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ANNUAL REPORT

on the principal activities of
Fund for Local Authorities and Governments in Bulgaria - FLAG JSC in 2014 r.

This Report has been drawn up in qompliance with the requirements laid down in Article 23 of the Regulation
Iaying down the rules for excercising the rights of the government in state-owned commercial undertakings and the
Commercial Act.

l. Business program

1 |. Equity and loan re$ourecs

share capital of the company is BGN 90,000 thousand and it is fully paid on four instalments
during 2008, 2009 and 2014. During 2014 the Government increase share capital of FLAG with BGN 30
million.

The contracted long-term credit resource amounts to EUR 70,000 thousand as negotiated in two
Loan contracts dated 22December 2008 and 3l october 2013 with the European Bank for Reconstruction
and Development' The total amount of principal payable to EBRD as of 31,12.2014 amounts to EUR 5g,3million' During 2014 FLAG increase its utilisable loan resources with additional BGN 40 million, which the
Company receive under the form of revolving credit facility, included as an additional function during public
procurementtenderforchoiceofManagingbank.As of3l,l2.20l4theloanisnotutilized.

1,2. Manage ment

The affairs of the Fund are managed by a Board of Directors (BoD), which is composed of seven
members and is responsible for all ongoing activities of the Fund. rn2}l4thirteen board meetings were held.

During the reporting period the following changes in the composition of the BoD were made pursuam ro a
decision ofthe sole shareholder:

) on 15 April 2014 wirh Protocol NgT3-21/31.03.2014 the Minister of Regional Development, in his
capacity of representative of Government as a sole shareholder, approved changes to the composition of the
BoD' The Minister of Regional Development released Daniel nryan nerg as a member of BoD ancl elects on
his place Iliyana Dimitrova Tsanova as s member of BoD.

) on 19 september 2014 with Protocol Ng T3-60/01 .0g.2014 the Minister of Regional Development, in
his capacity of representative of Government as a sole shareholder, conducted changes in BoD. .rhe 

Mrnister
of Regional Development released Iliyana Dimitrova Tsanova and Yoanna vladimirova Hristova as members
of BoD and elects on their places susan Mary Goranson and Yana Nikolova Georgieva as members of BoD.) on 26 Septembet 2014 with Protocol i\b T3-70l12 .0g.2014 the Minister of Regional Development, in
his capacity of representative of Government as a sole shareholder, conducted changes in BoD. The Minister
of Regional Development released Snezhina Slavcheva Petrova as a member of BoD and elects on her place
Radoslav Rusev Rusev as member of BoD.

> with Protocol Ne T3-104/16.12.2014 the Minister of Regional Development, in his capacity of
representative of Government as a sole shareholder, conducted changes in BoD. The Minister of Regional
Development released Radoslav Rusev Rusev as member of BoD and elects on his place Denitzaplamenova
Nikolova as a member of BoD' As of 31 December 2014 the change is not reflected in the commercial
reglster.
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Directors' Report

As of 31 December 2014 Board of Directors has the following members: Dobromir Simidchiev -Chairperson, Radoslav Rusev - Deputy chairperson, Yana Georgieva - member, Emil savov - member,
Yulia Tsolova - member, Susan Mary Goranson - member and Nadya yordanova Dankinova - member
and executive director.

According to the Bulgarian legislation, the Management is required to prepare anmral financial
statements that provide a true and fair vietv on the financial positions of the Company as at the year end, its
financial results and cash flows.

Management confilms that adequate accounting policies have been consistently applied in preparing
the annual individual financial statements as of 31 December 2014, and, reasonable and prudent judgments,
assumptions and estimates have been made.

Management also acknowledges that it has applied the existing accounting standards and the
individual financial statements have been prepared under the going concern principle.

Management is responsible for the proper keeping of accounting records, for the approplate asset
management and for the undertaking of all necessary measures for avoidance and detection of fraud and other
irregularities.

1.3. i-[unran Fdesources

The Fund's staff has the appropriate qualifications for performing the lending activities in 2014. The
structure and number of staff are presented in the table below.

Ihe legal services, as well as the maintenance of the computer n.,tworlg are outsourced.

l 4. Extcrnal auditor for 2014

on BoD meeting dated26 August 2014 BoD approved the results from public tender for external
auditor for 2014 and 2075 and approved ,,Baker Tilly l(litou and Paftners" OOD. Subsequently this choice
has been confirmed with Protocol T3-67 104,0g.2014 flom the Minister of Regional Development, in his
capacity of representative of Government as a sole shareholder

Position
Approved number
of personnel for
20r4

Number of personnel
as of 31.12.2014

Directors of Departments "Projects and
monitoring", "Finance and Risk management,,
and "Lending"

3 J

Senior experts in Departments ,,projects and-
monitoring", "Finance and Risk management',
and "Lending"

a
J I

Expefis in Departments "Projects and
monitoring", "Finance and Risk management"
and "Lendins"

8 8

Director of Department ,,Generai
administration" I

Exp erts lin Dep artment,, General adrnini stration,,
including office manager in this number

I I

Chief accountant I I

Internal auditor I I
Total 18 l5
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1.5. Loan agreements with EBRD

rn 2014 the credit resource under the l,oan Agreement No 3i 5251 22 December 200g with the European
Bank for Reconstruction and Development arnounting to EUR 35 rnillion is fully utilised. During 2014, FLAG
contlnue to repay the loan and two instalments u,efe paid on 03.02.2014 and on 03.0g.2014 amounting to BGN
5,704 thousand.

on 30 october 2Ql3 a new Loan Agreement for the amount of EUR 35,000 thousand was signed with the
EBRDAs of the end of 2014 the loans is fully utilised, and two repayment lnstalments were paid on03.02.2014and
on 03.08.2014 amounting to BGN 5,711 thousand.

1.6, Managing banh

on a meeting dated 26 May 2014 Board of Directors of FLAG took decision to conduct public procurement
procedure for choice of credit institution, whicli to execute functions and activities of Managing bank of FLAGEAD' The decision was taken due to expily of contract with Managing Bank ,,Unicredit Bulbank,, AD on
22.12.20t4.

In the pu was added new function of Managing bank - provision of revolving
credit facility in thousand, which to secure additional resources for financing municipal
projects' After s h Decision of BoD from 30 September 2014 and approval from sole
shareholder Uncicredit Bulbank AD was chosen as Managing bank and the contract with the bank was signed on 6
November 2014.

1,7. Results from lending activities during 2014.

ln 2014, 150 loan applications were received from 80 municipalities and one municipal owned company
with total requested amount of BGN 294,010 thousand. During 2014 FLAG approved 142 loarc with total value of
BGN 225,557 thousand, supporting projects with value BGN 1,42g,g64 thousand.

During 2014 loan requests frorn Simitly municipality and Strumiyani municipaiity were deniecl. Varna
municipality and municipal company "Troleybusen Transport" EooD withdraw their loan requests, For 20 14 the
average percentage of loan share in total budget of credited project is l 5,g oh for 2014.

The ,,Typical" loan granted to municipalities for bridge financing is with average amount of BGN 1.g million
and with average maturity 12 months. Average amount of loan repaid with Municipalities own funds is BGN 1,2
million, with average maturity of 73 months.

The table below presents infonnatio' for loans granted in 2013 and 2014
repayment of principals of loans.

by type of loans and source of

Type of loans Number of loans
in 2013

Value of granted
loans in 2013

(in thousand BGN)

Number of loans
in 2014

Value of granted
loans in 2014

(in thousand BGN)
Long-term 95 ll7,l70 81 158,399
Incl. Bridge financine 49 85,613 30 98,05 g

Incl. own contribution 46 J l,)) / 5t 60,341
Shorl-term 153 I 17,986 61 67,158
Incl. Bridge /inancinp 143 I 1 6,854 61 67,1 58

Incl. own contribution
10 1,032 0

Total: 248 235,056 142 ))< <<1
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The fbilowing two tables present the structure of the lending operations for 2014 by project type, operatio'al
programtne and source of repayment of the principal.

Ln2014' the funds utilised under the concluded loan agreements amounted to BGN 15g,3g9 thousand, while the
repayments amounted to BGN 128,j36 thousand.

During 2014 the company reviewed requests for annexes to granted ioans with the purpose of extension of
maturity of contracts, for early repayrnent, for changes in bank accounts and other reasons. rn 2014 the company
signed 216 annexes, fi'om which seven ale with change of source for repayment of principal with value of
restructured principals amounted to BGN 4,040 thousand. one request for restructuring fron sliven municipality
was approved, but the annex was not signed due to early repayment of principal fi.om client. As of 3 1.12.2014 the
Company has 6 restructured granted loans with change of sources of repayment of principal of BGN 3,400
thousand.

rn2014148 loans with value of BGN 1r3,999 thousand are fully repaid.

As of 31'12.2014 there are 250 active loans with principal amounted to BGN 162,69: thousand.

As at the end of2014 there are no loans, overdue more than 30 days.

1.8. Changes in Lending and pricing policy of FLAG
1 By decision 16 1 and decision 16'2 set out in Protoc ol 101125.02.2014 BoD approves the fbllowing changes

in pricing policy of fund: maintain all the components and methodology for composition of basic interest
rate of FLAG and changethe additional rnargin of FI-AG froml.TI5%oto2.0lgo/o:

Amount of loan
In thousand BGN Maturity in months

By Operational
pr0gramme

Number of
loans

Total
amount in

BGN
(tlrousand) Min. M4x:

3,500

Average Min Max. AverageRegional

Development 66 55 7q4 6l 845 8 120 26

Enviloumental 55 1 50,866 266 9,179 2,143 l1 120 48
Rural

Development 7 4,321 134 ) ))q oI / 10 r20 44

Cross-border

Co-operation \4 t4,576 r69 4,300 t,041 10 22 tA

Amount of loan
ln thousand BGN Maturity in months

By source of
repayment

Number of
loans

Total
amount in

BGN
(thousand) Min. Max. Average Min. Max. Averase

Operational
programmes 91 165 )16 6l 9,719 1,816 8 22 12

Own
contribution 5l 60,341 69 6,000 1.183 1a

IJ 120 -at)
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3.

By decision 17 set out inProtocol l0l/25.02.2014 BoD approves lenclingto municipal investmenrproJects,
which are approved by Rural Development Proglam, measure 122, using the current rules for financing of
projects;

By decision 19 set out in Protocol 101125.02.2014 BoD approve increase in maximum limit for financins of
commercial entities for 2014 flom BGN 5 million to BGN 9 million.
By decision I 1 set out in Protocol 102125 .03 .2014 BoD approve changes in rules for signing of contracts for.
deposits and other cash equivalents of FLAG, resulting in change of level of credit ratings, which banks
should have to be eligible for presenting of offers for services. The level of credit rating is changed from
BB+ to BB for the rating agencies Fitch ra Standarts and Poor's and from Bal to Ba2 for the rating agency
Moody's .

By decision I set out in Protocol 103128.04.2014 BoD of FLAG postpone approval of loan applications,
related to loan cQntraats financing OPE projects until restoration of payments of grants, which are collateral
of those loans' BoD of FLAG temporarily postpone absorption of funds by loan contracts, related with OpE
projects until restoration ofpayments for grants.
By decision 15 set out in Protocol 104126.05.2014 and in relation to decision of BoD of FLAG l\s 1.2 set out
in Protocol l03l 28'04.2014, BoD decides not to accrue commitment to signed loan contracts for execution
of OPE projects, by which there is absorption request from the date of request until restoration of grant
payments. Commitment fee will not be accrued only for absorption requests, which cannot be fulfilled.
By decision l1 set out in Protocol \05/24.06.2014 BoD of FLAG approved new Rules for financing of
projects from FLAG EAD.
By decision 1 set out in Protocol 109126.08.2014 BoD of Flag restores absorption of loan contracts related to
oPE projects. BoD of FLAG restores reviewing of loan requests related to OpE projects, from the date of
publication of the Decree of the Council of Ministers for for restoration of OPE payment from State budget.
Requests will be considered in order of their entry in the Fund and will be approved subject to the signing of
contracts to the extent of available resources,which the fund has.
With decision l8 set out in Protocol 112128.11.2014 BoD of FLAG approves addition to Internalrules for
public procurement orders of FLAG, by adding in the rules new Section VIII Buyer profile.

5.

7.

9. 1. Information and publicitv

It is a tradition for representatives of the Fund to participate in major events of the municipalities organized by the
National Association of Municipalities in Republic of Bulgaria, on which the Fund represents itself and conducts
consultations with municipalities. During the year Fund representatives actively participated in national and regional
events relating to the new programming period and in meetings of the Regional Development Councils. FLAG
maintains a website and updates the information published on the site on a regular basis.

Representatives of the Fund participated in the work of the Monitoring Committees of Op Regional Development as
well as in monthly local meetings of the Managing Authorities with representatives of the municipalities.

2

4

6

8

o
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2 Financial position

2,1 Structure ofrevenue and expenses

i. Statement of revenue and expenditure
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ii. Structureofexpenses

iii, Revenue

Total revenues, which
below.

the fund ved in 2014 are 8,044 thousand BGN. The breakdown is stated in the table

Revenue from grantcd ns - Slound 90% of revenues ale fi:om lending activity
rate ol 4.924%, ilcludi g intefest incomc; mana_qetnent fee ancl commitinent lee

ofrevqnues are fionr rnanagement oftenrporary free funds,

Management nf tempor y freqj funds - As of 3l .12.2014 FLAG has signecl contraot fcir reserve accoLrntbr the purpose of

with average interest

amounting ro BGN
7,244 thousand and 1

preference rate. 'lotal re
distributed by following

icing {f loan agreements with EBRD ard conlract flor cun.ent account with
lenne t|iolx managernent of temporaly ftee f'unds amounts to BGN g5g thousancl,
JOIUCeS:
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2.2 Results frorn current period

The profit before tax for 2014 is BGN 2,495 thousand and net profit is tsGN 2,24g thousand.

2.3 Dividends and distribution of p4ofit

In2014' the Board of Directors approve allocation of lTYo frorn the profit ffom 2013 amounted to BGN 266
thousand to "Resetve F'und", and from the rest of the profit for 2013 distribute 70% clividend to the Government
alrrountrng to BGN 1,687 thousa'd, which are f,lly parci d,ring the year.

2.4 Investments

As of 31 Decetnber 201 3 FLAG EAD is the sole shareholder in the "Fund fol sustainable urban Development ofSofia" EAD (FSUDS), which was registered in the Registry Agency on 23 April 2012. As of 3l.12.2014FSUDS
has 8loan contracts for financing of urban projects with value orgbN nJruthousand.

3. Foreseen development of the Conlpany in 2015

The 2015 Business Plan has been drar.iln up on the basis of:
The loan agreements concluded in2014 and previous years that will remain active in 2Q15;
Expected parameters of loan applicatidns, which are submitted and processed as at the end of Decem ber 2014;
Indicatives lists and repayment schedules of oPRD and oPE, information about RDp, meetings with representatives
of the Managing Authorities of oPE and OPRD, and a study conducted in 264 municipalities to estimate the
dernalrd for FLAG loans

A set of assuulptions, based on FLAG's accumulated experience for the period 2009-2014.

3.1 Overall assessment of loan demand

The Table below sets out a summary eltiurate of the expected new loans in 2015 in BGN thousand

Programmes/type of
loans

Bridge financing in
million BGN

Municipal co-financing
in million BGN

Total
in million BGNOperational Program

Regional Development
(OPRD) 68 o 11

Operational Program
Environmental (OPE) 119 83 202
Rural Development

program (RDp) 2
2

Cross Border
Cooperation (CBC) 2 2

06uro: l9l 92 283

To provide the necessary credit resources the fund in 2015 will seek additional financing in the form ofrevolving loans with up to total amound of BGN g0 million.

3.2 Financial proceeds and results

The total expected revenues from ope{ations for 2015 is estirnated at atotalvalue of BGN 10.7 million, 93yo ofthem being the expected interest income on loans granted to municipalities.

9
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3.3 Information as per article 187 d and article 247 of the commercial Act

Ln2014 by decision of Minister of Regional Development number T3l.]ll}:..lQ.2014, share capital of the fund is
increased fi'om BGN 60 million to BGN 90 million distributed in to 90 thousand shares with nominal value of
1000 BGN per share, by emission of 30 thousand new shares with nominal value and emission value of 1000
BGN each. New shares issued are 100% owned by the sole shareholder of the Company - the Government,
represented by the Minister of Regional Development.

3.4 Branches and subsidiaries of the Company

In2012, the Company has established a subsidiary - "Fund for Sustainable Urban Development of Sofia" JSC,
100% owned by the "Fund for Local Authorities and Governments - FLAG" JSC with i capital of BGN 500
thousand. As at 3 I December 2014, the capital of the company remains BGN s 00 thousand. The capital has been
fully paid up.

As of 3 1 December 2014 and 3 1 December 20 1 3 there are no branches.

Prepared by: Nadya

17 March 2015
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