is calculated by taking into account any discounts or premiums on acquisition and f.ees or costs that

::ili.#:i;3t,'111rJt 
the EIR' rhe EIR amortisation is included in inrerest .*prnr., in the statement of
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F'UND FOR LOCAL AI]THORITIES AND GOVERNMENTS IN BULGARIA _ FLAG JSCNOTES TO THE FINANCIAL STATEMENTS

For the year ended 3l December 2014

2.2 Summary of significant accounting policies (continued)
d) Financial instruments - initial recognition and subsequent measurement (continued)
Derecognition

A financial Iiability is derecognised when the obligation under the liability is discharged or cancelled or expires.

the same lender on or
such an exchange alew liatility, and ve

e) Offsetting of financial instruments

Financial assets and
if, and on,v if, there "J#fftrJ;:fffiT#if":?ffffiTJ3:ffili',:::'i::
to settle on a net basi iabilities simultaneously.

0 IFRS 13 Fair value measurement

At each reporting date the company applies IFRS 13 Fair value measurement to the financial rnstruments and non-financial assets measured at fair value.

The fair value is that, which would be obtained for the sale of an asset or paid for the transfer of a liability in anarm's length transaction between market participants.

Fair market measurement is based on the assumption that the sale of the asset or the transfer of the liability takesplace on:

. the principal market of the asset or liabilitv.
' in the absence of such market, the market that is most advantageous for the asset or liability.

The main or the most favourable market should be accessible to the company.

The fair value of the asset or liability is determined by assuming that market participants will use this value in thevaluation of the asset or liability and will act in line with their best economic interest.

The fair value of the non-financial assets is determined by taking into account the ability of the participants togenerate economic benefits by using the asset or selling it io anoth-er contractor in the market who will use it withmaximum efficiency.

The company is applying evaluation techniques that appropriate in the circumstances, maximizing the use ofobservable parameters and minimizing the use tf on., thai cannot be observed.

All assets and liabilities for the purposes of whose valuation a sr disclosed are arrangedinto the following three hierarchical levels on the basis of the hy ion techniques:. Level I 
- Quoted (unadjusted) prices on active markets of i

' Level 2 Yaluation techniques, which allow all fair value parameters to be observed directly or indirectly;' Level 3 valuation techniques, which do not allow fair vajue techniques to be observed directly or indirectly.

As at each balance sheet date the management carries out an analysis of the changes to the fair market value of theassets and liabilities and monitors their impact on the financial reports in line witil tire approveo accounting policy.The company must ascertain whether or not a change has occuried in the catego rization of assets or liabilities inaccordance with the hypotheses underlying valuattn techniques. witn ,rr. assistance of oertified valuers themanagement compares each change in the fair value of assets or liabilities with observable parameters in order toascertain that the changes are reasonable.

The company determines the assets and liabilities whose fair value should be disclosed on the basis of their nature,risk and level in the hierarchy as neted above.
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FUND FOR LOCAL AUTHORITIES AND GOVERNMENTS IN BULGARIA _ FLAG JSCNOTES TO THE F'INANCIAL STATEMENTS

For the year ended 3l December 2014

2.2 Summary of significant accounting policies (continued)
g) Equity

The share capital is presented at the par value of shares issued and paid. The company is obliged to set aside aReserves Fund in accordance with the Commercial Act. Sources for the fund may include:
' portion of the profit set by the sole owner of the capital, but no less than l/10 until the funds in the ReservesFund reach l/10 ofthe capital;

' funds, received in excess of par value ofshares at issue thereof;

' other sources in accordance with a decision of the General Meeting.
The Reserves Fund may be used only to cover current and prior year losses. when the Reserves Fund reaches theminimum amount set out in the Articles of Association, the 

"*".rr 
rnuy be used to increase the share caoital.

h) Plant and equipment
Items of plant and equipment are stated at cost, net of
losses. Such cost includes the cost ofreplacing pafts of
construction projects if the recognition criterra are m

osts are recognised in the statement of

Computers 
life of the assets, as follows:

Plant and equipment 
2 years

Motor vehicle, ; t"utt

Fixtures and fittings ;ffi:
al or when no future economic benefits are expected
tion ofthe asset (calculated as the difference between

set) is included in the statement of comprehensive income

i) Software
Software is measured on initial recognition at cost, less any accurnulated amortisation and accumulated impairment
losses.

Amorlisation is calculated on a straight line basis over the estimated useful life of the assets, as follows:
Software 

2 years
The assets residual values, useful lives and methods of depreciation/amortisation are reviewed at each financial yearend, and adjusted prospectively, if appropriate.

j) Impairment of fixed tangible assets (FTAs)

k) Leases

Leases i nt portion of ofownershrp are retained by the lessor are classified asoperatin made under
ro rhe in a sftaight-tin ;:?lilJLTr:tves 

received from the lessor) are charged
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FUND F'OR LOCAL AUTHORITIES AND GOVERNMENTS IN BULGARIA _ FLAG JSCNOTES TO THE FINANCIAL STATEMENTS

For the year ended 3l Decembe r 2014

2.2 Summary of significant accounting poticies (continued)

l) Investments in subsidiaries and consolidation

Subsidialies are aJl entities. / rrues. entities) over which the group has heIrnanclal and operating poli g a shareholding of rnore than one ts.The Company also,assesses it does not have rnore than 50%o o tsable to govern the financial and operating policies by virtue ofde-facto control.

Investments in subsidiaries are stated at cost, less any impairment, in the separate financial statements.
m) Cash and cash equivalents

cash and shoft-terrn deposits in the statement of financial position comprise cash in bank accounts, cash on hand,and short-term deposits with an original maturity of twelve months or less that are available to the company ondemand without incuring significant financial losses.

For the purposes of the cash flow statement, cash and cash equivalents consist of cash and cash equivalents asdefined above.

n) Provisions

General

Provisions are recognised when the company has a present obligation (legal or constructive) as a result of a pastevent' it is probable that an outflow of resources embodying ."o.ro,r,i."f.".rnr *irr'ile required to settle theobligation and a reliable estimate can be made of the amount oflhe obligation. where the cornpany expects some or
r an insurance contract, the reimbursement is recognised as a
virtually certain. The expense relating to any provision is
net of any reimbursement. If the effect of the time value of
current pre-tax rate that reflects, where appropriate, the risks
the increase in the provision due to the passage of time is

o) Significant accounting judgments, estimates and assumptions

The p
affect management to make judgments, estimates and assumptions that

at the assets and liabilities, and the disclosure of contingent liabilities,

could these assumptions and estimates could result in outcomes thai
mount of the asset or liability affected in the future.

Estimates and assumptions

The key assumptions concerning the future and other key sources ofestimation uncerlainty at the reporting date, thathave a significant risk of causing a material adjustment to the carying amounts of assets and liabilities within thenext financial year are discussed below.

Imp airm ent of financi al r e c e iv ab I es

The company uses an allowance account to report the provision for impairment of doubtful and bad debts.Management assesses the adequacy of this impairment based on an ageing analysis of the receivables, historicalexperience as to the write-off rates of bad debts, as well as solvency analysis of the respective municipality, changesin the contractual payment terms, etc. If the financial position and financial performance of municipalities deteriorate(more than expected), the amount of the receivables to be rvritten off in the next reporting periods may be higherthan the one estimated at the date of the statement of fin ncial position. At 31 December 2014,thebest estimate ofmanagement for the necessary impairment of receivables amounted to BGN 1,373 thousand (2013: BGN 522thousand). Further details are given in Note 9.
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FUND FOR LOCAL AUTHORITItrS AND GOVERNMENTS IN BULGARIA _ FLAG JSCNOTES TO THE FINANCIAL STATEMENTS

For the year ended 3l December 2014

2.2 Summary of significant accounting policies (continued)
o) significant accounting judgments, estimates and assumptions (continued)

Corporate income tax
A significant judgement is required to determine the overall tax provision. There are many transactions andcalculations' for which the final tax cannot be determined precisely in th" nonoul course of activity. The companyrecognises liabilities for estimated tax payables in the event of future tax audits based on the management,s judgement
as to whether additional taxes will be assessed or not. when the tax finally set as due as a result of such events differsfrom the one initially repoded, the coresponding differences will be reported in the short-term cerporate income taxpayables and will have an efFect on the deferred taxes for the period in which this clarification has been made.

Estimated useful lives of property, plant and equipment
Management uses significant accounting estimates and judgements for the purpose of determining the useful lives ofits property' plant and equipment, which are based on a study and judgements of the technical staff that assesses theuseful lives oftangible and intangible assets.
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FUND F'OR LOCAL AUTHORITIES AND GOVERNMENTS IN BULGARIA - FLAG JSCNOTES TO THE FINANCIAL STATEMEN'I.S

For the year ended 3l December 2014

3. Income and expenses

3.L Income from interest

2014

Interest expenses on loans and bonowings
Expenses on fees and cornmissions and FX differences
Total interest expenses and charges

3.3 Other operating income

BGN'OOO

3,1 0g

873

Interest income on deposits and bank accounts
Income on loans granted and receivables

Total interest income

3.2 Interest expenses and charges

Income from sales of services
lncome from management and commitment fees

Total other operating income

3.4 Payroll costs

Salaries and wages

Social securities

Total payroll costs

2013

avt)

BGN'OOO

1,730

579

-----rf81- -_____2f!2_

2014

BGN'OOO

_5

636

2013
BGN'OOO

456

OJ

BGN'OOO

l
437

BGN'OOO

414

57

471
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FUND FORLOCAL AUTHORITIES AND GOVERNMENTS IN
NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2014

3, Income and expenses (continued)

3.5 Other operating expenses

Accounting and audit services

Rent

Materials

Legal services

Translation and interpretation services

Communication services

Hardware maintenance

Consulting services

Social expenditure

Insurances

Other expenditure

Total other operating expenses

4. Income tax

The main components of income tax expense for the years ended 31

BULGARIA _ FLAG JSC

20t4
BGN'OOO

t2

s6

16

88

2

1

5

20

2

1

44

BGN'OOO

zv

46

28

11

5

8

5

2l
2

1

65

22r

December 2014 and 2013 include:

2Q14 2013

Current income tax expense

Deferred income tax expense

Income tax expense

In2014 the applicable statutory taxrate is 10% (2013: l0%).

Accounting profit before taxes
Income tax expense at statutory taxrate of l0% for 2014 e073:
r0%)
Permanent differences

Income tax expense

At 3l December 2014 the Company owes colporate income tax
thousand).

247 295

amounting to BGN 4l thousand (2013: BGN t1

BGN'OOO

247

BGN'OOO

294

I

2013

247

Reconciliation between income tax expense and the accounting profit multiplied by the statutory tax rate fbr theyears ended 3 I December 2014 and 3 1 December 2013 is p..t"r,t"i as follows:

2014
BGN'OOO

2,957

295
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FUND FOR LOCAL AUTHORITIES AND GOVER.NMENTS IN BULGARIA '- FT,,AG JSCNOTES TO THE FINANCIAL STATEMENTS

For the year ended 3l December2014

4. Income tax (continued)

Deferred income tax is linked to the following headings in the barance sheet:

Temporary
difference Tax

3t.12.20t4
BGN'OOO

Temporary
difference Tax

3r.12.2013
BGN'OOO

3t.12.2014
BGN'OOO

31.12.20t3
BGN'OOO

Unpaid income to individuals and related
social security expense

5. Cash and cash equivalents

Cash in hand and in current accounts

Short-term bank deposits

Total cash and cash equivalents

31 December
2014 2013

BGN'OOO

34,769

1 0,1 54

Cash in bank accounts bears floating interest rates based

amount.

6, Receivables and prepayments

-----#sn- ---_Jt_a2_

3l December

2014 20t3

BGN'OOO

9

BGN'OOO

Other receivables

Total receivables and prepayments

other receivables comprise guarantees provided and non-financial prepayments fbr future periods.
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FUND FOR LOCAL AI,JTHORITIES AND GOVERNMENTS IN BULGARIA _ F'LAG JSCNOTES TO THE FINANCIAL STATEMENTS

For the year ended 3l December 2014

7. Plant and equipment, software

Fixtules and plant ancl
fitlings equipment_ Vehicles

BGN'OOO BGN TOO ffi
Software

Othel Fixed
assets Total

BGN'OOO BGN'OOO BGN'OOOBook value:

As of 1 January 2013
Additions
As of 31 December 2013

Additions

Disposals

As of 31 December 2014

Depreciation:
As of 1 January 2013
Depreciation charge

As of 3 I December 2013
Depreciation charge

Written-o ff depreciation

As of 31 December 2014

Carrying amount
As of I January 2013
As of 31 December 2013

As of 3l December 2014

Hard)varp
BGN'OOO

38

?R

o

(4)

40

-_

(20)
(e)

(2e)
(11)

4

7

7

16

19

2

36

36

11

1l
;;1
5 116

8

- (4)

Loans granted to municipalities
Accrued, but unpaid interest related to loans granted to
municipalities
Impairment of receivables related to granted loans to
municipalities

Granted loans to municipalities, net

Loans granted to related parties

Accrued, but unpaid interest to loans granted to related
parties

Total granted Ioans

(70)
(18)
(8 8)

(1 6)

4

31 December
20t4 2013

BGN'OOO

162,697

142

0,373)

161,466

3,696

2

____:___1!!J!1_ _____l!!f!2_

(6)
(l)
(1)

(1)
(3)
(4)

(4)

(36)

(36)

(7)
(4)

(11)
(1;
(1)

(1)

____cE ______{2 _____q ______!6)

8. Investment in subsidiaries

By a decision dated 3 April2012 of the sole owner of FL
Works, and after a meeting of the Board of Drrectors oSustainable capital ofApril2012 .uoitul *uestablished ng under
trilateral ag 

,___ olsups EAD, As at the end of 2014,the subsidiary had made adisbursement under one loan, which is reported under the heading company receivables from associated entities.

9. Loans granted

BGN'OOO

133,053

118
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9. Loans granted (continued)

sent loans granted to rnunicipalities. Most of the loans granted - BGN gg,g4gthousand are nsedunder European programmes and other BGN 62,749 thousand used for-lending for purposes ofactivities. The utilized loan under the JESSICA initiative is BGN 3,6gg thousancl.

rn 2013' BGN 107'553 thousand are used as b1i$s9. financing under. European programmes and BGN 25,095thousand is intended for lending funds for municipalities' own- activities. The utilized loan under the JESSICAinitiative is BGN 921 thousand.

nted have been impaired in accordance with the portfolio-based impairment policy adoptedproblems related to f,tnancing of operative Program Environmental (opE) during 2014to this program are additionally impaired.

g loans amounted to BGN 573 thousand (2013: BGN
funds at 3l December 2014 amounted to BGN g00

secured mainly with specific pledges over the future
and the future own revenue of the municipalities.

The movements in the impairment loss provisions of loans granted in2014 and2013 are as follows:

Intpairment of
receivqbles on loans

granted

As of 01 January 2013 incl.
- for bridge financing

- for own financing

Charged for the year - incl.
- for bridge financing

- for own financing

As of 3l December 2013 incl.
- for bridee financing

- for own financing

Charged for the year - incl.
- for bridge financing

- for own financing

As of 31 December 2014 incl.
- for bridge financing

- for own financing

(42e)
(23s)

(t e4)

(e4)
(34)

(60)

(s22],

(8s 1)

(305)
(546)

(1373)

(57 3)
(800)

(268)

(2s4)

As of 3l'12'2014 impairment loss recorded on portfolio basis is BGN 1,2gg thousand. (2013;BGN 522 thousand).As of 31'12'2014 specific impairment loss recoided accounted is BGN g5 thousand (2013;none).
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10. Loans payable to EBRD

Maturity
3l December

2014 2013

Payables under EBRD Loan I

Payables to EBRD under Loan 3 Tl
Payables to EBRD under Loan 3 T2

Deferred fees under EBRD loans

Accrued interest due

Total payables under the EBRD
loan

August 2023

August 2018

August 2023

BGN'OOO

51,347

33,406
29,337

(e26)

BGN'OOO

57,045

15,350

14,753

(1,111)

611

---_-_ryfq2_ ______!qgq

Loan payables by the Company to the European Bank for Reconstruction and Development (EBRD) result from the
utilisation of funds under two loan agreements.

The ltrst loan with a limit of EUR 35,000 thousand (BGN 68,454 thousand), which amount has two components:
l. Loan"a" - amounting to EUR rg,000 thousand (BGN 35,205 thousand)
2, Loan "b" - amounting to EUR r 7,000 thousand (BGN 33,249 thousand).

-year grace period. For the period following the grace period, two equal
February 2012 Lo August 2023. The contractual interest rate is based on
margin bas'ed on the amount of bad debts within the Company's ioan

administration fee. 
(a) annual commitment fee; (b) one-off Front - End Fee; (cj annual

As at 31 December 2014 the Company has utilised the full amount of the loan - EUR 35,000 thousand (BGN 6g,454
thousand) - of the resource granted and is not in violation of any covenants of the agreement with EBflD on capital
and financial adequacy' In2014 is the third year of loan repayment and two instahients were repaid amounting to
BGN 5,704 thousand in total.

The second loan has a limit of EUR 35,000 thousand, which has two components:
l. Tranche I (Loan 3 T1) - in the amount of EUR 20,000 thousand (BGN 39,117 thousand)2. Tranche 2 (Loan 3 T2) - in the amount of EUR 15,000 thousand (BGN 29,337 thousandj.

The term of Tranche 1 it i Y?url.without a grace period with two equal instalments ayear are to be made, frorn
February 2014to August 2018. The contractual interest r on the si plus a floating

portfolio envisaged: (a)
tration fe on fee;

d. After the grace period two equal instalments per year
e contractual interest rate is based on the six_month

ad debts within the Company's loan portfolio. Additional
fees are envisaged: (a) annual commitment fee; (b) one-off Front - End Fee; (c) annual administration fee; and (d) a
syndication fee

As of 3l December 20l4the Company has utilized the full amount of loan of EUR 35,000 thousand (BGN 6g,454
thousand) and is not in breach of capital and financial adequacy requirements set out in the EBRD loan agreement.rn20l4, the Company repaid first two instalments related io tianctre 1 amounting to 5,711 thousand BGN, and has
not made any repayments to Tranche 2. In 2013 no repayment under this loan weie made.
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11. Payroll and social securities payables

Payables to personnel and. for^s-ocial security at 31 December 2014 relate to the accrued additional remuneration(bonuses) and are allocated as follows:

31 December

2014 2013

Payables to persomel

Payables for social security
Total payables to personnel and for social securitv

12. Tax payables

Tax payables as of 31.12.2014 are BGN 41 thousand.

The rnovements in tax liabilities for 2014 and 2013 are as follows:

Tax receivable / (payable) as at 31 Januarv
Tax paid throughout the year
Tax accrued for the year (Note 4)

Tax payable as at 31 December

13. Other liabilities

Other liabilities
incl. contingent fee for loan applicanls
G o o d p erform anc e gu ar ant e e

Payables to suppliers
Other payables

Total other liabilities

14. Share capital and reserves

l4.l Share capital

90,000 ordinary shares with a nominal value of tsGN 1,000 each

Total share capital

At 31 December 2014 and 3l December 2013

31 December

BGN'OOO

390
BGN'OOO,

t69
165

52

4

390 158

31 December

2014 2013.

BGN'000.

90,000

BGN'OOO

)+

2014

BGN'OOO

34
1a
IJ

2013

BGN'OOO

80
204

Q9s\

(1 1)

t39
I6

BGN'OOO

60,000

___qq4q_
the issued registered capital was fully paid-in.

a1
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14. Share capital and reserves (continued)

I 4.2 Statutory reseryes

Statutory reserves are formed by FLAG JCS as a distribution of the profit as provided for under Article 246 of thecommercial Act' They are set aside until the amount reaches one tenth er more of the share capital.sources to formthe statutory reserves include at least one tenth of the net profit, share premiums and funds set out in the Articles ofAssociation or in accordance with a decision of the General Meeting ofshareholders.
The statutory reserves may only be used to cover. c.urr:I 1d prior reporting period losses. As at 3l Decemb er 2014statutory reserves amount to BGN 1,697 thousan d (2013: gCN f ,a:l ihousand).

15. Dividend distribution

As at 3 1 December 2014 and 3 1 December 20 13 there were no litigations against the company.

Guarantees

As at 3 I December 2014 and 3 I December 20 I 3 the company has not extended any guarantees.

Loan commitments

In accordance with orderJ\re 5 of the council of Ministers dated l1.06.2014the sole shareholder arnounting to BGN I,6g7 thousan d, (2013: BGN 2,r0228,12 (2013: BGN 35,03)

16. Commitments and contingencies

Legal claims

As at 31 December 2014 the company has taken 10an commitments amounting toagreements signed with municipalities; no funds were utilized at the year-end.
previous year was 23 totaliing to BGN 4l,g64thousand.

Commitments related to rents / operating leases

The company has a rentar contract concluded for the rent of an office for a termforce on I March 2013

r. In 2Ql4 are distributed dividends to
thousand). Dividend per share is BGN

BGN 48,627 thousand on22l,oan
The number of contracts for the

of four years, which comes lnto

17. Related party disclosure

Composition of the related parties
Shareholder - sole owner

The Republic of Bulgaria through the Ministry of Regional Development and pubric
shares of FLAG JSC.

Works is the sole owner of the

The Fund for sustainable Urban Development of Sofia EAD is a fully-owned subsidiary of FLAG EAD with acapital, of BGN 500 thousand fully paid by the shareholder in 2012.

Remuneration of management staff
Ln2014' the remuneration of management staff amounted to BGN 110 thousand (2013: BGN g2 thousand).
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17. Related party disctosure (continued)

Related party transactions

etween EIB, the subsidiary FSUDS EAD and
en FSUDS EAD and FLAG EAD a loan in the

thousand have been repaid; BGN gg interest income was
ere is unpaid interest of BGN 2 thousand at the end of

As at 31 December 2013 BGN 914 thousand were utilized under this credit line. As at 31 December 2013, BGN7 thousand interest was charged on the disbursement, whi :h was not received by the end of the year.

18. Financial risk management objectives and policies

The rnajor finaucial liabilities of the corrpany cornprise interest-bearing roans and borowings, and trade payables.
The main objective of these financial instruments is to secure financing of the Company,s operations. The Companyhas various financial assets such as loans granted, cash and cash equivalents and short term deposits, which arisedirectly from its operations.

rn2014 and2013, the company neither owned nor traded with derivative financial instruments.

The main risks arising from the company's financial instruments are interestrate risk, liquidity risk, currency riskand credit risk The management reviews and agrees policies for managing of each of these risks which aresummarised below.

Interest-rate risk

The company's exposure to the risk of changes in market interest rate relates primarily to the company,s shor-t-termfinancial liabilities with variable (floating) interest rates. The company's policy is to manage its interest expenses
through using financial instruments with fixed and floating interest rates.

sensitivity to possible changes in interest rates (through the effect on loans and boffowings with floating interestrates) of the Company's profit before tax, with all other variable held constant is presented below.

Increase/
Decrease in

interest rates
Effect on the

pre-tax nrofit
BGN'OOO

2014

Loans payable in EUR
Loans granted in BGN

Loans payable in EUR
Loans granted in BGN

2013

Loans payable in EUR
Loans granted in BGN

Loans payable in EUR
Loans granted in BGN

+0.5Yo

+0.5%o

-1%

-|yo

+0.5yo

+0.50

-lyo
-1%

(570)

832

r,l4l
(1,664)

(436)

670

871

(1,340)
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18. Financial risk management qbjectives and policies (continued)
Liquidity risk

The
main :111"-9:-loany's liquidity presumes that sufhcienr working capital will be ensured

shoft 
a glven amount of money on deposit. A casn llow movement plan is elaborated based onon long-term plannrng.

fr:##r::"'.Tl"njli:i3$l* 
structure of the companv's financial liabilities, based on the agreed undiscounred

Liabilities
As of 31.12.2014

Interest-bearing loans and
borrowings

Trade and other payables

As of 31.12.2013

Interest-bearing loans and
borrowings

Trade and other payables

Assets

Cash and cash equivalents
Receivables and prepayments

Loans granted

Shares in subsidiaries

Total assets

Total umount

44,922

l5
165,154

500

210.591

On
demand

BGN'OOO

On
demand

xul JtG.

< 3 months

BGN'OOO

10,177

390

10,561

3-12
months

BGN'OOO

10,047

____lqp!

> 5 yeals

BGN'OOO

29,272

28,212

Total
BGN'OOO

126,496

390

t26,876:

< 3 months

xun. 16.

5 ??q

r58

_____t;21

___tq&g

3-12 1_5
months year

xul. lt6. xun. 16.

5,484 49,111

s,484 48.171 39,544

The maturity structure of the cornpany's assets and liabilities at 3l Decemb er 2014has been developed based on theexpectations of management regarding the recoverability/settlement of amounts:

34



FUND FOR LOCAL AUTHORITIES AND GOVERNMENTS IN BULGARIA _ FLAG JSC
NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2014

18. Financial risk management objectives and poricies (continued)

Liquidity risk (continued)

17.316

'Ihe maturity structure of the Company's assets and liabilities at 31 Decemb er 2013 has been developed based on the
expectations of management regardLng the recoverability/settlement of amounts:

Liabilities

Other liabilities

Payables on the EBRD loan

Total liabilities

Assets

Cash and cash equivalents
Other receivables

Loans granted

Shares in subsidiaries

Total assets

Liabilities

Other liabilities

Payables on the EBRD loan

Total liabilities

Within I Jtear Over 1 .year Tot?l alnount

390

17.706

lYithin I year

L7,ggg
9

92,349

Over I year 

_

41,220

500

Totul amount

17,999
9

133,569

500

-----U 
sZ- -------4rfr0- -----JPpJJ-

Within 1 Jtesr Over I year Tolql amount

1s8

9,415

Curuency risk

The Company has no purchases, sales an ated in foreign cunencies and the loans
received are denominated in EUR. Since UR is fixed at the rate of 1.955g3, the
currency risk arising out of the Company's

Credit risk

Credit risk is the risk that the clients / counterparties will not be able to pay in full the amounts due to the Company
within the envisaged I agreed deadlines. As at the end of 2014 the iemaining liability of municipalities to the
company amounted to BGN 162,839 thousand and at the end of 2013 it stood alt BGN i33,171 thousand. ln2014
the receivables of the company under loans granted to affiliated entities stood at BGN il,6gg thousand (20 13:
BGN 921 thousand).

Credit risk management in 2014 was carried out by the "Lending" Directorate and was monitored simultaneously bythe Executive Director and the Board of Directors. The ciedit risk management function is to ensure the
implementation of an appropriate investment policy in respect of the funds available and respectively, the
compliance of this policy with the related procedures and controls for current monitoring of the respective joan,
deposit ol receivable.

J)



FUND FOR LOCAL AUTHORITIES AND GOVERNMENTS IN tsULGARIA _ FLAG JSCNOTES TQ THE FINANCIAL STATEMENTS

For the year ended 3l December 2014

18. Financial risk management objectives and poricies (continued)

Cr e dit r is k (c o nt inue d)

ys.

:::j:: existence of concentration of receivables from a parlicular4'u rr 
lterparty is subject to special current supervision. The mainlrment I December zoru is portfolio based, there is also accruedf BGN xposures.

The maximum exposue of the company to credit risk as at 3 1 December 2014 and3 I December 20 I 3 is as follows:

20t4 201 3 e.

Gross maximum
exposure

Net maximum Gross maximum Ner maxtmum
exposure _SXPOSure__ exposure

Exposure

Cash and cash equivalents

Loans granted
44,922

166,527

Neither
overdue nor

impqired

44 q))

r64,899

44,922

165,t54

l)
210,097

Overdue but
not impaired

17,ggg

r33,569

9

151,577

Receivables and prepayments 15

Total assets ___2!49_

The company allocates its financial assets in several classification groups with the aim to assess their credit risk.The table below shows the classification of the gross amount of linancial assets from the statement of financialposition depending on their aruears at 31 Decemb er 2014:

Impaired, on an
individuul base

255

Cash and cash equivalents

Loans granted

Other receivabies

209,936

As at the end of 2014 no roans were overdue. As at 3r December 2014 six
amount of BGN 3,400 thousand or 2,06 oh vo of the loan portfolio.

15

restructured loans were

2l0,0gl

active, in the

7{(
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18' Financial rish management objectives and poricies (continued)

Credit risk (continued)
The table below shows the classification of the gross amount of financial assets from the statement of financialposition depending on their arrears at 31 Decemb er 2013:

Cash and cash equivalents

Loans granted
Receivables and
prepayments

Neither
overdue nor

impaired

17,ggg

133,s69

o

151,577

Overdue but not
imPdred

Impaired, on an
individual base

As atthe end of 2013 no loans were overdue. As at 31 December 2013 eightrestructured loans were active, in theamount of BGN 2,232 thousand or L67 yo of the total loan portfolio.

Capital management

The primary objective of the company's capital management is to ensure that it maintains a strong credit rating andhealthy capital ratios to support its business and maxirnise shareholder value.

19. Financial instruments

Fair values

Fair value is the amount at which a financial instrument may be exchanged or settled in an arm,s length transactionas best proof of its market value in an active rnarket.

The estimated fair value of the financial instruments is determined by the company on the basis of available marketinformation, if any, or proper valuation models. The fair value of financial instruments that are actively traded inorganised financial markets is determined by reference to quoted market bid prices at the close of business on thelast working date of the reporting period' For financial instruments where there is no active market, fair value isdetermined using valuation techniques. Such techniques include using recent arm,s length market transactions;reference to the current market value of another instrument, which is substantially the same; discounted cash flowanalysis or other valuation models.

20. Events after the reporting period

No events have occured after 3l December 20 14, which require additional adjustments and/or disclosures in theCompany's individual f,tnancial stateme'ts for ihe year ended 31 December 2014.
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