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І Financial information 

 
1. Operating results 

 
In 2009, CIBANK AD (the BANK) has realised a net interest margin at the amount of BGN 61,372 
thousand, which means an increase by 1.68% compared to 2008. The 2008 net profit of the BANK 
amounts to BGN 2,564 thousand. The operating income (net interest margin, net fees and commissions 
income, net foreign currency gains, and net gains from dealings in securities) have decreased by 4.57% 
during the reporting period compared to the previous year. The operating income structure has changed 
as follows: the net interest margin accounts for 64.97% (60.98% in 2008), the fees and commissions 
income account for 32.44% (38.08% in 2008), while the net foreign currency gains and gains from 
dealings in securities represent 2.58% of the operating income (0.94% in 2008). 
 
In 2009, the total assets of the BANK have increased by 4.41% compared to the previous year change 
– a decline by 6.14% at the end of 2008, as a net result of the increase in the receivables from banks by 
150% – BGN 160,416 thousand and of the decrease in the credit portfolio growth where the net 
receivables from clients have decreased by 1.95%, or by BGN 27,437 thousand. The impact of 
inflation on the operations of the BANK was immaterial during the reviewed period. The sustaining of 
a balanced foreign currency position minimised also the effect of changes in foreign currency exchange 
rates. 

 
 

2. Liquidity  
 

The primary and secondary liquidity ratios are used to measure the liquidity of the BANK. Their 
values for 2009 and 2008 are as follows:  

 
Ratio 31 December 2008 31 December 2009
Primary liquidity 13.08% 9.95%
Liquidity asset ratio  22.29% 27.95%

 
The values of the liquidity ratios are at a good level and exceed the minimal levels recommended by 
the Bulgarian National Bank (BNB). 

 
 

Trends or risks, which may influence the liquidity of the company for 2010 
 

In 2010, the willingness and attempts of institutions for successful overcoming the negative 
consequences of the world financial crisis will be a major driving force in the financial markets. In this 
connection, the expectations are for maintaining the stability of the financial indicators, increasing the 
collectability of already given loans, improving the credit portfolio quality, as well as achieving an 
adequate operating profit to support the banks’ capitalisation. No liquidity pressure is expected on the 
banking system and on CIBANK in particular. 

 
 

Lack or existence of a material shortage of liquid funds  
 

During the reporting year, CIBANK has not suffered from a shortage of cash funds and, considering 
the development of the banking sector in general, such is not expected in 2010 as well. 
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3. Capital resources 

 
At the end of 2009, CIBANK AD did not have commitments for incurring material capital expenditure. 
 
The equity of CIBANK AD at 31 December 2009 amounts to BGN 208,234 thousand. Its components 
are: share capital of BGN 69,721 thousand; reserves of BGN 135,949 thousand; and accumulated 
profits of BGN 2,564 thousand. 
 
During the previous year, equity amounted to BGN 205,601 thousand or by BGN 2,633 thousand less 
compared to 2009. The increase in equity is related to allocating the accumulated profit to the Reserve 
Fund. 
 
The liabilities of the BANK at 31 December 2009 amount to BGN 1,710,310 thousand where the 
major part of them (BGN 1,576,295 thousand) represent deposits from clients and banks. 
 
At 31 December 2008, the liabilities totalled BGN 1,631,926 thousand or by BGN 78,384 thousand 
less compared to 2009. This increase in liabilities in 2009 is due mainly to the increase of deposits 
from clients by BGN 87,730 thousand.  

 
The following table presents the capital adequacy indicators of CIBANK AD, which reflects the 
stability (solvency) of the BANK. 
 

Ratio 
31 December 2008 31 December 2009

General capital adequacy ratio (%) 15.58% 15.16%
Tier-I capital adequacy ratio(%) 13.03% 11.75%

 
 

4. Trends, events or risks, which are likely to have a material effect on the operations of  
CIBANK AD 
The future development of CIBANK is directly related to the financial crisis, the slowdown of the 
economic growth in the world and in Bulgaria, and requires effective and thorough analysis and 
complex risk monitoring. Generally, the expectations are for reasonable growth of assets and mostly, 
of loans, and for increase of the funds attracted by the banks in the country. 
 

In the situation of a global economic decline, CIBANK works systematically for achieving 
strict risk monitoring, whereas the efforts made have lead to maintaining the portfolio quality at a good 
level. The emphasis is placed on the implementation of timely measures for identification and 
collection of problem debts. The trends for future development of CIBANK as a whole are for 
continuing the assets growth, and most of all, of loans, and for increasing the funds attracted while at 
the same time preserving the priority to finance the small and medium-sized business sector. 

It is not expected that changes will occur in the risk factors that might affect the activity of the 
BANK to such an extent as to affect significantly the operations. The main risks related to the activity 
of CIBANK and of the banking sector in general are: 

- currency risk 
- inflation risk 
- interest risk 
- political risk 
- regulatory risk 
- liquidity risk 
- credit risk 
- capital risk 
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5. Information under Art. 33, Para 1, i. 7 of the Accountancy Act 
 
The BANK maintains a positive balance with respect to its assets and liabilities payable within a one-
month term (excluding such on demand). Regarding longer maturities, it should be taken into account 
that a significant part of the payables represent time deposits of individuals that usually and mostly 
renew their deposits. 
 
Regarding the price (interest) risk, the BANK aims at maintaining a balance between the fixed-interest-
rate assets and liabilities and the floating-interest-rate ones. 
 
The BANK’s credit risk is managed by applying strict and conservative principles for securing loans 
and measuring collateral, as well as by setting aside provisions for impairment in accordance with the 
BNB’s ordinances. 
 
 
II. Important events occurred after the annual closing of accounts 

 
No events have occurred after the annual closing of accounts, which may have a material impact on the 
BANK’s activity. 

 
 

III. Scientific researches and works 
 

Scientific researches or other works have not been conducted. 
 
 

IV. Foreseen development of the company 
 

The development intentions during the current financial year (2009) are related mostly to preserving 
and strengthening the market positions of CIBANK AD gained during the previous year, in the markets 
where the company operates and mainly, in the credit market and optimal adapting to the market 
conditions due to the financial crisis. 
 
Transactions in government securities denominated in BGN 

 
CIBANK AD will preserve its active operations in the market in government securities denominated in 
BGN. As it has been so far, the main efforts will be directed at maintaining a balanced portfolio 
ensuring a sufficient liquidity level and good profitability. Under conditions of low interest rates 
expected in the local market, CIBANK AD will optimise the structure of its portfolio from viewpoint 
of interest risk and ongoing interest payment yield. The portfolio size will be determined by the need of 
providing for cash funds of the State budget with CIBANK AD, as well as in view of the existing 
medium-term and long-term liabilities of CIBANK AD. 

 
Transactions in government securities denominated in foreign currency 

 
Regarding bonds denominated in foreign currency in the local market CIBANK AD will aim at 
sustaining its current positions and at participating in the trade for the purpose of increasing the gains 
from financial instruments held for dealing. Despite the volatility of interest in local debt instruments 
denominated in foreign currency (succession of periods of active trade and periods of stillness), the 
active government debt management policy gives reasons to expect developments in this market 
segment in the foreseeable future. 
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Transactions in the international debt markets 

 
CIBANK AD did not participate in this market during the past year. 
 
Stock exchange market 

 
Since the very establishment of the stock exchange market in Bulgaria, CIBANK AD has been one of 
its most active participants. CIBANK AD has developed the reputation of a competent and reliable 
partner in its capacity of an investment intermediary. The participation of CIBANK AD over the years 
as an intermediary in one of the biggest and most significant stock exchange transactions and 
acquisitions has reserved a place of the BANK amongst the best professionals in this area. Its 
activeness in the stock exchange market during the current year, as well as the activeness of the other 
participants in the market will depend above all on the supply of qualitative corporate securities of 
companies influenced to a lower extent by the world financial and economic crisis. The activation of 
the stock exchange market is related also to expectations of issues of new qualitative shares by firms 
seeking finance, to issuance of corporate debentures, as well as to attracting new strategic investors. 

 
Lending 

 
During the current financial year, CIBANK AD will aim at reinforcing and expanding its positions in 
the credit market. As it has been so far, the credit portfolio of CIBANK will comprise duly secured 
loans extended to reliable borrowers following a through analysis and investigation. In this connection, 
CIBANK AD will keep its focus on looking for reliable borrowers and prospective projects. 
 
One of the main priorities of CIBANK is the development of the segment of small and medium-sized 
businesses through offering of complex services in order to meet the customers’ needs in full and to 
develop long-term relationships therewith. The focus will be placed on attracting qualitative clients of 
proven reputation and achieving higher yield as a result of their complex servicing. CIBANK will 
direct its efforts towards the expansion of its product portfolio, including through exploring 
opportunities for cooperation with external financial institutions, as also towards the current portfolio 
management. 
 
CIBANK AD will seek more and more to offer full banking service to its clients through cross-sales 
and package sales of combinations of banking products and services dependent on the needs of client 
target groups. In this connection, CIBANK AD will aim at optimising its distribution channels for the 
purpose of achieving still better effectiveness of sales and will rely on steady long-term relations with 
its clients. 

 
Expected financial results  

 
As evident from the reporting data for the discussed period of 2008 to 2009, the BANK’s income is 
formed mainly of interest and fees and commissions. 

 
A moderate growth of the financial sector, including of the banking sector, may be expected during the 
current financial year (2010) because of the continuing economic crisis. Besides, the ratio of loans to 
total assets of the Bulgarian banking system is around 74% (71.7% for CIBANK AD) for 2009, while 
the normal level for banks in the developed countries ranges between 60% and 75%. 
The planned profit (after taxes) of CIBANK AD for 2010 is BGN 1.9 million. 
No dividend payments are planned to be made to shareholders for 2009. 
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Information about the programme for application of internationally recognised good corporate 
management standards 

 
1. Implementation of the programme for application of internationally recognised good 
corporate management standards 
 
During 2009, the Management Board and the Investor Relations Director adhered strictly to the 
approved programme for application of internationally recognised good corporate management 
standards. They provided, on a regular basis, information required in connection with the Public 
Offering of Securities Act (POSA), the Markets in Financial Instruments Act (MFIA), the Act against 
Market Abuse with Financial Instruments (AMAFI), the Accountancy Act (AA) and all other 
ordinances and laws related to the activity of the company. 
 
All quarterly statements were duly submitted to the Financial Supervision Commission and to the 
public during the year. The Financial Supervision Commission and the Bulgarian Stock Exchange were 
presented timely with materials regarding held sessions of the General Meeting of Shareholders and the 
minutes with resolutions therefrom. The regulatory authorities were informed also about any change in 
the members of the management bodies and the manner of representation, as well as of changes in 
shareholdings of persons exercising control over the company. The said authorities were informed 
timely of amendments and supplementations made to the company’s Articles of Association. 

 
2. Reasons wherefore the activity of the management and control bodies was not in compliance 
with the programme 

 
Regarding the whole year of 2009, the activity of the management and control bodies of CIBANK AD 
was in compliance with the programme for application of internationally recognised good corporate 
management standards. 

 
3. Reassessment of the programme for application of internationally recognised good corporate 
management standards for the purpose of improvement of its implementation at the company 

 
Changes in the programme for application of internationally recognised good corporate management 
standards are not required. 

 
Information under Art. 187e of the Commercial Act (CA) regarding held, acquired or 
transferred own shares 

 
CIBANK AD does not hold shares issued thereby. 
In 2009, CIBANK AD did not transfer or acquire shares issued thereby. 

 
Information under Art. 247 of CA 

 
The participations of members of the Supervisory Board and of the Management Board in commercial 
companies as unlimited liability shareholders, holding of more than 25% of the capital of another 
company, as well as their participation in the management of other companies or cooperative societies 
as procurators, managers or board members, are as follows: 

 
Tzvetelina Borislavova Karaguiozova  

a) She does not participate in commercial companies as a general partner; 
b) Legal entities wherein she holds directly or indirectly at least 25% of the votes in the general 
meeting or over which she has control: 
 CSIF AD, Sofia 
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 ITP BULGARIA EOOD, Sofia 
 MULTINATIONAL ASSET PORTFOLIO (MAP) AD, Sofia (through CSIF AD, Sofia) 
 PAMPOROVO AD, Pamporovo resort complex (through CSIF AD, Sofia) 
 DESPRED AD, Sofia (through CSIF AD, Sofia) 
 CSIF – FRY GREEN ENERGY AD, Sofia (through CSIF AD, Sofia) 
 CSIF HYDRO EAD, Sofia (through CSIF AD, Sofia) 
 CSIF WIND EAD, Sofia (through CSIF AD, Sofia) 
 CSIF PROJECT EAD, Sofia (through CSIF AD, Sofia) 
 CSIF PROPERTIES EAD, Sofia (through CSIF AD, Sofia) 
 CSIF FINANCIAL SERVICES EOOD, Sofia (through CSIF AD, Sofia) 
 SLAVYANSKA REAL ESTATE EOOD, Sofia (through CSIF AD, Sofia) 

RIVAL 5 EOOD, Sofia (through CSIF AD, Sofia) 
BANSKO APARTMENTS AD, Sofia (through CSIF AD, Sofia and RIVAL 5 EOOD, Sofia) 
CAPITAL APARTMENTS EOOD, Sofia (through CSIF AD, Sofia and RIVAL 5 EOOD, 

Sofia) 
BALKAN PRESS AD, Sofia (through CSIF AD, Sofia, RIVAL 5 EOOD, Sofia, and 

MULTINATIONAL ASSET PORTFOLIO (MAP) AD, Sofia) 
TERES FUND EAD, Sofia (through CSIF AD, Sofia)  
SOFIA CITY CENTRE EAD, Sofia (through CSIF AD, Sofia and MULTINATIONAL 

ASSET PORTFOLIO (MAP) AD, Sofia) 
 MULTINATIONAL ASSET PORTFOLIO SUPPORT (MAPS) AD, Sofia (through CSIF AD, 
Sofia, and MULTINATIONAL ASSET PORTFOLIO (MAP) AD, Sofia) 
 UNIDEKS OOD, Sofia (through CSIF AD, Sofia) 
 DISIB OOD, town of Gotse Delchev (through CSIF AD, Sofia) 
 STANKOVA REKA WATER ELECTRIC POWER PLANT, Belitsa town (through CSIF AD, 
Sofia) 
 BIO PELETS BULGARIA OOD, Tsalapitsa village (through CSIF AD, Sofia) 
  
c) Legal entities in whose management or control bodies she participates:  

CIBANK AD, Sofia – Chairperson of the Supervisory Board 
CSIF AD, Sofia – Chairperson of the Board of Directors; 
MULTINATIONAL ASSET PORTFOLIO (MAP) AD, Sofia – Chairperson of the Board of 

Directors 
MULTINATIONAL ASSET PORTFOLIO SUPPORT (MAPS) AD, Sofia - Chairperson 

of the Board of Directors 
SLAVYANSKA REAL ESTATE EOOD, Sofia – Chairperson of the Board of Directors 
TIPPING POINT FOUNDATION, Sofia  – Chairperson (General Manager) 
CREDO BONUM FOUNDATION, Sofia – Chairperson (General Manager) 
GLOBAL BULGARIA ASSOCIATION, Sofia – a Chairperson (General Manager) 

 
John Hollows 

a) He does not participate in commercial companies as an unlimited liability shareholder; 
b) There are no legal entities wherein he holds directly or indirectly at least 25% of the votes in the 
general meeting; 
c) Legal entities in whose management or control bodies he participates: 

CIBANK AD, Sofia – Deputy Chairman of the Supervisory Board 
Kredyt Bank, Poland 
CSOB Bank, Czech Republic 
CSOB Bank, Slovak Republic  
K&H Bank, Hungary 
NLB Bank, Slovenia 
Warta, Poland 
CSOB Insurance, Czech Republic 
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CSOB Investment Company, Czech Republic 
CSOB Asset Management, Slovak Republic  
CSOB Asset Management, Slovak Republic  
CSOB d.s.s. (Pension Fund), Slovak Republic  
CSOB PF Stabilita (Pension Fund), Czech Republic 
CSOB PF Progress (Pension Fund), Czech Republic  
CSOB Property Fund, Czech Republic,  
Insurance Joint-stock Company /ZAD/ DZI 
DZI General Insurance AD 
DZI Health Insurance AD 
Absolutbank, Russia, 
whereas he is also a permanent attendees in the Supervisory Boards of the lease companies of 

KBC Group in Central Europe.  
 

Vesela Nikolova Stancheva - Mincheva 
a) She does not participate in commercial companies as an unlimited liability shareholder; 
b) There are no legal entities wherein she holds directly or indirectly at least 25% of the votes in the 
general meeting or over which she has control; 
c) Legal entities in whose management or control bodies she participates: 

CIBANK AD, Sofia – a member of the Supervisory Board 
European Institute Foundation, Sofia – a member of the Management Board. 

 
Dirk Mampaey 

a) He does not participate in commercial companies as an unlimited liability shareholder; 
b) There are no legal entities wherein he holds directly or indirectly at least 25% of the votes in the 
general meeting or over which he has control; 
c) Legal entities in whose management or control bodies he participates: 

CIBANK AD, Sofia – a member of the Supervisory Board  
Absolutbank, Russia 
Kredyt Bank, Poland 
CSOB Bank, Czech Republic 
CSOB Bank, Slovak Republic  
K&H Bank, Hungary 
KBC BANKA - Serbia 
 

Ronny Delchambre 
a) He does not participate in commercial companies as an unlimited liability shareholder; 
b) There are no legal entities wherein he holds directly or indirectly at least 25% of the votes in the 
general meeting or over which he has control; 
c) Legal entities in whose management or control bodies he participates: 

CIBANK AD, Sofia – a member of the Supervisory Board 
Kredyt Bank, Poland 
K&H Bank, Hungary 
KBC BANKA - Serbia 
Absolutbank, Russia 
 
 

Boiko Dimitrov Dimitrachkov 
a) He does not participate in commercial companies as an unlimited liability shareholder; 
b) There are no legal entities wherein he holds directly or indirectly at least 25% of the votes in the 
general meeting or over which he has control; 
c) Legal entities in whose management or control bodies he participates: 

CIBANK AD, Sofia – a member of the Supervisory Board 
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E.ON Bulgaria EAD, Sofia – a member of the Management Board and a representative  
E.ON Bulgaria Sales AD, Sofia – a member of the Management Board and a representative 

 
Vasil Stefanov Simov 

a) He does not participate in commercial companies as an unlimited liability shareholder; 
b) There are no legal entities wherein he holds directly or indirectly at least 25% of the votes in the 
general meeting or over which he has control; 
c) Legal entities in whose management or control bodies he participates: 

CIBANK AD, Sofia – Chairperson of the Management Board and Executive Director; 
Sofia Commodity Exchange AD, Sofia – Chairperson of the Board of Directors and Chief 

Executive Director; 
CSIF AD, Sofia – a member of the Board of Directors. 

 
Petar Grozdev Andronov 

a) He does not participate in commercial companies as an unlimited liability shareholder; 
b) There are no legal entities wherein he holds directly or indirectly at least 25% of the votes in the 
general meeting or over which he has control; 
c) Legal entities in whose management or control bodies he participates: 

CIBANK AD, Sofia – a member of the Management Board and Chief Executive Director; 
Association of Banks in Bulgaria – a member of the Management Board  

 
Frank Jansen 

a) He does not participate in commercial companies as an unlimited liability shareholder; 
b) There are no legal entities wherein he holds directly or indirectly at least 25% of the votes in the 
general meeting or over which he has control; 
c) Legal entities in whose management or control bodies he participates: 

CIBANK AD, Sofia – a member of the Management Board and Executive Director (Finance 
and Risk). 

 
Alexander Dimitrov Dimitrov 

a) He does not participate in commercial companies as an unlimited liability shareholder; 
b) Legal entities wherein he holds directly or indirectly at least 25% of the votes in the general meeting 
or over which he has control: 

ALX Investments EOOD, Sofia 
c) Legal entities in whose management or control bodies he participates: 

CIBANK AD, Sofia – a member of the Management Board and Executive Director 
ALX Investments EOOD, Sofia – a manager 

 
 

5. Contracts under Art. 240b of CA concluded in 2007 
 

In 2009, the members of the Supervisory and of the Management Boards of the BANK did not 
conclude contracts with the BANK beyond its ordinary activity or such, which although concluded as 
part of the ordinary activity of the BANK, deviate materially from market conditions. 
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Additional information 
 

Information set out in value and quantitative terms regarding the main categories of goods, 
products and/or services provided, by indicating their share of the sales revenue of the issuer in 

general and changes occurred during the reporting financial year 
 

The Bank offers its clients the following main banking products and services: publicly attracting 
deposits or other repayable funds and extending credits and other financing for its own account and at 
its own risk; executing non-cash funds transfers and other forms of non-cash payments such as letters 
of credit or bills for collection, as well as effecting cash transfers other than in the mentioned cases; 
issuing and administering means of payment such as electronic payment instruments, traveller’s 
cheques; accepting valuables on deposit; performing activities as a depository or custodian institution; 
finance lease; guarantee transactions; trading for its own account or for clients’ account in: money 
market instruments – cheques, promissory notes, deposit certificates, etc.; foreign currency and 
precious metals; financial futures, options, exchange and interest-rate instruments, and other derivative 
instruments; trading for its own account or for clients’ account in transferable securities, underwriting 
issues in securities, and other services and activities under Art. 5, Para 2 and Para 3 of the Markets in 
Financial Instruments Act; financial brokerage; advice on portfolio investments; purchasing accounts 
receivable arising from delivery of goods or provision of services and assuming the risk related to the 
collection of these receivables (factoring); equity acquisition and management; renting out bank safes; 
collecting and providing information and references on clients’ creditworthiness; other similar 
activities defined in an Ordinance of the Bulgarian National Bank. 
The realised profit at 31 December 2009 amounts to BGN 2,850 thousand (before taxes). 

 
1. The structure of the funds attracted is as follows: 

 
12/31/2008  12/31/2009 

FUNDS ATTRACTED 
BGN (000) 

Deposits from financial institutions  393 831 364 094 
Demand deposits from banks  3 345 7 635 
Term deposits from banks  140 316 58 676 
Deposits from other financial institutions  250 170 297 783 
Deposits from non­financial institutions and other clients  1 177 084 1 212 201 
Demand deposits  245 916 232 227 
Term deposits  864 131 922 439 
                    including Standard deposits  265 119 355 043 

 including Eurodeposits  557 934 293 220 
 including ANNUITY deposit  100 106 56 299 
 including Growing Deposit  29 136 19 508 
including Growing Deposit+  0 28 226 
including Top Deposit   46 387 13 063 
including New Year Deposit  28 284 16 414 
including Promotional Deposit  0 352 497 
including deposit Elite   0 4 181 
including JUBILEE deposit  39 0 

Saving deposits  67 037 57 535 
Payables under security repo agreements  3 300 0 
Short­term borrowings  0 0 
Long­term borrowings  3 991 52 280 
Subordinated term debt  39 231 78 344 

TOTAL  1 617 437 1 706 919 
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The Bank offers a rich variety of products to attract deposits targeting both small and medium-sized 
enterprises and individual producers and traders, and big corporate clients. Special attention is paid to 
individual depositors. 
 
The variety of banking products offered is formed of the huge range of term deposits, optimal yield 
achieved from interest levels aligned with the market conditions and negotiated on an individual basis 
with clients being structure determinant to the Bank. It is also expanded the product list for attracting 
funds without setting in advance any maturity term. These products target predominantly individual 
depositors, SME and sole traders. 
 
The major volume of borrowings, at the amount of BGN 1,509,984 thousand, was formed of deposits 
of non-banking financial institutions, corporate clients and individuals. 
 
Products offered to attract funds are focused on the segment of liabilities with negotiated maturity. 
 
The biggest volume of funds was attracted through the standard term deposits. For a period of one year 
they have grown up by 33.9% and account for almost 38.5% of the volume of term funds attracted.  
 
Funds attracted through the Promotional deposit reached BGN 352 million at the end of the reporting 
year, or 38.2% of total term deposits. 

 
During the last quarter of 2009 the Bank offered to its clients a term deposit called Growing deposit + 
through which more than BGN 28 million were attracted.  
 
The Elite deposit is well accepted by the clients. Only in the last quarter the volume of funds attracted 
through this product increased more than 2.7 times.  
 
With a view to the economic crisis, it is understandable that fewer funds were attracted through the 
New Year deposit, almost 42% less compared with that attracted in the end of the previous year. 
 
The Bank offers a more limited range of products to attract deposits without maturity negotiated in 
advance. For the most of the reporting year, they produced a positive effect on the volume of funds 
attracted. 
 
The amount of saving deposits continued declining in this reporting year as well. While at the end of 
2008 they amounted to BGN 67,037 thousand, at the end of 2009 they dropped by 14.2%. At the 
reporting year-end, the volumes of BGN and EUR deposits were equal, while at the end of the previous 
year the highest was the portion of saving deposits in EUR: 50% of their total amount, while those in 
BGN accounted for 40%. 
 
The Bank ranks eleventh in the Bulgarian banking system by the funds-attracted-from-major-
depositors indicator, where the first five banks on the list take up 57% of the deposit market in the 
country (much more than at the end of the previous year). 
 
The Bank’s market share by funds attracted from major depositors at the end of December accounts for 
3.47% (higher percentage than the one reported at the previous year-end). 
 
The rate of decrease of funds attracted from major depositors reported for the banking system during 
the last quarter of the reporting year is by -0.23% (-0.71% was the decrease reported for the last quarter 
of 2008) while the funds attracted by the Bank for the last three months of the year have grown by 
4.5%. 
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At 31 December 2009, the number of clients (with active accounts) reached 307,115 or by 2.49% more 
compared to the end of September 2009. More than 93.5% of the total is individuals. 
 
The total number of current accounts at the end of December 2009 reached 378,103 or by 2.92% more 
compared to the end of September 2009, where movements were registered in 66.8% of them, while 
the total number of deposits decreased to 73,379, or by 3.46% less than the level registered at the end 
of September 2009. 

 
2. The structure of loans granted and receivables is as follows: 

 
Debt at  
31 Dec 
2008 

Debt at  
31 Dec 
2009 LOANS 

  
LOANS TO BANKING FINANCIAL INSTITUTIONS 0 0 

LOANS TO OTHER FINANCIAL INSTITUTIONS 93 180 78 043 

LOANS TO THE STATE BUDGET 1 091 5 435 

TRADE LOANS 944 241 919 863 

including Loans to corporate clients 801 989 560 346 
including Loans to small and medium-sized enterprises 142 252 359 517 

CONSUMER LOANS 243 274 252 129 

DWELLING MORTGAGE LOANS TO INDIVIDUALS 166 857 187 277 

OTHER LOANS AND RECEIVABLES 93 0 

TOTAL 1 448 736 1 442 747 

 
 
The amount of loans granted (gross, before provisions for impairment, including to other financial 
institutions) as at 31 December 2009 is BGN 1,442,747 thousand. They are by BGN 5,989 thousand, or 
by 0.41% less than that at the previous year-end. 
 
The biggest is the volume of trade loans granted: BGN 919,863 thousand or 63.76% of the Bank’s 
portfolio. Their decrease (compared to the previous year) is by BGN 24,378 thousand or 2.58%.  
 
Almost 61% of trade loans are formed of exposures to corporate clients. 
 
Loans to small and medium-sized enterprises rank next in terms of volume of the trade loans. Their 
growth compared to 2008 is over 2.5 times. Receivables on investment loans to SME form 42.6% of 
the total volume of loans to SME. Exposures on loans for construction of SME are next in terms of 
volume and represent 37% of the total amount to SME. 
 
Consumer loans reached BGN 252,129 thousand at the year-end. Their increase is by BGN 8,855 
thousand compared to the previous year. They form 17.48% of the total volume of loans granted. 
 
Over 13 types of consumer loans have been granted. Of them, the biggest is the portion of standard 
consumer loans granted (almost 43% of the total consumer loans) and of loans granted under the 
Avangard programme (over 42% of the volume of consumer loans). 
 
The smallest are the amounts of loans granted through the following products: Commodity Loan, 
Christmas SME Loan to Individuals, Student Scholarship, Eurolease Loans. 
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At the end of the year, mortgage loans to individuals reached BGN 187,277 thousand. Their share of 
the portfolio is 12.98%. The increase compared to the previous year is by BGN 20,420 thousand.  

 
 

Information about income allocated by individual categories of activities, domestic and 
international markets, as well as information about the sources of supply with materials needed 
for production of goods and provision of services by indicating the level of dependence on each 

particular seller or buyer/consumer 
 

Interest income at the end of 2009 amounts to BGN 139,555 thousand. Their amount at the end of 2008 
was BGN 128,700 thousand. Interest income received accounts for an 8.43% growth compared to the 
previous year. 
 
Like in 2009, during the previous year as well, the main part of interest income was formed of interest 
on loans granted.  Their share reached 96.96% at the end of 2009, while it was 91.85% during the 
previous year. 
 
Regarding interest income on loans (both in 2009 and 2008), the most of such income has been 
received from other trade loans: BGN 47,810 thousand (BGN 45,824 thousand for the previous year), 
accounting for a 4.33% increase compared to 2008. Interest income on loans for commercial and 
immovable property, representing a share of the total interest income, which reached 26.35% at the end 
of 2009, remained at almost the same level compared to the previous year. 
 
Interest income on deposits with banks (term and demand ones) at the end of 2009 reached BGN 410 
thousand or by 93.54% less compared to the previous year. 
 
As a result of the sale of the securities held for trading, there is no interest income on them. It was 
BGN 1,783 thousand at the end of 2008 and formed hardly 1.39% of the total interest income. 
 
Because of the increase in the volume of securities held, classified as “Available-for-sale investments”, 
the interest income on them increased. At the end of 2008, it was BGN 2,351 thousand, while in 2009 
it accounted for almost 2 times more: BGN 4,212 thousand or 3.02% of the total interest income (vs. 
1.83% at the end of 2008). 
 
In general, the net income from fees and commissions decreased compared to the previous year (BGN 
60,643 thousand in 2009 and BGN 37,693 thousand in 2008).  
 
Income from fees on deposit administration at the end of 2009 amounts to BGN 26,577 thousand and is 
by 14.06% less compared to the previous year. 
 
The next source, in terms of volume, of the Bank’s income is the income from fees collected on 
administration of loans, amounting to BGN 3,183 thousand or by over 1.77 times less compared to the 
end of 2008. 
 
Fees collected on off-balance sheet commitments at the end of the period amount to BGN 883 
thousand (BGN 1,112 thousand in 2008). 
 
During the reporting year 2009, the Bank realised losses on foreign currency transactions at the amount 
of BGN (2,447) thousand (BGN 1,994 thousand for the same period of 2008), which were covered by 
the gains on revaluation of assets and liabilities denominated in foreign currency – BGN 2,607 
thousand and the gains on transactions with financial instruments classified as held for trading and 
available for sale - BGN 2,280 thousand. 
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The interest expense growth rate (compared to 2008) is almost the same as that of interest income. 
 
The interest expense at the end of 2009 (in total) is BGN 78,183 thousand or by 14.40% higher than 
that for the same period of the previous year. 
 
The highest is the amount of interest paid on term deposits from primary depositors: BGN 74,929 
thousand or 95.84% of the total interest paid. Their portion in 2008 was smaller than the 2009 year 
one. 
 
The amount of interest expense paid on deposits from banks has decreased almost 6.50 times: BGN 
674 thousand (BGN 4,373 thousand in 2008. 
 
Generally, the net interest income at the end of 2009 amounts to BGN 61,372 thousand or by 1.68% 
more compared to the previous year. The highest is the net interest income in BGN: BGN 40,157 
thousand, followed by the net interest income in EUR: BGN 30,613 thousand. The net interest income 
in USD is negative – BGN (9,398) thousand. 
 
 

Information about big deals concluded and such being of material importance to the issuer’s 
activity 

 
In 2009, the Bank did not conclude big deals or such of material importance to its activity. 
 
 

Information about transactions concluded between the issuer and related parties during the 
reporting period, proposals for conclusion of such transactions, and transactions beyond the 

scope of its ordinary activity or deviating materially from market conditions, whereto the issuer 
or its subsidiary is a party, by indicating values of transactions, the nature of relatedness and any 

information needed to assess their impact on the financial position of the issuer 
 
The Bank has granted loans to individuals that are administrators within the meaning of the Credit 
Institutions Act (CIA). The total amount of such loans is BGN 1,539 thousand and it does not exceed 
the maximal limit of 10% of the Bank’s equity, defined in Art. 45, Para 1 of CIA. 
 

 
Information about events and indicators of extraordinary nature to the issuer, which have a 

material impact on its activity, and on income realised and expenses incurred thereby; 
assessment of the impact on the current year results 

 
No events or indicators of extraordinary nature to the Bank have occurred in 2009 so as to have had a 
material impact on its activity and on income realised and expenses incurred thereby. 
 
 

Information about transactions reported off-balance sheet – nature and business purpose, 
financial impact of such transactions on the activity, if the risk and benefits from these 

transactions are material to the issuer and if disclosure of such information is significant for 
assessment of the financial position of the issuer 

 
During the reporting year, the Bank has formed a portfolio of issued guarantees at the total amount of 
BGN 28,190 thousand distributed into BGN 13,779 thousand of guarantees issued in BGN and  
BGN 14,411 thousand of such issued in currencies other than BGN. 
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Guarantees issued are stated off the Bank’s balance sheet as contingent liabilities. Amounts under 
issued guarantees have not been paid during the reporting year due to non-performance of conditions 
agreed with counterparties. 
 
The total amount of fees collected on administration of contingent off-balance sheet liabilities at the 
yearend is BGN 883 thousand. 
 
 

Information about shareholdings of the issuer, about its major investments in the country and 
abroad (in securities, financial instruments, intangible assets and immovable properties), as well 

as investments in shareholdings beyond its business group and sources/means of financing 
 

Securities held by the Bank at 31 December 2008 are as follows: 
 
  2007 2008 2009 
    
Investments in securities 78 837 80 762 73 598
1. Securities held for trading 68 077 - -

Government securities 61 690  - -
Securities of foreign issuers   4 231  - -
Securities of local issuers      978  - -
Interest   1 178  - -
Derivatives for trade         -  - 2 968

 
In 2009, the Bank held securities, which were classified as “Available-for-sale investments”, as 
follows: 

Bulgarian government securities at the total book value of BGN 62,813 thousand. Almost the 
whole portfolio consists of securities in BGN and an immaterial part represents Bulgarian government 
securities issued in USD; 

Foreign corporate debt bonds representing corporate interest-bearing bonds of the European 
Investment Bank with nominal amount in original currency: BGN 6,000,000 (two times  
BGN 3,000,000) and (carrying amount in BGN: BGN 6,241 thousand) and original maturities 
correspondingly 2011 and 2013; 

A debt issued by the local issuer, EUROLEASE AUTO AD, at the amount of EUR 500 
thousand or BGN 990 thousand carrying amount. The original maturity of the debt is April 2012. 
 
Besides the above mentioned securities, the Bank holds also the following stocks, shares, participations 
and bonds: 

The portfolio of shares and participations held by the Bank in non-financial enterprises 
amounts to BGN 424 thousand. Its structure has remained unchanged compared to the previous year; 

Another component of “Available-for-sale investments” is the portfolio of shares of corporate 
enterprises listed in the Bulgarian stock exchange. The value of this portfolio at the end of 2009 has 
remained almost unchanged compared to the previous year; 
 
In October 2009 the package of bonds amounting to BGN 5,000 thousand issued by Raiffeisenbank 
Bulgaria EAD and held by the Bank matured.  
 

The Bank sold also bonds of the Icelandic Kaupthing Bank, with nominal in original currency:  
BGN 5,000,000 held by it (carrying amount in BGN: BGN 363 thousand; at 31 December 2008 these 
bonds were impaired). The original maturity of the debt is July 2017. 
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  2007 2008 2009 
    

2. Available-for-sale investments 10 760 80 762 70 630
Government securities - 65 541 62 819
Shares and participations in non-financial institutions      424  424 424
Shares with local brokers      164  156 156
Corporate bonds of Bulgarian companies   5 054  6 064 990
Corporate bonds of foreign issuers 5118 8 577 6 241

 
At 31 December 2009, the total book value of fixed tangible assets held is BGN 37,672 thousand.  
 
The book value of intangible fixed assets owned by the Bank is BGN 3,166 thousand. 
 
Investments in fixed tangible assets (FTA) 2007 2008 2009 

1. Investments in FTA, including: (at book value)  40 630  45 361 37 672
      Land      117  326 326
      Buildings 15 850  15 716 15 968
      Property, plant and equipment    7 707  9 592 7 351
      Motor vehicles    4 358  5 262 1 850
      Furniture, fixtures and fittings  11 854  13 720 8 230
      Other FTA       603  604 466
      Costs on repair of buildings acquired  - - 3 340
      Costs on acquisition of FTA       141  141 141
      
2. Investments in fixed intangible assets, including: (at book 
value)    2 892      3 833      3 166  
    
    
Total investments (FA + Securities) 122 359 126 123 114 436

 
 
At the end of 2009, the Bank’s equity formed according to the CIA requirements and Ordinance № 8 
of BNB amounts to BGN 222,749 thousand and comprises: paid-in capital of BGN 69,721 thousand, 
reserves of BGN 135,835 thousand, subordinated term debt of BGN 78,233 thousand, less the 
intangible assets of BGN 1.362 thousand and specific credit risk provisions using a standardised 
approach of BGN 59,678 thousand. The equity is by BGN 6.3% less compared to the previous year 
where the decrease is due to the higher amount of specific provisions set aside. 
 
The total capital adequacy ratio is 15.16% given the statutory requirement of 12%. The total capital 
adequacy is lower compared to the previous year one (15.58% for 2008). 
 
Data as at 31 December 2009 published by BNB indicate that the total capital adequacy reported by the 
Bank is lower than both the one for the banking system, 17.04%, and the one for the banks of the 
second group, 14.81%. 
 
The Tier-1 capital adequacy ratio of the Bank, 11.75%, is lower than both the one for the banking 
system, 14.03%, and the one for the banks of the second group, 14.81%. 
 
At the end of the year, the Bank has not formed credit exposures exceeding 25% of its equity. The total 
of the big credit exposures complies with the requirement for a maximum amount of eight times the 
equity of the Bank. 
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The Bank analyses and classifies risk exposures on a monthly basis and sets aside provisions for 
impairment losses. At the end of the year, the total amount of provisions set aside is BGN 66,336 
thousand. 
 
Over the year, the Bank has set aside the required reserve assets at 10% and 5% of the deposit base in 
its account with BNB for maintenance of the minimum statutory reserves. The Bank has not paid 
penalty interest for any statutory minimal reserve shortage. 
 
  

Information about use of funds from the new issue of securities made  
during the reporting period 

 
The Bank has not issued securities during the reporting period. 

 
 

Information about changes in the management and supervisory bodies  
during the financial reporting year 

 
According to Minutes No. 29 of 14.10.2009 of the Extraordinary General Meeting of the Shareholders 
of CIBANK AD a resolution was passed to discharge Mr. Jan Vanhevel and Mr. Johan Daemen as 
members of the Supervisory Board of CIBANK AD and to appoint Mr. John Hollows and Mr. Ronny 
Delchambre as members of the Supervisory Board of CIBANK AD. The change in members of the 
Supervisory Board was registered on 25 November 2009 in the Trade Register with the Registry 
Agency. 

 
 

Information about the amount of remunerations, rewards and/or benefits to each one of the 
members of the management and control bodies for the reporting financial year,  

paid by the issuer and its subsidiaries, regardless of whether they have been stated as expenses of 
the issuer or result from profit distribution 

 
Emoluments of the members of the management and control bodies of CIBANK AD for the reporting 
financial year of 2009 total BGN 1,087 thousand. 
 
 
Information about shares of the issuer held by members of the management and control bodies, 

by procurators and the senior management staff, including shares held by each one of them 
separately and as a percentage of the shares of each class, as well as options provided by the 
issuer thereto over its securities – type and amount of the securities with respect to which the 

options have been established, option exercise price, purchase price, if any,  
and term of the options 

 
At 31 December 2009, Tzvetelina Borislavova Karaguiozova, the Chairperson of the Supervisory 
Board of the Bank, owned 1,276,916 shares of the capital of the Bank representing 18.31% of the 
shares of the capital. 
 
The Bank has not provided options over securities issued thereby.  
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Information about arrangements known to the company (including also after closing of the 
financial year), as a result of which changes may occur in the future in the portion of shares or 

debentures held by current shareholders or debenture holders 
 

The Bank is not aware of any arrangements (including also after closing of the financial year), as a 
result of which changes may occur in the future in the portion of shares or debentures held by current 
shareholders or debenture holders. 

 
Information about pending court, administrative or arbitration proceedings concerning payables 

or receivables of the issuer at an amount of at least 10% of its equity; if the total of payables or 
receivables of the issuer under all initiated proceedings exceeds 10% of its equity,  

information shall be provided for each proceedings separately 
 
At 31 December 2009 CIBANK AD is a party (claimant) to court-executive proceedings concerning a 
receivable at an amount of at least 10% of its equity, where the effect of that receivable on the equity 
basis of the Bank has been reported in advance and in practice, has been reduced to zero. CIBANK AD 
is not a party to administrative or arbitration proceedings concerning a receivable at an amount of at 
least 10% of its equity. CIBANK AD is not a party to administrative or arbitration proceedings 
concerning a receivable at an amount of at least 10% of its equity. Due to the specific nature of the 
object of activity of the Bank, the information regarding all initiated proceedings (mostly court-
executive) is in a volume that is extremely difficult to be presented on a case-by-case basis. 
 

 
Data about the Investor Relations Director, including telephone and address for correspondence 
 
Nikolay Lazarov is the Investor Relations Director of CIBANK AD. He may be contacted at tel.:  
02/93 99 218, as well as at the address of the Head Office of the Bank at 2, Slavyanska Str., Sofia, 
P.O.B. 1000.  
 

Changes in the company’s share price 
 

During the period from 1 January 2009 to 31 December 2009, the minimal price of traded shares of 
CIBANK AD was BGN 106.908 and the maximal price was BGN 110.34. 
 
                                                                          

Information about CIBANK AD 
 

Company capital structure, including securities, which have not been admitted to trade in a 
regulated market in the Republic of Bulgaria or another member state, by indicating the various 
classes of shares, the rights and obligations related to each class of shares and the portion of the 

total capital representing each individual class 
      
The capital of CIBANK AD amounts to BGN 69,720,560 and is divided into 6,972,056 dematerialised, 
registered, freely transferable shares of the nominal value of BGN 10 each. All shares issued by the 
Bank may be traded in a regulated market in the Republic of Bulgaria – Bulgarian Stock Exchange – 
Sofia AD. There are no shares issued by the Bank, which have not been admitted to trade in the 
Republic of Bulgaria. Shares issued by the Bank are not traded outside the Republic of Bulgaria. All 
shares issued by the Bank are of one and the same class – dematerialised, registered and conferring 
equal rights to shareholders. According to Art. 11 of the Articles of Association of the Bank, each 
dematerialised, registered share gives the shareholder the right to one vote in the general meeting of 
shareholders of the Bank, as well as the right to be informed about any developments of the company’s 
business. Each dematerialised, registered share gives the shareholder the right to a dividend and the 
right to a liquidation quota pro rata its nominal value. 
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The right to vote arises upon payment of the issue value of the share and may be exercised by persons 
that have acquired shares of the capital of the Bank 14 days at the latest before the date of the General 
Meeting, where the share acquisition date shall be deemed the date of recording of the deal with the 
Central Depository. Persons that are shareholders at the time of expiration of the 14th day following the 
date of the General Meeting whereat a profit distribution resolution has been passed, are entitled to a 
dividend. The dividend may be received by each entitled person within 5 years of the date of passing a 
resolution on payment thereof, according to the procedure and method defined by the same resolution. 
After the expiry of that term, any non-received dividends are allocated, subject to a resolution of the 
Management Board, in funds designated thereby. 
 
 

Restrictions on transfer of securities, such as restrictions on holding of securities or a need of 
obtaining an approval by the company or another shareholder 

 
The Articles of Association of the Bank does not stipulate any restrictions on transfer of shares issued 
thereby or a need of obtaining an approval by the company or another shareholder. 
 

 
Information about direct or indirect holding of 5% or more of the voting rights in the general 

meeting of the company, including data about shareholders, the amount of their share 
participation and the manner, in which they hold the shares 

 
At 31 December 2009, KBC Bank N.V., Brussels, Belgium owns directly 81.69% of the votes in the 
general meeting of shareholders of the Bank. 
 
At 31 December 2009, Tzvetelina Borislavova Karaguiozova owns directly 18.31% of the votes in the 
general meeting of shareholders of the Bank. 
 
 

Data about shareholders with special control rights and description of these rights 
 

There have not been any shareholders with control rights falling beyond the hypothesis of § 1, i. 13 of 
the Additional Provisions of the Public Offering of Securities Act. 
 

Control system upon exercising of voting rights in cases where employees of the company are 
also its shareholders and where the control is not exercised directly by them 

 
There has not been a control system upon exercising of voting rights in cases where employees of the 
company are also its shareholders and where the control is not exercised directly by them. 
 
 
Limitations on voting rights, such as limitations on voting rights of shareholders of a particular 
percentage or number of votes, deadline for exercising the voting rights or systems whereunder, 
subject to cooperation on the part of the company, the financial rights related to the shares are 

separated from the holding of shares 
 
The Articles of Association of the Bank does not provide for limitations on the voting rights 
attributable to shares issued thereby. 
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Arrangements between shareholders, which are known to the company and which may result in 

limitations on the transfer of shares or voting rights 
 

The Bank is not aware of any arrangements between shareholders which may result in limitations on 
the voting right. 
 

 
Provisions regarding appointment and discharge of members of the management bodies of  

the company and with respect to effecting amendments and supplementations  
to the Articles of Association 

 
According to the Articles of Association of the Bank, the General Meeting of Shareholders is 
authorised to elect and discharge the members of the Supervisory Board. A General Meeting is deemed 
regular, if at least 95% of the capital of the Bank is presented thereat where resolutions are passed by a 
majority of 95% plus one vote of the presented shares. In case of lack of a quorum, a new meeting is 
scheduled not earlier than 14 days and such meeting is legal, notwithstanding the capital presented 
thereat. The date and venue of the new session may be indicated also in the invitation for the first 
meeting. If the agenda of a meeting includes a proposal for passing a resolution on appointment or 
discharge of a member of the Supervisory Board, the newly scheduled session of the General Meeting 
is regular, if at least one half (50%) of the capital of the Bank is presented thereat where resolutions are 
passed by a simple majority. 
 
According to the Articles of Association of the Bank, the Supervisory Board is authorised to elect and 
discharge  the members of the Management Board. A session of the Supervisory Board is legal, if more 
than a half of its members are present or represented by another member of the Board, by virtue of a 
written power of attorney. The Supervisory Board passes its resolutions by a majority of the members 
that have voted. Each member of the Board has one vote. 
 
According to the Articles of Association of the Bank, the General Meeting of Shareholders is 
authorised to pass resolutions on amending and supplementing the Articles of Association. A General 
Meeting is deemed regular, if at least 95% of the capital of the Bank is presented thereat where 
resolutions are passed by a majority of 95% plus one vote of the presented shares. In case of lack of a 
quorum, a new meeting is scheduled not earlier than 14 days and such meeting is legal, 
notwithstanding the capital presented thereat. The date and venue of the new session may be indicated 
also in the invitation for the first meeting. If the agenda of a meeting includes a proposal for passing a 
resolution on amending and supplementing the Articles of Association, the newly scheduled session of 
the General Meeting is regular, if at least one half (50%) of the capital of the Bank is presented thereat 
where resolutions are passed by a majority of two-thirds of the presented shares. 
 

 
Powers of the management body of the company, including the right to pass resolutions on 

issuance and redemption of shares of the company 
 

The powers of the Management Board of the Bank are stipulated in the Articles of Association of the 
company and thereunder, the Management Board manages the activity of the Bank by exercising its 
rights and fulfilling its obligations provided for by law, in the Articles of Association, in the Rules on 
Work and the other internal rules of the Bank. The Management Board resolves all issues, which do 
not fall within the exclusive competence of the General Meeting or of the Supervisory Board, by 
observing the provisions of law and the Articles of Association, in compliance with the resolutions of 
the General Meeting and under the control of the Supervisory Board. In particular, the Management 
Board determines the general directions in the activity of the Bank, in its credit, interest and accounting 
policy; it arranges for and manages the implementation of the resolutions of the General Meeting of the 
Bank; subject to approval by the Supervisory Board, it passes resolutions on: (a) closing or transferring 

ii 



CIBANK AD  
ANNUAL MANAGEMENT REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2009 
 
the going concern of the Bank or of material parts thereof; (b) opening and closing branches; (c) any 
significant change in the activity of the Bank; (d) any significant internal and organisational changes; 
setting up and closing directorates and individual departments, as well as appointing heads of such 
structural units; (e) long-term cooperation of material importance to the Bank or on terminating such 
cooperation; (f) acquiring 25% or more of the voting rights or of the authorised capital of a legal entity, 
as well as in any case where such acquisition exceeds 10% of the equity of the Bank. This provision is 
relevant to any kind of an acquisition, whether by means of a purchase of existing shares, participation 
in an increase of the capital of an existing company or in establishing a new company; (g) empowering 
at least two of its members, executive directors, to represent the Bank and carry out its operational 
management, as well as appointing Chairperson of the Management Board and a chief executive 
director; (h) allocating functions among the persons managing and representing the Bank in view of 
field management of major structural units of the Bank, such as directorates and individual 
departments; (i) authorising commercial agents and procurator/s of the Bank and concluding 
procurator’s contract/s; (j) dealing in a material part of the property of the Bank, including rights to 
intellectual property items, the value whereof exceeds 5% of the equity of the Bank according to the 
last monthly financial statements; (k) resolutions of the Management Board on summoning the General 
Meeting of Shareholders to holds sessions, the agendas whereof include a proposal for passing a 
resolution on capital increase or a proposal for effecting a change in the Articles of Association of the 
Bank referring to the name (firm) of the Bank; adopts internal rules for the activity of the Bank and 
rules for its work, which are subject to approval by the Supervisory Board; takes decisions on 
providing a big exposure under Art. 44 of the Credit Institutions Act and internal loans under Art. 45 of 
the same Act, as well as on renegotiating risk exposures following a reasoned proposal by the relevant 
specialised body of the Bank; prepares annual financial statements, management reports of the 
company and profit distribution proposals and submits them for approval by the Supervisory Board; 
takes decisions regarding the organisational structure of the specialised internal audit service, the 
number of its personnel, the professional qualification, experience-related and other requirements 
towards the internal auditors in view of reasonable control needs and subject to the budget determined 
by the General Meeting; carries out also other functions assigned thereto by the General Meeting of 
Shareholders, the Supervisory Board, under the Articles of Association or law. 
 
According to Art. 14, Para 5 of the Articles of Association of the Bank, the Management Board may 
pass resolutions on increasing the capital of the Bank up to BGN 125,000,000 /one hundred and 
twenty-five million/ through issuance of new shares, within 5 /five/ years as from 25 June 2005, 
following a preliminary written approval by the Supervisory Board and without subsequent resolution 
by the General Meeting of Shareholders. 
 
According to Art. 14, Para 5 of the Articles of Association of the Bank, the Management Board may 
pass resolutions on issuance of debentures at the total amount of up to BGN 50,000,000 /fifty million/ 
or their equivalent in foreign currency, within 5 /five/ years as from 25 June 2004, following a 
preliminary written approval by the Supervisory Board and without subsequent resolution by the 
General Meeting of Shareholders. 
 
The Management Board of the Bank may not pass resolutions on redemption of shares issued by the 
Bank. 

 
  

ii 
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2.2. Changes in accounting policies and disclosures (continued) 
 
New and amended standards and interpretations applicable for reporting periods ended 31 
December 2009 (continued) 
 
IAS 27 Consolidated and Separate Financial Statements– Cost of investments in subsidiaries, jointly 
controlled entities or associates (Amendment) 
The amended IAS 27 requires all dividends from subsidiaries, jointly controlled entities or associates 
to be recognized in profit or loss in separate financial statements. The revision to IAS 27 will have to 
be applied prospectively. Further, it allows cost of an investment in a subsidiary, in limited 
reorganizations, to be based on the previous carrying amount of the subsidiary rather than its fair 
value. The amendments of IAS 27 did not have an impact on the financial statements of the Bank. 
 
IAS 32 Financial Instruments: Presentation and IAS 1 Puttable Financial Instruments and 
Obligations Arising on Liquidation (Amendment) 
The standards have been amended to allow a limited scope exception for puttable financial 
instruments to be classified as equity if they fulfil a number of specified criteria. The amendments 
did not have any impact on the financial position or performance of the Bank.  
 
IFRIC 9 Reassessment of Embedded Derivatives and IAS 39 Financial Instruments: Recognition and 
Measurement (Amendment) 
This amendment to IFRIC 9 requires an entity to assess whether an embedded derivative must be 
separated from a host contract when the entity reclassifies a hybrid financial asset out of the fair 
value through profit or loss category. This assessment is to be made based on circumstances that 
existed on the later of the date the entity first became a party to the contract and the date of any 
contract amendments that significantly change the cash flows of the contract. IAS 39 now states that 
if an embedded derivative cannot be reliably measured, the entire hybrid instrument must remain 
classified as at fair value through profit or loss. The adoption of these amendments did not have any 
impact on the financial statements of the Bank. 
 
IFRIC 13 Customer Loyalty Programmes 
This Interpretation requires customer loyalty award credits to be accounted for as a separate 
component of the sales transaction in which they are granted and therefore part of the fair value of 
the consideration received is allocated to the award credits and deferred over the period that the 
award credits are fulfilled. The adoption of this Interpretation did not have any impact on the 
financial statements of the Bank as no such schemes currently exist. 
 
IFRIC 15 Agreements for the Construction of Real Estate                                          
The interpretation is to be applied retrospectively. It clarifies when and how revenue and related 
expenses from the sale of a real estate unit should be recognised if an agreement between a developer 
and a buyer is reached before the construction of the real estate is completed. Furthermore, the 
interpretation provides guidance on how to determine whether an agreement is within the scope of 
IAS 11 Construction Contracts or IAS 18 Revenue. This interpretation did not have any impact on 
the Bank’s financial statements.  
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2.2. Changes in accounting policies and disclosures (continued) 
 
New and amended standards and interpretations applicable for reporting periods ended 31 
December 2009 (continued) 
 
IFRIC 16 Hedges of a Net Investment in a Foreign Operation 
The interpretation is to be applied prospectively. IFRIC 16 provides guidance on the accounting for a 
hedge of a net investment. As such it provides guidance on identifying the foreign currency risks that 
qualify for hedge accounting in the hedge of a net investment, where within the group the hedging 
instruments can be held in the hedge of a net investment and how an entity should determine the 
amount of foreign currency gain or loss, relating to both the net investment and the hedging 
instrument, to be recycled on disposal of the net investment. This interpretation did not have any 
impact on the Bank’s financial statements.  
 
IFRIC 18 Transfers of Assets from Customers 
IFRIC 18 applies to the accounting for transfers of items of property, plant and equipment by entities 
that receive such transfers from their customers and addresses the following issues: (a) Is the 
definition of an asset met?; (b) If the definition of an asset is met, how should the transferred item of 
property, plant and equipment be measured on initial recognition?; (c) If the item of property, plant 
and equipment is measured at fair value on initial recognition, how should the resulting credit be 
accounted for?; (d) How should the entity account for a transfer of cash from its customer ? This 
interpretation did not have any impact on the Bank’s financial position or performance. 
 
Improvements to International Financial Reporting Standards (issued in  2008 and 2009) 
In May 2008 and April 2009, the International Accounting Standards Board (“IASB”) issued 
omnibus of amendments to its standards, primarily with a view to removing inconsistencies and 
clarifying wording. There are separate transitional provisions for each standard. The adoption of the 
following amendments resulted in changes to accounting policies but did not have any impact on the 
financial position or performance of the Bank. 
 
• IFRS 5 Non-current Assets Held for Sale and Discontinued Operations: When a subsidiary is 

held for sale, all of its assets and liabilities shall be classified as held for sale under IFRS 5, even 
when the entity will retain a non-controlling interest in the subsidiary after the sale. As the Bank 
does not report a subsidiary held for sale, this amendment did not have any impact on the Bank’s 
financial statements.   
 

• IAS 16 Property, Plant and Equipment: replaces the term “net selling price” with “fair value less 
costs to sell”.  

 
• IAS 18 Revenue: Guidance (which accompanies the standard) was added to determine whether an 

entity is acting as a principal or as an agent. The features to consider are whether the entity: 
• has primary responsibility for providing the goods or service; 
• has inventory risk; 
• has discretion in establishing prices; 
• bears the credit risk. 

 
The Bank has assessed its revenue arrangements against these criteria and concluded that it is 
acting as principal in all arrangements. The revenue recognition accounting policy has been 
updated accordingly. 
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2.2. Changes in accounting policies and disclosures (continued) 

 
Improvements to IFRSs (issued in  2008 and 2009) (continued) 

 
• IAS 23 Borrowing Costs: the definition of borrowing costs is revised to consolidate the two types 

of items that are considered components of ‘borrowing costs’ into one – the interest expense 
calculated using the effective interest rate method calculated in accordance with IAS 39. 

 
• IAS 36 Impairment of Assets: when discounted cash flows are used to estimate ‘fair value less 

cost to sell’ additional disclosure is required about the discount rate, consistent with disclosures 
required when the discounted cash flows are used to estimate ‘value in use’.  

 
• IAS 38 Intangible Assets: Expenditure on advertising and promotional activities is recognised as 

an expense when the Bank either has the right to access the goods or has received the service.  
The reference to rarely existing, if any, persuasive evidence in support of an amortisation method 
other than the straight-line one has been removed. The Bank has revised the useful lives of its 
intangible assets and has reached the conclusion that the straight-line method continues to be the 
appropriate one.  
 
Other amendments resulting from Improvements to IFRSs to the following standards did not have 
any impact on the accounting policies, financial position or performance of the Bank: 
 

• IFRS 7 Financial Instruments: Disclosures 
• IAS 1 Presentation of Financial Statements 
• IAS 8 Accounting Policies, Change in Accounting Estimates and Error  
• IAS 10 Events after the Reporting Period  
• IAS 19 Employee Benefits 
• IAS 20 Accounting for Government Grants and Disclosures of Government Assistance 
• IAS 27 Consolidated and Separate Financial Statements 
• IAS 28 Investments in Associates 
• IAS 31 Interest in Joint Ventures 
• IAS 34 Interim Financial Reporting 
• IAS 38 Intangible Assets 
• IAS 39 Financial Instruments: Recognition and Measurement  
• IAS 40 Investment Properties 
• IAS 41 Agriculture   
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2.3 Significant accounting judgements, estimates and assumptions  
 
The preparation of financial statements in conformity with IFRS requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities, disclosures of 
contingent assets and liabilities as of the balance sheet date, and the reported amounts of income and 
expenses for the reporting period. These estimates are made on the basis of the best estimate of the 
management based on historical experience and factors of importance in the circumstances as at the 
date of the financial statement. The actual results could ultimately differ from those estimates.  
 
The key assumptions concerning the future and other key sources of estimation uncertainty at the 
balance sheet date, that have a significant risk of causing a material adjustment to the carrying 
amounts of assets and liabilities within the next reporting period are discussed below. 
 
Useful life of property, plant and equipment, and intangible assets 
Financial reporting of property, plant and equipment, and intangible assets involves the use of 
estimates for their expected useful life and residual values, which are based on judgments of the 
Bank’s management. Further details on useful lives are disclosed in the accounting policies of the 
Bank (Note 2.4). 
 

Revaluation of land and properties 
Land and buildings are stated at revalued amount determined by accredited independent valuers. 
Revaluations are made on a regular basis so that to ensure that the fair value of a particular revalued 
asset does not differ significantly from its carrying amount. 
 
Fair value of financial instruments  
Where the fair values of financial assets and liabilities on the balance sheet cannot be derived from 
active markets, they are determined using a variety of valuation techniques that include the use of 
mathematical models. The input to these models is taken from observable markets, where possible, 
but where this is not feasible, a degree of judgement is required by management in establishing fair 
values. The judgement includes considerations of comparativeness of financial instruments, 
estimation of future cash flows, liquidity and model inputs such as correlation and sensitivity of 
longer dated derivative financial instruments. 
 
Allowance for impairment losses and uncollectibility 
The Bank reviews its problematic loans at each reporting date to assess whether an allowance for 
impairment should be recorded in the income statement. In particular, judgement by management is 
required for the analysis on financial performance of the borrowers and availability of sources of the 
borrower to repay its loans when determining the risk category in which the borrower should be 
classified and the level of allowance required respectively. Judgement by management is required as 
well in the estimation of the amount and timing of future cash flows when determining the level of 
allowance required.  Such estimates are based on assumptions about a number of factors and actual 
results may differ, resulting in future changes to the allowance. 
 
In addition to individually classified and provided loans, the Bank also conducts an analysis on 
portfolio basis to determine allowance against individually insignificant exposures which have a 
greater concentration of risk that the loans existing at the balance sheet date may not be recovered. 
This analysis takes into consideration factors such as analysis of historical losses and risks 
determined on portfolio basis.  
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2.3 Significant accounting judgements, estimates and assumptions (continued) 
 

Impairment of investments 

The Bank treats its investments classified as available-for-sale financial assets, as impaired when 
there has been a significant or prolonged decline in the fair value below their carrying amount or 
where other objective evidence of impairment exist. The determination of what is “significant” or 
“prolonged” requires judgement in evaluating all significant factors, such as the share price 
volatility. 

 
2.4. Summary of significant accounting policies  
 
Functional and presentation currency 
 
All amounts in these financial statements are stated in thousands of Bulgarian levs, which is the 
Bank’s functional and presentation currency.  
Transactions in foreign currencies are initially recorded at the functional currency rate ruling at the 
date of the transaction. Monetary assets and liabilities denominated in foreign currencies are 
retranslated in the functional currency at the closing rate of exchange set by the Bulgarian National 
Bank at the end of each day. All exchange rate differences are recognised in the income statement. 
Non monetary assets and liabilities that are measured at historical cost in a foreign currency are 
translated into the functional currency using the exchange rate at the date of the initial transaction 
(acquisition).  
Since 1 January 1999 the Bulgarian lev has been pegged to Euro at an exchange rate of 
BGN1.95583 : EUR1, according to the Law on BGN of 1997.  
 
The main rates of exchange to the Bulgarian lev as of 31 December 2009 and 31 December 2008 are 
as follows: 
 
Currency    2009    2008 
EUR  1.95583  1.95583 
USD  1.36409  1.38731 
 
Cash and cash equivalents 
 
For the purpose of the cash flow statement cash and cash equivalents consist of cash in hand and 
balances with BNB, as also cash in Nostro accounts with other banks as well as funds provided to 
banks with original term to maturity of up to 3 months. 
 
Financial instruments 
 

Date of recognition 
Regular way purchases or sales of financial assets are recognised on the settlement date, i.e. the date 
that the Bank commits to purchase or sell the asset. Regular way purchases or sales are purchases or 
sales of financial assets that require the delivery of the asset within the time frame generally 
established by regulation or convention in the marketplace. 
 
Initial recognition of financial instruments  
The classification of financial assets at initial recognition depends on the purpose for which the 
financial instruments were acquired and their characteristics. Financial assets within the scope of 
IAS 39 Financial Instruments: Recognition and Measurement are classified as financial assets at fair 
value through profit or loss, or as loans and receivables, or as investments held to maturity or as 
financial assets available for sale, whichever is more appropriate.  
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2.4. Summary of significant accounting policies (continued)  
 
Financial instruments (continued)  
 
Financial assets at fair value through profit or loss 
Financial assets at fair value through profit or loss are acquired in order to gain profit from the short-
term price fluctuations or to be included in a portfolio of securities with a model of obtaining short-
term profit. Securities at fair value are recognised initially at cost of acquisition, plus the transaction 
costs, and subsequently are measured at fair value on the basis of quoted prices. Gains or losses 
related to securities at fair value, whether realised or not, are recognised in the income statement as 
profit/(loss) from transactions with securities. Interest income related to securities for trading is 
reported as interest income. 
 
Sales and repo agreements and borrowing of securities 
Securities sold under the terms of binding repo agreements are reported in the financial statements as 
securities at fair value through profit or loss or available-for-sale investments, and the liability to the 
contractor under the agreement is stated as а payable on repo deals. Securities acquired under repo 
deals ("reverse repo") are stated as receivables on repo deals. The difference between the agreed 
selling price and the repo price is reported as interest expense over the life of the agreement using the 
effective interest rate method.  

Securities obtained with a clause for future reverse sale are not recognised in the financial 
statements, unless sold to third parties. The obligation for their return is stated at fair value as 
payables under repo agreements. 
 
Available-for-sale investments  
Available-for-sale investments comprise Bulgarian government securities, equity investments, 
corporate securities and corporate debt instruments. They are reported at fair value, and if not such 
could be determined reliably – at cost of acquisition for equity instruments or amortised cost for debt 
instruments. Any gains or losses at revaluation are recognised directly in equity and revaluation 
reserves, with the exception of impairment losses, and the interest income calculated using the 
effective interest rate method and any foreign currency gains or losses are recognised directly in the 
current financial result. Upon disposal of available-for-sale investments, the Bank includes the 
accumulated revaluation reserve in the financial result for the current period. 

Capital investments are made in domestic and foreign companies. These investments are not quoted 
on the open market. At 31 December 2009 and 31 December 2008, the Bank does not hold the 
controlling interest in those companies. Capital investments are stated at acquisition cost, less the 
impairment losses, if any. Dividends are recognised in the income statement for the period when the 
Bank’s right to receive payment is established. 

Corporate securities comprise shares in Bulgarian companies quoted on the Bulgarian stock 
exchange, which is a regulated market. They are stated at fair value in the cases where the market 
quotations for the shares are a result of sufficiently developed and liquid market; the change to this 
amount is recognised in the statement of changes in equity. Shares for which there is no sufficiently 
reliable quotation due to the small volumes of trade are reported at cost of acquisition. Dividends are 
recognised as other income upon their receipt. 

Corporate debt instruments comprise debt of domestic and foreign companies not actively traded in 
financial markets. They are reported at fair value, and if no such can be determined reliably - at 
amortised cost. Interest income is recognised as interest income in the income statement. 
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2.4. Summary of significant accounting policies (continued)  
 
Financial instruments (continued)  

 

Derivative financial instruments  

The Bank uses derivative financial instruments to respond to the financial needs of its clients, acting 
as an agent, and to facilitate its own transactions. These instruments include purchases and sales of 
foreign currencies, securities, forward and futures contracts and foreign currency swaps in the open 
market. Such derivative financial instruments are initially recognised at cost (including the 
transactions costs) and are subsequently remeasured at fair value. The fair value is determined on the 
basis of market quotations, cash flows discount models and other financial valuation models, 
depending on the type of derivative. Derivatives are reported as assets when their fair value is a 
positive figure, and as liabilities, when it is negative. Any changes in the fair value of derivative 
financial instruments held for sale are included in the income statement. 

Certain derivative instruments, although acquired with the purpose to cover the market risk, do not 
meet the specific criteria for hedging accounting under IAS 39, and therefore, they are reported as 
derivatives for trading. 

The change in the fair value of assets received is recognised as a result for the period.  
 

Offsetting of financing instruments 

Financial assets and financial liabilities are offset and the net amount is reported in the Bank’s 
balance sheet if, and only if, there is a currently enforceable legal right to offset the recognised 
amounts and there is an intention to settle on a net basis, or to realise the assets and settle the 
liabilities simultaneously.  
 

Loans and advances to clients  

Loans originated initially with the Bank, through granting the funds directly to the borrower, are 
classified as loans granted by the Bank and are reported at amortised cost using the effective interest 
rate method, less any adjustments for impairment. 
 
Loans and advances are recognised at the time the cash is provided to borrowers. 

 

Impairment and uncollectibility of loans and advances to clients  

Allowance for impairment losses and uncollectibility are measured as the difference between the 
asset’s book value and its estimated recoverable amount, which is the present value of estimated 
future cash flows discounted at the loan’s original effective interest rate. Cash flows related to short-
term loans are not discounted.  
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2.4. Summary of significant accounting policies (continued)  

 

Impairment and uncollectibility of loans and advances to clients (continued)  

 

The Bank classifies the loans granted to clients in a number of risk classification groups. An analysis 
of expected cash flows is made and after discounting the recoverable amount is calculated. The 
present value of future cash flows is discounted at the agreed effective interest rate on loan. If the 
loan bears floating interest rate, upon calculating the discount rate for the purposes of determining 
the impairment loss the present effective interest rate is used. The calculation of the present value of 
future cash flows on a secured loan also reflects the estimated cash flows at the time of sale of the 
collateral. 
 
The difference between the book value and the recoverable amount is the impairment loss and 
uncollectibility. For individually significant loans (determined on the basis of existing objective 
evidence for impairment), the Bank calculates the impairment for each individual exposure. 
 
Assets which have been assessed as individually significant and for which impairment has been 
made are not included in the assets’ assessment upon calculating the impairment on a portfolio basis. 
For individually insignificant loans of homogeneous nature the allowance for impairment is 
determined on the basis of an analysis of historical losses and risks, determined on a portfolio basis.  

 

Any difference between the carrying amount and the recoverable amount of the financial asset 
(impairment loss and uncollectibility) is taken to the income statement in the period in which it 
arises. Any reversal of the impairment loss and uncollectibility is taken to the income during the 
respective period. When such reversal is due to the realisation of collateral, the release of the 
provision is reported as income in the calendar year when the proceeds from the sale are received. 
Any recovered amounts previously written off are charged as income through a reduction of the 
accumulated impairment loss and uncollectibility for the year. 

 

Loans for which there are grounds to believe that they might not be collected are derecognised 
against the accumulated impairment. Such loans are not written off until the time of completion of all 
legal proceedings or until the time the actual amount of the loss is established. Any subsequently 
collected amounts on already derecognised loans are recognised as other operating income in the 
income statement for the current period. 
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2.4. Summary of significant accounting policies (continued)  

 

Deposits from banks, other financial institutions, non-financial institutions and other clients 

Deposits /loans/ from banks and other financial institutions, non-financial institutions and other 
clients include funds attracted by the Bank in the form of current, escrow, deposit, budget and other 
accounts. They are reported from the date of the transaction at the fair value of deposit received. 
Financial liabilities are subsequently measured at amortised cost, and those denominated in foreign 
currency are revalued on a daily basis at the central exchange rate of the BNB for the respective 
currency.  Deposits are stated together with the contractual interest accrued thereon at the date of the 
financial statements. 
 

Subordinated term debt, debt securities issued and other long-term borrowings 

Borrowings are recognised initially at the fair value of cash flows received at the origination of the 
liability, less any directly attributable transactions costs. Subsequently, borrowings are stated at 
amortised cost and any difference between the net cash flows and the remaining value is taken to the 
income statement using the effective interest rate method for the term of the liability. 
 
Derecognition of financial assets and liabilities  
 
Financial assets 
A financial asset (or, where applicable a part of a financial asset or part of a group of similar 
financial assets) is derecognised when: 

• the contractual rights to receive cash flows from the asset have expired; 
• the contractual rights to receive cash flows from the asset have been retained, but a contractual 

obligation has been assumed for their payment in full without material delay to a third party 
under a ‘pass through’ arrangement; or the contractual rights to receive cash flows from the 
financial asset have been transferred and either (a) the Bank has transferred substantially all the 
risks and rewards of the financial asset, or (b) the Bank has neither transferred nor retained 
substantially all the risks and rewards of the financial asset, but has transferred the control of the 
asset. 

 
Where the Bank has transferred its rights to receive cash flows from an asset and has neither 
transferred nor retained substantially all the risks and rewards of the asset or transferred control of 
the asset, the transferred financial asset is recognised to the extent of the Bank’s continuing 
involvement in the asset. Continuing involvement that takes the form of a guarantee over the 
transferred asset is measured at the lower of the original carrying amount of the asset and the 
maximum amount of the consideration that the Bank could be required to repay. 
 
Where continuing involvement takes the form of a written and/or purchased option (including a cash 
settled option or similar provision) on the transferred asset, the extent of the Bank’s continuing 
involvement is the amount of the transferred asset that the Bank may repurchase, except that in the 
case of a written put option (including a cash settled option or similar provision) on an asset 
measured at fair value, the extent of the Bank’s continuing involvement is limited to the lower of the 
fair value of the transferred asset and the option exercise price. 
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2.4. Summary of significant accounting policies (continued)  
 
Derecognition of financial assets and liabilities (continued) 
 
Financial assets (continued) 
 
 
Financial liabilities 
A financial liability is derecognised from the balance sheet when the obligation under the liability is 
discharged or cancelled or expired. Where an existing financial liability is replaced by another from 
the same lender on substantially different terms, or the terms of an existing liability are substantially 
modified, such an exchange or modification is treated as a derecognition of the original liability and 
the recognition of a new liability, and the difference in the respective carrying amounts is recognised 
in the income statement. 
 

Disclosure of fair value 

IAS 32 Financial instruments: Disclosure requires disclosure in the notes to the financial statements 
of information about the fair value of financial assets and liabilities. For the purpose, the fair value is 
determined as the amount at which a financial instrument may be exchanged or settled in an arm's 
length transaction between knowledgeable and willing parties. It is a policy of the Bank to disclose 
information about the fair value of those assets and liabilities, for which there is market information 
available and the fair value of which significantly differs from the carrying amount. 
 
The fair value of cash and cash equivalents, deposits and loans provided by the Bank, other 
receivables, deposits, loans and other short-term liabilities approximates their carrying amount, if 
their maturity will occur in a shorter period of time.  

 
If no quotations are available, other methods for reliable calculation of the fair value of the financial 
instrument are used, by comparing it with the current market value of another similar financial 
instrument or by determining the discounted cash flows expected from the financial instrument 
through discount percentages equal to the prevailing rate of return on the financial instrument. 

 

Guarantees provided 

Financial guarantee contracts are the contracts which bind the guarantee issuer to make a specific 
payment in order to cover the loss of the guarantee beneficiary, which have occurred as a result of 
the debtor’s failure to make the necessary payments in accordance with the debt instrument. Such 
financial guarantees are provided to banks, financial institutions and other bodies in behalf of users 
in order to secure loans, overdrafts and other bank funds.  

Financial guarantees are recognised initially in the financial statements at fair value on the date of 
issue of the guarantee. Subsequently, the Bank’s liabilities on such guarantees are reported at the 
higher of the initially recognized amount, less any amortisation expenses, in order to report in the 
income statement incomes from fees calculated on the basis of the straight line method over the 
guarantee term, and the best estimate of expenses necessary to settle each financial liability which 
have occurred at the balance sheet date. These estimates are determined on the basis of the 
experience with similar transactions and data of past losses, obtained as a result of the management’s 
judgement.  

The increase of guarantee-related liabilities is taken to the income statement.  
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2.4. Summary of significant accounting policies (continued)  
 

Borrowing costs 

Borrowing costs directly attributable to the acquisition, construction or production of an asset that 
necessarily takes a substantial period of time to get ready for its intended use or sale are capitalised 
as part of the cost of the respective assets. All other borrowing costs are expensed in the period they 
occur. Borrowing costs consist of interest and other costs that the Bank incurs in connection with the 
borrowing of funds. The Bank capitalises borrowing costs for all eligible assets where construction 
was commenced on or after 1 January 2009. The Bank continues to expense borrowing costs relating 
to construction projects that commenced prior to 1 January 2009. 

 

Property, plant and equipment 

Land and buildings are stated at revalued amount, and any other items of property, plant and 
equipment are stated at cost less accumulated depreciation and any impairment loss. Depreciation is 
calculated on a straight line basis over the useful life of the assets. 

The annual depreciation rates used in these financial statements are as follows: 
 
  2009   2008 
    
Buildings  4% (25 years)  4% (25 years) 
Leasehold improvements  The term of the 

leased asset 
 - 

Office equipment – computer systems 25% (4 years)  25% (4 years) 
Office equipment – others 30% (3.3 years)  30% (3.3 years 
Motor vehicles, incl.:    
Cars  25% (4  years)  25% (4  years) 
Cars for collection of cash 10% (10 years)  10% (10 years) 
Office furniture 15% (6.7 years)  15% (6.7 years) 
ATM 20% (5 years)  20% (5 years) 
Other  15% (6.7 years)  15% (6.7 years) 

Land is not depreciated. 

If the increase of the assets’ book value results from revaluation, the increase is credited directly to 
equity as a revaluation reserve. Where the decrease of the assets’ book value results from 
revaluation, its amount is deducted directly from the revaluation reserve or is recognised as an 
expense if the amount of the revaluation reserve for this asset is not enough. The asset’s useful lives 
and methods of depreciation are reviewed at least at each financial year end.   

 

Long-term intangible assets 
Long-term intangible assets, including computer software, are measured at cost less any accumulated 
amortisation and any accumulated impairment losses. The amortisation is calculated on a straight 
line basis over the useful life of the assets of 4 years, by applying an annual amortisation rate of 25% 
for computer software and 6.7 years, with an annual amortisation rate of 15% for the other intangible 
assets. The asset’s useful lives and methods of amortisation are reviewed at least at each financial 
year end for all intangible assets with finite useful lives.   
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2.4. Summary of significant accounting policies (continued)  
 
Impairment of non-financial assets 
 
The Bank assesses at each reporting date whether there is an indication that an asset may be 
impaired. If any such indication exists, or when annual impairment testing for an asset is required, 
the Bank makes an estimate of the asset’s recoverable amount. An asset’s recoverable amount is the 
higher of an asset’s or cash-generating unit’s fair value less costs to sell and its value in use. 
 
The recoverable amount is determined for an individual asset, unless the asset does not generate cash 
inflows that are largely independent of those from other assets or groups of assets. Where the 
carrying amount of an asset exceeds its recoverable amount, the asset is considered impaired and is 
written down to its recoverable amount. In assessing value in use, the estimated future cash flows are 
discounted to their present value using a pre-tax discount rate that reflects current market 
assessments of the time value of money and the risks specific to the asset. In determining fair value 
less costs to sell, an appropriate valuation model is used. These calculations are corroborated by 
valuation models, quoted share prices for publicly traded subsidiaries or other available fair value 
indicators. 
 
An assessment is made by the Bank at each reporting date as to whether there is any indication that 
previously recognised impairment losses may no longer exist or may have decreased. If such 
indication exists, the Bank makes an estimate of the recoverable amount of this asset. A previously 
recognised impairment loss is reversed only if there has been a change in the estimates used to 
determine the asset’s recoverable amount since the last impairment loss was recognised. If that is the 
case the carrying amount of the asset is increased to its recoverable amount. That increased amount 
cannot exceed the carrying amount that would have been determined (net of depreciation) had no 
impairment loss been recognised for the asset in prior years. Such reversal is recognised in the 
income statement, unless the asset is carried at revalued amount in which case the reversal is treated 
as revaluation surplus.  
 
Taxes  
 
Current income tax assets and liabilities for the current and prior periods are measured at the amount 
expected to be recovered from or paid to the taxation authorities. The tax rates and tax laws used to 
compute the amount are those that are enacted or substantively enacted by the balance sheet date. 
Deferred income tax is provided using the liability method on temporary differences at the balance 
sheet date between the tax bases of assets and liabilities and their carrying amounts for financial 
reporting purposes.  
Deferred income tax reflects the net tax effect of all temporary differences between the carrying 
amount of the assets and liabilities for financial reporting purposes and their value calculated for tax 
purposes. Deferred tax is calculated at the tax rates that are expected to apply in the period when the 
liability is settled or the asset realised.   

The valuation of deferred tax assets and liabilities reflects the tax consequences that might arise out 
of the manner in which the Bank expects, at the balance sheet date, to recover or settle the book 
value of its assets and liabilities. Deferred tax assets and liabilities are recognised despite of the fact 
when the temporary difference will reverse.  
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2.4. Summary of significant accounting policies (continued)  
 
Taxes (continued) 
 
Deferred income tax assets are recognised to the extent that it is probable that taxable profit will be 
available against which the tax assets can be utilised. The Bank revalues at each balance sheet date 
the unrecognised deferred tax assets and the book value of deferred tax assets. The Bank recognises a 
deferred tax asset, which has not been recognised previously, to the extent that it is probable that the 
deferred tax asset will be recovered from a future taxable income. Conversely, the Bank reduces the 
book value of a deferred tax asset up to the amount to which it is no longer probable that a sufficient 
taxable income will be generated against which a part or the entire amount of deferred tax could be 
utilised. 

Current and deferred taxes are recognised as income or expense in the income statement, except 
when the tax occurs as a result of transactions or events reported in the statement of comprehensive 
income for the current or a different period. Current and deferred taxes are accrued or taken directly 
to equity when the tax relates to items, which have been accrued or taken directly to equity in the 
same or a different period. 
 
Deferred tax assets and liabilities are offset by the Bank only when there is a legally enforceable 
right to offset current tax assets against current tax liabilities and where they relate to income taxes 
levied by the same taxing authority. 
 
Value Added Tax (VAT) 
Revenues, expenses and assets are recognised net of the amount of VAT except: 

• where the VAT incurred on a purchase of assets or services is not recoverable from the 
taxation authority, in which case the VAT is recognised as part of the cost of acquisition of 
the asset or as part of the expense item as applicable; and 

• receivables and payables that are stated with the amount of VAT included. 
 
The net amount of VAT recoverable from, or payable to, the taxation authority is included as part of 
receivables or payables in the balance sheet. 

 

Interest income and expenses 

Interest income and interest expenses are stated in the income statement for all interest-bearing 
instruments using the effective interest rate method and by applying the accrual principle. Loan-
related fees are deferred and recognised as an adjustment of the effective interest income on the loan. 

 

Fees and commissions income  

Fees and commissions are recognised on an accrual basis. They comprise mainly fees charged on 
transactions performed at the teller’s desk and on cash transfers, guarantees and other services 
offered by the Bank.  

 

Operating lease 

Real estate necessary for the Bank’s branches activities is hired under long-term operating lease 
contracts. Expenses related to such contracts are reported in the income statement as rental expenses 
based on the straight-line method over the lease term. 
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2.4. Summary of significant accounting policies (continued)  
 

Share capital  

The share capital of the Bank is stated at the nominal value of shares issued and subscribed by the 
Bank. Any other additional income from the sale of shares over their nominal value is reported in the 
issue premium.  
 
 
2.5 Future changes in accounting policies 
 
Standards, interpretations and amendments issued but not yet effective 
 
Certain new standards, amendments and interpretations to existing standards have been published 
that are mandatory for accounting periods beginning on or after 1 January 2010 or later periods but 
which the Bank has not early adopted, as follows: 
 
IFRS 1 Additional Exemptions for First-time Adopters (Amendments) 
The amendments to IFRS 1 were issued in July 2009 and become effective for annual periods 
beginning on or after 1 January 2010. These amendments provide for additional exemptions from 
full retrospective application of IFRS for the measurement of oil and gas assets and the assessment 
of leasing contracts in accordance with IFRIC 4. These amendments will not have an impact on the 
financial statements of the Bank. These amendments have not yet been endorsed by the EU. 
 
IFRS 2 Bank Cash-settled Share-based Payment Transactions (Amendments) 
These amendments to IFRS 2 were issued in June 2009 and become effective for annual periods 
beginning on or after 1 January 2010. These amendments clarify the scope and the accounting for 
Bank cash-settled share-based payment transactions. The Bank does not expect these amendments to 
impact its financial position or performance. These amendments have not yet been endorsed by the 
EU. 
 
IFRS 3 Business Combinations (Revised) and IAS 27 Consolidated and Separate Financial 
Statements (Revised) 
The revised standard was issued in January 2008 and becomes effective for annual periods beginning 
on or after 1 July 2009. The revised IFRS 3 introduces a number of changes in the accounting for 
business combinations occurring after this date that will impact the amount of goodwill recognised, 
the reported results in the period that an acquisition occurs, and future reported results. The revised 
IAS 27 requires that a change in the ownership interest of a subsidiary (without loss of control) is 
accounted for as an equity transaction. Therefore, such transactions will no longer give rise to 
goodwill, nor will it give raise to gain or loss. Furthermore, the amended standard changes the 
accounting for losses incurred by the subsidiary as well as the loss of control of a subsidiary. The 
changes introduced by the revised IFRS 3 and the revised IAS 27 must be applied prospectively and 
will affect future acquisitions or loss of control and transactions with minority interests. 
 
IFRS 9 Financial Instruments  
The first phase of IFRS 9 Financial Instruments was issued in November 2009 and becomes effective 
from 1 January 2013. The main focus of the first phase is the classification and measurement of 
financial assets. The impact from the first phase of the new IFRS 9 is expected to be analysed by the 
Bank. This standard has not yet been endorsed by the EU. 
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2.5. Future changes in accounting policies (continued)  
 
IAS 39 Financial Instruments: Recognition and Measurement – Eligible Hedged Items 
These amendments to IAS 39 were issued in August 2008 and become effective for annual periods 
beginning on or after 1 July 2009. The amendment clarifies that an entity is permitted to designate a 
portion of the fair value changes or cash flow variability of a financial instrument as a hedged item. 
This also covers the designation of inflation as a hedged risk or portion in particular situations. The 
Bank does not expect these amendments to impact its financial statements. 
 
IAS 24 Related Party Disclosures (Revised) 
The amendments to IAS 24 were issued in November 2009 and become effective for annual periods 
beginning 1 January 2011. The revised version of IAS 24 clarifies and simplifies the definition of a 
related party. The Bank does not expect these amendments to impact its financial statements. The 
revised standard has not yet been endorsed by the EU. 
 
IFRIC 14 Prepayment of a Minimum Funding Requirement (Amendment) 
This amendment was issued in November 2009 and is effective for annual periods beginning 1 
January 2011. This amendment will allow these entities to recognise a prepayment of pension 
contributions as an asset rather than an expense. The Bank does not expect the amendment to impact 
its financial statements. This amendment has not yet been endorsed by the EU. 
 
IFRIC 17 Distributions of Non-cash Assets to Owners 
IFRIC 17 was issued on 27 November 2008 and is effective for annual periods beginning on or after 
1 July 2009 and must be applied prospectively. IFRIC 17 applies to all non-reciprocal distributions 
of non-current assets to owners. It provides guidance when to recognise a liability, how to measure it 
and the associated assets, and when to derecognise the asset and liability and consequences of doing 
so. The Bank is in the process of assessing the impact of IFRIC 17 on its financial statements. 
 
IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments 
IFRIC 19 was issued in November 2009 and is effective for annual periods beginning on or after 1 
July 2010. The IFRIC clarifies the measurement of equity instruments issued to a creditor to 
extinguish a financial liability as well as the treatment of the difference between the fair value of the 
equity instruments issued and the carrying amount of the financial liability that is extinguished. The 
Bank is in the process of assessing the impact of IFRIC 17 on its financial statements. This 
Interpretation has not yet been endorsed by the EU. 
 
Improvements to International Financial Reporting Standards (issued in 2008 and 2009) 
Improvements to IFRSs were issued in 2008 and 2009 by the International Accounting Standards 
Board as its second omnibus of amendments to its standards. Most of the amendments become 
effective for annual periods beginning on or after 1 January 2010. The impacts of the first-time 
application of these amendments on the Bank’s financial statements are currently being analysed.  

http://gaait-aa.ey.net/Document.aspx?PersistentBookId=514&GotoString=IAS%2024R&ProductId=110#IAS 24R
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3. Net interest income 
Interest income and expenses at 31 December 2009 and 31 December 2008 are as follows: 
 2009  2008 

Interest income    
    
Funds provided to banks    

In BGN 68  561 
In foreign currency 342  5,785 

 410  6,346 
Loans and advances to clients    

In BGN 61,912  50,021 
In foreign currency 73,021  68,199 

 134,933  118,220 
Financial assets available for trading    

In BGN -  1,721 
In foreign currency -  62 

 -  1,783 
Available-for-sale investments    

In BGN 4,152  2,338 
In foreign currency 60  13 

 4,212  2,351 
    
Total interest income  139,555  128,700 

    
Interest expenses    
    
Deposits from banks    

In BGN (393)  (1,686) 
In foreign currency (281)  (2,687) 

 (674)  (4,373) 
Deposits from clients    

In BGN (25,512)  (17,847) 
In foreign currency (49,417)  (44,372) 

 (74,929)  (62,219) 
Debt securities     

In foreign currency (237)  (366) 
 (237)  (366) 
Other long-term funds     

In BGN (70)  - 
In foreign currency (346)  - 

 (416)  - 
Subordinated term debt    

In foreign currency (1,927)  (1,382) 
 (1,927)  (1,382) 
    
Total interest expenses (78,183)  (68,340) 
    
Interest income, net 61,372  60,360 
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4. Net fees and commissions income  
Fees and commissions, net, at 31 December 2009 and 31 December 2008 are as follows: 

  
 2009  2008
Fees and commissions income    
      Opening and servicing of client accounts 1,127  787 
      Transfer operations 5,428  7,134 
      Cash operations 1,894  2,702 
      Loans 3,183  5,654 
      Off-balance sheet commitments (guarantees, etc) 883  1,112 
      Card-related services 3,155  3,262 
      Servicing of budget accounts 16,455  18,966 
      Other 185  176 
Total fees and commissions income 32,310  39,793 
    
Fees and commissions expenses    
      Opening and servicing of client accounts (40)  (76) 
      Transfer operations (115)  (277) 
      Cash operations (9)  (47) 
      Card-related services (1,045)  (1,144) 
      Servicing of budget accounts (66)  (268) 
      Other (392)  (288) 
Total fees and commissions expenses (1,667)  (2,100) 
Net fees and commissions income 30,643  37,693 

 
 
5. Net foreign currency gain 
Net foreign currency gain at 31 December 2009 and 31 December 2008 comprises the following: 
 
 2009  2008 

    
Gains from transactions in foreign currency 4,515  7,740 
Losses from transactions in foreign currency (6,962)  (5,746) 
Net gain from transactions in foreign currency (2,447)  1,994 
Net gain from translation of foreign currency 2,607  12,230 
Net foreign currency gain 160  14,224 
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6. Net gain/(loss) from held-for-trading and available-for-sale financial 
instruments  
 
Net gain from transactions with securities at 31 December 2009 and 31 December 2008 includes the 
following: 
 
 2009  2008 
    
Gains/(losses) from securities for trading    

Gains from securities for trading -  143 
Losses from securities for trading -  (1) 
Positive revaluation of securities for trading -  2,322 
Negative revaluation of securities for trading -  (4,070) 
Other expenses on securities for trading -  (13) 

Total losses from securities for trading -  (1,619) 
    
Gain/(Loss) from derivative financial instruments  2,101  (11,747) 
    
Profits/losses from available-for-sale investments    

Profit from sale of available-for-sale investments 209  70 
Loss from sale of available-for-sale investments (17)  - 
Other expenses on available-for-sale investments (13)  (1) 
Total profits from available-for-sale investments 179  69 

Net profit/(loss) from transactions with securities 2,280  (13,297) 

 

7. Other operating income, net  
Other operating income/(expenses) at 31 December 2009 and 31 December 2008 are as follows: 

 
 2009  2008 

    
Dividends received 25  27 
Profit from sale of buildings, assets for resale and other 

assets 6 
 

143 
Other income  1,062  3,282 
Total operating income, net 1,093  3,452 

The biggest share in other income at 31 December 2009 belongs to the commission income on DZI 
insurances contracted, lawyer’s fees awarded to the benefit of the Bank in relation to litigation 
cornering loans and proceeds from loans awarded. 
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8. Impairment of loans and advances to clients, net 
Impairment expenses at 31 December 2009 and 31 December 2008 are as follows: 
 
 2009  2008 

    
Loans and advances to clients, net (26,601)  (21,659) 
Total (26,601)  (21,659) 

The movements in allowance for impairment of loans and advances to clients are as follows: 
 

  Allowance for 
impairment of 

loans and 
receivables on 
an individual 

basis 

 Allowance for 
impairment of 

loans and 
receivables on a 
collective basis 

 Total 

Balance at 31 December 2007   25,082  629   25,711 
     
Accrued for the year  34,899  653   35,552 
Reversed over the year  (13,264)  (629)  (13,893)
Receivables written off 
against provisions 

 
(2,482)

 
-  

 
(2,482)

     
Balance at 31 December 
2008 

 
44,235 

 
653  

 
44,888 

     
Accrued for the year  38,308  1,022   39,330 
Reversed over the year  (12,729)  -  (12,729)
Receivables written off 
against provisions 

 
(5,153)

 
-  

 
(5,153)

     
Balance at 31 December 
2009 

 
64,661 

 
1,675  

 
66,336 

 

Currently in the year of 2009, by virtue of decisions of the Management Board of the Bank bad debts 
and receivables amounting to BGN 5,153 thousand, of which 97.32% relate to receivables from 
corporate clients, have been written off against allowance for impairment accrued.  
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9. Provisions on loan engagements and guarantees, net  
Provisions on credit commitments and guarantees for 2008 and 2009 are as follows: 
 

 Provisions  
  
Balance at 1 January 2008 - 
Accrued for the year 57 
Balance at 31 December 2008 57 
Accrued for the year 15 
Reversed for the year (7) 

Net change in provisions  8 
Balance at 31 December 2009 65 
 
10. Impairment of available-for-sale investments  
 
Impairment of available-for-sale investments at 31 December 2009 and 31 December 2008 is as 
follows: 
 
 2009  2008 

    
Expenses on impairment of available-for-sale financial 
assets - 

 
(4,637) 

Total impairment of available-for-sale investments, 
net -  (4,637) 

 
At 31 December 2008, the Bank revalued debentures of the Icelandic Kaupting Bank, owned by it, 
with a nominal value of BGN 5,000 thousand, at the price of 7.25/100 BGN. At 31 December 2009 
these debentures are sold. 
 
11. General administrative expenses 
 
The general administrative expenses for 2009 and 2008 include the following: 
 2009  2008 

Costs of personnel:    
Remunerations  22,204  20,295 
Social security expenses 4,669  5,118 

  Expenses on training of personnel 120  823 
Total costs of personnel 26,993  26,236 
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11. General administrative expenses (continued) 
 2009  2008 
    
Other operating expenses:    

Hired services  8,718  8,498 
Depreciation / amortisation 5,353  4,663 
Advertising expenses 1,884  5,133 
Telecommunications 2,253  2,411 
VAT not refundable -  3 
Consumables  3,917  4,438 
Rental expenses 9,203  8,420 
Guarantee Fund for deposits from clients 6,168  5,410 
Other expenses 1,600  1,586 

Total other operating expenses 39,096  40,562 
Total administrative expenses 66,089  66,798 

 
12. Income tax expenses  
Corporate income tax 

Current income tax expenses represent the amount of tax payable under the Bulgarian law, calculated 
by applying the legal tax rate of 10% for 2009 and 10% for 2008.  

 
 2009  2008 
    
Current income tax expense (207)  (949) 
Deferred income tax expense (79)  (25) 
     
Total tax expense (286)  (974) 

 
The reconciliation between the income tax expense and the accounting profit before taxes is as 
follows: 
 2009  2008 

    
Accounting profit 2,850  9,281 
Taxes based on the effective tax rate 
 (10% - 31 December 2009; 10% - 31 December 2008) 285 

 
928 

Tax effect of costs that are not deductible when 
calculating the taxable profit 4 

 
52 

Tax effect of non taxable (income)  (3)  (6) 
Tax expenses 286  974 
Effective tax rate 10.04%  10.50% 

 
The reported tax effect for both years 2009 and 2008 due to non-taxable income mostly comprises 
proceeds from dividends paid in relation to shares of various companies hold by the Bank, which are 
exempt from taxation according to the provisions of the effective tax law.   
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12. Tax expenses (continued) 
 
At 31 December 2009 and 31 December 2008 deferred tax assets and liabilities by types are as 
follows: 
 2009  2008 

    
Deferred tax (assets):    

Impairment of fixed assets (49)  (49) 
Other liabilities (unused leaves) (215)  (175) 
Other liabilities (pension provisions and provisions 
for liabilities settled due to the expiry of their period 
of limitation) (20) 

 

(15) 
Provisions related to off-balance sheet commitments (6)  (6) 

 
Deferred tax (assets) (290) 

 
(245) 

 
 

 2009  2008 
Deferred tax liabilities:    

Revaluation of land and buildings 197  197 
Accelerated depreciation of fixed assets for tax 
purposes 260 

 
136 

Deferred tax liability 457  333 
Deferred tax liability, net 167  88 

 

Changes in the deferred tax assets and liabilities for 2009 are reported in the income statement.  
 
Income tax related to the components of the other comprehensive income  
 
 2009  2008  
 

Pre-tax 
amount 

Tax 
(expense) 

benefit Net amount  
Pre-tax 
amount 

Tax 
(expense) 

benefit Net amount  
  
Financial assets available 
for sale 77 (8) 69 48 (5) 43
Total 77 (8) 69 48 (5) 43
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13. Earnings per share 
 2009  2008
   
Net profit after tax  2,564  8,307 
Average weighted number of shares 6,972,056  6,972,056 
   
Earnings per share (in BGN) 0.37  1.19 

The basic earnings per share are determined by dividing the net profit for the period, subject to 
distribution among the holders of ordinary shares, by the average weighted number of the 
outstanding ordinary shares for the period ended 31 December 2009 

The average weighted number of shares is equal to the sum of the outstanding ordinary  shares at the 
beginning of the period and the outstanding ordinary  shares issued throughout the period, where 
prior to that each number of shares shall be multiplied by the average time factor. The last capital 
increase was made in 2006 and registered on 22 March 2006. 

 

14. Cash in hand and in current accounts with the Central Bank 
At 31 December 2009 and 31 December 2008 cash and balances with the Central Bank are as 
follows: 

 2009  2008 
Cash in hand    

In BGN 21,874  30,860 
In foreign currency  14,570  21,258 

 36,444  52,118 
Cash in transit     

In BGN 4,604  5,433 
In foreign currency  1,850  1,592 

 6,454  7,025 
Statutory minimum reserves in BGN at the BGN current 

account with BNB  78,002 
 

36,570 
Minimum mandatory reserves in foreign currency 48,896  117,350 
 126,898  153,920 
Total 169,796  213,063 

Current account balance with BNB and statutory minimum reserves  

The current account with BNB is used for direct participation in the monetary market and the market 
of government securities, as well as for the purposes of bank settlement in the country. 

The BGN statutory minimum reserves of the Bank kept with BNB are included in the current 
account balance with BNB, and those in foreign currency are presented separately. Trade banks in 
Bulgaria are obliged to maintain a minimum reserve with BNB. The statutory minimum reserve, 
which is interest-free, is calculated as a percentage of the borrowings in BGN and in foreign 
currency, as set from time to time by BNB. These reserves are regulated on a monthly basis, and if 
any deficit is noted “penalty interest” is accrued thereon. Daily deviations within the one-month 
regulation period are allowed. 

The statutory minimum reserves maintained with BNB for 2009, in terms of percentage of the 
deposit base, were reduced to 0% of the funds attracted from the State and local budgets, 5% of the 
funds attracted from abroad, and 10% of all other borrowings. As a matter of comparison, for 2008 
the reserve set aside as a minimum reserve and maintained with BGN was 12% of all borrowings.
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15. Nostro accounts, funds provided to banks  
 
At 31 December 2009 and 31 December 2008 the Nostro accounts and funds provided to banks 
include: 
 
 2009  2008 

    
Nostro accounts 37  40 
Local correspondents in BGN -  - 
Local correspondents in foreign currency 5,116  17,761 
Foreign correspondents in foreign currency 5,153  17,801 

    
Funds provided to local banks in domestic currency -  19,303 
Funds provided to foreign banks in BGN 2,000  - 
Funds provided to foreign banks in foreign currency  260,151  69,784 
 262,151  89,087 
Total 267,304  106,888 

 
The major part of deposits provided in foreign currency is to a foreign related bank and amounts to 
BGN 261,732 thousand at 31 December 2009 and BGN 68,946 thousand at 31 December 2008. 
 
The balances of funds provided to foreign banks represent short-term interest-bearing deposits. 
Interest rates on these deposits at 31 December 2009 range between 1.00%, 0.25%, and 0.15% for 
deposits in BGN, EUR and USD, respectively. All funds provided to banks are with maturities of up 
to 3 months, at remaining maturity. 
 
16. Held-for-trading financial assets 
 
Financial assets held for trading at 31 December 2009 and 31 December 2008 includes: 
 
 2009  2008 

    
Positive fair value of derivative financial instruments 2,968  - 
Total 2,968  - 

 

At 31 December 2009 the open transactions with derivative financial instruments of the Bank, within 
the general management of the foreign currency positions and fixed-yield security portfolios, have 
the following parameters: 
 

 
Currency  Maturity  Nominal value in 

original currency 
    2009 
Currency swap  

USD 25 January 2010 
 

29,726,900 
Currency swap 

USD 16 February 2010 
 

51,331,980 
Total  81,058,880 
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16. Held-for-trading financial assets (continued) 
 
These transactions are not subject to the requirement for reporting of hedging and therefore, they 
have been reported as stand-alone financial assets held for trading.  
 
At 31 December 2008, the Bank did not have any held-for-trading financial assets.  
 
17. Loans and advances to clients 
Analysis by types of clients 

 2009  2008 
Individuals and households   

In BGN 330,645 
 

315,523 
In foreign currency 108,761  94,695 

 439,406  410,218 
Private companies and sole traders:    

In BGN 271,679  286,282 
In foreign currency 713,102  737,599 

 984,781  1,023,881 
    
State-owned companies   

In BGN 12,073  13,109 
In foreign currency 1,052  437 

 13,125  13,546 
State Budget     

In BGN 1,334  982 
In foreign currency 4,101  109 

 5,435  1,091 
    
 1,442,747  1,448,736 
    
Less: Adjustment for impairment on an individual basis (64,661)  (44,235) 
         Adjustment for impairment on a collective basis (1,675)  (653) 
Total 1,376,411  1,403,848 
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17. Loans and advances to clients (continued) 
 
Analysis by industries 
 
 2009  2008 

    
Industry  144,682 150,160 
Construction  191,991  201,343 
Agriculture  46,707  36,047 
Forestry 660  651 
Transport 6,510  7,553 
Communications 72  21 
Trade 181,446  230,106 
Other sectors and retail trade 22,102  21,807 
Non-material sector  409,171  390,830 
Loans to individuals  439,406  410,218 
 1,442,747  1,448,736 
    
Less: Adjustment for impairment (66,336)  (44,888) 
Total 1,376,411  1,403,848 

 
 
The group of loans to individuals includes consumer and mortgage loans. At 31 December 2009 
these loans amount to BGN 252,129 thousand and BGN 187,277 thousand, respectively, and at 31 
December 2008 to BGN 243,361 thousand and BGN 166,857 thousand, respectively. Receivables 
related to mortgage and consumer loans of individuals with an approximate carrying amount of BGN 
5,891 thousand at 31 December 2008 were pledged in favour of the debenture holders to debenture 
loans extended.  
 
Most of the agreed interest rates on loans extended in Bulgarian levs are floating. The amount of the 
floating interest rates on loans in Bulgarian levs is calculated on the basis of the bank interest rate, 
set by the Management Board of the Bank, and an agreed surcharge determined in accordance with 
the Bank’s interest rate policy. At 31 December 2009 the bank interest rate is 6.40%.  
 
Interest rates on loans extended in foreign currency (mainly in EUR) are floating (connected to either 
EURIBOR or the bank interest rate plus a surcharge), or fixed, and at 31 December 2009 they range 
between 7.25% and 18%. 
 
At 31 December 2009 the Bank has acquired tangible assets in the amount of BGN 1,317 thousand 
(2008: BGN 1,065 thousand), included in the Bank’s balance sheet, which assets have been provided 
as collateral under loan contracts. 
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18. Available-for-sale investments 
 
Available-for-sale investments at 31 December 2009 and 31 December 2008 comprise:  
 

   
 2009  2008 

Bulgarian securities:    
Mid-term government securities in BGN 32,082  34,413 
Long-term government securities in BGN 30,731  31,126 
Long-term government bonds in foreign currency 6  2 
Corporate bonds of local issuers  in BGN and in foreign 
currency 990  6,064 

     Shareholdings in local companies 424  424 
     Corporate bonds of Bulgarian companies 156  156 
 64,389  72,185 
    
Foreign securities:    
      Corporate bonds of foreign companies (banks) 6,241  8,577 
 6,241  8,577 
    
Total 70,630  80,762 

 
Bulgarian securities 

At 31 December 2009 government securities in BGN comprise mid-term and long-term interest-
bearing securities for trading, issued by the Republic of Bulgaria, with a nominal value of BGN 
31,826 thousand and BGN 30,915 thousand, respectively. The interest rate on these securities ranges 
between 3.00% and 7.50%. 
 
At 31 December 2009 and 31 December 2008 the Bulgarian long-term government bonds of the 
Bank in foreign currency include ZUNK bonds in USD. At 31 December 2009 their nominal amount 
in original currency is USD 5 thousand and the net market value is 99.754%, and at 31 December 
2008 - USD 2 thousand and a net market value of 89.24%, respectively.  
 

Corporate bonds of local issuers in foreign currency 

At 31 December 2009 corporate bonds of local issuers in BGN and in foreign currency comprise 
mid-term bonds issued in the local and international debenture markets by Bulgarian legal entities 
(banks and trade companies). Bonds are interest-bearing with a floating interest coupon, payable 
once in every quarter and are not secured.  

Foreign securities 
At 31 December 2009 the foreign corporate bonds owned by the Bank comprise corporate bonds of 
the European Investment Bank with a nominal value in original currency of BGN 6,000,000 
(carrying amount in BGN – BGN 6,102 thousand).  
At 31 December 2008 the foreign corporate bonds owned by the Bank comprise corporate bonds of 
the European Investment Bank with a nominal value in original currency of BGN 8,000,000 
(carrying amount in BGN – BGN 7,945 thousand) and of the Icelandic Kaupting Bank with a 
nominal value in original currency of BGN 5,000,000 (carrying amount in BGN – BGN 363 
thousand – at 31 December 2008 these bonds are impaired). 
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18. Available-for-sale investments (continued) 
 
Available-for-sale investments pledged as collateral 
 
At 31 December 2009 the Bank does not have any transactions concluded in relation to repo 
agreements. 
 
At 31 December 2008 the Bank had an open transaction under a repo agreement with a local bank, as 
disclosed in note 22. The transaction was secured by mid-term government securities in BGN, at the 
carrying amount of BGN 3,287 thousand. 

 
The Bank serves accounts of the State Budget of the Republic of Bulgaria. This requires the 
existence of blocked government securities in an amount close to the amount of state budget funds 
served. At 31 December 2009 government securities in BGN and in foreign currency classified as 
available-for-sale investments with a book value of BGN 22,332 thousand are pledged as collateral 
in relation to the state budget accounts. The bonds of the European Investment Bank are also pledged 
as collateral in relation to the state budget accounts. 
 

19. Other assets 
 
 2009  2008 

  
Prepayments  557 3,542 
Materials  487 453 
Advances to suppliers  225 442 
Receivables on contracts 1,772 1,699 
Other assets 858 262 
Total 3,899 6,398 
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20. Fixed assets 
 

 

Land 
and 

buildings  
Office 

equipment  
Motor 

vehicles  

Fixtures 
& 

Fittings  
Other 
assets  

FTA in 
progress  

Intangible 
assets  

Leasehold 
improvement 

  
 
 
 
 
 
 
 
 
 

Total 
Book or 
revalued 
amount: 

            

  

   
At 31 
December 
2008 16,042   9,592   5,262  13,720  604  141  

 
 

- 

 

3,833  49,194 

Additions  495   1,027   118  1,405  341  -  
 

3,340 
 

310  7,036 

Disposals  (243)  (3,268)  (3,530)  (6,895)  (479)  -  -  (977)  (15,392) 
At 31 
December 2009 

16,294   7,351   1,850  8,230  466  141  

 
 

3,340 

 

3,166  40,838 
Accumulated 
depreciation: 

            

  

   
At 31 
December 2008 

3,577   5,997   3,644  9,444  581  -  

 
 

- 

 

2,104  25,347 

Depreciation 
for the year 594   1,589   523  1,450  17  -  

 
 

503 

 

677  5,353 

Disposals  -  (3,268)  (3,018)  (6,848)  (479)  -  
 

- 
 

(977)  (14,590) 
At 31 
December 
2009 4,171   4,318   1,149  4,046  119  -  

 
 

503 

 
 
 1,804  16,110 

Net book value 
at  31 
December 
2008 

12,465   3,595   1,618  4,276  23  141  

 
 
 

- 

 

1,729  23,847 
                  
 
 
Net book value 
at  31 
December 
2009 12,123   3,033   701  4,184  347  141  

 
 
 
 

2,837 

 

1,362  24,728 

 
At 31 December  2009 the Bank’s management conducted a review of the carrying amounts of land 
and buildings as at 31 December and is of the opinion that they are appropriate and consistent in 
view of the accounting policy disclosed. 
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20. Fixed assets (continued) 
 
The movements in fixed assets in 2008 are presented in the table below: 
 

 

Land and 
buildings  

Office 
equipment  

Motor 
vehicles  

Fixtures 
& 

Fittings  
Other 
assets  

FTA in 
progress  

Intangible 
assets  Total 

Book or 
revalued 
amount: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
At 31 
December 
2007 15,967   7,707   4,358  11,854  603  141   2,892  43,522 
Additions  1,641   1,939   1,035  2,203  1  538   941  8,298 

Disposals  (1,566)  (54)  (131)  (337)  -  (538)  -  (2,626) 
At 31 
December 
2008 16,042   9,592   5,262  13,720  604  141   3,833  49,194 
Accumulated 
depreciation: 

               
At 31 
December 
2007 3,378   4,505   3,205  8,475  521  -  1,476  21,560 

Depreciation 
for the year 632   1,541   509  1,283  70  -  628  4,663 

Disposals  (433)  (49)  (70)  (314)  (10)  -  -  (876) 
At 31 
December 
2008 3,577   5,997   3,644  9,444  581  -  2,104  25,347 
Net book 
value at 31 
December 
2007 12,589   3,202   1,153  3,379  82  141   1,416  21,962 
                
Net book 
value at 31 
December 
2008 12,465   3,595   1,618  4,276  23  141   1,729  23,847 

                
 
At 31 December  2008 the Bank’s management hired an independent valuer to make an assessment 
of the fair value of the buildings. Based on the assessment made it has been established that the fair 
value does not differ significantly from the carrying amount at 31 December 2008 and the 
revaluation has not been reported in the financial statements. Upon assessing the market values of 
buildings the following valuation methods have been used – the cost approach, income approach and 
market comparables approach. At 31 December 2009 no valuation has been made by an independent 
valuer as the Bank’s management is of the opinion that the fair value of buildings does not differ 
materially from both their carrying amount and the valuation made in 2008. 
 
If the Bank had assessed the buildings at cost of acquisition, the carrying amount of the properties at 
31 December 2009 would have been BGN 11,300 thousand (2008: BGN 11,416 thousand). 
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21. Deposits from banks 
 
 2009  2008 

Current accounts:   
In BGN 5,920  3,034 
In foreign currency 1,715  311 

 7,635  3,345 
Deposits:    

In BGN -  22,914 
In foreign currency 58,676  117,402 

 58,676  140,316 
Total 66,311  143,661 

 

At 31 December 2009, the Bank attracted a deposit from a related foreign bank in a foreign currency 
– EUR in the amount of BGN 30,000 thousand at an interest rate of 0.70%. 

At 31 December 2008, the Bank attracted deposits from local banks and a related foreign bank in 
BGN and in foreign currency - EUR amounting to BGN 140,250 thousand at interest rates ranging 
from 4.17% to 6.00% for BGN and from 2.50% to 3.00% for EUR.  

 

22. Payables under repo agreements  
At 31 December 2009 and 31 December 2008 payables under repo agreements are as follows: 

 
 2009  2008 

    
In BGN -  3,300 
Total -  3,300 

 

At 31 December 2009, the does not have payables under a repo agreements. 

At 31 December 2008, the Bank had payables under a repo agreement with a local bank, which 
was secured by securities available for sale with a carrying amount of BGN 3,287 thousand (see 
note 18), maturing immediately after the end of the reporting period. The price of the financing 
obtained is 4.00 %. 
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23.   Deposits from clients 
At 31 December 2009 and 31 December 2008 deposits by types of clients include: 

 
 2009  2008 

Deposits from individuals :    
In BGN 204,732  189,924 
In foreign currency 687,946  707,145 
Interest paid in advance on deposits from individuals (3,372)  (9,247) 

 889,306  887,822 
Deposits from corporate clients:    

In BGN 308,500  339,192 
In foreign currency 266,090  160,081 
Interest paid in advance on deposits from corporate 

clients (161) 
 

(441) 
 574,429  498,832 

Deposits from the State budget:    
In BGN 42,296  38,992 
In foreign currency 3,953  1,608 

 46,249  40,600 
Total  1,509,984  1,427,254 

 
At 31 December 2009 and 31 December 2008 deposits from clients by groups of products are as 
follows: 
 
 2009  2008 

Current accounts:    
In BGN 207,429  210,499 
In foreign currency 51,120  54,704 

 258,549  265,203 

Term deposits: 

 

 

 
In BGN 322,765  330,533 
In foreign currency 874,668  774,169 

Interest paid in advance on deposits   (3,533)  (9,688) 
 1,193,900  1,095,014 

Saving deposits:    
In BGN 25,333  27,076 
In foreign currency 32,202  39,961 

 57,535  67,037 

Total  1,509,984  1,427,254 
 

The amount of BGN 3,533 thousand at 31 December 2009 (31 December 2008: BGN 9,688 
thousand), representing prepayments in the form of  interest paid in advance on deposit products 
offered by the Bank to its clients, is stated in decrease of deposits from clients. According to the 
terms of the deposit contract, the client has the right to withdraw in advance the interest accrued on 
the deposit at the time of its opening. 
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23.    Deposits from clients (continued) 

 
The amount of BGN 11,488 thousand at 31 December 2008, representing prepayments in the form of  
interest paid in advance on deposit products offered by the Bank to its clients, is stated in decrease of 
deposits from clients.   

At 31 December 2009 the Bank applies the following annual interest rates on deposits from clients in 
BGN: 
 

Demand deposits  from 0.20% to 3.50% 
Saving deposits bearing differentiated interest rates from 0.00% to 4.25%
Eurodeposits  (from 1-month to 36-month)  from 4.60% to 6.70% 
Child’s deposit account „Dreams” from 5.25% to 9.00% 
Top deposit+ with advanced payment of interest (1- to 12-month)      from 3.60% to 7.30.% 
Term deposit “Elite Advance” (12-month)  from 7.60 % to 7.80%
Term deposit “Elite” (12-month)  from 7.90 % to 8.10% 
Growing deposit+ (36-month) from 7.00% to 12.00% 
Term deposit “1+2+3” (6-month)   from 5% to 7.00% 
Promotional deposit  from 6.90% to 7.75% 
Saving deposit „Student Scholarship”(from 24-month to 15-year) from 5.50% to 6.50% 

 
The Bank changes the above interest rates in order to reflect the significant changes which have 
occurred in the Bulgarian banking market. 

At 31 December 2009 the Bank applies the following annual interest rates on deposits from clients in 
foreign currency: 

USD  EUR  CHF 

Demand deposits  
from 0.20% to 

2.00% 
 from 0.20% to 

2.80% 
 

0.50% 
Saving deposits bearing differentiated interest 

rates 
from 0.00% to 

2.75% 
 from 0.00% to 

3.25% 
 

1.50% 
      
Eurodeposits   
(from 1-month to 36-month)  

from 2.30% to 
4.70% 

 from 2.75% to 
5.25% 

 
- 

      

Child’s deposit account „Dreams” 
from 2.90% to 

7.00% 
 from 4.25% to 

8.00% 
 

- 
      

Top deposit with advanced payment of interest  
(from 1 to 12-month) 

from 2.05% to 
3.50% for the 
entire period 

 from 2.85% to 
5.00% for the entire 

period 

 

- 
Saving deposit „Student Scholarship” (from 
24-month to 15-year) 

from 2.95% to 
3.45% 

 from 3.25% to 
3.85% 

 
- 

Growing deposit  (36-month) 
from 3.50% to 

7.00% 
 from 5.00% to 

11.00% 
 

- 
     - 

Promotional deposit from 3- to 12-month 
  from 2.90% to 

4.30% 
 from 5.00% to 

5.35% 
 

- 
Term deposit “Elite” (12-month) from 2.50% to 

3.00% 
 

from 5.60 to 5.80% 
 

- 
Term deposit “Elite Advance” (12-month) from 4.05% to 

4.25% 
 

from 5.30 to 5.50% 
 

- 
Term deposit “1+2+3” (6-month) from 4.35% to 

4.60% 
 

from 4.50 to 5.50% 
 

- 
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24. Other liabilities 
At 31 December 2009 and 31 December 2008 other liabilities of the Bank include: 
 
 2009  2008 

Unprocessed but ordered bank transfers 253  - 
Payables to personnel 2,259  1,814 
Other liabilities  647  670 
Total  3,159  2,484 

 
 
25. Derivative financial instruments 
 
At 31 December 2009, the Bank does not have any derivative financial instruments classified as 
liabilities for trading. 
 
At 31 December 2008, the Bank had open transactions with FX derivative financial instruments 
within the overall management of its positions in foreign currency and fixed-yield security 
portfolios, which did not meet the requirements for hedging accounting and thus, they had been 
reported as derivatives for trading. The transaction parameters are as follows:  
 

  
Currency Maturity   

Nominal value in 
original currency 

    2008

Currency swap 
 

USD
16 January 2009 

 
 

41,004,000 

Currency swap 
 

USD
20 January 2009 

 
 

37,602,600 

Currency swap 

 

USD

17 February 2009  

 
 

43,750,000 
      
Total    122,356,600

 
 
26. Debt securities, subordinated term debt and other long-term borrowings 
 
On 29 September 2004, the Management Board of the Bank took a decision to issue mortgage 
debentures under the terms of private placement with a total amount of principal of EUR 2,000 
thousand. The debenture loan was registered with the Central Depository on 6 October 2004 with a 
total amount of principal of EUR 2,000 thousand, split into 2 thousand ordinary, interest-bearing, 
dematerialized, registered, freely transferable, mortgage debenture with a nominal value of EUR 
1,000 each. The maturity of the debenture loan is five years from the final date for subscription of 
debentures.  
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26. Debt securities, subordinated term debt and other long-term borrowings (continued) 
 
The principal of the debenture loan is repaid on maturity – five years as from the final date for 
subscription of debentures, i.e. at the date of preparation of these financial statements – 31 December 
2009, the debenture loan, the remaining balance of which at 31 December 2008 was BGN 3,991 
thousand, is repaid in full.  
 
Subordinated term loan 
  
According to a loan agreement under the conditions of a subordinated term debt, concluded on 19 
November 2007 with KBC Branch Dublin (in its capacity of a creditor), it has been agreed for the 
Bank (in its capacity of a borrower) to be provided with an amount at the total of EUR 15,000 
thousand with a utilisation term of 5 months from signing of the agreement; with a possibility for 
two-time utilisation within the said 5-month period; a term for repayment of the principal of a 
utilised tranche – 10 years counted as from the relevant utilisation date (but not less than 5 years). 
The agreement provides that the creditor may not require repayment of the loan before maturity, 
including of any principal, interest and other potential income, and that it may not declare its 
receivables under the agreement as early-maturing ones. The payables of the borrower to the 
agreement are not secured anyhow. The interest rate payable on the loan for each interest period is 
the annual rate determined by the creditor, which shall be the sum of EURIBOR and the applicable 
margin. As from the date of the agreement up to and including the fifth anniversary following each 
drawing, the applicable margin is 3.25% per annum, and thereafter – 4.50% per annum. Each interest 
period continues for one, three or six months, at the borrower’s choice, where one month means the 
period of time beginning on a particular day of a calendar month and ending on the same day of the 
next calendar month. A part of the loan funds, at the amount of EUR 10,000 thousand, have been 
utilised at the date of preparation of these financial statements. These funds are fully at the disposal 
of CIBANK, which may use them without any limitations whatsoever, including for covering its 
operating losses. 
 

According to a loan agreement under the conditions of a subordinated term debt, concluded on 17 
December 2008 with KBC Branch Dublin (in its capacity of a creditor), it has been agreed for the 
Bank (in its capacity of a borrower) to be provided with an amount at the total of EUR 15,000 
thousand with a utilisation term of 5 months from signing of the agreement; with a possibility for 
two-time utilisation within the said 5-month period; a term for repayment of the principal of a 
utilised tranche – 10 years counted as from the relevant utilisation date (but not less than 5 years). 
The agreement provides that the creditor may not require repayment of the loan before maturity, 
including of any principal, interest and other potential income, as well as that it may not declare its 
receivables under the agreement as early-maturing ones. The payables of the borrower to the 
agreement are not secured anyhow. The interest rate payable on the loan for each interest period is 
the annual rate determined by the creditor, which shall be the sum of EURIBOR and the applicable 
margin. As from the date of the agreement up to and including the fifth anniversary following each 
drawing, the applicable margin is 3.00% per annum, and thereafter – 5.00% per annum. Each interest 
period continues for one, three or six months, at the borrower’s choice, where one month means the 
period of time beginning on a particular day of a calendar month and ending on the same day of the 
next calendar month. A part of the loan funds, at the amount of EUR 15,000 thousand, have been 
utilised at the date of preparation of these financial statements. These funds are fully at the disposal 
of CIBANK, which may use them without any limitations whatsoever, including for covering its 
operating losses. 
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26. Debt securities and subordinated term debt (continued) 
 
Subordinated term loan (continued) 
 

According to a loan agreement under the conditions of a subordinated term debt, concluded on 07 
December 2009 with KBC Branch Dublin (in its capacity of a creditor), it has been agreed for the 
Bank (in its capacity of a borrower) to be provided with an amount at the total of EUR 25,000 
thousand with a utilisation term of 5 months from signing of the agreement; with a possibility for 
two-time utilisation within the said 5-month period; a term for repayment of the principal of a 
utilised tranche – 10 years counted as from the relevant utilisation date (but not less than 5 years). 
The agreement provides that the creditor may not require repayment of the loan before maturity, 
including of any principal, interest and other potential income, as well as that it may not declare its 
receivables under the agreement as early-maturing ones. The payables of the borrower to the 
agreement are not secured anyhow. The interest rate payable on the loan for each interest period is 
the annual rate determined by the creditor, which shall be the sum of EURIBOR and the applicable 
margin. As from the date of the agreement up to and including the fifth anniversary following each 
drawing, the applicable margin is 3.50% per annum, and thereafter – 5.00% per annum. Each interest 
period continues for one, three or six months, at the borrower’s choice, where one month means the 
period of time beginning on a particular day of a calendar month and ending on the same day of the 
next calendar month. A part of the loan funds, at the amount of EUR 15,000 thousand, have been 
utilised at the date of preparation of these financial statements. These funds are fully at the disposal 
of CIBANK, which may use them without any limitations whatsoever, including for covering its 
operating losses. 
 
Early repayment of amounts borrowed as a subordinated term debt, as well as any amendments to the 
agreements may be effected only subject to preliminary written approval by the Bulgarian National 
Bank. 
 
The balance of the subordinated term debt at 31 December 2009 and 31 December 2008 is BGN 
78,344 thousand and BGN 39,231 thousand, respectively. 
 
Other long-term borrowings  
 
CIBANK has concluded a contract with European Investment Bank for a credit line to the amount of 
EUR 25,000 thousand. The funds are designated for small and medium-sized enterprises and 
municipalities, of which the amount of EUR 22,000 thousand for small and medium-sized 
enterprises at an interest rate of 1.645% and the amount of EUR 3,000 thousand an interest rate of 
1.776% for municipalities. The loans mature between 5 and 8 years. The main purpose of these loans 
is to cover investment needs. The loans are granted under preferential terms and conditions – low 
interest, no document review fee. Under this line, the Bank will receive a free grant in an amount of 
up to EUR 1,500 thousand for the loans extended to small and medium-sized enterprises. 
 
CIBANK has concluded a contract with Bulgarian Development Bank according to which it received 
the amount of BGN 3,000 thousand. The funds relate to the programme for granting of target credit 
lines to commercial banks intended to finance agricultural producers. The loans granted at a fixed 
interest rate of 7.5% and term to maturity of 5 years, are intended to finance the needs of working 
capital of the agricultural producers. Subsidies for agricultural land paid to the agricultural producers 
under the Scheme for unified payment per area unit serve as main collateral on the loans. 
 
The balance on the other long-term borrowings at 31 December 2009 amounts to BGN 52,280 
thousand. 
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27. Share capital 
 
At 31 December 2009 and 31 December 2008 the share capital of the Bank amounts to BGN 
69,721 thousand, split into 6,972,056 ordinary shares of a nominal value of BGN 10 each. All shares 
are paid in full and bear equal voting rights.  

In the end of 2007, after the approval of the Bulgarian National Bank and the Commission for 
Protection of Competition, a transaction had been finalized for the sale of 75.00% (5,233,806 shares) 
of the capital of the Bank to the Belgium group KBC. KBC Group is a solid and fast developing 
financial group, the second-ranking banking and insurance bank in Belgium, and a key participant in 
the financial markets of Central and Eastern Europe. At 31 December 2009 the Belgium group KBC 
owns 81.69% (5,695,140 shares) of the capital of the Bank. 

The other owner, in terms of size, of the capital of the Bank is an individual holding 18.31% 
(1,276,916 shares) of the capital of the Bank. 
 
 
28. Statutory reserves and revaluation reserve 
 

Revaluation reserve 

Revaluation reserve is formed as a result of revaluation of land and buildings, and available-for-sale 
financial assets.  

In 2009 the Bank did not carry out any transactions with its own buildings for which a revaluation 
reserve had been formed as a result of previous revaluations. The real estates owned by the Bank 
were not revalued in 2009. 

Any unrealized profits and losses, generated from available-for-sale investments, are recognized 
directly in equity, in revaluation reserves. 

 

Statutory reserves 

According to the Commercial Act the Bank should set aside not less than 1/10 of its profit to a 
Reserve fund until the fund reaches 1/10 or more of the capital set out under its Articles of 
Association. 

If the amount in the Reserve Fund falls below the minimum level, the Bank should fill in the 
difference so that to reinstate the minimum level within a 2-year period. According to the provisions 
of the banking law, the banks are not allowed to pay dividends before making the necessary 
contributions to the Fund. At 31 December 2009 and 31 December 2008 the Reserve Fund amounts 
to BGN 127,715 thousand and BGN 118,341 thousand, respectively.  
 
Statutory reserves include also a premium of BGN 5,000 thousand from issue of shares in prior 
periods, and are undistributable reserves as well.  
 
Statutory reserves include also other reserves of the amount of BGN 1,348 thousand at 31 December 
2009 and 31 December 2008, which are undistributable additional reserves.  
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29. Contingent liabilities and commitments 
 
The contingent liabilities of the Bank relate to commitments on loans, credit lines, letters of credits 
and guarantees undertaken by the Bank, intended to meet the requirements of the Bank’s clients. 
 
Contingent liabilities to grant loans and credit lines for the Bank are the contractual obligations to 
provide certain amount over a certain period of time irrevocably to the client, in accordance with the 
arrangements of the loan agreement, in respect to the utilisation, as well as the obligation to 
continuously maintain available amounts up to those agreed in the credit line agreements. With the 
expiry of the fixed expiry date of the obligation regardless of whether utilised or not, the contingent 
liability of the Bank lapses. 
 
Guarantees oblige the Bank, if necessary, to make payment on behalf of the client – if the client 
defaults on his obligations over the term of the contract. In such cases within one week loan 
agreement is drafted in respect of the paid contingent liabilities and the terms for its servicing are 
negotiated through an agreement. 
 
The off-balance sheet contingent liabilities and commitments of the Bank are as follows: 
 
 2009  2008 

    
Guarantees  28,254  33,088 

Unutilized credit liens 
   

46,078    
  

140,534  
    
Total contingent liabilities and commitments 74,332  173,622 

 
 

30. Additional information about cash and cash equivalents in the cash flow 
statement 
 
At 31 December 2009 and 31 December 2008 cash and cash equivalents comprise the following: 
 
 2009  2008 

    
Cash and balances with the Central Bank  169,796  213,063 
Nostro accounts, funds and advances provided to banks 

with a maturity of up to 3 months 267,304 
 

106,888 
Blocked minimum statutory reserves with BNB (126,898)  (153,920) 
Total cash and cash equivalents 310,202  166,031 
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31.    Related party transactions 
 

The Bank is controlled by KBC Bank which owns 81.69% of the ordinary shares. The ultimate 
parent bank is KBC Group N.V., Belgium. 
 
Where parties maintain such relationship that any one party either holds the controlling power over 
the other or has significant influence in operation and/or financing policies over the other, the parties 
are deemed related parties. In the ordinary course of business there are banking transactions made 
with related parties. These include loans and deposits. Such transactions have been effected on a 
commercial base, under commercial terms and conditions and at market rates. 

Amounts owed to and from companies of the group of KBC Bank and income and expenses related 
thereto are as follows: 
 
KBC Bank 2009  2008

Nostro accounts and deposits from banks 266,440  86,117 
   
Interest income 298  2,735 
    

Loro accounts of banks and subordinated term debt 137,069  156,726
   
Interest expense 2,206  3,109
 
Other companies of the group of KBC Bank  2009  2008

Receivables  from clients 1  1 
   
Interest income -  196 
    

Funds attracted from clients 200,895  194,929 
   
Deposit-related interest expenses 14,291  7,928 
 
The emoluments of the members of the Supervisory Board, Management Board and the Executive 
Directors paid during the year comprise remunerations paid under extra-labour relationships – 
management contracts. The total amount of emoluments at 31 December 2009 is BGN 1,087 
thousand and at 31 December 2008 - BGN 999 thousand. 
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32. Fair value of financial instruments 
 
Determination of fair value hierarchy  
 
The Bank uses the following hierarchy for determining and disclosing the fair value of financial 
instruments by valuation technique: 

- Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities 
- Level 2: other techniques for which all inputs which have a significant effect on the recorded 

fair value are observable, either directly or indirectly 
- Level 3: techniques which use inputs which have a significant effect on the recorded fair 

value that are not based on observable market data. 
 
The table below shows an analysis of financial instruments recorded at fair value by level of the fair 
value hierarchy:  
 

At 31 December 2009  Notes Level 1 Level 2 Level 3 
Total fair 

value 
   
Financial assets     
Derivative financial 
instruments:  
Currency swaps  16 - 2,968 - 2,968
 - 2,968 - 2,968
Available-for-sale financial 
assets :  

Shares  18
156 -

- 156
Shareholdings in local 
companies 18

- -
424 424

Debentures  18 70,050 - - 70,050
 70,206 2,968 424 70,630
Total financial assets  70,206 2,968 424 73,598
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32. Fair value of financial instruments (continued) 
 
Determination of hierarchy of the fair value (continued) 

 
 

At 31 December 2008  Notes Level 1 Level 2 Level 3 
Total fair 

value 
   
 - - - - 
Available-for-sale financial 
assets :      

Shares  18 156 - -
                      

156 
Shareholdings in local 
companies 18 - - 424

                  
424 

Debentures  18 79,701 - 481 80,182
 79,857 - 905 80,762
Total financial assets  79,857 - 905 80,762

 

At 31 December 2008 Notes Level 1 Level 2 Level 3 
Total fair 

value 
       
   
Derivative financial 
instruments:   
Currency swaps  25 - 11,860 - 11,860
 - 11,860 11,860
Total financial liabilities  - 11,860 -      11,860 
 

 
The table below shows the reconciliation of the opening and closing amounts reported for level 3 
financial assets, which have been recognized at fair value: 

 
Financial assets classified at fair value in Level 3 
 
At 1 January 2009  905
Additions  -
Disposals  (481)
Revaluation taken to other comprehensive income 
 -
At 31 December 2009  424
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32. Fair value of financial instruments (continued) 
 
Determination of hierarchy of the fair value (continued) 
 
The table below compares the carrying amounts and book values, by categories, of all financial 
instruments of the Bank, included in the financial statements for 2009 and 2008: 
 
 Carrying amount Fair value 
 2009 2008  2009 2008
Financial assets    

Cash and balances with the Central Bank 169,796 213,063  169,796 213,063
Receivables from banks 267,304 106,888  267,306 106,871
Financial assets at fair value through profit or loss 2,968 -  2,968 -
Loans to clients 1,376,411 1,403,848  1,376,31 1,398,436
Available-for-sale financial assets  70,630 80,762  70,630 80,762

  

Financial liabilities    
Payables to banks 66,311 143,661  66,311 143,667
Derivative financial instruments - 11,860  - 11,860
Deposits from clients 1,509,984 1,427,254  1,500,296 1,426,203
Payables on subordinated term debt  130,624 43,222  130,624 43,222

 
 

33.    Risk management disclosure 
The Bank is exposed to the following types of risk: 

 credit risk; 
 market risk; 

price risk 
currency risk 
interest rate risk 

 liquidity risk 
 
Risk management policy  
 
The risk management policy of the Bank aims at identifying and analyzing the risks to which the 
Bank is exposed, establishing the respective limits, controlling and monitoring the risks, complying 
with the limits. Risk management policies and systems are reviewed on a regular basis in order to 
reflect the changes in the market conditions, offered products and services. Through its training and 
management standards the Bank promotes the development of a disciplined control environment 
where all employees understand very well their roles and responsibilities. 
 
In their substance, the Bank’s activities mainly relate to the use of financial instruments. The Bank 
accepts deposits from clients at fixed or floating interest rates and for different periods of time, 
aiming at achieving interest margins above the average through investing cash in assets of high 
quality. 
 
In parallel, the Bank aims at increasing the interest rate margins by achieving levels exceeding the 
average ones before providing, through granting of loans to corporate clients and individuals of good 
creditworthiness. Such exposures are related to both the loans and other receivables from clients and 
guarantees and other financial commitments, such as letters of credit. 
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33.    Risk management disclosure (continued) 
 

33.1 Credit risk  
 

The Bank is exposed to risk arising out of its credit activity, as well as in the cases where the Bank 
acts as an agent in the name of a third party or issues guarantees. Credit risk could arise for the Bank 
as a result of the debtor’s failure to make the necessary payments on a transaction. The credit risk 
management is carried out through regular analyses of the contractors’ creditworthiness. In order to 
further mitigate the credit risk, the Bank accepts collateral and guarantees on its credit transactions. 

 
The Bank strictly complies with the requirements of the Credit Institutions Act. The Act provides for 
the limits for the maximum amount of credit exposure to one person or to a group of related parties, 
which may not exceed 25% of the Bank’s equity.  

For the purposes of monitoring the credit exposure, the Bank has established an advisory body to the 
Management Board – a Committee for monitoring, evaluation, classification and providing the risk 
exposures, the function of which is to monitor and classify the risk exposures of individual groups. 
The Committee holds meetings at least once in a month. After passing a decision, the Committee 
makes a proposal to the Management Board about the amount of impairment for each watched 
exposure.  

The main credit risk to which the Bank is exposed arises out of the loans granted to clients. The 
amount of credit exposure in this case is determined by the carrying amount of the assets. At the 
same time, the Bank is exposed to off-balance sheet credit risk as a result of commitments for 
granting loans and issuing guarantees. 
 
The maximum exposure of the Bank to credit risk at 31 December 2009 and at 31 December 2008 is 
as follows:  
 

 
2009 2008 

 

Gross 
maximum 
exposure 

Net 
maximum 
exposure 

Gross maximum 
exposure 

 
Net maximum 

exposure 

   
Exposure    

Banks 267,304 267,304 106,888 106,888
Other financial 78,043 78,043 93,180  93,180
Corporate clients 925,298 879,153 944,247  910,764
Individuals 439,406 419,215 410,218  398,813
Other - - 1,091  1,091
Investments available 70,630 70,630 85,399  80,762

Total balance sheet 1,780,681 1,714,345 1,641,0  1,591,498
   

Commitments and 74,397 74,332 173,679  173,622
Total off-balance sheet 74,397 74,332 173,679  173,622

The gross maximum exposure is determined as the maximum exposure to credit risk prior to 
impairment losses; the net maximum exposure is equal to the carrying amount of the respective 
positions. 
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33.    Risk management disclosure (continued) 

33.1 Credit risk (continued) 

 
At 31 December 2009, the financial assets, depending on: а) the term of delay; b) the borrower’s 
financial position; c) the target utilization of the loan granted, are grouped in two major classification 
groups with sub-groups. The first group „Standard risk exposures” includes exposures wherefore no  
delay of payment of principals or interest due has occurred, or if occurred, delay does not exceed 30 
days - “regular exposures”, and exposures where a delay of payment of loan amounts due has 
occurred, which exceeds 30 days but not more than 60 days - ”watched exposures”. The second 
group „Problematic risk exposures” includes the following two subgroups: “non-regular exposures” 
– the risk exposures on loans and other receivables where significant violations in their performing 
have been noted, or for which there is information that the financial position of the debtor is not 
stable. The term of delay of payment on these exposures is more than 61 but up to 90 days. The 
second subgroup of this group - “non-performing exposures” comprises exposures where significant 
violations in their performing has been noted, or where, due to the worsened financial position of the 
debtor its liabilities have been classified as bad debts. The term of delay of payment is more than 91 
but up to 180 days. The third subgroup of this group - „risk exposures classified as a loss” comprises 
exposures where overdue payments the term of delay of which exceeds 180 days have been 
accumulated and there is a real risk that these exposures might not be repaid. 
 
As of 31 December 2009  the credit quality of the loan portfolio by types of loans is as follows:  
 

 

Gross exposure % 

Incl. neither 
overdue, nor 
impaired 
exposures 

   

Standard risk exposures, subcategory 
performing exposures 981,248 68% 875,222
- Individuals and households  388,052 27% 362,187
- Corporate  588,120 41% 513,035
- State budget 5,076 0%  

Standard risk exposures, subcategory 
watch exposures 76,913 5% 

 
-  

- Individuals and households  6,251 0%  

- Corporate 70,662 5%  

- State budget                  - 0%  
Problematic risk exposures, subcategory 
special watch exposures 72,494 5% 

 
-  

- Individuals and households  7,572 1%  
- Corporate 64,813 4%  
- State budget 109 0%  
Non-performing risk exposures, 
subcategory non-performing exposures 158,076 11% 

 
-  

- Retail 12,000 1%  
- Corporate 145,826 10%  
- State budget 250 0%  
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33.    Risk management disclosure (continued) 

33.1 Credit risk (continued) 

 Gross exposure % 

Incl. neither 
overdue, nor 
impaired 
exposures 

Problematic risk exposures, subcategory 
loss 154,016 11% 

 
-  

- Individuals and households  25,532 2%  

- Corporate 128,484 9%  
- State budget                               -  -  

 1,442,747  875,222
 
As of 31 December 2008 the credit quality of the loan portfolio by types of loans is as follows: 

 Gross exposure % 
Incl. neither overdue, 
nor impaired exposures 

  

Standard risk exposures, 
subcategory performing exposures 1,294,169 89% 1,191,819
- Individuals and households  388,379 27% 363,478
- Corporate  904,808 62% 828,341

- State budget 982 0%
 

-  
Standard risk exposures, 
subcategory watch exposures 70,000 5%

 
-  

- Individuals and households  4,369 0%
 

-  

- Corporate 65,522 5%
 

-  

- State budget 109 0%
 

-  

Non-performing risk exposures 
subcategory irregular exposures 35,094 2%

 
-  

- Individuals and households 4,878 0%
 

-  

- Corporate 30,216 2%
 

-  

- State budget - -
 

-  
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33.    Risk management disclosure (continued) 

33.1 Credit risk (continued) 
 

Non-performing risk exposures 
subcategory non-performing 
exposures 49,473 3%

 
-  

- Individuals and households 12,592 1%
 

-  

- Corporate 36,881 3%
 

-  

- State budget - -
 

-  

   
 1,448,736 1,191,819

 
There is a credit risk concentration (balance and off-balance sheet), arising out of financial 
instruments, towards clients of similar economic characteristics and therefore, changes in economic 
and other conditions would have a similar impact on their ability to meet their contractual relations. 
The Bank sets the respective industry limits on the basis of its total credit exposure as at the previous 
month.  
 
The main concentration of credit risk occurs depending on the industry of activity and type of clients, 
in view of the Bank’s investments, loans and advances, and commitments for granting loans and 
issuing guarantees. 
 
The credit risk concentration by economic industries is disclosed in detail in Note 17. 

According to its policy, the Bank requires from its clients, prior to granting the approved loans, to 
ensure eligible collaterals. Bank guarantees and letters of credit are also subject to a strict 
preliminary investigation. Contracts set forth the cash limits of bank liabilities. In general, collaterals 
provided on guarantees and letters of credit amounts to 100%. 

Generally, collaterals on loans, guarantees and letters of credit comprises cash, plant and equipment, 
mortgages, government securities listed on a stock exchange, or other properties. 

Loans and advances which are neither overdue nor impaired are depicted in the table below: 
 2009   2008
Individuals    
Credit cards and overdrafts 6,963  6,043
Consumer loans 205,412  212,106
Mortgage loans 149,812  145,329
   
Corporate clients   
Large corporate clients 379,414  699,072
Small and medium-sized enterprises 133,621  129,269
Other corporate clients -  -
Total 875,222  1,191,819

 
Other financial assets, other than loans and advances – such as available-for-sale securities, cash, 
nostro accounts and derivative instruments, are also neither overdue nor impaired as at 31 December 
2009. The carrying amount of financial assets that otherwise would have been either overdue or 
impaired, but the terms of which have been renegotiated, is also included in the table. At 31 
December 2009 they amount to BGN 67,902 thousand. 
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33.    Risk management disclosure (continued) 

33.1 Credit risk (continued) 

 
The table below provides information about the exposure to credit risk of the Bank as at 31 
December 2009, except for loans and advances to clients, by classifying the assets according to the 
credit rating of the contractors of the Fitch Credit Agency. AAA is the highest possible rating.  

It is a policy of the Bank to maintain accurate and consistent risk ratings. This enables management 
to focus their efforts on the associated risks and to compare exposures. The rating system is 
maintained on the basis of various financial analyses combined with processed market information in 
order to ensure the key inputs needed to assess the contractor’s risk. 

 
31 December 2009 

AAA AA 
AA  

- A BBB 

B
B
+ 

Not 
classified Total 

         
Financial instruments          
Derivative financial instruments         

Held-for-trading derivative 
financial instruments   

-   
  

-   
  

-   
  

2,968   
   

-   
   

-   
  

-   
  

2,968   
Available-for-sale financial 
instruments        

  
-   

Shares    
-   

  
-   

  
-   

  
-   

   
-   

   
-   

  
156   

  
156   

Shareholdings    
-   

  
-   

  
-   

  
-   

   
-   

   
-   

  
424   

  
424   

Bonds    
6,241   

  
-   

  
-   

  
-   

   
62,819   

   
-   

  
990   

  
70,050   

Cash and cash equivalents and 
resources provided to banks 

  
182   

  
236   

  
308   

  
264,084   

   
126,935   

   
6   

  
45,349   

  
437,100   

Total  
  

6,423   
  

236   
  

308   
  

267,052   
   

189,754   
   

6   
  

46,919   
  

510,698   

 

Loans which are overdue but not impaired are presented in the table below.  
 2009  2008
Individuals    
Credit cards and overdrafts 350  433
Consumer loans 17,613  15,564
Mortgage loans 14,153  13,279
   
Corporate clients   
Large corporate clients 131,291  133,220
Small and medium-sized enterprises 19,532  9,854
Other corporate clients -  -
Total 182,939  172,350
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33.    Risk management disclosure (continued) 

33.1 Credit risk (continued) 
 
The overdue payments on loans that are overdue but not impaired are of 60 days at maximum. 
 
The book value of loans, which have been provided on an individual basis at 31 December 2009 and 
2008, is BGN 384,568 thousand and BGN 84,567 thousand, respectively. These amounts do not 
include cash flows from utilisation of collateral provided on these loans. 
 

2009 

Book value 
before 

impairment 

Book value 
before 

impairment 

Book value 
before 

impairment 

Book value 
before 

impairment 

Total 
highly 
liquid 

collateral 

  
From 30 to 

60 days
From 61 to 

90 days
From 91 to 

180 days Over 180 days
 
Credit cards and overdrafts - 127 83 311 92
Consumer loans - 2,693 5,309 13,270 843
Mortgage loans - 4,752 6,608 11,951 18,280
Large corporate clients - 50,380 105,624 85,143 213,723
Small and medium-sized 
enterprises - 14,542 40,452 43,341 61,529

Total - 72,494 158,076 154,016 294,467
 

2008 

Book value 
before 

impairment 

Book value 
before 

impairment 

Book value 
before 

impairment 

Book value 
before 

impairment 

Total 
highly 
liquid 

collateral 

  
From 30 to 

60 days
From 61 to 

90 days
From 91 to 

180 days Over 180 days
 
Credit cards and overdrafts - 53 136 217 89
Consumer loans - 1,585 3,004 4,221 412
Mortgage loans - 3,240 2,051 2,957 6,005
Large corporate clients - 29,588 16,261 17,883 22,187
Small and medium-sized 
enterprises - 628

1,821 922
2,242

Total - 35,094 23,273 26,200 30,935
 

 
The Bank considers collateral approved by the Management Board and included in the Internal 
policy for risk exposure assessment and establishment of credit risk provisions as collateral of 
highest quality (highly liquid): 

• cash in BGN and foreign currency; 
• real estate meeting simultaneously the following conditions: it has been insured against risks 
of loss, a first ranking mortgage has been established thereon to the benefit of the Bank, it is 
located in a residential, administrative, commercial or hotel building; 
• production buildings whereon a first ranking mortgage has been established and insured 
against loss; 
• regulated land property (RLP) whereon a first ranking mortgage has been established in 
favour of the Bank; 
• agricultural land whereon a first ranking mortgage has been established in favour of the 
Bank; 
• plant and equipment whereon a pledge under the Special Pledges Act has been imposed. 



CIBANK AD 
NOTES TO THE FINANCIAL STATEMENT 
FOR THE YEAR ENDED 31 DECEMBER 2009 
All amounts are in thousands of Bulgarian levs, unless otherwise stated. 
 

 
 

60 

33.    Risk management disclosure (continued) 

33.1 Credit risk (continued) 
 

The table below shows the balance sheet exposure of the 10th biggest loans and advances to clients of 
the Bank. 

 

Client  
Agreed 

amount - 
limit 

 Gross exposure
at 31.12.2009

Client Agreed 
amount - 

limit 

 Gross exposure
at 31.12.2008

Company 41,072  41,161 Company  52,807  41,608
Company  40,000  40,089 Company  41,072  41,206
Company  35,749  34,482 Company  40,000  40,089
Company  39,117  31,891 Company  39,117  35,848
Company  52,807  28,918 Company  31,293  31,839
Company  28,621  28,050 Company  53,213  27,901
Company  26,404  24,127 Company  26,404  23,024
Company  31,293  23,513 Company  25,426  22,576
Company  22,101  23,103 Company  22,101  21,712
Company  24,421  22,926 Company  24,421  18,202

Total  341,585  298,260 355,854  304,005
 

The exposure to the 10th biggest loans and advances to clients of the Bank represents 21% of the total 
gross exposure to loans and advances to clients of the Bank at 31 December 2009 and 21% at 31 
December 2008. 

 

The table below presents the Bank’s portfolio by types of collateral: 

2009  2008
Secured by cash and government securities 54,349  46,667
Secured by mortgage 796,154  628,531
Other collateral 592,244  773,538
   
Expenses on forming impairment loss provisions (66,336)  (44,888)
Total 1,376,411  1,403,848
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33.    Risk management disclosure (continued) 
 

33.2 Market risk   

All market instruments are exposed to market risk. Instruments are recognised at fair value and any 
changes in market conditions affect the net operating income. Exposures to market risk are managed 
by the Bank in accordance with the risk limits set by the management. 

Market risk is the risk that the value of the Bank’s trade portfolio might be reduced due to adverse 
changes in prices of the instruments constituting it. This may be due to changes in interest rates, 
liquidity, volatility, exchange rates, etc. 

The Bank’s investment portfolio comprises mainly government securities, and therefore, the 
sensitivity to market risk is immaterial. 

Price risk 

All market instruments are exposed to market risk, being the risk of impairment as a result of future 
changes in market conditions. Instruments are recognized at fair value and any changes in market 
conditions affect directly the net income from trade operations or equity.  

The Bank manages its own financial instruments and responds to the changing market conditions.  
The market risk exposure is managed in accordance with the risk limits set by the management 
through purchases and sales of instruments or through opening of offset positions. The Bank 
calculates value at risk (VaR) for its portfolios of shares and debentures. And finally, the Bank’s 
investment portfolio, if compared with the assets, is not large; moreover, the biggest share of 
securities constituting it belongs to those issued by the Bulgarian state, which further limits the effect 
of price risk. 

 
Currency risk 

The Bank is exposed to currency risk when trading in financial instruments denominated in foreign 
currency.  

After the introduction of the Currency Board in the Republic of Bulgaria, the Bulgarian lev was 
pegged to the Euro. Since the currency in which the Bank prepares its financial statements is the 
Bulgarian lev, any changes in the exchange rates of BGN to foreign currencies, other than Euro, will 
have an impact on the financial statements. 

In the course of trading in foreign currency, foreign currency gains and losses arise, which are 
reported in the income statement. Such exposures are the monetary assets and liabilities of the Bank 
denominated in foreign currency, other than the Bank’s functional currency.  

Generally, collaterals on loans, guarantees and letters of credit comprise cash, mortgages, plant and 
equipment, government securities listed on a stock exchange, or other properties and bank cross-
guarantees. 
 
By virtue of a decision of the Management Board of the Bank and the Market Risk Committee of the 
Group, in August 2009 limits on the foreign currency positions were introduced. These limits 
restricts the open overnight foreign currency positions up to EUR 300 thousand in total for all 
foreign currencies other than EUR. The performance of these limits is monitored by the Risk 
Assessment and Management Department and any violations thereof are reported to the local Asset 
and Liability Management Committee (ALCO) as well as to ALCO of the Group.  
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33.    Risk management disclosure (continued) 
33.1 Market risk (continued) 
 
Currency risk (continued) 

 
The table below presents the sensitivity of profit before taxes and equity for the significant positions 
by types of foreign currencies of the Bank at 31 December 2008: 
 

  
Changes in the exchange 

rate in % 2008  

Effect on profit 
before taxes  

2008 
     
     

   
USD  +10%  -1,399
  -10%  +1,399

   
GBP  +10%  51
  -10%  -51
    
Other 
currencies 

 
+10% 

 
44

  -10%  -44
 
 
Foreign currency analysis 
 
At 31 December 2009: 
 

 
BGN 

 
EUR USD  Other 

currencies
Total 

Assets    
Cash in hand and balances with the 

Central Bank 104,480 61,730 2,912  674 169,796
Nostro accounts, funds provided to 

banks 2,036 145,403 119,201  664 267,304
Held-for-trading financial assets - - 2,968  - 2,968
Loans and advances to clients 575,565 794,091 6,755  - 1,376,411
Available-for-sale investments 69,631 993 6  - 70,630
Other assets 6,444 168 92  3 6,707
Fixed assets 24,728 - -  - 24,728
Total assets 782,884 1,002,385 131,934  1,341 1,918,544
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33.  Risk management disclosure (continued)  

33.2 Market risk (continued) 

Foreign currency analysis (continued) 
 

 
BGN 

 EUR USD  
Other 

currencies Total 
Liabilities        
Deposits from banks 5,920 60,350 41  - 66,311
Payables under repo agreements - - -  - -
Derivative financial instruments - - -  - -
Deposits from clients 555,200 713,144 240,537  1,103 1,509,984
Other liabilities 3,149 6 4  - 3,159
Debt debentures, subordinated term debt 

and other long-term borrowings 3,038 127,586 -  - 130,624
Provisions on loan engagements and 

guarantees 30 35 -  - 65
Deferred tax liabilities, net 167 - -  - 167
Total liabilities  567,504 901,121 240,582  1,103 1,710,310
Net assets  215,380 101,264 (108,648)  238 208,234

 
The Bank hedged its open position by a derivative financial instrument with a nominal value in BGN 
of BGN 110 572. 
 
 
At 31 December 2008: 

 

BGN 
 

EUR USD  Other 
curren

cies 

Total 

Assets     
Cash in hand and balances with the 

Central Bank 72,863 135,339 4,196  665 213,063
Nostro accounts, funds provided to 

banks 19,342 42,536 43,192  1,818 106,888
Held-for-trading financial assets - - -  - -
Loans and advances to clients 593,400 794,101 16,347  - 1,403,848
Available-for-sale investments 79,763 997 2  - 80,762
Other assets 9,004 44 71  - 9,119
Fixed assets 23,847 - -  - 23,847
Total assets 798,219 973,017 63,808  2,483 1,837,527
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323.  Risk management disclosure (continued)  

33.2 Market risk (continued) 

Foreign currency analysis (continued) 
 

 
BGN

EUR USD  

Other 
curren

cies Total
Liabilities     
Deposits from banks 25,948 117,655 58  - 143,661
Payables under repo agreements 3,300 - -  - 3,300
Derivative financial instruments  11,860   11,860
Deposits from clients 567,309 624,156 234,270  1,519 1,427,254
Other liabilities 2,457 23 4  - 2,484
Debt securities and subordinated term 

debt - 43,222 -  - 43,222
Provisions on loan engagements and 

guarantees 15 42 -  - 57
Deferred tax liabilities, net 88 - -  - 88

Total liabilities  599,117 785,098 246,192  1,519 1,631,926

Net assets  199,102 187,919 (182,384)  964 205,601
 
Interest rate risk 
 
The Bank’s activity is subject to risk from fluctuations in interest rates, insofar the interest-bearing 
assets (including investments) and interest-bearing liabilities mature or are subject to changes in 
interest rates at different times and to a different extent. In the cases of assets and liabilities bearing 
floating interest rates, the Bank is exposed to risk from changes in basic interest points that are used 
for determining the interest rates, being the difference between the characteristics of the floating 
interest indices, such as SOFIBOR, the basic interest rate, the six-month LIBOR or different interest 
rates.  The main goal of the risk management policy is to optimise the net interest income and to 
achieve market interest rates corresponding to the Bank’s strategy.  

The interest rate management procedures, as regards the balance between the funds attracted and 
granted, are applied in view of the Bank’s sensitivity to changes in interest rates. The Bank applies 
the method of disbalance between interest-sensitive liabilities and interest-sensitive assets when 
measuring the changes in net interest income due to changes in interest rates.  

In conclusion, the prevailing part of the Bank’s assets and liabilities bear floating interest rates, 
which makes the balance less sensitive to changes in the effective interest rates. 
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33.  Risk management disclosure (continued)  

33.2 Market risk (continued) 

Interest rate risk (continued) 

 

The table below summarises the interest-bearing and interest-free assets and liabilities at 31 
December 2009: 

 
 With fixed 

interest rate 
With 

floating 
interest rate 

Interest free  Total 

Assets       
Cash in hand and balances with 

the Central Bank - - 169,796  169,796 
Nostro accounts, funds provided 

to banks 267,144 - 160  267,304 
Held-for-trading financial assets - - 2,968  2,968 
Available-for-sale financial 

assets 64,706 4,029 1,895  70,630 
Loans and advances to clients 263,478 1,108,376 4,557  1,376,411 
Other assets - - 6,707  6,707 
Fixed assets - - 24,728  24,728 
Total assets 595,328 1,112,405 210,811  1,918,544 
      
Liabilities       
Deposits from banks 66,310 - 1  66,311 
Payables under repo agreements - - -  - 
Deposits from clients 1,475,142 - 34,842  1,509,984 
Other liabilities - - 3,159  3,159 
Derivative financial instruments - - -  - 
Debt securities, subordinated 

term debt and other long-term 
loans 3,000 127,129 495  130,624 

Provisions on loan engagements 
and guarantees - - 65  65 

Deferred tax liabilities, net - - 167  167 
Total liabilities  1,544,452 127,129 38,729  1,710,310 

Difference in interest rates (949,124) 985,276 172,082  208,234 
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33.  Risk management disclosure (continued)  

33.2 Market risk (continued) 

Interest rate risk (continued) 

The table below summarises the interest-bearing and interest-free assets and liabilities at 31 
December 2008: 

 
 With fixed 

interest rate 
With 

floating 
interest rate 

Interest free  Total 

Assets       
Cash in hand and balances with 

the Central Bank - - 213,063  213,063 
Nostro accounts, funds provided 

to banks 88,246 18,414 228  106,888 
Financial assets held for trading - - -  - 
Available-for-sale investments 69,659 8,971 2,132  80,762 
Loans and advances to clients 267,711 1,131,581 4,556  1,403,848 
Other assets - - 9,119  9,119 
Fixed assets - - 23,847  23,847 
Total assets 425,616 1,158,966 252,945  1,837,527 
      
Liabilities       
Deposits from banks 143,595 - 66  143,661 
Payables under repo agreements 3,300 - -  3,300 
Deposits from clients 1,399,897 - 27,357  1,427,254 
Other liabilities - - 2,484  2,484 
Debt securities and subordinated 

term debt - - 11,860  11,860 
Provisions on loan engagements 

and guarantees - 43,028 194  43,222 
Deferred tax liabilities, net - - 57  57 
Total liabilities  - - 88  88 
Difference in interest rates 1,546,792 43,028 42,106  1,631,926 
 (1,121,176) 1,115,938 210,839  205,601 
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33.  Risk management disclosure (continued)  

33.2 Market risk (continued) 

Interest rate risk (continued) 
 

The table below presents the average effective interest rates of assets and liabilities for 2009 and 
2008, as follows: 

 2009  2008 
 %. %.
   
Assets     
Financial assets at fair value through profit  0.00 0.00
Available-for-sale interest-bearing financial assets 4.68 4.87
Receivables from banks 0.23 1.40
Loans to  clients, incl.: 
   - corporate clients 9.79 8.63
   - individuals 9.75 9.38
 
Liabilities  
Payables to banks  0.64 3.05
Deposits from clients, incl. 
   - current accounts of other financial institutions 6.90 6.75
   - saving deposits from clients 3.13 3.16
   - term deposits from clients 6.23 5.63
Payables on subordinate term debt 3.65 6.31

 
The table below shows the sensitivity of net interest income and equity at 31 December 2009 to 
possible reasonable changes in interest rates, all other indicators in the income statement and balance 
sheet being constant: 
 
 

Increase in basis point 

Sensitivity of net 
interest income in 

BGN’000 

Sensitivity of equity 

BGN +100/(-100) 4,349/(4,349) 27/(27)
EUR +100/(-100) 4,157/(4,157) 9/(9)
USD +100/(-100) 348/(348)  
Other currency +100/(-100) 14/(14)  
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33.  Risk management disclosure (continued)  

33.2 Market risk (continued) 

   Interest rate risk (continued) 
 
The table below shows the sensitivity of net interest income and equity at 31 December 2008 to 
possible reasonable changes in interest rates, all other indicators in the income statement and balance 
sheet being constant: 
 
 

Increase in basis point 

Sensitivity of net 
interest income in 

BGN’000 

Sensitivity of equity 

BGN +100/(-100) 4,564/(4,564) 72/(72)
EUR +100/(-100) 5,231/(5,231) 9/(9)
USD +100/(-100) 241/(241)  
Other currency +100/(-100) 8/(8)  

 
Liquidity risk  
 
The liquidity risk arises in relation to ensuring sufficient funds for the Bank’s activities and for the 
management of its positions. This type of risk has two dimensions – the risk that the Bank might not 
be in position to meet its obligations when called upon and the risk that the Bank might not be able 
to realise its assets at a proper price and within acceptable terms. 
 
The Bank has access to various financing instruments. Funds are attracted through a set of 
instruments, including deposits and current accounts, other borrowings regulated by normative acts, 
as well as equity. Thus, the Bank is more flexible in financing its activities and less dependant on 
one source of financing, which in turn reduces the cost of financing. The Bank’s goal is to maintain 
the balance between the timing of borrowings and to achieve flexibility in using funds with different 
maturity structures. The Bank assesses the liquidity risk on an ongoing basis, by identifying and 
tracing the changes in the financial needs for achieving the goals underlying its overall strategy. In 
addition, the Bank has a portfolio of liquid assets as a part of its liquidity risk management system.  
 

The interrelation between the assets and liabilities’ maturity is an indicator for the existence of 
liquidity risk and the amount of any funds that might be necessary to cover unpaid liabilities. 
 
The table below summarises the financial liabilities of the Bank at 31 December 2009 by remaining 
agreed maturity of undiscounted cash flows. The Bank does not expect that these liabilities will be 
paid within the established deadlines, since the terms of deposits from clients do not reflect the actual 
expectations for their repayment. Term deposit contracts are renewed automatically, if the client does 
not terminate its contract on the maturity date.   
 

 On 
demand 

within 1 
month 

From 1 
to 3 

months 

From 3 
months 

to 6 
months 

From 6 
to 12 

months 

Over 1 
year 

Total  

        
Payables to banks 7,635 58,681              -              -              -              - 66,316 
Long-term loans 
received                  -               -              -              -              - 164,393 164,393
Deposits from 
clients  316,084 81,623 240,720 244,294 328,562 353,948 1,565,231
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33.  Risk management disclosure (continued)  

33.2 Market risk (continued) 
 

Liquidity risk (continued)  
 
The table below summarises the financial liabilities of the Bank at 31 December 2008 by remaining 
agreed maturity of undiscounted cash flows.  
 

 On 
demand 

within 1 
month 

From 1 
to 3 

months 

From 3 
months 

to 6 
months 

From 6 
to 12 

months 

Over 1 
year 

Total  

        
Payables to banks           3,345      140,540              -              -              -              -     143,885 
Derivative financial 
instrument                  -          1,931              -              -              -              -          1,931 
Subordinate term 
debt                 -               -              -              -              -      54,095        54,095 
Deposits from 
clients        265,203        19,283    163,599    185,925    166,351    727,079  1,527,440 
 
 
Termless deposits are presented in column “on demand”, although in fact a significant part thereof 
comprise “basic deposits”, which remain with the Bank for a longer period of time. Generally, term 
deposits are renewed by the client on their maturity dates and in practice, they also remain with the 
Bank for a longer period of time.   
 
Maturity structure of contingent liabilities and commitments at 31 December 2009: 
 

 Within 
1 

month 

 From 1 
to 3 

months

 From 3 
to 6 

months

 From 6 
months 

to 1 
year 

 From 
1  

to 3 
years 

 From 
3  

to 5 
years 

 Over  
5 years 

 Total 

Unutilised 
credit lines  

339  829 2,176 13,625 7,767  3,780  17,562 46,078

Guarantees  5,603  990 2,591 4,902 12,217  666  1,285 28,254
Total 5,942  1,819 4,764 18,527 19,984  4,446  18,847 74,332

 
 
Maturity structure of contingent liabilities and commitments at 31 December 2008: 
 

 Within 
1 

month 

 From 1 
to 3 

months 

 From 3 
to 6 

months

 From 6 
months 

to 1 
year 

 From 
1  

to 3 
years 

 From 
3  

to 5 
years 

 Over  
5 

years 

 Total 

Unutilised 
credit lines 412  3,089 5,619 29,779 33,728  16,571  51,336 140,534
Guarantees  9,339  722 862 8,960 10,479  1,395  1,331 33,088
Total 9,751  3,811 6,481 38,739 44,207  17,966  52,667 173,622
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33.  Risk management disclosure (continued)  

33.2 Market risk (continued) 

Liquidity risk (continued)  
 

The table below shows the quick liquidity ratio for 2009 and 2008: 
 
Levels of ratio: 

 2009 2008
Average ratio for the period 1.463 1.415
The highest value for the period 1.513 1.478
The lowest value for the period 1.442 1.385

 
 
34. Maturity analysis of assets and liabilities 
 
The maturity structure by remaining term and carrying amount of the assets at 31 December 2009 is 
prepared according to the management’s expectations for their repayment or recovery: 
 

 Demand 
deposits/ 
within 1 
month 

From 1 
to 3 

months 

From 3 
to 6 

months 

From 6 
months 

to 1 
year 

From 1 
to 3 

years 

From 3 
to 5 

years 

Over 5 
years 

Total 

         
Assets          

Cash in hand 
and 
balances 
with the 
Central 
Bank 169,796 - - - - - - 169,796 

Nostro 
accounts, 
funds 
provided to 
banks 267,304 - - - - - - 267,304 

Financial 
assets for 
trading 2,968 - - - - - - 2,968 

Available-
for-sale 
investments 1,472 11,972 - - 23,734 17,735 15,717 70,630 

Loans and 
advances to 
clients 85,099 12,968 21,397 169,253 226,526 216,812 644,356 1,376,411 
Other assets 6,707 - - - - - - 6,707 

Fixed assets 2 24 203 376 4,464 4,195 15,464 24,728 
Total assets  533,348 24,964 21,600 169,629 254,724 238,742 675.537 1,918,544 
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34. Maturity analysis of assets and liabilities (continued) 
 

 Termles
s/ 

within 1 
month 

From 1 
to 3 

months 

From 3 to 
6 months 

From 6 
months to 

1 year 

From 1 
to 3 

years 

From 3 
to 5 

years 

Over 5 
years 

Total 

         
Liabilities          
Deposits from banks 66,311 - - - - - - 66,311 
Deposits from clients 397,462 240,056 224,139 313,369 294,091 40,867 - 1,509,984 
Other liabilities 3,159 - - - - - - 3,159 
Debt securities, 
subordinated term 
debt and other long-
term borrowings 495 - - - - - 130,129 130,624 
Provisions on loan 
engagements and 
guarantees 65 - - - - - - 65 
Deferred tax 
liabilities, net - - - - 19 - 148 167 
Total liabilities 467,492 240,056 224,139 313,369 294,110 40,867 130,277 1,710,310 

Net difference in 
maturity 65,856 (215,092) (202,539) (143,740) (39,386) 197,875 545,260 208,234 

 
The maturity structure by remaining term and carrying amount of the assets at 31 December 2008 is 
prepared according to the management’s expectations for their repayment or recovery: 
 

 Termless/ 
within 1 
month 

From 1 
to 3 

months 

From 3 
to 6 

months 

From 6 
months 

to 1 
year 

From 1 
to 3 

years 

From 3 
to 5 

years 

Over 5 
years 

Total 

         
Assets          
Cash in hand and 
balances with the 
Central Bank 213,063 - - - - - - 213,063 
Nostro accounts, 
funds provided to 
banks 106,888 - - - - - - 106,888 
Financial assets 
held for trading - - - - - - - - 
Available-for-sale 
investments 5,792 - 502 7,001 25,639 23,505 18,323 80,762 
Loans and 
advances to clients 37,013 11,153 73,962 109,828 296,045 258,931 616,916 1,403,848 
Other assets 9,119 - - - - - - 9,119 
Fixed assets 6 7 29 236 5,003 4,716 13,850 23,847 
Total assets 371,881 11,160 74,493 117,065 326,687 287,152 649,089 1,837,527 
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34 Maturity analysis of assets and liabilities (continued) 
 

 Termless/ 
within 1 
month 

From 1 
to 3 

months 

From 3 
to 6 

months 

From 6 
months 

to 1 year 

From 1 
to 3 

years 

From 3 
to 5 

years 

Over 5 
years 

Total 

         
Liabilities          
Deposits 
from banks 50,582  93,079 - - - - - 143,661 
Payables 
under repo 
agreements 3,300  - - - - - - 3,300 
Deposits 
from clients 283,604  253,910 271,160 288,787 294,793 35,000  - 1,427,254 
Other 
liabilities 2,484  - - - - - - 2,484 
Liabilities 
for trading  11,860  - - - - - - 11,860 
Debt 
securities 
and 
subordinated 
term debt - - - 3,991 - - 39,231  43,222 
Provisions 
on loan 
engagements 
and 
guarantees 57  - - - - - - 57 
Deferred tax 
liabilities, 
net - - - - - - 88 88 
Total 
liabilities  351,887  346,989 271,160 292,778 294,793 35,000  39,319  1,631,926 
Net 
difference 
in maturity 19,994  (335,829) (196,667) (175,713) 31,894 252,152  609,770  205,601 
 
 
 
35. Capital management  
 
According to Art. 7 of Ordinance No. 8 of BNB on Capital Adequacy of Credit Institutions, the Bank 
is obliged to maintain equity, which shall be at any time either higher or equal to the sum of capital 
requirements for each type of risk, multiplied by 1.5. 
 
The Bank calculates the total capital adequacy ratio as a percentage ratio between equity and risk-
weighted assets. The Bank’s assets are weighted for credit, market and operational risks. The total 
capital adequacy ratio may not be lower than 12%, and the Tier I capital adequacy ratio– not lower 
than 6%. For both reporting periods the Bank has complied with the capital requirements.  
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35. Capital management (continued) 

 

Below is presented a table for the capital management, as follows: 

 
 2009 2008

Primary (Tier I) capital: 
Own equity 69,721 69,721
Reserve Fund 134,063 132,997

 Decrease: 
Carrying amount of intangible assets (1,362) (1,729)

 Specific provisions for credit risk when the standard approach is 
applied (29,839) (2,079)

 Total primary capital: 172,583 198,910
 
Secondary (Tier 2) capital: 

Property revaluation reserve 1,772 1,772
Subordinated term debt 78,233 39,117
Specific provisions for credit risk when the standard approach is applied (29,839)  (2,079)

Total secondary capital: 50,166 38,810

 
Total primary (tier I) and secondary (tier II) capital:    
Decrease: 

Carrying amount of investments in shares which represent more than 10% 
of the capital of a bank or financial institution - -

Capital base: 222,749  237,720
  
Minimum required paid-in capital: 10,000  10,000
  
Tier I capital adequacy ratio: 11.75%  13.03%
Total capital adequacy ratio: 15.16%  15.58%
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