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I.

FSC’S ACTIVITY IN 2020

1. Regulatory activities
1.1. Amendments to the regulatory framework

In 2020, the following bills were adopted, according to which the Financial Supervision
Commission exercises financial supervision:

Act to Amend and Supplement the Public Offering of Securities Act!

The act introduces into the legislation the requirements of Directive (EU) 2017/828 of the
European Parliament and of the Council of 17 May 2017 amending Directive 2007/36/EC as
regards the encouragement of long-term shareholder engagement, hereinafter “Directive (EU)
2017/828”, as well as measures for the implementation of Commission Implementing Regulation
(EU) 2018/1212 of 3 September 2018 laying down minimum requirements implementing the
provisions of Directive 2007/36/EC of the European Parliament and of the Council as regards
shareholder identification, the transmission of information and the facilitation of the exercise of
shareholders rights, hereinafter “Implementing Regulation (EU) 2018/1212”, with a view to
achieving full compliance of the national legislation with the above.

Directive (EU) 2017/828 introduces requirements to facilitate the exercise of certain
shareholder rights attached to voting shares in companies which have their registered office in a
Member State and the shares of which are admitted to trading on a regulated market in the
European Union (EU). These shareholder rights are linked to the right to information and to vote
at a general meeting of companies which have their seat in a Member State and the shares of which
are admitted to trading on a regulated market in the EU, to facilitate the receipt of dividends, and
so on. At the same time, in order to promote the long-term commitment of shareholders, these
companies introduce provisions facilitating communication opportunities between shareholders
and companies, as well as transparency requirements for institutional investors, asset managers
and authorized advisers, the remuneration of company directors and transactions between related
parties.

Directive 2007/36/EC has been introduced into the national legislation through
amendments to the Public Offering of Securities Act, which regulates the requirements for public
companies, incl. for holding general meetings and other corporate events. In this regard, the act
has been amended to take into account this systematic approach.

The amendments necessitated by the implementation of Directive (EU) 2017/828 are in
several directions:

Amendments in the POSA — Public Offering of Securities Act

l. Identification of shareholders in public companies, facilitation of the exercise of
their rights and protection of the information transmitted in connection with the exercise of their
rights:
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In order to facilitate the exercise of the rights of shareholders in public companies,
including their identification and protection of the transmitted information, the POSA has
introduced provisions on the manner of requesting, providing and storing the necessary
identification information for a shareholder, the persons to whom this information may be
provided, as well as the persons from whom the relevant information may be requested.

In order to ensure publicity of the corporate event organized by public companies and
provide the necessary information to all its shareholders, requirements have been introduced for
Central Depository AD and investment intermediaries to accept and provide information about the
respective corporate event. The adoption of the regulations improves the disclosure of information
in the public space and creates guarantees for the information reaching shareholders and other
stakeholders.

Amendments and additions have been introduced to the provisions on the general meetings
of public companies, and the moment when the documents for convening and holding the general
meeting should be announced is unambiguously determined; it is ensured that when a shareholder
votes electronically, their vote is confirmed and counted. A requirement has been introduced for
the costs associated with the transmission of information along the chain to be non-discriminatory
and proportionate to the services provided.

2. Remuneration policy for members of the governing bodies in public companies:

The provisions related to the voting right of the shareholder regarding the remuneration of
the members of the management and control bodies of the public company are specified. At the
same time, in order to avoid a conflict of interests, between the capacity of a shareholder in a public
company and a member of the management and control bodies, new para. 4 and 5 were added in
Art. 112. The new provisions require accordingly some amendments to Ordinance No. 48 of 2013
of the FSC on the requirements for remuneration in order to further develop the elements set in the
remuneration policy, as well as to supplement the information to be provided in the annual report
of the companies on the implementation of the remuneration policy.

3. Related party transactions:

The provisions for concluding high value transactions by public companies and their
subsidiaries are amended and further developed.

4. Proxy advisers:

The figure of a “proxy adviser” has been introduced, who within the meaning of Directive
(EU) 2017/828 is a legal person that analyses, on a professional and commercial basis, disclosed,
regulated and other information of public companies with a view to providing research, advice or
voting recommendations that relate to the exercise of voting rights of the investors. Obligations
that the proxy advisor has towards investors have been introduced, namely publishing on their
website and updating the information published by them in the course of carrying out their main
activity. Requirements have been introduced for the application of a code of conduct by these
persons, as well as other obligations to investors, and the supervision of compliance with these
obligations is carried out by the FSC, under which these persons should be registered.

Amendments to other regulatory acts:



The Social Security Code, the Insurance Code, the Markets in Financial Instruments Act
and the Collective Investment Schemes and Other Undertakings for Collective Investments Act
were amended.

In particular, Directive (EU) 2017/828 requires asset managers and institutional investors
to adopt and publish an engagement policy and to make public how they have implemented it or
to provide a reasoned explanation as to why they have chosen not to adopt such a policy, as well
as its inclusion in their investment strategy. In case of delegation of portfolio management by an
institutional investor (in the territory of the Republic of Bulgaria this applies only to life insurers
and reinsurers covering life insurance liabilities), the management companies, the alternative
investment fund managers and the investment intermediaries should disclose to the institutional
investor how their investment strategy and its implementation correspond to their agreements and
how they contribute to the medium and long-term indicators of the assets of the institutional
investor. Given the requirements of Directive (EU) 2017/828 an obligation is also introduced to
adopt and disclose an engagement policy for any pension insurance company managing a
supplementary voluntary pension fund under occupational schemes, in which the company should
describe how it includes the fund's commitment to the supplementary pension scheme. voluntary
pension insurance under occupational schemes, as a shareholder in the investment policy.

Act to Amend and Supplement the Public Offering of Securities Act?

With the amendments to the act, measures have been introduced in the national legislation
for the implementation of Regulation (EU) 2017/1129 of the European Parliament and of the
Council of 14.06.2017 on the prospectus to be published when securities are offered to the public
or admitted to trading on a regulated market and repealing Directive 2003/71/EC (Regulation (EU)
2017/1129), as well as improving the national legal framework in relation to identified gaps and
problems in its practical application.

Measures to facilitate the application of the requirements of Regulation (EU)
2017/1129

The main objective of Regulation (EU) 2017/1129 is to facilitate the access of companies,
especially small and medium-sized enterprises, to various forms of financing through the capital
market, while ensuring the necessary level of protection for investors in securities. This is achieved
by improving the regulations in connection with the preparation, approval and distribution of the
prospectus, which issuers, bidders and persons seeking admission to trading on a regulated market
publish when offering securities to the public or to admit securities to trading on a regulated
market.

A new section II "a" to Chapter Six of the POSA was created, entitled "Approval and
publication of a prospectus".

Requirement to publish a prospectus under Regulation (EU) 2017/1129

The act requires the prospectus to be approved by the FSC.

Exceptions to the obligation to publish a prospectus under Art. 1, paragraphs 4 and
5 of Regulation (EU) 2017/1129
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The cases in which the obligation to publish a prospectus in case of public offering of
securities does not apply in accordance with the exceptions under Art. 1 (4) of Regulation (EU)
2017/1129 have been set out.

The act introduces a national exception to the obligation to publish a prospectus with regard
to the public offering of securities for issues of securities with a total value calculated for a period
of 12 months, less than the BGN equivalent of EUR 3,000,000 issued on the territory of the
Republic of Bulgaria.

In case of public offering of an issue of securities with a total value less than the BGN
equivalent of EUR 3,000,000, admission to trading of a multilateral trading facility, instead of a
prospectus, the issuer or the offeror are required to prepare a document according to the rules of
the multilateral trading facility, which shall be submitted it to the Commission no later than 5
working days before the securities are admitted to trading.

When a public offering of securities above the threshold of the BGN equivalent of EUR
3,000,000 is admitted to trading on a multilateral trading facility, a prospectus should be prepared
and approved for it. In case the issuer meets the requirements of Art. 15 of Regulation (EU)
2017/1129, it may prepare an EU growth prospectus with the content set out in Commission
Delegated Regulation (EU) 2019/980 of 14.03.2019 supplementing Regulation (EU) 2017/1129.

When a public offering of an issue of securities with a total value of less than the BGN
equivalent of EUR 3,000,000 is made, without requesting admission to trading on a regulated
market or a multilateral trading facility, instead of a prospectus, respectively a document for
admission to trade, the issuer prepares and publishes a document for public offering with simplified
form and content.

For issues of securities for which admission to trading of a multilateral trading system
without public offering of securities is requested, a document shall be prepared in accordance with
the rules of the system, and this act and the regulation shall not apply to the admission to trading.

In order to ensure the protection of the interests of investors, it is envisaged that before
publication, the public offering document will be submitted to the FSC. In order to alleviate the
administrative burden for the issuers, the FSC has not provided for the deliberate approval of the
public offering document, but at the same time mechanisms have been provided for the FSC to
intervene if necessary to supplement the information. The FSC is empowered to ensure compliance
with the requirements of the Public Offering of Securities Act and the acts on its implementation
in connection with the public offering document, including administrative penalties.

In order to protect the investors their existing right in case of violations in the cases
determined by the law to be able to request that the acquisition of the securities be declared invalid
in preserved.

In the new Section II "a" to Chapter Six of the POSA, definitions are introduced in
connection with the application of Regulation (EU) 2017/1129. With a view to the adoption of
Regulation (EU) 2017/1129 and the repeal of Directive 2003/71 / EC, the definitions of "issuer"
and "public company" have been clarified.

The texts on the responsibility for the preparation of a prospectus have been preserved,
which will be applied accordingly in the preparation of a document for public offering of securities.
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The current regulation model on the responsibility regarding the prospectus have been
preserved, which apply accordingly in the preparation of a document for public offering of
securities.

The issuer, the offeror or the person requesting admission of the securities to trading on a
regulated market shall submit to the FSC an application for approval of a prospectus for public
offering or admission to trading on a regulated market, enclosing the prospectus, the issuer's
statute, the latest annual financial report the issuer audited by a registered auditor and other
documents specified by an ordinance. The conditions and the order for inspection and for approval
of the prospectus are according to Art. 20 of Regulation (EU) 2017/1129.

Additional changes or additional information shall be provided within the deadlines set
under Regulation (EU) 2017/1129. The administrative burden is reduced by providing that some
of the documents may not be provided when they are available in an official public register with
free access.

The grounds for refusal to issue an approval of a prospectus are preserved. The
Commission may refuse approval only if the applicant has not remedied the incompatibilities and
has not submitted the required documents within the time limit set by it, which may not be less
than one month.

The conditions and the procedure for publishing a notice for the public offering have been
eased, as it is envisaged that the announcement will be published on the websites of the issuer,
when the securities are offered by him, and of the investment intermediaries participating in the
offering. Depending on the date of publication of the announcement for the public offering, the
circle of persons holding rights to participate in the capital increase of a public company is
determined, in the cases where the decision for capital increase is adopted by the management
body of the company.

Improving the national regulation in connection with identified shortcomings and
problems in the practical application of the POSA

First of all, Art. 100b, para. 4 of the POSA is supplemented, providing as inadmissible that
the decision to make changes in the conditions under which the bonds are issued, including the
specific parameters of the bond issue, which are subject to subsequent change, to have a reverse
effect.

In order to avoid contradictory interpretation of the provisions of the act, it is explicitly
stated that the provisions of Chapter Six "a" "Disclosure of Information" of the Public Offering of
Securities Act apply from the moment the bonds are admitted to trading on a regulated market.

The act introduces clarity on the applicability of the requirements for disclosure of
information by the issuer, as well as clarifies the scope of the exception for disclosure of public
notice of financial position by issuers from a third country, if the FSC considers that the legislation
of the respective country regulates requirements equivalent to the requirements of the POSA and
the acts for its implementation.

Art. 100g, para.3 of the POSA has been amended and a restriction has been introduced for
the acquisition of up to 20 per cent of the bond issue, when the bondholders' trustee is also a
bondholder under the same bond issue.
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The incompleteness found in the POSA has been addressed, namely in connection with the
termination of the obligation for disclosure of information, and Art. 100p, para. 3 of the POSA
states that the obligations of the issuer for disclosure of information are terminated by the decision
of the FSC for its deregistration from the register under Art. 30, para. 1, item 3 of the Financial
Supervision Commission Act, respectively with the entry into force of the decision for declaring
the issuer bankrupt.

The act has made a complete restatement of Art. 110 due to a change in the definition of
issuer, while clarifying that a company becomes public in the cumulative condition that the issue:
of shares is entered for the purpose of trading on a regulated market in the register under Art. 30,
para. 1, item 3 of the Financial Supervision Commission Act and is admitted to trading on a
regulated market.

The act improves the requirements for the members of the management and supervisory
public company, harmonizing the criteria for a clean criminal record with other acts.

The provision of Art. 116c, para. 2 of the POSA is supplemented in a way that ensures that
upon acquiring the status of a public company, the appointed members of the management or
supervisory body of the public company will provide a guarantee for their management and thus
unifies the treatment of newly elected members with the appointed ones, upon acquisition of the
status of a public company.

In order to increase the protection of the interests of investors, the members of the
management and supervisory body of the public company, for whom the general meeting has
determined the amount of remuneration but has not determined the amount of the management
guarantee, the amount of the management guarantee shall be considered equal of the 3-month gross
remuneration of said persons.

In connection with the regulation of relations regarding issuers established in third
countries, in Regulation (EU) 2017/1129, the act repeals Art. 141-144 of the Public Offering of
Securities Act, which defines the conditions and the procedure for public offering in the Republic
of Bulgaria of securities issued by foreign persons and the public offering abroad of securities
issued by local persons.

Amendments to the Markets in Financial Instruments Act

According to Art. 25 of Directive 2014/65/EU of the European Parliament and of the
Council of 15 May 2014 on markets in financial instruments and amending Directive 2002/92/EC
and Directive 2011/61/EU (Directive (EU) 2014)/65), Member States shall require investment
firms to ensure and demonstrate, upon request by the competent authorities, that individuals who
provide clients with investment advice or information on financial instruments, investment
services or ancillary services on behalf of an investment firm have the necessary knowledge and
competencies to perform the obligations related to the provision of information and evaluation of
an appropriate and appropriate service. Member States shall publish the criteria to be used to assess
this knowledge and competence.

In this regard, Art. 77 of the Markets in Financial Instruments Act (MFIA), which
transposes Art. 25 of Directive (EU) 2014/65, has acquired a new wording that allows for
appropriate practical application. Three categories of persons have been created, to which different
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requirements for knowledge and competence are applied - a person offering financial instruments,
an investment advisor and a broker of financial instruments. The person offering financial
instruments must have secondary education, meet the requirements of Art. 13, para. 4, items 1-4,
6 and 7 of the MFIA and to have performed tasks in connection with the provision of information
on investment or additional services for at least 6 months, on a full-time basis. A broker of financial
instruments, respectively an investment advisor, may be a person who has secondary or higher
education - for a broker of financial instruments, respectively has a higher education - for an
investment consultant, meets the requirements of Art. 13, para. 4, items 1-4, 6 and 7 of the MFIA,
has acquired the right to perform activity as a broker of financial instruments - for a broker of
financial instruments, respectively as an investment advisor - for an investment advisor, or has
recognized acquired qualification for exercising the relevant activity and has performed
obligations related to the provision of information, investment advice to clients or investment or
ancillary services for at least 6 months, on a full-time basis.

Directive (EU) 2019/2034 of the European Parliament and of the Council of 27 November
2019 on the prudential supervision of investment firms and amending Directives 2002/87/EC,
2009/65/EC, 2011/61/EU, 2013/36/EU, 2014/59/EU and 2014/65/EU amends Directive 2014/65
/ EU and the amendments to Art. 49, paragraph 1 of Directive 2014/65/EU should be applied as of
March 26, 2020. In this regard, an addition has been made in Art. 178, para. 1 of the MFIA, which
specifies that The application of tick sizes shall not prevent regulated markets from matching
orders large in scale at mid-point within the current bid and offer prices.

The FSC has decided that it intends to comply in its supervisory practice with the
Guidelines on Non-Significant Benchmarks under the Benchmark Regulation (Guidelines) issued
by the European Securities and Markets Authority. In order to ensure the application of the
Guidelines and in relation to the provisions of Regulation (EU) 2016/1011 of the European
Parliament and of the Council of 8 June 2016 on indices used as benchmarks in financial
instruments and financial contracts or to measure the performance of investment funds and
amending Directives 2008/48/EC and 2014/17/EU and Regulation (EU) No 596/2014 (Regulation
(EU) 2016/1011), a new Art. 227¢ was introduced in the MFIA, which provides for a delegation
for an ordinance, which will regulate the additional requirements that must be met by the
administrators of benchmarks of minor importance, in relation to the requirements in connection
with the monitoring function under Art. 5 of Regulation (EU) 2016/1011, the input data under Art.
11 of Regulation (EU) 2016/1011, the transparency of the methodology under Art. 13 of
Regulation (EU) 2016/1011 and the requirements for management and control for the supervised
contributors of input data under Art. 16 of Regulation (EU) 2016/1011.

Amendments to the Financial Supervision Commission Act

Amendments have been made to the Financial Supervision Commission Act, which defines
the FSC as a competent body and gives it regulatory and supervisory powers in connection with
Regulation (EU) 2017/1129.

The Commission has been given the opportunity to give consent for the information
constituting a professional secret provided under Art. 25, para. 4 and 6 of the Financial Supervision
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Commission Act to bodies of a Member State and a third country performing financial supervision
to be provided by the respective bodies to foreign investigative and judicial bodies.

In connection with the introduction of measures in the national legislation to ensure
conditions for the application of the requirements of Regulation (EU) 2017/1129, changes have
been made in the fees collected by the FSC under Section III of the arithmetic in Annex 1 under
Art. 27, para. 1 of the FSCA.

Changes in the Insurance Code

The act has made a change in the Insurance Code, which aims to bring the code into
compliance with the change of Art. 77d, paragraph 4 of Directive 2009/138/EC on the taking-up
and pursuit of the business of Insurance and Reinsurance (Solvency II), carried out by Art. 2, point
1 of Directive (EU) 2019/2177 amending Directive 2009/138 / EC, Directive 2014/65/EU and
Directive (EU) 2015/849. Directive 2009/138/EC provides for a national component of the
volatility adjustment, which has been changed from 100 to 85 basis points.

Other laws

The Financial Supervision Commission during the past year actively participated in the
legislative process, expressing opinions and proposals both at the stage of public consultations and
in the interdepartmental coordination under Art. 32 of the Rules of Procedure of the Council of
Ministers and its administration, as well as in the parliamentary phase of the adoption of normative
acts concerning its activity.

As a specific case, in view of the complicated epidemic situation in the country, the
adoption of the Measures and Activities during the State of Emergency declared by Decision
of the National Assembly of 13 March 2020 Act® and the subsequent amendments thereto - on
which the FSC made the relevant proposals in accordance with the purpose of the act - to regulate
the emergency measures on the territory of the Republic of Bulgaria to prevent, limit and overcome
the consequences of the spread of COVID-19 virus. The act provided for a number of measures to
reduce the administrative burden and extend the deadlines for the submission of certain documents
and information by persons under the Commission's supervision. On 27.03.2020, the FSC
published on its website information on the changed terms under the Social Security Code, the
Insurance Code, the Public Offering of Securities Act, the Markets in Financial Instruments Act,
the Collective Investment Schemes and Other Undertakings for Collective Investments Act. In
addition, the act has allowed institutions to organize their activities flexibly, including through
teleworking, so as not to impede administrative services.

Draft legislation on which the FSC is working in 2020 and to be considered and
promulgated by the National Assembly:

e Draft Bill to Amend and Supplement the Collective Investment Schemes and Other
Undertakings for Collective Investments Act

3 Prom. SG, issue 28 of 24.03.2020
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The draft aims to transpose into national law the requirements of Directive (EU) 2019/1160
of the European Parliament and of the Council of 20 June 2019 amending Directives 2009/65/EC
and 2011/61/EU with regard to cross-border distribution of collective investment undertakings,
and aims to introduce measures to implement the requirements of Regulation (EU) 2019/1156 of
the European Parliament and of the Council of 20 June 2019 on facilitating cross-border
distribution of collective investment undertakings and amending Regulations (EU) No 345/2013,
(EU) No 346/2013 and (EU) No 1286/2014 and Regulation (EU) 2019/2088 of the European
Parliament and of the Council of 27 November 2019 on sustainability-related disclosures in the
financial services sector.

e Draft Bill on Special Investment Purpose Companies and Securitization
Companies

The bill aims to update the legal framework in the field of existing companies investing in
real estate and receivables, and aims to introduce measures to implement the requirements of
Regulation (EU) 2017/2402 of the European Parliament and of the Council of 12 December 2017
laying down a general framework for securitization and creating a specific framework for simple,
transparent and standardized securitization, and amending Directives 2009/65/EC, 2009/138/EC
and 2011/61/EU and Regulations (EC) No 1060/2009 and (EU) No 648/2012 (OJ L 347/35 of
28.12.2017).

e Draft Bill to Amend and Supplement the Markets in Financial Instruments Act

The bill provides for changes in national legislation arising from the following acts of the
European Union:

- Directive (EU) 2019/2034 of European Parliament and of the Council of 27
November 2019 on the prudential supervision of investment firms and amending Directives
2002/87/EC, 2009/65/EC, 2011/61/EU, 2013/36/EU, 2014/59/EU and 2014/65/EU;

- Regulation (EU) No 2019/2033 of the European Parliament and of the Council of
27 November 2019 on the prudential requirements of investment firms and amending Regulations
(EU) No 1093/2010, (EU) No 575/2013, (EU) No 600/2014 and (EU) No 806/2014;

- Directive (EU) 2019/878 of European Parliament and of the Council of 20 May
2019 amending Directive 2013/36/EU as regards exempted entities, financial holding companies,
mixed financial holding companies, remuneration, supervisory measures and powers and capital
conservation measures;

- Directive (EU) 2019/2177 of the European Parliament and of the Council of 18
December 2019 amending Directive 2009/138/EC on the taking-up and pursuit of the business of
Insurance and Reinsurance (Solvency II), Directive 2014/65/EU on markets in financial
instruments and Directive (EU) 2015/849 on the prevention of the use of the financial system for
the purposes of money-laundering or terrorist financing.

e Draft bill to amend and supplement the Recovery and Resolution of Credit
Institutions and Investment Firms Act

The bill proposes amendments to the national legal framework for the resolution of credit
institutions and investment firms, which fulfil the commitments to implement the requirements of
Directive (EU) 2019/879 of the European Parliament and of the Council of 20 May 2019 amending
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Directive 2014/59/EU as regards the loss-absorbing and recapitalisation capacity of credit
institutions and investment firms and Directive 98/26/EC (OJ L 150 of 7.06.2019).

e Draft Bill to Amend and Supplement the Credit Institutions Act

The bill introduces the requirements of Directive (EU) 2019/878 of European Parliament
and of the Council of 20 May 2019 amending Directive 2013/36/EU (the Capital Requirements
Directive) as regards exempted entities, financial holding companies, mixed financial holding
companies, remuneration, supervisory measures and powers and capital conservation measures,
including suggested amendments and supplementations to the Market in Financial Instruments
Act.

e Draft Bill to Amend and Supplement the Social Insurance Code

The bill aims at the overall settlement of the pay-out phase of the universal pension funds.
The bill proposes, along with the currently provided lifelong pensions, to regulate in more detail
the deferred payment as a pension product, eligible in the payment phase. The bill also provides
for changes related to the determination of the amount of the supplementary lifelong old-age
pension.

Amendments in the by-laws and regulations

In 2020, the FSC adopted the following regulations, which were promulgated in the State
Gazette:

o Ordinance amending and supplementing Ordinance No. 29 of 12.07.2006 on the
minimum level of credit ratings of banks and on determining the countries, international financial
organizations, markets and indices of these markets according to Art. 176, para. 2 of the Social
Security Code*;

. Ordinance amending and supplementing Ordinance No. 34 of 04.10.2006 on the
conditions for concluding transactions to reduce the investment risk related to the assets of a
supplementary pension insurance fund and on the requirements and restrictions to these
transactions”;

o Ordinance amending and supplementing Ordinance No. 58 of 28.02.2018 on the
requirements for protection of financial instruments and cash of clients, for product management
and for providing or receiving remuneration, commissions, other monetary or non-monetary
benefits®;

o Ordinance to amend and supplement Ordinance No. 15 of 2005 on keeping and
storing registries by the FSC and the circumstances subject to entry’;

. Ordinance No. 38 of 21.05.2020 on the requirements to the activities of investment
intermediaries®;

4 Prom. SG, issue 8 of 28.01.2020.
SProm. SG, issue 8 of 28.01.2020.

¢ Prom. SG, issue 21 of 13.03.2020
7 Prom. SG, issue 30 of 31.03.2020
8 Prom. SG, issue 51 of 05.06.2020
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. Ordinance to amend and supplement Ordinance No 50 of 19.06.2015 on capital
adequacy, liquidity of investment firms and supervision of compliance thereof’;

. Ordinance to amend and supplement Ordinance No. 48 of 20.03.2013 on the
remuneration requirements'°.

o Ordinance to amend and supplement Ordinance No. 15 of 2005 on keeping and
storing registries by the FSC and the circumstances subject to entry!!;

. Ordinance amending and supplementing Ordinance Ne 2 of 17.09.2003 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'?;

. Ordinance to amend and supplement Ordinance No. 31 of 02.08.2006 on the
conditions and procedure for conducting an examination and for the recognition of the competence
of a responsible actuary, for the recognition of legal capacity acquired outside the Republic of
Bulgaria, for the form of actuarial certification, the form and the content of the actuarial report and
the references under the Insurance Code that the responsible actuary certifies, as well as for the
form and mandatory content of the annual actuarial report under the Social Insurance Code'?;

o Ordinance Ne 8 of 03.09.2020 on the requirements to the activity of the central
securities depositories, the central securities register and other persons carrying out activities
related to the settlement of securities'*;

Together with the State Agency for National Security, Instruction No. I-7 0£20.05.2020 on
the procedure for carrying out joint on-site inspections under Art. 108, para. 4 of the Law on
Measures against Money Laundering by the Specialized Administrative Directorate “Financial
Intelligence” of the State Agency for National Security and the FSC'>.

In 2020, the Commission has agreed to follow in its supervisory practice the following
guidelines issued by the European Securities and Markets Authority:

. Guidelines on performance fees in undertakings for collective investment in
transferable securities and in certain types of alternative investment funds;

o Guidelines on liquidity stress tests in UCITS and AIF;

. Guidelines regarding the reporting to the competent authorities according to art. 37
of the Money Market Funds Regulation;

o Guidelines for the standardized procedures and protocols for communications under
Art. 6 (2) of Regulation (EU) Ne 909/2014;
. Regulation and the Guidelines on Outsourcing to Cloud Service Providers issued

by the European Insurance and Occupational Pensions Authority.

 Prom. SG, issue 51 of 05.06.2020
19 Prom. SG, issue 61 of 10.07.2020
1 Prom. SG, issue 61 of 10.07.2020
2 Prom. SG, issue 61 of 10.07.2020
13 Prom. SG, issue 81 of 15.09.2020
14 Prom. SG, issue 81 of 15.09.2020
15 Prom. SG, issue 50 dated 02.06.2020
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1.2. New aspects of EU policy

Directives and Regulations of the European Union

I. Directives published in the Official Journal of the EU:

Directive (EU) 2020/1504 of the European Parliament and of the Council of 7 October
2020 amending Directive 2014/65/EU on markets in financial instruments

The Directive amends Directive 2014/65/EU in order to ensure the application of
Regulation (EU) 2020/1503 on crowdfunding service providers for businesses. Legal entities
licensed as such service providers are excluded from the scope of Directive 2014/65/EU in order
to avoid a situation where multiple licenses are required for the same activity within the Union.

I1. Regulations published in the Official Journal of the EU:

Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June
2020 on the establishment of a framework to facilitate sustainable investment, and amending
Regulation (EU) 2019/2088

This Regulation establishes the criteria for determining whether an economic activity
qualifies as environmentally sustainable for the purpose of determining the degree of
environmental sustainability of an investment. The Regulation also regulates the requirements for
offering financial products or corporate bonds as environmentally sustainable investments. This
will increase investors' confidence and awareness of the environmental impact of these financial
products or corporate bonds, bring clarity and address concerns about greenwashing. The criteria
for determining whether an economic activity qualifies as sustainable are harmonized.
Transparency rules are introduced - pre-contractual disclosure of information by financial market
participants offering financial products.

For the purposes of the Regulation, a Platform on Sustainable Finances being set up,
involving the European authorities: European Securities and Markets Authority (ESMA),
European Insurance and Occupational Pensions Authority (EIOPA), European Banking Authority
(EBA). The platform has expert and advisory functions. A Member State Expert Group on
Sustainable Finance with advisory functions was also set up.

Competent authorities for the application of the Regulation are those that are considered as
such under Regulation 2019/2088, which refers to the competent authorities already determined
in accordance with the sectoral regulations and directives referred to in Art. 6.3. of the same
Regulation.

This Regulation shall enter into force on the twentieth day following that of its publication
in the Official Journal of the European Union, some articles having deferred implementation from
01.01.2022 (Articles 4, 5, 6 and 7 and Article 8 (1), (2) and (3) with regard to the environmental
objectives referred to in Article 9 (a) and (b).
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Regulation (EU) 2020/873 of the European Parliament and of the Council of 24 June
2020 amending Regulations (EU) No 575/2013 and (EU) 2019/876 as regards certain
adjustments in response to the COVID-19 pandemic

The Regulation amends Regulation 575/2013 accordingly to allow institutions (banks and
investment firms) to direct their capital where it is most needed, while ensuring that institutions
act prudently.

Regulation (EU) of the European Parliament and of the Council of 7 October 2020 on
European crowdfunding service providers for business, and amending Regulation (EU)
2017/1129 and Directive (EU) 2019/1937

Crowdfunding improves access to finance, especially for start-ups and small businesses.
Start-ups can present their projects on an online platform and announce that they are seeking
support in the form of a loan (“peer lending”) or the purchase of a stake. Investments by investors
are in exchange for financial compensation. At present, crowdfunding is much less developed in
the EU than in other major world economies and the market is fragmented. One of the biggest
obstacles is the lack of common EU rules. This significantly increases operating and compliance
costs and prevents crowdfunding platforms from operating crossborder. Regulating these
platforms will make it easier to offer services across the EU and thus improve access to this
innovative form of funding for businesses seeking to raise additional capital.

The Regulation allows platforms to apply, in accordance with a single set of criteria, for an
EU label, which will allow them to offer their services throughout the EU. Investors using
crowdfunding platforms will be protected by clear rules on disclosure, administration and risk
management and by a consistent approach to supervision.

The Regulation covers both lending-based crowdfunding and investment-based
crowdfunding.

The same requirements are established for the provision of crowdfunding services, for the
organisation, licensing and supervision of crowdfunding service providers, for the operation of
crowdfunding platforms, as well as for transparency and marketing communications in connection
with the provision of crowdfunding services in the Union.

This Regulation amends the Prospectus Regulation (REGULATION (EU) 2017/1129) and
Directive (EU) 2019/1937 on the protection of persons who report breaches of Union law (this
Directive is not transposed by the FSC).

The Regulation shall apply from 10.11.2021.

III.  Delegated acts

During the year, a number of delegated regulations of the European Commission on the
implementation of the main legislative acts were published. Part of the package of delegated
regulations on the implementation of Regulation (EU) 2016/1011 regarding the EU climate
transition benchmarks, the package of delegated regulations on the implementation of the basic
regulation on securitisations Regulation (EU) 2017/2402 and a number of delegated regulations

19



were published on the application of the new amendments to Regulation 648/2012 (EMIR) as
regards fees and the new powers of ESMA to CCPs established in a third country.

IV.  Legislative proposals

Coronavirus-related recovery package for capital markets

The capital markets recovery package is linked to the European Commission's overall
strategy for recovery from the COVID-19 crisis. The aim is to make it easier for capital markets
to support the recovery of European businesses from the crisis. Targeted changes to capital market
rules are proposed to encourage greater investment in the economy, create conditions for rapid
recapitalisation of companies and to increase the banks' ability to finance the recovery. The
proposals related to the non-bank financial services are the following:

1. Proposal for a Directive of the European Parliament and of the Council amending
Directive 2014/65/EU as regards information requirements, product governance and
position limits to help the recovery from the COVID-19 pandemic

This amendment to Directive 2014/65/EU, concerning investments in financial
instruments, aims to eliminate the administrative burden caused by documentation and disclosure
requirements. It will also change the position limits and the corresponding hedging exemption
regime. Financial entities that are part of a predominantly commercial group may apply for a
hedging exemption for positions held by those financial entities, when those positions are
objectively measurable as reducing risks directly related to the commercial activities of the non-
financial entities of the group.

The reliefs are in the following directions: phasing out the mandatory provision of
information on paper, disclosure of costs and fees, alleviating ex-post reporting requirements,
suspending best execution reports, simplifying cost-benefit analysis, product governance, service
reports, costs for research and implementation, the position restriction regime for commodity
derivatives.

2. Proposal for a Regulation of the European Parliament and of the Council amending
Regulation (EU) 2017/1129 as regards the EU Recovery prospectus and targeted adjustments
for financial intermediaries to help the recovery from the COVID-19 pandemic

Targeted changes to the prospectus regime are proposed aiming at enabling the companies
to access new financing in a short period of time and at supporting the economic recovery from
the COVID-19 pandemic.

The amendments to the regulation are related to the creation of a new type of short-form
prospectus (hereinafter referred to as the “EU recovery prospectus™), as well as to targeted
amendments to release pressure on financial intermediaries (notifications of supplements and non-
equity issues of credit institutions).

Digital finance package

The digital financial services package aims to strengthen Europe's competitiveness and
innovation in this area, helping to make it a world leader in standards development. The package
contains measures to further support the potential of digital financial services in terms of
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innovation and competitiveness, while mitigating risks. It is in line with the European
Commission's priorities for building a Europe ready for the digital age and building a future-
oriented economy for the benefit of the people. The initiative also includes a new strategy for the
digitization of financial services for the EU financial sector, which aims to ensure that the EU
takes the digital revolution as a priority and implements it at the forefront of innovative European
companies, providing European consumers and companies with the benefits of digital financial
services.

Legislative initiatives will provide consumers with more choice and opportunities in the
field of financial services and modern payments, while ensuring protection and financial stability.
The measures are crucial for the EU's economic recovery, as they provide new ways of channelling
funding to European entrepreneurs, while also playing a key role in implementing the European
Green Pact and the New Industrial Strategy for Europe.

The package of measures includes:

1. Proposal for a Regulation of the European Parliament and of the Council on
markets in crypto-assets and amending Directive (EU) 2019/1937

The regulation on markets in crypto-assets will boost innovation while preserving financial
stability and protecting investors from risks. This legislation will provide legal clarity and security
for issuers and providers of crypto-assets. Entities licensed in one Member State will be able to
provide their services throughout the EU (the so-called “passporting’). Safeguards include: capital
requirements, responsible safekeeping of assets, mandatory investor complaints procedure, as well
as investor rights against the issuer. Issuers of significant crypto-assets secured by assets (the so-
called “Stable cryptocurrencies") will be subject to stricter requirements.

2. Proposal for a Regulation of the European Parliament and of the Council on a pilot
regime for market infrastructures based on distributed ledger technology

The regulation aims to develop and promote the introduction in the financial sector of
revolutionary technologies, such as blockchains and distributed ledger technology (DLT), and to
address regulatory gaps due to the legal, technical and operational peculiarities of the use of DLT
and cryptocurrencies that qualify as financial instruments.

In view of this, fair market relations, a high degree of financial stability, transparency and
investor protection must be ensured. Such a pilot regime should temporarily exempt those
infrastructures from certain specific requirements of Union financial legislation that would
otherwise prevent them from developing solutions for the trading and settlement of cryptocurrency
transactions that qualify as financial instruments. The pilot regime should also allow the European
Securities and Markets Authority (ESMA) and competent authorities to gain experience with the
opportunities and specific risks of cryptocurrencies that qualify as financial instruments and related
technologies.

It is proposed to create a new union status of market infrastructures based on DLT. This
status should be optional and should not prevent financial market infrastructures, such as trading
venues, central securities depositories and central counterparties, from developing trading and
post-trading services and activities for crypto- assets which qualify as financial instruments or are
based on DLT, under the existing Union financial services legislation. DLT market infrastructure
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should be defined as a DLT multilateral trading facility (DLT-MTF) or as a DLT securities
settlement system.

3. Regulation (EU) No 2019/2033 of the European Parliament and of the Council of
27 November 2019 on digital operational resilience for the financial sector and amending
Regulations (EC) No 1060/2009, (EU) No 648/2012, (EU) No 600/2014 and (EU) No 909/2014,
COM/2020/595

The purpose of the proposed act is for all participants in the financial system to have the
necessary safeguards to limit cyberattacks and other risks. The proposed legislation will require
all companies to verify that they are invulnerable to all types of disruptions and threats related to
information and communication technologies (ICT).

4. Proposal for a Directive of the European Parliament and of the Council amending
Directives 2006/43/EC, 2009/65/EC, 2009/138/EU, 2011/61/EU, EU/2013/36, 2014/65/EU,
(EU) 2015/2366 and EU/2016/2341

The purpose of the proposed act is to take appropriate and comprehensive measures to
counter the digital risks arising for all financial entities due to the increased use of information and
communication technologies (ICT) in the provision and use of financial services. This will ensure
the operational sustainability of their digital activities in terms of risks, especially in conditions of
market growth of transforming technologies, notably enabling digitally represented value or rights
be transferred and stored electronically, by using the technology of the decentralized register or
similar technology (“cryptoassets”)as well as technologies for services related to those assets.

5. Proposal for a Directive of the European Parliament and of the Council on the
resilience of critical entities

The proposal aims to reduce vulnerability to critical infrastructures, which are essential for
the functioning of society and the economy. Among the types of entities that fall within the scope
of the legal framework are also persons for which the FSC is competent authority: the trading
venues operators within the meaning of art. 4, pt. 24 of Directive 2014/65 / EU and Central
Counterparties (CCP) within the meaning of Art. 2, pt. 1 of Regulation (EU) Ne 648/2012.

Capital Markets Union for People and Businesses - New Action Plan (CMU)

On September 24,2020, the European Commission published a new plan for the
development of the Capital Markets Union (COM(2020) 590 final), which builds on the
achievements of the first plan for building CMU of 2015 and its revision of 2017. The plan also
takes into account the extensive discussions with the stakeholders as well as the High-Level Forum
on Capital Markets Union recommendations .

The action plan has three main objectives:

o guaranteeing environmentally friendly EU recovery, based on the digital
technologies, inclusive and sustainable by providing more accessible financing for European
companies and in particular for small and medium-sized enterprises;

. transforming the EU in an even safer place for depositors' savings and long-term
Investments;
o deeper integration of the national capital markets into a single European market.
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To accomplish this, the European Commission has presented sixteen targeted measures for
the achievement of real progress towards building the CMU. Some of the measures which the EU
will undertake include:

o establishment of a single access point for investors to company data;

. encouraging insurers and banks to invest more in EU companies;

o strengthening investment protection in order to stimulate more cross-border
investment within the EU;

. facilitated monitoring of pension adequacy across Europe;

. harmonization or convergence of insolvency rules;

e strengthening the efforts in order to achieve progress in the supervisory practices
convergence and consistency in the application of the single regulatory framework
for financial markets in the EU.

More information and access to all documents on the UPC 2020 can be found at the
following address:
https://ec.europa.eu/commission/presscorner/detail/bg/IP_20 1677
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2. Licensing activity, licensing regimes, notifications and certification
2.1. Licensing activity and licensing regimes

Investment Intermediaries, Tied Agents, Central Securities Depository, Investor
Compensation Fund and Trading Venues

In 2020, no licenses to operate as an investment firm (IF) were issued. During the reporting
year, two procedures for issuing a license to and IF were considered, one of which ended with a
refusal (Global Strategies EAD) and the other was withdrawn in the completeness of documents
phase (KR Global Financial Investment EOOD). One decision has been issued to expand the
subject of activity of IF European Brokerage House OOD with own account transactions under
Art. 6, para. 2, items 3 and 6 and ancillary services under Art. 6, para. 3, item. 4, 6 and 7 of the
MFIA. During the reporting year, two IF licenses (Vaha Trade EOOD and Odessos 33 EOOD)
were revoked.

Due to the above, at the end of 2020 the total number of investment firms is 56, incl. 20
banks'® and 36 non-bank investment firms. The number of investment firms (banks and non-
banking institutions) with a full license (with the right to perform transactions and services in
connection with financial instruments for own account) is 38, and the total number of investment
firms with a partial license is 18 (17 of them with the possibility for holding client assets and 1
who does not have this right). Insofar as in 2020 one IF extended its license from partial to full
and one credit institution that is an IF merged into another, there is no difference in the total number
of IFs with a full license.

Table 1. Licensing activity in relation to IFs, CSD and regulated markets

Number as at | Licenses | Licenses | Number as at
31.12.2019 issued revoked | 31.12.2020
Investment firms, including: 59 0 3* S56%*
Non-banking institutions 38 0 2 36
Regulated market 1 0 0 1
Multilateral trading facility 2 0 0 2
Central securities depository 1 0 0 1

Notes: * One of the mentioned revoked licenses is a result of the merger of Expressbank AD into DSK Bank AD,
which ended in 2020.

**[Fs which operate in Bulgaria through a branch under the conditions of freedom of establishment are not included
in the total number of non-banking investment firms.

In 2020, 15 applications for approval of election of a member of a management or
supervisory body of an investment firms were considered, resulting in one refusal and 14
approvals. In 2020, the main provisions of the Guidance to assess the suitability of management
body members and key function holders applicable to this type of proceedings, issued jointly by
the European Banking Authority and the European Securities and Markets Authority in 2018, have
been included. in the provisions of the new Ordinance No. 38 of 21.05.2020 on the requirements
to the activities of investment firms.

16The number of investment firm banks includes those that operate on the territory of the country through a branch.
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In 2020 the FSC completed 2 assessment procedures for acquisition of qualified
holdings of the capital or the votes in the general assembly of an investment firm were
examined, resulting in no acquisition bans. Four procedures on the basis of notifications for the
acquisition of qualifying holdings were not considered at all or did not end with a ruling on the
merits due to the revocation of the license of the respective investment firm. 3 notices for transfer
of qualifying holdings were considered.

In 2020, 7 applications were submitted for exemption under Art. S, para. 1, item 10 of
the MFIA.

Of the total number of administrative procedures completed in 2020 in respect of
investment firms, 5 are related to proceedings for the issuance, extension or revocation ofa license
to operate as an investment firm, and 15 were related to approval of a member of a management
or supervisory body of an investment firm.

Within 2020, 7 applications for entry of a tied agent in the register kept by the FSC were
submitted, 4 of them ended with the entry of the tied agent, 2 were terminated by request of the
applicant and 1 has ended in 2021.

In 2020 Bulgarian Stock Exchange AD is registered as a benchmark administrator under
Art. 34 (1) (c) of Regulation (EU) 2016/1011 of the European Parliament and of the Council of
08.06.2016 on indices used as benchmarks in financial instruments and financial contracts or to
measure the performance of investment funds and amending Directives 2008/48/EC and
2014/17/EU and Regulation (EU) No 596/2014. During the reporting year, one application for
approval of changes in the Regulations for the activity of the regulated market and 3 applications
for approval of members of the Board of Directors of the company were submitted, which ended
in 2020.

At the end of 2020, a proposal was received for changes in the Rules for the structure and
activity of Investor Compensation Fund as a production in this sense is to be initiated in 2021.

In 2020, a procedure for approval of the acquisition of participation by Central Depository
AD in two companies according to art. 18 (3) of Regulation (EU) Ne 909/2014 of the European
Parliament and of the Council of 23.07.2014 on improving the settlement of securities in the EU
and for central securities depositories.
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Table 2. Administrative procedures with respect to IFs, tied agents, trading venues,
Central Securities Depository, data reporting service providers and the Investor
Compensation Fund

Not concluded as | New in 2020 Concluded in Not concluded as
at31.12.2019 2020 at 31.12.2020
Investment 5 11 2 )
firms
Tied agents 0 7 6 1
Regulated 0 s | )
market
Multilateral
trading facilities 0 0 0 0
Organized
trading facilities 0 0 0 0
Central
securities 0 1 1 0
depository
Data reporting
service 0 0 0 0
providers
Investor
Compensation 0 0 0 0
Fund
Other . 5 59 . 5
proceedings*

Note: *Replies to inquiries and requested opinions in relation to the activities of investment firms, tied agents, trading
venues, data reporting service providers and the CD.

Management companies, collective investment undertakings and alternative
investment fund managers

In 2020, no license was issued to operate as a management company. One a procedure to
extend the license of a management company was completed (EF Asset Management AD).
During the reporting year, a permit was issued for transformation through the merger of UBB
Asset Management EAD into KBC Asset Management NV, Belgium.

In 2020 one permit for organizing and managing a collective investment scheme was
issued (CFB Private Company, managed by CCB Assets Management). During the reporting
period, CBC Asset Management NV, Belgium also initiated proceedings for the issuance of a
permit for the organization and management of an umbrella feeder mutual fund, which ended in
2021.

Within the reporting period two permissions for transformation of mutual funds were
issued: of MC DV Asset Management AD for transformation through merger of MF DV Eurobond
into MF DV Balance and of MC Expat Asset Management AD and MC Alpha Asset Management
AD for transformation through merger of MF Alpha SOFIX Index in ETF Expat Bulgaria SOFIX
USITS ETF. With the transformation of the funds of MC DV Asset Management AD, initiated in
2019 and completed in early 2020 by merging two MFs into MF DV Balance, managed by the
same MC, two classes of units are formed of MF Balance, respectively, Class A (Harmony) and
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Class B (Treasure) units. This type of transformation is carried out for the first time in the Republic
of Bulgaria.

Additionally, in 2020 two permits for termination of MF were issued - to MC Alpha
Asset Management AD for MF Alpha Index Properties and MF Smart Tech. As a result of the
described administrative procedures related to the transformation and termination of the MF, three
MFs have been deleted from the register of the FSC for collective investment schemes. The
procedure for transformation of MF Alpha SOFIX Index was completed in early 2021.

In 2020, 4 proceedings were initiated for the issuance of a permit for organizing and
managing a sovereign wealth fund, as a result of which 3 such permits were issued during the
year - to Expat Asset Management EAD for organizing and managing sovereign wealth fund
(SWF) Expat Gold, to MC Activa Asset Management AD for organizing and managing SWF
Activa and to MC DSK Asset Management AD for organizing and managing SWF DSK-OTP
Premium Mix. All three permits are for SWFs, which is open-ended national mutual fund. The
fourth procedure for organizing and managing a SWF was completed in early 2021.

In 2020, the trend from the previous year for strong interest in the registration procedures
of alternative investment fund managers (AIFM) under Art. 214 et seq. from CISOUCIA, as
during the year 4 new AIFMs were registered, which were not management companies (Vitosha
Venture Partners OOD, MGG Advisors OOD, Innovation Starter Box EOOD and Silverline
Partners OOD). The alternative investment funds organized by them are not subject to licensing
proceedings before the FSC and are subject only to entry in the register kept by the FSC.
Additionally Activa Asset Management AD and DSK Asset Management AD have been registered
as AIFM, as a result of the above-mentioned permits for organization and management of SWF
Aktiva and SWF DSK-OTP Premium Mix. To date, the FSC has not issued a license to operate as
an AIFM.

Table 3. Licensing activity in relation to MCs, AIFMs and collective investment
undertakings

ERICL Revoked
Number as at | licenses/ licenses/ Number as at
31.12.2019 permits / . 31.12.2020
. . permits
registrations
Management companies 31 0 0 31*
Contractual funds 127 1 JHx 125
Sovereign wealth funds
(SWFs) 4 3 0 7
Alternative Investment Fund 1 6 0 | T
Managers (AIFM)

Notes: * The number of MCs also includes the branch of KBC Asset Management NV, Belgium.

** The revoked permits are a result of transformation and / or termination of the MF.

*** Five of the registered AIFMs are MCs that manage sovereign wealth funds and one AIFM is a self-managed
sovereign wealth fund.

In 2020, 30 proceedings were considered for approval of a new member of the management
body of management companies, resulting in 29 approvals and 1 rejection. In the reporting
period, 2 notifications regarding the intention to transfer a qualifying holding in a management
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company and 2 notifications regarding the intention to acquire such holding. One of the acquisition
notifications and one of the transfer notifications were submitted in 2019 and were reviewed during
the reporting period. At the end of 2020, two notifications were submitted regarding the intention
to acquire, respectively increase the qualifying holding in a management company, which will be
considered in 2021.

In 2020, numerous proceedings were considered, related to approvals of changes to the
rules of collective investment schemes under Art. 18 of the CISOUCIA. During the reporting
period the procedures for issuing 54 approvals for changes to the rules for under Article 13,
Paragraph 2 of the CISOUCIA, 33 approvals for changes of portfolio valuation rules and
determination of the net asset value, 47 approvals for changes of risk assessment and management
rules and 34 approvals for changes in the contracts for depository services and 1 approval for the
replacement of a depository bank were concluded.

In 2020, 7 applications for approval of changes were reviewed under Art. 179 of the
CISOUCIA for sovereign wealth funds - 2 for approval of changes in rules under Art. 173, para.
4 of the CISOUCIA, 1 approval of changes in the Articles of Association, 2 for approval of changes
in rules for portfolio valuation and determination of the net asset value and 2 for approval of
changes in rules for risk assessment and management.

During the reporting period, in accordance with the above, 6 proceedings for registration
under Art. 214 of the CISOUCIA of an alternative investment fund manager.

Table 4. Administrative procedures in relation to MCs, AIFMs and collective investment
undertakings

Not concluded as New in 2020 Concluded | Not concluded as
at31.12.2019 1n 2020 at 31.12.2020

Management 5 35 36 4
companies
Contractual funds 3 186 177 12
Sovereign wealth
funds 0 11 10 1
Alternative
investment fund 0 7 6 1
managers
Clgar 3 20 21 2
proceedings™

Notes: *Replies to inquiries and requested opinions on the activities of management companies and collective
investment schemes, sovereign wealth funds and AIFMs.

Public companies, Special Purpose Investment Companies and other issuers of
securities

Regarding the activity of joint stock special investment purpose companies (SPICs) and in
particular those whose activity is related to real estate investments, the real estate market trends in
the last few years have an impact, which are characterized by increased growth in all segments. A
significant role in strong demand and rising incomes in the sector is played by low interest rates
maintained by local banks, which, on the one hand, directed savings to assets that bring higher
returns on deposits (mainly real estate) and, on the other, encouraged acceleration of investment
activity in the sector through the possibility of making a profit from rising prices. The current
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expectations of construction companies and investors in the sector are for a certain stagnation in
the real estate market given the complex and unpredictable situation both in the country and
worldwide, as a result of the many anti-epidemic measures that have been imposed and are likely
to continue related to the coronavirus pandemic, including the uncertainty about the duration and
the negative impact that these measures will have on the sector and the economy as a whole.
Despite the downward trend in real estate prices in different market segments as a result of
declining demand and other relevant factors, such as rising costs and / or delays in construction
and assembly activities, delays in obtaining the necessary permits and certification documents,
deterioration of the financial condition, interruption of the normal activity of construction and
investment companies, of key partners and contractors and other factors, the profitability of real
estate investments at the moment is again higher than that of bank interest rates for deposits and,
accordingly, is an alternative investment opportunity to receive income in the form of rents and
other current payments or as a result of the purchase or renovation of real estate for resale or
operation.

With regard to SPICs investing in receivables, the number of these companies tends to
increase. The main reason for this is that in the last few years there has been a movement in the
receivables sector - after the stress tests of commercial banks, they reduce their risk exposures and
get rid of their portfolios of bad / non-performing loans. Another factor is the consistently high
level of intercompany indebtedness in the real estate sector. In turn, these conditions lead to
improved business opportunities of SPICs for investment in receivables.

As a result of all these circumstances, there is a stable trend in the number of applications
for licensing of SPICs in recent years (on average one per year), on the one hand, and the inability
of some licensed companies to operate as per their licenses, which requires the revocation of
licenses and their termination, on the other hand.

In 2020 no new licenses have been issued of special investment purpose companies, as
well as no refusals to issue a license to SPICs.

At the end of the reporting year, 1 request was received for the issuance of a license by a
special investment purpose company for real estate investments, which will end in 2021.

In 2020 2 licenses were revoked of special investment purpose companies - Turin Imoti
SPIC (for real estate investments) - voluntary refusal of a license through a successfully
implemented offer for purchase of shares and of United Properties SPIC (for real estate
investments) - compulsory revocation of license.

For the period 01.01.2020 - 31.12.2020 2 decisions for refusal were issued for revocation
of a license for carrying out activity as a SPIC- of Argoenergy SPIC and of Argoenergy Invest
SPIC (real estate investment companies), on applications for voluntary renunciation of a license.

During the commented period, 2 requests were received for issuing permits for termination
of SPICs, for revocation of their licenses and for approvals of liquidators in connection with
decisions of the General Meeting of Shareholders of these companies for voluntary renunciation
of a license. On one application, with a protocol decision of the company, the provision of the
administrative service was refused due to the existence of unpaid obligations of the company to
the FSC. The proceedings on the second submitted application ended in 2021 with a positive
decision.
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As of the end of 2019, there are 59 companies licensed to operate as SPICs, and at the end
of 2020 - 57. For comparison, a total of 72 companies have received a license to operate as a
special investment purpose company, of which 15 have their licenses revoked as of 31.12.2020.

Table 5. Licensing activity with respect to SPICs

Number as at Licenses Licenses Number as at
31.12.2019 | issued in 2020 revoked in 31.12.2020
2020

SPICs including: 59 0 2 57
SPICs for securitization 9 0 0 9

of receivables

SPICs for securitization 50 0 2 48

of real estate, including:

SPICs (agricultural land) 7 0 - 7

Irrespective of the public status of Special Purpose Investment Companies, given the
exceptional nature of their object of activity, the special purpose investment companies are subject
to stricter regulatory requirements requiring prior approval by the FSC for changes in the articles
of association and in the other statutory documents of the Special Purpose Investment Companies
related to the replacement of the depository bank and the servicing company. In this sense, the
main part of the administrative procedures regarding SPICs, apart from the procedures for issuing
and revoking licenses, are related to requested approvals for amendment of the Articles of
Association and for replacement of a depository bank and a servicing company of special purpose
investment companies. It should be noted that these approval procedures are regulated in the
repealed Special Purpose Investment Companies Act (SPICA, in force until 16.03.2021), but in
the newly adopted Special Purpose Investment Companies and Securitization Companies Act
(SPICSCA, effective from 16.03.2021) the procedures for approval of an amendment to the
Articles of Association for replacement of a depository bank and of persons entrusted with
functions for servicing the activity of special investment purpose companies are also regulated,
including new ones. approval procedures with regard to the members of the management bodies
of the SPIC and in case of amendments to the contracts with persons who have been assigned
functions for servicing the activity of the SPIC.

In relation to the activity of Special Purpose Investment Companies and the regulatory
requirements for that activity according to the SPICA (revoked) in 2020 the FSC reviewed and
issued decisions on a total of 20 proceedings, considered as follows:

- 17 applications for issuance of an approval of amendments to the Articles of
Association of Special Purpose Investment Companies, under which the FSC issued 17 decisions
for approval of the envisaged amendments to the Articles of Association;

- 1 application for issuance of approval for replacement of a service company, on
which, respectively, 1 positive decision was issued;

- 2 applications for approval of the replacement of a depository bank of a Special
Purpose Investment Company for which 2 approvals was issued by the FSC.
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During the reporting year, no refusals were given to issue an approval of Articles of
Association, to replace a servicing company or replace a depository bank of a special purpose
investment company, and there was no termination of proceedings under such applications.

Other public companies (outside special purpose investment companies) and issuers of
securities are not subject to licensing, but to entry or deregistration from the special register of
public companies and other issuers of securities kept by the FSC. In 2020, 4 public companies
(excluding SPICs) were entered in said register - (Eleven Capital AD; Capman Debts Management
AD, Port Fleet 99 AD and Square Cube Properties AD) and 3 issuers of securities (Elana Financial
Holding AD, TBI Bank AD and ITF Soft AD), respectively during the period the companies
written off from the register kept by the FSC are a total of 7!7, of which 5 public companies and 2
issuers of securities.

During the reporting year, 13 more companies were officially deregistered from the register
kept by the FSC, of which 6 companies with special investment purpose in liquidation and / or
with revoked licenses to operate as SPICs and 7 public companies. All these companies have been
written off ex officio, as public companies, as a result of the powers exercised by the regulator
under the POSA.

During 2020, there were no rejections to enter or delete a public company or an issuer of
securities from the register kept by the FSC.

The total number of public companies (excluding SPICs) and the other issuers of
securities registered as at the end of 2020 was 243.

Table 6. Public companies and other issuers of securities

Number as at | Registered Deleted Number as at
31.12.2019 companies companies 31.12.2020
Public companies and other 249 7 [ 3% 243%*
issuers™®

Notes: * The number of public companies and other issuers does not include collective investment schemes. Public
companies and other issuers are not licensed as such but are subject to registration and deregistration.

** The number of public companies and other issuers does not include special purpose investment companies, which
have revoked SPIC licenses, but still have the status of public companies.

*** The total number of 13 written-off companies (public companies and issuers of securities) does not include 6
SPICs with revoked licenses to operate as SPICs and / or in liquidation proceedings, written off as public companies
after legal powers were exercised by the FSC, and 1 company, which in 2020 had its license to operate as a SPIC
revoked after voluntary refusal and within the same year was written off as a public company.

With regard to the activity of public companies and issuers of securities in 2020, apart from
the proceedings for registration (7) and deletion (13) of public companies and issuers, a total of 42
proceedings for review of prospectuses and supplements thereto were considered, preserving the
trend noted during previous period, when 48 such proceedings were considered.

For 2020, a total of 29 applications for approval of prospectuses and 3 supplements have
been submitted. From the submitted applications it is established that there is a decrease of about
38% compared to the previous period, when the submitted applications were 47.

17 The total number of 7 deregistered companies (public companies and issuers of securities) does not include 13
companies, which during the period were deregistered as public companies ex officio.

32



In 2020, a total of 26 prospectuses were approved, which in turn represents about 21%
reduction compared to the previous 2019, when the approved prospectuses were a total of 33.

During the reporting period, 4 supplements to approved prospectuses were approved - 3
supplements to a prospectus for initial public offering of shares and one supplement to a prospectus
for admission to trading on a regulated market of shares, which was submitted in 2019.

The structure of the 26 prospectuses approved in 2020 is as follows:

a total of 14 prospectuses for initial public offering of shares, of which 2 of new
companies;

2 prospectuses for initial public offering of bonds, of which 1 of a new issuer and

a total of 10 prospectuses for admission to trading on a regulated market, of which
eight prospectuses for admission for trading on a regulated market of bond issues and three
prospectuses for admission to trading on a regulated market for issues of shares.

Also during the year under review, the FSC issued a total of 2 refusals to approve
prospectuses for initial public offering of shares.

In addition, in 2020 2 proceedings for approval of prospectuses were terminated, of which
1 prospectus for EU growth and 1 prospectus for initial public offering of shares.

With regard to applications for approval of a prospectus for initial public offering of
warrants, 2 decisions were issued to suspend the proceedings due to the existence of other
proceedings, which have prejudicial significance with regard to the approval of the prospectus.

At the end of the year, there were 6 pending proceedings for approval of prospectuses — 4
proceedings for admission to trading of bond issues, 1 proceeding for initial public offering of
shares issues and 1 proceeding for admission to trading of a shares issue.

Aside from the approved prospectuses for initial public offering of securities (respectively
after successful subscription and entry of the capital increase in the commercial register) or for
admission to trading on a regulated market of securities, in 2020 a total of 26 issues of securities
were entered in the FSC register, distributed as follows:

19 issues of shares were entered, 5 of which by new companies admitted to trading on a
regulated market for the first time, and the other 14 issues as a result of a subsequent increase in
the capital of public companies;

-7 bond issues are registered as a result of approved prospectuses for admission to trading
on a regulated market of bonds, subscribed under the terms of Art. 205, para. 2 of the Commercial
Act and their issuance did not create an obligation to publish a prospectus under Regulation (EU)
2017/1129, as they are offered to less than 150 persons.

During the reporting year, a total of 24 issues of securities were deleted from the register
of public companies and other issuers of securities, kept by the FSC, with structure as follows:

- a total of 18 share issues were deleted;

- 6 bond issues were deleted;

In 2020 there were no refusals to delete an issue of securities from the register kept by the
FSC due to refusal to delete the public company or issuer of the securities, and no such proceedings
were terminated.
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In 2020 a total of 14 proceedings on registered tender offers, offers for purchase of shares
and offers for redemption of shares were considered. With regard to the tender offers, purchase
offers, and redemption offers considered in 2020, the following decisions have been issued:

- for 13 proposals, the FSC issued decisions on a temporary ban on the publication of
proposals, and for 6 of these proposals after the submission of the corrected documents it decided
not to issue a final ban on their publication;

- 4 final bans were issued for the publication of a tender offer;

- 1 proceeding was terminated, due to the fact that after the imposition of the temporary
ban on the publication of the tender offer, a request for termination of the proceedings has been
received from the tender offeror.

The total number of registered offers in 2020 is 14, of which 11 tender offers, 1 offer for
purchase of shares and 2 offers for redemption of shares.

As of the end of the year, there are 3 pending proceedings for consideration of such
proceedings - 2 proceedings for tender offers and 1 proceeding for redemption of shares under the
tender offer.

During the reporting year 2020, no proceedings were initiated for approval of
transformation documents with the participation of public companies. No decisions have been
issued for inclusion of an auditor in the list of independent auditors, approved by the Deputy
Chairperson of the FSC in charge of the Investment Activity Supervision Division and no refusals
or terminated proceedings for approval of documents for transformation with participation of
public companies.

In 2020 no applications have been submitted for approval of a draft joint venture

agreement.
Table 7. Administrative procedures with respect to SPICs, PCs and other issuers
Not concluded as | New in 2020 | Concluded in | Not concluded as
at 31.12.2019 2020 at 31.12.2020
SPICs 0 1 0 1
PCs and issuers 9 104 103 10
Other 0 36 36 0
proceedings™

Note: *The replies to inquiries, opinions on complaints and other issues related to the activities of public companies
and issuers were reported as other proceedings in 2020.

Insurance and reinsurance

In the end of 2020, the licensed insurance companies based in the Republic of Bulgaria are
34, the non-life insurers are 24, life insurers are 10 , and 1 company is a reinsurer for non-life and
life insurance.

During the reporting period, 5 decisions were issued in connection with requests for the
issuance of an additional license or for supplementing the license of insurance companies by type
of insurance with new risks:

1. Decision Nel07-O3 of 30.01.2020 of the FSC for supplementing the issued license of
GROUPAMA INSURANCE EAD, UIC 131421443, with registered office and address of
management - Sofia, Sredets region, 47A Tsarigradsko Shose Blvd., bl. C, floor 3,for insurance
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class Land vehicles (excluding railway rolling stock), according to Section II (A) (3) of Annex 1
of the IC, with a new risk Any damage or loss caused to land vehicles other than motor vehicles;

2. Decision Ne139-O3 of 13.02.2020 of the FSC for termination of proceedings instituted
upon application, ent. NeRG-10-90-23 dated 17.12.2019, with which a request was made to extend
the scope of the license of IC EUROAMERICAN AD, UIC 124634117 for certain classes of
insurance, according to Annex 1, section II(A) of IC as follows:

Accident insurance;

supplementing the license under the Sickness insurance class with additional risk: - fixed
amounts of money;

Cargo during transport insurance;

Fire and natural disaster insurance;

Property damage insurance;

Miscellaneous financial losses insurance;

Legal expenses insurance.

3. Decision 50150-O3 of 20.02.2020 for issuance of a license to extend the license of the
insurer with a new class of insurance under item 15 of Annex 1, Section II, (A) of the IC, to
“BULGARIAN AGENCY FOR EXPORT INSURANCE” EAD, namely: Guarantees: - direct
guarantees; - indirect guarantees.

4. Decision Nel77-O3 of 05.03.2020 of the FSC for issuance of a license to extend the
license of the insurer with a new class of insurance of “INSURANCE COMPANY EIG Re” EAD,
UIC 130427863, as follows:

Vessel insurance (sea, lake, river and canal vessels) under item 6 of Section II (A) of Annex
1 to the IC, with coverage of the following risks: Any damage or loss to

- river and canal vessels;

- lake vessels;

- sea vessels.

Guarantees insurance under item 15 of Annex 1, Section II, (A) of the IC, with coverage
of the following risks:

- direct guarantees;

- indirect guarantees.

5. Decision Nel188-O3 of 10.03.2020 of the FSC for issuance of a license to extend the
scope of the license with a new class of insurance under item 16 “Miscellaneous financial losses”,
according to Annex 1, Section II (A) of the Insurance Code for all risks under the specified
insurance class of INSURANCE COMPANY OZOK Ins AD, UIC 200140730, as follows:

- employment risks;

- insufficient income (total);

- bad weather;

- lost profits;

- long-term overheads;

- unforeseen commercial costs;

- loss of market value;

- loss of rent or income;
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- other indirect commercial losses;

- other non-commercial financial losses;

- other financial losses.

At the end of 2020, the insurers domiciled in a Member State carrying out non-life
insurance business on the territory of the Republic of Bulgaria under the right of establishment
(through a branch) are a total of 9 companies:

o Certasig - Insurance and Reinsurance Company AD - Bulgaria Branch is prohibited
from concluding new insurance or reinsurance contracts for all classes of insurance, to extend the
term of concluded contracts and to expand their coverage by virtue of FSC Decision No 175- O3
dated 02.03.2020, as of the date of revocation of the license of the Romanian insurer Certasig -
Insurance and Reinsurance Company AD by the Financial Supervision Authority of Romania. On
21.12.2020 in the Commercial Register and the register of on-profit legal entities kept by the
Registry Agency, on the account of Certasig - Insurance and Reinsurance Company AD - Bulgaria
branch, UIC 203318946, a decision of 29.06.2020 was entered on case Ne8080 / 3/2020 of the
District Court in the city of Bucharest, which opened insolvency proceedings against Certasig -
Insurance and Reinsurance Company AD, Romania;

. On 10.12.2020 the FSC sent a notification to the competent supervisory authority
of Austria, providing information in accordance with Art. 49, para. 1 of the IC for the conditions
under which the branch of Porsche Versicherungs AG may carry out insurance activities on the
territory of the Republic of Bulgaria, through its branch "Porsche Insurance AG - Bulgaria Branch,
UIC 206308423, represented by Stefan Grozdanov, with activity “Conclusion of insurance, except
for life insurance.”

. Insurance companies domiciled in a Member State carrying out life insurance
business on the territory of the Republic of Bulgaria under the right of establishment (through a
branch) are 3 companies.

Table 8. Licensing activity in relation to insurance and reinsurance

Number as at Licenses Licenses Number as at
31.12.2019 1ssued revoked 31.12.2020

Insurers including: 35 - - 34%
Non-life insurance 24 - - 24
Life insurance 11 - - 10
Branch of a foreign insurance 12 | 1 L%
company
Non-life reinsurance 1 1
companies
Life reinsurance companies 1 - - 1
Insurance brokers 335 7 13 329

Notes:* By Decision Ne 326-)K3 of 14.05.2020, transformation was allowed through merger of Groupama Life
Insurance Express EAD, UIC 175294549, with registered office and management address: Sofia, 1124, 47a
Tsarigradsko Shosse Blvd., bl. B, 3rd floor, into Groupama Life Insurance EAD, UIC 131272330, with registered
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office and management address: Sofia, 1124, 47a Tsarigradsko Shosse Blvd., bl. B, 3rd floor. The termination without
liquidation of the insurer was entered in the Commercial Register on 01.06.2020.

** By Decision of 20.02.2020, the Romanian Financial Supervisory Authority published a notice that at its meeting
held on 19.02.2020 it had decided to revoke the license of the Romanian insurer Certasig - Insurance and Reinsurance
Company AD.

On 10.12.2020 the FSC sent a notification to the competent supervisory authority of Austria, providing information
in accordance with Art. 49, para. 1 of the IC for the conditions under which the branch of Porsche Versicherungs AG
may commence to carry out insurance activities on the territory of the Republic of Bulgaria, through its branch
"Porsche Insurance AG - Bulgaria Branch, UIC 206308423, with activity “Conclusion of insurance, except for life
insurance.”

In 2020, 2 decisions were issued for approval of the acquisition of qualifying holdings in
insurance companies:

With Decision 90190-O3 of 10.03.2020 for approval of acquisition of direct qualified
holding of UNIQA INTERNATIONAL AG, Austria in the capital of IC Uniga AD, by acquisition
of 5215 119 shares, representing 99.91% of the capital of the insurer, as a result of the merger of
UNIQA INTERNATIONALE BETEILIGUNGS - VERWALTUNGS GMBH into UNIQA
INTERNATIONAL AG.

Decision 19419 — O3 of 18.06.2020 approved the acquisition by UNIQA OSTERREICH
VERSICHERUNGEN AG, Austria of:

1. Direct qualified holding in the amount of 99.91% of the capital of IC UNICA AD, UIC
040451865;

2. Indirectly qualified participation in the amount of 99.94% of the capital of IC UNIQA
Life AD, UIC 831626729, which will be carried out as a result of intra-group transformation
through merger of UNIQA INTERNATIONAL AG, Austria into UNIQA OSTERREICH
VERSICHERUNGEN AG.

In 2020, 1 proceeding was initiated on an application received in connection with the
acquisition of 100% of AVESTA TRADE AD, UIC 121027425 in IC MEDICO-21 AD. The
application was considered by the FSC at a meeting on 10.12.2020 and a decision was made to
send a letter confirming the deadline for ruling on the application.

In 2020, 1 decision was issued for permission to transform an insurance company: By
Decision- K3 of 14.05.2020, transformation was allowed through merger of Groupama Life
Insurance Express EAD, UIC 175294549, with registered office and management address: Sofia,
1124, 47a Tsarigradsko Shosse Blvd., bl. B, 3rd floor, into Groupama Life Insurance EAD, UIC
131272330, with registered office and management address: Sofia, 1124, 47a Tsarigradsko Shosse
Blvd., bl. B, 3rd floor.

In 2020, the FSC issued 4 decisions on the application of the regulatory regimes under the
Insurance Code to insurers with revoked licenses:

° With Decision Ne769-03 of 22.10.2020, the FSC has given mandatory instructions
to the conservator of IC EUROAMERICAN AD, UIC 124634117, appointed by virtue of Decision
of FSC 301309-0O3 of 17.12.2019;

o With Decision Ne770-0O3 of 22.10.2020, the FSC has given mandatory instructions
to the conservator of [IC NADEZHDA AD, UIC, appointed by virtue of Decision of FSC 1132-03
of 17.08.2017;
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° By Decision Ne796-O3 of 05.11.2020, the FSC dismissed Stefan Stefanov,
appointed by Decision of FSC 301309-OZ dated 17.12.2019 as conservator of IC
EUROAMERICAN AD, and appointed Mircho Stoyanov, an employee of the FSC administration,
to the position of “Senior Expert” in the Insurance Supervision Directorate in the FSC, as
conservator of [IC EUROAMERICAN AD, until the appointment by the court of a receiver or until
the registration of a liquidator of the company;

° By decision No. 175-O3 of 02.03.2020 the FSC prohibited CERTASIG -
INSURANCE AND REINSURANCE COMPANY AD - BULGARIA BRANCH, UIC
203318946 from concluding new insurance or reinsurance contracts for all classes of insurance, to
extend the term of concluded contracts and to expand their coverage as of the date of revocation
of the license of the Romanian insurer CERTASIG - INSURANCE AND REINSURANCE
COMPANY AD by the Financial Supervision Authority of Romania.

During 2020 by decision of the FSC, there were 8 insurance brokers entered in the
register kept by the FSC pursuant to Article 30, para 1, item 12 of the FSCA. In the same period
13 insurance brokers were deleted at their request.

At the end of the reporting period there were a total of 330 insurance brokers entered in
the register kept by the FSC pursuant to Article 30, para 1, item 12 of the FSCA.

During the reporting period, the trend of decreasing the number of insurance agents
continued. At the end of the year there were a total of 7570 insurance agents entered in the
register of the FSC, including. 2483 insurance agents - legal entities, 226 sole proprietors’
insurance agents and 4 865 insurance agents individuals, 16 insurance intermediaries with
additional activity - 14 legal entities and 2 intermediaries with additional activity - natural person.
Compared to 2019, the number of insurance agents at the end of 2020 decreased, with the highest
decline observed in registered legal entities.

Table 9. Registration in the register of insurance agents
Number as at | Number as at 31.12.2020

31.12.2019
Insurance agents*, including: 7,759 7,570
Legal entities 2,612 2,483
Sole traders 251 226
Natural persons 4,865 4,829

Intermediaries offering insurance products as
an ancillary activity
Notes: Insurance agents are not licensed but are subject only to registration in the register of insurance agents.

- 16

In 2020, in connection with the initiated administrative proceedings before the FSC, they
were issued a total of 150 decisions on the application of the regulatory regimes under the IC and
the by-laws on its implementation, as follows:

o During the reporting period 98 individual administrative acts were issued in
connection with the procedures for issuing licenses, permits or approvals;

o 5 decisions in connection with requests for the issuance of an additional license or
for supplementing the license of insurance companies by type of insurance with new risks;
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o 2 decisions for approval of the acquisition of qualifying holdings in insurance

companies;

. 1 decision for application of coercive administrative measures to an insurer with
revoked license;

. 3 decisions for giving mandatory instructions to appointed conservators of insurers
with revoked license;

. 1 decision to approve the transformation of an insurance company;

. 2 decisions on application of regulatory regimes to the Guarantee Fund;

o 48 decisions on approvals of members of management and supervisory bodies of

insurance and reinsurance companies and insurance holding companies and of persons performing
key functions in insurance or reinsurance companies;

. 36 decisions for approval of auditors of insurance or reinsurance companies and
insurance holdings;

o During the reporting period 52 individual administrative acts were issued against
supervised entities subject to registration regime;

. 8 decisions for entry of insurance brokers in the register kept by the FSC;

o 22 decisions for deletion of insurance agents from the register of the FSC at their
request;

o 13 decisions for deletion of insurance brokers from the register of the FSC at their
request;

. 9 decisions for registration of organizations conducting trainings for insurance

brokers and vocational training programs according to Ordinance of FSC No. 28 of 10.05.2006

Table 10. Administrative procedures in respect of insurance and reinsurance

Not concluded New in 2020 Concluded in | Not concluded
asat31.12.2019 2020 as at
31.12.2020
Insurance 18 109 96 31
companies
Insurance 5 56 43 18
intermediaries
Other proceedings 6 8 11 3
Total 29 173 150 52

Note: Number of administrative procedures under the IC that ended with issue of an individual administrative act of
the competent authority.

Supplementary pension insurance
In 2020, 8 official proceedings were initiated to determine the minimum return on the

management of the assets of the supplementary mandatory pension funds, as a result of which 4
decisions of the competent authority for determining the minimum return of the universal pension
funds and 4 decisions of the competent authority for determining the minimum return of
occupational pension funds were issued.
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According to the mandate of the Deputy Chairperson of the FSC in charge of the Social
Insurance Supervision Division, in 2020 one decision was issued for approval of the technical
interest rate and the biometric mortality tables to be used for the calculation of the pension reserves
as at 31.12.2020 by the pension insurance companies managing a universal pension fund and/or a
supplementary voluntary pension fund.

During the reporting year there were no applications for issue of licenses and for
transformation of pension insurance companies and/or supplementary pension funds, for voluntary
winding-up of existing companies, and the FSC did not establish grounds to withdraw issued
pension licenses.

In view of the above, the number of licensed pension insurance companies at the end
of 2020 was nine, and the number of supplementary pension funds was 29, including nine
universal, nine occupational, nine voluntary and two voluntary pension funds under
occupational schemes, and as at 31.12.2020 one of them was not active.

Table 11. Licensing activity in relation to supplementary pension insurance

Number as at | Licenses Licenses | Number as at
31.12.2019 issued revoked 31.12.2020

Pension insurance companies

(PICs) ? - - 9
Supplementary pension funds
(SPFs) 29 - - 29

Preliminary supervision also includes the implementation of other actions, incl. the
approval or confirmation of various documents of fundamental importance for the activity of
pension insurance companies and the pension funds managed by them. Some of the proceedings
related to the permit and approval regimes within the competence of the administrative body are
initiated at the request of the persons obliged under the regulations, while other proceedings are
carried out ex officio by the supervisory body.

In 2020 they 4 decisions were issued for approval of amendments and supplements to
the regulations for the organization and activity of SPFs. The changes in the regulations were
made in connection with changes in the regulations of the activity of supplementary pension
insurance and other internal documents of the PIC.

During the reporting year a total of nine proceedings were initiated for preliminary
coordination of selection of auditors to perform audit and certification of the annual financial
statements for 2020 of PICs and the pension funds they manage, and as a result, the administrative
authority issued nine decisions to agree on the choice of proposed auditors.

Pursuant to Art. 121d, para. 10 of the Social Insurance Code (SIC) in 2020 3 proceedings
were formed, and the FSC has issued 2 decisions for approval of members of the governing
bodies of the PIC, and one of the initiated proceedings was terminated at the request of the
applicant.
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In 2020, an ongoing review of other documents submitted by the companies and the
custodian banks was carried out, which, although not subject to approval, are checked from the
point of view of their legality. In case of discrepancies in their content, their elimination is required.

Table 12. Administrative procedures regarding supplementary pension insurance

Object of the procedure | Not concluded as | New in 2020 | Concluded in | Not
at 31.12.2019 2020 concluded as
at 31.12.2020

Regulations - 4 4 -

Coordinating the
selection of auditors

Approval of members

of management and } 3 3 -

supervisory bodies

Proceedings initiated ex . .
. 9 9

officio

Total for pension B} 25 25 -

insurance companies

2.2. Notifications

Investment firms, Management companies, Investment funds

In 2020 70 notifications were received from Ifs from EU Member States who intend to
operate on the territory of the Republic of Bulgaria under the conditions of free provision of
services, including through a tied agent established in another Member State (UK - 31, Cyprus -
14, Germany - 10, France - 5, Ireland - 3, the Netherlands - 2, Malta - 1, Spain - 1, Luxembourg -
1, Slovakia - 1, Austria - 1). In relation to Brexit, during the year there has been a reduction in the
number of notifications from the UK, as well as a number of inquiries about the status of IFs,
which have already been notified by the competent authorities of that Member State. On the other
hand, 71 IFs have ceased their passports for provision of investment activities and services on
the territory of the Republic of Bulgaria under the conditions of free provision.

No notifications have been received during the reporting year from IFs from other
Member States with intention to operate on the territory of the Republic of Bulgaria through the
establishment of a branch.

Three notifications have been received establishing measures to facilitate access to
multilateral trading facilities (MTFs) or organized trading facilities (OTFs) (France - 2, UK
- 1). During the period, no notifications were received for the establishment of a representative
office on the territory of the Republic of Bulgaria.

In view of the above, the total number of IFs from Member States that can operate in our
country at the end of 2020 was 1952 (without the representative offices).

During the reporting year 17 notifications were received from management companies
from EU Member States in connection with their intention to offer units of 89 classes of securities
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from 29 funds / sub-funds of collective investment schemes from Member States on the
territory of the Republic of Bulgaria. During the period, additional notifications were received for
registration of 463 new classes of securities of already notified funds and sub-funds in the form
of updated information. For the same period 6 notifications were received for termination of
the offering of a total of 22 classes of securities, of 13 sub-funds, of 6 collective investment
schemes by Member States. Towards the end of 2020 the total number of the offered classes of
securities of collective investment schemes from member states, which operate in our country, is
1636 classes of securities of 333 funds / sub-funds of 48 collective investment schemes from
Member States.

Two notifications from management companies from a Member State intending to operate
on the territory of the Republic of Bulgaria under the terms of free provision of services were
received in 2020, and the notifications of another 5 MCs were supplemented, thus the total
number of management companies from Member States intending to operate in Bulgaria at the
end of 2020, was 32.

In 2020 a notification was received under Art. 17 of Directive 2009/65 / EC of CBC Asset
Management HB, (Belgium) to change the scope of notification of CBC Asset Management HB -
Bulgaria Branch, by adding new services.

In 2020, 3 notifications were received from AIFM from EU member states that intend to
operate on the territory of the Republic of Bulgaria and 1 notification for termination of the
passport. Additionally, in 2020 the termination of the notification of two more AIFMs was
established, which means that the total number of AIFMs from Member States that intend to
operate in Bulgaria by the end of 2020 is 72.

In 2020, 24 notifications were received in connection with the offering of 29 alternative
investment funds (AIF) from EU Member States on the territory of the Republic of Bulgaria. At
the same time, 48 alternative investment funds have ceased their passports, bringing the total
number of AIF from member states offered in Bulgaria at the end of 2020 to 81.

In 2020, 15 notifications were received in connection with the offering of 21 European
venture capital funds (EuVECA) from an EU Member State on the territory of the Republic of
Bulgaria, and 2 notifications for termination of 2 funds by which the total number of EuWVECA
funds from Member States offered in Bulgaria at the end of 2020 was 50.

In 2020, for the first time, a notification was received in connection with the offer of 1
European Social Entrepreneurship Fund (EuSEF).

In 2020, there were no notifications regarding the free provision of services on the territory
of the Republic of Bulgaria from a central securities depository. At the end of the year, 1
notification was received from the Securities Market Agency (SMA), Slovenia, regarding the free
provision of services on the territory of the Republic of Bulgaria by the Central Securities
Depository KDD - Central Securities Clearing Corporation LLC, Ljubljana, which ended in 2021.

In the FSC in the reporting year 2020 were received a total of 28 notifications under the
Prospectus Regulation, out of which 15 notifications for new prospectuses and 13
notifications for additions to prospectuses of companies from other EU member states, intending
to make a public offering of securities on the territory of the Republic of Bulgaria.

42



In 2020, The FSC has sent 2 notifications of a Bulgarian public company in connection
with the initial public offering of shares in other EU Member States.

Table 13. Notifications of foreign companies intending to operate on the territory of the
Republic of Bulgaria

Number as at New and Terminated | Number as
31.12.2019 concluded in in 2020 at
2020 31.12.202
0

Investment firms 1,953 70 71 1,952
Management companies 25 7 0 32
Collective investment 1,106 559 2 1,636
schemes (classes)
Alternative investment 7 3 3 7
scheme managers
Alternative investment funds 100 29 48 81
European Venture Capital
Funds (EuVECA) 31 21 2 >0
European Social
Entrepreneurship Funds 0 1 0 1
(EuSEF)
Centre}l sgcun‘ues 3 0 0 3
depositories
Prospectuses 155 28 0 183
Insurance companies
Insurance intermediaries
Institutions for occupational
retirement provision

In 2020, 25 notifications were considered from 1 IF licensed by the FSC regarding the
intention of the company to operate under the conditions of free provision of services without
opening a branch in other Member States (Austria, Croatia, Cyprus, Czech Republic, Denmark,
Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania,
Luxembourg, Malta, the Netherlands, Poland, Portugal, Romania, Slovakia, Slovenia, Sweden and
Spain). During the period, notifications were received from 1 investment firm to 26 countries, for
which the proceedings are targeted for 2021.

In 2020, 1 notification was received from a Bulgarian IF for the establishment of a branch
on the territory of Germany, the proceedings on which were terminated at the request of the
applicant. No notification has been received for the closure of a branch of a Bulgarian IF on the
territory of another Member State.

During the period, the FSC has received 1 notification from an If to terminate operations
in the UK through a tied agent established in the United Kingdom.

In 2020, no notifications were received from management companies from the Republic of
Bulgaria for carrying out activities on the territory of other Member States under the conditions of
free provision of services. During the reporting year 3 notifications were examined for offering 8
CISs from the Republic of Bulgaria on the territory of Slovenia and Germany.
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The FSC has not licensed AIFM so far, in view of which there is no Bulgarian AIFM that
can send notifications applicable to AIF in this capacity, managed by it.

To date, Central Depository AD has not initiated a notification for the provision of services
in other Member States in its capacity as a central securities depository licensed by the FSC.

During the reporting period, the FSC did not submit any applications for approval of
prospectuses for securities issued in the Republic of Bulgaria for their admission to trading on
foreign markets.

Table 14. Notifications of Bulgarian companies intending to operate on the territory of
other Member States

Number as at | Considered in | Terminated Number as at
31.12.2019 2020 in 2020 31.12.2020
Investment firms 277 25 1 301
Management companies 3 0 0 3
Collective investment 12 g 0 20
schemes
Prospectuses 4 0 0 4

Insurance companies
Insurance brokers
Institutions for
occupational retirement
provision

Note: ** Two proceedings of 2 MCs for 3 CIS have been initiated in 2019 but have not been concluded in 2020.

Insurance and reinsurance

In 2020, a total of 251 netifications were received on the intention of insurance companies
and insurance firms domiciled in other Member States to carry out or cease operation in the
territory of the Republic of Bulgaria under the conditions of the freedom to provide services or the
right of establishment, as well as to extend the scope of the notification sent to the FSC.

In 2020 11 notifications were sent to the competent authorities of EU Member States for
the intention of insurance companies domiciled in the Republic of Bulgaria to carry out or cease
operation on their territory.

In 2020 8 notifications were sent to the competent authorities of EU Member States for
the intention of insurance intermediaries domiciled in the Republic of Bulgaria to carry out or
cease operation as insurance intermediaries on their territory.

As of the end of 2020, the number of insurance companies domiciled in other EU and EEA
Member States, for which notifications have been sent to the FSC for their intention to operate on
the territory of the Republic of Bulgaria under the conditions of freedom to provide services,
amounts to on 649. The total number of insurance companies with registered office on the territory
of the Republic of Bulgaria, which have stated their intention to carry out insurance activity on the
territory of other EU Member States under the conditions of freedom to provide services, is 18.

At the end of 2020, the number of insurance intermediaries from Member States that have
stated their intentions to operate as insurance intermediaries on the territory of the Republic of
Bulgaria under the terms of the freedom to provide services and right of establishment (through a
branch), is 3123. The total number of insurance intermediaries domiciled in the Republic of
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Bulgaria that have stated their intentions to operate as insurance intermediaries on the territory of
EU Member States under the terms of the freedom to provide services and right of establishment
is 52 intermediaries.

Table 15. Notifications of foreign companies intending to operate on the territory of the
Republic of Bulgaria

Number as at New and Terminated in Number as at
31.12.2019 concluded in 2020 31.12.2020
2020

Investment firms

Management
companies

Collective investment
schemes (classes)

Alternative investment
scheme managers

Alternative investment
funds

European Venture
Capital Funds
(EuVECA)

Central securities
depositories

Insurance companies 640 19 10 649

Insurance

intermediaries 2,603 573 53 3,123
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Institutions for
occupational retirement - - - -
provision

Supplementary pension insurance

No notifications by institutions for occupational retirement provision from EU Member
States intending to operate on the territory of the Republic of Bulgaria as well as no notifications
of local pension insurance companies intending to operate in the territory of the EU were
received in 2020.

Table 16. Notifications of Bulgarian companies intending to operate on the territory of other
Member States

Number as at New in 2020 Terminated | Number as at
31.12.2019 in 2020 31.12.2020

Institutions for
occupational retirement - - - -
provision

2.3. Certification

Investment firms

In 2020, there are no examinations for acquiring the right to operate as a broker of financial
instruments and an investment consultant - both initiated examination campaigns (in May and
November) were cancelled due to the complex and dynamic epidemic situation in the country
caused by the coronavirus infection COVID-19.

In addition, in 2020, 2 certificates were issued as a result of a recognised capacity to operate
as an investment consultant. In the reporting 2020 no refusals were issued to recognise the acquired
qualification to operate as an investment consultant.

In 2020, there were no proceedings for revoking the right of persons to act as a financial
instruments broker or an investment consultant, neither after their voluntary refusal nor on the
initiative of the supervisory authority.

Table 17. Dynamics of certified persons

2016 2017 2018 2019 2020
Investment consultants 14 (5) 31 (21) 14 (9) 23 (13) 2 (0)
Securities brokers 5(6) (14) (45) (17) (0)
Insurance brokers
Actuaries

Note: The table shows the total number of persons who acquired the right to perform the activity determined by law
during the respective year, and in brackets are marked the persons who received the legal capacity in question after
passing an exam at the FSC. The change in the number of persons possessing the respective qualification includes
both the permits for carrying out activity issued and revoked during the reporting period.
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3. Supervisory activity

3.1.  Off-site supervision

Off-site supervision is an independent part of the supervisory activity, which involves
analysis of information received by the FSC. It ensures constant monitoring and periodic
assessment of the condition of the supervised entities and the results of their activities. The aim is
regular monitoring of compliance with the regulations by investment firms (IFs) and assessment
of the financial status of each IF, as well as the legality of their activities. The received information
allows the supervisory body to react in a timely manner to emerging problems and inconsistencies
with regulatory requirements, in order to achieve the statutory objectives of the regulator - to
protect the interests of investors and users of services and ensure transparency and information for
market participants. During the reporting period, 18,579 inspections were carried out, including
149 inspections regarding the financial condition of the investment firms according to forms
approved on the grounds of Art. 70, para. 2 of Ordinance Ne 50 of 19.06.2015 on the capital
adequacy and liquidity of investment firms and supervision of their observance (Ordinance Ne 50)
and according to Order Ne 218 / 10.07.2015 of the Deputy Chairperson of the FSC, managing
Investment Supervision Department. 544 inspections of the owned client assets, divided into
subject and not subject to compensation by the Investor Compensation Fund, 16 916 inspections
of the concluded transactions with financial instruments admitted to trading on a regulated market,
373 inspections for the capital adequacy and liquidity of the investment firms, according to the
requirements of Regulation (EU) Ne 575/2013 of the European Parliament and of the Council of
26 June 2013 on prudential requirements for credit institutions and investment firms and amending
Regulation (EU) Ne 648/2012. At the same time, during the off-site supervision, 56 reports on the
results of the performed monitoring of the risks according to the requirements of Art. 52 of
Ordinance Ne 38 on the requirements for the activity of investment firms.

In the reporting period 845 notifications were reviewed and analysed, which were received
under Art. 19 of Regulation (EU) No. 596/2014 of the European Parliament and of the Council of
16 April 2014 on market abuse.

Also 311 inspections due to complaints, reports and inquiries from natural persons, legal
entities and government authorities were carried out. Most of the cited complaints were filed by
foreign entities and were against companies and/or websites/platforms for trading in financial
instruments that did not have a license to conduct investment intermediation activities, which was
subject to investigations by law enforcement agencies, so signals were prepared and sent to them.

Orders have been prepared for entering 894 circumstances regarding the activity of
investment intermediaries, investment advisers, brokers of financial instruments and BSE AD.

During the reporting period, a circular was sent to all investment firms to identify
significant investment firms, as required by item. 74 of the Additional Provisions of the Markets
in Financial Instruments Act (MFIA), as well as to identify investment firms subject to
consolidated supervision pursuant to Part Three, Section One “Supervision on a Consolidated
Basis” of the MFIA.

Two letters were sent to all investment firms in connection with the impact and
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consequences of the coronavirus infection COVID-19, the observed decline in major stock indices
both in Bulgaria and worldwide, sharp changes in oil prices and more. In order to maintain
financial stability and take preventive measures in this regard, companies had recommendations
to review the existing internal rules and procedures, as well as a temporary anti-crisis measure,
investment firms that have made a profit not to distribute dividends.

In 2020, a letter was sent to all investment firms regarding the provision of information on
the date of the last update of the Recovery Plan. It shall be prepared in accordance with Art. 6,
para. 1 of the Recovery and Resolution of Credit Institutions and Investment Firms Act (RRCIIFA)
by investment firms, which have received a license for carrying out activity under Art. 6, para. 2,
items 3 and 6 and under Art. 6, para. 3, item 1 of MFIA. According to Art. 6, para. 2 of RRCIIFA,
the investment firms shall review and update the Recovery Plan at least once a year or after a
change in the legal form, management structure or organizational structure, economic activity or
financial condition that may have a material impact on the Recovery Plan or to impose a change
in it.

In connection with the divergent practice on reporting the combined buffer requirement, a
circular was sent to all investment firms, clarifying that the combined buffer requirement should
be covered by equity that is a surplus above the minimum capital requirement under Regulation
(EU) Ne 575/2013 and required additional capital in excess of the requirements of that Regulation.

In 2020, during supervision, 7 coercive administrative measures, 5 of which were related
to taking specific measures, were imposed on investment firms and implemented by a decision of
the Deputy Chairperson of the Commission, head of the Investment Supervision Department, in
connection with established violations of the applicable legislation. The other 2 coercive
administrative measures were implemented by a decision of the Commission, one of them obliging
the investment firm to change its internal rules, and the other coercive measure is on the occasion
of the suspension of trading in certain financial instruments.

Collective investment schemes and management companies

The scope of the off-site supervision performed by the FSC regarding CISs and MCs covers
the annual financial statements of CIS and MC regularly submitted to the FSC, the six-month
financial statements and the monthly balance sheets for CISs, and quarterly reports for MCs
according to a template, set by the Deputy Chairperson in charge of Investment Activity
Supervision Division. During the reporting period, an inspection of the documents of 163
annual, 127 six-month and 122 quarterly financial reports, as well as 1509 monthly balance sheets
of the management companies of CISs were performed. During the year, 673 inspections of
documents received by the FSC, including through the unified system for providing information
electronically, established and maintained by the FSC - e-Register, were carried out on the
prospectuses of CISs and on key investor information documents in compliance with the obligation
for their submission to the regulatory authority and respectively their publishing.

In accordance with the requirements of the CISOUCIA, twice a month the MCs present
summarized information on the determined issue values and redemption prices of the units of the
CIS managed by them. To comply with these obligations, during 2020 the FSC has received and
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accordingly checked 3,018 reports with summarized information for the determined issue
values and redemption prices of the shares of the CIS managed by the companies.

Regarding the information submitted regularly (twice a year) by the MC, during the
year, 61 inspections were carried out of the lists of persons with direct or indirect qualifying
holdings (10% or more than 10% of the voting rights at the general meeting of the shareholders of
the MC), as well as of the data about their votes in the general meeting of company shareholders.

Regarding the supervision of the compliance with the investment restrictions by the MC
in the managed CIS portfolios , 151 inspections were carried out during the reporting period
based on notifications received by the Commission for violations of investment restrictions due to
reasons beyond the control of the MC and CIS.

As a result of the documentary inspections during the off-site supervision, with 64 orders
of the Deputy Chairperson in charge of the Investment Activity Supervision Division, a total of
981 entries of circumstances were made in the public register kept by the FSC regarding the MC
and the CIS.

In connection with the performed off-site supervision over the activity of the MCs and the
CISs organized and managed by them, during the reporting period a total of 2 proceedings were
initiated for issuance of individual administrative acts for the application of coercive
administrative measures. The open proceedings are in connection with non-fulfilment of certain
regulatory obligations, concerning publication on the website of the Management Board of the six-
monthly reports for the first half of 2020 of the CISs managed by them, with the content under
Art. 75 of Ordinance Ne 44. Given the fact that the companies have fulfilled their obligations before
issuing the coercive administrative measures, the open proceedings are terminated.

In the course of the off-site supervision 50 inquiries and requests for opinions were
examined from legal entities, incl. supervised entities, foreign persons, as well as from natural
persons, as each of them has been analysed and the necessary actions have been taken in order to
systematize the information necessary for preparation of a response to the persons.

Within the framework of the performed off-site supervision with regard to foreign CIS
originating from another EU Member State, whose shares are offered within the territory of the
Republic of Bulgaria under the terms of freedom to provide services, 397 applications for the
updating of the webpage of the FSC were prepared during the reporting period, based on which a
total of 5285 documents were published, which were mainly prospectuses, documents with key
information regarding investors and financial statements.

In connection with the performed supervisory activity, during the reporting period a total
of 15 circular letters were sent to MCs requiring the MCs to complete a CIS liquidity risk
questionnaire, information on preferential terms for mutual fund investors, information on unit
repurchase orders and the emergence of grounds for suspension of repurchase, providing
information for the needs of the European Banking Authority, information on the average annual
NAYV of the CIS for 2019, it is required to ensure the continuity of the activity of the MC. Along
with the previous letters, the MCs were informed about the update of the report for providing
information on redeemed units, as well as about the change in the way of presenting the sample
reports in the financial statements of the MC, instructions were given regarding the deadlines for
updating the SGElIs, information was sent on the forthcoming update of the list of third country
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markets in relation to Brexit, the inclusion of information in the prospectuses of the method of
calculating the risk exposure was addressed, as well as information on the impact of the spread of
COVID-19 on the activity of MCs and CISs.

During the reporting period, the FSC, together with the other national competent authorities
of the EU Member States, participated in the joint supervisory action undertaken by ESMA on the
management of UCITS liquidity risk. Compliance with UCITS liquidity risk management rules is
key to ensuring financial stability, investor protection and the proper functioning of financial
markets, reviewing internal rules and procedures and assessing the extent to which these rules are
observed in practice. The results of the performed supervisory action will be finally analysed in
the next reporting period.

Another focus topic of supervision in 2020 is the impact of the spread of COVID-19 on
the activity of MCs and CISs. In this regard, the MCs was required to provide information on a
weekly basis on the redemption orders received during the period for CISs, and continuous
monitoring of the volume of redemptions and liquidity of the CISs’ assets was carried out.

In connection with document checks on 3 MCs performed in previous reporting periods,
in 2020 the ongoing monitoring of certain aspects of their activity has been completed.

Apart from the above, during the reporting period off-site inspections on 6 MCs were
initiated in connection with the additional portfolio management services provided by them at their
own discretion, without special orders from the client and investment consultations, which
inspections will continue in 2021.

The thematic off-site inspection carried out during the period, concerning all MCs and
CISs, covered the annual reviews of remuneration policies for the previous year 2019. During the
inspection, 13 MCs were given instructions for a second review, taking into account the relevant
provisions of the CISOUCIA and the Guidelines on Reasonable Remuneration Policies under the
UCITS Directive.

During the off-site supervision, thematic inspections were performed on the manner of
representation of the MCs, the average annual net asset value of the CISs, as well as on the policies
for engagement of the MCs.

With regard to the identified discrepancies with the current national and European
standards, actions have been taken to eliminate them, and the monitoring of those that are not
aligned at the end of the reporting period will continue in 2021.

Other collective investment undertakings

The object of off-site supervision carried out by the FSC are also other collective
investment undertakings, such as the sovereign wealth funds (SWFs), representing a type of
alternative investment funds (AIF), as well as the alternative investment funds managers (AIFMs)
in relation to their activity. In this regard, during the reporting period one document inspection
was carried out of the 4 annual, 4 biannual, 15 quarterly financial statements and 50 monthly
balance sheets of the SWF regularly represented in the FSC, as well as 20 inspections of the
information disclosed every six months by AIFMs about the AIF managed by them. The
information provided by the AIFMs to the FSC is reported to the European Securities and Markets
Authority (ESMA) through the dedicated platform.
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In connection with the convening and holding of general meetings of the shareholders of
the three closed-end SWFs in 2020, 2 inspections of documents were carried out regarding the
compliance with the obligation to announce to the FSC and the Commercial Register the
invitations and the materials attached thereto as well as the minutes of the general meetings and
their decisions.

Regarding the notifications and disclosure of major holdings of the three closed-end
SWFs during the reporting year 6 inspections were performed on the notification presented by the
liable persons under Art. 145 of the POSA.

As a result of the inspections of documents during the performance of off-site supervision,
by order of the Deputy Chairperson in charge of the Investment Supervision Division, 27 entries
of circumstances were made in the public registers of SWFs and AIFMs kept by the FSC.

One circular was sent to AIFMs regarding the annual fee due for 2020

In relation to the off-site supervision carried out on the activity of the MCs and the CISs
managed by them, as well as on the activity of the SWFs and the AIFMs, a total of 72 acts were
established during the reporting year for establishing administrative violations in the activity
of MCs and the CISs managed by them, as well as that of other collective investment undertakings.

Public companies, Special Purpose Investment Companies and other issuers of
securities

Off-site supervision of public companies, special purpose investment companies (SPICs)
and other issuers of securities covers verification of the financial statements provided to the FSC
and the public, through the media, individual annual and quarterly financial statements or quarterly
statements of financial position, as well as consolidated ones submitted by issuers who are required
to prepare consolidated financial statements. In addition, off-site supervision covers a review of
the fulfilment of the obligations of bond issuers to submit to the FSC, BSE AD and the public a
report on the fulfilment of their obligations under the terms of the bond issue and to the
bondholders' trustees to submit to the FSC and on the regulated market where the bonds are traded,
a report for the respective reporting period.

In order to ensure compliance with the requirements of POSA in connection with the public
disclosure of due information on the regulated market in which the financial instruments of issuers
are admitted to trading, in the reporting 2020 the effective interaction and exchange of information
between the FSC and the BSE AD continued, which to a significant extent is aimed at detecting
the companies that have not fulfilled their obligations under the law or have fulfilled them with a
delay.

The reporting period covers an examination of the annual and interim (individual and
consolidated) financial statements, respectively individual and consolidated interim public
notifications submitted to the FSC, the BSE AD and the public. In addition to the above-mentioned
reports, in 2020 documentary inspections were carried out on reports on the fulfilment of the
obligations of the bond issuers, according to the terms of the bond issue, as well as on the reports
provided to the trustees of the bondholders. In this regard, in 2020 document inspections were
performed on 4 213 financial statements. As a result of ongoing supervision 372 thematic
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inspections were initiated, mainly related to the analysis of additionally required data from the
supervised entities, who submitted to the FSC and to the public financial reports on the observance
of mandatory provisions of the POSA. AEAVs have been drawn up for the established violations.

In connection with the convening and holding of general meetings of shareholders of
public companies and general meetings of bondholders of issuers of securities in 2020, 1,428
documentary inspections were carried out of the content and timely submission to the FSC of
invitations and the written materials attached to them, as well as of the minutes of the decisions
made by the General Meetings submitted to the Commission. AEAVs have been drawn up for the
established violations.

In 2020 on the disclosure of a significant holding in the capital of a public company or
the change in such a circumstance, 38 inspections were carried out of the information regularly
received from Central Depository AD and the notifications submitted to the Commission. AEAVs
have been drawn up for the established violations.

Part of the regulated information that the liable persons disclose to the Commission and to
the public is the insider information pursuant to Regulation (EU) No. 596/2014 of the European
Parliament and of the Council of 16 April 2014 on market abuse that has been in force as of 3 July
2016. During the review of the disclosed information, an assessment is made of the need to check
the compliance with the other special requirements of the law, for example: compliance with the
regime for large value transactions, market manipulations and misuse of inside information, etc.
The regulatory compliance of the disclosure of information, part of which is also disclosed in the
financial statements of public companies and other issuers of securities is determined during its
formal verification, as well as whether it has been appropriately disclosed. The supervised
entities made 1,777 disclosures using electronic forms for disclosure of inside information in
2019 that were analysed during the off-site supervision.

As a result of the off-site inspections of the annual and quarterly financial statements and
notifications on the financial condition (individual and consolidated) presented by the FSC and
published through the media by public companies, bond issuers and SPICs, reports on the
fulfilment of issuers' obligations related to issues bonds and the reports submitted to the trustees
of the bondholders, as well as to the procedures for convening and conducting the GMS, During
the reporting period, 370 administrative proceedings for issuing individual administrative
acts for application of coercive administrative measures were opened. Due to the non-
performance of the statutory obligations, which have not been fulfilled and following the initiation
of administrative proceedings for issuing individual administrative acts for application of coercive
administrative measures, 191 decisions were issued obliging the supervised entities to bring their
activity in compliance with the legal requirements, through observance oof specific actions and
measures.

As a result of the performance of statutory obligations, following the initiation of the
administrative proceedings, 156 of these were terminated.

Regarding the obligations of the supervised entities of the FSC for fees for general financial
supervision, in 2020, electronically through a single platform for information exchange, the NRA
were sent 11 acts for establishing public debts to the state (AEPDS) - annual fee for general
financial supervision and legal interest for delay.
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In the course of the current supervision, during the reporting period they are 6,696
electronic forms were received and processed in the electronic information disclosure system e-
Register. Those of them, which after review were released publicity, are visualized through the
official website of the Commission - "News" section of the e-Register.

In addition, in connection with notifications and documents received outside the e-Register
system, related to circumstances subject to entry in the register under Art. 30, para. 1, item 3 of
the FSCA, in the course of the off-site supervision of public companies, issuers of securities and
REITs in 2020 are issued orders on paper for a total 792 entries.

Through an independent module “E-REGISTER 1D” in the unified electronic system for
receipt of information from the FSC developed and maintained by the Commission servicing the
processes of acceptance and publishing of information by companies under Article 1E of the
Supplementary Provisions of POSA as established to standardize and facilitate the process of
provision of the required information by the obligated entities, its public disclosure and use by
external users — third persons, a total of 1946 applications for registration / deletion, title forms
and reports were received and processed in 2020.

During 2020, a total of 140 complaints, reports and inquiries from natural persons, legal
entities and government authorities were received by the Commission. Some of them concern the
activities of public companies, bond issuers and SPICs. After review and analysis of the factual
situation presented in them, relevant inspections were carried out, and if necessary, documents and
information were collected from the relevant institutions and supervised entities or from third
parties. An assessment was made of the compliance with the respective applicable legislation and
a total of 100 responses were prepared which were sent directly to the persons, and the rest
were made under Art. 28 of the Regulations on the Structure and Activities of the FSC and its
Administration, for preparation of a final answer in specific cases.

As a result of the off-site supervision over the activity of the public companies, special
purpose investment companies and the issuers of securities in 2020, a total of 567 AEAVs were
drawn up.

Insurance and reinsurance

The supervision activity of Insurance Supervision Division over the supervised entities,
consists in controlling their activity in compliance with the requirements of the Insurance Code
(IC), the acts for its implementation, as well as the acts of the European Commission implementing
Directive 2009/138/EC of the European Parliament and of the Council of 25 November 2009 on
the taking-up and pursuit of the business of Insurance and Reinsurance (Solvency II).

Off-site supervision in 2020 is based on annual and periodic reports, reports of insurers and
reinsurers, insurance groups, the Guarantee Fund and insurance brokers submitted to the FSC in
accordance with the reporting obligations to the supervisory authority in accordance with the
requirements of Art. 126 of the IC and Art. 311, para. 3 of the IC, as well as the required additional
information for certain areas of their activity. During the year, 670 off-site inspections were
performed on documents of insurers, reinsurers, insurance groups and the Guarantee Fund.
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In 2020 the conformity with the legal provisions of the IC related to the minimum capital
requirement and the solvency capital requirement was inspected within the current off-site
supervision with regard to insurers and reinsurers implementing the Solvency II regime.

An examination and verification of the solvency and financial condition reports submitted
the regular supervisory reports and the reports on the results of the assessment of the aggregate
solvency needs presented by insurers and reinsurers were also carried out for compliance of the
information with the Guidelines of the European Insurance and Occupational Pensions Authority
(EIOPA). Letters were sent to insurers requesting supplementation of the submitted supervisory
report on the results of the assessment of the aggregate needs in terms of solvency.

A review of the assets to cover the technical provisions of insurers and of their compliance
with the statutory requirements in respect of the types of assets and their structure was performed
in 2020 in relation to insurers without right of access to the single market, as well as whether the
amount of the assets to cover the technical provisions corresponds to the amount of the technical
provisions set up to the last quarter.

Inspection was made of the sufficiency of the own funds of companies without access to
the single market for coverage of the solvency margin/guarantee capital and for compliance with
the solvency requirements at the end of each quarter.

In order to verify the implementation of the prudent investor principle, guaranteeing the
security, quality, liquidity and profitability of the investment portfolio of insurers, in 2020 the
investment policies of non-life insurers were collected. On the basis of the information gathered,
a report was prepared, including an analysis of the investments of non-life insurance companies
with access to the single market and investments at European level according to the published
statistics of EIOPA. The collection of this information aims to study and analyse the application
of the prudent investor principle by non-life insurers, which in principle guarantees the security,
quality, liquidity and profitability of the investment portfolio of companies. As a result, it is
proposed to take action against certain insurers.

In connection with the shares held per shareholder, two insurance companies were required
to reduce the equalization reserve when preparing reports S.23.01.01.02 and S.23.01.01.01 under
Implementing Regulation (EU) Ne2015 / 2450 as of 31.12.2020 ., as this situation is
unambiguously defined by the EIOPA Guidelines as a situation equivalent to owning shares by
the insurer, respectively as a form of encumbrance of the main own funds.

Also, during the past year the monthly reports received by the FSC from the conservator
of Euroamerican Insurance Company AD, whose license to conduct insurance activities was
revoked at the end of 2019, were reviewed. As a result of the review, a letter was sent to the
company to request additional information.

In addition, in 2020, off-site inspections were carried out on:

e separate categories of assets from the Solvency II balance sheet and the Financial
position report under Ordinance No 53;

e the value of the shares held by the insurers, which are traded on a regulated market, in
order to fulfil Art. 77a of Ordinance 53 of 23.12.2016 at the end of each quarter of 2020;

¢ lending policies in accordance with Art. 261 of Delegated Regulation 2015/35.
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In 2020, based on the EIOPA Guidelines to support effective dialogue between supervisors
and statutory auditors and audit firms carrying out statutory audits of these companies
(EIOPA16/858), a number of working meetings were held with some of the audit firms approved
to verify and certify the annual financial statements for 2019. As a result of the COVID-19
pandemic and the restrictive measures introduced, meetings were held remotely through
conference calls During the meetings a number of issues were discussed to be taken into account
by the audit firms when performing the audit of the insurance and reinsurance companies.

The off-site supervision of insurers also included a verification of the sufficiency of the
established technical provisions. In this regard, the following was done:

e In connection with the determination of the amount of provisions for incurred but
unfiled claims under Motor Third-Party Liability, information on the amount and number of the
claims made and paid under the insurance and the value of the development factors is summarized
and published on the web page of the FSC.

e review of the reports submitted to the Commission by the insurers with the periodic
reporting and of the data on the paid insurance claims under item 10.1 of section II (A) of Annex
No 1 of the Insurance Code in the electronic information system for risk assessment, management
and control, maintained by the Guarantee Fund. The identified deviations are communicated with
the respective insurers;

e verification of the information received according to Order Ne 3-324 from 24.09.2019
from the insurers;

e opinions were prepared regarding motivated requests of the insurers for setting aside
a reserve for incurred but not reported claims, according to Art. Art. 92, para. 1 of Ordinance No
53. Based on the prepared opinions, decisions have been issued for approval of a method for
forming a reserve for claims arising but not filed as of 31.12.2019 and currently in 2020;

e adecision was also issued approving a method for forming another reserve;

e Based on the information received from the insurers under Art. 125 and Art. 126 of
the IC for the development of the market insurance portfolio by classes of insurance under Section
IT of Annex Ne 1 of the IC, during the reporting quarter calculations were performed in connection
with Art. 91, para. 3, item 2 of Ordinance Ne 53 of 23.12.2016. A methodology of a database for
the period 2009 - 2019 has been used for determining the minimum percentages under Art. 91,
para. 3, item 2 of Ordinance Ne 53. In this regard, a procedure was opened for issuing a general
administrative act for determining minimum percentages in connection with Art. 91, para. 3, item
2 of Ordinance Ne 53, which should be used by insurers who do not have sufficiently representative
and reliable statistics for the development of claims in determining the amount of the reserve for
incurred but not filed claims by insurance classes under Section II of Annex Ne 1 of the IC (with
the exception of item 10.1. Any insurance against damages arising from the use of land motor
vehicles) as of 31.12.2020 and currently in 2021;

e By the end of each quarter of 2020, a verification was performed to ensure that there
is compliance with the legal requirements to the method used to determine the amount of the
provision for incurred but not reported claims under Motor Third-Party Liability.
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e Regular review of the reports submitted to the FSC by the insurers with the periodic
reporting in connection with the sufficiency of the reserve for reported but not settled claims for
insurance under item 10.1 of Section II, letter "A" of Annex 1 of the IC.

e At the beginning of each quarter the maximum amount of the used technical interest
in the calculations of the premiums and reserves was calculated and published on the FSC website
according to Art. 86, para 11 of Ordinance No 53.

In connection with the performed off-site supervision over the activity of insurers and
reinsurers in 2020, a total 4 proceedings were initiated for issuance of an individual
administrative act for the application of coercive administrative measures. All open
proceedings have ended with the issuance of an individual administrative act.

3.1.1. FOCUS TOPIC: Actions taken in order to preserve the financial stability of the
insurance market in our country in the conditions of COVID-19

With the spread of the COVID-19 pandemic in 2020 in Europe and globally, financial
market risks have increased as a result of expectations of significant negative economic
consequences. In order to ensure the continuity of the provision of insurance services and products
and to preserve the financial stability of the insurance market in Bulgaria, the Financial
Supervision Commission (FSC) has taken measures in accordance with the recommendations and
guidelines of the European Insurance and Occupational Pensions Authority (EIOPA). and the
European Systemic Risk Board (ESRB).

In March 2020, the FSC sent letters to all (re) insurers based in the Republic of Bulgaria,
which require them to analyse and evaluate their internal rules for action in crisis situations in
order to take adequate action to ensure the continuity of their activities for the provision of
insurance services in accordance with Art. 77, para. 3 of the Insurance Code (IC), analysis and
assessment of the risk factors in terms of their investments, as well as preliminary reports in order
to assess their financial condition.

The Commission has also issued a Practice on the implementation of the EIOPA
Recommendations on a flexible supervisory approach regarding the deadlines for supervisory
reporting and public disclosure in relation to COVID-19 (EIOPA-BoS-20/236).

In early April 2020, the FSC informed the general public about EIOPA's statement on
actions to mitigate the impact of COVID-19 on the EU insurance sector.

In response to EIOPA's public statement on the temporary withholding of dividends,
redemption for shareholder remuneration and other variable remuneration, as well as the
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subsequent recommendation of the ESRB, the FSC sent letters to (re) insurers requesting
information on their intentions and the legal obligation to pay remuneration, as well as an
assessment of the impact of the actions taken by them on their financial stability. The FSC analysed
the received information, and the results show that the actions taken by the insurers are adequate
in the conditions of COVID-19 and do not have a negative impact on the coverage of the capital
requirement for solvency, as well as on their liquidity position.

Based on the latest information available to the FSC on the insurance market, it can be
concluded that the risk of COVID-19 is relatively limited, and no insurer is threatened by
insolvency or insufficient liquidity due to the pandemic situation. The COVID-19 pandemic
requires a number of changes in the activities of market participants, with the majority of
companies focusing mainly on reorganization and optimization of internal processes and
digitalization of products and services.

Actions against insurers and reinsurers arising from the spread of COVID-19 and the
state of emergency imposed

In connection with the distribution of COVID-19, in March 2020 the FSC required insurers
and reinsurers (including branches of insurers from other EU Member States) operating in the
territory of the Republic of Bulgaria and the Guarantee Fund to submit:

e analysis and assessment of the internal rules for action in crisis situations, which must
ensure adequacy with regard to the operational implementation of the activity, in order to ensure
its continuity;

e analysis and assessment of the risk factors on the owned investments;

e information on the measures already taken and planned in the future, incl. actual
actions, adopted new documents or amendments to existing documents such as investment
policies, liquidity rules, business continuity rules, contingency plans, etc .;

e other relevant information.

In addition, a recommendation has been made to insurers when concluding sickness and
life insurance policies to clearly inform the users of insurance services whether the coverage under
the insurance contracts includes the consequences of COVID-19. It is stated that instructions
thereof should be given to all insurance intermediaries with which the respective insurer has
contracts for distribution of insurance products.

Also, in order to provide more reliable information and real data by the end of the first
quarter of 2020, in April the FSC requested from insurers and reinsurers a recalculation of the
Solvency Capital Requirement (SCR) and its coverage as of 31.03.2020, cash flow statement, brief
analysis of the most affected business lines (number of terminated contracts, amount of returned
premiums, number and value of redemptions under life insurance, etc.), and information on
intentions for distribution of dividends and the effect of this on the fulfilment of capital
requirements.

In June 2020, insurers and reinsurers were required to provide information on:

e certain thresholds concerning the coverage of the Solvency Capital Requirement
(SCR), respectively the Solvency Margin (SM), and the Minimum Capital Requirement (MCR),
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respectively the Minimum Guarantee Fund (MGF), with eligible own funds (such as minimum
and warning threshold) of coverage), under which the insurer will take measures;

e measures envisaged in case of breach of any of the upper thresholds;

e updated program for the activity of the insurer for a period of three years in accordance
with Art. 77, para. 2 of the Insurance Code and planned significant deviations in the development
strategy of the insurer as a result of COVID-19;

e current assessment of the duration and / or development of the COVID-19 crisis, which
would significantly affect the financial indicators of the insurer - investments / assets, premium
income, harmfulness and coverage of SCR / MCR, respectively SM/ MSM, threatening its
stability;

e the assumptions and results made if the insurer has performed stress scenarios in
connection with COVID-19.

Based on an analysis of the information provided, it is proposed to take supervisory action
in respect of insurers.

In order to offer operational assistance and to support the business continuity of insurers
and reinsurers by easing supervisory reporting requirements, as well as to promote convergence
and consistent supervisory approaches in the Member States, the FSC has decided to comply in its
supervisory practice the Recommendations on supervisory flexibility regarding the deadline of
supervisory reporting and public disclosure - Coronavirus/COVID-19 (EIOPA-BoS-20/236)
issued by EIOPA. Pursuant to Section III, item 2 of the Recommendations, insurance companies
with the right of access to the single market and reinsurance companies were obliged to publicly
disclose on their website part of the Solvency and Financial Status Report for 2019 by 21.04.2020
(earlier than the annual reporting deadline) namely to publish the balance sheet (S.02.01), the
impact of long-term guarantee measures and transitional measures (S.22.01), own funds (S.23.01)
and the solvency capital requirement (S .25.01) until 25.03.2020, and insurers without the right of
access to the single market were obliged to disclose reports on the eligible amount of own funds
to cover the solvency margin and guarantee capital. In this regard, the FSC checked the websites
of the insurers for fulfilment of the obligation. Letters were sent to the insurers who did not publish
the information, after which the publication of the information was followed.

The FSC inspected the websites of the insurers operating on the territory of the Republic
of Bulgaria in order to analyse the published public information on the measures taken by them in
connection with COVID-19 and to analyse the information provided on the coverage of the risk of
pandemic.

A regular review of COVID-19 actions by other EU supervisors has been undertaken.
EIOPA also had discussions on measures to mitigate the impact of COVID-19 on consumer
protection, to address messages to insurance users and market participants, and to monitor possible
indicators. risks to the interests of users, as well as to the liquidity of assets.

Representatives of the Insurance Supervision Division (ISD) actively participated in the
work of the expert networks and committees of EIOPA to discuss the effect of COVID-19. EIOPA
questionnaires were completed on:
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- the assessment of the risks associated with the impact of the COVID-19 pandemic on
individual business lines and how the materiality of the various risks posed by the current situation
on insurers is assessed;

- the use of supervisory and regulatory measures in response to the COVID-19 pandemic,
which include, inter alia, the use of transitional measures under the Solvency II Directive for
technical provisions / risk-free interest rates and an adjustment for volatility to the relevant term
structure of the risk-free interest rate.

In connection with the preparation of the annual Consumer Trends Report by EIOPA and
the emphasis on the consequences of COVID-19, the FSC sent an inquiry to all insurers based in
the territory of the Republic of Bulgaria regarding their actions for analysis and assessment of the
level of risk on their operating products, the introduced FinTech technologies for risk assessment
or automation of processes, as well as changes in the reported revenue from online sales. From the
analysis of the received data there is no significant risk for the users of insurance services regarding
the performance of the concluded insurance contracts, including changes in the conditions or
introduction of exceptions under the already existing insurance policies. Information was obtained
on a number of measures taken by insurers to limit the risk of the spread of COVID-19, such as:
introduction of alternative methods for payment of insurance premiums and claims, mobile
applications, online consultations, chat-bot, etc. In addition, several insurers have introduced
changes to health insurance coverage or travel assistance insurance products, excluding the risks
associated with COVID-19. At the same time, new products were introduced on the market, with
explicit coverage for the COVID-19 risk.

In connection with a letter from EIOPA regarding concerns received by the Bulgarian
Union of International Carriers about the withdrawal of support from insurers for the transport
sector, letters were sent to the Association of Bulgarian Insurers, as well as to all insurers operating
on the Bulgarian insurance market of Civil liability Insurance related to the possession and use of
motor vehicles with a request for information. The analysis of the information provided showed
that no action was taken by insurers with regard to the transport or other economic sectors related
to the automatic reduction and / or limitation of insurance coverage, given the increased risks
associated with the spread of COVID-19.

Risk based supervision

Based on the Solvency Risk Assessment Framework approved by the FSC, which consists
of a manual for risk-based supervision and risk matrix, a quantitative and qualitative analysis of
each insurer and reinsurer was performed in 2020 in order to prepare an impact assessment and
assessment. of each of them according to the risk-based supervision manual. In order to perform a
more detailed assessment, internal documents of the insurers and reports of the actuarial function
were additionally required and analysed, according to Art. 272 of Delegated Regulation (EU)
2015/35. Reports were prepared as a result of the performed analyses, as each insurer and reinsurer
are categorized on a scale with four categories (1 - low risk; 2 - medium to low risk; 3 - medium
to high risk and 4 - high risk). The results of the analyses are reflected in the Annual Supervisory
Plan for 2021, which consists of all measures planned for each insurer and reinsurer based on a
risk-based review.
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Actions in connection with Bulgaria's accession to ERM 11

In connection with the accession of the Republic of Bulgaria to the Exchange Rate
Mechanism (ERM II) and on the basis of the agreed Action Plan between the FSC and EIOPA, in
2020 there was regular correspondence on the implementation of the plan, including insurers and
areas where implementation was achieved.

Participation in supervisory colleges and market research of European supervisory
authorities

e participation in supervisory colleges;

In 2020, it took part in the work of the supervisory boards in which the FSC participates.
Employees of ISD/ FSC participated in the meetings of the supervisory bodies held during the
year, as well as in the regular exchange of information between them. The planned field meetings
were cancelled due to the COVID-19 pandemic and conference talks were held in their place. The
frequency of the meetings increased, as well as the exchange of information in order to present
data on the activities of the companies in the groups and their financial condition and solvency.

Also, in 2020, two meetings of the supervisory bodies of the college of the Euroins
Insurance Group were held, for which the FSC is a group supervisor.

In addition, in 2020 there was a periodic exchange of information and conference talks
between representatives of ISD/ FSC, the competent supervisory authority of Greece and EIOPA
regarding the activities of Bulgarian insurers, subject to the freedom to provide services in Greece.

e assessment of the impact of the proposed changes on the review of the Solvency II
Directive on the solvency of insurers and reinsurers;

In 2020, the assessment of the impact of the proposed changes on the review of the
Solvency II Directive on the solvency of insurers and reinsurers, launched by EIOPA in 2019,
continued. A follow-up impact assessment has been launched, the so-called holistic / combined
assessment of the changes proposed by EIOPA, which would have a significant effect on the
solvency of insurance and reinsurance undertakings /. In this regard, the FSC determined a sample
of insurance companies based in the Republic of Bulgaria to take part in the assessment and sent
letters to complete quantitative questionnaires. The completed quantitative questionnaires were
checked according to EIOPA guidelines. The discrepancies found corresponded to the insurers, as
a result of which additional questionnaires were received. After validation, the quantitative
questionnaires were sent to EIOPA.

Given the situation caused by COVID-19, which has a significant impact on some balance
sheet items of insurance and reinsurance undertakings and their solvency, a necessity arose to
obtain more up-to-date information than that based on a holistic assessment, which takes into
account the changes caused by COVID-19. In this regard, in July 2020, EIOPA started the
subsequent collection of additional information with a reference date of 30.06.2020 and, through
the national supervisory authorities, required insurance and reinsurance undertakings to provide
quantitative information. The FSC sent letters to insurers designated to provide additional
information. The information received is verified and sent to EIOPA.

e participation in EIOPA working groups and committees;
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In 2020, representatives of the FSC took part in the regular and extraordinary conference
calls of the committees and working networks of EIOPA.

Information was also sent to EIOPA in relation to:

- preparation of spring and autumn report on financial stability;

- proposal for new references to the reporting on Solvency II;

- updating the definitions in Guidelines (ECB / 2015/44 and ECB / 2014/15) of the

European Central Bank in the field of insurance;

- the impact of the application of the long-term guarantee and capital risk measures

provided for in Directive 2009/138 / EC;

- the provisions of Art. 37 and Art. 232 of Directive 2009/138 / EC on the addition of

capital by insurers or reinsurers;

- preparation of a consumer trend report for 2020;

- the costs and results (Cost and Past Performance) of insurance products with an

investment fund, as well as those with profit sharing;

- preparation of the consumer trend report;

- the existing practices regarding the use of risk scenarios related to climate change by

insurance and reinsurance companies in our country.

e other participations;

In connection with the intention of the Republic of Bulgaria to acquire guest status in the
Insurance and Private Pensions Committee (IPPC) of the Organization for Economic Cooperation
and Development (OECD), in 2020 two questionnaires were completed, which provided
quantitative and qualitative information on the development of the insurance sector in 2018 and
2019. The information collected by the OECD is analysed and summarized in a report called
Global Insurance Market Trends.

Also, in 2020 675 off-site documental inspections of insurance brokers were carried
out, out of which 33 thematic ones, as well as 22 thematic inspections of insurers, related to
their obligation to notify the Commission of changes in the list of persons with whom they have
concluded contracts for insurance agency.

The reviewed information includes annual and periodic reports and reports from the
insurance brokers based in the Republic of Bulgaria, submitted to the FSC in accordance with the
reporting obligations to the supervisory body according to the requirements of Art. 311, para. 3 of
the IC.

The thematic off-site inspections performed are related to the offer of insurance on the
Internet. In connection with the expected change in the conditions of distribution of insurance
products and services in the situation of COVID-19, the Insurance Supervision Directorate
monitored the supply of insurance products and services remotely or through the websites of
insurance brokers. In this regard, a review of a total of 156 websites of insurance brokers for which
information is available in the FSC was performed, as well as compliance with the requirements
set in the IC for sending information to users of insurance services, including marketing
communications intended for users, as well as the fulfilment of the basic requirements for
distribution of insurance services at a distance or through a website.
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As a result of the monitoring, the impact of the identified discrepancies on the rights and
interests of the users of insurance services was assessed. In this regard, off-site inspections were
performed of 33 insurance brokers, by sending a letter to provide information and
documentation or to rectify irregularities. As a result, evidence has been provided for compliance
with the instructions or for the temporary cessation of the activities of the websites until the
discrepancies have been eliminated.

A total of 26 acts for established administrative violations were drawn up, of which: 5
AEAVs related to the reporting requirements of insurance brokers, as well as 21 AEAVS of
insurers, related to their obligation to notify the Commission of changes in the list of persons with
whom they have concluded contracts for insurance agency.

Supplementary pension insurance

The off-site supervision of supplementary pension insurance is carried out in two main
directions- daily and periodic supervision. Monitoring is also carried out on the pension insurance
companies (PICs) websites.

Daily supervision is carried out on the basis of the daily reports received by the PIC and
the custodian banks on the activity of the SPF. In 2020, 7,000 daily inspections were carried out.
The inspections monitor the legality of transactions with the assets of pension funds, compliance
with legal restrictions and prohibitions on investing the assets of the funds, the ratio of investments
in certain types of financial instruments to the assets of pension funds, investments in an issuer,
the manner of performing the valuation of the assets and their proper recording by the PIC and the
registers of the custodian banks. During the daily supervision, the correct deduction of the
investment fee and the deduction from each contribution to the supplementary mandatory pension
insurance funds, the change in the value of net assets, the correct determination of the number of
units corresponding to the received and withdrawn amounts, as well as the correct calculation are
monitored. of the value of one unit.

Periodic supervision is carried out on the basis of monthly, quarterly and annual financial
reports and statements on the activities of the PIC and the SPF (supplementary pension funds)
managed by them. A total of 481 inspections were carried out in 2020, including 117 inspections
of the submitted financial statements and reports on the activities of the PIC and 364 inspections
of the submitted financial statements and reports on the activities of the SPF. The statutory and
general financial indicators for the activity of the PIC and the SPF are calculated and analysed on
the basis of the information in the financial statements and reports. The statutory indicators are
used to monitor the lawful implementation of PIC activities on a monthly basis. The statutory
indicators are capital adequacy of PIC, liquidity of PIC and SPF, deducted investment fee for PIC
from VPF and VPF with occupational schemes, management fee from the insurance contributions
of VPF and VPF with occupational schemes, a reserve to guarantee the minimum return for
supplementary mandatory pension funds. The growth of assets and insured persons in the SPF, the
investments and the rate of return of the pension funds are analysed on a monthly basis. The general
financial indicators are calculated and analysed on an annual basis. These indicators are related
both to the activities of the PIC — equity, assets, income and expenses of the PIC, as well as to the
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activities of the SPF — assets, participants, investments, rate of return and income of the pension
funds.

Monthly inspections of the PICs” websites were made during the year also to check the
compliance with the provisions of the Social Insurance Code (SIC) an of Ordinance No. 61 of 27
September 2018 on the requirements for advertising and written information materials and the web
pages of the pension insurance companies. The inspections did not find any significant deficiencies
or inconsistencies. The publication of information on the volume and structure of investments by
types of assets and issuers of financial instruments is also checked on a regular basis (10th day of
the month following the respective quarter).

During the year, a report was prepared summarizing the opinions expressed in the reports
of the joint auditors of the financial statements of the PICs and the managed SPFs for the year
ending on 31.12.2019 and their findings, according to the reports issued by them for factual
findings in connection with the audit. the order of art. 187, para. 3, item 2 of the SIC. As a result
of the conclusions made, a letter was sent to one PIC, requesting a change in the presentation of
certain information in the reports for supervisory purposes.

During the year, a report was prepared summarizing the findings of the PIC auditors,
according to the reports issued by them for factual findings in connection with the requirements of
Art. 187, para. 3, item 3 of the SIC for checking the compliance of the management system with
the requirements of the SIC and the acts for its implementation. As a result of the conclusions
made by the management of a PIC, a recommendation was given to supplement some of their
internal rules.

During the year, an analysis of the overdue receivables of the pension funds related to bond
issues and investment properties owned by them was performed. As a result of the analyses, letters
were sent to the PICs requesting information on the actions taken by the companies to collect the
receivables from the bond issues and from the investment properties. The information received
from the companies is also analysed, and specific measures and deadlines for undertaking
additional actions by the FSC are set, which will help the PIC to collect the overdue receivables
of the funds in order to protect the interests of the insured persons. During the year, 2 companies
were given recommendations in connection with the actions for collection of overdue receivables
of the pension funds, related to owned bond issues and leased investment properties. In order to
implement a systematic approach to the supervision, 4 PICs with a significant share of overdue
receivables of the funds managed by them, related to bond issues, as well as leased investment
properties, were sent a letter requiring regular submission of information on side of the companies’
actions for collection of the receivables due to SPFs, with a view to taking due care in the
management of the funds of the insured persons.

During the year, on the basis of selections, the valuations of certain properties, owned by
SPF, prepared by the independent appraisers, were analysed. Based on the performed analyses,
reports were prepared on compliance with the requirements of Art. 10 of Ordinance Ne 9 of
19.11.2003 of the FSC, and no violations were established. In connection with the findings in the
reports during the year a letter was sent to a PIC, which drew attention to the fact that the company
requires independent appraisers performing valuations of investment property owned by SPFs to
submit to the appraisals a justification for not using other approaches and assessment methods. A
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letter was sent to another PIC due to an error in the report of the independent appraiser for one
investment property and a corrected report was required.

During the year inspections were performed for compliance with the restrictions on
investments of SPF in financial instruments issued by companies of one group and persons with
whom these companies are in close relations, regulated in Art. 178, para. 2 and Art. 251, para. 2
of SIC. An inspection was also performed for the presence of groups and related parties within the
meaning of CSR in respect of mutual funds and their management companies. During the
inspections, no violations were found of the restrictions under Art. 178, para 2 and art. 251, para.
2 of CSR, as well as the prohibitions concerning the investment of the funds of SPFs in mutual
funds and their management companies contained in Art. 177, para. 1, item 4 of the SIC.

The FSC continued the implementation of intensive monitoring in terms of capital
adequacy of 1 PIC during the reporting year.

At the beginning of March 2020, letters were sent to all PICs regarding the spread of
COVID-19, the uncertainty related to Brexit, the imposed tariffs and other sanctions in world trade,
the sharp changes in oil prices, etc., as these factors had an impact on the whole society, incl. on
the implementation of the activity of economic entities and the state of the financial markets. With
these letters the companies were asked for documents and information certifying the undertaken
and planned risk management measures, including monthly reports of the risk management units
for the months of January and February 2020, performed additional analyses and assessment of
the risk factors as well. on the investments of the pension funds and the companies, as well as with
regard to the operational implementation of the activity in order to ensure its continuity,
information on the measures taken and planned in the future by the pension insurance company,
incl. actual actions, adopted new documents or amendments to existing documents such as
investment policies, contingency plans, etc. Based on the submitted documents, an analysis was
performed, the final results of which do not form the conclusion that all PICs have promptly
activated the emergency action plans, thus ensuring the smooth implementation of the activity and
at the same time have taken the necessary measures to preserve health. of its employees. With
regard to the investment activity with SPF funds, including risk management, it was concluded
that in general PICs have undertaken timely protective strategies, actions for enhanced monitoring
of certain positions in order to minimize risks and others. Also in the course of the daily
supervision it was established that the PICs are taking active actions to minimize the risks in the
investments of SPFs and to mitigate the negative effects of the crisis related to the pandemic.

In accordance with the Manual for implementation of risk-based supervision of PICs and
the SPFs managed by them, a comprehensive assessment of the risk profile of each pension
insurance company was performed during the year, including an assessment of systemic
significance and the "time period after the last general inspection". end of each quarter. There were
no significant changes in the risk profile of the companies during the year. At the end of 2020, 3
companies have a low-risk profile, and the remaining 6 companies fall into the range of medium-
risk profile, including risk premium for systemic significance. If the risk premium for systemic
significance is not taken into account, by the end of the year 6 PICs are defined as low risk and
only 3 companies remain with a medium risk profile.
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3.2.  On-site inspections

The on-site inspections are an essential part of the operations of the FSC which supervises
the non- banking financial sector in accordance with its mandate as defined under the FSCA and
the specialized legislation. Their purpose is to establish the lawfulness of the operations in cases,
where this cannot be determined during the off-site supervision, ensuring an objective assessment
of the supervised entity’s financial stability, providing knowledge about the activities and
management of a given supervised entity, and evaluation of their quality and efficiency, identifying
problematic areas within their business, as well as the application of best market practices in order
to protect investor’s interests.

According to the manner of scheduling, the inspections are scheduled and ad-hoc.
Scheduled on- site inspections are performed based on an approved annual plan prepared on the
grounds of applicable approved criteria for classification of supervised entities according to their
risk level. The ad-hoc inspections are performed outside the annual schedule and aim at clarifying
facts and circumstances related to identified issues with exercising off-site supervision, significant
changes (for example in the management structure or the ownership of the supervised entity,
market behaviour, market environment, etc.), data collected through the analysis of the financial
statements submitted to the FSC, as well as other notifications and statements related to complaints
and alerts received by the FSC, in case of identified violations, as well as with regard to
information received from other regulatory authorities or external sources. Depending on the
scope of the inspections, they are comprehensive (complex), which include all main aspects of
the supervised entity’s operations, and thematic, which are more limited in scope and aimed at
inspecting one or several specific aspects of the supervised entity’s activities. Depending on the
officials who carry out the inspections, they can be independent, parallel and joint. The
inspections of one supervised entity performed by experts from one of the divisions of the FSC are
independent inspections as opposed to the parallel inspections that are carried out simultaneously
in several supervised entities by employees in one or several divisions of the FSC. The joint
inspections are carried out by the FSC employees together with other control bodies (SANS, BNB,
NRA, etc.).

Investment firms, central securities depository and regulated markets

In 2020 4 inspections of investment firms are completed, which were opened in 2019. In
view of the way of planning the inspections, they are differentiated into 3 scheduled and 1
unscheduled, and depending on the scope of the inspections: on 3 comprehensive (complex) and
1 thematic, and all inspections are independent from the point of view of the circle of officials
carrying out the inspection. Within the inspections carried out during the reporting period, the
supervised entities had drawn up acts for establishing administrative violations, as well as
coercive administrative measures have been applied. All inspections were completed with the
preparation of reports and delivery of statement of findings to the inspected supervised entities,
and the relevant recommendations for observance of the applicable legislation and bringing the
activity of the persons into compliance.
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In 2020 S inspections of supervised entities were initiated. In view of the manner of
planning the inspections, they are differentiated into 4 scheduled and 3 unscheduled ones, and
depending on the scope of the inspections - into 4 full (comprehensive) and 1 thematic
inspection, and all inspections are independent from the point of view of the circle of officials
carrying out the inspection. All comprehensive inspections of supervised entities encompassed
the entire operation of the companies with regard to their compliance with the Public Offering of
Securities Act (POSA), the Markets in Financial Instruments Act (MFIA), Regulation 575/2013,
Regulation 648/2012, Regulation 600/2014, Delegated regulation 2017/565 and the acts on their
implementation. The thematic inspection covers compliance with the requirements and
provisions of MFIA, Regulation 575/2013 and the Law on Measures against Money Laundering
and the acts on their implementation. The inspections were not completed during the reporting
period.

Collective investment schemes, management companies, and other -collective
investment undertakings

The purpose of the inspections of the MCs and the CISs managed by them, as well as with
regard to the SWF and the managers of these funds - AIFMs, is to establish compliance with the
applicable regulations regarding the organization of the management companies according to the
license issued by the FSC and with regard to the CISs organized and managed by them, incl. MFs,
as well as regarding the activity of SWFs and AIFMs. The subject of the inspections is the
observance of the requirements related to the capital adequacy and liquidity of the MCs, the
relations of the MCs with the depositary and the investment firms, the determination of the net
asset value, the issue value and the redemption price of the units of the CISs managed by them,
the evaluation of the assets in the CIS portfolios, the sale and redemption of CIS units, the structure
of the assets and liabilities, as well as the reporting of the CISs. With regard to SWFs and AIFMs,
the subject of inspections is compliance with the requirements related to the safekeeping of SWF
financial assets in a depository institution and the relations with investment firms, the structure of
assets and liabilities, valuation of portfolio assets and determination of net asset value, as well as
the disclosure of the due information by SWFs and AIFMs. In the cases where the MC provides
the additional services under Art. 86 of the CISOUCIA, the object of the inspections is also the
observance of the requirements regarding the activity of portfolio management and provision of
investment consultations regarding financial instruments.

In 2020 2 full inspections were initiated, one of which is scheduled by the MC and the 2
CIS managed by it, and the other is unscheduled by the MC and the 3 CISs managed by it. Within
the reporting period 1 inspection was completed and the other continues in next year.

During the inspections, special attention was given to the compliance with the requirements
of the LMML and the regulations for its application considering the circumstance that MCs and
AIFMs were among the entities obligated to comply with these regulations. During the reporting
period, 1 thematic inspection of a MC and the 6 mutual funds managed by it was performed,
initiated in 2019. The subject of the inspection was the compliance of the MC with the applicable
legislation in the field of measures against money laundering and terrorism financing, therefore
examining the internal rules, policies and procedures of the MC, the compliance with all
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requirements of the LMML and LMML Implementation Regulations for carrying out due diligence
on customers, the origin of the funds, the transactions executed and their counterparties.

When violations are established, actions are taken to engage the administrative penal
responsibility of the respective persons, respectively recommendations are made for bringing the
activity in compliance with the regulatory requirements. The inspections have been carried out
with a view to establishing compliance with the applicable legislation in relation to the activity
carried out by the companies.

As a result of the performed on-site inspections grounds were established for 15
recommendations, and the companies were made aware of the need to bring their activities in
line with the applicable regulatory requirements.

In the course of the on-site inspections performed, a total of 3 acts for the establishment
of administrative violations were drawn up for the inspected persons.

Special Purpose Investment Companies

Special Purpose Investment Companies are a special type of joint stock company licensed
under the Special Purpose Investment Companies Act (SPICA) to perform a particular type of
activity, namely securitization of real estate or securitization of receivables. In this regard, the
inspection encompasses on one hand the operations of the company as a SPIC and on the other,
the fulfilment of the obligations in its capacity as a public company. In this regard, the scope of
the inspection includes compliance with SPICA and POSA, and the instruments for its application.
The objective of the inspection of SPIC is to examine the relations with the servicing companies
and their activities, the relations with the depository bank, the contracts concluded by the company,
the investments made, the sources of financing of the activities of the SPIC, the profit distribution,
the keeping and the investment of free funds, investment in specialized companies, the total annual
management costs, the disclosure of regulated information, the holding of general meetings of the
shareholders as well as all internal documents related to their operation.

During the reporting period 2 full inspections of SPICs and their service companies have
been opened. One inspection is scheduled, and the other is unscheduled and both continue in 2021.

In 2020 2 full inspections of SPICs and of the companies servicing their activity opened
in 2019 were completed, one of which is scheduled and the other - unscheduled.

Due to established discrepancies with regulatory requirements of SPICs 13
recommendations were addressed, the implementation of which will be monitored during
off-site monitoring, as well as S AEAVs have been drawn up and delivered.

Public Companies

In 2019, with special orders, 3 inspections of public companies were opened, 2 of which
were completed in 2020. As a result of the performed inspections, 4 recommendations were made
to one company, the implementation of which will be monitored in the course of off-site
monitoring, and 2 AEAVs were drawn up and delivered to the representative of the other inspected
company. The third inspection, opened in 2019, continues in 2021.

At the end of 2020, with a special order one on-site inspection of a public company was
initiated , which continues in 2021.
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Insurance and reinsurance

In 2020, nine of the on-site inspections of insurance companies started in the previous 2019
were completed, as follows:

o 3 comprehensive inspections of insurers, as a result of which some of the following
recommendations and prescriptions have been made:

- amendment and supplementation to the general and special conditions for the insurance
products offered by the insurers, updated and amended in accordance with the requirements of the
IC;

- improving the quality of the data used and available;

- preparation of a method for calculating the reserve for claims incurred but not reported,
as a percentage of the reported claims, of the premiums earned or of the premium income for the
period for which events are expected to have occurred that have not been announced;

- calculation of the reserve for unexpired risks as of 31.12.2019, in compliance with Art.
85 of Ordinance Ne 53;

- change in the accounting policies in implementation of Art. 77a of Ordinance Ne 53 and
change in the liquidation policies of the companies;

- submission of adjusted reports as of 31.12.2019 under Solvency II and adjusted forms for
quantitative reporting under Solvency II as of 31.03.2019, 30.06.2019 and 30.09.2019;

- inclusion in the investment policy of one of the companies of specific parameters for
investments in related parties, as well as quantitative restrictions;

- making a change in the information system of one of the companies, according to the
requirements of Art. 114 of the IC;

- compliance with the requirement of Art. 90, para. 14 of Ordinance Ne 53 regarding claims
filed in court, as well as submission to the FSC, together with the annual reports, inquiries and
appendices, and within the terms under Art. 126, para. 1, item 2, for the values of the used
coefficients by types of insurance;

- calculation by the responsible actuary of IBNR, according to the provisions of Art. 91,
para. 3, item 2 of Ordinance Ne 53, as well as using methods for assessment of IBNR, suitable for
the insurance class and its specifics, due to the fact that the chain-pillar method is not suitable for
heterogeneous data and lack of sufficient data to be basis for generating a numerical sequence
convergent to one;

- compliance with the provision of Art. 85, para. 3 of Ordinance Ne 53 in the allocation of
a reserve for unexpired risks by the insurer and with the provision of Art. 85, para. 4 of Ordinance
Ne 53, which determines its amount;

- presentation of a detailed analysis of all products and harmonization of tariffs, technical
descriptions and all relevant documents for all products offered by one of the companies;

- preparing a calculation for adequacy of reserves as of 31.12.2019 in respect of one of the
companies;

- compliance with the manner of recognition of acquisition costs, in accordance with the
technical specifications of each of the offered insurance products by one of the companies.
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o 5 thematic inspections of insurers regarding the reporting under proportional
reinsurance contracts of the “Clean Cut” type, in which some of the following recommendations
and prescriptions are addressed:

- introduction of changes in the information system, with the possibility to generate a
report, which includes the full data necessary for verification of the unearned premium reserve and
information on the end date of the insurance (under contract) and date of early termination, if any,
for each policy;

- submission to the FSC of renewed reinsurance contracts;

- anticipation of scenarios in the stress tests in which the existing "Clean cut" contracts
cannot be renewed due to the fault of the reinsurer;

- inclusion of a substantiated calculation, in accordance with Art. 43, Art. 61 and Art. 199
of Delegated Regulation 2015/35, for determining the adjustment due to non-compliance by the
reinsurer in its method for determining the best estimates of the premium reserve and the claims
reserve, concerning two of the inspected companies;

- discounting of the cash flows in the calculation of the best forecast assessment of the
claims reserve, according to Art. 77, para. 2 of Directive 2009/138 / EC and the current EIOPA
data, as required in Art. 43 of Commission Delegated Regulation (EU) 2015/35, in respect of one
of the companies;

- providing timely information on the liabilities of one of the companies to the reinsurers
under the “Clean cut” contracts at the end of the year, so that they will be presented correctly in
the reports on Solvency II S.31.01. and respectively in S.02.01.

. One thematic inspection regarding the formation of sufficient technical reserves by
type and amount, according to Art. 115, item 2 of the Insurance Code, to meet the obligations of
the insurer under the “Green Card” system and arising as a result of events that occurred outside
the territory of the Republic of Bulgaria and on the basis of policies concluded by the company for
third-party liability for motorists and the validity and accuracy of the receivables reported by the
insurer and the completeness of the liabilities. As a result of the inspection some of the following
recommendations and prescriptions have been made:

- taking immediate action to obtain the necessary information on the requests received by
the NBBMI for reimbursement of amounts paid by a correspondent / national bureau "Green Card"
in another country and allocating adequate reserves, if necessary;

- taking immediate action to obtain the necessary information for 20 identified claims,
missing in the report for the amount of RBNS as of 31.12.2019 and 5 claims that are lower in the
reserve than the values of the liabilities formed by received requests for reimbursement of paid
amounts and received requests for guarantee, respectively allocation or updating of the reserves
set aside as of 31.12.2019 to adequate amounts;

- strict observance of the provision of Art. 90, para. 3 of Ordinance Ne 53, as well as the
provisions and the approved formats of Ordinance Ne 49;

- submission of an opinion on the validity of the recourse claims, on which in the course of
the inspection a lack of proven grounds for filing a claim was established. Compliance with the
regulations governing the grounds for recourse, as well as the internal procedure of the insurer;

- amendment of the internal rules of the company for filing claims;
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- presentation of a duly prepared and duly approved plan, containing specific measures
(including personnel changes) and deadlines for their implementation in order to increase the
efficiency of the company's management system;

- submission every quarter to the FSC of the regular reports under Ordinance Ne 53 and a
list of the performed actions in order to check the validity and accuracy of the reported recourse
receivables.

In the course of the inspection 3 administrative proceedings for application of coercive
administrative measures (CAM) were opened, 1 proceeding was terminated, and decisions were
issued for the other 2. The terminated procedure for application of CAM is in connection with the
write-off of incorrectly reported receivables by the company.

With one of the proceedings in which a decision has been issued, the inspected company
has been ordered to set aside a reserve for reported but not settled claims for damages under the
Green Card. The decision was appealed before the Administrative Court - Sofia region and as of
the date of preparation of this report it has not entered into force.

With the second administrative procedure, on which a decision for application of CAM
was issued, the company was ordered to introduce and update the claims under the Civil Liability
Insurance for motorists in UICRAMC. The decision has entered into force, and due to the lack of
full implementation of the attached CAM, a Decree was issued for imposition of a property
sanction and a fine under Art. 287, para. 1 of the Administrative Procedure Code for non-execution
of a coercive administrative measure.

In 2020 the following inspections were initiated:

. 2 comprehensive inspections on the activity of insurers, one of which ended at the
end of the same year. As a result of the inspection the following recommendations and
prescriptions have been made:

- amendment of the Internal Rules for settling claims of the insurer, in accordance with the
requirements of the IC;

- amendment and supplementation of the General and special conditions for the individual
products;

- suspension of violations of the IC in the settlement of insurance claims;

- proper registration of each application for an insurance event with a reference number
and date of its submission to the insurance company within the meaning of Art. 106, para. 2 of the
IC;

- preparation and submission to the FSC of a new market valuation for determining the fair
value of the shares held from the capital of another company;

- providing the audit firm, approved to perform the audit and certification of the annual
financial statements for 2020, of the findings described in the statement of findings of the audit, in
order to make the appropriate adjustment operations of the data for 2019;

- undertaking the respective actions for reconciliation of the accounting, by opening
additional accounts with different IBAN numbers;

- monitoring the quality of the data submitted and used by the responsible actuary,
respectively compliance with the provisions of Section II and Section III of Ordinance Ne 53, as
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well as commenting on the quality of the data used for calculation of technical provisions in the
annual actuarial report;

- ensuring that the actuarial function coordinates the valuation of technical provisions and
the validation of relevant data to be used in the valuation process;

- compliance with the provisions of Art. 198, para. 2 of the IC and when the obligations
under an insurance or reinsurance contract are set in a foreign currency or the contract contains a
clause for indexation in a foreign currency, the technical reserves shall be formed in the same
currency;

- ensuring compliance between the data used for calculation of technical reserves and those
reported in the regular supervisory reporting submitted to the FSC;

- submission to the FSC of adjusted reports under Ordinance Ne53 as of 31.03.2020 in
connection with the inaccuracies in the reporting established in the course of the inspection in
Reference Ne TO.1.2: Outstanding claims reserve as at 31.03.2020

- submission to the FSC of adjusted reports under Ordinance Ne53 as of 31.03.2020 in
connection with the inaccuracies in the reporting established in the course of the inspection in
Reference Ne TO.3: “Sufficiency of the reserve for reported but not settled claims" of the RBNS
at the end of 2019 and the amount of the RBNS at the end of the first quarter of 2020 on claims
filed in previous years;

- providing reinsurance coverage, in case of possible renewal of the reinsurance contract
for the next annual period;

- submission to the FSC of adjusted reports under Ordinance Ne53 as of 31.03.2020 in
connection with the inaccuracies in the reporting in row “loss from the current year and uncovered
losses from the previous years”;

- submission to the FSC of information on what specific actions and measures the company
envisages to increase its own funds upon reaching the minimum capital ratio set in its risk appetite,
given the reported minimum capital ratio at the end of 2019 and in the first and second quarters in
2020.

The comprehensive inspection of the second insurance company was not completed during
the reporting period.

o 1 thematic inspection of an insurer regarding the formation of technical reserves
sufficient in type and amount for the insurances from section II, letter “A”, item 10.1 of Annex Ne
1 of the Insurance Code, according to Art. 115, item 2 and Art. 121 para. 1 of the IC, in connection
with Art. 92, para. 1 of Ordinance Ne53, according to Appendix Ne8, for approval of the method
for formation of the reserve for incurred but not reported claims as of 31.12.2019.

As aresult of the inspection of the audited company, a recommendation was made to ensure
consistency between the data submitted to the UICRAMC of the GF, used for the calculation of
technical provisions and those reported in the regular supervisory reports submitted to the FSC.

e 7 thematic inspections of an insurer of the internal rules, procedures and methodologies
for determining the insurance premiums under the compulsory motor third party liability insurance
for the period from 15.09.2020 to 15.12.2020.

Based on the thematic inspections of the inspected companies, an instruction was given to
submit to the FSC a detailed justification of how they envisaged the last adopted tariffs, so that in
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case of possible future events and insufficiency of technical reserves to ensure protection of the
rights and interests of insurance services.

In 2019, an inspection was opened on the activity of a supervised person, which continued
throughout the reporting year 2020.

It should be borne in mind that with the spread of COVID-19, the timely conduct of on-
the-spot inspections is limited in order to comply with anti-epidemic measures. In this regard, a
large part of the information and evidence is collected through correspondence, which takes a
longer period of time for their entry into the FSC and for the analysis of the data. However, in
order to carry out in-depth and adequate inspections, if necessary, the employees of the Insurance
Supervision Department make on-site visits to the insurance companies. The on-site visits are
carried out in compliance with the anti-epidemic measures and take into account the capabilities
of the companies to ensure the presence of the relevant employees engaged in the subject matter
and working remotely.

Insurance intermediaries

In 2020 a total of 28 on-site inspections of insurance firms were carried out, of which
26 scheduled and 2 unscheduled.

The comprehensive inspections of the activity of the insurance intermediaries aim at
establishing the observance of the requirements of the Insurance Code (IC) and the acts on its
application and prevention of committing violations of the law. The scope of the inspections
monitors the requirements related to the distribution of insurance products, including the provision
of pre-contractual information to users of insurance services, initial and continuing training of
employees engaged in the distribution of insurance products, the guarantee of the activity and the
terms for reporting the insurance premium collected by the intermediaries, etc.

As a result of what the on-site inspections of insurance firms carried out during the
year, 6 acts were issued for a total of 8 administrative violations, the most common violations
being related to non-compliance with the following regulatory requirements:

- the transfer in favour of the insurer of the premium received or an insurance
instalment within the statutory terms;

- the settlement of the relationship between the insurance broker and the users of
insurance services under a contract, when concluding insurance contracts on voluntary insurance;

- the provision of pre-contractual information to the users of insurance services by
insurance intermediaries prior to the conclusion of the insurance contract;

- the notification of the FSC within seven days of changes in the facts and
circumstances subject to entry in the registers kept by the Commission;

- the forbidding of the provision of rights to persons who are not agents of the broker
to engage in the sale of insurance products and the collection of insurance premiums or
contributions including by providing access to an information system of an insurer or providing a
form for issuing a policy or collecting a premium or an instalment.

Supplementary pension insurance
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During the year, in response to the emergency situation related to the COVID-19 pandemic,
the Annual Program for on-the-spot inspections of pension insurance companies and custodian
banks in 2020 was revised and updated. As a result of the update, the inspections of the custodian
banks cancelled (after receiving information from the BNB), and the planned inspections in the
PIC are unchanged.

In performance of the updated schedule for on-site inspections, in 2020 3 on-site
inspections were opened, 2 of the inspections were completed during the reporting period and the
last one was transferred to 2021.

General scheduled inspections on the activity of PICs and the SPFs managed by them were
opened for 2 pension insurance companies. During the general inspections, the observance of the
provisions of the SIC and the by-laws on its implementation in connection with the implementation
of the overall activity of the pension insurance companies and the supplementary pension
insurance funds managed by them is monitored. During the year, an additional thematic inspection
was carried out in a PIC to comply with the requirements of the regulations governing measures
against money laundering and terrorist financing.

As a result of the general inspection completed in 2020, in the prepared statement of
findings, the management of the pension insurance company was given 11 recommendations for
improving its activity. No violations of the provisions of the SIC and the bylaws on its
implementation have been established.

During the year, reports were prepared on the basis of analyses of actions taken by the PIC
to implement certain recommendations during on-site inspections. As a result of the analyses
performed during the year, letters were sent to the companies requesting additional documents, the
essence of some of the given recommendations was clarified, as well as repeated recommendations
were given.

3.3. Law enforcement

Legal activity

During 2020, a total of 27 PWs were issued by the Chairperson of the FSC for violations
committed under the Special Purpose Investment Companies Act (SPICA), as well as for
obstruction of the Commission, its bodies and duly authorized officials of its administration in the
exercise of their supervisory powers (violation of Art. 32 of the FSCA).

The total value of the sanctions imposed on the administrative penalties imposed by
the 20 penal decrees issued by the Chairperson of the FSC for violated provisions of the
SPICA is BGN 340,000, all of which are in respect of supervised entities - joint stock
companies with special investment purpose ( SPICs).

For the purposes of this report, these are the following companies: Alteron SPIC, Sofia
Real Estate SPIC, Balkan and Sea Properties SPIC and Capital Management SPIC.

The total value of the amount of the sanctions, determined by the imposed
administrative penalties with the 7 penal warrants issued by the Chairperson of FSC for
violated provision of Art. 32 of the FSCA, is 18 000 BGN The mentioned 7 penal warrants
include: 2 penal warrants worth BGN 4,000 to two investment firms, 2 penal warrants worth BGN
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8,000 to two non-life insurance companies, 1 penal warrant worth BGN 2,000 to one special
investment purpose company, and 2 penal warrants worth BGN 4,000 to other legal entities.

For the purposes of this report, these are the following companies: Bull Ins Insurance
Company AD, OZK Insurance AD, IF Lenno Global Advisors EAD, IF Alaric Securities OOD,
First Investment Bank AD, Web Finance Holding AD, Emirates Properties SPIC.

In 2020, 10 penal warrants issued by the Chairperson of the FSC have entered into force,
and this number includes PWs issued in previous years (until 2017), at a total value of BGN
51,000. Four penal warrants issued by the Chairperson of the FSC, totalling BGN 6,000, have been
revoked. The total value of the sanctions imposed with PWs issued by the Chairperson of the FSC,
including PWs issued in previous years (until 2017), which at the end of 2020 are in the appeal
phase, amounts to BGN 351,000.

Out of the PWs issued in 2020, three penal warrants issued by the Chairperson of the FSC
have entered into force, totalling BGN 32,000. During the reporting year, no penal warrants issued
by the Chairperson of the FSC were revoked. The total value of PWs issued by the Chairperson of
the FSC in 2020, which at the end of the year are in the appeal phase, amounts to BGN 326,000.

Table 18. Law enforcement in 2020 (PWs, issued by the Legal Directorate)

Drawnup | Issued | Value of | Proceedings Decisions
AEAVs PWs enforced opened under | for

PWs CAM implement

(BGN) ation of

CAM

Investment firms, Central - 2 2,000 - -
Depository, BSE and
other persons

CIS, MC, SPIC, PC and - 23 42,000 - -
other issuers

Non-life insurance - 2 6,000 - -
companies

Life insurance companies - - - - -

Insurance brokers - - - - _

Insurance agents / - - - - -
persons operating as
insurance agents, without
being entered in the FSC
register

Guarantee Fund, NBBMI - - - - -

Pension insurance - - - - -
companies / their
representatives

Other legal entities and - - 1,000 - -
natural persons

Investment firms

As a result of the supervisory and regulatory activity, in 2020 administrative violations
were found with a rich variety both from the point of view of the national and from the point of
view of the European legislation. For example, the established violations of the national legislation
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are of the POSA, MFIA, CISOUCIA, LMML, Ordinance No. 7, Ordinance No. 15, Ordinance No.
23, Ordinance No. 38, Ordinance No. 44, Ordinance No. 48, Ordinance No. 50 and Ordinance No.
58. The identified breaches of European legislation are Regulation (EU) 596/2014, Regulation
(EU) 575/2013, Regulation (EU) 600/2014, Implementing Regulation (EU) 2016/1055 and
Delegated Regulation (EU) 2017/565.

In 2020, 676 acts for establishing administrative violations (AEAVs) were issued. The acts
are drawn up by employees of the FSC, explicitly authorized for this by the Deputy Chairperson,
Head of the Investment Activity Supervision Department.

In 2020, 386 PWs were issued by the Deputy Chairperson, Head of the Investment Activity
Supervision Department, taking into account the 6-month term under Art. 34, para. 3 of the AVPA,
part of these PWs are in connection with proceedings initiated with AEAVs, drawn up in the
previous year. With the issued PWs, property sanctions and fines in the total amount of BGN
2,853,000 were imposed.

The value of PWs issued during the reporting period and entered into force as 0£30.03.2021
amounts to a total of BGN 1,019,000.

As of 30.03.2021, one PW, issued in the reporting period, in the amount of BGN 5,000,
was revoked.

The value of PWs issued during the reporting period and under appeal as of 30.03.2021
amounts to a total of BGN 1,807,500.

Table 19. Enforcement in 2020

Executed | Issued PWs* Value of enforced
AEAVs PWs** (BGN)
Investment firms 56 63 144,000
CIS, MC, SPIC, PC and other
issuers, as well as their 569 267 746,000
representatives
Other legal entities and 51 56 112,000
natural persons

Public companies, Special Purpose Investment Companies and other issuers of
securities

In 2020, a total of 497 AEAVs were drawn up for public companies, special purpose
investment companies and other issuers of securities, as well as for individuals and legal entities
representing them.

During the reporting period, a total of 234 PWs were issued by the Deputy Chairperson,
Head of the Investment Activity Supervision Department, considering the 6-month term under Art.
34, para. 3 of the AVPA, part of these PWs are under AEAVs, drawn up in the previous year. With
the indicated PWs, property sanctions and fines in the total amount of BGN 1,396,000 were
imposed.

The value of PWs issued during the reporting period and entered into force as 0f 30.03.2021
amounts to a total of BGN 674,000.

As 0f 30.03.2021, no PWs issued in the reporting period have been revoked.
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The value of PWs issued during the reporting period and under appeal as of 30.03.2021
amounts to a total of BGN 720,500.

The most common violations are under the POSA. In essence, these violations are related
to the obligations for disclosure of regulated information to the FSC and the public, namely failure
to provide within the statutory period of annual financial statements on an individual or
consolidated basis, 6-month financial statements on an individual or consolidated basis and public
notification of individual or consolidated basis for the financial condition of the company. There
is a significant share of other types of violations, as follows:

- violations related to non-fulfilment of the obligation of the issuer of bonds, within the
statutory term to submit to the trustee of the bondholders a report on the fulfilment of its obligations
under the terms of the bond issue, including spending of the bond loan, compliance with certain
financial indicators and the condition of the collateral.

- violations related to the obligation to send to the Commission and the regulated market
and to publish on the company's website an invitation to convene a general meeting of shareholders
together with the materials of the general meeting.

- violations in the form of non-compliance with an applied coercive administrative
measure.

Table 20. Most frequent violations by PCs, SPICs and other issuers of securities in 2020

Executed

Type and basis of the violation ABAVS Issued PWs
Failure to submit regulated information on an annual, 6-
month and quarterly individual and consolidated basis 145 ’7

(Art. 100n, para. 1 and 2, Art. 1000, para. 1 and 2 and Art.
1000, al. 1 and 2 of the POSA)

- Non-fulfilment of the obligation of the issuer of bonds,
within the statutory term to submit to the trustee of the
bondholders a report on the fulfilment of its obligations
under the terms of the bond issue, including spending of 44 28
the bond loan, compliance with certain financial
indicators and the condition of the collateral (Art. 100e,
para. 2 of the POSA).

- Non-fulfilment of the obligation to send to the
Commission and the regulated market and to publish on
the company's website an invitation to convene a general 44 22
meeting of shareholders together with the materials of the
general meeting (Art. 115, para. 5 of the POSA).
Non-compliance with an applied coercive administrative
measure (Art. 221, para. 6 of the POSA)

*Note: *The number of PWs issued in the reporting year includes both PWs issued on the basis of AEAV of the same

year and PWs issued on the basis of AEAV during the previous year. This is due to the fact that the deadline for

issuance of a PWs is six months after the date of issue of an AEAV according to Article 34, Paragraph 3 of the
Administrative Offenses and Penalties Act.

28 17

Management companies, Collective investment schemes and other -collective
investment undertakings, as well as representatives of the said persons
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The committed violations concern non-compliance with deadlines and failure to submit
information to the supervisory body, as well as omissions in the submitted information, untimely
disclosure of required information on the websites of the companies, etc. There is a slight decrease
in the number of violations compared to the previous reporting periods. There is still a tendency
for the main infringements committed by the MCs to relate to the information to be submitted to
the supervisory authority, as well as to the information published on the websites of the companies
intended for public information.

In 2020, a total of 72 AEAVs were drawn up of MCs and MCs in the capacity of CIS
managers, as well as of the representatives of the indicated persons.

During the reporting period, a total of 33 PWs were issued by the Deputy Chairperson,
Head of the Investment Activity Supervision Department, considering the 6-month term under Art.
34, para. 3 of the AVPA, part of these PWs are under AEAVs, drawn up in the previous year. With
the indicated PWs, property sanctions in the total amount of BGN 291,000 were imposed.

The value of PWs issued during the reporting period and entered into force as 0£30.03.2021
amounts to a total of BGN 72,000.

As 01 30.03.2021, no PWs issued in the reporting period have been revoked.

The value of PWs issued during the reporting period and under appeal as of 30.03.2021
amounts to a total of BGN 199,000.

The most common violations are under the CISOUCIA. In essence, these violations relate
to the obligations and requirements for key investor information documents. During the reporting
period other types of violations were identified, namely failure to publish in the FSC within the
statutory period summary information on the issue values and redemption prices of CIS units, as
well as non-compliance with the relevant requirements of Regulation (EU) 575/2013 in
determining the amount of the equity of the MCs.

Table 21. Most frequent violations by MCs and MCs in the capacity of CIS managers in 2020

Type and basis of the violation Executed AEAVs | Issued PWs*

Violations related to the obligations and requirements

regarding the key information document for investors 16 2
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(Art. 57, para. 4 and Art. 58, para. 1 and 2 of the
CISOUCIA)

Failure to submit to the FSC within the statutory
period of summarized information on the issue values

and redemption prices of the CIS units (Article 64, 1 >
paragraph 2 of the CISOUCIA)

Failure to comply with the relevant requirements of

Regulation (EU) 575/2013 when determining the 7 3

amount of equity of the MC (Article 90, paragraph 2,
sentence 3 of the CISOUCIA)

*Note: *The number of PWs issued in the reporting year includes both PWs issued on the basis of AEAV of the same
year and PWs issued on the basis of AEAV during the previous year. This is due to the fact that the deadline for
issuance of a PWs is six months after the date of issue of an AEAV according to Article 34, Paragraph 3 of the
Administrative Offenses and Penalties Act.

Investment firms, central securities depository and regulated markets

In 2020, a total of 56 AEAVs of IFs were compiled.

During the reporting period, a total of 63 PWs were issued by the Deputy Chairperson,
Head of the Investment Activity Supervision Department, considering the 6-month term under Art.
34, para. 3 of the AVPA, part of these PWs are under AEAVs, drawn up in the previous year. With
the indicated PWs, property sanctions in the total amount of BGN 912,000 were imposed.

The value of PWs issued during the reporting period and entered into force as 0£30.03.2021
amounts to a total of BGN 144,000.

As of 30.03.2021, one PW, issued in the reporting period, in the amount of BGN 5,000,
was revoked.

The value of PWs issued during the reporting period and under appeal as of 30.03.2021
amounts to a total of BGN 764,000.

During the reporting period, violations of a large variety were identified, the most common
being under MFIA. In essence, these violations are related to the non-fulfilment of obligations of
the investment intermediary in performing investment services and activities, as well as additional
services for clients, to act honestly, fairly and as a professional in the best interest of the client.
During the reporting period, other types of violations were identified, namely under Ordinance Ne
23. By their nature, these violations are expressed in incorrect valuation of client assets and are
incidental.

Table 22. Most frequent violations by IFs in 2020

Type and basis of the violation Executed AEAVs | Issued PWs*

Non-fulfilment of obligations of the investment
intermediary in performing investment services and 10 6
activities, as well as additional services for clients,

79



to act honestly, fairly and as a professional in the
best interest of the client (Art. 70, para. 1 MFIA)

given the 6-month
term under Art. 34,
Incorrect assessment of client assets (Art. 6, para. 1 para. 3 of the

of Ordinance Ne 23) AVPA, during the
reporting period no
NPs were issued

During the reporting period in respect of BSE AD and Central Depository AD no AEAVs
were drawn up.

Insurance and reinsurance

In 2020, 289 acts AEAVs of persons under the supervision of the Insurance Supervision
Division were issued. A total of 351 administrative violations were ascertained with the issued
acts, which were served in accordance with the provision of Art. 18 of the Administrative Offenses
and Penalties Act. The violations were ascertained during inspections of the activity of the persons
supervised by the FSC, as well as during the consideration of complaints of users of insurance

services.
Table 23. Enforcement in 2020
Executed Issued Value of Proceedings | Decisions
AEAVs PWs* enforced opened for
PWg** under CAM | implement
(BGN) ation of
Non-life insurance 256 257 1 114 000 15 8
companies
Life insurance companies 16 7 14,500 1 1
Insurance brokers 12 9 50,000 1 1
Insurance agents / persons 4 5 6,000 - -
operating as insurance
agents, without being
entered in the FSC register
and other individuals and
entities
Pension insurance -
companies
Guarantee Fund, NBBMI 1 2 9,000 - -

Notes: *The number of PWs issued in the reporting year includes both PWs issued on the basis of AEAV of the same
year and PWs issued on the basis of AEAV during the previous year. This is due to the fact that the deadline for
issuance of a PWs is six months after the date of issue of an AEAV according to Article 34, Paragraph 3 of the
Administrative Offenses and Penalties Act. ** The value of PWs that entered into force in 2020 also covers PWs
issued in previous periods. *** A decision for application of CAM is reached in case the companies do not comply
with the open procedure for application of CAM. When applying the CAM under the procedure of the SIC, the
provisions of the APC regarding the explanations and objections of the interested parties are not applied.
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Table 24. Results of the administrative penal activity in 2020

Value of
PWs issued Value of
in 2020 Value of enforced | revoked PWs
(BGN), of PWs (BGN) ey | R WG
which: under appeal
(BGN)
Non-life insurance 646,500 314,000 0 331,500
companies
Life insurance 21,000 9,000 0 5,000
companies
Insurance brokers 17,000 12,000 0 18,000
Insurance agents 9,000 8,000 0 1,000
Other legal entities and
natural persons
Pension insurance
companies
Guarantee Fund, 2,000 1,000 0 1,000
NBBMI

Notes: As a result of a court decision, the number of sanctions in the issued PWs may differ from the number of

sanctions in the enforced PWs.

The number of considered complaints of users in 2020 is 879, which is less than those in

2019 (1,111) and is an indication of increasing the satisfaction of citizens with the insurance

services.
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Table 25. Most frequent violations in the field of insurance and reinsurance in 2020

Type and basis of the violation Executed Issued PWs
AEAVs
Art. 108, para. 1 of the IC - Failure of the insurer to issue 158 160

a conclusion on an insurance claim filed within the
statutory period of 15 business days from the submission
of all relevant evidence

Art. 496, para. 2 in connections with para. 1 of the 31 34
Insurance Code - failure of the insurer to pronounce
within the three-month period provided by the Insurance
Code in case of a claim under the Motor Third Party
Liability Insurance

Art. 108, para. 6 of the IC - Failure to submit a factual 10 10
and legal justification of the amount of the determined
compensation in case of a complaint filed by a user of
insurance services

Art. 290, para. 2 of the Insurance Code - failure to submit 8 6
a response to a complaint from a user of insurance

services

Art. 108, para. 2 of the IC - Failure of the insurer to issue 7 5

a conclusion on an insurance claim filed within the
statutory period of six months from the reporting of the
claim

Art. 126, para. 1 of the Insurance Code - failure to submit 7 7
periodic financial statements and reports by insurers
within the statutory period

Notes: *The number of PWs issued in the reporting year includes both PWs issued on the basis of AEAV of the same
year and PWs issued on the basis of AEAV during the previous year. This is due to the fact that the deadline for
issuance of a PWs is six months after the date of issue of an AEAV according to Article 34, Paragraph 3 of the
Administrative Offenses and Penalties Act.

In 2020, the main violations committed by the insurance companies still were mainly
absence of conclusions on the insurance claims for payment of insurance compensation within the
deadlines set out in Art. 108 and Art. 496 of the Insurance Code, for which a total of 189 AEAVs
were issued.

Despite the fact that in 2020 the share of the established violations for absence of
conclusions on the insurance claims for payment of insurance compensation within the deadlines
set out in Art. 108 and Art. 496 of the Insurance Code is still the largest it should be noted that in
2019 there is a trend towards their decrease. This is due both to the reduction in the number of
complaints received from users of insurance services during the reporting year and to the spread
of COVID-19, as a result of which the Measures and Activities during the State of Emergency
declared by Decision of the National Assembly of 13 March 2020 Act. Before the amendment of
the act on 09.04.2020 there was uncertainty in the application of the terms specified in the
Insurance Code, especially those regarding the ruling on insurance claims by the insurers.

According to the provisions of the said act, for the period from 13.03.2020 until the
annulment of the state of emergency the terms for fulfilment of obligations provided in the
regulations (including in the Insurance Code) for the private legal entities are suspended, except
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for terms which are explicitly listed in the MASEA. As can be seen from the above, the deadlines
provided for in the Insurance Code for fulfilment of obligations arising for insurers are suspended
for a period from 13.03.2020 to 09.04.2020.

As a result, when conducting inspections of complaints against insurers, there are cases in
which the period for ruling on a claim ceases to run, as it falls in the period 13.03.2020 to
09.04.2020, which is why insurers often shall be pronounced immediately after this period. In view
of the above, there was no need to draw up and AEAV, which in the usual case, in the absence of
such an emergency situation, would be initiated against the insurers administrative penal
proceedings.

The total value of the PWs that entered into force in 2020 amounts to BGN 1,193,500, as
the main part of the amount is accrued in connection with the penal decrees that have entered into
force, with which the administrative penal liability of the general insurance companies is engaged.

Supplementary pension insurance

In 2020, eight AEAVs of SICs were compiled. The issued penal warrants are 5, with which
property sanctions in the total amount of BGN 45,000 and two fines in the amount of BGN 3,000
were imposed. The relatively small number of issued AEAVs and issued PWs is due to the
preventive effect of the fines and sanctions imposed during the previous reporting periods, which
have an educational and preventive deterrent effect on persons.

Three of the PWs issued during the reporting year are being appealed, as at the end of 2020
the FSC did not receive information about their entry into force, and two PW are not appealed and
have entered into force.

During the reporting period were applied 7 coercive administrative measures on pension
insurance companies, with which two pension insurance companies are obliged to accept
applications for change of participation of insured persons. The coercive administrative measures
have been implemented by the pension insurance companies within the set deadlines.

In 2020, three complaints were received against PRs of the Deputy Chairperson of the FSC,
in charge of the Social Insurance Supervision Division.

Table 26. Enforcement in 2020

Executed | Issued | Value of Proceedings Decision
AEAVs | PWs* | enforced opened under | s for
PWs** CAM impleme
(BGN) ntation
of

Investment firms, central
securities depository and
BSE

CIS, MC, SPIC, PC and
other issuers

Non-life insurance
companies

Life insurance companies
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Insurance brokers
Insurance agents

Guarantee Fund, NBBMI
Pension insurance
companies / their 8 5 3,000 - 7
representatives

Other legal entities and
natural persons

Notes: *The number of PWs issued in the reporting year includes both PWs issued on the basis of AEAV of the same
year and PWs issued on the basis of AEAV during the previous year. This is due to the fact that the deadline for
issuance of a PWs is six months after the date of issue of an AEAV according to Article 34, Paragraph 3 of the
Administrative Offenses and Penalties Act. ** The value of PWs that entered into force in 2020 also covers PWs
issued in previous periods. *** A decision for application of CAM is reached in case the companies do not comply
with the open procedure for application of CAM. When applying the CAM under the procedure of the SIC, the
provisions of the APC regarding the explanations and objections of the interested parties are not applied.

In 2020, the following were identified: one violation of the restriction on investing the
assets of a fund for additional voluntary pension insurance in financial instruments issued by one
issuer (Art. 251, para. 1 of the SIC), one violation of Art. 177a, para. 1 of the SIC (for possession
by a PIC of more than 7 percent of the shares of one issuer), one violation of the restriction on
investing the assets of a fund for supplementary mandatory pension insurance in units of CIS (Art.
178, para 14 of SIC) ), a violation of Art. 251a, para. 3 of the SIC (acquisition at the expense of a
fund for additional voluntary pension insurance, an asset in respect of which there is a 6-month
term for adjustment to quantitative restrictions), a violation of a normatively determined indicator
- liquidity of PIC (Art. 6 of Ordinance Ne 10 of 26.11.2003 of the FSC).

3.4. Market abuse

The legal framework regulating market abuse covers both national legislation - the Law on
the Implementation of Measures against Market Abuse of Financial Instruments, as well as directly
applicable European legislation - Regulation 596/2014 on market abuse, and its implementing acts.
The concept of market abuse includes market manipulation of financial instruments, misuse of
inside information and illegal disclosure of inside information.

Regarding the prevention of market abuse, analysis of trading in financial instruments
is carried out, as well as monitoring of the information disclosed to investors in line with
regulatory requirements, including by the issuers and the senior managers of the issuers and their
closely related parties. Market abuse is disclosed through the continuous supervision of the trading
of financial instruments admitted to trading on a regulated market or a multilateral trading system
as well as through review of the data available to FSC and the information disclosed through
various sources and different communication channels about financial instruments admitted to the
mentioned trading venues or their issuers. The process of trading analysis considers the
characteristics of trading in each position such as liquidity, market depth, number and volume of
transactions and monitors actions that meet the signs of market manipulation of financial
instruments in Annex 1 of Regulation 596/2014. If necessary, information could be exchanged
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with the BNB, with other state bodies and institutions, as well as supervisory authorities of other
countries.

The supervision activity in the field of market abuse covers compliance with the
Implementation of Measures against Market Abuse of Financial Instruments Act (IMMAFIA) and
Regulation 596/2014 on Market Abuse. According to Art. 1, para. 2 of LPFMA, market abuses
are: misuse of inside information, illegal disclosure of inside information and manipulation of the
market in financial instruments.

In 2020, a total of 35 AEAVs of were drafted for violations of Regulation (EU) 596/2014

During the reporting period, a total of 46 PWs were issued for these violations by the
Deputy Chairperson, Head of the Investment Activity Supervision Department, considering the 6-
month term under Art. 34, para. 3 of the AVPA, part of these PWs are under AEAVs, drawn up in
the previous year. With the PWs, property sanctions and fines in the total amount of BGN 214,000
were imposed.

The value of PWs issued during the reporting period and entered into force as 0£30.03.2021
amounts to a total of BGN 90,000.

As 01 30.03.2021 no PWs issued in the reporting period have been revoked.

The value of PWs issued during the reporting period and under appeal as of 30.03.2021
amounts to a total of BGN 114,000.

The most common violations under Regulation (EU) 596/2014 are related to failure to
notify the FSC and / or the issuer of a transaction in financial instruments. During the reporting
period, two violations for non-disclosure of inside information within the statutory period, one
violation for manipulation of the market of financial instruments and one violation for misuse of
inside information were identified.

Table 27. Most frequent violations of Regulation (EU) 596/2014 in 2020

Type and basis of the violation ]?;(Eil{,ej Issued PWs*
Failure to notify the FSC and/or the issuer of a transaction
in financial instruments (Art. 19, §1 of Regulation (EU) 28 39
No 596/2014)
Failure to disclose inside information within the statutory ) 3
period (Article 17 of Regulation 596/2014)
Market manipulation of financial instruments (Article 15 1 1
of Regulation 596/2014)
given the 6-
month term
under Art. 34,
Abuse of insider information (Art. 14 of Regulation (EU) 1 para. 3 of the
No 596/2014) AVPA, during
the reporting
period no NPs
were issued

Note: *The number of PWs issued in the reporting year includes both PWs issued on the basis of AEAV of the same
year and PWs issued on the basis of AEAV during the previous year. This is due to the fact that the deadline for
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issuance of a PWs is six months after the date of issue of an AEAV according to Article 34, Paragraph 3 of the
Administrative Offenses and Penalties Act.

3.5. Money laundering

In connection with the obligations of the FSC as a competent body for the application of
the law to investment intermediaries and management companies arising from the Law on
Measures against Money Laundering (LMML) in 2020 an annual risk assessment of money
laundering was performed as a result of which investment intermediaries and management
companies are categorized according to the established level of risk. The assessment was prepared
based on information provided by the Investment Firms and the Management Board - completed
self-assessment questionnaires and forms with statistical information for 2019. Through the
application of a developed system of criteria processing and analysis of the received information
was performed. The risk profile of each company has been determined and a ranking of IFs and
MCs has been prepared according to the level of money laundering risk.

Given the powers of the FSC regarding the implementation of measures against money
laundering and the initiative taken in this regard to assist obligated supervisors in carrying out their
activities in accordance with the relevant regulatory requirements, information materials have been
published in the Moodle training platform implemented by the FSC. on current topics related to
the activities of IFs, MCs and AIFMs concerning the main obligations in the field of measures
against money laundering and terrorist financing. All IFS and MCs are provided with access to the
training platform.

In 2020, the FSC completed a Technical Compliance Questionnaire in connection with the
initiated procedure for the Evaluation of Bulgaria by the Fifth Evaluation Round of the Committee
of Experts on the Evaluation of Anti-Money Laundering Measures (MONEYVAL).

A Questionnaire was completed, and interviews were conducted with representatives of the
Council of Europe in the framework of a country assessment on the implementation and effective
implementation of the requirements of Directive (EU) 2015/849 of the European Parliament and
of the Council of 20 May 2015 on the prevention of the financial system for the purposes of money
laundering and terrorist financing.

In 2020, a sector assessment of the risk of money laundering and terrorist financing, as well
as a manual for risk-based supervision for the prevention of money laundering and terrorist
financing, have been prepared in the Trade in Financial Instruments sector. Correspondence was
maintained with SAD FR - SANS in connection with work in an interdepartmental working group
for preparation of an Action Plan for addressing the identified risks of money laundering and
terrorist financing in the report on the National Risk Assessment and an annual plan for 2021 was
prepared for specialized supervision over the Project and the Management Board for the
implementation of the LMML.
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4. Activities of the FSC for resolution of investment firms

The scope of RRCIIFA includes investment firms that carry out transactions for own
account with financial instruments and underwriting of financial instruments and/or offering for
initial sale of financial instruments under the conditions of unconditional and irrevocable
obligation to subscribe/acquire financial instruments for own account, provide services related to
underwriting of financial instruments and/or offering for initial sale of financial instruments under
the conditions of unconditional and irrevocable obligation to subscribe/acquire financial
instruments for own account, as well as those that store and administer financial instruments for
clients ‘accounts, incl. perform custodial activity and related services.

The FSC, in its capacity of body for resolution of investment intermediaries under Art. 1,
para. 1, item 2 - item 7 of the Recovery and Resolution of Credit Institutions and Investment Firms
Act (RRCIIFA), upon proposal of the FSC member, exercises its functions on restructuring of
investment intermediaries on an individual and consolidated basis, supported by an independent
structural unit.

In 2020, in accordance with Commission Delegated Regulation (EU) 2015/63 of 21
October 2014,18 the FSC as a Resolution Authority determined the annual contribution of every
investment firm within the scope of the RRCIIFA to the Investment Firms Resolution Fund (IFRF)
in accordance with Art. 102, para. 1 of Directive 2014/59/EU. Based on the requirements of Art.
10 of Delegated Regulation (EU) 2015/63, by decision of the FSC are determined individual
annual contributions for 2020 for each investment firm with a full license in the amount of EUR
1,000 (BGN equivalent of BGN 1955.83).

According to Art. 7, para. 3 of the RRCIIFA, a review of recovery plans for investment
firms covered by the RRCIIFA was carried out and recommendations were put forward to change
the plans in order to identify any obstacles and actions that may adversely affect the possibility of
restructuring them.

In 2020, an amendment to the Recovery and Resolution Act was adopted. Following a
review made by FSC experts it showed that none of the investment firms covered by the RRCIIFA
falls within the scope of Regulation (EU) No 806/2014, and the FSC will continue to exercise its
function of resolution authority for IFs, and the funds of IFRF will continue to be managed by the
Investor Compensation Fund. With regard to the establishment of close cooperation with the
European Central Bank and assessment of the need to transfer the funds accumulated in the IFRF,
in 2020 the communication with the Single Resolution Mechanism continued.

In 2020, the FSC participated as an observer in the Plenary Sessions of the Single
Resolution Mechanism and in the sessions of the Resolution Committee of the Single Resolution
Mechanism.

Following Directive (EU) 2019/879 of the European Parliament and of the Council of 20
May 2019 amending Directive 2014/59/EU as regards the loss-absorbing and recapitalisation

18 Commission Delegated Regulation (EU) No 2015/63 of the EC of 21 October 2014 supplementing Directive
2014/59/EU of the European Parliament and of the Council with regard to ex ante contributions to resolution financing
arrangements
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capacity of credit institutions and investment firms and Directive 98/26/EC, in 2020 work was on
the transposition of the provisions of this directive into local legislation concerning restructuring.

In 2020, work began on drafting an Ordinance on the recovery and resolution of a central
depository.
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5. Protection of the consumers of non-bank financial services

The Financial Supervision Commission is the institution whose statutory obligations and
powers include the protection of the rights of users of non-banking financial services (investors,
insured persons and secured persons).

Its main responsibilities and activities are: regulating the non-banking financial sector and
taking measures for the stability of the capital, insurance and pension insurance market, and
protection of the rights of the users of financial services.

Since its establishment in 2003, the FSC has set a policy of financial literacy for the public
as one of its main priorities and has established a tradition in the realization of this main priority.

The protection of users of financial services is realized in three main directions:

e implementation of adequate and timely regulatory and supervisory activities;

e financial literacy of the public through information campaigns, discussions and educational
initiatives;

e by providing accurate and comprehensive information about the non-banking sector and
the actions of the institution through various communication channels;;

In 2020, the FSC made timely changes in the regulatory framework and supervisory
activities, in line with European requirements and the specifics of the national market, with an
emphasis on good business practices and with a view to equal treatment of supervised entities. The
focus of the Commissions activity during the year was providing accurate and comprehensive
information about the non-banking sector and the actions of the institution through various
communication channels. This process, together with the implementation of a series of educational
initiatives, helps to increase the financial culture and create preconditions for awareness in the
choice of financial services by consumers.

5.1. Access to financial information

Access to financial information, as well as information on all activities carried out by the
Financial Supervision Commission, is carried out to end-users and its supervised entities through
various communication channels, as follows:

e publications on the Commission's two public websites: https://www.fsc.bg/bg/ and
http://www.tvoitefinansi.bg/;

e organization of media campaigns;

e participation with news, statements and media interviews;

e providing information to citizens and supervised entities on particular and specific cases
upon request at the information centre of the FSC.

The representative participation of the management and experts of the FSC in various
public forums, round tables, national and international conferences and events further contributes
to the sharing of current, analytical and prognostic information, as well as priority for discussion
and sharing of good practices and examples.
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Institutional page of the FSC — www.fsc.bg.

The website publishes up-to-date information on the regulatory and supervisory activities
of the FSC, on the measures taken by the Commission for the Financial Stability of the Non-Bank
Financial Sector. Information about the supervised entities is constantly published - statistics,
reports, amount of capital and other essential data about the activity of all supervised entities. The
FSC updates all of its sections on its website on a regular basis in order to inform consumers,
supervised entities and all stakeholders in the country and abroad, including news, administrative
documents, statistics, regulations, etc.

In 2020, an online form for submitting complaints in Bulgarian and English was created on
the official institutional page in the section “For the consumer” - “Complaints”, and in the section
“Insurance market”, five online forms with requests for registration of an insurance broker and
insurance agent were introduced. The "e-Portals" section is renamed "e-Services" and a list of
administrative services that the Commission offers to citizens and businesses has been added.

In 2020, more than 1,360 materials were published on the website of the Financial
Supervision Commission, of which: 209 news, 608 decisions, 51 statistics. The distribution of
market statistics is as follows: capital market - 1 pc., insurance - 38 pcs. and social insurance - 12
pcs. The published key information for investors is 429 messages.

During the year, several information campaigns were published on the official website of
the Financial Supervision Commission. Firstly an active communication policy was implemented
to mitigate the impact of COVID-19 on supervised entities and FSC employees, together with the
European Securities and Markets Authority (ESMA), the European Insurance and Occupational
Pensions Authority (EIOPA) and other international institutions. In the "News" section 17 press
releases are published - warnings of international organizations to supervised entities to mitigate
the impact of COVID-19, as well as measures taken by the FSC to facilitate business in the difficult
international epidemiological situation. A notice was also published on the package of measures
taken by the FSC in connection with limiting the spread of the coronavirus among the employees
of the institution. 7 press releases were sent to the media.

On the occasion of Brexit, warnings and explanations were published, addressed to the
users of financial services and to the supervised entities for the end of the transitional period and
what is to come after 01.01.2021 - 5 press releases were prepared and disseminated.

In June 2020, the Financial Supervision Commission published on its website a notice on
the new information platform in support of anti-money laundering proceedings in Bulgaria.

In the area of the capital market 8 summarizing materials were published during the year
on the average daily number of transactions for the issues of shares admitted to trading on the
Bulgarian Stock Exchange.

For the supplementary pension insurance, regular quarterly statements, statements of the
rate of return of the supplementary pension funds on an annual basis, the results of the changes in
the holding and the transfer of insured persons’ funds from one pension fund to another, materials
for the funds accumulated in the supplementary pension funds.

In the field of insurance, periodic updated were carried out of the lists of Bulgarian and
foreign insurers and insurance brokers, the insurers and insurance intermediaries from the EU
Member States that had informed the FSC they wish to carry out activity on the territory of the
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Republic of Bulgaria, as well as the lists of Bulgarian insurers and reinsurers intending to carry
out insurance activities on the territory of the EU.

Regulatory documents from the European legislation, directives of the European
Parliament and Council of the European Union, regulations and decisions of the Council and of
the European Parliament were published in the European Affairs section.

Through the e-portals on the FSC's website, participants in the non-banking financial sector
submitted the information required by the Commission — statements, reports, etc., signed with an
electronic signature. The information submitted through the e-modules was presented to the public
through the public register which is accessible on the website under the “Electronic Register and
chart (ERiK) and News from e-Register subsections.

Proof of the good communication policy during the year is the large number of visitors to
the FSC website. For the period 01.01.2020 - 31.12.2020 the site www.fsc.bg was visited by
244,863 users. Of these, 236,618 visited it for the first time.

The FSC’s website Your Finance — http://www.tvoitefinansi.bg

The website “Your Finances” was created for the purpose of more accessible explanations
for servicing the users of financial services and acquainting them with the main specifics in the
three sectors of supervision carried out by the FSC. It describes in detail various financial products,
divided into insurance, pension and investment. Information on consumer rights and advice that
would be of interest to visitors on various cases has also been published. The materials have an
educational focus, and for this purpose a test has been developed that takes into account the level
of financial literacy, as well as a financial dictionary. In 2020, the information on the site was
completely updated and up-to-date materials were published for better awareness and protections
of the users of financial services. For the period 01.01.2020 - 31.12.2020 the site “Your finances”
was visited by 19,689 users. Of these, 19,546 visited it for the first time. The average number of
visits to the site per day is about 80 users.

Information Centre

Given the national and international situation related to the COVID-19 pandemic in 2020,
the Information Centre of the Financial Supervision Commission served about 14% fewer citizens
and supervised entities than in 2019. The Information Centre receives inquiries daily both from
supervised entities and from citizens who need information on issues and cases on various topics.
The Financial Supervision Commission has a specialized toll-free telephone number: 0800 40 444,
available to all citizens, and inquiries are accepted by e-mail or by on-site visit.

In 2020, the total number of calls received at the FSC Information Centre was 4627. Of
these, 2944 inquiries are related to the three areas of the non-banking financial sector, and the calls
related to administrative issues are 1683. There are 73 visits by citizens on the spot. There is a
decrease in site visits, which is explained by the epidemiological situation in the country during
the year.

The telephone inquiries distributed by months are as follows: 612 in January, 393 in
February, 434 in March, 283 in April, 334 in May, 372 in June, 601 in July 314 in August, 334 in
September, 390 in October, 277 in November and 283 in December.
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Among the most frequently asked questions by citizens are the following topics: inquiries
about the procedure for filing a complaint, checking the status of voucher books, submitting reports
in e-portals by insurance companies, insurance agents and insurance brokers, sending reports in e-
modules by supervised entities , payment of a fee for general financial supervision, entry of
documents in Record Keeping, deadlines for submission of declarations under the various
regulatory requirements and documents, registration, registration and termination of insurance
brokers. There are no significant differences between the topics of calls compared to 2019. There
are more and more calls related to questions for unlicensed investment intermediaries.

The number of calls to the Commission Information Centre remains high in 2020, despite
the complicated situation related to the COVID-19 pandemic. Given the above data, it can be
summarized that the FSC Information Centre retains its popularity for both citizens and
participants in the non-banking sector.

Using the internal communication channels, the Information Centre provides expert
assistance to those who have sought information and assistance. The result of the effectiveness of
the FSC Information Centre is the maintenance and strengthening of the positive image of the
Financial Supervision Commission.

Participation of the members of the FSC at financial forums in Bulgaria.

In 2020, the Chairperson of the Financial Supervision Commission took part in many
important economic events at the national level. The first standout event is the presentation of the
major awards to insurers for 2019 at the ceremony "Insurer of the Year" and "Insurance Broker of
the Year". The organizers of the event, which is being held for the 12th consecutive year, are the
Higher School of Insurance and Finance (VUZF), the Association of Bulgarian Insurers and the
Bulgarian Association of Insurance Brokers. For the first time, the ceremony was held online.
Special guests at the ceremony were Boyko Atanasov, Chairperson of the Financial Supervision
Commission and Iliana Hristova, Deputy Chairperson of the FSC, Head of the Insurance
Supervision Department. Boyko Atanasov opened the ceremony and after thanking the organizers,
focused on the situation in Bulgaria, as well as the world, and which involves the rapid
transformation of existing models of thinking and behaviour of citizens and organizations.

Under the patronage of Boyko Atanasov, the Second International Conference on the Pan-
European Pension Product (PEPP) was held. It was attended by MPs from the 44th National
Assembly, leading experts from the Ministry of Finance, the Financial Supervision Commission,
the Association of Bulgarian Insurers, the Bulgarian Association of Supplementary Pension
Insurance Companies, management companies, financiers, economists and scientists from all over
Europe.

Boyko Atanasov also opened the educational program for students on the topic for the
eighteenth time "The non-banking financial sector in Bulgaria". Given the epidemic situation, the
program was conducted online. The 3 webinars organized - on October 2, 9 and 16, were dedicated
to each of the non-banking markets - social insurance, capital and insurance. The survey of 33
participants showed great interest and satisfaction with the program.
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In 2020, 6 meetings of the interdepartmental task force for the preparation of a National
Strategy on Financial Literacy took place, in which the Financial Supervision Commission actively
participates.

FSC employees took part in a number of national and international seminars and discussion
meetings.

Media communications

During the past 2020, the Financial Supervision Commission carried out active
communication with the media, using various channels in order to inform consumers of financial
services and increase public confidence in the activities of the Commission. During the year, 209
news items were published on the website and 53 press releases were sent to the media. Answers
to journalist questions are provided on a daily basis.

During the year, the management of the Financial Supervision Commission was actively
present in the media.

In January 2020, the Chairperson of the FSC, Boyko Atanasov, gave an interview regarding
the Bonus-Malus system for the morning show of BTV Tazi Sutrin.

Later in the year, the Chairperson participated with two statements in the bulletin of the
Association of Banks in Bulgaria.

In 2020, the Deputy Chairperson, Head of the Insurance Supervision Department, Vladimir
Savov, gave two interviews to print and electronic media. His first interview, after his election as
Deputy Chairperson of the Commission, was for the newspaper "Trud", and the second for
Bloomberg TV.

The activity of the Financial Supervision Commission is actively covered in the media.
Proof of this are a total of 6,902 publications, of which 508 in print media, in televisions there are
24, in internet there are 6,363, and in radio there are 7.

In 2020, the Financial Supervision Commission prepared two issues — a monthly
Newsletter published on the FSC website and the Annual Report of the Financial Supervision
Commission for 2019 summarizing the activities of the supervisory institution and reflecting the
state of the non-banking sector in Bulgaria in 2019.

The FSC's monthly newsletter provides summarized information on the activities of the
Commission by months - regulatory and supervisory, it provides information for all decisions of
the FSC, the decisions of the Members of the FSC and all the entries during the month. The
newsletter is issued in electronic form in the middle of each month, summarizing information for
the previous month, and is published on the Commission's official website.

In order to monitor, study, but mostly for awareness of the economic and financial situation
in Bulgaria, at the internal level the FSC prepares two daily monitoring reviews of media
publications in traditional media. A total of 609 monitoring reviews were prepared for the year, 50
of which were related to extraordinary news and topics.

5.2. Complaints and inquiries by users of non-banking financial services
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The protection of consumers of financial products and services is one of the statutory
objectives of the Financial Supervision Commission. A major function of the FSC Member under
Art. 3, item 5 of the FSCA is the consideration of complaints filed against persons supervised by
the Commission, as well as against persons who provide financial products and services without
licence.

In line with the European strategy for consumer protection to enable out-of-court settlement
of disputes in Bulgarian legislation, this possibility is provided for by the Consumer Protection
Act. Sectoral conciliation commissions have been established to deal with disputes between
consumers and service providers in the non-banking financial sector - in the field of insurance, in
the field of pension insurance, in the field of capital markets. Out-of-court dispute settlement is an
alternative to resolving disputes between users and supervised entities by the FSC. Proceedings
before the sectoral conciliation commissions are free of charge, which allows consumers with
small claims to exercise their rights.

In order to inform individual consumers about the possibility of out-of-court settlement of
a dispute in the answers to the complainants, the FSC provides information on the existence of
such a mechanism, in case they are not satisfied with the decision of the supervised entities, to
refer to the relevant sectoral conciliation commission.

In order to analyse the complaints received from consumers in the FSC, the FSC has
established a procedure for processing of complaints, the results of which are used to improve the
supervisory activity and to improve the regulatory framework. Each received complaint is
inspected, written statements ascertaining any administrative infraction are issued if necessary,
recommendations are made to the supervised entities, coercive measures are imposed, actions and
measures are taken within the legal powers of the FSC bodies.

Consumer complaints play an important role in market discipline. They are one of the
channels for receiving information by the regulator about compliance with the regulatory
requirements for the activities on financial markets supervised by the FSC, as well as the behaviour
of market participants on financial markets. Consumers of financial services receive useful
information for decision-making.

Complaints are also a channel for market feedback about the satisfaction of users of
financial services and products from the regulator’s actions, from the inspections results and from
the measures undertaken as a consequence of their complaints. The analysis of the feedback gives
the regulator an overview of the level of awareness and financial literacy of consumers, as it is an
important element for the formation of its policy for supervision of the non-banking financial
sector.

The corrective actions undertaken by the FSC as a result of the analysis are the basis for
establishing and maintaining a high level of confidence of consumers of financial products and
services offered on the financial markets and build sense of security for consumers in using the
products and services offered on the non-banking financial market. The corrective actions help
preserving the stability of financial markets, the confidence in these markets, act as an incentive
for the efficiency and transparency of the financial markets. The analysis of complaints, as well as
of inquiries, covering the main complaints and issues raised in them, the analysis of the main
reasons that led to the occurrence of the issues raised in the complaints and the inquiries,
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highlighting systemic issue areas, possible poor commercial practices, are also excellent tools for

making management decisions with a view to improving the regulatory framework, supervisory

practices and for taking appropriate corrective actions and measures regarding the participants in

the financial markets supervised by the FSC.

In 2020, the FSC received 1,204'°
complaints and inquiries related to the
activity of persons supervised by the FSC.
There is a decrease in their number compared
to 2019, when there were 1,492 (-288 pieces).
Discipline in the market, improving the
market behaviour of financial service
providers and products, more careful and fair
treatment of financial service and product
providers to consumers, are the main reasons
for reducing the number of complaints. On
the other hand, the reduction is due also to the
Commission's  policy of  providing
information on its legal powers, on the ability
of consumers to resolve disputes with
financial service providers.

The number of complaints has changed
over the years as follows: in 2013 - 1,356, in
2014 -1,369,in2015-1,242,in 2016 - 1,274.
In 2017, the number of complaints and
inquiries from users increased to 1,438, and
in 2018 it reached its highest value of 1,943,
after which in 2019 it decreased again to
1,492 complaints and the trend is preserved
in 2020.

The presented analysis of the complaints
for 2020 is based on 1 203 received?

complaints on which the institution is
competent to rule.

With respect to the complaints within
competence for the period from 2013 to 2020,
there was no clear upward or downward trend
in their number. In 2013, 1,125 complaints
were reported, in 2014 - 1,133 in 2015 - 1,026
in 2016 - 1,089. In 2017, their number
increased to 1,415 and in 2018 - to 1,656
complaints by jurisdiction. A significant
decrease is reported in 2019 compared to the
previous two years - up to 1,203, and the
same decrease is observed in 2020, namely
99329 appeals on which the FSC is competent
to rule.

In addition to complaints, the FSC also
receives numerous inquiries on which the
institution is competent to rule. Inquiries are
processed mainly in the specialized
administration and the accumulated
information in the internal database does not
give an accurate picture of this type of files.
In 2020, only 6 inquiries were registered in
this database.

The FSC also receives complaints for
which the institution is not competent to rule.

Analysing the statistical information
since 2013, it is evident that the number of

1% The indicated 1,204 complaints are calculated by excluding from 1,395 (total received) files, the complaints and
inquiries, which are not against actions of persons supervised by the FSC. The value of 1,204 represents received
complaints and inquiries within competence within 2020, 205 of them were processed by the specialized departments,
with letters from the office of the FSC to the respective complainants.

20 Addressed to the Analyses, Complaints and Resolution Directorate (ACR) and processed by it opinions on

complaints.
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complaints falling outside the competence of
the FSC began to decrease from 2015 to 2018
and varied about 100 per year with slight
deviations. In 2013, 2014 and 2015 they were
respectively 130, 150, 142, with the highest
growth registered in 2015. In 2016 there is a
decrease compared to 2015 by 32. In 2017,
compared to 2016, a minimum increase of 2
complaints was registered. For 2018 they are
106, while in 2019 there is another increase
to 146 complaints. In 2020, the complaints
outside the competence of the FSC reported
an increase again, reaching 191. The FSC
processes complaints outside its competence
in a timely manner and forwards them to the
relevant competent institutions. This may be
one of the reasons for the increased number
of such complaints - in case the complainant
does not know to whom to direct their
complaint, they submit it so that it can reach
the right institution for consideration.

Graph 1. Dynamics of complaints,
inquiries and signals filed with the FSC
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Complaints on which the institution was
competent to rule represented 83.4 % of the
total complaints and inquiries in 2020. In
2020, compared to 2019, there was a slight

decrease in the proportion of complaints for

which the institution was competent, from
87.9% to 83.4%.

For comparison, in the period 2013 -
2020 this share is relatively constant, over
80%. In 2020, a slight decline was registered
compared to 2019 to 83.4%. For comparison,
the share of complaints within competence
ranges as follows: from 83% in 2013, 82.8%
in 2014, 82.6% in 2015, 85.6% in 2016,
91.4% in 2017, 93.1% in 2018, 87.9% in
2019.

The share of inquiries has varied
between 7.4% and 0.6% since 2013 and has
been declining. In 2013 their share was 7.4%,
in 2014 - 6.3%, in 2015 - 6.0%, in 2016 -
5.9%, in 2017 - 1.5%, in 2018 decreased to
0.9%, and in 2019 a certain increase to 1.3%
is reported, and in 2020 there was a decrease
to 0.6%. The share of complaints for which
the institution is not competent, after the
period of increase until 2015 varies within
narrow limits until 2018 and marks an
increase for 2019 and 2020. The share of
these complaints in 2013 was 9.6%, in 2014.
- 11.0%, in 2015 - 11.4%, in 2016 - 8.6%, in
2017 - 7.2%, in 2018 it is 6.0%, in 2019 -
10.8% and in 2020 it is 16.1% of the total
share of received complaints and inquiries.

In 2020, the ratio between complaints,
inquiries and alerts for which the institution
is not competent is maintained by quarters.
Complaints within the competence of the
FSC represent 83.9% of all complaints
received in the first quarter of 2020. In the
second quarter their share was 82.8%. In the
third quarter it increased to 85.1%, and in the
fourth quarter it decreased to a minimum of
82.2%.

The dynamics of the number of
complaints of incompetence during the year
does not show a clear trend. In the first
quarter of 2020 they had the lowest share,
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namely 14.2% of all received complaints, in
the second quarter they increased to 17.2%,
and in the third quarter they were 14.6%, and
the same level was maintained in the fourth
quarter again with a share of 17.9%.

Graph 2. Dynamics of complaints,
inquiries and signals filed with the FSC
by quarters
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Of the analysed 993 complaints received
in 2020, for which the institution is
competent, most are complaints against
actions of persons operating in the insurance
market. Their number is 825. The number of
complaints related to the services offered on
the social insurance market is minimal - only
13. There are 154 complaints against actions
of persons operating on the investment
market.

In 2020 compared to 2019 there is a
decrease in complaints concerning the
insurance market by 139. The trend of
decreasing the complaints on the insurance
market has been observed since 2013 with
one break in 2017. In 2013 the number of
complaints was 171, in 2014 they were 96, in
2015 they dropped to 41, in 2016 they
decreased further to 29. For 2017 they

increased to 67, while in 2018 there is another
decrease to 25. In 2019 there are 13, and in
2020 - 14.

For the period 2013 - 2020, no clear
trend can be defined in the number of
complaints received in connection with the
services and products offered on the
investment  market, with  significant
deviations in different years. Their number
for 2014 is 102, for 2015 - 92, for 2016 - 39,
for 2017 - 54, in 2018 it increases to 104, in
2019 - 209, and in 2020 it decreased to 154.
During the last three-year period 2017 - 2020,
there is a tendency for an increase in the
number of complaints received in connection
with the services and products offered on the
investment market. This increase is a result of
an increase in the number of complaints
against actions of persons who do not have a
license to perform activities for the provision

of investment services and activities.

Graph 3. Dynamics of complaints at the
FSC by markets
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Within 2020, by quarters, there is no
clear trend to increase or decrease the number
of received complaints within the
competence of the FSC. Their distribution is
as follows: in the first quarter of 2020, 22.6%
of the complaints within competence for the

year were received. Compared to the same
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period of 2019, this share is lower. In the
second quarter of 2020, 24.8% of the total
number of complaints within competence for
the year were received and compared to the
same period of 2019 no significant change
was observed. In the third quarter of 2020,
25.8% of the complaints were received, while
in the third quarter of 2019 they represented
23.5%. In the fourth quarter of 2020, 26.9%
of the complaints were received. For
comparison, in the fourth quarter of 2019 the
share was 19.4%.

Graph 4. Dynamics of complaints filed
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Complaints related to the insurance
market represent the largest share of received
complaints within competence in 2020 -
83.1%. For the period 2013 - 2020 this level
remained over 80.0%. For comparison, the
share of this type of complaints during the
period is as follows: in 2013 - 79.0% in 2014
-82.5%,1n 2015 - 87.0%, in 2016 - 93.8%, in
2017 - 91.4%, in 2018. - 92.1%, and in 2019
- 81.3%.

The share of complaints from the
insurance market in the last few years is
relatively small, as in 2020 they represent
1.4% of all received complaints by
jurisdiction. The share is preserved compared

to 2019 - 1.1%, in 2018, - 1.5% in 2017. -
4.7%, in 2016 - 2.7%, in 2015 - 4%, in 2014
- 8.5%, and in 2013 their share was the largest
- 152%, when a serious increase in
complaints was registered in connection with
the transfer of accumulated funds in the
accounts of insured persons.

The complaints against  persons
operating on the investment market in 2020
are 15.5%. In 2019 they were 17.6% of all
complaints received and increased compared
to 2018 their share was 6.3%. For the period
2013 - In 2018, there is no clear trend in the
share of investment complaints in the total
number of complaints received by the FSC:
their share in 2017 was 3.8%, 3.6% - in 2016,
9% -1n 2015 and 2014 and 6.0% in 2013

The FSC also receives complaints
related to the provision of investment
services by persons who do not have a license
to provide such services. The services are
usually  provided through electronic
platforms, remotely, the complainants have
not been active, have not checked whether the
persons with whom they enter into
contractual relations have the right to provide
investment services and activities, do not
have sufficient knowledge of the financial
instruments in which they have decided to
invest, they are not aware of the risks
associated with the provision of their funds.
They transfer funds to persons other than
those with whom they have entered into a
contractual relationship. Complaints are
often submitted to the FSC by foreign
persons due to the connection of electronic
trading platforms in some way with Bulgaria,
for example.

The distribution of complaints by sectors
is maintained by quarters in 2020. In the first
quarter of 2020 the share of complaints

related to the insurance sector was 18.3%, in
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the second quarter - 20.4%, in the third
quarter- 21.4%, and in the fourth quarter -
their relative share is 23.1%. Complaints
against actions of pension insurance
companies have an equal relative share in
each quarter of 2020. Complaints from the
investment market have the highest relative
share in the second quarter of 2020, and the
lowest - in the fourth quarter of the year.

Table 28. Dynamics of the structure of
complaints by market segments

2020

2017 2018 2019 at Q2 a3 Q4
Insurance market. 91,4%  921%  813%| 183%  204%  21,4%  231%|  83,1%
Investment market 3,8% 63%  17,6% 3,8% 42% 4,0% 34%  155%
Social insurance market 47% 1,5% 1,1% 0,4% 0,2% 0,4% 0,4%| 1,4%

Key:

Ocurypurenen masap — Social insurance market
3acTpaxoBareneH nasap — Insurance market
WuBectunnoneH masap — Investment market

2020

In 2020 the FSC also received
complaints for which the institution is not
competent to rule. The largest share of
complaints a falling outside the competence
of the FSC are complaints related to credit
products - 27.8%, some of which were
provided by non-bank credit institutions. In
second place are the complaints related to
remittances - 4.2%. Complaints related to
savings products and mobile services account
for a relative share of 0.5% and 2.6%,
respectively, and others - 64.9% of the total.

Table 29. Structure of complaints outside
FCS’s competence

2019 2020
Credit products 23,3% 27,8%
Money transfer 2,7% 4,2%
Savings products 1,4% 0,5%
Mobile services 0,7% 2,6%
Taxes 0,0% 0,0%
Others 71,9% 64,9%

100,0% 100,0%
Source: FSC.
Key:

Kpeautau npoxykru — Credit products
[Tapuuen npeBox — Money transfer
CriecToBHH HPOJIYKTH — Savings products
Mob6wmHu yeimyrn — Mobile services
Jlanpuna cpepa — Taxes

Jpyru — Other

The FSC continues the established
practice- in 2020 to forward complaints
outside its competence to the institutions in
whose competence they are.

In 2020, the FSC received complaints
outside its competence, which are mainly
within the competence of one institution in
the country. Most complaints are within the
competence of the Bulgarian National Bank
(BNB), and their share is 61.8%. For 38.2%
of the complaints outside the competence of
the FSC, the competent body is the Consumer
Protection Commission, CRC, Court,
Prosecutor's Office, SANS and others.

Table 30. Structure of complaints by
competent institutions other than the FSC

2019 2020
Bulgarian National Bank 63,7% 61,8%)
National Revenue Agency 0,0% 0,0%|
CRC, CPC, Court, Pr ’s Office, letely outside 36,3% 38,2%)
100,0%  100,0%)
Source: FSC.
Key:

Brirapcka HaponHa 6anka — Bulgarian National Bank
Hanumonanna arenmus 3a npuxoaurte — National Revenue
Agency
KPC, K3II, Csg, [IpoxypaTypa, bIHa HEKOMIETEHTHOCT —
CRC, CPC, Court, Prosecutor’s Office, completely outside
incompetence

Analysing the complaints of consumers
in 2020 by legal entities, it can be said that
the complaints and inquiries submitted by
local individuals have the largest share of all
received complaints and inquiries - 89.1%.
Local legal entities have a share of 5.7%.
Foreign individuals have a share of 5.1%, and
foreign legal entities - 0.1%. A decrease in
the share in 2020 compared to 2019 is
reported for foreign individuals, from 11.6%
to 5.1%. A slight increase in the share is
reported among local legal entities - from
4.3% in 2019 to 5.7% in 2020. In 2020, there
is an increase in complaints to the FSC filed

through lawyers.
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Graph 5. Dynamics of complaints,
inquiries and signals by legal entities
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Source: FSC.

Key:

MectHo ¢u3ndecko nuie — Local natural person
YyxaectpanHo ¢usndecko auie — Foreign natural person
MectHo 1opumaecko e — Local legal entity
UyxknectpanHo fopuaudecko e — Foreign legal entity

The analysis of the complaints in terms
of activity in seeking their consumer rights
shows that men are prevalent over women.
Their share in 2020 is 61.2 % compared to
31.2% for women. The complainants that are
legal entities accounted for 7.6% of all
complaints and inquiries. There is no
significant change compared to 2019, as
again men are more active - with a share of
62.8% and women with a share of 30.5%.

Graph 6. Dynamics of complaints,
inquiries and signals by legal entity and
gender
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Source: FSC.

Key:

XKena — Woman

Mspx —Man

IOpnanaecko mume —Legal entity

Insurance market

The trend for the complaints relating to
the insurance market to have the highest
relative share remained in 2020. Complaints
against services and products offered by the
non-life insurance companies continue to
occupy a major part of the complaints
concerning the insurance segment, and their
share is 94.5% in 2020, compared to 95.7%
in 2019. The higher share of complaints
against non-life insurance companies was
due to the higher number of non-life
insurance contracts. The proportion of
complaints relating to products and services
offered by life insurance companies
increased from 4.3 % in 2019 to 5.5% in
2020. This increase is also related to the
conclusion of a larger number of insurance
contracts in this sector.

Graph 7. Dynamics of complaints related
to non-life and life insurance
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100% 95,7% 94,5%
so%
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Non-file insurance Life insurance

Source: FSC.

Key:
Oo6o 3actpaxoBane — Non-life insurance
JXusoro3actpaxoBane — Life insurance

The analysis of complaints in the life
insurance sector in terms of the entity against
which they were filed showed that usually the
complainants expressed grievance over the
insurers’ actions. In 98.7% of the received
complaints against entities acting on the
insurance market, the subject of the
complaint concerned the activity of the
insurers. The share of these complaints in
2020 is close to the one in 2019 (99.2%).
During the year, the complainants also
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complained about the actions of insurance
brokers and the Guarantee Fund, however
their share was insignificant.

Graph 8. Dynamics of complaints in
terms of supervised entities operating on
the insurance market
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Key:
3actpaxoBaren — Insurer
3actpaxoBareneH Opokep — Insurance broker
Iapannuonen ¢porx — Guarantee Fund

Most often the subject of complaints
concerning the insurance sector was related
to failure to issue a conclusion under
insurance claims within the deadlines of the
Insurance Code (IC) regarding the most
widespread insurance Motor Third-Party
Liability (21.2%). Secondly, the applicants
complained against the refusal to be paid
compensations under Casco insurances
(13.6%). In the third place, with 8.2%, were
complaints in which applicants objected to
the refusal to pay compensation under Motor
Third-Party  Liability
applicants also objected against unfair

insurance. The

practices of the insurers, failure to rule on a
submitted insurance claim under Casco
insurance within the time limits of the IC,
disagreement with the amount of indemnity
paid under Casco and Motor Third Party
Liability, Property insurance, Life insurance,
Accident insurance and Health insurance
For comparison, in 2019 as well, the
most frequent subject of the complaints
related to the insurance sector was against the
failure to rule on insurance claims under

Motor Third-Party Liability within the
periods of time stipulated in the IC.

Graph 9. Distribution of complaints in the
insurance market by subject of complaint
in 2020
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Source: FSC.
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Key:

Otka3 3a W3IUIAm[aHe Ha OOE3IIETEeHHE IO 3]paBHA
3actpaxoBka — Refusal to pay compensation under health
insurance

OTka3 3a U3IUIaIlaHe Ha 00e3IeTeHHe 0 3aCTPaxoBKa
»3rononyka“ — Refusal to pay compensation under Accident
insurance

Ortka3 3a M3IUIaniane Ha o0e3IeTeHHe 10 3acTpaxoBKa
JKuBot“ — Refusal to pay compensation under Life
insurance

Ortka3 3a u3IuIaniane Ha o0e3MeTeHHe 10 3acTpaxoBKa
LAmymecrBo“ — Refusal to pay compensation under
Property insurance

Orka3 3a m3mamade Ha ooesmerenne ,,l O — Refusal
to pay compensation for Motor Third-Party Liability
insurance

Hecpriacue ¢ pasmepa Ha M3IUIATEHOTO OOe3IIETEHHE
3actpaxoBka ,,KACKO“ u ,,['O“ — Disagreement with the
amount of compensation paid for CASCO and Motor Third-
Party Liability insurance

Henpowusnacsine B cpokxoBere mo K3 mo 3actpaxoBka
., KACKO* — Failure to make a decision within the deadline
set out in the Insurance Code under CASCO insurance

Otka3 3a M3IUIalaHe Ha OOe3LIeTeHWE 3acTpaxoBKa
,KACKO*“ — Refusal to pay compensation under CASCO
insurance

HexopekTHu mpakTiku oT 3actpaxoBarenan — Unfair
practices of insurers
Henpounsnacsue B cpokosete o K3 mo 3actpaxoska ,,[ 'O —
Failure to make a decision within the deadline set out in the
Insurance Code under Motor Third-Party Liability insurance

Social insurance market

Unfair practices by insurance firms is the
most common subject of complaints related
to the insurance market in 2020. Their share
is 35.7% of all complaints received in
connection with the insurance market. In
second place are disagreements with the
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amount of accumulated funds (21.4%), and in
third place with 14.3% are complaints against
a request for termination of the procedure or
refusal to terminate the procedure for
transferring funds from one SPF to another.

For comparison, in 2019 a request for
termination of the procedure or refusal to
terminate the procedure is the most common
subject of a complaint related to the insurance
market.

Graph 10. Distribution of complaints in the social
insurance market by subject of the complaint in
2020
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Unfair practices of social insurance intermediaries
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Unfair practices of PIC
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Source: FSC.

Key:

HekopeKTHH MPaKTHKU OT OCHI'YPHUTEIHH TOCPEIHULIN
— Unfair practices of social security intermediaries

Hecwrnacue ¢ pasmepa Ha HaTpyHaHHTE CPEACTBA —
Disagreement with the amount of funds accumulated

Hexopextuu nmpaktuxu ot [10J] — Unfair practices of
PICs

Vickane 3a npeKpaTsBaHe Ha MPOLEAypaTa WK OTKa3 OT
IIpeKpaTsBaHe Ha mpouexypara — Request to terminate the
procedure or refusal to terminate the procedure

The trend of complaints related to the
social insurance market and concerning
mainly universal pension funds (UPFs)
remained unchanged in 2020. Their share
was 92.9% of all complaints received in
relation to the social insurance market. This
predominant share was explicable because all
workers born after 31.12.1959 were secured
in UPFs. For 2020, there is only one
complaint concerning VPF.

Graph 11. Distribution of complaints in
the social insurance market by types of
funds
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Key:
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Investment market

A significant number of the complaints
concerning the investment market were
related to the provision of investment
services by companies which had not
received the relevant license. In this regard,
the FSC focused its efforts on taking actions
to limit the supply of investment services by
non-licensed companies and to create a
competitive environment with adequate
investor protection for the development of the
investment business. The official website of
the Commission publishes the persons who
were found to carry out an investment
activity without a license, and the relevant
law enforcement authorities had been
notified.

From the analysis of the complaints
received it was established that there was a
tendency for increased activity in the remote
sale of investment products — on the
telephone or via electronic platforms, as well
as of complex financial instruments that were
difficult for retail users to understand and for

which, according to the legal requirements,
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an assessment of the pertinence and
appropriateness of the financial service.

In 2020, most complaints from the
investment market are against actions of
unlicensed companies, many of which are not
based in Bulgaria. Their share in 2020
amounts to 74.0%. In second place in 2020
are the complaints against investment firms
or persons providing investment services and
products (19.5%), and in third place are the
complaints  related to  management
companies (3.9%).

Compared to 2019, in 2020 there is a
decrease in complaints related to public
companies from 5.4% to 2.6.%. The main
subject-matter of these complaints relates to
tenders, in particular against the price of the
tender. The opposite dynamics is reported in
the complaints related to the activity of the
management companies, as their share
increases to 3.9% in 2020 from 0.6% in 2019.

Graph 12. Distribution of complaints in
terms of supervised entities operating on
the investment market
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Key:
WuBectuunonuu nocpeanuny — Investment firms
[Ty6amann npyxectBa — Public companies
VmpapisBauy apyxecTBa — Management companies
O6ma xommerentHocT — Generally outside competence

Results from the processing of
complaints, signals and inquiries in the
FSC

The Financial Supervision Commission
registered and reviewed every complaint,

signal or inquiry received by the institution.
Detailed examination was carried out in the
consideration of each specific case, entities
against which the complaint was performed
were required to provide explanations and the
relevant documents in each particular case,
including any additional documents. The
necessary measures and actions were taken
during the examination in case a violation of
the legal requirements by the supervised
entities 1s found, then administrative
violation acts are issued, coercive

administrative  measures are applied,
instructions are given.

The analysis of the responses to the
complainants against actions on the insurance
market revealed that in part of cases the
consumers of insurance services were
advised on the possibilities to protect their
conciliation

rights  through  sectoral

commission for extrajudicial  dispute
resolution or by the court in case the FSC
does not have the authority to undertake any
actions. In 20% of the cases, insurance
compensations were paid after a complaint
had been filed to the FSC, and in 51.8% of
the complaints, the complainants were given
specific information relevant to the details of
the complaint that was helpful to the
complainants.

Very often, the consumer complaints
filed with the FSC involved civil litigation
between the complainant and the supervised
entity which was beyond the competence of
the FSC and which should be referred to a
sectoral  conciliation = committee  for
extrajudicial dispute agreement or the
competent court for consideration and
resolution under the current legislation.

The Financial Supervision Commission
in its replies to complaints against entities

supervised by the FSC, the Financial
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Supervision Commission regularly informed
the complainants that they had the possibility
of extrajudicial settlement of disputes thus
informing the consumers about the
possibility for faster dispute settlement
without any costs.

In 2020, there was a relative retention of
the share of cases when compensation was
paid after filing a complaint to FSC. This
proves the effectiveness of the institution in
carrying out its function of protecting
consumers of investment, insurance and
insurance services. The effectiveness of the
Commission's actions is also confirmed by
the growing number of complaints lodged by
lawyers.

In cases where violations of statutory
provisions were found during a complaint
examination, the FSC took action to hold the
regulated entities responsible under the
administrative regulations by drawing up acts
for established administrative violations and
issuing penalty warrants and also by
administrative

implementing  coercive

measures. The Financial Supervision
Commission also approached the law

enforcement authorities as necessary.

Graph 13. Structure of the actions
undertaken in response to complaints,
inquiries and signals received by the FSC
in 2018
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Source: FSC.
Key:
[IpenocraBsine Ha uHGOpPMALWS Ha MOTPEOUTENST Ha
MHBECTHUIIMOHHHU YCJIYTH 32 BB3MOXKHOCTTA 3a 3alllUTa Ha
HeroBute npasa — Provision of information to the consumer

of investment services regarding the possibility for
protection of their rights

IpenocraBsHe Ha uHbOpMAIMsA Ha MOTPEOUTENs Ha
OCHT'YPHUTEIHH YCIYr'H 3a BB3MOXKHOCTTAa 3a 3alllUTa Ha
HeroBute npasa — Provision of information to the consumer
of social security services regarding the possibility for
protection of their rights

IpenocraBsiHe Ha KOHKpPETHA HH(OPMALHs, OTHOCHMA
1o »xan6ata — Provision of specific information pertinent to
the complaint

Msnnateno oGeslieTeHue ciex MOJaBaHe Ha Kkayda —
Compensation paid after the submission of a complaint

IIpenocraBane Ha WHpOpPManMs Ha HOTpeOUTENsT Ha
3aCTpaxoBaTeNHU YCIYTH 3a BH3MOXHOCTTA 32 3allUTa Ha
HeroBuTe npasa — Provision of information to the consumer
of insurance services regarding the possibility for protection
of their rights

As a result of inspections performed in
2020, there was a decrease in the number of
cases where penalties and coercive
administrative measures were imposed to
supervised entities, their percentage dropping
to 19.8% of all complaints within
competence, as compared to 26.4% in 2019.
This reduction can be explained by increased
market discipline.

The analysis of the prepared answers to
the complaints and inquiries, as well as of the
actions taken by the FSC in connection with
the complaints, shows a positive effect of the
actions of the regulator. In many cases, the
applicants' claims, both natural and legal
persons, were granted.

Graph 14. Penalties and coercive
administrative measures imposed under
the received complaints
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Graph 15. Effect of the FSC’s activity on
) protecting the interests of the consumers
For 19.8% of the complaints and of non-bank financial services

inquiries in 2020, a positive effect was shown s00%
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5.3.  Policy of financial literacy

In 2020, regardless of the epidemiological situation related to the spread of COVID-19, the
Financial Supervision Commission was able to adapt digitally to continue to participate in various
forums: conferences, seminars, workshops and educational initiatives. They were mainly aimed at
protecting consumers and raising the financial literacy of various social groups, in partnership with
both state institutions and non-governmental organizations that exercise their activity in the field of
financial education.

In 2020, the Financial Supervision Commission together with the Ministry of Education and
Science and the Atanas Burov Foundation organized for the 18th time the educational program for
students on "The non-banking financial sector in Bulgaria".

For the first time the program was conducted online. The three webinars were on October 2,
9 and 16. In combination between theoretical and practical part, each day of the training was
dedicated to one of the non-banking markets, and lecturers were experienced experts from the FSC
and business. Virtual visits were made to a pension insurance and insurance company, a financial
group and the Bulgarian Stock Exchange. The participants got acquainted in detail with the mission
and activities of the Financial Supervision Commission, in its role as a regulator of the non-banking
financial sector. The program was attended by 26 students from XI grade and 7 teachers from
secondary vocational schools with economic and financial profile from the cities of Blagoevgrad,
Burgas, Varna, Veliko Tarnovo, Vidin, Gorna Oryahovitsa, Gotse Delchev, Kyustendil, Kardzhali,
Montana, Pazardzhik, Petrich , Popovo, Plovdiv, Razgrad, Ruse, Svishtov, Silistra, Sliven,
Smolyan, Sofia, Targovishte, Stara Zagora, Razgrad and Haskovo. The main goal of the educational
program is for the students from the secondary vocational schools in Bulgaria to gain valuable
knowledge about the financial sector, about the management of personal finances, as well as about
the specifics of the activity of the Financial Supervision Commission.
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The Commission has taken active actions to analyse and monitor financial innovation in the
non-banking financial sector. On September 10 and 11, 2020, representatives of the FSC took part
in the next module of the FIN-TECH project of the University of Economics - Varna on "Artificial
Intelligence, Market Risk and Robot Advice". Issues on the use of artificial intelligence in the
provision of robo investment advice and in the formation of investment portfolios, cryptocurrency
portfolio management models and their relationship to Forex trading were discussed.

All FSC initiatives in the field of consumer protection of financial services and the increase
of the financial literacy of Bulgarian citizens were aimed at increasing consumer confidence in the
non-banking markets and strengthening the important role played by FSC for the stability and
security of these markets.
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6. Financial Technology Monitoring Strategy
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In an environment of continuous dynamic development of the market of financial
innovations worldwide, including at European level, and in implementation of the Financial
Technology Monitoring Strategy (FinTech) adopted by the FSC in the non-banking financial sector
(2018 - 2020), in 2020 the Financial Supervision Commission took a number of initiatives to
monitor financial innovations, monitor the social insurance, investment and insurance markets on
the financial innovations used, ensuring the protection of the rights of investors and consumers of
innovative services and promoting its innovation activities.

In order to raise the awareness of experts in the FSC on the developments and trends in the
financial innovations in 2020, as well as to get acquainted with innovative products offered on the
financial markets, the experts attended all key forums related to financial innovations, namely:
FinTech Summit 2020, 6th Lux FinTech Conference on digital finance platforms, Blockchain,
private and public cryptocurrencies; 22nd IOSCO Seminar Training Program, Virtual Program, on
RegTech/SupTech; training of the University of Economics - Varna - SUP-TECH 2 on financial
innovations within a joint partnership project with the FSC.FSC experts are also involved and work
actively in the innovation working groups of the European Supervisory Authorities ESMA and
EIOPA, and they also took part in seminars organized on the topic.

In order to monitor market developments, analyse trends and identify risks, in 2020 the FSC
conducted two surveys of the financial innovation market, and for this purpose special
questionnaires were developed aimed at the persons supervised by the FSC.

The first survey on the use of financial innovation by supervised entities in 2020 and
monitoring the impact of the crisis following COVID-19, 103 supervised entities were involved: 15
management companies, 7 public companies, 40 insurance brokers, 4 SPICs (special purpose
investment companies), 13 insurance companies, 18 investment firms and 6 pension insurance
companies.

The second survey focused on the use of cloud services by supervised entities, because they
are essential for the creation of a genuine, competitive and single market for data governance. They
are a key objective of the European Commission Data Strategy, Digital Strategy, Industrial Strategy
and European Union (EU) Recovery Plan, which should provide access to more secure, sustainable,
interoperable, environmentally friendly and massive cloud infrastructures and business services.

A total of 113 companies took part in the survey, of which 35 companies operating on the
investment market (investment firms, public companies, management companies and special and
investment purpose companies), 76 insurance companies and 2 pension insurance companies.

A group of experts prepared an analysis of the responses received in both surveys resulting
in proposals to optimize the FSC’s action in this area.

In 2020, the FSC examined within the established mechanism for cooperation with business
- Innovation Centre (Innovation hub), specific inquiries from Bulgarian and foreign companies in
connection with the regulatory framework and the applicable law to specific cases.

In reference to the implementation of measures to achieve the strategy for financial
innovation, actions were taken to prepare and organize the participation of FSC experts in a
discussion forum of the digital strategy of the EC, organized by the Bulgarian Fintech Association
together with FISMA at the EC - Webinar Digital Finance Outreach, as well as participation in the
Webinar Digital Finance Outreach.
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Experts took part in a conference call for an innovative product for processing and data
storage offered by a Luxembourg company, as the connection between the company and the FSC is
on the recommendation of the EC. The “Complaints watch” project is related to the data collection
and processing of information, accumulated in the EU supervisory authorities, acquired by them in
connection with their supervisory functions for processing and responding to complaints of users of
financial services.
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7. International activity and cooperation
7.1. European dimension

The Financial Supervision Commission, as a participant in the European System of Financial
Supervision (ESFS), is actively involved in the activities of the European supervisory authorities
(ESMA and EIOPA) in order to associate the Bulgarian non-banking sector to the single European
financial market. The FSC is part of the governing bodies and participates in the meetings of the
Boards of Supervisors of the European Securities and Markets Authority (ESMA) and the European
Insurance and Occupational Pensions Authority (EIOPA), supporting their activities through expert
participation in the working committees and groups set up for them. In addition, the FSC participates
as a non-voting member in meetings of the European Systemic Risk Board (ESRB) and cooperates
with the European Banking Authority (EBA).

Key aspects of ESMA’s work
The main mission of the European Securities and Markets Authority (ESMA) continues to

be to strengthen investor protection and promote stable financial markets. ESMA achieves its
mission through four activities:

* risk assessment for investors, markets and financial stability;

e creating common rules for EU financial markets;

* supervisory convergence;

e direct supervision of specific financial entities.

In this regard, in early 2020 ESMA published its strategic priorities for the period 2020-
2022. These priorities are set against a changing landscape for ESMA, including shifting the focus
of regulation to supervision and harmonised enforcement of EU legislation, as well as the continuing
need to develop the EU's capital markets, especially having in mind the departure of the EU's largest
capital market, the United Kingdom. ESMA's strategic objectives for the period, based on its four
main activities, are as follows:

» risk assessment as a starting point for selecting ESMA's priorities;

e greater focus on the risks of retail investors - coordination of initiatives of national
competent authorities in the field of financial literacy and education, analysis of bad practices and
costs related to the purchase of financial products, coordination of "secret shopping" initiatives in
the EU, steadfastness in the use of its powers to suspend the sale of certain financial products;

e ESMA as a data centre for EU securities markets in a global context;

e promoting supervisory convergence by focusing on supervisory outcomes using
innovative tools;

* setting supervisory priorities by identifying the most significant risks and collecting data;

e increasing the number of peer reviews in order to achieve greater convergence of
supervision in the EU;

» risk-based direct supervision focused on results with long-term impact on third-country
central counterparties , critical benchmarks (from 1.01.2022), third-country benchmarks, data
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reporting service providers (from 1.01.2022), securitisation registers, securities financing
transactions, trade repositories and credit rating agencies.

ESMA's priorities for 2020, grouped by its core activities, are as follows:

e supervisory convergence - strengthening the convergence powers based on the new
ESMA Regulation, while ensuring consistency in the application of MiFIDII/MiFIR for secondary
markets; work on the performance and cost of retail investment products, while facilitating the
development of its data-driven supervision;

* risk assessment - publication of annual statistical reports based on EMIR, AIFMD and
MiFID II data; promoting cooperation on risk analysis;

e single Rulebook - contributing to the implementation of the Capital Markets Union,
Fintech and Sustainable Finance Action Plans, developing the necessary rules under EMIR
2.2/EMIR Refit and reviewing MIFID II/MiFIR,;

e direct supervision - ensuring effective supervision of credit rating agencies, trade
repositories, entities under the Securitisation Regulation and the Securities Financing
Transactions Regulation (SFTR), systemically important central counterparties, along
with the recognition of third-country CCPs.

According to the amendments to the ESMA Regulation, which entered into force on
01.01.2020, the Authority is obliged to prepare up to two important priorities for the whole Union,
which reflect the future changes and trends. National competent authorities are obliged to take these
priorities into account when drawing up their work programs and to notify ESMA. ESMA shall
discuss the relevant activities of the competent authorities in the coming year and draw conclusions
on the implementation of these priorities and possible follow-up, which may include guidelines,
recommendations to the competent authorities and peer reviews in the relevant field.

In November 2020, two Union Strategic Supervisory Priorities for national competent
authorities were approved and published, according to which the specific topics on which the FSC
should take supervisory action in 2021 and which will be coordinated by ESMA are:

1. costs and fees, charged by fund managers; and

2. improving the quality of transparency data reported under MiFIR.

In addition, ESMA is actively working on the topic of sustainable finance through a set of
priority actions aimed at integrating environmental, social and governance (ESG) factors as part of
the investment chain.

As a European regulator, ESMA has continued its work persistently and prudently to support
the smooth and sustainable withdrawal of the United Kingdom from the European Union. The
supervisory authority shall endeavour to ensure adequate regulatory and supervisory coverage of
third country companies.

ESMA Guidelines

During the reporting year ESMA continued to be strongly committed to its obligation to
develop guidelines aimed at improving the protection of EU investors. The guidelines elaborate on
basic standards of EU legislation in order to harmonize its application throughout the Member
States.
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In 2020, task forces were formed in FSC to review a total of 5 ESMA guidelines, as a result
of which FSC declared before ESMA compliance with the following Guidelines:

Guidelines on scenarios included in stress tests according to Art. 28 of the Money
Market Funds Regulation;

It is addressed to the national competent authorities as well as to the money market funds
and the persons managing those funds as defined in Regulation (EU) 2017/1131 of the European
Parliament and of the Council on money market funds (MMF Regulation).

They determine common reference parameters for the scenarios used in the stress tests to be
included in the MMF stress tests performed in accordance with Art. 28 of the MMF Regulation.

Their purpose is to ensure common, uniform and consistent application of the provisions of
Art. 28 (1) of the MMF Regulation, setting common reference parameters for the scenarios used in
the stress tests.

Guidelines for the standardized procedures and protocols for communications under
Art. 6 (2) of Regulation (EU) Ne 909/2014;

The Guidelines are addressed to investment firms and the competent authorities of
investment firms.

The guidelines shall be applied with regard to the requirements under Art. 6 (2), and in
particular the standardized procedures and communication standards to be used to comply with Art.
6 (2), second subparagraph of Regulation (EU) Ne 909/2014.

The purpose of these guidelines is to establish consistent, efficient and effective supervisory
practices within the ESFS and to ensure the common, uniform and consistent application of Art. 6
(2), second subparagraph of Regulation (EU) Ne 909/2014, supplemented by Art. 2 of Commission
Delegated Regulation (EU) 2018/1229.

Guidelines regarding the reporting to the competent authorities according to Art. 37
of the MMF Regulation;

The guidelines are addressed to the competent authorities and the money market funds
(MMFs) and to the MMF managers within the meaning of the MMF Regulation.

The guidelines apply in connection with Art. 37 of the MMF Regulation and the reporting
template in the Annex to the Implementing Regulation on reporting.

The purpose of the guidelines is to establish consistent, efficient and effective supervisory
practices and to ensure the common, uniform and consistent application of Art. 37 of the MMF
Regulation and the Implementing Regulation on reporting.

Guidelines on performance fees in UCITS and in certain types of AIF

The guidelines are addressed to the managers and the competent authorities.

They aim to promote greater convergence and standardisation in the field of performance
fees and to promote the convergence of supervision of the competent authorities. In particular, they
aim to ensure that the performance fee models used by the management companies are in line with
the principles of fair and honest way in the conduct of their business and the use of the necessary
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skills, care and attention in the best interests of the fund they manage, in such a way as to avoid
unjustified costs to the fund and its investors. They also aim to establish a common standard in
relation to the disclosure of performance fees to investors.

Peer reviews

According to the amendments to the ESMA Regulation, which entered into force on
01.01.2020, the Authority starts to prepare a biennial peer review (PR) plan of the National
Competent Authorities (NCAs), which should be voted on by the Board of Supervisors and is to be
published. It reflects lessons learned from previous peer review processes and is a separate part of
the annual and multi-annual work program. The follow-up actions after the completion of the peer
review are already regulated - 2 years after the completion of each peer review, the implementation
of the given recommendations will be monitored to the respective NCAs and the implementation
will be evaluated.

In this regard, ESMA's Board of Supervisors discussed and approved the “Peer Review
Work Programme 2021-2022”. The work programme is divided into the following categories:

e Mandatory PRs - those that are provided by law;

e Discretionary PRs- at the discretion of ESMA;

e Fast track - in case of emergency or unforeseen events, additional peer reviews can be
performed outside the programme.

The programme can be accessed at the following link:

https://www.esma.europa.eu/sites/default/files/library/esma20-95-

1273 2021 annual work programme.pdf

In 2020, ESMA conducted Peer review on compliance with the Authority's Guidelines
on enforcement of financial information standards (GLEFI) by the German supervisory
authorities. On 25 June 2020, the European Commission asked ESMA to conduct a factual analysis
of the events that led to the collapse of Wirecard AG, a fintech company included in the German
DAX 30 index. As a result, ESMA has launched a peer review of financial information supervision
in accordance with the Transparency Directive (Directive 2004/109 / EC) and the Guidelines on
enforcement of financial information (GLEFI). This inspection focuses on the supervisory actions
of the German supervisory authorities, which have competence in this case. The full report on this
inspection can be accessed at the following link:

https://www.esma.europa.eu/sites/default/files/library/esma42-111-
5349 fast track peer review report - wirecard.pdf

Key aspects of EIOPA’s work

The European Insurance and Occupational Pensions Authority, EIOPA, focuses on activities
that contribute to achieving the vision of a reliable supervisor. The main goals of the institution are
related to business management, supervisory convergence and financial stability. EIOPA applies a
method to prioritize its activities to identify the most important areas of work for the year.

Among the main focus topics on which EIOPA is working in 2020 are digitalization and
sustainable finance. EIOPA monitors the development of new technologies and their use by
identifying implications for supervisors, industry and consumers. With regard to sustainable
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funding, EIOPA seeks to ensure that environmental, social and governance (ESG) factors are
reflected in the contribution to the reviews of relevant regulations.

Among the main priorities for EIOPA in 2020 are:

e SupTech - study the use of technology by supervisors to provide innovative and effective
supervisory solutions to maintain a more flexible and responsive supervisory system;

e Monitoring market developments and the development of new technologies - assessing
and addressing supervisory and regulatory issues arising from the use of technologies such as DLT
/ Blockchain and artificial intelligence (Al);

e (Cyber resilience of the insurance market - security and governance, promotion of
supervisory convergence, as well as cooperation and discussion of all cyber areas;

e Creating a stable cyber insurance market as a tool for the digital economy;

e Sustainable finance - identifying key areas of supervision and promoting supervisory
convergence in risk assessment of ESG factors.

EIOPA has set several important targets for 2020:

e Improving regulation and supervision regarding business management

EIOPA works to contribute to the review of both the IDD and the PRIIPs framework, in
addition to the regulatory work on PEPP and sustainable finance. Convergence of supervision is a
priority, as the development of cooperation platforms is increasingly deepened, with visits to
countries and work with national competent authorities on the chapters on conduct in the
Supervisory Manuals.

e Convergence related to high quality prudential supervision across the EU

EIOPA continues its work on the Solvency II Review, paying particular attention to the
application of the principle of proportionality and focusing on the effectiveness of long-term
measures, aspects of illiquid liabilities, and the inclusion of macroprudential elements.

In addition, the European regulatory body is prepared to take regulatory action in connection
with the withdrawal of the United Kingdom from the EU. EIOPA has a crucial role to play in
promoting the convergent implementation of the IORP II framework and will monitor the
supervisory aspects of cross-border IORPs.

EIOPA works to improve the use and quality of supervisory information through effective
standardized exchange mechanisms, centralized quality checks and the timely provision of business
information.

EIOPA focuses on improving the use of a central database to provide valuable reports to
national competent authorities, improving quality and supervisory convergence. One of the main
objectives for the European regulator in 2020 is to ensure that EIOPA's IT infrastructure keeps pace
with the changing cyber risk.

The European insurance sector has a large cross-border dimension, which means that the
quality of national supervision is no longer just a national issue, but a European issue. Stronger and
coordinated supervision is needed. Due to the completion of the Union Capital Markets process, key
initiatives such as PEPP have an important role to play for EIOPA.
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In 2020, the European Authority has set itself the goal of continuing to strengthen cross-
border surveillance - facilitating cooperation between countries on cross-border cases and consensus
on risks through early warning indicators.

» Strengthening the financial stability of the insurance and pension sectors

Challenging market conditions and a high political risk environment call for enhanced risk
monitoring at EU level, aimed at early identification and proposing mitigation measures for the
stability of the insurance and pension sectors.

EIOPA works to continuously develop and improve key financial stability products, with a
particular focus on integrating newly obtained pension data and emerging risks such as cyber risks
and their mitigation / management techniques, as well as a focus on ESG factors.

EIOPA also focuses on creating a methodological framework for the use of newly obtained
pension data - in order to enrich the monitoring and assessment of risks to financial stability, the
European Supervisory Authority aims to improve its framework by integrating pension data.

In 2020, EIOPA has also focused on improving the availability of data in the field of reliable
risk analysis and statistics - transparency, trust and confidence in the insurance sector can be
achieved by making more reliable and up-to-date information more easily accessible.

e Effective and efficient management of the EIOPA mandate, while adapting to new
priorities and requirements

EIOPA seeks additional efficiency in administrative processes, including through the wider
application of e-government. It also supports corporate social responsibility efforts, especially in
the field of environment, through a proactive approach to environmental performance, based on the
implementation of the European Commission's Environmental Management and Audit System
(EMAS).

In order to ensure that EIOPA is flexible in its response to change and works as efficiently
and effectively as possible, the Authority seeks to continuously improve the functioning of its
processes, including automation and digitization.

EIOPA is also working on its ongoing commitment to act as a responsible international
organization, including the ambition to reduce environmental impact and save resources and costs,
in an open dialogue with staff and stakeholders.

In 2020, the world faced the extraordinary COVID-19 challenge, which caused significant
shocks in the economy, business and people. Throughout the year, EIOPA works closely with
national supervisors to mitigate the impact of the pandemic on the insurance and occupational
pension sector in Europe. Measures were introduced to help insurers focus on ensuring business
continuity and continue to serve their customers. The focus was on getting all economic actors to
work together so that the insurance and pension sectors can emerge from the crisis with the least
possible consequences.

EIOPA Guidelines

During the reporting year, the FSC adopted with its decision its intention to comply with the
following EIOPA guidelines in its supervisory practice:

116



Guidelines for Outsourcing Cloud Service Providers

The purpose of the guidelines is to provide guidance to insurance and reinsurance companies
on how to apply the outsourcing provisions set out in Directive 2009/138 / EC2 (Solvency II
Directive) and in the Delegated Regulation ( EU) Ne 2015/35 in case of outsourcing to cloud service
providers.

The guidelines are addressed to the competent authorities, which should provide guidance
on how insurance and reinsurance companies should apply the outsourcing requirements set out in
the above-mentioned legislation in the context of outsourcing to cloud service providers. , as well
as the companies that outsource these activities.

Peer reviews
In 2020, EIOPA conducted two peer reviews:

Peer review on the implementation of the Decision on the collaboration of insurance
supervisory authorities

Increased cross-border activity in the EU internal market implies strong, close and timely
cooperation between supervisors. The verification focuses on compliance with the EIOPA Decision
on the cooperation of insurance supervisors (EIOPA-BoS-17/014), which is a key tool for
strengthening this cooperation and helps to build a common supervisory culture.

The peer review analysed practices among NGOs in a number of areas, in particular: the
effective implementation of the decision (through internal rules or procedures); cases of licensing
of a new undertaking which will operate in another Member State; the process of notification of
freedom to provide services and freedom of establishment; continuity of supervision; storage of data
and preservation of all necessary information on cross-border activities.

The full report can be accessed at the following link:

https://www.eiopa.europa.eu/content/peer-review-regular-supervisory-report_en

Peer review of the regular supervisory report

It is important that national competent authorities apply a consistent approach to insurance
undertakings and their supervisory accountability. This helps to ensure that Europe has the same
level of supervision, which in turn protects consumers and contributes to the stability of the financial
system.

No best practices have been identified in this PR, as Art. 312 of Commission Delegated
Regulation (EU) 2015/35 of 10 October 2014 supplementing Directive 2009/138/EC of the
European Parliament and of the Council on the taking-up and pursuit of the business of Insurance
and Reinsurance provides for a high degree of flexibility in the application of the norm. However,
EIOPA has identified some sound practices in this area, based on the principles and key features of
high quality and effective supervision.

During the audit, EIOPA analysed the legal framework and national practices in 31
jurisdictions regarding their decisions on the frequency of the regular supervisory report and the
notification of interested companies. The results show different approaches and practices of NCAs
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in this area and as a result EIOPA will issue a number of recommendations in order to achieve
greater supervisory convergence.

The full report can be accessed at the following link:
https://www.eiopa.europa.eu/content/peer-review-regular-supervisory-report_en

Key aspects of ESRB’s work

With regard to COVID-19 and related measures taken to mitigate the pandemic, which led
to an unprecedented economic contraction, the ESRB revised and updated its systemic risk
assessment to take into account the new risk landscape arising from COVID-19.

In response to the changing risk pattern, the ESRB entered a "crisis regime" in April and
May 2020, increasing the frequency of its political meetings.

With regard to the financial impact of loan guarantee schemes and other fiscal measures
aimed at protecting the real economy, the ESRB published Recommendation ESRB/2020/08 on
monitoring the financial stability implications of debt moratoria and public guarantee schemes and
other measures of a fiscal nature taken to protect the real economy in response to the COVID-19
pandemic to establish minimum requirements for national monitoring of such measures by macro-
prudential authorities and to establish a framework for reporting to the ESRB. The information with
the measures is updated and published on a weekly basis, and a report on the support measures in
the various EU member states has been prepared.

With regard to market illiquidity and its implications for asset managers and insurers, the
ESRB adopted Recommendation ESRB/2020/04 on liquidity risks in investment funds, which
advises ESMA to coordinate with national competent authorities on a focused supervisory
engagement with the two sectors of investment funds.

As a result of the impact of the pro-cyclical bond declines on markets and financial system
entities in 2020, the ESRB, together with its member institutions, continued to monitor the
developments in this area in the financial system, publishing notes in July and September.

Recommendation ESRB/2020/07 on restriction of distributions during the COVID-19
pandemic and recommendation ESRB/2020/06 on liquidity risks arising from margin calls aimed at
limiting the effect of market failure in relation to the demand for additional collateral in markets
with central and non-central clearing, improving the liquidity management of central counterparties
and reducing liquidity constraints related to margins.

A key focus of the ESRB's bodies and structures in 2020 was on the assessment of risks to
financial stability in the EU, with a regular contribution from the ECB's monitoring and evaluation
work through bottom-up survey, market information, risk management board of the ESRB, the
biennial statistical section of the Analysis of National Banking Systems report and the assessment
of the risk and policy priorities of the ESRB. Discussions on risk were further supported by the
Country Risk Analysis Report, which was prepared semi-annually.

In 2020, the ESRB assessed the compliance of the measures and actions under
Recommendation ESRB/2012/1 on money market funds and amended Recommendation
ESRB/2016/14 on closing real estate data gaps (Recommendation ESRB/2019/3).

Pursuant to the ESRB Recommendation of 18 June 2014 on guidance for setting
countercyclical buffer rates (ESRB/2014/1), pursuant to Art. 13, para. 1, item 25 of the FSCA, in
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connection with Art. 111 of Ordinance Ne 50 of 19.06.2015 on capital adequacy, liquidity of
investment intermediaries and supervision of compliance, the Financial Supervision Commission at
its meetings decided to set the countercyclical buffer rates, and as a result of the pandemic COVID-
19 in March 2020, the FSC adopted a decision revoking its decisions of 05.04.2019 and 04.02.2020,
revoking the planned increase in the applicable countercyclical buffer rate applicable to credit risk
exposures in the Republic Bulgaria for the second, third and fourth quarters of 2020 by 1% and for
the first quarter of 2021 by 1.5%. The applicable countercyclical buffer rate of 0.5%, set on
23.10.2018, remains in force.

In accordance with Recommendation ESRB/2015/1 on recognising and setting
countercyclical buffer rates for exposures to third countries, in 2019 the ESRB published without
significant changes compared to 2016 the list of countries identified as significant third countries,
including Brazil, China, Hong Kong, Russia, Singapore, Switzerland, Turkey and the United States.

Regarding Recommendation ESRB/2016/14 on closing real estate data gaps (as amended by
Recommendation ESRB/2019/3), the FSC together with the BNB has prepared an interim report on
the measures and actions taken. The real estate sector continues to be assessed as one of the sources
of systemic risk in the medium term in some EU countries.

The ESRB continued its work on macroprudential policy beyond banking and on the analysis
and development of macro-prudential instruments in insurance continues, and the outcome of this
work will be taken into account in the review of the Solvency II Directive. An analysis of the
incentives for central clearing and pro-cyclicality in relation to the new requirements arising from
the EMIR review was also performed.

In 2020, the ESRB will contribute to the preparation of the adverse scenarios of the EIOPA
stress tests for pension funds and ESMA for central counterparties.

The ESRB has also started work on sustainable finance by developing and implementing a
methodology for conducting a study of the impact of different climate change scenarios that could
affect the EU financial sector.

7.2. International cooperation, projects and initiatives

The FSC's cooperation with international organizations and financial institutions is a
significant aspect of the regulator's activity which becomes even more important in the context of
globalized financial markets. The Commission is member of the three international organizations
which issue standards in the sector of securities, insurance and pension insurance, namely the
International Organization of Securities Commissions — IOSCO, the International Association of
Insurance Supervisors — IAIS and the International Organization of Pension Supervisors — IOPS.

With regard to FSC's activity in exchanging information with foreign regulatory and
supervisory authorities related to the investigations of natural persons and companies, licensing and
other procedures, FSC continued during the past year to provide active assistance. 50 requests for
assistance received from foreign supervisory authorities were completed in accordance with
I0SCO, TAIS and ESMA’s memoranda of understanding. Respectively, FSC has made 40 requests
for assistance to its foreign partners.
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With the entry into force of the General Data Protection Regulation (GDPR), stricter
requirements have been introduced for the collection and processing of personal data, including with
regard to their transfer to third countries. In order to ensure the continued lawful exchange of
information with third countries by aligning the IOSCO Memorandum with the GDPR, a draft
administrative arrangement was prepared and approved by both the European Data Protection
Authority and the Bulgarian Commission for the Protection of Personal Data. In April 2019,
pursuant to Art. 46, para. 3 of the GDPR, the FSC signed the multilateral administrative arrangement
on data transfer and subsequently in 2020 at its annual meeting IOSCO elected a representative of
the FSC as one of the six members of the Assessment Group for the implementation of the
administrative arrangement in case of a complaint.

Regarding the international activities, in connection with the UK's leaving the EU, when
EIOPA and all Member States agreed in 2019 to sign a multilateral memorandum in the field of
insurance with the national competent authorities of the United Kingdom (FCA and the Bank of
England), a similar memorandum in the field of securities was signed in 2020 with the partnership
of ESMA.

In 2020, two bilateral international memoranda were signed- with the Financial Services
Regulatory Authority of Abu Dhabi (FSRA) and with the Financial Services Regulatory Authority
of Astana (AFSA) in Kazakhstan, as well as two multilateral Brexit memoranda.

Multilateral Memorandum of Exchange of Information with the Financial Services
Regulatory Authority of Abu Dhabi:

In 2020, a bilateral memorandum was concluded with the Financial Services Regulatory
Authority of Abu Dhabi (FSRA) regarding the Abu Dhabi Global Market (ADGM). FSRA is also
a member of IOSCO. This memorandum confirms the good cooperation between the two
authorities, and its signing was planned as part of the events related to high-level visits held in 2019.
The memorandum covers the possibility of exchanging information in the field of securities,
insurance and money laundering.

Multilateral Memorandum of Exchange of Information with the Financial Services
Regulatory Authority of Astana (Nur-Sultan):

In 2020, the FSC concluded a bilateral memorandum for the exchange of information in the
field of the non-banking financial sector with the regulatory authority of Astana (AFSA). AFSA is
a regulatory authority that is also an associate member of [OSCO. AFSA has a special status and
jurisdiction over the Astana International Financial Centre (AIFC), which includes the area within
the city of Nur-Sultan (Astana), designated by the President of the Republic of Kazakhstan as an
area in which a special legal regime applies in the financial sector, established by the Constitutional
Act of the Republic of Kazakhstan for AIFC (Constitutional statute of the Republic of Kazakhstan
on the Astana International Financial Centre). The memorandum covers the possibility of
exchanging information in the non-banking financial sector.

Given the intention of the Republic of Bulgaria to join the eurozone and the commitments

arising for the FSC from the Action Plan for the implementation of the post- commitments after the
accession to ERM II, in the period 14-18 December 2020 EIOPA conducted special online training
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for more than 40 Commission officials. The purpose of the training was to further develop the expert
capacity in the field of insurance supervision, and in addition to experts from the Insurance
Supervision Division, employees from the Social Insurance Supervision Division, Legal Directorate
and International Cooperation Directorate also took part in the training. Emphasis in the program
was given on the specificities of the supervision of insurance and reinsurance undertakings and
groups under Solvency II. The training covered the Solvency II requirements for valuation,
investments, capital requirements for solvency, loss absorbing capacity of technical provisions,
requirements for own funds and other important elements related to the Solvency II directive. The
training included both an educational session with exchange of experience and discussion with the
participants, as well as some practical case studies. Through such trainings of the national
competent authorities, EIOPA contributes to the establishment of high-quality regulatory and
supervisory standards as well as consistent supervisory practices amongst NCAs. The training has
been funded by the European Commission via the Directorate General for Structural Reform
Support, following an approved project of the Financial Supervision Commission under the
Structural Reform Support Program.

Another project in which the FSC participated was in the field of financial education and is
implemented by the International Network on Financial Education to the Organization for Economic
Cooperation and Development and the Ministry of Finance of the Netherlands. It is a 5-year project
(2018-2022) which aims to provide support for the development and implementation of initiatives
adapted to the specific needs of the participating countries in the field of financial education,
including preparing and implementing a Strategy for financial education. A total of 7 countries are
participating in the project; in addition to Bulgaria, these are Romania, Croatia, North Macedonia,
Montenegro, Moldova and Georgia. This project is a high priority, as well as in connection with the
application of the Republic of Bulgaria for membership in the Organization for Economic
Cooperation and Development. An interinstitutional task-force group has been established for the
implementation of the project, with the participation of both governmental and non-governmental
organizations. The project coordinator is the Ministry of Finance.

7.3. Cooperation with institutions in Bulgaria

The FSC maintains and deepens its cooperation with state structures, branch associations of
the FSC supervised entities and other interested persons in view of the prepared changes in the
legislation and the practical problems that have arisen in its implementation.

In order to increase the effectiveness of control and regulation of the non-banking financial
sector in Bulgaria, the FSC maintains and deepens cooperation with government agencies, branch
associations of its supervised entities and other stakeholders given the prepared changes in
legislation and practical changes in its implementation, as well as other bodies and institutions
related to the protection of consumers of non-bank financial services. The Commission was actively
cooperating with branch associations — the Bulgarian Association of Asset Management Companies
(BAAMC), Bulgarian Association of Licensed Investment Firms (BALIF), Bulgarian Association
of Supplementary Pension Security Companies (BASPSC), the Association of Bulgarian Insurers
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(ABI), the Bulgarian Association of Insurance Brokers (BAIB), as well as numerous institutions —
National Revenue Agency (NRA), State Agency for National Security (SANS), Bulgarian National
Bank (BNB), the Ministry of Finance (MF), the Ministry of Interior (Mol), the Ministry of Health
(MoH), the Ministry of Transport, Information Technology and Communications (MTITC), the
Registry Agency (RA), Executive Agency “Road Traffic Administration”, the Institute of Certified
Public Accountants (ICPA) and the Commission of Public Oversight of Statutory Auditors
(CPOSA).

Employees of the RRIS Directorate participated in a work meeting in connection with the
accession of the Republic of Bulgaria to the OECD codes for liberalization of capital movements
and invisible operations together with employees of the Ministry of Finance. The employees were
asked questions about the regulations regarding the performance of insurance activity on the
territory of the Republic of Bulgaria by insurers from EU Member States and third countries.

A representative of RRIS Directorate took part in a working meeting held at the Ministry of
Tourism to discuss the problem of the continuing lack of supply on the Bulgarian insurance market
Liability of the trader facilitating the provision of related tourist services.

At the beginning of 2020, meetings were held with the Institute of Certified Public
Accountants (ICPA), and after talks with the Association of Bulgarian Insurers (ABI), an
amendment was made to the Instructions on the certification under Art. 126, para. 3 of the IC of the
annual reports under Art. 2, para. 1, items 1 and 2 of Ordinance Ne 53 of 23.12.2016 and of the
model forms with annual quantitative data under Art. 304 (1) (d) of Regulation (EU) 2015/35.

At the end of 2020, a meeting of the expert task force of the European Commission (EC) for
banks, payments and insurance was held in the form of a video conference call with the main topic
of the meeting - Solvency Il review and topics related to recovery and resolution. The work meeting
was attended by employees of the RRIS Directorate together with employees of the Ministry of
Finance, who prepared in advance the opinion of the Republic of Bulgaria on previously submitted
issues, which were sent before the meeting to the Ministry of Finance, as a leading authority. After
the meeting, the information on the affected topics was further developed and sent to the Ministry
of Finance.

In December 2020, a meeting of the Expert task force of the European Commission (EC) on
Banks, Payments and Insurance (insurance format) was held in the form of a video conference with
the main topic of the meeting - the work of the EC and EIOPA on the forthcoming legislative
proposal for insurance guarantee schemes (IGS). The work meeting was attended by employees of
the RRIS Directorate and the Ministry of Finance, who prepared the opinion of the Republic of
Bulgaria on previously submitted issues, which were sent before the meeting to the Ministry of
Finance, as a leading authority. After the meeting, the participants from the Insurance Supervision
department presented to the management a report, with all questions, answers, as well as the concept
of the Republic of Bulgaria regarding the compensation schemes.

In the line of interdepartmental cooperation, in connection with the discussion and
coordination of proposals for changes in the legislation and exchange of available information, in
2020 representatives of the Social Security Supervision Department initiated a number of working
meetings with representatives of the Ministry of Finance and BASPSC in connection with the draft
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act for amendment and supplement of SIC of the Ministry of Labour and Social Policy regarding
regulation of the phase of payment from the additional obligatory pension insurance.

During the reporting year, the participation of representatives from the Insurance
Supervision Department in the permanent working groups of the Council for European Affairs
continued, in particular in Working Group 26 “Financial Services” and Working Group 27
“Accounting Policy and Independent Financial Audit”, subgroup “Accounting Policy”, with the
leading institution MoF, Working Group 2 “Free Movement of People” and Working Group 13
“Social Policy and Employment ”at the MLSP.

During the reporting year, representatives of the Insurance Supervision Department
participated in a joint project with ICPA to coordinate the type of engagement of the registered
auditors, who check and certify the annual financial statements of PICs and pension funds managed
by them and agreed procedures for fulfilling the requirements of Art. . 187, para. 3, item 3 of the
SIC.

In 2020, meetings were held with representatives of the State Agency for National Security,
where the investment behaviour of the PICs was discussed, especially in connection with the state
of emergency in the country declared by a decision of the National Assembly of 13.03.2020 due to
the COVID-19 pandemic, the change of participation and transfer of funds to insured persons, etc.

A representative of the Social Insurance Supervision Department took part in the procedure
for the official distribution of the persons who had not selected a fund for supplementary compulsory
pension insurance that was carried out in accordance with Instruction No. 1/21.02.2006. The official
distribution was carried out four times a year by a Commission created with the National Revenue
Agency which included one authorized representative of each NRA, FSC and the BASPSC.

No new cooperation agreements have been concluded in 2020.
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8. Institutional development of FSC

8.1. New points in FSC’s management and structure

During the reporting period the following changes were made in the organizational structure
of the FSC:

Based on the performed specialized analysis and assessment regarding the workload and the
volume of work related to the combination of two functions, through transformation of the staffing
schedule of the FSC, the following positions have been separated into independent ones:
Information Security Officer, as of 03.02.2020 and Financial Controller, as of 20.11.2020.

For the period from 22.01.2020 to 23.07.2020, the Commission is working part-time due to
the early termination of the mandate of the Commissioner, supporting its policy on analysis and
assessment of risks in the financial markets, improvement of supervisory practice and protection of
the interests of the investors, the insured and the insured persons, with a decision of the National
Assembly, promulgated. SG, issue 7 of 24.01.2020

By decision of the National Assembly, prom. SG, issue 67 of 28.07.2020, a new Deputy
Chairperson of the Financial Supervision Commission was elected, heading the Insurance
Supervision Department.

By decision of the National Assembly, prom. SG, issue 67 of 28.07.2020, a member of the
Financial Supervision Commission was elected, supporting its policy on analysis and assessment of
the risks on the financial markets, improvement of the supervisory practice and protection of the
interests of the investors, the insured and the insured persons.

At the end of 2020, a change was made in the structure of the two directorates in the
composition of the Insurance Supervision Department, which came into force at the beginning of
2021. The purpose of the structural changes in the two directorates is to increase work efficiency,
to a working distribution of the functions of the Regulatory Regimes of Insurance Supervision
Directorates and Insurance Supervision Directorate is achieved. The internal movement of
employees, within the management, is in accordance with their competencies, strengths and
professional qualities, on the one hand, and with the specifics of the functions of the units, on the
other.

8.2. Human resources management

Financial Supervision Commission’s structure and functions are defined by the FSCA, the
Rules of Structure and Activity of the Financial Supervision Commission and its Administration
(RSAFSCA), the special acts and regulations that govern the investment, insurance and social
insurance activity. The approved number of employees working at FSC as at the end of 2020 was
255 (five members and 250 persons working in administration). According to the distribution of
functions, the Commission's administration consisted of general and specialized administration and
units and positions directly subordinate to the chairperson: Chairperson's Office, Internal Audit
Unit, Inspectorate, Chief Secretary, Financial Controller, Information Security Officer, Data
Protection Officer, and Network and Information Security Officer, whose functions are combined
respectively by a Chief Inspector in the Inspectorate and an Adviser in the Office of the Chairperson.
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The general administration assists the Chairperson of the Commission in exercising their
powers as head of the administration, ensures the technical provisioning for the activities of the
Commission and of the specialized administration, and performs activities related to administrative
services for citizens and legal entities. At the end of 2020, the following directorates comprised the
general administration:

Legal Directorate — 19 permanent posts;

International Cooperation Directorate — nine permanent posts;

Coordination and Policy of Regulatory and Supervisory Activity — one permanent post;

Records and Administrative Services Directorate — seven permanent posts;

Financial and Economic Activities Directorate — 21 permanent posts;

Information Technologies Directorate — seven permanent posts;

Public Relations and Protocol Directorate — seven permanent posts;

According to the RSAFSCIA, the Legal, International Cooperation and Coordination and
Regulatory and Regulatory Affairs Directorates were part of the general administration but in the
exercise of their functions they were directly subordinate to the Chairperson of the Commission.

The following units are also directly subordinated to the FSC Chairperson: Office of the
Chairperson - 5 full-time positions, Internal Audit Unit - 4 full-time positions, Inspectorate - 3 full-
time positions and the positions of Secretary General, Information Security Officer and Financial
Controller.

The specialized administration supports and ensures the exercise of the powers of the
Commission and its bodies, and is comprised of the following directorates:

Regulatory Regimes of Investment Activity Directorate — 24 permanent posts;

Supervision of Investment Activity Directorate — 57 permanent posts;

Regulatory Regimes of Insurance Supervision Directorate — 14 permanent posts;

Insurance Supervision Directorate — 32 permanent posts;

Regulatory Regimes of Social Insurance Supervision Directorate — eleven permanent posts;

Social Insurance Supervision Directorate — 16 permanent posts;

Analyses, Complaints and Resolution Directorate — 10 permanent posts.

To achieve the strategic objectives, the Commission had as its priority the improvement of
conditions and provision of favourable working and social environment to attract suitable recruits,
as well as to keep qualified employees and further their professional development.

To successfully realize its functions and goals, the FSC, through the effective management
of human resources, aims to provide capable, responsible, motivated employees with the necessary
knowledge and competence. This is done with the consistent policy in the field of human resources
management, aimed at ensuring and developing the expert potential of FSC employees, improving
their professional qualifications, ensuring consistency in leadership and continuity, building and
maintaining a working environment that enhances trust, motivation and satisfaction of employees,
formation of internal institutional affiliation.

As a result of the actions taken to attract experts with the necessary professional qualities
and qualifications, the number of staff employed in the Commission at the end of 2020 is 232, and
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the employment rate amounts to 91% of the total, with an increase of 5% on this indicator compared
to the end of 2019.

The current Procedure for selection of candidates for work in the FSC guarantees
transparency of the selection process and is based on the principle of competition based on the
professional and business qualities of the candidates. The procedure regulates the appointment of
experts with the necessary qualification and experience in the non-banking financial sector, in strict
compliance with the regulations in the field of labour relations. The circle of publicity in recruiting
candidates who have a specialized interest in economics and have the required knowledge and
competencies by the FSC has been expanded, which aims to attract experts to key positions with
high qualifications and experience, with the help of alternative opportunities for selection.

In 2020, 45 new employees were appointed in accordance with the procedure for selection
of candidates, including the Deputy Chairperson and a member of the FSC elected by the National
Assembly of the Republic of Bulgaria, who fill the composition of the FSC as a collegial body.

There are 31 people who left in 2020, and Graph 16. Distribution of appointed
according to this indicator there is a decrease employees by age and position as at the
of 14% in the number of those who left, end of 2020
compared to the previous 2019.
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The educational and professional-qualification structure of the persons employed in the FSC
meets the real needs necessary for the fulfilment of the goals and tasks set before the Commission.
Employees with higher education are prevalent, representing 93% of those employed in 2020,
including a doctorate (1%), a master's degree (85%) and a bachelor's degree (7%). The share of
employees with secondary education is 7%. The distribution of FSC employees by areas of higher
education is as follows: the highest percentage (54%) are employees with higher education in the
field of economic sciences, 39% - in the field of legal sciences, 4% - humanities, 2% - natural
sciences and mathematics, and 1 % have education in other fields.
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Graph 17. Distribution of employees by Graph 18. Distribution of employees by
educational degree in 2020. areas of higher education in 2020
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The FSC's effective regulatory and supervisory activity, maintaining the high level pf
professional knowledge and skills and improving the employees’ personal motivation are ensured
through their participation in current and important to the FSC specialized trainings.

In order to absorb the specifics and innovations in the field of financial reporting and
analysis, the changes in the regulations, the development of personal qualities and maintaining a
high level of professional competence of employees, in 2020 trainings were held on a total of 69
topics in which 140 employees took part. The trainings cover topics for raising the professional
qualification and personal development of the employees, organized by training institutions in
Bulgaria and abroad.

The trainings are in the field of management and administration, strategic planning, public
policies, legal aspects of administrative activity, financial and economic management, risk
management in the public sector, information technology. Trainings on personal development and
efficiency, foreign language training and specialized trainings related to the regulatory and
supervisory functions of the FSC were conducted. In 2020, the possibilities of e-learning, without
detachment from the work process, were mainly applied.

In connection with an agreement concluded with the CFA Institute, 3 employees were
approved and included in the CFA — Level I training program.

The motivation for better performance of the work duties and the achieved results from the
activity of the employees gives opportunity for career growth. Promotion to a senior position in the
Commission was carried out after an objective and fair assessment of the potential for development
of employees, in compliance with the principle of equality, as in 2020 16 employees were promoted
at the initiative of line managers and 7 employees are reassigned to another administrative unit,
while retaining their position.
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In 2020, the Financial Supervision Commission continued its participation in the Program
for Student Internships in the State Administration and provided the opportunity for full practical
internships for Bulgarian students educating themselves in the country and abroad.

8.3. Development of information technologies for the needs of supervision

In 2020, in order to achieve the set strategic goals, by building and maintaining a modern
information infrastructure in the field of information technologies, the processes of building a
unified information system (UIS) continued, which will ensure the necessary automation of all
major business processes in the FSC. . During the year, the business analysis of the regulatory and
supervisory activities in the Commission was completed, which defines the functional and non-
functional requirements for the future UIS, in accordance with the current regulations and work
processes. As a result of the performed activities, a technical assignment was prepared for the
implementation of the system, in compliance with all the requirements of the Electronic Government
Act and the Cyber Security Act. The assignment was agreed and approved by the State Agency for
Electronic Government.

The Financial Supervision Commission applied with a project proposal under Priority Axis
Nel “Administrative Services and e-Government” of the Operational Programme “Good
Governance” (OPGQG) and received approval for the implementation of the project “Building a
unified information system for the needs of the Financial Supervision Commission”, amounting to
BGN 4,999,980.50, of which BGN 4,249,983.42 is financed by the European Union through the
European Social Fund and BGN 749,997.08. - national co-financing. In this regard, an
administrative contract NeBGO5SFOP001-1.011-0001-C01 / XX.07.2020 was concluded between
the OPGG Managing Authority and the OPGG Grant Commission under procedure BGOSSFOP001-
1.011. Public procurement documentation was prepared and the procedure for selection of a
contractor for the development and implementation of the system was opened on 31 December
2020.

In order to increase the level of security in case of remote access of FSC employees to the
Commission's infrastructure in the conditions of emergency due to the pandemic of COVID-19, the
e-mail service was optimized by migrating to a higher version of e-mail servers. A VPN connection
was provided for remote access to the FSC infrastructure, as well as a VPN portal for easy and
reliable use. In order to provide the necessary equipment for work from home, the heads of units
were provided with additional rented laptops. To ensure remote operation of FSC employees, a new
technological solution was introduced, meeting the modern requirements for network and
information security, enabling all Commission employees to use the necessary information
resources through their personal workstations via a web-based VPN portal.

In order to improve, facilitate and improve the communication between the FSC employees,
supervised entities and external partners, in the conditions of emergency, Microsoft Teams was
implemented - a software platform providing connection from different devices with a single
solution for calls, document sharing, co-authorship of files, conducting workshops, video meetings
and trainings.
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During the year, the participation of the FSC in the working groups of ESMA and EIOPA
on the implementation of IT solutions and their application for supervisory purposes at the local
level continued. The Financial Supervision Commission has successfully participated in the
development and implementation of a technology container for connection to the DG DIGIT (EC)
blockchain network, based on an existing container used in the EFTG project of the European
Commission's Directorate-General for Information Technology.

To fulfil the obligations of the FSC to EIOPA, the functionality of the information system
UIS Data Warehouse - Insurance Supervision Department to the software for validation and
generation of Excel files under Solvency II has been upgraded by including procedures for
taxonomy for pension insurance companies. This ensures that pension companies can submit their
quarterly reports in a format that complies with EIOPA requirements.

In order to fulfil the requirements of Commission Delegated Regulation (EU) 2018/815 of
17.12.2018 to supplement the Transparency Directive 2001/109 / EC, an automated connection of
an established insurance / pension portal for validation and submission of reports was upgraded.
under the European Single Electronic Format (ESEF) by including taxonomy procedures for public
companies.

In order to comply with the requirements of the Implementation of Measures against Market
Abuse of Financial Instruments (IMMAFIA), a new information system was developed and put into
operation, providing online forms and information sections for supervisors, as well as an internal
information system used by the employees of the FSC, for visualization and correction of the content
of the electronic administrative services (EAS) offered by the FSC. The system provides submission
of information on financial technologies / FinTech / in the non-banking financial sector; filing
complaints against persons supervised by the FSC; acceptance of reports for violations of
IMMAFIA; submission of an application for registration of an insurance broker, insurance agent,
intermediary offering insurance products, providing an opportunity for signing with a qualified
electronic signature. An automatic data exchange between the FSC and the Integrated Information
System of the State Administration (IISSA) has been established.

During the year, the information system for human resources management "Hermes" was
upgraded with additional functionalities. The implemented new modules of the system provide an
opportunity for the FSC employees to submit applications for vacations, sick leave, official notes
and remote work electronically in absentia. Modules for remuneration and payment of salaries to
employees have been introduced, as well as generation of reports for the accounting system and
generation of payment orders to the servicing bank of the FSC. A reference part was also provided
for the FSC employees regarding the balances of paid annual leave, used leave, detailed information
from salary slips by months, completed courses and trainings, etc. In order to ensure technological
security of the working hours introduced in the FSC with variable limits, integration with the access
control system was performed. All FSC employees have the opportunity to have real-time access to
the hours worked in the presence of work for a day, week, month.

During the year activities were carried out to ensure the operability and continuity of the
information systems of the FSC, as a result of these efforts provided an opportunity to perform the
duties of all officials, maintaining up-to-date information in the registers of the FSC and compliance
with the obligations of supervised entities for disclosure and submission of information. The
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operability of the systems has made it possible to comply with the Commission's obligations to
submit / receive information to / from the European Supervisory Authorities ESMA and EIOPA.

To ensure the compliance of the information infrastructure with the modern requirements
for network and information security, actions have been taken to build a second centre for
information reservation and storage of critical data, which will be used in case of failure of the main
systems of the FSC. After working meetings and exchanged official correspondence between the
heads of the FSC and the State Agency for Electronic Government (SAEG), consent was obtained
for the deployment (collocation) of communication and information equipment of the Financial
Supervision Commission at the SAEG centre. Next year, the physical relocation of the pre-prepared
components of the IT infrastructure of the FSC in the centre is forthcoming. During the reporting
year, a complete solution for managing the archives of systems and information and a response plan
in critical situations was implemented.

To ensure security, continuity, reliability, operability and relevance of the information
systems and computer configurations used by the FSC employees, systems for automatic updating
of the application software and operating systems have been implemented. A large part of the
employees' personal workstations were renovated, part of the active network equipment was
replaced and the local computer network was optimized.

8.4. Report on the implementation of the budget of the Financial Supervision
Commission for 2020 under the budget program "Improvement of the regulation and
supervision of the non-banking financial sector"

The Financial Supervision Commission (FSC) is a legal entity supported by the budget,
according to Art. 2, para. 3 of the Financial Supervision Commission Act. The President of the
Commission is the primary authorizing officer. The budget of the Commission is compiled,
implemented and reported in accordance with the Public Finance Act.

The revenue part of the budget is planned to receive non-tax revenues from fees, according
to Art. 27, para. 1 of the Financial Supervision Commission Act (FSCA), fines, property sanctions
and penalty interest. The proceeds from imposed fines and property sanctions go to the budget of
the FSC, but according to Art. 28, para. 4 of the FSCA are reported as a contribution to the Central
Budget.

The statement on cash amounts in FSC’s budget for 2020 reported a total income in the
amount of BGN 20,821,526. The annual plan is implemented at 97.5%.

The structure of revenues for 2020 was as follows:

e revenues from state fees - BGN 17,812,019, according to the Tariff for fees collected by
the FSC, Annex to Art. 27, para. 1 of the FSCA (in force since 01.01.2018). Of the total amount of
the reported fees by bank or cash, the FSC received BGN 17,794,868, and BGN 17,151 were
reflected on the basis of received inquiries and orders for amounts collected by the NRA. The largest
relative share (98.42%) in the reported fees has the annual fee for general financial supervision -
BGN 17,529,969. The received fees for issuing licenses and permits for carrying out activities and
other permits and approvals amount to BGN 282,050;

e revenue from fines, pecuniary sanctions and interest - BGN 3,169,308., of which BGN
2,927,005 are fines and pecuniary sanctions under penal warrants that have entered into force, BGN
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71,345 are interest for late payment of the annual fees for general financial supervision and penal

decrees not paid within the statutory term. Amounts collected by the National Revenue Agency are

also reflected on the basis of received inquiries and orders for BGN 170,958;

e other non-tax revenues (-) BGN
160,676 - a negative exchange rate difference
(BGN -76), an amount of insurance indemnity
+ BGN 879, amounts received from
reimbursed legal fees + BGN 26,630 and the
public receivables of the FSC collected by the
NRA (- BGN 188,109), which according to
instructions given by the Ministry of Finance,
are also reflected with a minus sign in the cash
report

e rental income for the use of a
departmental apartment - 902 lv.

e paid tax on business income - (-)
BGN 27

Graph 19. Structure of FSC revenues in
2020
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The statement on cash amounts in FSC’s budget for 2020 reported total expenses in the
amount of BGN 17,040,608, distributed as follows:

o staff costs — BGN 12,144,828, including reported payroll costs and remuneration of
employees, remuneration paid to employees on non-permanent posts, those employed under
Resolution No. 66 of the Council of Ministers for staffing of certain positions in budgetary
organizations of 1999, amounts paid for non-employment contracts, for social, household and
cultural services for persons under employment contracts, for compensations to employees under
the Labour Code and under Art. 40, para. 5 of the SIC, as well as costs for mandatory social
insurance contributions due by the employer. The reported expenses for salaries and wages in 2020
amount to BGN 10,204,274

e current operating costs - BGN 2,034,462. The amount is spent for rent, security, cleaning
and maintenance of the administrative building of the FSC, electricity, telecommunications and
postal services, maintenance of software products, insurance, stationery, consumables and other
supplies and services. Funds for specialized trainings for FSC employees and for business trips in
the country and abroad have also been reported, and due to the anti-epidemic measures taken, the
costs for business trips have been greatly reduced. The largest relative share in the maintenance
costs have the costs for rent of the administrative building of the FSC;

e costs for taxes and fees — BGN 42,079.

e costs of membership fee and participation in non-profit organizations and activities -
BGN 2,330,854. The cost is for membership fees of the FSC in the European bodies: EIOPA -
European Insurance and Occupational Pensions Authority, ESMA - European Securities and
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Markets Authority and for annual membership fees in international organizations: IOSCO -
International Organization of Securities Commissions, IAIS - International Association of Insurance
Supervisors and IOPS - International Organization of Pension Supervisors;

e capital expenses — BGN 488,385, BGN 150,916 of which were for acquisition of tangible
fixed assets, and BGN 337,469 were for acquisition of licenses and software products.

Graph 20. Structure of FSC expenditures
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For 2020, a transfer to the central budget was reported in the total amount of (-) BGN
3,781,179.

The budget for 2020 has a deficit of (-) BGN 261, which in the part of financing is reflected
with a plus sign and is formed by the difference between available and transferred foreign funds (-)

BGN 1,372 and the difference from initial and final balance on foreign currency budget account
BGN 1,633

8.5.  Activity Report on the Internal Audit at FSC for 2020

The activity of the IAU in 2020 was carried out in accordance with the requirements of the
Public Sector Internal Audit Act, the International Standards for Professional Practice in Internal
Auditing, the Code of Ethics of Internal Auditors and the Methodology issued by the Minister of
Finance.

During the period, the Strategic Plan for the Internal Audit Activity for 2019-2021 and the
Annual Plan for the Audit Annual Schedule of Audits for 2020 were implemented, which are
developed on the basis of a risk assessment, approved by the Chairperson of the FSC and agreed
with the Commission.

In 2020, the internal audit generally fulfilled the planned commitments and activities, which
achieves the set goals. Audit engagements have been performed to provide assurance as follows:

e audit of the revenues from fees of the FSC for 2019, which is aimed at assessing the
legality and effectiveness of the administration and control of fees under the FSC;

e audit of supervisory practices and procedures Insurance Supervision Department in 2019,
which aims to assess the compliance of national legislation with European regulations, legality and
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adequacy of internal rules and procedures on the supervision of management systems of pension
insurance companies;

e an audit to establish consistency between the planned and actual actions undertaken in
2020, on the implementation of 57 recommendations of the IAU made in the period 2019-2020.

¢ the internal audit fulfilled audit engagements for consulting, the most significant of which
are related to:

e update of the order for maintaining a common register of all recommendations addressed
to the FSC and of the corrective actions taken in connection with audits and inspections of internal
and external control units and authorities, including recommendations and instructions of EIOPA
and ESMA. The register systematizes up-to-date information for internal use, which improves the
monitoring and the progress for the implementation of the planned activities.

e participation in filling in questionnaires (surveys) to take into account the opinion of
stakeholders on the implementation of the Administration Act, the Financial Management and
Control in the Public Sector Act, and the State Financial Inspection Act, with a view to conducting
impact assessments.

There is a lasting tendency during the recent years for the recommendations of the IAU to
be accepted by the management of the FSC and the employees of leading positions from the audited
structures. In addition, a high implementation rate is reported (83%), which is an indicator of the
development of the internal auditors' ability to formulate appropriate proposals for improving the
activity and control in the FSC.

During the period, the changes and improvements that have occurred in the Commission as
a result of the audit activity are primarily related to indicated opportunities for regulatory changes,
the need for written settlement of some internal procedures and updating of certain rules.

In addition, efforts are being made to improve the internal audit activity and strengthen the
administrative capacity of the unit. The IAU performs continuous ongoing supervision and periodic
review (annual self-assessment) of the activity, as well as feedback with the heads of the audited
structures, in order to obtain information on the level of satisfaction with the audits and analysis of
performance indicators.

In order to develop the rules and procedures of the internal audit, a comprehensive review
was performed and the Statute of the Higher Education Act, the Internal Rules for the organization
of work in the Higher Education Act and the Program for quality assurance and improvement of the
audit activity in the FSC were updated. The relevant documents have been agreed with the
Commission and approved by an order of the FSC Chairperson.

As a result of the internal audit activity, the main conclusions on the functioning of the
financial management and control systems at the FSC are as follows:

e The Commission established a steady process of goal setting with regard to the presence
of legally regulated purposes, outlined short-term strategic objectives, and determining and
reporting of annual activities to achieve those.

e risk management is an integral part of the activities of the FS and of the general
management process in the Commission. The practice for parallel preparation of the annual action
plan and the risk register of the organization is being approved. Further development should be in
the direction of systematic upgrading of knowledge and experience of responsible employees for
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the process, continuous improvement of the quality and interdependence of documents, as well as
increasing the integrity of the risk register in the activity (use as a practical tool for preliminary
consideration). and identifying potential difficulties).

¢ the rules and procedures governing the audited activities are generally risk-based. In the
analysis of the control mechanisms it is appropriate to deepen the relationship with the identified
risks, in order to identify procedures in which the cost of resources (time and human) does not
correspond to the benefits of their implementation. This will effectively establish unnecessarily
complicated internal procedures and take adequate measures to simplify them.

e Control mechanisms were integrated in the FSC's activity, ensuring compliance with
applicable legislation and internal acts.

e the rules and procedures put in place ensure the reliability, comprehensiveness and
protection of financial and operational information.

e the Commission is making constant efforts to improve communication and information
exchange systems.

e At the FSC, activity was monitored effectively, thus allowing for changes and corrective
actions, where necessary. Subsequent development may be in view of the timeliness of the changes.

8.6. Report of the Inspectorate

The activity of the Inspectorate of the Financial Supervision Commission (FSC) in 2020
was entirely based on the objectives and activities set out in the Regulations on the Structure and
Activities of the Financial Supervision Commission and its Administration, the Internal Rules for
the Activities of the Inspectorate within the Financial Supervision Commission, as well as the other
regulations detailing the activities of the inspectorates.

The Inspectorate of the FSC assists the Chairperson of the FSC in exercising their control
functions with regard to the Commission administration's activity , the FSC Act, the Regulations on
the Structure and Activities of the FSC and its Administration, the Law Against Corruption and for
Establishing Conflict of Interest, the Ordinance on the structure and the minimum number of
inspectorates, the order and procedure of their activity and their interaction with the specialized
control bodies, as well as other regulations.

Objectives of the Inspectorate for 2020:

e Achieving effective administrative control over the activity of the administration by
carrying out inspections, formulating proposals / measures to improve the work and eliminating the
1dentified weaknesses and violations;

¢ Introducing effective mechanisms conducting the state anti-corruption policy through
internal control and prevention of corruption;

¢ Achieving higher efficiency of the administration;

¢ Preventing and remedying violations in the administration's functioning within the FSC;

e Providing the necessary professional knowledge and skills of inspectors by raising
qualifications.
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In this regard, the activity of the Inspectorate in 2020 includes:

e (arrying out inspections in compliance with the regulations in the performance of the
functions in the inspected structural units, in order to limit negative phenomena and improve the
activity in the administration of the FSC;

e Performing inspections based on signals and proposals against illegal or improper actions
or inactions by FSC administration officials;

e Performing inspections for compliance with applicable laws, regulations and internal acts
on the organization of the activities of the FSC administration.

e Collecting and analysing information and performance of inspections at their own
initiative to ascertain violations, potential corruption and non-effective operation of the
administration;

 [Initiation of proposals for change of the legal framework, on the occasion of gaps,
weaknesses and errors in the activity of the FSC administration.

e Reporting the results of the performed inspections and giving proposals for elimination
of the identified gaps and violations.

e Monitoring for compliance with the recommendations and suggestions made during the
inspections.

e Survey and assessment of training needs in the field of administrative control so as to
achieve higher quality and professionalism of control functions.

When implementing its control functions, the Inspectorate performed the following 25
scheduled and ad hoc inspections:

e for evaluation of the efficiency of the activity - 1;

e for compliance with applicable laws, regulations and internal acts on the organization of
the activities of administration officials - 3;

¢ for submission and verification of declarations under LACFUAP - 18.;

e for corruption and inefficient work - 2.;

e at the initiative of the authority - 1;

The FSC Inspectorate initiated 3 changes in regulatory and internal acts.

Number of employees trained during the year - 3.

In conclusion, it should be noted that from the completed inspections in 2020 it was
established that the FSC administration has legally performed its assigned duties and has not
committed administrative violations subject to sanctions. There were no illegal or improper actions
or omissions of any FSC administration officials. No conflict of interests and non-compliance with
the deadlines for submitting declarations under the LACFUAP have been established.
Notwithstanding these conclusions, specific proposals have been made for correction and
improvement of the activity of the respective administrative units in the FSC.
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II.

MARKET ANALYSIS OF THE NON-BANKING FINANCIAL

SECTOR

1. External environment and economic activity

1.1. External environment

The growth of the world economy in 2020 dropped to -3.3% from 2.8% in 2019. The main factor
influencing the slowdown was the pandemic of COVID-19, which has affected the world socially

and economically. In the last month of the year, a trade agreement was signed between the EU and

the United Kingdom, finalizing the end of Brexit. At the end of 2020, Democratic presidential

candidate Joe Biden won the US presidential election.

The slowdown in the global economy
affected by COVID-19 and trade disputes
between the US and China has a negative impact
on the Purchase Manager Index PMI in 2020. In
the first months of the year, the negative
deviation of the index increases, as in a month
April reached -18.5% of the reference limit of
50 points, which separates economic expansion
from economic contraction. Since July, the PMI
has been rising, reaching 4.4% above the 50-
point mark at the end of 2020, a testament to the
gradual recovery of the global economy.

Graph 21. Industry PMI - new orders
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EU industrial production slowed in 2020
due to the global economic and health crisis.
Reduced investment costs in fixed assets and the
slowdown in global activity are the factors

influencing the weaker demand for industrial
goods. Since the beginning of the year, the
decline in production has deepened, reaching -
11.6% in May. The gradual recovery of the
economy is the reason for the growth of the
industrial production index to 5.1% at the end of
the year.

Graph 22. Industrial production index
(excluding construction)
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The decrease in the prices of metals and
energy in the first months of 2020 is mainly due
to reduced global economic activity. Metal
prices are falling in line with weaker global
demand and the continued trade conflict
between the US and China. In the second half of
the year, as a result of the recovery of the global
economy, metal prices rose, due to increased
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demand for cobalt and nickel used for batteries
in the growing electric car market.

Changes in the price of oil during the year
were influenced by factors such as reduced
demand for the raw material, as the organization
of oil exporting countries, including Russia and
other producers (OPEC +), decided to cut oil
production in 2020 in order to stabilize the price,
as in April the average spot oil price dropped to
USD 22.7. dollars per barrel, which is almost
three times lower than the price in early 2020.

The price index of agricultural products
traded on international markets has been
declining for most of 2020. Major crops such as
wheat, corn and soybeans have seen growth in
the last months of the year. Soybean and corn
prices are rising due to weaker-than-expected
harvests in the United States and South America,
as well as increased demand from China, which
is seeking to rebuild its pig population after
African swine fever in 2019.

Graph 23. Dynamics of prices of food,
energy resources and metals
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Global capital markets report divergent
dynamics in 2020. The decline in the first half of
the year due to the COVID-19 pandemic and
investor concerns about the global economy was
gradually restored in late 2020 due to the
accommodative monetary policy of leading
central government banks in response to
slowing economic growth and positive news

about the development of coronavirus vaccines.
In the euro area, the German DAX rose by 5.7%
and the Spanish IBEX35 decreased by -13.8%.
The US indices S&P500 and Dow Jones
increased by 16.5% and 5.7%, respectively for
2020. Asia's stock markets in 2020 also went up,
with Chinese SSE COMP increasing by 16.7%
and Japanese NIKKEI225 increasing by 18.3%.

Graph 24. Capital markets
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Global economic growth in 2020 fell to -
3.3%. The economies of the seven most
developed countries (G7), on the one hand, and
emerging markets and emerging economies in
Europe and Asia declined to -5%, -2% and -1%
respectively in 2020 from 1.5%, 2.4% and 5.3%
in 2019. The reason was weaker external
demand due to reduced global economic
activity, prolonged national blockades and
quarantine measures.

Graph 25. Real GDP growth

annual rate of change, %
8,0

6,0

4,0

[ S—
2,0 \

0,0
2,0
-4,0

-6,0
2016 2017 2018 2019 2020
—World
—G-7

33
2B
%

ies in Europe

a7
P
33
aa
>

Source: IMF.

Key:

Caat - World

G-7

HoBoBB3HMKBAIIM Ta3apy U Pa3BUBAILN CE UKOHOMHKH B
EBpona— Emerging markets and developing economies in
Europe

HoBOBB3HMKBAIIM Ma3apH U Pa3BHBALIN C€ HKOHOMHKHU B
Asusi— Emerging markets and developing economies in Asia
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Real GDP growth in the euro area in 2020
fell to -7.9% compared to 1.3% in 2019, as a
result of reduced economic activity due to
COVID-19. The largest decrease was in private
consumption (-4.6 p.p. in 2020 compared to 0.7
p.p. in 2019), followed by investments, which
decreased by -2.5 p.p. GDP. The limit for GDP
is net exports by -1.1 p.p. due to weak external
demand. Stocks slowed to -0.1 p.p. for 2020
compared to -0.5 p.p. for 2019. Government
consumption is unchanged at 0.4 p.p. in 2020,
with the retained share due to increased
government lending to combat the economic
consequences of the coronavirus.

Graph 26. GDP growth in the euro area
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In 2020, the average annual inflation
decreased. In the G-7 economies, inflation fell
to 0.8% in 2020 from 1.5% in 2019, remaining
below central bank targets of 2%. Inflation in
emerging markets and developing economies in
Europe and Asia decreased to 5.4% and 3.1%
respectively in 2020, from 6.6% and 3.3 in
2019. Globally, inflation has decreased to 3.2%
in 2020.

Graph 27. Global inflation
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Average annual inflation in the euro area
fell to 0.3 % in 2020, from 1.2% in 2019, due to
weaker economic activity, lower external
demand and lower oil prices. The average
annual inflation, measured excluding the prices
of energy goods, food, alcohol and tobacco
products, had an increase of 0.7% for the same
period.

Graph 28. Inflation in the euro area
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The labour market has shrinked in 2020 due
to rising unemployment due to COVID-19,
especially among those employed in the hotel,
restaurant, tourism and other sectors. The
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average unemployment rate in the euro area rose
to 6.9% in 2020 compared to 6.7% in 2019.
Unemployment is highest in Greece (15.4%)
and Spain (14%). The unemployment rate
remains the lowest in the Czech Republic
(2.3%). The US labour market is deteriorating,
with the unemployment rate rising to 7.1 % in
2020 from 3% in 2019.

Graph 29. Unemployment dynamics on a
global scale
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In 2020, the budget deficit worldwide
continued to grow. The budget balance in
developed economies remains in negative
territory, expanding to -11.7% in 2020 from -
2.9% in 2019. The budget deficit in the EU
retains its trend and in 2020 increases to - 7.4%
for 2020 compared to -0.5% in 2019. The budget
deficit in emerging markets and emerging
economies also deepens to -9.5% in 2020 from -
4.7% in 2019.

Graph 30. Balance of public finances
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The total government debt of the EU
countries (19) as a percentage of GDP increases
to 91.7% in 2020 compared to 79.2% in 2019.
Greece increases its debt to 213.1% of GDP in
2020 compared to 184.9% in 2019. Italy's total
public debt increased to 155.6% in 2020
compared to 134.6% in 2019. Germany
increased its debt to 68.9% in 2020 compared to
59.6% in 2019.

Graph 31. Total government debt
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The long-term interest rate for the purposes

of convergence decreased in 2020, with the
average yield on Greek and Italian government
securities reaching 1.2%, and on Spanish - 0.4%.

The average annual vyield on German
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government securities remained in negative
territory (-0.5%).

Graph 32. Long-term interest rate for the
convergence of Germany, Italy, Spain and
Greece
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In 2020, the 10-year government securities
of the United States and Japan had average
annual yields of 0.8% and 0%, respectively. The
decline in government securities yields was a
consequence of a slowdown in global economic
activity. In 2020, British government securities

reduced their average yield to 0.3%.

Graph 33. Yield of 10-year government
securities of the US, Japan and UK
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In 2020, the euro appreciated against the
dollar, reached an average annual rate of 1.14
USD per euro as a result of continuing trade
tensions between the United States and China,
reducing concerns about the global economy

following the development of vaccines against

COVID-19 and programs to support the
economy of the US Federal Reserve (Fed).

Graph 34. USD/EUR Exchange Rate
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In 2020, most countries in Central and
Eastern Europe (CEE) report a decrease in GDP
due to a slowdown in global economic growth
and reduced external demand, especially from
the euro area, which is their main trading
partner. The least affected is Turkey, which
reports the growth among the CEE countries
(1.8%). The Czech and Hungarian economies in
2020 fall to -5.6% and -5% respectively
compared to 2.3% and 4.6% in 2019.

Table 31. Real GDP growth in CEE

2019 2020
Czech Republic 2,3 -5,6
Hungary 4,6 -5,0
Poland 4,5 -2,7
Romania 4,1 -3,9
Turkey 0,9 1,8
Note: Annual rate of change (%).
Source: IMF, National Statistical Institutes.

Key:

UYexus — Czech Republic

VYurapus — Hungary

IMomma — Poland

PymbHus — Romania

Typuus — Turkey

benexka: M3menenune crpsimo npenxoaHara roguna (%) —
Note: Change from the previous year

N3rounux: MB®, HanoHanHu cTaTUCTUYECKH HHCTUTYTH
— Source: IMF, National Statistical Institutes

In 2020, inflation in the CEE countries had
a different dynamic. The inflation in Poland has
the highest growth, which increased to 3.4% in
2020 compared to 2.3% in 2019. Inflation in
Turkey in 2020 decreased to 12.3% from 15.2%.
for 2019 but remains significantly higher than
the regional average. The reasons were the weak
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Turkish lira, the high costs of producers whose
loans are in US dollars, the closure of production
and others.

Table 32. Inflation in CEE

2019 2020
Czech Republic 2,8 3,2
Hungary 3,4 3,3
Poland 2,3 3,4
Romania 3,8 2,6
Turkey 15,2 12,3
Note: Annual rate of change (%).
Source: IMF, National Statistical Institutes.

Key:

Yexus — Czech Republic

Vurapus — Hungary

IMommra — Poland

PympHUS — Romania

Typrms — Turkey

Benexka: MI3menenne cipsimo npeaxonHara roguna (%) —
Note: Change from the previous year

N3rounuk: MB®, HantmonanHu craTUCTUYECKU MHCTUTYTH
— Source: IMF, National Statistical Institutes

In the CEE countries, the unemployment
levels have different dynamics in 2020. The
highest growth for the period is the
unemployment in Romania (by 1.1%).

Unemployment in Turkey in 2020 falls to 13.1%
from 13.7% in 2019.

Table 33. Unemployment rate in CEE

2019 2020
Czech Republic 2,0 2,7
Hungary 3,3 4,1
Poland 3,3 3,2
Romania 3,9 5,0
Turkey 13,7 13,1
Note: Share (%) of the workforce.
Source: IMF, National Statistical Institutes.

Key:

UYexus — Czech Republic

VYurapus — Hungary

[omnma — Poland

PymbHus — Romania

Typuus — Turkey

benexxka: koeduienT Ha Oespabotuma (%) — Note:
unemployment rate

N3rounuk: MB®, Hantmonanuu craTUCTUYECKU MHCTUTYTH
— Source: IMF, National Statistical Institutes

In 2020, the values of most stock exchange
indices in the CEE countries also have different
dynamics. During the year, the Turkish
BIST100 grew the most, by 23.9%. The
probable reason was the entry of local investors
into the stock market due to the low return in
Turkey of fixed income products and bank
deposits. The Czech PX-PRAGUE SE, the
Hungarian BUDAPEST SE INDEX and the
Romanian BET INDEX decreased by -4.2%,
22% and 2.2% respectively. Croatia's
CROBEX fell -14.8% due to sales of shares in
the country's important tourism sector, which
suffered significantly from COVID-19.

Graph 35. Capital markets dynamics in
Poland, Hungary and Turkey
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Graph 36. Capital markets dynamics in the
Czech Republic, Romania and Croatia
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1.2.  Overview of economic activity in Bulgaria

The spread of the COVID-19 pandemic since the beginning of 2020 and the measures taken to limit it
have had a negative impact on economic activity in Bulgaria and worldwide. In 2020, the Bulgarian economy
reported a decline of -4.2%. The current account deficit at the end of 2020 amounted to EUR -399.9 million
compared to a positive balance (EUR 1,121.2 million) at the end of the previous year. The volume of foreign
direct investment in Bulgaria amounts to EUR 2124,9 million, which is EUR 590.1 million more than the
previous year. In 2019, the country's gross external debt increased 8.9% annually, reaching EUR 38.4 billion
at the end of the year, which represents 58.2% of GDP. Tendency of increasing bank loans to the private non-
financial sector has been interrupted, as in 2020 loans to non-financial corporations and households in
Bulgaria recorded an average annual growth of 5.2% compared to 6.7% at the end of 2019. Consumer price
inflation began to decline in the middle of the year, reaching 0% on an annual basis at the end of December.
The housing price index slows down its positive rate of change on an annual basis from 6.0% on average in
2019 to 4.6% in 2020. Tendency in rental prices follows the same trend, the index decreases to 2.3% in 2020

compared to 2.9 % for 2019.

Despite the reduced economic activity in Bulgaria, the stability of the banking system remains at a

high level, the Banking sector reduces its foreign liabilities, as a result of which in 2020 the international

rating agency S&P Global Ratings determined Bulgaria's credit rating as 'BBB' with a stable outlook.

Following a revision of the public data
submitted in 2019*, the total current and capital
account balance amounted to EUR 547.5 million at
the end of December 2020, compared to EUR
2,012.8 million at the end of 2019, noting a
significant decrease of 73% and still remains
positive. For the period January-December 2020
the current account deficit of the balance of
payments amounts to EUR -399.9 million,
reducing its value by -2.5p.p. compared to 2019.
As a result of the received capital transfers under
EU operational programs, the capital account
surplus reached EUR 947.4 million.

The balance on the financial account for the
year is negative (EUR -3,341 million ), which is
EUR -6,246.7 million more than the reported
positive balance in 2019. According to the balance
of payments, the country's international foreign
exchange reserves decreased by EUR -559.4
million. After accounting for exchange rate
differences and price revaluations, the foreign
exchange reserves in the BNB balance sheet
increased by EUR 6,012 million (BGN 11.8

billion), as the assets of the Issue Department
amounted to BGN 60.3 billion at the end of 2020

Graph 37. Dynamics of main accounts of the
balance of payment
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The current account deficit of EUR -399.9
million at the end of 2020 compared to the positive
balance (EUR 1,121.2 million) of the previous year
is mainly due to the contraction of the item “net
services” by EUR -1 924.7 million compared to
the end of 2019, reaching a value of EUR 2 969.7
million. A major factor in this is the spread of the
COVID-19 pandemic, leading to a reduction in
tourist travel, which is a significant source of
foreign currency for the country's balance of
payments. Net secondary income contribution item
is the second factor for the negative current account

balance, declining by EUR -1,172.7 million

144



compared to the end of December 2019 and
reaching a value of EUR 601 million at the end of
2020. Main factors for these dynamics are the
contraction of real imports compared to that of real
exports, as well as the significant decline in global
economic activity. The net primary income item
remains with negative balance, with a deficit of
EUR -2 098.4 million at the end of 2020 and
contributes to a narrowing of the current account
deficit by EUR 540.0 million at the end of the year.

Graph 38. Current account and its components
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For the period January-December 2020 the
balance on the financial account amounts to EUR
-3 340.6 million, which is EUR -6 246.7 million
less than the positive balance reported in 2019 in
the amount of EUR 2 9061 million. The negative
balance is due to the larger increase in the foreign
liabilities of the Bulgarian residents compared to
that of the foreign assets. The increase in the
liabilities of the general government sector due to
the issue of bonds in the amount of EUR 2.5 billion,
placed on the international capital markets in
September 2020, as well as on the government
securities with a total nominal value of BGN 1.2
billion issued for the domestic market in 2020, is of

key importance for the growth of foreign liabilities.

All components of the financial account
contribute to the contraction of the balance sheet by
the end of 2020. "Direct investment" increased its
deficit by EUR -787.1 million euros compared to
the end of the previous year, reaching EUR -1
945.6 million by the end of 2020 "Other net
investments" decreased in its balance by EUR -4
435.2 million compared to the end of 2019 and
reached a value of EUR -1 944.5 million at the end
of the last quarter of 2020.

Graph 39. Financial account and its
components
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For the period January - December 2020, the
flow of foreign direct investment (FDI) in the
country amounted to EUR 2,124.9, which is EUR
590.1 million more than the previous year. Most of
the FDIs in Bulgaria during the year took the form
of reinvested earnings (EUR 1,028.8 million),
which decreased by EUR 323.3 million compared
to 2019, and reinvested profit (EUR 827.7 million),
which decreased by EUR -327.7 million. billion
more than in the previous year. The flow of FDI in
the form of share capital, other than reinvested
earnings, was positive and amounted to EUR 267.4

million.
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Table 34. FDI dynamics in Bulgaria by type of
investment

2016 2017 2018 2019 2020

Total 940 1606 968 1534 2124
Equity and investment fund shares/units 255 -25 390 -327,1 267,4
Reinvestment of earnings 1091 861 1214 1155,4 827,7
Debt instruments -407 770 -637 705,5 1028,8

Note: Data refer to the volume of FDI in the country (in EUR min.).
Source: BNB.
Key:
O6m1o — Total
Hsinos kanmran, — Equity and investment fund shares/units
Peunnsectupana neuan6a — Reinvestment of earnings
JbnroBu nHCTpyMeHTH — Debt instruments
Benexka: Jlanaure ca 3a odem Ha [TYU B ctpanara (B MiH.
eBpo) — Note: Data refer to the volume of FDI in the country (in
EUR mil.)

The distribution of FDI in Bulgaria by sectors
in 2020 is characterized by some change compared
to the previous year. The Trade, repair of cars and
motorcycles sector, which in 2019 ranks first, in
2020 lost its volume, reporting an outflow of FDI
amounting to EUR -163.4 million. The Financial
and insurance activities Sector increases its
volume of FDI, reaching a value of (EUR 711.4
million), sector "Production and distribution of
electricity and heat and gaseous fuels" takes
second place in terms of volume of FDI, reaching
a value of EUR 136.8 million, followed by the
Transport, Warehousing and Post Sector (EUR
136.6 million).

Table 35. FDI structure in Bulgaria by
economic activity

2016 2017 2018 2019 2020
Mining and quarrying 22,6 21,4 11,2 20,4 15,4]
Manufacturing 2369  1099,5 12818 97,7 54,9
Electricity, gas, steam and air conditioning supply 15,0 -206,9 -109,9 46,8 136,8
Construction 23,2 1759 96,3 337 64,7
Wholesale and retail trade; repair of motor vehicles and motorcycles 4775 3396 1356 5233  -163,4
Transportation and storage 8,0 55 10,4 15,0 136,6
Accommodation and food service activities 249 -18,3 14,1 -10,5 -12,8
Information and communication 194 2431 455 70,7 41,4
Financial and insurance activities 179,2 294,6 583,5 416 711,4
’Eal estate activities -419 3457 -148,9 2334 16,6

Note: Data is in EUR min. The structure covers ten leading economic sectors.
Source: BNB.

Key:

Jobusna npomunutenoct — Mining industry

I[pepaboTraria npomuuuieHoct — Manufacturing

TIpOU3BOJCTBO U pa3lpe/elicHHe Ha TOIUIMHHA CHEPrys U Ha
ra3oo0pasHu ropusa — Production and distribution of heat energy
and gaseous fuels

Crpowurencteo — Construction

TeproBusi, peMOHT Ha aBTOMOOHJIM M MOTOLMKiIeTH — Trade,
repair of motor vehicles and motorcycles

Tpaucnopr, ckinagupane u nomu — Transport, storage and
postal services

XOTeNHepCTBO ¥ PECTOPaHThOpPCTBO — Accommodation
Services

Cp3aBaHe U panpocTpaHeHne Ha MH(OPMAIHsI U TBOPUECKU
NpoayKTH; nanekochoOmenuss — Creation and Distribution of
Information and Creative Products, Telecommunications

®duHaHCOBH M 3acTpaxoBarenHu AeiHocTH — Financial and
Insurance Activities

Omnepaunn ¢ HeABImKIMU IMOTH — Real Estate Transactions

Benexxka: Jlanaute ca B MiH. eBpo. CTpykTypara oOxBama
JieceT BOJIEIIN HKOHOMIYeCKH cekTopa. — Note: Data are in million
EUR. The structure covers ten leading economic sectors.

In 2020, the country's gross external debt
increased by 8.9 % on an annual basis, reaching
EUR 38.4 billion at the end of the year, which
represents 58.2% of GDP. The largest contribution
to the increase in debt was made by the increase in
banks' foreign liabilities (2.4 p.p.). The debt of the
“Internal corporate debt” sector and the debt of the
“General government” sector reported a decrease
and limited the total growth of the gross external
debt by -1.0 p.p., respectively. and -0.2 p.p.

Graph 40. Dynamics of gross external debt by
institutional sectors
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In line with the overall dynamics of gross
external debt in 2020, its short-term component
increased by 3.5 % on an annual basis and
represented 23.9% of total external debt at the end
of the year. Long-term debt also increased by
10.7% and reached a share of 76.1% of the
country's external debt at the end of 2020.
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Graph 41. Dynamics of gross external debt by

maturity structure
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The trend of increasing bank loans to the
private non-financial sector has been interrupted,
as in 2020 loans to non-financial corporations and
households in Bulgaria recorded an average annual
growth of 5.2% compared to 6.7% at the end of
2019. Loansto households grew at a faster pace
(6.6%), contributing 2.7 p.p. to the total growth of
lending to the private non-financial sector at the
end of the year. Loans to non-financial
corporations reported a smaller growth of 3.0% at
the end of the year, contributing 1.8 p.p. to the
general dynamics.

Graph 42. Dynamics of loans to non-financial
corporations and households

(%/pp. on an annual basis)
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Key:
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KpeanTn Ha nomakuHctsa (mp.m.) — household credits (p.p.)
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The growth of loans to households in 2020 is
mainly due to the increase in housing loans by
11.6% at the end of the year, which contributes by
5.2 p.p. to the total growth of loans to households.
At the end of 2020, consumer loans increased by
5% and contributed by 2.4 p.p. Loans other than
consumer and housing, as well as overdrafts limit
the overall growth with their negative contribution
of -1.8 p.p.

At the end of December 2020, the total amount
of the balance sheet assets of the banking system
was BGN 124.0 billion. The gross amount of non-
performing loans and advances in the banking
system amounted to BGN 5.7 billion, and their
share in the total amount of gross loans and
advances reached 7.5%. The net value of non-
performing loans and advances, after deducting the
impairment inherent in this classification category,
amounts to BGN 3.06 billion at the end of 2020 or
4.2% of the total net value of loans and advances.

Graph 43. Dynamics of loans to households
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Key:

(mpoLeHTHH MyHKTa, roA. 0a3a, %) — (percentage points, annual
basis, %)

Oswpapadr (np.m.) — Overdraft (p.p.)

Iotpeburencku kpeaut (np.m.) — Consumer credit (p.p.)

Kunmuman kpeantn (np.a1.) — Housing credits (p.p.)

Jpyru kpequtu (mp.1.) — Other credits (p.p.)

Kpenurn Ha nomakuncTBara (%) — Household credits (%)

Total value added in the economy decreased in
real terms by -4.3% in 2020, to which the service
sector (-2.9 p.p.) contributed the most, followed by
industry (1.1 p.p.), and agriculture and forestry (0.2
p-p.)-

147



Graph 44. Dynamics of Value Added and
contribution by sectors
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A detailed breakdown of value added in the
economy by sectors shows that among services the
largest negative contribution to gross value added
in 2020 is reported by the sector “Trade, repair of
motor vehicles and motorcycles; transport,
warehousing and post office; hotel and restaurant
business ”(-2.8 p.p.), followed by the Mining and
quarrying  sector; manufacturing industry;
production and distribution of electricity and heat
and gaseous fuels; water supply; sewerage, waste
management and remediation activities “(-1.1
p-p.)- The third sector with negative added value is
“Professional activities and research;
administrative and support service activities”,
limiting by -0.5 p.p. the growth of total value added
in the economy. Fourth and fifth place, the negative
value of total value added is contributed by the
sectors "Real estate activities" and "Agriculture,

forestry and fisheries", respectively -0.4 p.p. and -
0.2 p.p.

Table 36. Dynamics of Value Added by sectors

2016 2017 2018 2019 2020
Total for the economy (%) 35 42 35 33 -43]
Contribution (pp), incl:

Agriculture, forestry and fisheries 04 04 01 02 02

ing; Mining and quarrying; Electricity, gas and water supply. 17 038 04 03 11
Construction -03 0,2 0,1 0,2 0,0]
Wholesale and retail trade, repair of motor vehicles and motorcycles; transportation

and storage, ion and food service activities 02 06 09 07 28

Creation and distribution of i

ion and creative products; icati 09 04 0,6 09 00

Financial and insurance activities 05 01 0,2 02 01

Operations with real estate 06 07 11 05 04

ctiviti d research;

ive and auxiliary activities 01 0,1 0,5 08 05

Public administration, defence, education, human health and social work activities -0,5 0,8 0,4 0,0 039

Culture, sports and entertainment; Others 0,0 01 01 0,0 0,4

Note: Data for 2020 is preliminary.

Source: NSI.

Key:

O6mo 3a nkonomukara (%) — Total for the economy (%)

Cernko, Topcko ¥ prOHO cTonancTBo — Agriculture, forestry and
fisheries

JlobuBHa 1 TpepaboTBala MPOMHUIIECHOCT, TPOHU3B. U pasIp. Ha
€. ¥ TOIUIMHHA €Heprus M Ha ra3o00pa3sHU ropyBa; JOCTaBsSHE Ha
BOAM; KaHAIM3aLMOHHM YCIyrd; YOp. Ha OTHagblUd U
BB3CTaHOBABaHE — Manufacturing, mining and quarrying;
production and allocation of electricity, heating and gas fuels; water
supply; sewerage services; waste management and recovery

Crpourencteo — Construction

TeproBusi, peMOHT Ha aBTOMOOWIM U MOTOLMKIIETH;
TPaHCHOPT,  CKJIAagMpaHe W  IIOIIM,  XOTEIHEPCTBO M
pecropanteopctB0 — Trade, repair of motor vehicles and
motorcycles; transport, storage and postal services; accommodation
services

Cp3aaBaHe U pa3npocTpaHeHHEe Ha HHPOPMAIHI U TBOPUECKH
NpoaykTH; nanekochoOmenus — Creation and distribution of
information and creative products; telecommunications

OuHaHCOBH M 3acTpaxoBarelHM JeiHocTn — Financial and
insurance activities

Omnepaunn ¢ HeABIKIMU IMOTH — Operations with real estate

TIpodecroHaaHy ACHHOCTH U HAYYHU M3CICIBAHUS; aIMUH. U
criomar. gaeiiHoctm — Professional activities and research;
administrative and auxiliary activities

JIbpkaBHO yIIp.; 0Opa3oBaHME; XyMaHHO 3]paBeola3BaHe M
coll. padora — Government management; education, healthcare and
social works

Kynarypa, cnopt u passinedenus; apyru — Culture, sports and
entertainment; others

Benexxka: lananre 3a 2020 1. ca mpensapurenau. — Note: Data
for 2020 are preliminary.

According to preliminary data, real GDP drop
in 2020 amounts to -4.2% on an annual basis. VT
balance decreased by -3.2 p.p. at the end of the year
compared to -0.7 p.p. in 2019. In 2020, final
consumption contracted by -2.2 p.p., and the
change in inventories contributed to the decline in
GDP by -1.4 p.p.
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Graph 45. GDP growth and contribution of
components of final expenditures
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Heren u3noc (mp.1.) — Net export (p.p.)
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Kpaitno notpebnenue (mp.m.) — End consumption (p.p.)

Exports of Bulgarian goods and services in
2020 amounted to EUR 28.0 billion, decreasing by
6.4% compared to the previous year. The largest
negative contribution to the overall growth was
made by exports of energy resources (-5.3 p.p.),
followed by exports of investment goods (-1.3
p.p.), raw materials (-0.1 p.p.) and the export of
consumer goods accounts only for 0.2 p.p.

Table 37. Contribution of main groups of
goods to the exports’ dynamics

2018 2019 2020
Exports (%, on an annual basis) 2,6 4,2 -6,4
Contribution (pp)

Consumer goods 0,9 1,7 0,2
Raw materials and supplies 1,8 1,0 -0,1
Investment goods 0,6 0,2 -1,3
Energy resources -0,7 1,3 -5,3
Source: BNB.

Key:

Wznoc (%, Ha ropumna 6a3a) — Export (%, on an annual basis)

Ipunoc (mp.1.) — Contribution (p.p.)

[Motpebutencku croku — Consumer goods

CypoBuHH U MaTepuanu — Raw materials

VHBecTHIMOHHY CTOKHU — Investment goods

Enepruiinu pecypcu — Energy resources

The dynamics of imports also follws the same

trend. Imports in Bulgaria in 2020 shrank by -8.9%
compared to the same period last year. The largest
decline was -6.1 p.p. in the energy resources sector,
followed by imports of capital goods (-2.1 p.p.),

and imports of raw materials and consumer goods,

each contributing negatively by -1.4 p.p. for the
total decrease amounting to BGN -5 886.9 million.

Table 38. Contribution of main groups of
goods to the import’s dynamics

2018 2019 2020

Imports (%, on an annual basis) 6,1 5,0 -8,9
Contribution (pp)

Consumer goods 14 23 -0,4
Raw materials and supplies 2,2 -0,2 -0,4
Investment goods 2,4 1,7 2,1
Energy resources 0,1 1,1 -6,1
Source: BNB.

Key:
Buoc (%, Ha roaumHa 6a3a) — Import (%, on an annual basis)
Ipunoc (mp.1.) — Contribution (p.p.)
Iorpedurencku crokn — Consumer goods
CypoBuHE 1 MaTepuanu — Raw materials
WuBectunmonnun croku — Invetment goods
Enepruiinu pecypcu — Energy resources

In 2020, the real growth of final consumption
accelerated only to 1.8% from 4.7% in 2019. The
main driving force for the reported dynamics is the

individual consumption of households (0.8 p.p.),
and the individual consumption of the government
contributes by 0.7 p.p. Collective consumption,
which measures the government's final expenditure
on collective services provided to society as a
whole, is growing, contributing 0.7 p.p. to real
growth in total end consumption.

Table 39. Growth of end consumption
expenditure and contributions of its

components
2016 2017 2018 2019 2020
Final consumption (%) 3,2 3,9 4,6 4,7 1,8
individual consumption (pp) 3,0 3,3 4,1 4,6 0,8
consumption of households (pp) 2,8 3,0 3,5 4,3 0,2
government (pp) 0,2 0,3 0,6 0,3 0,7
collective consumption (EE[ 0,3 0,6 0,5 0,1 1,0
Note: Data for 2020 is preliminary.
Source: NSI.

Key:
Kpaiino norpebnenne — End consumption
WnauBunyanHo  morpebnenue  (mp.r.) —  Individual

consumption (p.p.)
[MToTpebnenne Ha fomakuHcTBaTa — Household consumption
[ToTpebnenune Ha mpaBUTEICTBOTO — GOovernment consumption
Konexrusro norpebnenue (mp.m.) — Collective consumption

(p-p)

Benexxka: Jannure 3a 2020 ca npensaputensu. — Note: Data
for 2020 are preliminary.

The budget balance under the Consolidated
Fiscal Program (CFP) in 2020 is negative at BGN
-3.5 billion, which represents a deficit of -3.0% of

GDP. Revenues reported an increase of 0.6%,
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which is mainly due to income tax (4.5 p.p.) and
social security and health insurance contributions
(4.4 p.p.), while tax revenues from customs duties
and taxes reported a decline of -8.9% for 2020.
Non-tax revenues limit the growth of final
consumption with a negative contribution of -1.2
p-p., and the aid reports a contribution of 0.5 p.p.
Among the tax revenues, the revenues from
indirect taxes have the largest negative
contribution (-0.3 p.p.), while the revenues from
social and health insurance contributions and direct
taxes contribute by 1.0 p.p., respectively and 0.4
p-p- to the total growth of budget revenues.

Graph 46. Contribution of components to the
dynamics of budget revenue
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Hanpunn npuxoau (mp.1r.) — Tax income (p.p.)

TTomomu (mp.1.) — Assistance (p.p.)
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Budget expenditures increased by 5.9% in
2020 compared to the previous year, to which
current expenditures contributed the most (11.1
p.p.), while capital expenditures had a positive
contribution of -5.5 p.p. Current non-interest
expenses increased by 14.1% on an annual basis,
with the largest contribution coming from social
security, assistance and care expenditure (5.4 p.p.),
followed by expenditure on salaries and social
security contributions (3.7 p.p.), subsidies (3.4

p.p.) and maintenance costs (1.5 p.p.).

Graph 47. Contribution of components to the
dynamics of non-interest current expenditure
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In 2020, employment in Bulgaria decreased by
-3.4% on an annual basis, as the number of
employees aged 15 and over decreased to 3.1
million. This dynamic is due to a decrease in the
growth of employment for men and employment
for women, as in both sexes the negative
contribution amounts to -1.7 p.p. Employment
decreased in all age groups, except for persons
aged 65 and over, where it marked a slight increase
of 0.02%. The largest negative contribution was
made by the decline among workers aged 25 to 34
(-1.4 p.p.).

The number of persons in paid employment
decreased by -6.8% on an annual basis to 2.2
million people. This trend is almost entirely due to
a decline in employees in the private sector (-6.7
p-p.)- By economic activities, there was a decrease
in the number of employees in all sectors, but
mainly in the manufacturing industry (-1.7 p.p.)
and in the hotel and restaurant sector (-1.7 p.p.).
The Construction sector and  Transport,
Warehousing and Post sector contributed to the
overall decline, each by -0.7 p.p.

The income of employees measured by
compensation of employees, representing gross
income that also included changes in social
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insurance contributions, increased by 3% in 2020
compared to an increase of 8.6% in the previous
year. The unemployment rate continued to increase
from 4.2% for 2019 to 5.1% of the workforce in
2020.

Table 40. Employment and income

2016 2017 2018 2019 2020

Employed persons -0,5 4,4 0,1 2,6 -3,4
Employees 1,0 1,4 0,5 0,1 -6,8
Compensation of employees 7,7 10,9 10,6 8,6 3,0
L loy i 7,6 6,2 52 4,2 51

Note: Data show a change compared to the previous year, as data for 2018 are preliminary;

Source: NSI.

Key:

3aetn muna — Employed persons

Haetn muna — Hired persons

Komnencamus 3a naerute ymia — Compensation for hired
persons

bespaboruma — Unemployment

benexka: [/laHHWTE MOKa3BaT M3MEHEHHUE CIPSAMO MpenX. T.,
kato 3a 2020 ca npeaBaputensu; * koed. Ha Oe3paboTulla CperHO
3a nepuona (% ot pab. cuna). — Note: Data show a change compared
to the previous year, and are preliminary for 2020; * average
unemployment coefficient for the period (% of the workforce).

In April 2020, consumer confidence fell
sharply to -41.8%, reaching levels from 2013.
Consumer expectations for unemployment, which
are sharply higher in 2020, support the indicator.
high expectations for deterioration of the economic
situation in the country.

Graph 48. Consumers’ confidence indicator
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Key:

Bananc na muenus — Balance of opinions

Ilokazaren 3a moBepme Ha mOTpeOHTENHTE — consumers’
confidence indicator

OuakBaHWsi 3a MKOHOMMYECKaTa CUTyallUs B CTpaHaTa —
expectations of the economic situation in the country

OuaxBanus 3a 6e3pabotuiiata — expectations of unemployment
Note: Unemployment expectations are taken with the
opposite sign. An increase in the indicator means that
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Household incomes in 2020 accelerated their
growth to 5.1% on an annual basis, to which
salaries (4.1 p.p.) and pensions (10.8 p.p.) had the
sole contribution. Restrictions on non-wage
income (-18.9 p.p.) and sales income (-28.3 p.p.)
restrict the growth of household incomes during the
year. The savings withdrawn by households
decreased by -9.2%, as well as the loans and credits
received by them (-20.6%) in 2020.

Table 41. Dynamics of household incomes

2016 2017 2018 2019 2020
Total 19 6,0 4,8 6,8 51
Salary and wages 0,6 6,1 6,9 8,9 4,1
Withdrawn savings 18,7 15,3 11,6 -3,5 9,2
Loans and credits 19,5 11,1 62,0 -25,9 -20,6
Note: Data is on an annual basis (%).
Source: NSI.

Key:

061 noxox — Total income

Pa6otna 3amnata — Work salary

W3rernenu cnectsBanms — Savings withdrawn

3aemu n kperuté — Loans and credits

Benexka: Jlannaure ca Ha rox. 6a3a (%). — Note: Data are on an
annual basis (%).

Household expenditures in 2020 decreased by
-1.0% compared to their incomes. Consumer
spending decreased by -1.3%, declining by -6.5
p.p- compared to the end of 2019, to which the
largest negative contribution has the reduction of
expenditures related to leisure, cultural recreation
and education (-36.0 p.p.), transport costs (-20.6
p.p.) and costs for clothing and footwear (-8.6 p.p.).
Household expenditures on taxes and social
security increased by 2.1% and 4.8%, respectively,
which contributed negatively by -4.5 p.p.,
respectively and -4.8 p.p. to total costs. In 2020, the
trend of households to save continues. Their
deposit expenditures report a growth of 31.3%, and
the funds allocated for debt repayment or lending
continue to shrink, with a decrease by -2.3%.

Table 42. Dynamics of households’

ditures
2016 2017 2018 2019 2020
Total -0,4 7,6 7,7 4,9 -1,0
Total consumer expenditures -1,3 6,9 6,7 5,2 -1,3
Taxes 4,3 15,0 6,9 6,6 2,1
Deposit 45,1 41,8 5,2 22,6 31,3
Paid debt and granted loan -9,2 -3,0 -15,3 -0,3 -2,3
Note: Data is on an annual basis (%).
Source: NSI.
Key:
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061 pazxon — Total cost

Iorpedurencku o6y pazxox — Total user cost

Janbuum — Taxes

Bror — Deposit

W3nnaren npar u gajaeH 3aeM — Repaid debt and loan given

Benexxka: lanaute ca Ha roa. 6a3a (%). — Note: Data are on an
annual basis (%).

From the first quarter of 2020, inflation began
to decline, with its average annual value of 1.2%
declining by -1.2 p.p. compared to its average
annual value from the previous year (2.5%), and as
of December 2020 inflation in the country enters a
neutral territory with a value of 0%. Core inflation
also reported a lower rate of change, with an
average annual value of 0.9% compared to 1.8%
compared to 2019.
Graph 49. Inflation

(%, compared to the same period of the previous year)
5

4

3

2016 2017 2018 2019 2020
—inflation (HICP)

Source: NSI. —HICP without food, energy products, alcohol and tobacco products

Key:

(% cnopsiMo chmms mepuoj Ha mpeaxoxHara roguHa) — (%
compared to the same period of the previous year)

Wndnamus (XUIILL) — Inflation (HICP)

XUIIL] 6e3 XpaHW, EHEPTUHHH TPOAYKTH, AIKOXON H
tioTioneBn m3genusi — HIPC excluding foods, energy products,
alcohol and tobacco products

The largest contribution to the inflation
accumulated during the year was made by services
(0.7 p.p.) and foodstuffs (0.4 p.p.). Among the
services, the prices of public catering have the
largest contribution to the general inflation (0.2
p-p.), and the prices of the industrial goods limit the
general growth of the inflation with their negative
contribution of -1.2 p.p. Among them, the prices of
liquid and transport fuels have the largest negative
contribution of -1.0 p.p. Administrative prices

increased slightly by 0.2 p.p.

Table 43. Contribution of main groups of
oods to inflation

2017 2018 2019 2020
Inflation (% compared to Dec. prev. year) 1,8 23 3,1 0,0
Contribution (pp)

Food stuffs 0,6 1,2 1,4 0,4
Unprocessed foods 0,2 0,2 0,5 -0,1
Processed foods 0,4 1,0 0,8 0,6

Services (all except goods) 0,4 1,8 0,9 0,7
Public food services 0,2 0,4 0,3 0,2
Transport services 0,1 0,4 0,0 0,1
Telecommunications -0,1 0,1 -0,1 0,0

Energy and home heating 0,3 0,8 0,1 0,0

Liquid and transport fuels 0,4 0,4 0,3 -1,0

Industrial goods 0,6 0,7 0,6 -1,2

Administrative prices 0,4 0,8 0,4 0,2

Source: NSI.
Key:

Wndnamus (%, cnpsimo nek. Ha mpenx. r.) — Inflation (%,
compared to Dec. of the previous year)

Xpanurennu npoayktu — Food products

Hemnpepaborenn xpanu — Unprocessed foods

IMpepabotenu xpanu — Processed foods

Veayru (Bcuuko 6e3 croku) — Services (everything excluding
goods)

ObuiecTBeHo xpaneHe — Public catering

Tpancnoptau yciryru — Transport services

TenexomyHnukanuu — Telecommunications

Eneprus u ororienue 3a noma — Electricity and home heating

Teunu u Tpancnoptau ropusa — Liquid and transport fuels

IMpomumnenu croku — Industrial goods

AIMUHHCTpaTHUBHHU 1IeHH — administrative prices

In 2020, the growth of housing prices in our
country is slowing down, reporting an increase of
4.6% on an average annual basis compared to 6.0%
in 2019. The smaller growth of housing prices is
determined by demand from households and the
high percentage of vacant / unoccupied housing
stock. Rental prices also decreased, reaching 1.7%

on an average annual basis compared to 2.6% in
2019.

Graph 50. Dynamics of housing prices and

rents
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(% crpsiMo chlMs Tepuoa Ha mpeaxomHaTta rogwHa) — (% Ienn Ha Haemu, sicHa ckana — Rental prices, RHS
compared to the same period of the previous year)
lenn Ha xwunmmia, sBa ckana — Housing prices, LHS
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2. Overview of the non-banking financial sector in Bulgaria

In 2020, the assets of the participants in the non-banking financial sector increased by 3.2% and
reached BGN 53 billion at the end of the year, as the assets of all types of non-banking financial companies
and segments (except non-banking investment firms) reported a positive change in annual base. The largest
contribution of 3.3 p.p. there is the growth of the assets of the pension funds, followed by the assets of the
insurance and reinsurance companies (1.3 p.p.), the increase of the assets managed by the management
companies and the alternative investment fund managers (0.1 p.p.), the change of the assets of collective
investment schemes and sovereign wealth funds (0.1 p.p.) and the increase in the assets of special purpose
investment companies (0.1 p.p.). The assets of non-bank investment firms, the main part of which are client
assets, limit the growth with a negative contribution of -1.8 p.p. As a result of this dynamics, the role of
companies in the non-banking financial sector in the structure of financial intermediation slightly decreases,
as the assets of the participants in the supervised sector of the FSC reach 30.0% of the assets of the financial
sector in Bulgaria.

As a share of GDP, the assets of the participants in the non-banking financial sector increased
insignificantly and in 2020 amounted to 44.7%. The depth of financial intermediation in the non-banking
financial sector measured through market capitalization on the stock exchange increased to 23.5% at the end
0f 2020 compared to 23.5% of the GDP at the end of 2019.

Table 44. Relative structure of the assets of non-bank financial sector participants (% of the assets
of the banking and non-banking financial sector in Bulgaria)

Indicators 2016 2017 2018 2019 2020
Non-banking investment firms 4.5 10.8 13.6 12.5 11.1
Management companies and AIFMs 1.3 1.4 1.3 1.4 1.3
CIS and SWF* 1.0 1.0 1.0 1.0 1.0
SPICs 1.3 1.1 1.1 1.1 1.0
(Re)insurance companies 5.2 9.8 5.3 9.8 5.7
SPFs 9.1 9.2 8.8 9.5 9.8
Participants in the non-banking financial sector 1.0 1.0 31.2 31.0 30.0

Notes: * By 2017, closed-end investment companies were also included.
Source: BNB, FSC.

The assets of non-bank investment firms (IF)
decreased by -4.4% in 2020 and at the end of the
year reached BGN 19.7 billion. The reason for the
decrease in the value of assets is a decrease in the
client assets of non-bank investment firms with a
partial license, whose contribution to this
dynamics is -5.4 p.p. The assets of the non-
banking IFs with a full license increased by 5.2%
on an annual basis and limited the decline in the
assets of the non-banking IFs with a positive
contribution of 1.0 p.p.

The assets of management companies and
alternative investment fund managers increased in
absolute terms by BGN 70.5 million, which is an
increase of 3.1% on an annual basis, amounting to
BGN 2.3 billion at the end of the year. Of these,
BGN 1.8 billion. are the managed assets of
collective investment schemes and BGN 0.5
billion are managed assets of clients on trust
management of portfolios. The assets of collective
investment schemes (CIS) and sovereign wealth
funds (SWF) increased by a total of 4.3%
compared to the previous year. The observed
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dynamics is mainly due to an increase in the assets
of the mutual funds and exchange traded funds
(ETF) which at the end of the year were 125, and
the amount of their assets reached BGN 1.8
billion. There are six sovereign wealth funds,
which manage BGN 29.4 million of assets. Due to
the relatively small absolute value of assets,
collective investment schemes account for 1.0%
of the structure of financial intermediation.

The assets of special purpose investment
companies (SPICs) increased by 3.7% on an
annual basis and by the end of the year their
amount was BGN 1.9 billion. The largest
contribution to this growth was made by the assets
of SPICs investing in real estate and agricultural
land (3.0 p.p.). SPICs securitizing receivables
contribute positively by 0.7 p.p. in the annual
growth of assets in the sector. In relative terms, the
share of special investment purpose companies in
the structure of financial intermediation at the end
0f 2020 remained at 1.1%.

The assets of (re) insurers increased by 7.5%
in 2020 compared to 12.6% in 2019, and their
share in the structure of financial intermediation is
maintained compared to the previous year and

amounts to 5.6%. The largest contribution of 4.9
p.p. for the growth of the assets of the (re)
insurance market lies with the increase of the
assets of non-life insurance companies (10.3%),
followed by the growth of the assets of the life
insurance companies by 6.7%, which also have a
positive contribution of 1.4 p.p. The assets of the
only reinsurance company in Bulgaria increased
by 3.8% on an annual basis and had a positive
contribution of 1.2 p.p. to the change in the
insurance market assets.

The growth of the balance sheet assets of
pension funds decelerates to 10.6% in 2020 from
16.9% in 2019. The increase in their assets is due
to both the proceeds from social security
contributions and the positive result of investing
the funds accumulated in individual accounts in
the year. Pension funds continue to rank second
among the institutional investors of the non-
banking financial sector after the non-banking
investment funds, as the amount of their balance
sheet assets at the end of the year amounted to
BGN 17.4 billion. Their relative share in the
structure of financial intermediation at the end of
the year amounted to 9.8%.

Table 45. Market capitalization of the stock exchange and assets of non-banking financial sector

participants (% of the GDP)

2016 2017 2018 2019 2020

market

Market capitalization of the stock exchange

102 231  244| 235 29

Non-banking investment firms

5.6 14.5 19.1 17.4 16.6

Management companies and AIFMs 1.6 1.8 1.8 1.9 2.0
CIS and SWF * 1.2 1.4 1.4 1.4 1.5
SPICs 1.6 1.5 1.6 1.5 1.6
(Re)insurance companies 9.8 7.4 7.5 7.6 8.4
SPFs 11.4 12.5 12.3 13.3 14.7

Participants in the non-banking financial sector

27.9 39.1 43.6 43.3 44.7

Notes: * By 2017, closed-end investment companies were also included.

Source: BSE, FSC, NSI.

The depth of financial intermediation in the
non-banking financial sector measured through
market capitalization of the Bulgarian Stock

Exchange AD as a share of the GDP increased to
23.9% at the end of 2020 from 23.5% at the end of
2019.
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The market -capitalization of the BSE
increased by 1.6% on an annual basis and reached
BGN 28.4 billion at the end of the year. The
market capitalization of the alternative market,
which reached BGN 19.6 billion at the end of the
year, had a positive contribution of 2.0 p.p., while
the market capitalization of the main market,
which reached BGN 8.8 billion at the end 0of 2020,
had limited contribution of -0.4 p.p. By types of
segments of the two markets organized by BSE
AD, the highest contribution to this increase (1.6
p-p.) was made by the segment "Shares on the
alternative market", whose market capitalization
reached BGN 19.0 billion. in the end of the year.
The main share in the segment is occupied by the
shares of one public company?!, whose market
capitalization at the end of the year has 90.1%
relative share in the segment. The segments
"Standard Shares " and "SPIC" of the Alternative
Market follow, which contribute positively by 1.3
and 0.4 p.p. each in the total increase in the
capitalization of the two markets. The market
capitalization of the Premium trading segment
decreased by BGN 1.8 billion as of the end 0f 2019
to BGN 1.3 billion at the end of 2020 and has a
negative contribution of -1.7 p.p. in the growth of

the market capitalization of the two markets
organized by the stock exchange.

The dynamics of stock market indices in 2020
is influenced by the impact of the spread of the
COVID-19 pandemic on capital markets. As at
31.12.2020, the main SOFIX index decreased by -
21.2% compared to its level at the end of 2019 to
447.53 points. The broad BGBX40 index
decreased by-9.3% on an annual basis to 101.38
points, while the weighted BGTR30 decreased by
-3.3% during the year to 499.17 points. The sector
index BGREIT, which in principle makes an
exception to the general trend due to the type of
companies included in the index, reported an
increase of 5.9% on an annual basis to 137.69
points.

Expressed as share of the GDP, the assets of
participants in the non-banking sector amounted to
44.7%, the largest among which was the share of
assets of non-banking IFs (16.6%), followed by
assets of supplementary pension funds (14.7%)
and the share of the assets of the (re)insurance
segment, which were 8.4% of the GDP. Assets
managed by MCs and AIFMs amounted to 2.0%
of the GDP, and those of the SPICs, CISs and
SWFs — to 1.6% and 1.5% of the GDP,
respectively.

In 2020, the development of the non-banking financial sector maintained the market environment in
individual segments. The markets for services offered by special purpose investment companies, collective
investment enterprises, management companies and non-life insurance companies were characterized by
ongoing strong competition. A moderate competitive environment could be observed with pension insurance
companies over the last five years, and the life insurance market and services segment provided by non-
banking investment firms were characterized by high market concentration for the last four years. The
overall development dynamics of the market environment during the year was divergent in the different
segments and does not lead to a qualitative change in the market competition.

For non-banking investment firms, the remains very high. By the end of 2020, the largest

concentration measured on client assets base four investment firms held 86.9% of the total

21 The market capitalization of Capital Concept Limited
AD as at 31.12.2020 was BGN 17.6 billion.
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amount of all client assets,? the share of the first
investment firm being 71.2%. For the other
investment firms, the average share of the client
assets held was 0.8%.

The Herfindahl-Hirschman Index (HHI)?* on
the market of non-bank investment firms,
calculated by client assets, decreased in 2020 to
5,176 units, which is 249 units less than the
previous year. Despite this dynamics, the market
for services provided by non-bank investment
firms is still characterized as highly concentrated.

Graph 51. Concentration on the market of
non-banking IFs
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The market concentration of the services
offered by the management companies in 2020 is
decreasing slightly compared to the previous year.
The four management companies with the largest
relative share in the managed assets hold 42.6% of
the total amount®*. The value of the Herfindahl-
Hirschman Index (HHI) on the market of
management companies, calculated on the basis of
managed assets at the end of 2020, decreased by
one units to the level of 700 units in the direction

22 IF Intercapital Markets AD, IF Elana Trading AD, IF First
Financial Brokerage House EOOD and IF Sofia
International Securities AD.

2The Herfindahl-Hirschman Index (HHI) is calculated as
the sum of the squares of the market share of each market
participant, with its value varying between 0 and 10,000. For
a value of less than 1000 units, the market is defined as
highly competitive, between 1000 and 1800 units — as

of decreasing concentration in the sector. The
market segment continues to be characterized as
highly competitive.

Graph 52. Concentration on the market of
MCs
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The market for collective investment schemes
is defined as highly competitive. The trend of
gradual increase of the concentration in the
segment continues in 2020, and an increase is
observed both in relation to the Herfindahl-
Hirschman index (HHI) and in the share of the
first four funds in the total assets, despite this
dynamics the market in this segment remains
highly competitive. The change in the Herfindahl-
Hirschman Index (HHI) is 21 units, increasing to
306 units at the end of 2020 compared to 285 units
in 2019, while the share of the first four funds®
increases respectively to 24.7%. from 23.6% at the
end of 2019.

moderately competitive environment, and more than 1800
units — the market is characterized by strong concentration.

2KBS Asset Management NV, DV Asset Management
EAD, DSK Asset Management AD and Raiffeisen Asset
Management EAD.

2MF UBB Platinum Bonds, MF Raiffeisen Conservative
Fund (Bulgaria), MF DSK Standard and MF UBB Platinum
Euro Bonds.
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Graph 53. Concentration on the market of CISs
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The segment of special purpose investment
companies remained highly competitive at a
Herfindal-Hirschman index (HHI) of 470 units,
which was 350 below the value of the 2019
indicator. Similar dynamics was observed in the
change in the share of the first four companies,
which decreased from 32.8% in the previous year
26 t0 30.5% in 2020, the indicator remained within

a strong competitive environment.

Graph 54. Concentration on the market of
SPICs
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26 Advance Terrafund SPIC, Real Estate Fund Bulgaria
SPIC, Capital Management SPIC and Super Borovets
Property Fund SPIC.

27 Insurance Company Lev Ins AD, Bulstrad Vienna
Insurance Group AD Insurance Company, and DZI - Non-
life Insurance EAD and Insurance Company Euroins AD.

The market of non-life insurance was
determined as highly competitive, with the HHI
index value decreasing by 17 units in 2020
compared to the previous year and by the end of
December 2020 reached 853 units, which is an
indicator for decreased competition. The market
share of top four non-life insurance companies,
measured in terms of assets,”’ decreased to
44.03% at the end of 2020 from 45.2% at the end
0f2019.

Graph 55. Concentration on the non-life
insurance market
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In 2020, the life insurance services market
continues to be characterized by a highly
concentrated competitive environment, which is
deepening as a result of the transformation by
merging one life insurance company into another
in the second quarter of 2020. At the end of 2020,
the curve of the Herfindahl - Hirschman Index
(HHI) scored 2,111 units, which is 30 units
compared to the previous year in the direction of
increasing concentration in the sector. The
combined market share of the four life insurance
companies with the largest amount of assets®®
reaches a historically highest level and at the end

2 Insurance Joint-Stock Company Allianz Bulgaria-Life
AD, DZI-Life Insurance EAD, Grave Bulgaria Life
Insurance  EAD and Insurance Joint-Stock Company
Bulstrad Vienna Insurance Group AD.
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of the fourth quarter of 2020 reaches a level of
84.3%.

Graph 56. Concentration on the life insurance
market
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By the end of 2020, the share of the first four
companies®’ on the market of pension insurance
services according to their balance sheet assets
remains relatively unchanged at the level of the
previous year 75.2%. The HHI index increased by

4 units compared to the previous year and at the
end of 2020 reached 1,731 units, thus maintaining
the level of moderate concentration in the last five
years.

Graph 57. . Concentration of the social
insurance market
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2.1. Review of risks and main market trends

Global economic activity is slowing in 2020 as a result of the COVID-19 pandemic. Declining global
economic activity and weaker external demand are having a negative impact on the economies of the eurozone
and the EU as a whole, with national lockdowns and quarantine measures against coronavirus and complicated
post-Brexit relations between Britain and the EU. In response to slowing global economic growth in March
2020, the leading central banks agreed on measures aimed at stimulating the economies.

The development of international capital markets in 2020 is characterized by upward dynamics, which
after the first quarter of the year is supported by the expectations of market participants for stimulus measures
by governments, and at the end of 2020 a positive factor are the vaccines against COVID- 19 by Pfizer-
BioNTeh, Moderna and AstraZeneca. In an environment of low interest rates the prospects for increasing the
profitability in the financial sector are limited, as the settings of buffers is of great importance for effective
coping during an economic downturn without negative consequences for the real economy.

The spread of the COVID-19 pandemic since the beginning of 2020 and the measures taken to limit it
have had a significant impact on the slowdown of economic activity in Bulgaria and worldwide. In 2020, the
Bulgarian economy reported a decline of -4.2%. The current account deficit at the end of 2020 amounted to
EUR -399.9 million compared to a positive balance (EUR 1,121.2 million) at the end of the previous year.

2PIC Doverie AD, PIC Allianz Bulgaria AD, PIC DSK —
Rodina AD and PIC Saglasie AD.
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The volume of foreign direct investment in Bulgaria amounts to EUR 2124,9 million, which is only EUR
590.1 million more than the previous year. In 2020, the country's gross external debt increased by 8.9 8% on
an annual basis, reaching EUR 38.4 billion at the end of the year, which represents 58.2% of GDP. The trend
of increasing bank loans to the private non-financial sector has been interrupted, as in 2020 loans to non-
financial corporations and households in Bulgaria recorded an average annual growth of 5.2% compared to
6.7% at the end of 2019. In 2020, the current account deficit of the balance of payments amounted to EUR -
399.9 million, reducing its value by -2.5 p.p. compared to 2019. Consumer price inflation began to decline in
the middle of the year, reaching 0% on an annual basis at the end of December. The housing price index slows
down its positive rate of change on an annual basis from 6.0% on average in 2019 to 4.6% in 2020. The trend
in rental prices follows the same trend, the index decreases to 2.3% in 2020 compared to 2.9 % for 2019.

Despite the reduced economic activity in Bulgaria, the stability of the banking system remains at a
high level, sector “Banking” reduces its foreign liabilities, as a result of which in 2020 the international rating
agency S&P Global Ratings defermined Bulgaria's credit rating as 'BBB' with a stable outlook.

In search of profitability in conditions of global uncertainty and prolonged low interest rates,
institutional investors maintain an interest in alternative investments, and the amount of the assets of the
collective investment funds increased by 4.3% on an annual basis and reached BGN 1.8 billion. by the end of
2020. The dynamics of the market indices of the Bulgarian Stock Exchange is influenced by the impact of the
spread of the COVID-19 pandemic on the capital markets. Towards the end of the period the leading index -
SOFIX decreased from -21.2% to 447.53 points, the broad BGBX40 decreased by -9.3% to 101.38 points,
while the weighted BGTR30 ended the year with a decrease of -3.3% to 499.17 points. The sectoral BGREIT,
which recorded an annual growth of 5.9%, ended the year at 137.69 points. This dynamics of the indices is
due to the high volatility of the securities markets in the first quarter, which leads to a sharp decline in all
indices as the recovery in the following quarters of the year is different in different sectors and leaves the
indices below the levels of late 2019. The turnover of BSE AD increased by 19.2% or BGN 63.9 million. in
absolute value. In the sectoral structure of trade, the Financial and Insurance Activities sector, which
traditionally forms the majority of the turnover on the BSE, accounts for 61.9% of the total turnover on the
main market during the year. The market capitalization of the stock exchange increased by 1.6% on an annual
basis, the contribution of the alternative market was 3.0 p.p., while the contribution of the main market limits
the growth with a negative contribution of -1.4 p.p. Taking advantage of the still low interest rates in Bulgaria
as well, corporate debt with a nominal value of BGN 135.4 million was issued on the stock exchange during
the year.

The outlook for the insurance sector depend critically on the future development of the pandemic and
on the resilience of the economic recovery. Insurers' capital buffers were stable at the end of 2020 (average
SCR ratio 211.1%) and proved resilient at the time of the virus outbreak, declining in Q1 (182.4%) and
reverting upwards again in the following quarters, as at the end of the fourth quarter of 2020 they reached an
average SCR ratio of 202.1%. It is noted that life insurers are most affected, with their SCR declining at the
end of the first quarter to 209% from 259% at the end of 2019 and recovering at the end of the fourth quarter
012020 to more low annual level of 245%. The prolonged period of ultra-low bond yields is further negatively
affecting the profitability prospects of insurers' investment portfolios due to the reinvestment risk. In addition,
the risk of deterioration in corporates’ ratings could affect the market value of corporate bond holdings of the
insurers. The financial markets also have negatively affected the insurers’ investment profitability in the first
half of the year.
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In an environment of low interest rates the investments of all insurers in the Republic of Bulgaria
(based on the information from the quarterly reports according to Ordinance Ne 53 at the end of the fourth
quarter of 2020, which includes the data for all insurers based in the Republic of Bulgaria) on an annual basis
by 12.3% at the end of the fourth quarter of 2020. They retain their investment interest in debt securities
dominated by Bulgarian government securities, reaching a historically high absolute amount, and their share
in the total value of investments in non-life insurance companies decreases to 62.4%, and for life insurers it
rises to 74.3%. Non-life insurance companies reduce their exposures in shares and other variable-income
securities, while life insurance companies maintain their value on an annual basis, reducing their share in the
investment portfolio to 15.8% for non-life insurance and to 11.7% for life insurers at the end. The trend of
recent years to reduce exposures in bank deposits of life insurers to historically low levels is deepening, as
their share decreases to 1.1% of their investments, while in non-life insurance companies they increase their
share and reach 4.5% of investments. Investments in land and buildings of non-life insurance companies are
also declining, while those of life insurers remain at the same level.

Although the insurance sector is adapting to the environment of prolonged low interest rates, the life
insurance segment is most vulnerable when it offers insurance products with a guaranteed return significantly
higher than the realized investment income in the long run aspect. Investments in Unit-linked life insurance
policies, where the investment risk under this type of insurance is borne by the insured, continue to grow,
reporting a change of 9.6% in the fourth quarter of 2020 and reaching 20.4% of the value of all assets of life
insurers compared to 17.5% at the end of 2019.

The risk in terms of the profitability of the insurer remains moderate with a tendency to increase, as in
the fourth quarter of 2020 the return on assets of non-life insurance companies remains the same, while that
of life insurance companies increases slightly. Return on equity decreased for non-life insurance companies
and increased for life insurance companies, while return on investment in both insurance sectors decreased.
The solvency capital requirement of life insurers increased on a quarterly basis to 244.6%, and for non-life
insurance companies the indicator, which is at a relatively lower level, increased from 156.2% to 159.5% on
a quarterly basis.

Another wvulnerability for the insurance sector could be the possible contagion through
interconnectednesswith banks.

The main objective of pension fund asset management was to increase the long-term value of their
assets by achieving return on their investment. The supplementary pension funds are mainly exposed to the
risks of the financial markets in which their assets are invested. As long-term investors, pension funds invested
mainly in debt securities, among which dominated the investments in government securities, whose relative
share slightly slowed down its growth rate and at the end of 2020 amounted to 56.7% of the total investment
portfolio of SPFs. The share of investments in bonds other than government securities also decreased slightly
compared to the previous year and decreased to the level of 9.5% of the total investment portfolio. Due to the
higher yield, despite the riskier nature, the value of pension funds' investments in shares, rights and units
increased to 31.2% of the total value of their investments. In an environment with continuous low interest
rates, investments in bank deposits held a historically low share of 0.8% of all investments at the end of the
year. The higher yield achieved on foreign markets, as well as the variety of financial instruments, leads to an
increase in the share of investments of pension funds in financial instruments issued by issuers outside the
Republic of Bulgaria, respectively to 70.8% of their investment portfolio at the end of 2020 compared to
67.1% at the end of 2019. At the beginning of 2020, the annual profitability of all types of SPFs fell sharply
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and became negative, as a result of the negative dynamics, which covered to a greater extent the foreign capital
markets during the rapid spread of the COVID-19 pandemic in Europe. In mid-2020, it began to recover, but
remained in negative territory, slowing the pace of change. At the end of 2020, the annual profitability of SPF
stabilizes, moving to a positive value.

2.2.  Analysis of the participants on the capital market

The market capitalization of the Bulgarian Stock Exchange AD increased by 1.6% in 2020 and
amounted to BGN 28.4 billion at the end of the year, which represents 23.9% of GDP (compared to 23.5% in
2019). Financial and insurance activities took first place in terms of turnover during the year with BGN 213.7
million. The assets of non-bank investment firms based in the Republic of Bulgaria reported a decrease of -
4.4% on an annual basis and at the end of 2020 amounted to BGN 19.7 billion. In 2020, the assets of special
purpose investment companies increased by 3.7% on an annual basis and reached BGN 1.9 billion. The assets
of collective investment schemes and sovereign wealth funds increased by 4.3% compared to the previous
year and at the end of 2020 amounted to BGN 1.8 billion. The total assets managed by the management
companies increased by 3.1% and reached BGN 2.3 billion.

2.2.1.  Investment firms 3! capital is BGN 100,000. At the end of 2020, 18 IFs

with a full license, 17 companies with a partial
In 2020, the number of investment firms (IFs) license and 1 company with a small license were
entered in the register of the FSC. In 2020, two

investment firms have their operating licenses

operating on the territory of the Republic of
Bulgaria is 60, 20 of which are banks and 3 bank
investment firms operating on the territory of the

revoked, and one investment intermediary has its
country through a branch. The number of non-bank

existing license changed.
investment firms based in the Republic of Bulgaria
is 36%% , and the number of non-bank investment
firms operating on the territory of the country
through a branch is 4 at the end of 2020.
Depending on the authorizations issued, non-
banking IFs were divided into three groups: (1) IFs
with full license>?, for which the required capital is
BGN 1,500,000, (2) IFs with a partial license>*, for
which the required capital is BGN 250,000 and (3)

IFs with a small license?®, for which the required

instruments and/or offering for initial sale of financial

3IThe analysis covers non-banking investment firms based instruments under an unconditional and irrevocable

in the Republic of Bulgaria, unless explicitly stated
otherwise.

32 The number of non-bank investment firms did not include
companies whose license had been revoked as at
31.12.2020.

3 They may carry out all the investment services and
activities listed in Art. 6, para. 2 of the Markets in Financial
Instruments Act (MFTA).

3% They may not carry out transactions at their own expense
with financial instruments and underwriting financial

obligation to subscribe/acquire financial instruments at their
own expense.

35 They may carry out services and activities under Art. 6,
para. 2, item 1 and / or item 5 of the MFIA, namely:
acceptance and forwarding of orders in relation to one or
more financial instruments including brokerage for the
conclusion of transactions in financial instruments as well as
providing investment advice to a client.
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Graph 58. Dynamics in the number and
assets of non-banking IFs
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The sum of total assets’® of non-bank
investment firms at the end of 2020 was BGN 19.7
billion, which is a decrease of -4.4% compared to
the end 0f 2019. Of these, client assets amounted to
BGN 19.5 billion. Contribution to the annual rate
of change in customer assets of -4.9 p.p. non-bank
investment firms with a partial license have, and
those with a full license have a positive
contribution limiting the decline of 0.4 p.p. The
reason for this dynamics is a decrease of BGN -1
billion of the client assets of the IF with a partial
license. In 2020, the number of non-bank
investment firms with direct foreign participation
from the EU will decrease from 4 in 2019 to 2 by
the end of the year. The number of investment
firms with indirect foreign participation from the
EU is 5 at the end of the year. In terms of indirect
participation from third countries, the number is 1
IFIF with direct participation from third countries
and 1 IFIF with indirect foreign participation from
third countries.

36 The amount of the total assets included the amount of the
contingent assets.

Table 46. Number of IFs with foreign
ownership

2019 2020
Direct Indirect Direct Indirect
EU ownership 4 0 2 5
Third countries' ownership 0 1 1 1
Source: FSC.

Key:

Uysxknectpanno ydactue ot EC — Foreign participation from
the EU

UyXJecTpaHHO y4acTHe OT TpeTd cTpaHu — Foreign
participation from third countries

[Ipsxo — Direct

Hempsiko — Indirect

The amount of the assets of the only non-bank
investment firm with a small license decreased by
BGN 302.8 thousand at the end 0f 2019 up to BGN
201.2 thousand at the end of 2020, which is a
decrease of -33.5% on an annual basis. The amount
of assets of non-bank investment firms with a
partial license decreased by -6.7% on an annual
basis - from BGN 16.7 billion as of the end of 2019
to BGN 15.6 billion as at the end of 2020, while the
assets of non-bank investment firms with a full
license increased by 5.2% during the year to BGN
4.2 billion, compared to BGN 43.9 billion at the
end of 2019.

Table 47. Assets, capital stock and equity of
non-banking IFs

2016 2017 2018 2019 2020
IFs with a small licence
assets 0,2 0,3 0,3 0,3 0,2
capital stock 0,5 0,5 0,3 0,1 0,1
equity 0,2 0,2 03 0,3 0,2
IFs with a partial licence
assets 915,0 93412 161692 166829 15 564,0
capital stock 9,6 9,3 14,8 18,6 13,0
equity 16,5 17,7 23,6 28,2 23,6
IFs with a full licence
assets 44527 5493,6 47504 3967,9 41755
capital stock 59,2 65,8 62,4 56,8 53,1
equity 105,2 111,2 144,7 143,2 119,4
Total IFs
assets 53679 14 835,0 20919,8 20651,1 197396
capital stock 69,3 75,5 77,4 75,4 66,2
lequity 121,9 129,1 168,5 171,7 1432
Note: Data arein million BGN, unless stated otherwise.
Source: FSC.

Key:

AxTuBH — Assets

OcHoBeH kanuTan — Main capital

CobcTBeH kanuTan — Equity

UII ¢ manbk nurens — IFs with small license

WII ¢ wactuyen mmiens — [Fs with partial license

UII ¢ menen munens — IFs with full license

Oo6mio UIT — Total IFs

benexka: JlanHUTE ca B MJIH. JIB., OCBEH aKO HE € MOCOYEHO
npyro. — Note: Data are specified in BGN million, unless stated
otherwise.
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The capital stock of non-banking investment
firms decreased by -12.3% on an annual basis to
BGN 66.2 million by the end of 2020. The equity
of the investment firms decreased by -16.6% on an
annual basis to BGN 143.2 million as at the end of
2020. The negative financial result achieved by the
investment firms during the year amounting to
BGN 9.1 million was the main factor contributing
to the annual rate of change in equity.

The market value of the trade and investment
portfolio of non-bank investment firms at the end
of 2020 is BGN 80.2 million. 13 non-bank
investment firms with a market value of BGN 55.6
million have formed a trading portfolio at the end
of the year. The non-bank investment firms that
formed the investment portfolio are 27 at the end
of 2020 with a market value of BGN 24.6 million.

As of the end of 2020, 16 non-bank investment
firms perform trust management. The market value
of the securities provided for management on a
trust basis was BGN 68.1 million, and the cash at
the end of the period was BGN 4.1 million.

The number of transactions concluded by
investment firms in 2020 increased by 38.5% on an
annual basis to 61.2 thousand transactions, and the
traded lots increased by 77.8% on an annual basis
to 322.0 million lots. The trading activity of the
stock exchange members on the regulated market
of the BSE, measured by the turnover, increased by
19.2% on an annual basis to BGN 397.5 million in
2020. The first four investment intermediaries by
commercial activity have a share of 45.9% of the
total turnover realized on the regulated market of
the BSE during the year.

Table 48. Number of transactions, turnover
and volume (lots) of IFs (banking and non-
banking) on BSE's regulated market

2016 2017 2018 2019 2020
Number of transactions 58 442 79 629 54341 44167 61173
Turnover (BGN min.) 416 706 550 334 397
Volume (mln. lots) 186 401 282 181 322
Source: BSE, FSC.

Key:

37 Incl. one branch of the Management Board, transformed
in 2020 through a merger into another Management Board

Bpoii cnemkn — Number of transactions
O6opot (MnH. 1B.) — Turnover (BGN million)
O6em (mnH. totoe) — Equity (million lots)

2.2.2. Collective investment undertakings

As of the end of 2020, the number of
management companies (MCs) is 31, of which 5
are also alternative investment fund managers
(AIFM) and 1 branch of a MC. The total number of
registered AIFMs (which are not MCs) is 12 and 6
of them have issued permits for activities and
entered in the register of the FSC in 2020. Five of
the registered AIFMs are MCs that manage
sovereign wealth funds and one AIFM is a self-
managed sovereign wealth fund. During the
reporting year a permit was issued for
transformation through merger of UBB Asset
Management EAD into KBC Asset Management
NV, Belgium, and the license for carrying out the
activity of another management company. Permits
have been issued to operate 1 mutual fund (MF), 3
sovereign wealth funds (SWF) and 2 permits have
been issued for transformation through merger into
another MF. Two MFs have been issued a permit
for termination of the activity, the issue of units
issued by 3 MFs has been written off from the
register of FSC, bringing the total number of CISs
and AIFs, including SWF, to 141 at the end of the
year. Out of them 114 MF, 11 ETFs and 16 AIFs,
of which 9 AIFs, which are not SWF, 4 SWF, 2
NDF and 1 national exchange-traded fund
(NETF)).

The amount of assets managed by
management companies®’ increased in absolute
terms by BGN 70.5 million and by the end of the
year it reached BGN 2.3 billion, which was 13.1%
annual growth. Of them, BGN 571.8 million are the
managed assets of clients in trust portfolio
management and BGN 1,750.5 million managed
assets of collective investment schemes. As of the

(UBB Asset Management EAD in KBC Asset Management
NV, Belgium)
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end of 2020, the amount of assets managed by the
AIFM amounts to BGN 102.5 million.

Graph 59. Dynamics in the number of MCs
and AIFMs and assets managed by them
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As of the end of 2020, there are seven
sovereign wealth funds (SWFs), of which two
national mutual funds (NMFs), four SWFs and 1
NETF whose total assets amount to BGN 29.4
million compared to BGN 17.9 million for the
previous year.

In 2020, the assets accumulated by the CISs
increased, while their number decreased. As at
December 2020, there are 125 CISs, whose total
balance sheet assets reach BGN 1.7 billion. (of
which net assets are BGN 1.7 billion), or the
increase in balance sheet assets is 3.6% compared
to the previous year.

Graph 60. Dynamics in the number and assets
of non-banking IFs
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In 2020, the number of contractual funds of

foreign collective investment schemes increased by
2 and at the end of 2020 they were 49.

Table 49. Dynamics of the number of foreign
CISs

2016 2017 2018 2019 2020
Mutual funds - foreign CISs 27 26 44 46 49
Source: FSC.

Key:
B3aumuu ¢onpose — uyxaecrpanan KMC — Mutual Funds —
foreign CISs

The total assets accumulated by CISs and
SWFs in 2020 grew by 4.3% compared to the
previous year, reaching BGN 1.8 billion at the end
of the year. The balance sheet item Financial
Assets and Instruments slowed down its growth
from 30.3 % in 2019 to 7.3% in 2020, reaching
BGN 1.6 billion with a positive contribution of 6.3
p.p. to the annual rate of change in assets. The
items with the largest positive contribution to the
annual rate of change are Shares (4.7 p.p.),
amounting to BGN 794.3 billion, followed by Debt
securities (1.9 p.p.), increasing to BGN 622.9
million, followed by CIS shares (0.93 p.p.)
amounting to BGN 164.0 million. The balance
sheet item Cash decreased to BGN 174.6 million
for the year and has -2.1 p.p. negative contribution
to the annual rate of change in assets.

Table 50. Dynamics of the CISs’ and SWFs’
assets

2016 2017 2018 2019 2020

Cash 366,7 376,2 348,3 210,8 174,6
Term deposits 159,7 167,6 151,2 97,0 59,1
Financial assets and instruments, incl.: 760,7 998,8 11371 14818 1589,4
Shares 3752 536,6 611,2 7144 794,3
Rights 79 0,0 0,0 0,0 0,0
Debt securities 2519 307,7 3710 590,1 622,9
Shares of CIS 110,4 132,8 1453 159,5 164,0
Money Market Instruments 0,9 3,5 0,0 0,0 0,0
Derivatives 0,9 1,0 03 0,5 03
Other financial instruments 13,5 8,2 9,2 17,3 8,0
Non-financial assets (receivables) 13,8 12,7 7,4 6,3 8,9
Other 13 6,5 9,0 8,2 73
TOTAL 11425 1394,2 15018 1707,1 1780,2

Note: Data are in million BGN, unless stated otherwise.
Source: FSC.

Key:

IMaprunu cpencrsa — Cash

Cpounn reno3uts — Term deposits

DUHAHCOBU aKTHUBU M MHCTPYMEHTH, B T.4. — Financial assets
and instruments, incl.

Axuuu — Shares

IIpaBa — Rights

165



Jbarosu LIK — Debt securities

Jsoe Ha KUC — Shares of CIS

Wuctpymentn Ha mapuuHms mazap — Money Market
Instruments

Jepusatusu — Derivatives

Hpyru ¢punancosu uacrpymentu — Other financial instruments

Hedunancosu aktuBu (B3emanus) — Non-financial assets
(receivables)

Jpyru — Other

OBIIO - TOTAL
Benexka: JlanHute ca B MIIH. JIB., OCBEH aKO HE € II0COYEHO JPYTo.
— Note: Data are in BGN million, unless specified otherwise

In 2020, the relative share of the Cash balance
sheet item in the total structure of assets continued
to decline from 12.3% in 2019 to 9.8% at the end
of the year. There was an increase in the share of
the Financial assets and instruments balance sheet
item, which increased from 86.8% to 89.3%. The
main contribution to this dynamics is made by the
balance sheet item Shares, whose share reached
44.6% by the end of 2020, followed by the balance
sheet item Debt securities, with a relative share of
35.0%. The share of the CIS Units item decreased
slightly to 9.2% in the structure of assets. The Non-
financial assets item, most of which are
receivables, increased both in absolute terms (BGN
2.7 million) and as a relative share from 0.4% to
0.5% at the end of the year. Other items, which
mainly represent prepaid expenditures, have a
share of 0.4% in the total asset structure of CISs
and SWFs.

Table 51. Relative structure of CISs’ and
SWFs’ assets

2016 2017 2018 2019 2020
Cash 32,1 27,0 23,2 12,3 9,8
Term deposits 14,0 12,0 10,1 57 33
ial assets and instruments, incl.: 66,6 716 75,7 86,8 89,3
Shares 32,8 38,5 40,7 41,8 44,6
Rights 0,7 0,0 0,0 0,0 0,0
Debt securities 22,0 22,1 24,7 346 35,0
Shares of CIS 9,7 9,5 9,7 9,3 9,2
Money Market Instruments 0,1 0,2 0,0 0,0 0,0
Derivatives 0,1 0,1 0,0 0,0 0,0
Other financial instruments 1.2 0,6 0,6 1,0 0,4
Non-financial assets (receivables) 1,2 0,9 0,5 0,4 0,5
Other 01 0,5 0,6 0,5 0,4
TOTAL 100,0 100,0 100,0 100,0 100,0
Note: Data are in percentages (%), unless stated otherwise.
Source: FSC.

Key:
ITapuunu cpencrea — Cash
Cpounu senosuti — Term deposits

38 According to Regulation 583/2010 / EU, the scale (1 to 7)
is a synthetic code for the risk profile of CISs, with the degree
of risk increasing in ascending order. The return is weighted

®durHaHCOBM aKTHBU UM MHCTPYMEHTH, B T.4. — Financial assets
and instruments, incl.

Axrmu — Shares

I[TpaBa — Rights

Jsnrosu LIK — Debt securities

Hanose Ha KMC — Shares of CIS

WHctpymenTn Ha mnapuyHus masap — Money Market
Instruments

Hepusatusu — Derivatives

Jpyru ¢punancosu nactpymentu — Other financial instruments

Hedunancosn axtuBu (B3emanus) — Non-financial assets
(receivables)

Hpyru — Other

OBIIIO - TOTAL
benexka: JlanHuTe ca B MIIH. JIB., OCBEH aKO HE € MIOCOYEHO APYTO.
— Note: Data are in BGN million, unless specified otherwise

In 2020, collective investment schemes are
faced with increased liquidity risk in the face of
global uncertainty and increased redemption by
investors. Meanwhile, with the prolonged
environment of low interest rates and the search-
for-yield by investors, the industry continues to be
the preferred alternative for investment. For the last
12 months the weighted average return of all
groups of risk profiles is positive. At the end of the
year, the highest weighted average return for the
previous 12 months was realized by the high-risk
profile funds (20.4%), classified in category 5
(scale from 1 to 7),*® followed by the funds with
risk profile 6 (19.7.%). Mutual funds with risk
profiles of categories 3 and 4 report 4.4% and 8.6%
returns, respectively, for the last 12 months. The
yield realized by CISs with risk profiles 1 (whose
investments are mainly in deposits and bonds) and
2 1s positive, which is 01.1% and 3.1% respectively
for the last twelve months.

by the value of the net assets of the individual CIUs with the
same risk profile.
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Graph 61. Weighted average yield of CISs
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2.2.3. Special Investment

Companies

Purpose

At the end of 2020, the total number of
licensed special investment purpose companies
(SPICs) is 57%, of which 48 securitize real estate
and agricultural land, and the remaining 9
securitize receivables. The total value of the assets
of all special purpose vehicles increased by 3.7%
compared to the previous year 2019. The amount
of assets of these companies at the end of 2020
amounted to BGN 1.9 billion or 1.6% of GDP. The
contribution of the two categories of SPICs in the
total growth of assets is positive, as for the
securitizers in real estate it is 3.0 p.p., and that of
the SPICs for securitization receivables is 0.7 p.p.

The amount of assets of SPICs securitizing
real estate and agricultural land increased by 3.3%
in 2020 and by the end of the year reached BGN
1.7 billion at the same time, the number of
companies in the segment decreased to 48 SPICs
compared to the previous year.

Graph 62. Dynamics in the number and assets
of SPICs, performing securitization of real

3% The number of SPICs presented did not include companies
the license of which had been revoked as at 31.12.2020.
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In 2020, the amount of accumulated assets of
SPICs securitizing receivables increased by 8.2%
compared to 2019 and by the end of the year

reached BGN 162.3 million. The number of
companies in the segment remains at 9 SPICs.

Graph 63. Dynamics in the number and assets
of SPICs, performing securitization of
receivables
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The assets of SPICs securitizing real estate and
agricultural land increased by 3.3% on an annual
basis and reached BGN 1.7 billion at the end of
2020. In the structure of the balance sheet assets the
investment properties main item increased by BGN
70 million, reaching BGN 77.6 million and has the
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highest positive contribution of 4.3 p.p. in the total
annual growth of the assets of this type of
companies (3.3%). The Investment Properties
balance sheet item, which at the end of the year
reached BGN 1.2 billion, has a relatively small
contribution of 0.6 p.p. in asset growth. Next is the
item Cash, which reaches BGN 82.2 million. and
has a contribution of 0.5 p.p. in asset growth. The
Receivables item has a growth-limiting negative
contribution of -0.6 p.p., decreasing from BGN
191.4 million at the end of 2019 to BGN 181.8
million at the end 0f 2020, while Other items on the
assets balance sheet fell to BGN 123.4 million,
which limits the growth by -1.4 p.p.

Table 52. Assets of SPICs performing
securitization of real estates and agricultural
land

2016 2017 2018 2019 2020
Investment properties 10211 1099,6 11179 1227,6 1236,6
Financial assets 0,2 2,5 2,4 76 77,6
Cash 53,5 51,6 80,6 74,3 82,2
Receivables 182,6 155,4 251,0 191,4 181,8
Other 149,0 147,6 104,9 146,8 1234
TOTAL 14064 1456,7 1556,8 1647,6 17016
Note: Data are in million BGN, unless stated otherwise.
Source: FSC.

Key:

MuBectunimonHn uMOTH — Investment properties

OunancoBu aktuBH — Financial assets

[Mapuunn namnaaocTr — Cash availabilities

Bzemanus — Receivables

Hpyru — Other

OBIIO - TOTAL

Benexka: /lanHnTe ca B MJIH. JIB., OCBEH aKO HE € II0COYECHO
npyro. — Note: Data are in BGN million, unless specified otherwise.

In 2020, the relative structure of the assets of
SPICs securitizing real estate and agricultural land
remained relatively stable compared to the
previous reporting period. The relative share of
investment properties decreased from 74.5% at the
end of 2019 to 72.7% at the end of 2020, although
during the year their book value increased
nominally by BGN 9.1 million. The share of the
balance sheet item "Financial assets" increased
from 0.5% to 4.5% of the total structure of assets.
The highest decrease was observed in the relative
share of receivables and other assets in the relative
structure of assets, which decreased to 10.7% and
7.3% respectively at the end of 2020.

Table 53. Relative structure of the assets of
SPICs, performing securitization of real estates
and agricultural land

2016 2017 2018 2019 2020
Investment properties 72,6 75,5 71,8 74,5 72,7
Financial assets 0,0 0,2 0,2 0,5 4,5
Cash 3,8 35 52 45 48
Receivables 13,0 10,7 16,1 11,6 10,7
Other 10,6 10,1 6,7 89 73
TOTAL 100,0 100,0 100,0 100,0 100,0
Note: Data are in percentages (%), unless stated otherwise.
Source: FSC.

Key:

WNuBecTHIHOHHN UMOTH — Investment properties

dunancoBu akTHBH — Financial assets

IMaprunn mammaaoct — Cash availabilities

Bsemanus — Receivables

Jpyru — Other

OBIIO - TOTAL

Benexka: /lanHnTe ca B MJIH. JIB., OCBEH aKO HE € II0COYECHO
npyro. — Note: Data are in BGN million, unless specified otherwise.

The assets of SPICs performing securitization
of receivables increased by 8.2% in 2020, reaching
BGN 162.3 million at the end of the period. Growth
was marked by the Receivables (up to 1 year) main
item, which in 2020 increased by BGN 16.6
million, reaching BGN 134.5 million at the end of
the year, compared to BGN 117.9 million at the end
of the previous year. The opposite dynamics was
observed in the Receivables (over 1 year) item,
which during the period decreased by BGN -11.3
million or by -46.9% and had a negative
contribution of -7.5 p.p. for the annual asset growth
of the companies from the segment.

Table 54. Assets of SPICs performing
securitization of receivables

Financial assets 6,2 6,2 6,2 6,2 12,4
Cash 42 1,4 1,1 1,9 22
Receivables (up to 1 year) 77,5 108,9 106,2 117,9 134,5
Receivables (above 1 year) 34,6 8,9 31,9 24,0 12,7
Other 0,1 0,0 0,0 0,0 0,5
TOTAL 122,6 1254 145,5 150,0 162,3

Note: Data arein million BGN, unless stated otherwise.
Source: FSC.

Key:

®unancoBu akTuBH — Financial assets

[Mapuunn namnaaocTr — Cash availabilities

Bsemanus (o 1 r.) — Receivables (up to 1 year)

Bsemanus (max 1 r.) — Receivables (more than 1 year)

Jpyru — Other

OBIIO - TOTAL
benexka: /laHHUTE ca B MIIH. JIB., OCBEH aKO HE € MOCOYEHO APYTO.
— Note: Data are in BGN million, unless specified otherwise.

In relative terms, in the structure of assets of

SPICs securitizing receivables, with the highest
relative share of 82.9% remains the Receivables
(up to 1 year) item, followed by Receivables (over
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1 year) item, whose relative share in the period
decreased from 16.0% to 7.8% at the end of 2020.

Table 55. Relative structure of the assets of
SPICs performing securitization of receivables

2016 2017 2018 2019 2020

Financial assets 5,0 5,0 4,3 4,2 7,6
Cash 34 1,1 0,38 13 1,4
Receivables (up to 1 year) 63,2 86,8 73,0 78,6 82,9
Receivables (above 1 year) 28,3 71 219 16,0 7,8
Other 0,1 0,0 0,0 0,0 03
TOTAL 100,0 100,0 100,0 100,0 100,0
Note: Data are in percentages (%), unless stated otherwise.

Source: FSC.

Key:

®unancosu akTuBH — Financial assets

[Mapuunn namnaaocTr — Cash availabilities

Bzemanus (o 1 r.) — Receivables (up to 1 year)

Bsemanus (max 1 r.) — Receivables (more than 1 year)

Jpyru — Other

OBIIO - TOTAL

Benexka: JlaHHHTE ca B MIIH. JIB., OCBEH aKO HE € IOCOYCHO
npyro. — Note: Data are in BGN million, unless specified otherwise.

The registered capital of SPICs increased by
9.7% on an annual basis to BGN 582.7 million as
at the end of 2020. Determinants for the overall
dynamics are SPICs, performing securitization of
real estate and agricultural land, which dominate
the segment. The registered capital increased by
9.6% on an annual basis and contributed 9.4 p.p.
for overall growth. In SPICs securitizing
receivables, although the registered capital
increased by 12.9%, the contribution was limited to
a positive of 0.3 p.p. The equity of SPICs slowed
down its growth from 8.4% in the previous year to
5.9% and reached BGN 1,242.9 million at the end
of 2020. SPICS securitizing real estate and
agricultural land have positive contribution of 6.3
p.p., while SPICs securitizing receivables have a
negative contribution of -0.4 p.p. in the growth of

equity.
0 . . .

Table 56. SPICs’ registered capital and equity

Registered capital Equity

2019 2020 2019 2020
SIPC securitizing real estate, incl. agricultural land 519,6 569,6 1094,8 11685
SIPC securitizing receivables 11,6 13,1 79,2 74,4
TOTAL for SIPCs 531,2 582,7 1174,0 12429

change (%) 9,5 9,7 8,4 5,9

Note: Data arein million BGN, unless stated otherwise.
Source: FSC.

Key:

AJICHUL], cexropuTH3upauiy HeaB. UMOTH, BKJI. 3emen. — SPICs
securitizing real estate, incl. agricultural

AJICUL], cekioputusupamy B3emanuss — SPICs securitizing
recceivables

OBLIO 3a AJICULL — Total for SPICs

n3menenue (5) — Change (5)

Perncrpupan kanmran — registered capital

CoOcCTBeH KamuTal — equity

Benexka: I[aHHI/ITe ca B MJIH. JIB., OCBCH aKO HC € IIOCOYCHO
npyro. — Note: Data are in BGN million, unless specified otherwise.

From the point of view of residency of the
shareholders of SPICs, the share of Bulgarian
residents remains with the highest relative share,
reaching 94.1% at the end of the year, calculated
on the basis of the nominal value of the shares. The
relative share of the Shareholding and Holding
Companies sector increased by 6.4 p.p., remaining
the biggest investor in SPICs by the end of 2020
with a share of 53.6%. Bulgarian households own
17.5% of the share capital of all SPICs, followed
by insurance companies and pension funds, whose
share decreased by a total of -0.4 p.p. during the
year to 16.4%. Banking institutions and financial
intermediaries hold 2.8% and 3.7% of the nominal
value of the share capital of SPICs, respectively.

EU legal and natural persons holding shares in
SPICs are reducing their relative shares and by the
end of 2020 they own a total of 1.2% of SPICs
compared to a total of 1.3% in 2019.

The shares of SPIC shares held by individuals
and legal entities from third countries increased
from 1.3% at the end of 2019 to 2.3% in 2020.

There is also a small decline in the relative
share of US investors in the share capital of
Bulgarian SPICs, which decreased from 2.5% in
the previous year to 2.4% at the end of 2020.
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Table 57. Shareholders structure of SPICs

2019 2020
Households 20,8 17,5
Banks 5,0 2,8
Public sector 0,1 0,0
Insurance companies (IC) and Pension funds (PF) 16,8 16,4
Financial intermediaries except for IC and PF 4,9 3,7
Shareholding and holding companies 47,3 53,6
Bulgaria 94,8 94,1
Households from the EU 0,4 0,4
Legal entities from the EU 0,9 0,9
EU 1,3 1,2
Households from third countries 0,1 0,1
Legal entities from third countries 1,2 2,2
Third countries 13 23
Households from the USA 0,0 0,0
Legal entities from the USA 2,5 2,3
USA 2,5 24
TOTAL 100,0 100,0
Note: Data are in percentages (%), unless stated otherwise. The relative share of
the shareholder groups is calculated on the basis of the nominal value of the
shares.
Source: CD, FSC.

Key:

Jomakunctsa — Households

Banku — Banks

[Ty6mmaen cexrop — Public sector

3acTpaxoBaTelHH KOMIaHHH — Insurance companies

Iencnonnu ¢ponnose — Pension funds

OuH. mocpemnunm ¢ w3kia. Ha 3K u [I® — Financial
intermediaries, excl. ICs and PFs

AKIMOHEpHH U XOJIAMHIOBH JApyxkectBa — Shareholding and
holding companies

Boarapus — Bulgaria

JomakuacTBa ot EC — Households from the EU

IOpumnuecku muna ot EC — Legal entities from the EU

EC-EU

JomakuncTBa or Tpetn crpann — Households from third
countries

IOpunnuecku muma ot Tpetu crpanu — Legal entities from third
countries

Tpetu crpanu — Third countries

JomakuacTBa oT CAILl — Households from the USA

IOpumnuecku muna ot CALLL — Legal entities from the USA

OBIIIO - TOTAL

Benexka: [lanauTte ca B %, OCBEH ako HE € II0COYEHO JAPYro. —
Note: Data are in %, unless specified otherwise.

2.24. Public companies and bond issuers

The number of public companies and issuers
at the end of 2020 was 243, as public companies
decreased net by seven companies, and issuers
increased net by 1 during the year.

The examined prospectuses for initial public
offering in 2020 are 19, of which 5 were of SPICs,
12 were of public companies other than SPICs, and
2 bond issues. The total value of the approved
issues is BGN 420.6 million. (of which the actual
amount collected is BGN 527.7 million), which is

an increase of 37.5% on an annual basis. The
prospectuses for admission to trading on a
regulated market confirmed in 2020 are 10, of
which 2 issues of shares of public companies and 8
issues of bonds, with an issue value of the
confirmed issues of BGN 115.5 million. The value
of the confirmed issues of shares is BGN 2.1
million, and the value of the confirmed issues of
bonds is BGN 113.4 million.

The considered tender offers with a decision
not to issue a final ban on publication in 2020
decrease by three compared to the previous year.
There is almost a double increase in turnover
compared to the previous year, amounting to BGN
8.7 million. In 2020, a total of 6 tender offers
without a final ban were considered with a total
value of BGN 8.7 million. (of which the shares
acquired as a result of the tender offers are worth
BGN 141.1 thousand).

Table 58: Reviewed prospectuses and tender
offers

2016 2017 2018 2019 2020}
Prospectuses for initial public offering (number) 17 19 19 20 19
Amount of issue* 190,6 3527 3584 306,0 420,6]
Decisions for non-issuance of final prohibition for publishing of tender offers (number) 6 17 7 9 6|
[Turnover** 25,4 19,3 17,3 45 8,7
Note: Data are in million BGN, unless stated otherwise. * The amount of the issue s the value of the approved issues according to the reviewed prospectuses|
for the respective year. ** The turnover includes the proposed number of shares under tender offer for which no final prohibition has been given or which
have not been terminated.

Source: FSC.
Key:
IlpocriekT 32 NBPBMYHO MHYOJMYHO IIpEAIaraHe —

Prospectuses for initial public offering
Pasmep Ha emucusata (MiH. 1B.) — Size of the issue (BGN

million)

Pemrennst 3a HewsmaBaHe Ha OKOHYaTenHa 3a0paHa 3a
myOnMKyBaHe Ha THProBCKH mperioxenus: (6p.) — Decisions for
non-issuance of final prohibition for publishing of trade proposals
(number)

Ob6opot — Turnover

benexka: JlaHHuTE ca B MJIH. JIB., OCBEH aKO HE € IIOCOYECHO
npyro. * Pa3mMepbT Ha eMHCHATa € CTOMHOCTTa Ha 0omoOpeHuTe
eMHCHH CBITIACHO pAas3IVIeaHuTe IIPOCHEKTH 3a ChOTBETHATA
roguHa. ** O0OpPOTHT BKIIIOYBA MPEIUIOKEHHS Opoil JsI0BE MO
THPTOBUTE INPEAJIOKEHUS, 32 KOUTO HE € M3JajeHa OKOHYaTelIHa
3abpaHa win He ca npekpareHn. — Note: Data are in BGN million,
unless specified otherwise. * The amount of the issue is the value of
the approved issues according to the reviewed prospectuses for the
respective year. ** The turnover includes the proposed number of
shares under trade proposals for which no final prohibition has been
given or which have not been terminated.

The market capitalization of the first ten
companies on the Main Market decreased by BGN
-37.7 million, which represents 14.74% of the total
market capitalization of the BSE. On the first
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position in terms of market capitalization is
Tchaikapharma High Quality Medicines AD; the
company increases its market capitalization by
23.9% compared to the previous year, as the
company has a 3.29% relative share of the total
market capitalization on the stock exchange. The
market capitalization of CEZ Distribution Bulgaria
AD increased by 5.5% during the reporting period,
which moved the company from third to second
position with a relative share of 1.6% of the total
market capitalization on the stock exchange.
Sopharma AD moved one position down to third
place and has a 1.5% relative share of the total
market capitalization of the BSE. In fourth place in
the ranking is Gradus AD, which retains its
position from the previous year, although its
market capitalization decreased by -13.1% during
the year. Eurohold Bulgaria AD moved from
seventh to fifth position in 2020, although the
market capitalization of the company decreased
during the year. The market capitalization of
Speedy AD also increased by 20.0% on annual
basis, which moved the company from ninth to
sixth position with a relative share of 1.1% of the
total market capitalization on the stock exchange.
In seventh position is Velgraf Asset Management,
whose market capitalization increased by 4.6% and
has a 1.0% relative share of total market
capitalization. The largest reported decline
of -29.9% are the shares of CB First Investment
Bank AD, which takes the company from fifth to
eighth place at the end of 2020. Although the
market capitalization of Holding Varna AD
decreased during the year, the company moves one
place up in the rankings. In 2020, M + S Hydraulic
AD ranks last, and Chimimport leaves the ranking
of the leading companies on BSE AD. The
difference between the first and the last public
company by market capitalization is BGN 863.2
million. For comparison, at the end of the previous
year this difference was BGN 635.2 million.

Table 59. Top 10 public companies by market
capitalization on the main market

2019 2020

T 'ma High Quality Medicines AD-Sofia 896,0|Tchaikapharma High Quality Medicines AD-Sofia 1109,7
Chimimport AD-Sofia 458,3|CEZ Distribution Bulgaria AD-Sofia 447,3
Sopharma AD-Sofia 424,2[Sopharma AD-Sofia 4314
Gradus AD 409,3|Gradus AD 3557
CEZ Distribution Bulgaria AD-Sofia 391,6|Eurohold Bulgaria AD-Sofia 3437
CB First Investment Bank AD-Sofia 381,0|Speedy AD 320,0
Eurohold Bulgaria AD-Sofia 347,6|Velgraph Asset Management AD 2828
Monbat AD-Sofia 270,4|CB First Investment Bank AD-Sofia 2743
M+ Hydraulic AD-Kazanlak 266,7|Holding Varna AD 256,8
Velgraph Asset Management AD 260,7|M+S Hydraulic AD-Kazanlak 2465
ToTAL 4105,9|TOTAL 4068,2
Note: Data are in million BGN, unless stated otherwise.

Source: BSE.

Key:

/List of companies:/

2019:

Tchaikapharma High Quality Medicines AD
Sopharma AD

CEZ Distribution Bulgaria AD
Gradus AD

CB First Investment Bank AD
Chimimport AD

Eurohold Bulgaria AD

Velgraph

Asset Management AD

Sppedy AD

Holding Varna AD

2020:

Tchaikapharma High Quality Medicines AD
CEZ Distribution Bulgaria AD
Sopharma AD

Gradus AD

Eurohold Bulgaria AD

Speedy AD

Velgraph Asset Management AD
CB First Investment Bank AD
Holding Varna AD

M+C Hydraulic AD

benexxa: Jlanaute ca B MIIH. JIB., OCBEH aKO HE € IIOCOYEHO APYTO.
— Note: Data are in BGN million, unless specified otherwise

In the structure of trade of the first 10 leading
branches of Bulgarian Stock Exchange AD for
2020, the branch Financial and Insurance Activities
occupied the first place with a turnover of BGN
213.7 million and a relative share in the total
turnover of 61.9%, followed by Processing
industry with a turnover of BGN 51.7 million and
a share of 15.0%. The Professional Activities and
Research sector has an annual turnover of BGN
24.6 million. and 7.1%. share in the structure of
trade on the main market of BSE AD.
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Table 60. Trade structure by Top 10 sectors on
BSE in 2020

Transactions | Volume Volume
Sector (thsnd. (milion lots) (million
numbers) BGN)

Financial and insurance activities 35,0 83,9 213,7
Operations with real estate 12,0 14,2 51,7
Manufacturing industry 3,6 11,8 24,6
Creation and distribution of information and creative products;
telecommunications 0,38 8,0 232
Professional activities and research 1,1 1,1 10,4
Construction 2,4 4,6 9,1
Wholesale and retail trade, repair of motor vehicles and motorcycles 0,7 0,1 4,6
Production and distribution of electricity and heat, and of gaseous fuels 19 11 37
Accommodation and food service activities 1,1 0,2 33
Mining and quarrying industry 0,1 0,1 0,7
Transportation, storage and postal services 0,1 0,1 0,3
Source: BSE.

Key:

Otpacen — Branch

Crenku (xui. 6p.) — Transactions (thousand pcs.)

O6em (mnH. 6p.) — Volume (million pcs.)

O60opoT (MnH. 1B.) — Turnover (BGN million)

®OunaHcoBH M 3acTpaxoBarenHM JeiHocTH — Financial and
Insurance Activities

Onepanun ¢ HeamkiMU nMOTH — Real Estate Transactions

[Ipepadorrania npomumnieHocT — Manufacturing

Cp3aaBaHe U pasnpoCTpaHeHHe Ha HHGOPMAIHS U TBOPYECKU
MpoAyKTH, nanexkochoOmenus — Creation and distribution of
information and creative products, telecommunications

[Ipodecnonannn OEWHOCTH W HAYYHH U3CIEIABAHUS —
Professional activities and research

Crpowutenctso — Construction

TBproBus; peMOHT Ha aBTOMOOWIN M MoTOoIMKIeTH — Trade,
repair of motor vehicles and motorcycles

ITpou3BOACTBO M pasmpeneleHHe Ha eNeKTpUYecKa M|
TOIUIMHHA €HeprHs W Ha ra3oo0pasHu ropusa — Production and
distribution of heat energy and gaseous fuels

XOTenmMepcTBO W PECTOPaHTHOPCTBO — Accommodation
Services

JlobusHa npomunuieHoct — Mining industry

Tpancnopt, ckiagupane u momu — Transport, storage and
postal services

The shareholder structure of public companies
remains stable compared to the previous year. At
the end of 2020, Bulgarian residents hold 53.8% of
the share capital of public companies, calculated on
the basis of issued equity instruments at nominal
value. Although the share of households and legal
entities from third countries decreased by -1.2 p.p.
in 2020, their share remains significant in the
shareholder structure of public companies (43.8%).
Households and legal entities resident in the EU
have a share of 2.1%, followed by individuals and
legal entities from the USA (0.3%). The internal
structure of the share of Bulgarian residents is
relatively preserved. The main Bulgarian
shareholders remain the joint-stock and holding

companies with a share of 28.1%, households with

a share of 14.1%, followed by insurance companies
and pension funds with a share of 8.4%. The main
contribution to the internal restructuring was the
increase in the shares held by insurance companies
and pension funds in public companies at the
expense of the decrease in the share of shares held
by financial intermediaries.

Table 58. Shareholders structure of PCs

2020
14,1
2,6
0,1
84
0,5
28,1
53,8
0,2
1,9
2,1
0,2
43,6
438
0,0
03
03
100,0

2019
Households 13,7
Banks 2,0
Public sector 0,1
Insurance companies (IC) and Pension funds (PF) 6,3
Financial intermediaries except for IC and PF 3,2
Shareholding and holding companies 27,1
Bulgaria 52,5
Households from the EU 0,3
Legal entities from the EU 2,1
EU 23
Households from third countries 0,3
Legal entities from third countries 44,7
Third countries 45,0
Households from the USA 0,0
Legal entities from the USA 0,2
USA 0,2
TOTAL 100,0
Note: Data are in percentages (%), unless stated otherwise. The relative share of the shareholder groups
is calculated on the basis of the nominal value of the shares.
Source: CD, FSC.

Key:

JomakuacTBa — Households

Banku — Banks

[Ty6maen cexrop — Public sector

3acTpaxoBaTeIHH KOMITaHUH — Insurance companies

[Mencuonuu pounose — Pension funds

@Oun. nocpenuuim ¢ m3kia. Ha 3K um II® - Financial
intermediaries, excl. ICs and PFs

AKIIMOHEpHH U XOJIAMHIOBH JpyxectBa — Shareholding and
holding companies

Benrapns — Bulgaria

JomakuacTBa 0T EC — Households from the EU

IOpumnueckn muna ot EC — Legal entities from the EU

EC-EU

JomakuHcTBa OT Tpetd cTpanu — Households from third
countries

IOpunuuecku muma ot Tpetu crpanu — Legal entities from third
countries

Tperu crpanu — Third countries

JHomakuacTBa oT CAILl — Households from the USA

IOpuanueckn muna or CAILL — Legal entities from the USA

OBIIO - TOTAL
benexka: Jlanaute ca B %, OCBEH ako HE € TIOCOUeHO Apyro. — Note:

Data are in %, unless specified otherwise

In 2020, 9 issues of corporate bonds with a
face value of BGN 135.4 million were issued on a
regulated market. All issues are from the Financial
and Insurance Activities sector, which accounts for
82.9% of the total corporate bond debt traded on
the BSE.
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Graph 64. Amount of cumulative bond debt
issues on BSE in 2020
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2.2.5. Trading venues

Key:

Min. 8. — BGN million

Tpancnopt, ckiaaupane u mouu - Transport, warehousing
and post offices

[MpepaboTBania npomurinieHoctT — Manufacturing

®duHAHCOBH U 3acTpaxoBaTelHu JeiHoctH — Financial and
Insurance Activities

Omnepannu ¢ HenBmkuMH UMOTH — Real Estate Transactions

IMpodecronanan pefiHOCTH W HAyYHHM W3CIEIBAHUS —
Professional activities and research

The total market capitalization of the main
market and the alternative market of the Bulgarian
Stock Exchange AD increased by 1.6% on an
annual basis and at the end of 2020 amounted to
BGN 28.4 billion. The capitalization of the main
market decreased by -1.8% on an annual basis and
reached BGN 8.9 billion as at the end of 2020,
while the alternative market recorded an annual
growth of 3.0% and reached BGN 19.6 billion at
the end of the year. The Premium shares trading
segment on the main market shrank by BGN -467,0
million during the year and marked a decline of -
26.0%, reaching BGN 1.3 billion market
capitalization, which has a negative contribution of
-1,7 p.p. in the decrease of the total market
capitalization. The Standard shares trading
segment on the main market reached BGN 6.7
billion, increasing its market capitalization by
5.7% on an annual basis (BGN 357.0 million) and
has 1.3 p.p. positive contribution to the overall
growth of both markets. Accordingly, the Shares
on the alternative market segment, which at the end
of 2020 reached BGN 19.0 billion, increased by

2.4% and contributed positively by 1.6 p.p. The
market capitalization of the special purpose
investment companies segment on the main market
marked an annual decrease of -0.3% (BGN -2.7
million) and reached BGN 783.3 million, but due
to the relatively small size of the segment there was
no contribution to the change in the market
capitalization, while the segment for special
purpose investment companies on the alternative
market, whose capitalization increased by 26.8% to
BGN 528.1 million, has a contribution of 0.4 p.p.
to the growth of the BSE market capitalization.

Table 62: Market capitalization

Marekt or segment 2016 2017 2018 2019 2020
Premium Equities Segment (main market) 17203 23033 1938,7 1796,4 13294
Standard Equities Segment (main market) 5766,6 19 350,2 6138,3 63149 6672,0
SIPC segment (main market) 579,3 700,0 611,2 786,0 7833
Equities Segment (alternative market) 12557 895,7 17 590,4 18590,7 19041,7
SIPC segment (alternative market) 360,7 371,7 486,7 4165 528,1
TOTAL 96825 23621,0 267653 27904,5 283545
Note: Market capitalisation is at the end of the year.

Source: BSE.

Key:

I[Na3ap unu cerment — Market or segment

Cerment akumu Premium (OcHoBeH mna3ap) — Premium
Equities Segment (main market)

Cermenr aknuu Standard (OcHoBeH nazap) — Standard Equities
Segment (main market)

Cermenrt 3a JICULL (OcroBen nazap) — SIPC segment (main
market)

Cerment akuuu (AnrepHatuBeH masap) — Equities Segment
(alternative market)

Cermenr 3a JICUL] (AntepratuBen nazap) — SIPC segment
(alternative market)

Benexka: IlazapHata KamuTanusanus € KbM Kpas Ha
cboTBeTHaTa roguHa. — Note: Market capitalisation is at the end of
the year.

The number of issues of financial instruments
admitted to trading on the markets organized by the
BSE in 2020 decreased net by 1 issue and by the
end of the year their number was 369.

173



Graph 65. Market capitalization and number
of share issues
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Key:

Mupa. 8. — BGN billion

INa3apna xanuranmsamus — Market capitalization

Bpoit emucun akim (nsicHa ckana) — Number of share issues
(RHS)

On the stock market without SPICs, issues
decreased from 210 in 2019 to 207 in 2020. In the
segment of special purpose investment companies,
the number of issues decreases by one compared to
the end of 2019 and by the end of 2020 their
number is 57. The issues of bonds registered on the
stock exchange in 2020 increased by 3 and by the
end of the year their number reached 72. The issues
of government securities traded on the segment of
government securities trading on the main market
are 15. In the segment for exchange-traded
products, 14 issues of funds from this segment are
traded. The issues of other financial instruments,
which include issues admitted to trading in the
Compensatory Instruments Segment, are a total of
four.

Graph 66. Structure of issues
number
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Key:
Opoii — number

Axuun (6e3 AJICHULL) — Shares (excluding SPICs)

JbpxaBHu leHHN KHIDKa — Government securities

Axun Ha AJICUL] — SPICs shares

Bopcoso TepryBanu npoaykti — Exchange traded products

Hpyru — Other

The number of transactions increased by
38.5% on an annual basis, from 44,167 transactions
at the end of 2019 to 61,173 transactions in 2020.
The total number of lots transferred in 2020 was
321.8 million lots, which is an increase of -77.8%
compared to the previous year or 140.9 million lots
more. Trading on the BSE markets, measured by
turnover, ended the year with an increase of -
19.2%, from BGN 333.6 million in 2019 to BGN
397.5 million, as the change is in different
directions in the separate groups of financial
instruments. The average daily turnover on a
regulated market in 2020 is BGN 1.6 million.
increasing by 18.7% compared to the previous
year. Main contribution of 10.7 p.p. has the SPIC
stock segment on the main market, followed by the
bond trading segment (6.7 p.p.) and the Premium
segment (5.1 p.p.).

Graph 67. Trade on the regulated market
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Source: BSE.
Key:
Mun. niB. / MiH. noToBe. — BGN million / million lots

O6ewm (y1s1Ba ckaia, MiH. 10ToBe) — Volume (LHS, million lots)

O6opot (mBa ckama, muH. 1B.) — Turnover (LHS, BGN
million)

Cmenkn (mscHa ckama, xumi. Op.) — Transactions (RHS,
thousand pcs.)

Due to the initial impact of the spread of the
COVID-19 pandemic on capital markets and in line
with international dynamics, the value of the BSE
indices fell significantly in the first quarter,

reaching its lowest values in March 2020 decline,

174



the movement of all indices on the BSE in the
second quarter is upward, managing to partially
recover losses from the end of March. The
movement of the BSE indices in the third quarter is
slowing down, but the upward trend continues,
which continues until the end of 2020, and their
value remains below the levels of the end of the
previous 2019. The sectoral BGREIT of the
companies included in the index moves upwards
throughout the year, with its value above the short-
term and long-term average. The turnover of the
companies included in the indices in 2020
increases significantly in all market indices except
SOFIX, whose turnover decreased during the year.

In 2020, the main stock exchange index
SOFIX reported a decline of -21.2% on an annual
basis, reaching 447.53 points at the end of the year.
The market capitalization of the companies
included in the index dropped to BGN 2.7 billion,
which is a share of 9.6% of the total capitalization
of the BSE, which at the end of 2020 was BGN
28.4 billion.

Graph 68. SOFIX market index
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Key:

Mun. n8.— BGN million

O6ewm (i1Ba ckana) — Volume (LHS)

SOFIX (nsicHa cxana) — SOFIX (RHS)

In 2020, the broad stock index BGBX40
reported a decline of -9.3%, ending the year at
101.38 points. The market capitalization of the

companies included in the index, which dropped to
BGN 6.4 billion, represents a share of 22.5% of the

total market capitalization of the BSE at the end of
2020.

Graph 69. BGBX40 market index
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Key:

Mun. s1B.— BGN million

O6ewm (i1aBa ckana) — Volume (LHS)
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The BGREIT sector index slowed its growth
rate from the previous year. In 2020, it reported an
increase of 5.9% on an annual basis, ending the
year at 137.69 points. Its sectoral profiling and the
scale of the represented sector led to a limited share
of the total market capitalization by the end of
2020, due to which its dynamics is not fully
indicative of the general trends and dynamics of the
SPIC segment. The market capitalization of the
special investment purpose companies increased to
BGN 511.6 million) included in the index
represents 1.8% of the represented sector of SPICs
from the total capitalization of the BSE as of the
end of 2020.
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Graph 70. BGREIT market index
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The weighted index BGTR30 decreased by -
3.3% on an annual basis and by the end of 2020 its
value reached 499.17 points. The market
capitalization of the companies included in the
index, which dropped to BGN 5.2 billion,
represents a share of 18.2% of the total market
capitalization of the BSE at the end of 2020.

Graph 71. BGTR30 market index
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Key:

Mun. 1B.— BGN million

O6em (i1Ba ckana) — Volume (LHS)
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In 2020, the Multilateral Trading Facility -
Sofia (MTF) increased its turnover by 41.0% and
reached BGN 487.7 million. The largest
contribution to this increase was made by the
Derivatives segment, whose turnover increased

during the year and reached BGN 344.8 million
and has a positive contribution of 37.9 p.p. in trade
growth. The Shares and SPICs segments follow,
which increase by 1.6% and 58.4%, respectively,
and reach BGN 79.3 million, respectively BGN
22.2 million annual turnover. Their positive
contribution is a total of 2.7 p.p., while the Bonds
segment has a contribution of 0.8 p.p.

Graph 72. Dynamics of the turnover of MTF-
Sofia
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The number of transactions marked an annual
growth of 33.5% and reached 2,472. The main
contribution to this increase is made by the
Derivatives segment, on which 2,178 transactions
were concluded during the year and it has a positive
contribution of 35.5 p.p.

Graph 73. Number of traded transactions of
MTF-Sofia
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increase in the number of traded financial
instruments.

2.2.6. Central securities depository
The total value of the assets of Central Depository AD amounts to BGN 7.1 million. by the end of

2020

For 2020, the total number of completed transactions increased by 41.3% (a total of 62,099 transfers
for 2020, of which 98.5% were executed on the stock exchange). The main contribution of 41.6 p.p. for the
growth in the annual rate of change is of the stock exchange transactions, which increase from 42,886 in
2019 to 61,173 in 2020. The number of transferred securities increased by 77.2% on an annual basis (from
174.6 million to 309.3 million), and transactions with the object of trading compensatory instruments
decreased by -47.5% on an annual basis (from 1,277 in 2019 to 670 transactions in 2020). The registered
payments with compensatory instruments to state institutions decreased by -28.1% on an annual basis to 92
transactions. Inheritance transfers decreased to 58 transfers in 2020. Duplicate depository receipts issued
decreased from 2,200 in 2019 to 951 in 2020. During the year the number of rights transactions increased
from 121 in 2019 to 660 in 2020, while the transferred rights increase from 74.4 million rights in 2019 to
174.1 million rights.

In 2020, through the system of Central Depository AD, dividends were paid to 57 companies worth
BGN 100 million. and 339 payments of interest and principal on bond issues were made with a total amount
of BGN 184 million. During the reporting period, 53 companies registered new issues of dematerialized
financial instruments (71 companies for 2019), of which 17 issues of shares, 18 issues of bonds, 15 issues
of rights and 3 issues of units of mutual funds. Applications for change in the register were submitted by 85
companies. Applications for a change in the capital with the issuance of new shares were submitted by 74
companies, while a change in the capital through a change of the nominal value was registered by 11
companies. Eleven procedures for increasing the capital by conducting an initial public offering of shares
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and trading in the issue of rights were conducted in 2020. The number of applications for extracts from share
books has increased from 2,885 in 2019 to 2,978 in 2020. In 2020, 1,038 entries were registered in the
register of special pledges (1,045 for 2019). Of these, 39 entries on a special pledge, 740 arrests and 249
entries on other circumstances. The entries in the register of financial collateral agreements are 10 in 2020.

2.2.7. Investor Compensation Fund
In 2020, the activity of the Fund was focused mainly on the fulfilment of its obligations in connection

with the requests for payment of compensation by the clients of investment intermediary Matador Prime
OOD (n), whose license was revoked on October 11, 2018. Activation of the procedure on payment of
compensations is a consequence of Decision of the Financial Supervision Commission Ne 102-IP of
24.01.2019, which establishes that in respect of Matador Prime OOD there are circumstances for payment
of compensations from the Fund to the clients of intermediary.

In 2020, the Fund received 68 requests for payment of compensation from clients of Matador Prime
(n) OOD, all within the statutory one-year period, which expired on 01.02.2020. With the received in 2019
78 requests for payment of compensations from clients of Matador Prime OOD (n), their total number in
2020 and 2019 reached 146.

It should be noted that all clients of the company who submitted claims for compensation to the Fund
are foreigners, which in turn made it somewhat difficult and slowed down the process of communication
and collection of the necessary documentation.

In 2020, the Management Board of the Fund took a total of 116 decisions on received requests, 16
of which were found to be justified and paid compensation in the total amount of BGN 198 thousand. At the
beginning of 2021, the Management Board of the Fund has taken another decision to pay compensation in
the amount of BGN 40,000. The reserve for compensation of ICF investors has been reduced by the amount
of the determined compensations. Respectively, 100 of the decisions are for refusal to pay compensation
and / or to leave without consideration the claims due to the fact that incompleteness and irregularities have
been established, which have not been eliminated by the persons within the set term.

Along with the actions in connection with the requests for payment of compensations from clients
of Matador Prime (n) OOD, in 2020 the activity of the Fund is also aimed at collecting the contributions due
from the participants, managing the Fund's funds, collecting and analysing of information on client assets
managed by the participants in the scheme and an assessment of the Fund's exposure.

During the past year the membership of two investment firms was terminated - Odessos 33 EAD
(previous names: Leno Markets EAD, Lenno Global Advisors AD, Balkan Investment Company AD) and
Vaha Trade EOOD. The license of both firms was revoked by the FSC. Also, during the year Expressbank
AD merged with DSK Bank AD, due to which the client assets held with the two banks merged. Thus, as of
31.12.2020 the active participants in the Fund are a total of 56, of which 35 investment firms (IFs), 17
investment firm banks (B-II) and 4 management companies (out of a total of 32), which hold client assets
subject to of compensation. With respect to one investment firm, the Financial Supervision Commission has
issued a decision extending the existing license with the services and activities under Art. 6, para. 2, items
3 and 6 of MFIA.

As of 31.12.2020, the participants in the Fund hold client assets totalling BGN 51.16 billion
compared to BGN 49.5 billion at the end of 2019. The increase is due to an increase in the amount of client
assets subject to compensation, as well as those who are not subject to compensation. The total amount of
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client assets subject to compensation marked a significant increase, about 45% more than at the end of 2019.
For the reporting period their amount is BGN 3.28 billion, of which cash (SD) is BGN 117.9 million, and
financial instruments (FI) are worth BGN 3.16 billion. Non-eligible client assets are BGN 47.8 billion
compared to BGN 47.2 billion at the end of 2019. The share of eligible client assets in the total amount of
all assets (BGN 51.16 billion) managed by the participants is 6.4 %.

As of the end of 2020, B-II holds the most client assets subject to compensation, 71.0% of all assets
subject to compensation, in absolute value they are BGN 2.34 billion. Non-bank IFs- 27.0% of the client
assets subject to compensation, and MC - 2.0%.

The total number of clients that are subject to compensation, for all participants in the Fund (II, B-
IP, AB), as of 31.12.2020 is 153 223 - increasing by 26 361 compared to 31.12.2019. The increase is due
entirely to the eligible customers in the B-II group, which report the largest number of customers (108 256)
compared to the other groups. As of 31.12.2020 the exposure of the Fund to its participants is BGN 868
million compared to BGN 587.30 million as of 31.12.2019. The increase is mainly due to the larger number
of clients with compensable assets who declare B -IP.

As 0of 31.12.2020 the assets of the Fund amount to BGN 18.96 million. The value of assets invested
in government securities and available on current and deposit accounts of the FCI amounted to BGN 18.34
million. The cash receipts from annual and entrance fees of the participants in the Fund in 2020 amount to
BGN 1.34 million. The majority of the funds are received from the annual contributions of the participants,
which are determined on the basis of the average monthly values of the client assets subject to compensation.
In 2020, on average per month, the participants in the Fund hold reimbursable FIs of clients worth BGN
2.62 billion compared to BGN 2.29 billion in 2019. The average monthly number of reimbursable vehicles
in 2020 is BGN 111 million compared to BGN 80.3 million in 2019.

At the end of the year, the Management Board of the Fund decided to keep the amount of the annual
instalment for 2021 at the level of 0.05% on the eligible financial instruments and 0.25% on the eligible
cash, determined on an average monthly basis for 2020, in as a result of which the participants in the Fund
for the 12th consecutive year will pay half lower than the maximum allowable by law contribution under FI,
and for the fifth consecutive year will owe a lower instalment under PS.

The Management Board of the Fund is also responsible for the management of the Investment Firms
Resolution Fund (IFRF), which was established in 2017 with the main purpose of financing the
implementation of the instruments for rescue and restructuring of problematic investment firms. The funds
of IFRF are formed mainly by annual contributions from the investment firms, the amount of which is
determined each year by the FSC in its capacity of a resolution body. In addition to the annual instalments,
a source of funds of IFRF is also the income from investing the funds raised in the Fund and the interest on
overdue receivables.

As 0f 31.12.2020 the funds in IFRF amount to BGN 143 thousand, of which 51.25% are invested in
debt instruments in euro, issued by foreign countries, which have one of the three highest credit ratings
issued simultaneously by two credit rating agencies, and 48.75% are available in the Bulgarian National
Bank in a separate account, which is in the name of ICF, as IFRF is not an independent legal entity. Despite
the fact that the funds of IFRF are managed by the Management Board of ICF, they are separate and
independent from those of ICF. The funds raised in UFRF may be used only after a decision of the FSC in
its capacity as a restructuring body, and the implementation of the decision taken is assigned to the
Management Board of ICF. IFRF funds can only be used for resolution purposes.

179



2.3. Insurance market

As of the end of 2020, the total number of licensed (re) insurers based in the Republic of Bulgaria is
35, including 24 non-life insurers, 10 life insurance insurers and 1 reinsurer, whose license entitles the
company to operate in reinsurance in general insurance and in life insurance. Of these, 30 companies apply
Solvency II and are entitled to market access to the European Union and the European Economic Area
(Single Market), while the other 5 insurers operate without a single market access.

On the basis of the information from the quarterly reports according to Ordinance No. 53 at the end
of the fourth quarter of 2020, which included the data for all insurers with headquarters in the Republic of
Bulgaria:

e the gross premium income as at 31.12.2020 amounted to BGN 2885 million, recording a decrease
0of 0.9% on an annual basis;

e the Bulgarian insurance market (life and non-life insurance) was allocated in an 85% to 15% ratio
for the benefit of the premiums written by non-life insurers;

e insurance penetration, calculated on the basis of gross premium income as a percentage of GDP,
40is estimated at 2.43% at the end of 2020 compared to 2.45% at the end of the previous year.

e the insurance density calculated as gross premium income per capita*!, decreases to BGN 417 at
the end of 2020 compared to BGN 419 at the end of 2019;

e the financial result realized by the insurers at the end of 2020 amounts to BGN 186 million,
compared to BGN 148 million at the end of 2019. Non-life insurers report a financial result in the total
amount of BGN 165 million, compared to BGN 119 million at the end of 2019. Life insurers also reported
a positive financial result of BGN 21 million, compared to a result of BGN 29 million at the end of 2019.

2.3.1. Non-life insurance the premium income for insurance in connection

with general civil liability.
The gross premium income realized by non-

life insurers, domiciled in the Republic of
Bulgaria, with the right of access to the single
market*?, at the end of 2020 amounts to BGN
2,404 million, incl. BGN 2,389 million on direct
insurance and BGN 15.6 million on active
reinsurance. On a yearly basis, gross premium
income grew by 1%. The growth of the premium
income for the market as a whole is mainly due to
the growth of the premium income for property
insurance against fire and other disasters and for

40 According to NSI data, the GDP in 2020 amounted to BGN 118,605 million.

41 According to NSI data, the population in 2020 amounted to 6,916,548 people.

42 The analysis for the insurance market was based on the quarterly reports for the fourth quarter of 2020 received by the Financial
Supervision Commission (FSC) in accordance with Commission Implementing Regulation 2015/2450 (Solvency II) and included
data on insurers with headquarters in the Republic of Bulgaria which have the right to access the single market . The data for 2019
are based on the audited annual reports according to Implementing Regulation (EU) 2015/2450.
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Graph 75. Gross premium income in non-life
insurance
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In 2020, in the structure of the portfolio of
non-life insurance companies, the major share of
72% was held by motor insurances, with motor
third-party liability insurance accounting for 45%,
and the share of other motor insurance
(AutoCasco) insurances was 27%, respectively.

The realized premium income on motor third-
party liability insurance for 2020 decreased by 1%
on an annual basis (BGN 13 million in absolute
terms) and amounted to BGN 1,073 million. The
reduction of the premium on an annual basis under
this class of insurance is due to the reduction of
the average premium. It is most significant in the
risk group "Cars and trucks with a maximum
permissible mass of up to 5 tons", where there is a
decrease in the average premium of 10% on an
annual basis®.

43 According to data from the Unified Information System
for Risk Assessment, Management and Control of the
Guarantee Fund.

Graph 76. Structure of gross premium income
by classes of insurance for 2020
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For the period January- December 2020, the
premium income written on AutoCasco insurance
amounted to BGN 653 million. This class of
insurance also reported a decrease of 1% on an
annual basis.

At the end of 2020, property insurances
against fire and other disasters in Bulgaria
accounted for a share of 12.9% of the gross
premium income compared to 12.5% at the end of
2019. The realized premium income for these
insurances amounted to BGN 309 million, a
minimum growth of 4% on an annual basis being
reported.

Insurance in respect of medical expenses,
income protection and compensation of workers
occupied a 9% share in the structure of gross
premium income realized by non-life insurers at
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the end of 2020. Premium income on these
insurances in 2020 amounted to BGN 93.4 million
compared to BGN 92.9 million in 2019, as a result
of greater demand for this class of insurance.

In 2020, there is an increase in insurance
premiums written by insurers in connection with
general liability from BGN 42.1 million at the end
of 2019 to BGN 49.4 million at the end of 2020.
Growth is also observed in Assistance insurance
from BGN 29.3 million at the end of 2019 to BGN
36.1 million at the end of 2020.

The premiums ceded to reinsurers for non-life
insurance for 2020 were in the amount of BGN
809 million, representing 34% of the gross written
premium generated in the sector. Self-retention
coefficient was calculated at 0.66.

The claims arising for non-life insurance at
the end of 2020 amounted to BGN 1196 million,
with a decrease of 7% on an annual basis.

Graph 77. Structure of claims arising by
classes of insurance for 2020
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Similarly to the structure of gross premium
income, in the structure of claims arising by
classes of insurance, the largest relative share of
85% was held by car insurances, followed by real
estate insurance holding a share of 5%.

A decrease of the claims on an annual basis in
the amount of BGN 90 million is reported. The
largest decrease compared to the previous year is
reported under the Motor Third Party Liability
Insurance (BGN -95 million), which is due to the
restrictive measures related to dealing with the
COVID-19 pandemic and the limited mobility of
the population. Next are the property insurances
against fire and other disasters, for which the
claims have decreased by BGN 59 million
compared to the previous year.

The gross loss ratio at the end of 2020 in
general for the market is 0.51 compared to 0.58 a
year earlier.

Table 63. Gross loss ratio

2019 2020*
Medical expenseinsurance 0,54 0,58
Income protection insurance 0,37 0,34
Workers' compensation insurance 0,41 0,29
Motor vehicle liability insurance 0,76 0,63
Other motor insurance 0,47 0,45
Marine, aviation and transportinsurance 0,17 0,23
Fire and other damage to property insurance 0,40 0,18
General liability insurance 0,39 0,57
Credit and suretyship insurance 0,20 0,22
Legal expenses insurance 0,01 0,05
Assistance 0,35 0,37
Miscellaneous financial loss 0,74 0,57
TOTAL 0,58 0,51
Note: * Data for 2020 are preliminary.
Source: FSC.

Key:

3acTtpaxoBaHe BBB Bpb3KA C MEJMIMHCKH DPAa3Xou —
Insurance for medical expenses

3acTpaxoBaHe BbB BpB3Ka ChC 3alllUTa HAa [OXOAUTE —
Insurance for protection of income

3acTpaxoBaHe BB Bpb3Ka ¢ 00e3IIeTeHHe Ha paOOTHUINTE —
Employee compensation insurance

I'paskiaHCKa OTTOBOPHOCT BB BPB3Ka C MOTOPHH TPEBO3HU
cpencrBa — Motor third-party liability

Jlpyro 3acTpaxoBaHe BBB Bpb3Ka C MOTOPHHM IPEBO3HH
cpexnctBa — Other motor vehicle insurance

Mopcko, aBHALOHHO ¥ TPAHCIOPTHO 3acTpaxoBaHe —
Maritime, aviation and transport insurance

VMymecTBeHO 3acTpaxoBaHe Cpelly IoXap H Jpyru
oencteus — Property insurance against fire and other disasters

O6m1a rpaskgancka oTroBopHocT — General liability

KpenutHo u rapannmonHo 3actpaxoBaHe — Credit and
warranty insurance
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3acTpaxoBaHe BbB BpB3Ka C IIPAaBHU Pa3HOCKH — Insurance in
relation with legal expenses

Oxa3BaHe Ha oMo — Assistance

3acTpaxoBaHe cpeuly pa3Hu (uHaHCOBHU 3arydu — Insurance
against miscellaneous financial losses

OBIIO - TOTAL

Benexka: Jlanaute 3a 2020 r. ca npensaputennu. — Note: The
data for 2020 are preliminary.

The expenses incurred by the non-life
insurance companies (all technical expenses
incurred by the companies during the reporting
period) increased by 8% on an annual basis and at
the end of 2020 amounted to BGN 624 million.
They were 26% of the gross premium income
generated by the sector.

Table 64. Gross expense ratio

2019 2020*
Medical expense insurance 0,23 0,29
Income protection insurance 0,45 0,40
Workers' compensation insurance 0,37 0,41
Motor vehicle liability insurance 0,14 0,17
Other motor insurance 0,37 0,36
Marine, aviation and transportinsurance 0,20 0,20
Fire and other damage to property insurance 0,31 0,30
General liability insurance 0,31 0,33
Credit and suretyship insurance 0,48 0,37
Legal expenses insurance 0,56 0,31
Assistance 0,53 0,51
Miscellaneous financial loss 0,87 0,61
TOTAL 0,26 0,26
Note: * Data for 2020 are preliminary.
Source: FSC.

Key:

3acTpaxoBaHe BBB Bpb3KA C MEOMIMHCKH DPa3Xou —
Insurance for medical expenses

3acTpaxoBaHe BbB Bpb3Ka ChC 3allUTa Ha JOXOAUTE —
Insurance for protection of income

3acTpaxoBaHe BB Bpb3Ka ¢ 00e3IIeTeHHe Ha paOOTHHUINTE —
Employee compensation insurance

I'paxxraHcka OTTOBOPHOCT BBB BPB3Ka C MOTOPHH IPEBO3HH
cpencrBa — Motor third-party liability

Jlpyro 3acTpaxoBaHe BBB Bpb3Ka C MOTOPHHM HPEBO3HH
cpencrBa — Other motor vehicle insurance

Mopcko, aBHaLMOHHO ¥ TPAHCIIOPTHO 3acTPaxoBaHE —
Maritime, aviation and transport insurance

VMymiecTBEHO 3acTpaxoBaHEe Cpelly IoXap H Jpyru
oencteus — Property insurance against fire and other disasters

O6ma rpakancka orroopHoct — General liability

KpenutHo u rapannmonHo 3actpaxoBaHe — Credit and
warranty insurance

3acTpaxoBaHe BbB Bpb3Ka ¢ IIPaBHU Pa3HOCKM — Insurance in
relation with legal expenses

Oxa3BaHe Ha oMo — Assistance

3acTpaxoBaHe cpelnly pa3HU (pMHaHCOBHU 3aryom — Insurance
against miscellaneous financial losses

OBIIO - TOTAL

benexka: Jlanaute 3a 2020 r. ca mpeapapurentu. — Note: The
data for 2020 are preliminary.

At the end of 2020, the gross combined ratio
i1s 0.77 and decreases compared to the previous
year. The highest gross combined ratio, above 1,
was calculated for Miscellaneous Financial Loss
Insurance.

Table 65. Gross combined ratio

2019 2020*
Medical expense insurance 0,77 0,86
Income protection insurance 0,81 0,74
Workers' compensation insurance 0,79 0,69
Motor vehicle liability insurance 0,90 0,80
Other motor insurance 0,84 0,81
Marine, aviation and transportinsurance 0,37 0,43
Fire and other damage to property insurance 0,70 0,49
General liability insurance 0,70 0,90
Credit and suretyship insurance 0,67 0,59
Legal expenses insurance 0,58 0,36
Assistance 0,88 0,88
Miscellaneous financial loss 1,61 1,18
TOTAL 0,83 0,77
Note: * Data for 2020 are preliminary.
Source: FSC.

Key:

3acTpaxoBaHe BBB BpPB3Ka C MEAWIMHCKH pPa3Xxomd —
Insurance for medical expenses

3acTpaxoBaHe BBB BpB3Ka CBC 3allUTa Ha JOXOJHUTE —
Insurance for protection of income

3acTpaxoBaHe BbB Bpb3Ka ¢ 00e3IIeTeHHe HAa paOOTHUIINTE —
Employee compensation insurance

I'paxkpaHcKa OTTOBOPHOCT BBB BPb3Ka C MOTOPHU NPEBO3HU
cpencrBa — Motor third-party liability

Jlpyro 3actpaxoBaHe BBB Bpb3Ka C MOTOPHH HPEBO3HH
cpexnctBa — Other motor vehicle insurance

Mopcko, aBHAIlMOHHO M TpPaHCIHOPTHO 3acTpaxoBaHEe —
Maritime, aviation and transport insurance

VIMyIiecTBEHO 3acTpaxOBaHE Cpeuly MHoXap M JApYyru
OenctBus — Property insurance against fire and other disasters

Oo61a rpakiancka orroBopHoct — General liability

KpenurtHo u rapanmumonHo 3acrpaxoBane — Credit and
warranty insurance

3acTpaxoBaHe BbB BpB3Ka C IIPAaBHU Pa3HOCKH — Insurance in
relation with legal expenses

Oxa3BaHe Ha oMol — Assistance

3acTpaxoBaHe cpelly pa3Hu (uHaHCOBHU 3arydu — Insurance
against miscellaneous financial losses

OBIIO - TOTAL

Benexxka: [lanaure 3a 2019 r. ca npexBapurenHu. — Note: The
data for 2019 are preliminary.

At the end of the reporting period, the total
assets of non-life insurance companies amounted
to BGN 4090 million increasing by 15% on an
annual basis. The value of investments of these
companies increased by 18% at the end of 2020
and amounted to BGN 2010 million, occupying a
share of 49% of total assets. In the structure of the
aggregate investment portfolio of non-life
insurance companies, government bonds occupy a
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major share (52%), followed by corporate bonds
(11%) and real estate investments (10%).

Graph 78. Structure of investment portfolio of
non-life insurance companies
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value of the investment (RHS)

The share of investments in real estate (other
than for own use) in the total investment portfolio
of non-life insurance companies in the last three
years remains relatively constant in the range of
10% -12%. The share of investments in
shareholdings in affiliated enterprises also
remained within 7%. The share of investments in
bonds, including GS, remains at the previous year
levels of 64%. This type of investments during the
last several years increased at the expense of the
share of investments in bank deposits with their
share falling significantly in the last years,
reaching 2-3% for the last two years.

By the end of 2020, the total amount of the
liabilities of the non-life insurers amounted to
BGN 2818 million and increased by 13% on an
annual basis. Technical reserves set aside by non-
life insurance companies accounted for 86% of the

liabilities of non-life insurers.

At the end of 2020, the technical reserves set
by non-life insurance companies increased by 5%
reaching BGN 2424 million.

The excess of the assets over the liabilities of
the non-life insurers at the end of 2020 was
estimated at BGN 1272 million compared to an
excess of BGN 1,059 million at the end of 2019

The eligible own funds to cover the solvency
capital requirement of non-life insurers as at
31.12.2020 amounted to BGN 1248 million and
the solvency capital requirement (SCR) amounted
to BGN 782 million. Eligible tier 1 own funds -
unlimited, occupy 96% of the total eligible own
funds. The coverage of the MCR with eligible own
funds at the end of 2020 was estimated at 159%.

The eligible own funds to cover the minimum
capital requirement of non-life insurers as at
31.12.2020 amounted to BGN 1221 million, and
the minimum capital requirement (MCR)
amounted to BGN 292 million. Respectively, the
coverage of the MCR with eligible own funds at
the end of 2020 was estimated at 418%.

Graph 79. Capital requirements of non-life
insurance companies

BGN min. %
1400 450

1200 400

350
1000
300

800 250

600

150
400

100
200

0
2016 2017 2018 2019 2020

mm Eligible own funds to cover SCR
mm Solvency capital requirement (SCR)
mmEligible own funds to cover MCR
ini capital requil (MCR)
—=—Ratio of eligible own funds to SCR (%) (RHS)
Source: FSC. Ratio of eligible own funds to MCR (%) (RHS)

Key:

MiH. 18, — BGN million

Honyctumu coGcTBeHn cpenctBa 3a mokpurie Ha KUIT —
Eligible own funds to cover the SCR

KanwuranoBo u3KcKBaHe 3a MaTexocnocodHoct — Solvency
capital requirement

JomyctuMu coOGcTBeHN cpeacTBa 3a mokpurue Ha MKW —
Eligible own funds to cover the MCR

MunnmManio karmmtanoBo m3uckBane (MKHM) — Minimum
capital requirement (MCR)

Ioxpurue na KUII (%) (nacua ckama) — SCR coverage (%)
(RHS)
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Toxpurre Ha MKU (%) (msacua ckama) — MCR coverage (%)
(RHS)

2.3.2. Life insurance

The gross premium income recorded by life
insurers **at the end of 2020 reported a decrease
of 12% on an annual basis and at the end of 2020
amounted to BGN 399 million.

Graph 80. Gross premium income oi life
insurance
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Regarding the structure of the portfolio of life
insurers by insurance classes at the end of 2020,
the following dynamics is observed: The main
share in it, as in the previous year, is occupied by
"Insurance with profit sharing" (34%, compared to
33% for the previous year), decreases the share of
"Insurance in connection with medical expenses"
(18%, compared to 25% for the previous "Other
life insurance" (22%) remained at the levels of the
previous year, and the share of "Insurance linked
to an index and units in an investment fund"
increased to 17% compared to 11% in the previous
year.

4 It also includes income from non-life insurance in
connection with medical expenses, income protection and
workers' compensation, recorded by life insurers.

Graph 81. Portfolio structure of life insurance
companies in 2020
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Key:

3acTpaxoBKka ¢ y4acThe B medanbara — Profit-sharing
insurance

3actpaxoBka, O00Bbp3aHa C HHIGKC ¥ C JSUIOBE B
uHBecTUIMOHEH Qo — Index-linked and unit-linked insurance

Jpyru 3actpaxoBku ,, )KuBot — Other Life insurances

Ipe3acTpaxoBaHe B )KHBOTO3aCTpaxoBaHeTo — Reinsurance in
life insurance

3acTpaxoBKa BbB BPb3Ka C MEIHLIMHCKU pa3xoau — Insurance
for medical expenses

3acTpaxoBKa BBB BpB3Ka CbC 3alllUTa Ha JOXOIUTE —
Insurance for protection of income

3acTpaxoBKa BEB BpB3Ka C o0e3lIeTeHre Ha pabOTHULIUTE —
Employee compensation insurance

3npaBHo 3acTpaxoBaHe — Health insurance

A decrease on an annual basis in the amount
of subscribed premiums is reported for insurance
in connection with medical expenses, insurance
with profit sharing, other life insurance, insurance
in connection with income protection and health
insurance. On an annual basis, there is an increase
in insurance linked to an index and units in an
investment fund and insurance in connection with
workers' compensation.

The gross claims incurred in 2020 for life
insurance amount to BGN 176 million. On an
annual basis, an increase of claims arising during
the year by 2% is reported.

In the overall structure of the incurred claims,
the largest share was the share of profit-sharing
insurance (61%), followed by other life insurance
(17%) and insurance for medical expenses (16%).
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Graph 82. Structure of claims arising by
classes of insurance for 2020
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Key:

3acTpaxoBka ¢ ydacTue B medambata — Profit-sharing
insurance

3actpaxoBka, O00Bbp3aHa C HWHIAGKC ¥ C JSUIOBE B
unBectunnoHeH Goug — Index-linked and unit-linked uncypanie

Hpyru 3actpaxoBki ,,)KuBot“ — Other Life insurances

ITpe3acTpaxoBaHe B )KUBOTO3acTpaxoBaHeTo — Reinsurance in
life insurance

3acTpaxoBKa BbB BpPb3Ka C MEUIIMHCKH pa3xoau — Insurance
for medical expenses

3acTpaxoBKa BBB BpB3Ka CbC 3allUTa Ha JOXOAUTE —
Insurance for protection of income

3acTpaxoBKa BEB BpB3Ka C o0e3lIeTeHre Ha pabOTHULIUTE —
Employee compensation insurance

3npaBHo 3acTpaxoBane — Health insurance

The expenses incurred by life insurers in
connection with their operation decreased by 3%
annually and at the end of 2020 amounted to a total
of BGN 117 million, representing 33% of the
premiums earned for the period.

The total amount of the assets in the life
insurance sector increased by 9% on an annual
basis and at the end of 2020 amounted to BGN
2017 million.

The value of the investments of the life
insurers (including the value of the contractual
investments linked to an index and with
investment fund shares) was BGN 1903 million at
the end of 2020, representing 94% of the total
assets in the sector. Their value increases by 9%
on an annual basis.

The value of investments, excluding the
assets held for index-linked and unit-linked
contracts, amounted to BGN 1500 million. Of this,
a major part at the end of 2020 was occupied by
the value of the government bonds (62%),
followed by the value of the shareholding in

affiliated enterprises (14%) and of corporate
bonds (10%). The largest increase on an annual
basis was observed in the value of government
bonds (BGN 55 million in absolute value) and
shareholding in affiliated enterprises, including
participation (BGN 30 million in absolute value).
As a result of the continuing environment of low
interest rates, in 2020 there was a decrease (by
BGN 3.3 million on an annual basis) in the value
of deposits other than cash equivalents.

The value of the assets held for index-linked
and unit-linked contracts increased by 26% on an
annual basis reaching BGN 403 million at the end
of 2020, these investments accounting for 21% of
the total amount of investments in the life
insurance sector.

Graph 83. Structure of the investment
portfolio of life insurers
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Key:

AKTHUBH, IBbp)KaHH 3a OOBBP3aHH C MHIEKC M C JJI0BE B
HHBECT. (POHJ] JOTOBOPH —

Jleno3uTH, pa3iuyHU OT NAPUYHH EKHBAJICHTH —

KonexkruBan nnasectunmonnu cxemu — Collective investment
schemes

O6muranun — Bonds

Axiuu — Shares

JI410BO y4acTHe B CBbP3aHU NPEANPHATHS, BKI. y4acTHE —
shareholding in affiliated enterprises, incl. participation

HenB. cobGctBeHoct (pasauyHa OT Ta3sdM 3a COOCTBEHO
nom3BaHe) — Real estate (other than real estate for own use)

OO6ma crolHOCT Ha WHBecTHHUATA (IscHA ckama) — Total
value of the investment (RHS)

The technical reserves allocated by the life
insurers (excluding technical reserves under
index-linked and unit-linked shares) in 2020
increased by 4% and at the end of the year
amounted to BGN 1,018 million.
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Technical reserves under index-linked and
unit-linked contracts set aside at the end of 2020
increased by 27% on an annual basis and
amounted to BGN 383 million at the end of the
year.

The excess of the assets over the liabilities of
the life insurers at the end of 2020 was estimated
at BGN 549 million compared to an excess of
BGN 492 million at the end of 2019

The eligible own funds to cover the solvency
capital requirement of life insurers as at
31.12.2020 amounted to BGN 543 million and the
solvency capital requirement (SCR) amounted to
BGN 222 million. Eligible tier 1 own funds -
unlimited, occupy a share of 95% of the total
eligible own funds. The coverage of the MCR with
eligible own funds at the end of 2020 was
estimated at 245%.

The eligible own funds to cover the minimum
capital requirement of life insurers as at
31.12.2020 amounted to BGN 537 million, and the
minimum capital requirement (MCR) amounted to
BGN 100 million. Respectively, the coverage of
the MCR with eligible own funds at the end of
2020 was estimated at 539%.

Graph 84. Capital requirements for life
insurance companies
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2.3.4. Guarantee and compensation fund

Key:

Mumn. 5B. — BGN million

Jomyctumu coGcTBeHN cpecTBa 3a mokpurie Ha KUIT —
Eligible own funds to cover the SCR

KanwuranoBo u3KcKBaHe 3a MaTexocnocodHoctT — Solvency
capital requirement

HomyctiuMu coOCTBeHH cpeAcTBa 3a mokputiue Ha MKU —
Eligible own funds to cover the MCR

MunanmManHo karmmtanoBo m3uckBane (MKHM) — Minimum
capital requirement (MCR)

Ioxpurune na KUII (%) (nscHa ckama) — SCR coverage (%)
(RHS)

Toxputne Ha MKU (%) (nsacua ckama) — MCR coverage (%)
(RHS)

Compared to 2019, there is a growth in
eligible own funds to cover the solvency capital
requirement, as well as the solvency capital

requirement.

2.3.3. Re-insurance

In the year 2020, seven non-life insurance
companies, one life insurance company and one
re-insurer operated in the field of reinsurance.

The premium income realized by them during
the year amounts to BGN 1843 million compared
to BGN 1904 million a year earlier. The main
share in the activity of active reinsurance during
the reporting year is occupied by the property
insurance against fire and other disasters and the
Civil Liability Insurance in connection with motor
vehicles.

The indemnities paid to assignors amount to
BGN 890 million. In the structure of the
indemnities paid the largest share is occupied by
motor insurances.

The Guarantee Fund (GF / the Fund) is a legal entity with its seat in the city of Sofia, which pays out
compensation to injured persons with regard to mandatory “Motor Third-Party Liability” and “Accident”
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insurances to the passengers in public transport vehicles, reimburses amounts paid by an EU Member State
compensation body, guarantees insurance receivables in cases of insurer insolvency.

GF established and manages the following separate accounts:

o Fund guaranteeing the claims of injured persons from uninsured and unidentified motor
vehicles — Fund for uninsured motor vehicles;

o Fund guaranteeing the claims in case of an insurer's insolvency under Article 519, Items 2
and 3 of IC — Compensation Fund.

In 2020 the revenues of the Fund for uninsured motor vehicles accrued from contributions under
mandatory Third Party Liability of motorists insurance and “Accident” insurances for the passengers in
public transport vehicles amounted to BGN 38.3 million, compared to BGN 37.6 million at the end of the
same period of the previous year.

At the end of 2020, the funds available in the Fund for uninsured motor vehicles, according to Art.
556, para. 1 of the IC, amounted to BGN 85 million. Their amount corresponds to the requirement under
Art. 556, para. 2 of the IC, according to which the minimum amount was set at BGN 10 million.

The revenues of the Compensation Fund for 2020 amounted to BGN 6.7 million and grew by 4% on
an annual basis.

In 2020, no guaranteed insurance receivables from consumers of insurance services were paid from
the funds of the Security Fund. As at 31 December 2020, the funds of the Security Fund amount to BGN 77
million.

2.4. Social insurance market

The net assets of the supplementary pension funds (SPF) increase in 2020, reaching BGN 17294.3
million by the end of the year. The increase in the net assets of the pension funds during the year is a result
of both the receipts from contributions for the insured persons, which at the end of 2020 are 4,819,139
people, and the positive result of the investment of the funds in the individual accounts by the pension
insurance companies. (PICs). The upward trend in net assets is maintained despite the right granted to change
the insurance from the supplementary mandatory pension insurance funds (SPF) to the State Social
Insurance (SSI) and the influence of the crisis caused by the COVID-19 pandemic.

2.4.1.Pension insurance companies N.V,, PIC Allianz Bulgaria AD — ALLIANZ SE,
PIC Doverie AD — Vienna Insurance Group AG

As at 31.12.2020, nine licensed PICs Wiener Versicherung Gruppe and PIC DSK —
operated, with the total number of the pension Rodina AD — OTP BANK NYRT
funds managed by them being 29, including 9

universal (UPFs), 9 occupational ones (OPFs), 9
voluntary ones (VPF) and two voluntary pension
funds with occupational schemes (VPFOS).*
Four of the companies active on the pension
insurance market were part of international
financial groups — NN PIC EAD — NN Group

“There were no insured persons yet in one of the VPFOS.

188



In four of the licensed companies there were
shareholders directly holding more than 90% of
the capital.*®

The balance sheet assets of PICs as at
31.12.2020 are BGN 469.2 million, marking a
decrease of 1.3% compared to 2019. The opposite
dynamics is observed in the total net financial
result of PICs, which for 2020 amounts to BGN
56.0 million and is BGN 1.9 million or 3.5%
higher compared to the total net financial result for
2019.

Graph 85. Balance sheet assets and net
financial result of PICs
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The average value of the capital adequacy
indicator for 2020, of all nine licensed pension
insurance companies, was 473.8% which
significantly exceeded the statutory minimal
amount of 50% below the minimum capital.

In 2020, the largest part of the PICs
maintained a high level of capital adequacy. The
average value of the indicator in 2020 decreased
by 74.8 p.p., mainly as a result of the significant
decrease in the capital adequacy of one company -
by over 60%, as a result of the distribution of
dividends during the year. For seven PICs the
value of the indicator increases, and only for two

4ATBIH GmbH directly held 92.58% of the shares of PIC
Doverie AD, DSK BANK EAD directly held 99.75% of PIC DSK
— Rodina AD, NN Continental Europe Holdings BV,

it decreases. The indicator varied widely between
64.7% and 976.6% for different companies. The
implementation of intensified monitoring of the
capital adequacy of a PIC, due to a lasting
downward trend in the indicator, continued
throughout the year.

The liquid resources of PICs and SPFs as at
31.12.2020 were higher than the statutory minimal
amount, i.e. all companies and the funds they
managed were able to cover their current
liabilities.

The reserves for guaranteeing the minimum
return in UPFs and in OPFs, set aside with funds
of PICs, as at Thursday, December 31, 2020,
amount to BGN 190 million, and their amount
corresponds to the legal provisions. The
investments made with the funds from the
reserves, as well as the valuation of the assets,
subject to these investments, are in accordance
with the regulatory requirements.

Table 66. Capital adequacy and liquidity of
PICs and SPFs

2019 2020

Capital adequacy of PIC (%) 548,6 473,8
Liquidity of PIC (coef.) 10,0 7,0
Liquidity of UPF (coef.) 18,7 22,1
Liquidity of PPF (coef.) 18,8 18,4
Liquidity of VPF (coef.) 88,4 74,0
Liquidity of VPFOS (coef.) 155,2 31,9

Note: The indicators are calculated as an arithmetic mean of the values of
individual PIC/SPF.

Source: FSC.
Key:
Karuranosa anexsatroct Ha [TO/] (%) — Capital adequacy of

PIC (%)

Jluksuroct Ha [1O]] (koed.) — Liquidity of PIC (coef.)

JlukBugroct Ha YII®D (koed.) — Liquidity of UPF (coef.)

JlukBugroct Ha [P (koed.) — Liquidity of OPF (coef.)

JlukBugaoct Ha [AT1® (koed.) — Liquidity of VPF (coef.)

JIuksumuoct Ha JIIPIIC (koed.) — Liquidity of VPFOS
(coef.)

benexxka: [Tokazarenure ca HU3UYUCIIEHU KaTo

CpenHoapuTMETHYHA OT cToiHOCcTTa Ha orAenuure [1O/D/IIO.

— Note: The indicators are calculated as an arithmetic mean of the

values of individual PIC/SPF.

Amsterdam, the Netherlands, directly held 100% of NN PIC
EAD and Medianet Industries SA directly held 90.20% of the
shares of PIC Future AD.
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The degree of coverage of the registered
capital ranges widely between 53.7% and 725.8%.
The average unweighted value of the indicator for
2020 is 333.1%, compared to 392.0% for 2019.
The registered decrease of 55.9 p.p. is a result
mainly of the double decrease in the indicator
value compared to the previous year in one PIC.
For two PICs the value of the indicator decreases,
one of which is due to a significant decrease in
equity and maintaining the amount of registered
capital, and the other due to the faster growth rate
of registered capital compared to the increase of
equity. The registered capital of this company
increases by BGN 500 thousand. For seven
companies the value of the indicator increases, for
six of them this is due to an increase in equity and
maintaining the amount of registered capital, and
in one PIC it is due to a higher rate of growth of
equity compared to the increase in registered
capital. The registered capital of this company
increases by BGN 50 thousand.

In 2020, the reported return on equity was
19.8% on average for the sector, as compared to
2019 there was an increase of 1.2 p.p. The return
on equity indicator in 2020 is increasing for four
of the nine PICs, three of which are due to an
increase in profit, and the fourth to a significant
decrease in equity. For five companies the
indicator decreases, for n three of them this is due
to a decrease in operating profit and an increase in
equity, for one it is due to a faster growth rate of
equity compared to profit growth, and for the other
it is due to more the fastest growth rate of the loss
compared to the growth of equity. The range of
return on equity for individual PICs is broad, its
lowest value is (-8.2%) and the highest is 56.1%.

Table 67. Analysis of PICs equity

2019 2020
Level of coverage of registered capital 389,0 333,1
Profitability of equity 18,6 19,8
Note: Data arein %, unless stated otherwise. The indicators are
calculated as an arithmetic mean of the values of individual PIC.

Source: FSC.
Key:
CrerieH Ha MOKPHUTHE Ha perucTpupanus kanurtai — Level of

coverage of registered capital
Penrabumnoct Ha coGcTBeHMs karmmTan — Profitability of

equity
Benexka: Jlanuute ca B %, OCBEH ako He € IOCOYEHO JIPYTO.
— Note: Data are in %, unless stated otherwise.

The degree of coverage of the assets of the
managed SPFs is in the range between 1.9% and
4.7%. The average unweighted value of the
indicator for 2020 is 2.9%, compared to 3.1% for
2019. The value of the indicator for individual
companies remains almost unchanged, except for
one, where the value of the indicator decreases
almost twice.

Due to the reported positive current financial
result from the activity in 2020, all companies
have a positive return on assets, except for one
PIC. The average unweighted value of the
indicator at the end of 2020 is 10.2% compared to
9.9% for 2019, i.e. a decrease by 0.3 p.p. For five
companies the return on assets indicator
decreased, and for three PICs this was due to a
decrease in profit and an increase in PIC assets, for
one as a result of an increase in PIC assets at a
faster rate than the increase in operating profit, and
for the last one, the loss increases at a faster rate
than the growth of assets. The return on assets
increased for four companies, for two of which
were due to an increase in profit at a faster rate
than the growth of assets, and for the other two the
assets decreased compared to an increase in loss.
The range of return on assets for individual PICs
is broad, its lowest value is (-4.4%) and the highest
is 27.8%.
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Table 68. Analysis of PIC assets

2019 2020

Level of coverage of SPFs' assets 3,1 2,9
Profitability of PIC assets 9,9 10,2
Growth of PIC assets 14,7 4,0

Note: Data arein %, unless stated otherwise. The indicators are
calculated as an arithmetic mean of the values of individual PIC/SPF.

Source: FSC.
Key:
Crenen Ha nokputre Ha aktuBure Ha OJIIO — Level of
coverage of SPF assets
Penrabunnoct Ha aktuBute Ha [1OJ] — Profitability of PIC
assets

Pwer Ha aktuBute Ha [10]] — Growth of PIC assets

Benexxa: Jlanuute ca B %, OCBEH ako He € IIOCOYEHO JIPYTO.
— Note: Data are in %, unless stated otherwise.

For the year, all companies have a positive
value of the asset growth indicator, except one.
The average unweighted value of the indicator
decreases from 14.7% for 2019 to 4.0% for 2020,
i.e. during the year there is a much slower growth
rate of PIC assets compared to 2019. The value of
the indicator decreased for seven PICs, and
increased only for two. For individual companies,
the asset growth indicator is in the range between
(-33.0%) and 11.3%.

Table 69. Analysis of PIC income and
expenses

2019 2020

Efficiency of PIC activities 134,1 133,8
Note: Data arein %, unless stated otherwise. The indicators are
calculated as an arithmetic mean of the values of individual PIC.

Source: FSC.
Key:
EdextuBHoct Ha peitHoctra Ha I1OJ] — Efficiency of PIC

activities
benexka: [lanauTe ca B %, OCBEH aKO HE € MOCOYEHO JAPYTO.

— Note: Data are in %, unless stated otherwise.

The average unweighted value of the PIC
performance indicator in 2020 is 133.8%, and
compared to 2019 there is a decrease of 0.3 p.p. In
the case of six PICs, the value of the indicator
decreases, and in all of them this is due to an
increase in expenditures at a faster rate than the
increase in revenues. For the other three
companies the value of the indicator increased, for
two of them this is due to an increase in revenues
and a decrease in expenses, and for the third PIC
the revenues increase at a faster rate than the

expense increase. The value of the indicator varies
between 93.2% and 199.9%.

Compared to 2019, the revenues of PICs from
fees and deductions per participant in pension
funds are increasing. The average unweighted
value of the indicator for 2020 amounts to BGN
34.53 compared to BGN 33.33 for the previous
year, i.e. an increase by BGN 1.20 The value of
the indicator for seven PICs is increasing, for five
of them this is due to the faster growth rate of
revenues from fees and deductions compared to a
decrease of participants, and in the other two-
revenues from fees and deductions increase at a
faster rate than the increase in participants. In the
case of two PICs the value of the indicator
decreases, one of which is due to a decrease in the
revenues from fees and deductions and an increase
in the participants, and in the other due to a faster
growth rate of the participants compared to the
increase of the revenues from fees and deductions.
The value of the indicator for individual PICs is
between BGN 23.84 and BGN 45.32.

The costs for PIC’s operations per participant
in the managed pension funds increased by BGN
3.164 in the reporting 2020, and at the end of the
year they amounted to BGN 34.60 compared to
BGN 30.69 in 2019. For seven PICs, the value of
the indicator increased, and for four companies
this was due to increase of costs and a decrease on
the number of participants, and for three
companies the increase of costs is at a faster rate
than the increase in participants. The value of the
indicator decreased for two companies, for one of
them resulting from cost reductions and growth in
the number of participants, and in the other PIC it
was due to a faster rate of decrease in costs
compared to the reduction in the number of the
participants. The value of the indicator for
individual companies was between BGN 19.47
and BGN 66.17.
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Table 70. Fees, deductions and operating
expenses per participant in SPFs

2019 2020
Fees and deductions per participantin SPFs 33,3 34,5
Operating expenses per participantin SPFs 31,0 34,6
Note: Data arein BGN, unless stated otherwise. The indicators are
calculated as an arithmetic mean of the values of individual SPF.

Source: FSC.
Key:
Takcu n yapexkn Ha enuH ydacTHUK BB DJII1O — Fees and

deductions per participant in SPFs
Pasxoau 3a neifHoctTa Ha eamH ywacTHUK BB PJIIO —

Operating expenses per participant in SPFs

benexka: JlaHHUTE ca B JIB., OCBEH aKO HE € IOCOUYEHO APYTO.
— Note: Data are in BGN, unless stated otherwise.

The revenues from fees and deductions per
BGN 100 of assets of the funds as at the end of
2020 were between BGN 0.97 and BGN 1.28,
with the average unweighted value of the indicator
amounting to BGN 1.09 compared to BGN 1.15 in
2019, or a reduction of BGN 0.06. The value of
the indicator for all PICs decreases, as in eight of
the companies this is due to the faster growth rate
of the balance sheet assets of the funds compared
to the increase in revenues from fees and
deductions, and in one PIC is due to an increase in
assets and reduction of revenues from fees and
deductions.

The operating costs per BGN 100 of assets of
SPFs for 2020 varied
between BGN 0.52 and BGN 1.74. The average
unweighted value of the indicator reported an
increase by BGN 0.042, amounting to BGN 1.09
at the end of 2020 compared to BGN 1.07 at the
end of 2019. The value of the indicator for seven
companies decreased, which for five of them was
due to the increase in the assets of SPFs at a faster
rate than the increase of expenses, and for the
other two it was the growth of SPFs assets and a
decrease in costs. For two PICs, the indicator
increases as the growth rate of expenses outpaced
the growth of the balance sheet assets of the
managed SPFs.

Table 71. Fees, deductions and operating costs
er BGN 100 of SPFs assets

2019 2020
Fees and deductions per BGN 100 of SPFs assets 1,1 1,1
Operating expenses per BGN 100 of SPFs assets 1,1 1,1
Note: Data are in BGN, unless stated otherwise. The indicators are
calculated as an arithmetic mean of the values of individual SPF.

Source: FSC.
Key:
Takcu u yapexku Ha 100 nB. aktuBu Ha OJII1O — Fees and

deductions per BGN 100 of SPFs assets
Pasxomu 3a naeitHoctra Ha 100 nB. aktuBu Ha DIAIIO —

Operating expenses per BGN 100 of SPFs assets

benexka: JlaHHUTE ca B JIB., OCBEH aKO HE € IOCOUYEHO APYTO.
— Note: Data are in BGN, unless stated otherwise.

In the supervision of PICs’ operations with
regard to the management of pension funds in
2020, no deviations from the statutory
requirements were identified in terms of the
amount of the mandatory fees and deductions paid
to PICs.

In 2020, almost all PICs maintain the
maximum allowable amounts of fees and
deductions collected by a SMPF, according to the
SIC. 3.75% deduction from each social security
contribution and investment fee in the amount of
0.75% per annum, calculated on the value of the
fund's net assets depending on the period during
which they were managed.

One PIC has adopted a differentiated
approach regarding the deductions from each
insurance contribution for the SMPF managed by
it, depending on the period of insurance of the
person, namely reduction of their amount after a
certain period of time. During the year, one PIC
also adopted a differentiated approach depending
on the period of insurance of the person and
reduced the deduction from each insurance
contribution to the universal pension fund
managed by it. Another PIC reduced the deduction
from each social security contribution for the
universal pension fund managed by it without
additional conditions.

Fees and deductions for management of the
supplementary voluntary pension funds (SVPF),
collected by the PIC, are in amounts lower than
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the statutory ones. The average amount of
deduction from each social security contribution
in VPF in 2020 and in 2019 is 2.8%, and in
VPFOS it is 3.9% in 2020 compared to 4.0 in
2019. The statutory maximum amount of
deduction from each social security contribution
in SVPF is 7.0%.

Table 72. Investment fee and social insurance
contributions’ fee to SVPFs

2019 2020

Deducted investment fee of VPF 8,8 8,7
Deducted investment fee of VPFOS 10,0 10,0
Average amount of social insurance contributions' fee in VPF 2,8 2,8
Average amount of social insurance contributions' fee in VPFOS 4,0 3,9
Note: Data arein %, unless stated otherwise. The indicators are calculated as an
arithmetic mean of the values of individual VPF and VPFOS.
Source: FSC.

Key:

OTtuncnena wuHBecTUIMOHHAa Takca Ha JII® — Average

amount of social insurance contributions' fee in VPF

Otuncnena unBecTunuoHHa Takca Ha JIIDIIC — Average
amount of social insurance contributions' fee in VPFOS

CpeneH pa3Mep Ha Takca OT ocur. BHOCKH Ha JI[1® — Average
size of a fee from social security contributions of the VPF

Cpenen pa3mep Ha Takca oT ocur. BHocku Ha HIIPIIC —
Average size of a fee from social security contributions of the
VPFOS

Bbenexka: Jlannute ca B %, OCBEH ako He € II0COYEHO JIPYTO.
IMokazarenure ca W3YMCIEHA KATO CPEJHOAPUTMETHYHA OT
croitnoctta Ha otnenaute JJ® u JAIDIIC. — Note: Data are in %,
unless stated otherwise. Indicators are calculated as the average
value of the infividual CFs and VPFOS.

The investment fee in VPF in 2020 amounts
to 8.7% compared to 8.8% in 2019 with a statutory
fee of up to 10%. As at 31.12.2020, only one VPF
reported negative investment revenue, as a result
of which no investment fee was deducted for the
management company, and from all other VPF an
investment fee was deducted for the managing
PICs, due to reported positive investment income.
. As at 31.12.2019, a positive investment income
was reported from all VPFs and an investment fee
was deducted. As of 31.12.2019, the VPFOS also
reported a positive income from investments, and
investment fee in the amount of 10.0% was
deducted for the management company, as well as

at 31.12.2019.

2.4.2.Supplementary pension funds

During the reporting year, the amount of
balance sheet assets of all SPFs grew at a
significantly slower pace than in the previous
2019, which was inevitably affected by the
COVID-19 pandemic. In 2020, the balance sheet
assets of SPFs increased by a total of 10.6% on an
annual basis, while in 2019 the balance sheet
assets of SPFs increased by 16.9%.

The rate of change in assets is different by
type of fund, with the largest increase of 11.7%
observed in UPF, followed by the only operating
VPFOS, with an increase of 10.6%. An increase in
assets was also reported in OPF and VPF by 6.7%
and 3.1%, respectively.

Table 73. Increase of SPFs’ assets

2019 2020
UPF 17,9 11,7
PPF 11,7 6,7
VPF 10,9 3,1
VPFOS 14,3 10,6

Note: Data arein %, unless stated otherwise. Indicators are calculated as a
ratio between the change for the year and their condition in the beginning of
the year.

Source: FSC.

Key:

VII® - UPF

[I1® — OPF

JUI® — VPF

JTIOIIC — VPFOS

Benexxa: Jlanuute ca B %, OCBEH ako He € IIOCOYEHO JIPYTO.
Tlokazarenure ca M34YMCIEHHU KaTO OTHOIIICHUE HAa H3MEHEHUETO 3a
TOAMHATAa KbM CHCTOSIHUETO MM B HAyaJoTO Ha roguHara — Note:
Data are in %, unless stated otherwise. Indicators are calculated as
a ratio between the change for the year and their condition in the
beginning of the year.

The market shares of the individual
companies based on the amount of the managed
balance sheet assets of the pension funds did not
change significantly during the past year. The
pension insurance company with the largest
market share occupies 24.5% of the managed
balance sheet assets, and the one with the smallest
market share occupies 1.1%.

The structure of balance sheet assets by type
of fund is strongly dominated by UPF. As at the
end of 2020, the relative share of this type of funds
is 85.4%. As a result of the higher growth rates of
the balance sheet assets of UPF, their relative
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share in the total balance sheet assets of SPFs
expands by 0.8 p.p. compared to 2019 at the
expense of the shares of VPF and OPF. As of the
end of 2020, the balance sheet assets of OPF, VPF
and VPFOS occupy shares of 7.4%, 7.1% and
0.1%, respectively.

The observed trends in balance sheet assets
are also reported for net assets. In 2020, the net
assets of SPFs increased by 10.7 % on an annual
basis, which was less than their growth in 2019
(16.9%).

As at the end of 2020, the net assets of SPFs
amount to BGN 17,294.3 million. They show the
total value of liabilities to insured persons and are
a key indicator of the state of the supplementary
pension insurance system. The net assets
accumulated at the end of 2020 amount to 14.6%
of the volume of GDP*’ of the country.

Graph 86. Net assets of the SPFs
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The rate of increase of net assets differs by

types of funds, the most significant being in UPF
(11.7%), followed by VPFOS (10.5%), OPF
(6.7%) and VPF (3.0%). The structure of net
assets by types of pension funds at the end of 2020
does not differ significantly from that of balance

sheet assets.

47 GDP for 2020 was BGN 118605 million according to
preliminary NSI data.

The average unweighted amount of managed
assets per participant in 2020 in UPFs is BGN
3,426.98 compared to BGN 3,123.00 in 2019; in
OPF is BGN 3,716.01 for 2020 compared to BGN
3,536.63 in 2019; in VPF it is BGN 1 804.30 for
2020 compared to BGN 1 774.91 in 2019 and in
VPFOS it is BGN 1 809.45 for 2020 compared to
BGN 1 916.22 in the previous year. For all types
of funds there was an increase in the managed
assets per participant, except for VPFOS.

In terms of companies, there were different
deviations from the average levels — in UPFs the
managed assets per participant were between
BGN 1,885.60 and 4,614.79, in OPFs — between
2,033.05 and BGN 4.697,97 and in VPFs —
between BGN 685.63 and BGN 4,095.71. The
average values of the indicator for individual PICs
were between BGN 1,534,76 and BGN 4,209.82.

Table 74. Assets managed per participant in a
SPF

2016 2017 2018 2019 2020
UPF 2239,3 2581,8 27147  3123,0  3427,0
PPF 2918,2 3192,7 32257 35366  3716,0
VPF 1480,9 1696,3 1697,2 17749 18043
VPFOS 1631,9 1817,3 1743,1 19162  1809,4

Note: Data are in BGN, unless stated otherwise. The indicators are
calculated as an arithmetic mean of the values of individual SPF.

Source: FSC.
Key:
VI1® - UPF
[I1d — OPF
AId — VPF
JIPIIC — VPFOS
benexxka: JlaHHUTE ca B JIB., OCBEH aKO HE € IOCOUYEHO APYTO.
— Note: Data are in BGN, unless stated otherwise.

Gross revenues from social security
contributions in SPFs in 2020 increased by 3.2%
compared to revenues in 2019. The increase in
revenues is due to a significant increase in
revenues from social security contributions for
UPF - by BGN 72.3 million or by 5.0% .
Practically, the revenues from social security
contributions with OPF remain unchanged. Gross
revenues from social security contributions in
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VPF in 2020 registered a decrease of BGN 18.7
million or by 14.0% compared to 2019. Revenues
from social security contributions at VPFOSs
mark significant growth of 23.5. Despite the
different dynamics of the types of pension funds,
the total revenues from social security
contributions in 2020 report the highest value for

the last five years.

Table 75: Gross proceeds from social
insurance contributions

2016 2017 2018 2019 2020
UPF 1083,9 1161,4 1285,0 1451,5 1523,8
PPF 100,4 102,6 110,2 120,5 120,8
VPF 99,2 139,0 144,7 133,7 115,0
VPFOS 1,5 1,6 1,6 1,7 2,1
Total 1285,0 1404,6 1541,5 1707,4 1761,7
Note: Data are in BGN million, unless stated otherwise.
Source: FSC.

Key:

VII® - UPF

[IT1® — OPF

JI® — VPF

JTIOIIC — VPFOS

O6mio — Total

Benexka: JlaHHUTE ca B MIIH. JIB., OCBEH aKO HE € ITOCOYEHO
npyro. — Note: Data are in BGN million, unless stated otherwise.

The amounts accrued and paid in 2020
increased compared to the previous year by 20.9%
in total for all SPFs. The main contribution to the
dynamics of the accrued and paid amounts have
the amounts paid by VPFs, whose share in the total
value is 72.8% on average for the last five years.
In the supplementary mandatory pension
insurance market, which is in the accumulation
phase, the ratio “Paid amounts / received funds”
amounts to 0.02 on average for the period 2016 -
2020, while in VPFs this ratio is 0.60.

Table 76: Accrued and paid amounts

2016 2017 2018 2019 2020
UPF 13,8 17,4 20,4 24,1 30,6
PPF 5,9 6,4 6,3 6,7 8,0
VPF 66,8 57,7 66,8 85,7 102,4
VPFOS 0,2 0,3 0,4 0,8 0,8
Total 86,7 81,8 93,9 117,3 141,8
Note: Data are in BGN million, unless stated otherwise.
Source: FSC.

Key:

VII® - UPF
III1® — OPF
JII® — VPF

JTIOIIC — VPFOS

O6mo — Total

Benexka: JlaHHUTE ca B MIIH. JIB., OCBEH aKO HE € ITOCOYEHO
npyro. — Note: Data are in BGN million, unless stated otherwise.

The average value of the return ratio on
managed assets in 2020 for UPFs, OPFs and VPFs
i1s 0.02, and for the only operating VPFOS, the
indicator is 0.03. In 2019, the average value of the
indicator for OPFs and UPFs is 0.06, for VPF it is
0.05, and for the only operating VPFOS, the
indicator is -0.0.09. Compared to the previous
year, the indicator decreased for all types of funds,
which is due to the declines in financial markets in
2020 caused by the COVID-19 pandemic. The
average values of the indicator for individual PICs
were between -0,03 and 0.04.

Table 77: Return on managed assets

2016

2017

2018

2019

2020

UPF 0,05 0,06 -0,02 0,06 0,02
PPF 0,05 0,07 -0,03 0,06 0,02
VPF 0,05 0,07 -0,03 0,05 0,02
VPFOS 0,06 0,10 -0,06 0,09 0,03

Note: Data arein coefficients. The indicators are calculated as an
arithmetic mean of the values of individual SPF.

Source: FSC.

Key:

VII® — UPF

[IT® — OPF

JUId — VPF

JUIDIIC — VPFOS

O6m10 — Total

In 2020, the participants in SPFs increase, but

compared to 2019 the growth is slower. In 2020,
the increase is a total of 1.2%, and in 2019 it is
2.0%. The growth of the participants in 2020 by
funds is as follows: for universal funds - growth of
1.2% (with growth of 2.0% in 2019), for
occupational funds the growth is 1.4% in 2020
(compared to 2.2% in 2019), for voluntary funds
the growth is 1.4% compared to 1.9 % in 2019,
and the only operating VPFOS reports an increase
in participants of 17.2% in 2020 compared to 4.0%
in 2019. The PIC with the largest market share in
terms of the number of participants in its managed
SPF retains its position with 24.5%, and the
company with the smallest market share occupies
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1.0% of the market. The gradual decrease trend of
the market share of the largest companies is
preserved.

Table 78: Increase in the number of
articipants

2019 2020
UPF 2,0 1,2
PPF 2,2 1,4
VPF 19 0,8
VPFOS 4,0 17,2

Note: Data arein %, unless stated otherwise. Indicators are calculated as a
ratio between the change for the year and their condition in the beginning of
the year.

Source: FSC.

Key:

VII® - UPF

[I1® — OPF

JUID — VPF

JUIPIIC — VPFOS

O61ro — Total

Benexka: /lananTe ca B %., OCBEH aKo HE € TIOCOYEHO APYTO.
— Note: Data are in %, unless stated otherwise.

Regarding the structure of distribution of
insured persons between SPFs, no significant
changes are observed compared to the previous
year. At the end of 2020, the largest share of
insured persons was concentrated in the universal
pension funds (79.9%). The persons insured in the
voluntary and occupational pension funds occupy
respectively a share of 13.4% and 6.5% in the
structure of distribution of the insured persons.
The share of the insured in VPFOS remains the

smallest (only 0.2%).

Graph 87. Number of insured persons
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In 2020, still the majority of people who start
their first job and should be insured in SMPF, do
not exercise their right to choose a pension fund.
The submitted individual applications for
participation in UPF and OPF during the year are
4,104 and 830, respectively. The predominant part
of the persons, who are subject to insurance in
SMPF and have not made their choice, are
distributed ex officio among the funds. In 2020,
these are 66,490 persons, or 94.2% of the total
number of persons admitted to UPF, and
respectively 9,721 persons, or 92.1% of the total
number of persons admitted to OPF.

During the year, a total of 232,148 people
exercised their right to change their participation
from one to another respective SMPF. Compared
to the previous 2019, their number increased by
6.7%.

Funds transferred from the individual
accounts of persons who changed their
participation in supplementary pension funds in
2020 increased by a total of 12.6% compared to
2019 and amounted to BGN 813.2 million.

The dynamics of resources transferred
depends both on the number of persons that took
action to change their participation in SPFs during
the year, and on the number of resources in their
individual accounts.

The increase is mainly due to the funds
transferred to UPF, the amount of which is BGN
87.5 million or 13.4% higher than the previous
year. The OPFs also reported an increase in the
transferred funds by BGN 5.1 million, or 7.8%.
For VPFs, compared to 2019, there is a decrease
in the transferred funds by BGN 1.7 million,
which in relative terms represents a decrease of
32.7% given the lower number of transfers in this
type of funds.
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Table 79: Amounts transferred from
individual accounts

2016 2017 2018 2019 2020
UPF 405,7 456,6 478,1 651,7 739,2
PPF 47,9 49,8 54,6 65,4 70,5
VPF 5,0 3,7 4,2 52 3,5
Total 458,6 510,1 536,9 722,3 813,2
Note: Data are in BGN million, unless stated otherwise.
Source: FSC.

Key:

VII® - UPF

[I1® — OPF

JUI® — VPF

O61ro — Total

benexka: JlaHHUTE ca B MIIH. JIB., OCBEH aKO HE € TIOCOUEHO
npyro. — Note: Data are in BGN million, unless stated otherwise.

The absolute value of invested resources of
SPFs at the end of 2020 was BGN 16.0 billion,
representing 91.8% of their balance sheet assets.
The SPF's investments in 2020 continued to grow,
and the reported growth during the year is 10.4%.
In the total volume of invested funds of SPF in
2020, as well as in 2019, the highest share is
occupied by UPF (85.3%), followed by OPF
(7.4%), VPF (7.2%) and VPFOS (0.1%). .

Between 2016 and 2020, the SPFs’
investment portfolios were developing, following
the dynamics of asset accumulation in the sector,
the accumulated investment experience and the
capital market trends. In 2020, the crisis caused by
the COVID-19 pandemic also left its mark on the
investment activity of SPFs, the structure of
investment  portfolios and the achieved
profitability.

For a five-year period there is a steady trend
of increasing the relative share of funds invested
in government securities in the portfolios of SPFs,
which reached its highest value at the end of 2019
( 61.2% of investments). At the end of 2020, the
share of government securities decreased to 56.7%
of investments, but compared to the beginning of
the five-year period there was an increase in the
relative share by 6.3 p.p.

At the end of 2020, the relative shares of all
other categories of investment instruments in the
portfolios of SPFs are lower than at the beginning

of the period under review. The most significant is
the decrease in the relative share of funds invested
in bonds (corporate and municipal). From 12.9%
in 2016 and a gradual increase to 14.0.% in 2017,
at the end of the five-year period this share was
9.5% of the invested funds. The reported decrease
for the period 2016 - 2020 is 3.4 p.p.

The decrease in the relative share of bank
deposits in the aggregate investment portfolio of
SPFs is noticeable, although smaller. The funds
invested in bank deposits, which at the end of 2016
accounted for 3.0% of the investment portfolio,
shrank to 0.8% by the end of 2020.

For the period 2016 - 2020 there is a
minimum decrease of 0.2 p.p. of the relative share
of investments in shares, rights and units. The
observed trend in this indicator over the five-year
period is mixed. From 31.4% in 2016 and a
gradual increase to 34.1% in 2018, the share of
shares, rights and units at the end of 2019
decreased to 24.9% of the invested funds of SPFs.
Towards the end of 2020, there is again an
increased interest in investments with variable
income, which reach 31.2% in the aggregate
portfolio of SPFs.

Graph 88. Structure of the aggregate
investment portfolio
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The relative share of the SPF's investments in
financial instruments issued by issuers outside the
Republic of Bulgaria at the end of 2020 reached
65.0% of their balance sheet assets. Compared to
the end of the previous year, there was an increase
in the relative share of these investments by 3.3
p-p.

As of the end of 2020, the structure of
investments in financial instruments issued by
issuers outside the country is dominated by
government securities with a share of 63.1%.
Variable income securities form 29.1% of
investments in financial instruments issued by
issuers outside the country, and the remaining
7.8% are invested in corporate debt securities.

Graph 89. Investments abroad as a percentage
of SPFs’ balance sheet assets
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The main objective of pension fund asset

management was to increase the long-term value
of their assets by achieving return on their
investment. The rate of return of the SPFs’ asset
management was influenced by the capital market
trends in which the assets were invested, which
was why temporary declines in the indicator
values were possible. Following the negative yield
in 2018, SPF reported a positive weighted average
yield in 2019 and 2020.

Table 80. Weighted average rate of return

2016 2017 2018 2019 2020
UPF 4,1 6,3 4,2 6,5 1,5
PPF 4,5 6,5 3,6 5,8 1,7
VPF 52 7,5 4,6 6,5 2,2
VPFOS 4,8 93 5,9 8,8 2,9

Note: Data arein %, unless stated otherwise. *Wighted by the value of the
net assets of individual funds.

Source: FSC.

Key:

VII® — UPF

II1® — OPF

JI1d — VPF

JTIOIIC — VPFOS

O6mo — Total
Bbenexxka: Jlanuurte ca B %, OCBEH ako HE € MOCOUEHO APYyro. —
Note: Data are in %, unless stated otherwise
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I11.

Organisational structure of FSC
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