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Abbreviations

ATM
BEA
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BISERA
BLS
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BORICA
BSE
BTC
.
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CIF
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LBNB
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Automated Tellers Machine
Bureau of Economic Analysis
Base interest rate
Bank for International Settlements, Basle, Switzerland
System for servicing customer payments initiated for execution at a designated time
Bureau of Labour Statistics
Bulgarian National Bank
Banking Organization for Payments Initiated by Cards
Bulgarian Stock Exchange
Bulgarian Telecommunication Company
Commercial Banks
Central European Free Trade Association
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European Bank for Reconstruction and Development
European Commission
European Central Bank
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European Free Trade Association
Economic and Monetary Union
European System of Central Banks
European Union
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Gross Domestic Product
Harmonized index of consumer prices
Institute of Economic Research, Germany
International financial institutions
International Labour Organization
International Monetary Fund
Law on the Bulgarian National Bank
Ministry of Finance
National Labour Office
National Statistical Institute
Organization for Economic Cooperation and Development
Organization of Petroleum Exporting Countries
Real-time Interbank Gross Settlement
State Budget Law
Special Drawing Rights
Transitional and Final Provisions
Value Added Tax
World Bank (International Bank for Reconstruction and Development)
Bulgarian abbreviation of the Law on Settlement of Non-performing Credits Negotiated prior
to 31 December 1990 (LSNC)
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Bulgaria’s economic growth accelerated to 6.2 per cent between January and June 2005.
Household consumer expenditure and fixed capital investment contributed most to growth.
Greater industrial exports boosted real export growth. Labour productivity in industry continued
improving, coupled with modest salary growth. This kept domestic goods competitive.
A EUR 1569 million inflow of funds into the balance of payments financial account exceeded the EUR 1371.9 million current account deficit, and an overall balance surplus of
EUR 589.8 million was reported during the first half of 2005. The market value of gross international reserves reached EUR 7.46 billion by the end of June: an increase of EUR 605 million or
8.8 per cent on the close of 2004. Earnings from BNB international reserves in the first six
months of 2005 amounted to EUR 122.02 million, with 1.78 per cent earnings from assets.
Monetary aggregates grew at high rates, reflecting enhanced domestic demand for cash
and credit stimulated by the favourable economic environment in Bulgaria. Increased deposits
and banking competition created conditions for enhanced bank lending. As a result of high
growth in claims on the non-government sector, in early 2005 the BNB initiated further measures to curb credit risk. The April 2005 amendments to BNB Ordinance No. 21 introduced additional minimum required reserves to the most aggressive lenders. These reserves are double
the amount of the excess of the quarterly total credit growth over the statutory allowance (based
on average daily volumes). Under the amended Ordinance No. 8, current profit is excluded
from the capital base and the capital adequacy ratio is reported monthly. Over the first half of
2005 the supervisory requirements to banks with regard to reclassifying restructured items into
a lower-risk classification group were set out in Ordinance No. 9 on the evaluation and classification of risk exposures of banks and the allocation of provisions to cover impairment loss. Under these requirements a restructured item may be reclassified into a lower-risk group provided
it consistently satisfies all conditions for the lower-risk group for not less than six months.
Amendments to Ordinance No. 21 were intended to decrease foreign exchange risk in the
banking system by making the euro the sole foreign currency in which banks’ reserves are
maintained. The amendments removed the rule that only reserves required for the foreign currency deposit base may be covered by foreign currency.
BNB measures to curb credit growth yielded the expected positive results in the second
quarter, with the annual growth of claims on the non-government sector declining to 41.8 per cent
at the close of June against 48.7 per cent at the close of 2004. Banks’ asset quality was good in
the first half of 2005. Return on assets (ROA) reached 2.06 per cent and return on equity (ROE)
came to 21.74 per cent. Banking system’s capital position improved: the total capital adequacy
ratio was 16.66 per cent by the end of June vis-à-vis 16.58 per cent six months earlier.
Following a series of supervisory measures, the banking license of the International Bank
for Trade and Development was revoked due to insolvency: the first revocation in five years.
This did not impact the banking system due to the small market share of this bank.
In managing their liquidity, commercial banks actively traded on the interbank money
market, total transactions rising by 56.1 per cent over the first half of 2005 on a year-on-year
basis. The introduction of the LEONIA index in December 2004 provided a new basis for calculating the base interest rate. The RINGS Real-time Interbank Gross Settlement system managed
by the BNB contributed significantly to commercial bank liquidity management. Over the first
half, 347,908 payments worth BGN 77,026 million were effected through RINGS. The number of
average daily payments increased by 41.5 per cent and the average daily amount by 30.4 per
cent on the first half of 2004. Data show upward trends in using RINGS for transfers in real time,
even for smaller amounts.
The BNB oversees payment systems’ operation with a view to improving their reliability
and efficiency and decreasing systemic risk. The reporting period saw supervisory inspections
of the BISERA system for servicing customer payments initiated for execution at a designated
time, the BORICA Banking Organization for Payments Initiated by Cards, the System for Servicing Payments on Government Securities Transactions, and the System for Servicing Payments
on Transactions in Book-entry Government Securities (the Central Depository). Findings
showed high compliance with international standards and practice.

Summary

Summary
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In the first half of 2005 twenty-five commercial banks acquired 63.76 per cent of the
BNB’s shares in BORICA EAD.
The first half-year saw the signature on 25 April 2005 of the Treaty of Accession of Bulgaria and Romania to the European Union. With Treaty signature, the BNB Governor gained
ECB General Council observer status and BNB officials will act as observers in 12 ESCB committees and working groups. BNB European integration policy and actions are preparing the
Bank for ESCB membership.
The BNB is preparing actively for ESCB membership by adopting the required regulatory
framework, developing the information environment, and strengthening institutional and administrative capacity for the tasks ahead. Amendments to the Law on the Bulgarian National Bank
in January 2005 brought the Bank’s legal status into line with the Treaty Establishing the European Community and with the Statutes of the ESCB and the ECB, and guaranteed effective BNB
functioning as member of the European System of Central Banks. In March the National Assembly adopted the Law on Funds Transfers, Electronic Payment Instruments and Payment Systems in line with Bulgaria’s negotiated international commitment to ensure full compliance in
payment and settlement systems. In April the BNB Governing Council approved Ordinance
No. 13 on the application of International Bank Account Numbers (IBAN) and bank identifier
codes.
In April the BNB Governing Council adopted a Road Map which clearly sets out the major
commitments of the Bank and its relevant structural units until the end of 2009. It lists immediate
tasks and actions to prepare the Bank for ESCB membership, specifies timescales for discharging commitments, and outlines the resources necessary for successful Bank integration into the
ESCB.
A major aim of the twining covenants between the BNB and the French and Dutch central
banks is to improve BNB organization and operations with a view to harmonizing them with best
national central bank practice within the ESCB. Under the agreements more than 20 BNB specialists attended seminars and expert visits dealing with banking supervision, cash operations,
international reserve management, economic research, and forecasting.
The BNB report for the January to June period contains comprehensive information on
operations conducted by the BNB in pursuing its major objectives and tasks under the Law on
the BNB, as well as reports on the Central Credit Register, international relations, statistics and
research, information infrastructure developments, human resource management, facilities
management, internal audit, and BNB budget implementation.
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Bulgarian National Bank policy pursues the Bank’s major objective of maintaining price stability through ensuring national currency stability. The requirements that should be met in exercising Bank issuing activity, managing international reserves, servicing cash circulation, organizing
and overseeing payment systems, and regulating and supervising other banks in Bulgaria are set
out in the Law on the BNB. The decisions underlying the BNB functions are based on a comprehensive analysis of its position and an evaluation of trends in Bulgaria’s economy and financial
system, taking into account risks for the economy from changes in the international environment.
BNB issuing activity is governed by the currency board principle which stipulates that the
Bank exchanges national currency only against foreign currency (the euro) at the rate set in the
Law. Backed by this principle over the first half of 2005, international reserves grew by 21.2 per
cent annually by the end of June, while broad money rose by 25.4 per cent on an annual basis.
In addition to domestic demand, an important factor boosting broad money growth was
extensive commercial bank lending. Owing to the risks that rapidly growing claims on non-financial corporations and households may pose to the banking system and the stability of
Bulgaria’s foreign position, the BNB adhered to a policy of stabilizing domestic credit growth
rates at a moderate level sustainable in the medium run without threatening financial stability.
This policy was consistently pursued in the first half of 2005.
Banks’ minimum required reserves at the BNB were the major tool for curbing credit expansion. The change in the regulation introducing additional minimum required reserves for
most aggressive lenders came into force as of April 2005 after a series of 2004 measures which
left minimum required reserves unchanged at 8 per cent of the deposit base but extended the
range of liabilities to be included in the deposit base for determining minimum required reserves and ceased acknowledging banks’ cash balances as reserve assets. Banks have to deposit additional minimum required reserves when two conditions obtain jointly: 1. loan growth
(indexed from the end of March 2005) exceeds the figure set out in Ordinance No. 21; 2. the
sum of extended loans and risk weighted off-balance sheet items converted into balance sheet
assets, less banks’ own funds, exceeds 60 per cent of the funds banks have attracted (other
than from banks and non-bank financial institutions). Over these thresholds, banks are required
to deposit double the amount of excess over the quarterly lending growth as set out in the Ordinance (based on daily averages) as additional minimum required reserves.1
With a view to restricting credit, BNB Ordinances No. 8 and No. 9 were amended to exclude current year profit from capital in calculating commercial bank capital base. A six-month
period was introduced after the expiry of which classified assets may be reclassified into a
lower risk group.
These measures aimed to cut the risks to the Bulgarian economy from the worsening balance of payments current account amid high foreign capital inflow, high domestic demand growth
rates, a slowdown in EU growth, and a dramatic rise in petrol prices on international markets.

1. The External Environment
In the first half of 2005 the world economy continued to grow relatively fast, though this
slowed slightly, with deepening differences by region. In the USA growth stayed above its potential due to enhanced private consumption. High growth rates were reported by Asia excluding Japan, with China and India leading. Weak consumption and low investment were the major factors behind the decrease in euro area growth to 1.2 per cent, and in the EU 25 to 1.4 per
cent in the first half of the year.
Energy commodity and major raw material prices continued rising in the first half of 2005
prompted by enhanced demand. Oil price movements in the first two quarters were dynamic as
a result of sustained buoyant global demand and limited extraction capacity causing uncertainty about supply of crude oil. However, inflationary pressure by fuels was pushed down by
the base effect of the 2004 price jump. Food prices remained unchanged owing to good harvests in 2004 and optimistic expectations on 2005 crops.
1

For details on BNB measures see the May and August 2005 Economic Review issues.

Economic Development between January and June 2005

I.

Economic Development
between January and June 2005
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Major Macroeconomic Indicators
(average annual change)
(%)

Growth
2004

USA

2.7

4.2

3.6

EU (25)

1.1

2.4

1.5

Euro area

0.7

2.1

1.3

Newly
acceded countries

3.7

5.0

3.9

1.4

2.7

1.0

Japan

Inflation

2005
I quarter II quarter

2003

2005
2003
I quarter II quarter

Unemployment
2005
2004
I quarter II quarter

2003

2004

3.6

2.3

2.7

3.0

2.9

6.0

5.5

5.3

1.4

1.9

2.1

2.0

2.0

9.0

9.0

8.8

8.8

1.1

2.1

2.2

2.0

2.0

8.7

8.9

8.8

8.7

-

2.1

4.3

3.6

2.9

14.3

14.1

13.4

13.2

1.5

-0.3

0.0

-0.2

-0.1

5.3

4.7

4.6

4.4

5.1

Note: Inflation in newly acceded countries has been computed by weighing harmonized indices of individual countries’ consumer
prices based on EU (25) countries prices in HICP.

Source: Eurostat, BLS, BEA, Statistics Bureau of Japan, BNB computations.

Processes in the real economy and inflation determine the monetary policy of developed
countries. The US Federal Reserve continued gradually raising interest rates on federal funds
by 25 basis points to 3.5 per cent in August 2005. The ECB kept euro area interest rates unchanged at 2 per cent.
Leading financial market indices declined in the first quarter due to anticipated low corporate profits and rising fuel prices. Optimism was displayed in the second quarter when US and
euro area companies appeared to have made higher than expected profits. Performance on
euro area stock exchanges was favoured by low refinancing interest rates and euro depreciation against the US dollar.

2. The Bulgarian Economy
Economic
Activity and
Inflation

Bulgarian economic growth in the first half of 2005 accelerated to 6.2 per cent. The greatest contribution to this came from household consumer expenditure (4.6 percentage points)
and fixed asset investment (2.8 percentage points).

GDP Growth by Final Use Constituents
(share on the corresponding period of previous year)
(%)

2004
2005
January − June July − December January − June
GDP
Consumption
Individual
Collective
Gross fixed capital formation
Exports
Imports

5.0
4.8
4.5
7.1
13.3
9.0
13.6

6.0
5.2
5.3
4.8
11.1
16.5
14.5

6.2
6.6
6.5
7.4
13.4
10.5
13.3

Source: NSI.

High household consumption growth reflected increasing incomes and expectations of
improving financial positions. In the first half of 2005 rises in employment by 1.6 per cent and in
real salary by 4.9 per cent on an annual basis were the two major factors behind growing
household income. At the end of June 2005 the number of unemployed people registered at
labour agencies totaled 411,600 or 11.1 per cent of the economically active population: a fall of
1.1 points from June 2004. Employment went up in trade, general government, hotels and restaurants and catering, construction, and financial intermediation.
Investment in fixed capital accelerated real growth again (see table above). As a result its
share in GDP continued to increase. Investment goods imports also stayed high prompted by
the considerable import component of goods satisfying investment demand: over 90 per cent.
Significant government capital expenditure in the first half of the year coupled with relatively
high growth rates of corporate credit contributed to accelerating real investment growth.
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Gross Value Added Real Growth
(share on the corresponding period of previous year)
(%)

2004
2005
January − June July − December January − June
Agriculture
Industry
Services
Total (base prices)

-0.6
5.5
5.8
5.2

3.5
5.1
6.2
5.5

-3.9
8.8
6.9
6.6

Source: NSI.

Value added growth in industry reflected buoyant export activity in this sector. Industrial
sales in the first two quarters grew 13 per cent, with export sales rising 19 per cent and domestic market sales 7.8 per cent. Metals, engineering, power, chemicals, and food and drink lead
the way.
Growing industrial exports resulted largely from improving sectoral cost competitiveness
measured by the unit labour cost indicator. Labour productivity in industry exceeded real salary
growth. The sustained competitiveness of exporting industries was an important pillar of the
fixed exchange rate arrangement.

Unit Labour Cost in Manufacturing
(1998 = 100)

Source: NSI, BNB.

At the end of June 2005 inflation accumulated since the start of the year reached 1.2 per
cent: 1.04 percentage points more than over the same period of the prior year. Major inflationary factors since the year’s start were rapidly growing world oil prices and fluctuating seasonal
food prices which boosted inflation to 5 per cent on an annual basis by June 2005. Higher inflation over the first half of 2005 reflected weaker deflationary contribution by food (-0.64 percentage points; typical of the first half of the year) and higher than expected contribution by services
(0.86 percentage points).

Economic Development between January and June 2005

Exports and services growth accelerated slightly in the first half of 2005 while import
growth remained almost unchanged compared to the respective period of the previous year.
This decreased the negative foreign trade balance contribution.
Manufacturing, trade, and financial services contributed mostly to gross value added
growth in the first six months of 2005.
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Inflation Accumulated since Early 2005

Inflation (%)
Contribution (percentage points)
Foods (percentage points)
Non-foods (percentage points)
Fuels (percentage points)
Public catering (percentage points)
Services (percentage points)
Administered-price goods and services (percentage points)

I − VI.2004

I − VI.2005

0.17

1.21

-1.51
0.99
0.11
0.08
0.73
1.75

-0.64
0.86
0.59
0.16
0.86
0.52

Source: NSI.

Compared with the first six months of the previous year, administratively set prices had a
smaller effect on overall inflation. Beside lesser controlled price adjustments, this reflected the
departure of telephony charges from administratively set prices due to BTC privatization in late
2004.
Uncontrolled goods and service prices rose by 0.8 per cent over the half year, fuels and
services growing most at 21.4 per cent and 3 per cent respectively. Retail fuel prices on the
domestic market reflected growing world energy prices which reached USD 60 per barrel, and
the BGN/USD exchange rate which exceeded the USD 1.20 per EUR 1 limit. Prices of non-foods
excluding fuels went up by 0.2 per cent, an accumulated growth since the start of the year, with
much of demand met by competitively priced imports.

Consumer Price Index
(on an annual basis)

Source: NSI.

Factors behind rising service prices were mostly internal: sustainable domestic demand,
adjustments in certain administered prices, rises in transportation services stemming from fuel
prices, a fourfold increase in road tax, and a 45 per cent rise in civil liability car insurance.
The Balance
of Payments

Current account deficit for the first six months of 2005 totaled EUR 1371.9 million, an increase of EUR 410.1 million on the same period of the prior year. The trade balance worsened
more than any other current account component (by EUR 392.8 million) with its deficit reaching
EUR 1693 million. In the review period income balance was also negative at EUR 186.1 million,
just EUR 5 million better than in the prior year. Positive flows on the current account included net
income on current transfers (EUR 415 million) and services (EUR 92 million) income. The first
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Public
Finances

By mid-2005 primary surplus under the consolidated fiscal programme came to
BGN 1552.4 million (3.8 per cent of expected GDP2 for the year), and the cash surplus comprised BGN 1123.1 million (2.7 per cent of the expected GDP for the year). Total revenue and
grants accounted for BGN 8844.2 million, and expenditure came to BGN 7721.1 million. In the
first half of 2005 revenue and grants rose by 15.6 per cent on the first half of the previous year
driven by high economic growth. Total expenditure increased by 14.1 per cent and capital expenditure grew by almost 63 per cent over the period.
Between January and June 2005 the fiscal reserve rose from BGN 4810.6 million to
BGN 5276.9 million although in January 2005 the government bought back USD 937.5 million in
Brady bonds. The government and government guaranteed debt to GDP ratio fell by 5.3 percentage points to 35.6 per cent. External government debt fell below 30 per cent of GDP.

The Financial
Sector

Monetary aggregates continued to rise at high rates reflecting intensified demand for
transaction cash, increased banking system deposits, and continuing credit expansion. Broad
money continued to maintain a high annual growth rate which reached 25.4 per cent at the end
of June 2005. Within the half year the M1 monetary aggregate grew by BGN 869.2 million (8.4
per cent), including currency outside banks by BGN 219.8 million (4.7 per cent) and overnight
deposits by BGN 649.4 million (11.5 per cent). Quasi-money also continued picking up steadily
in line with rising incomes and increasing confidence in the banking system. Over the January
to June period quasi-money rose by BGN 1577.7 million (15.8 per cent) with bank deposits of
up to two years’ maturity increasing by BGN 1505.1 million (19 per cent), and those redeemable
at notice of up to three months by BGN 72.6 million (3.5 per cent).
Over the first six months of 2005 claims on the non-government sector rose by
BGN 2170.5 million (15.4 per cent) posting an annual growth of 41.8 per cent by the end of
June. Within the half year claims on non-financial corporations went up by BGN 1026.2 million
(11 per cent), their annual growth reaching 32.2 per cent by the end of June, and claims on
households rose by BGN 1312.3 million (30 per cent), an annual growth of 72.2 per cent by the
end of June. Banks’ interest in extending longer-term loans and the real sector’s need for longterm finance continued changing the maturity structure of loans, with the share of loans with
over one year’s maturity increasing to 76 per cent by mid-year.

2

Expected GDP of BGN 41,311.6 million for the year.

Economic Development between January and June 2005

item was a EUR 61 million improvement on the respective period of the previous year, while the
second was EUR 84 million less, resulting from the faster growth of debit over credit in transportation and other services.
The financial account surplus in the first six months of 2005 came to EUR 1569 million, almost unchanged on the prior year and EUR 197 million over the current account deficit. Other
liabilities (EUR 640.5 million), loans: liabilities (EUR 460.6 million) and foreign direct investment
in Bulgaria (EUR 723.2 million) contributed most to the surplus. In the period under review the
decrease in portfolio investment liabilities by EUR 571.6 million due to the January external government debt transaction impacted adversely the financial balance. Between January and June
2005 foreign direct investment in Bulgaria fell by EUR 124.5 million on the same period of 2004,
covering 53 per cent of the current account deficit.
The overall balance for the first half of 2005 was positive to the tune of EUR 589.8 million,
worsening by EUR 159.3 million compared with the respective period of 2004. In the first six
months of 2005 no exceptional financing transactions in support of the balance of payments
were conducted; however net repayments to the IMF totaled EUR 86.3 million. International reserves increased by EUR 503.3 million (changes reflecting valuation adjustments excluded).
In the first half of 2005 the bulk of financial flows on the balance of payments were debt
flows. By the end of June gross external debt reached EUR 12,968 million, up by EUR 834 million (6.9 per cent) compared with June 2004. Debt growth was entirely down to the private sector whose foreign obligations went up by EUR 2290 million (47.6 per cent) while public sector
obligations fell by EUR 1456 million (19.9 per cent) as a result of the policy of cutting government external debt.
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Monetary Aggregates Annual Growth
(%)

Source: BNB.

Households and non-financial corporations’ deposits which grew by BGN 1335.9 million
and BGN 712.6 million respectively in the first half of the year were an important source of funds
for banks. Following the rising importance of foreign liabilities as a source of funds in the prior
year, banks’ motivation to borrow funds from non-residents with a view to expand lending was
curbed by BNB measures calming credit growth.

Claims on Non-government Sector
(annual change)
(%)

Source: BNB.
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Average Interest Rate on Interbank Money Market
(%)

Source: BNB.

The December 2004 launch of the LEONIA index underlay the change in the methodology
of computing the base interest rate. The new methodology was adopted by the BNB Governing
Council on 16 December 2004 by Resolution No. 149 and came into force on 1 February 2005.
It calculates the base rate as the simple mean of LEONIA values for the business days of the
past month, the computed value taken as the base rate for the coming calendar month.
The total foreign exchange market turnover in the first half of 2005 reached EUR 24,373.4
million.3 Compared with the respective period of 2004, total turnover almost doubled, prompted
largely by the dropping of commission on BNB non-cash transactions in June 2004. Turnover increases were reported in both trading areas: interbank (transactions with the BNB) and final customer trading.
Maturities of Ministry of Finance BGN-denominated issues were limited to three-month
discount government securities and three-, five-, and ten-year fixed rate bonds. Issues of threemonth discount government securities became less frequent (four in the half year instead of
monthly), while the amount of individual issues increased on 2004.
Outright transactions in domestic government securities between banks (including investment intermediaries approved as primary dealers) in the secondary government securities market totaled BGN 1124 million (up by 2.3 per cent on the first half of 2004). BGN-denominated
bond turnover fell by 0.7 per cent to BGN 975.9 million as a result of the decreased volume of
short-term (up to 12 months) bond transactions. The volume of long-term bond transactions
went up by 5.7 per cent. EUR-denominated bonds rose by 35.6 per cent to BGN 148.1 million.
Bulgarian Brady bonds traded at parity with their nominal value. EUR-denominated
eurobonds maturing in 2007 closed the half year at 108 per cent. EUR-denominated global
bonds maturing in 2013 reached 127 per cent, and USD-denominated global bonds maturing in
2015 reached 126 per cent. In January the price of USD-denominated ZUNK bonds rose from
95 per cent to 100 per cent and stayed at this level till the end of the first half of 2005.
3

Turnover includes commercial bank transactions (including the BNB) in foreign currency against levs with a spot value
date, same day value date, and next business day value date.

Economic Development between January and June 2005

Trade on the interbank money market was used actively in banks’ liquidity management;
in the first half of 2005 the total volume of transactions increased by 56.2 per cent on the same
period of 2004. Deposits made up 93.4 per cent of turnover, followed by outright government
securities transactions (4.4 per cent) and repo agreements (2.2 per cent). The average interest
rate in the interbank market in the first half of 2005 was 1.99 per cent, with the lowest value in
January (1.91 per cent) and the highest in May (2.10 per cent).
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The activation on the secondary market of compensative instruments which started in November 2004 continued in early 2005 until the BTC share public offering. Between 27 January
and 1 February the public was offered 34.8 per cent of the state share of BTC against
compensative notes and bills. This brought a record volume of compensative instrument swaps
for shares (BGN 661.7 million). The compensative instrument market volume came to
BGN 500.8 million.
Corporate and municipal bonds were actively traded on the OTC market with subsequent
registration on the stock exchange. The total volume of bourse trade in bonds totaled
BGN 134.3 million: as much as in 2004. The volume of the initial public offering market on the
Bulgarian Stock Exchange, Sofia came to BGN 2.7 million from shares and BGN 1.3 million from
rights on shares. The secondary market exceeded the 2004 volume reaching BGN 1252.8 million on the stock exchange and BGN 16.1 million on the OTC market. This record turnover
mainly reflected the fact that BTC shares were accepted for trading on the stock exchange unofficial market alongside the privatization of residual state shares. Beside increasing daily trade
on the secondary market, this resulted in big individual transactions within regular and block
trade.
The Bulgarian Stock Exchange, Sofia second official price index, BG40, was launched in
February. At the start of the year the shares price index on the Bulgarian Stock Exchange, Sofia
rose considerably to the technical limits of 130 points, 900 points and 225 points for BG40,
SOFIX and BSE FFBH respectively. Following record highs (932.44 for SOFIX and 232.92 for
BSE FFBH on 25 February, and 133.36 for BG40 on 10 March), indices fell back moderately in
the first quarter and stagnated in the second. The market closed the half year with moderate
price rises compared with the year’s start, and with equal average levels in the first and second
quarters. By June market capitalization of companies traded on the Bulgarian Stock Exchange,
Sofia came to BGN 8473 million (21.5 per cent of GDP).
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Gross International Reserves

II.

Gross International Reserves

Gross international reserve management follows the requirements of the Law on the Bulgarian National Bank and makes use of opportunities offered by the international financial markets. The BNB’s gross international reserves comprise the assets of the Issue Department’s balance sheet. They have to provide not less than 100 per cent coverage of balance sheet liabilities. The excess of gross international reserves over monetary liabilities forms the Banking Department deposit item or the net value in the Issue Department’s balance sheet.
Gross international reserve management falls within the purview of the BNB Deputy Governor heading the Issue Department. The BNB Investment Committee plays an important role in
managing gross international reserves. The Committee has advisory functions in mapping out
international reserve management strategy and in assessing related risks and results.
The Law on the BNB was amended in early 2005 in line with Bank integration into the European System of Central Banks. Amendments directly affecting gross international reserve
management concern: 1. including monetary gold into gross international reserves and reporting it in the Issue Department’s balance sheet at market value instead of a fixed price, and
2. improving the principles of reporting Bank foreign currency risk.

1. The Amount and Structure of International Reserves
By the end of June 2005 the market value of gross international reserves was EUR 7.46
billion, an increase of EUR 605 million or 8.8 per cent on the end of 2004. The rise reflected net
reserve inflows of EUR 383 million, earnings of EUR 122 million from assets comprising international reserves, and valuation adjustments of EUR 100 million.

Larger Cash Flows in the First Half of 2005
А)

B)

Reserve currency (net result, euro) purchases and sаles:
Net purchases from commercial banks, incl.:
Euro purchases from commercial banks
Euro sales to commercial banks
Net purchases at tills

EUR 805 million
EUR 811 million
EUR 3632 million
EUR 2821 million
EUR 6 million

Larger flows on commercial bank and government accounts:

EUR -422 million

To increasing international reserves:
Revenue from privatization of state-owned enterprises
Net revenue on commercial bank accounts with the BNB
for maintaining minimum required reserves
Revenue from disbursed external loans
Revenue from domestic debt issues
To decreasing international reserves:
Government external debt service

Net withdrawals from minimum required reserve accounts of banks
Domestic debt payments

EUR 602 million
EUR 293 million
EUR 55 million
EUR 17 million
USD 1087 million
EUR 267 million
SDR 12 million
JPY 1053 million
CHF 327 million
USD 100 million
EUR 6 million

The currency structure of gross international reserves changed insignificantly over the review period. The bulk of assets continued to be denominated in euro, their share reaching 87.2
per cent on average. The increase in euro-denominated assets reflected mostly net purchases
of reserve currency from commercial banks to the amount of EUR 805 million. The BNB monetary liabilities denominated in Bulgarian levs and euro averaged 93.6 per cent of all liabilities
over the review period.
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Gross International Reserves and Banking Department Deposit
(million EUR)

Source: BNB.

At the end of the first and the beginning of the second quarter commercial banks withdrew funds in Swiss francs and US dollars from their foreign currency accounts due to regulatory amendments on minimum required reserves. These funds were replaced by euro and/or
lev-denominated funds.

Currency Structure of International Reserves
(%)

Currency
Euro
US dollar
Gold
Special Drawing Rights
Swiss franc

Issue Department balance sheet assets
2004

I − VI.2005

83.2
5.4
7.2
1.6
2.6

87.2
4.2
6.3
0.6
1.7

Source: BNB.

Between January and June 2005 no significant changes occurred to the structure of assets by financial instrument, with the largest share invested in securities.

Structure of International Reserves by Financial Instrument
(average data for the period)
(%)

Instruments
Vault cash*
Deposits**
Securities**
Gold in the vault

2004
8.0
14.6
74.5
2.9

I − VI.2005
10.6
10.4
76.5
2.5

* Financial instruments with a maturity of up to three days.
** Including instruments in foreign currency and gold.

Source: BNB.

At the close of 2004 the BNB decided to change benchmarks for assets in euro. Therefore, the weight of instruments with maturity of over one year increased in the asset structure.
Even after this change the short-term sector remained most significant in the maturity structure
of assets, with some 64 per cent on average.
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(%)

Maturity sectors

2004

Up to 1 year
From 1 to 3 years
From 3 to 5 years
From 5 to 10 years
From 10 to 30 years

82.6
12.3
4.4
0.7
-

I − VI.2005
63.9
14.0
11.4
10.0
0.7

Source: BNB.

2. The Market Environment
Over the first half of 2005 the Federal Reserve continued gradually increasing federal funds
interest rates at each of the four US monetary policy meetings. This was accompanied by clear
communications which helped subdue uncertainty and decrease risk premiums on financial markets. Short-term interest rates and rates in the two-year sector of the yield curve (dependent on
monetary policy tightening) continued increasing. Long-term interest rates fell despite rising shortterm resource prices over the same period. A possible explanation for this historically atypical
behaviour may be sought in stable inflationary expectations, market confidence in the Federal
Reserve’s anti-inflation policy, and high demand by foreign central banks and investment funds.
Divergent movements in short- and long-term interest rates added to further yield curve flattening,
the slope between two and ten years declining to the lowest levels since early 2001.
The ECB reference interest rate on main refinancing euro area operations remained unchanged at 2 per cent. Retaining the monetary stimulus and strong euro on international markets increased the interest in European government securities at the year’s outset. Yield on
benchmark securities fell in all sectors and the yield curve started flattening as a result of higher
yield decrease in the ten-year sector compared with the two-year one. As a result of prevailing
expectations of stable inflation and moderate economic growth stimulated by rising external
demand, market expectations of rising ECB interest rates declined, as shown both by European
bond yields and three-month EURIBOR futures.

Yield Curve Dynamics of Government Securities in US Dollars
(%)

Source: BNB.

Gross International Reserves

Structure of International Reserves by Residual Term to Maturity
(average data for the period)
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Yield Curve Dynamics of Government Securities in Euro
(%)

Source: BNB.

Significantly appreciating US dollar against the euro by nearly 12.64 per cent
(or EUR 0.09) over the first quarter of 2005 contributed to the increase in the euro gold price by
approximately 12.77 per cent (or some EUR 41 per troy ounce).

One Troy Ounce Gold Price in US Dollars

Source: BNB.
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Source: BNB.

One Troy Ounce Gold Price in Euro

Source: BNB.

3. Risk, Profitability and Efficiency
Major
International
Reserves
Risks

International reserve interest rate risk measured by reserve modified duration averaged
1.56 over the period under review. It was higher than in 2004 (0.57) reflecting mostly the new
benchmark introduced in early 2005 and further portfolio restructuring.
The requirement that absolute values of open currency positions4 in currencies other than
the euro, SDR and monetary gold should not exceed 2 per cent of the market value of obliga4

An open foreign currency position is the difference between the value of assets and liabilities in any currency other than the euro.

Gross International Reserves

US Dollar Price in Euro
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tions in these currencies set limits to balance sheet currency risk. In the reporting period open
currency positions were maintained short again, with the open currency position in gold posing
the main currency risk to the Bank.
Credit risk was managed by the BNB by setting minimum credit ratings and exposure limits to the asset classes used. Funds invested in assets with the highest credit rating (AAA) averaged 66.8 per cent over the review period. BNB exposure comprised an annual average of
23.9 per cent of total assets.
Operational risk was managed with strict adherence to relevant business procedures for
international reserve management.
Profitability
and
Efficiency of
International
Reserve
Management

Between January and June 2005 earnings from BNB international reserves came to
EUR 122.02 million: a 1.78 per cent asset profitability. Positive earnings from a EUR 57.13 million
currency imbalance5 were primarily attributable to the open position in gold, owing to the rise in
the euro price of gold. Interest paid on Issue Department balance sheet liabilities amounted to
EUR 20.09 million. In consequence of these three components, net income from international reserve management during the reporting period came to EUR 159.06 million or 2.32 per cent.

Profitability of International Reserves
Investment
earnings

I quarter, million EUR
II quarter, million EUR
Total, million EUR
Share of assets, %

(1)

Earnings from currency
imbalance between
assets and liabilities
(2)

27.45
94.58
122.02
1.78

13.46
43.68
57.13
0.82

Expenditure
(interest)
on liabilities
(3)
-8.35
-11.74
-20.09
-0.30

Earnings,
net
(1)+(2)+(3)
32.55
126.51
159.06
2.32

The change in the net value (the Banking Department deposit item in the Issue Department balance sheet) reflected the effect of the two major adverse factors. First, the net income
from international reserves contributed to the net value rise by EUR 159.06 million. Second, the
BNB contribution to the 2004 state budget, paid to the MF by the end of April 2005, led to a decrease in the net value by EUR 76.21 million (BGN 149.05 million).

Profitability and Risk of Portfolios
Risk (change)

Profitability
Portfolio

Investment 1, ЕUR
Investment 2, EUR
Liquidity, EUR
Liquidity, USD
In gold, XAU
External manager А, EUR
External manager В, EUR

Absolute
(%)

Relative
(basis points)*

Absolute
(%)

1.85
2.04
1.00
1.11
0.03
2.63
2.67

-19
0
3
2
3
-3
-1

0.63
0.65
0.06
0.17
0.10
0.73
0.69

Relative
(basis points)**

9
6
2
9
10
17
16

Information
coefficient***

-2.02
0.00
1.79
0.21
0.33
-0.15
-0.09

* The positive relative profitability of an individual portfolio is the profit compared with benchmark profitability. If the profitability were
negative, it would be shown as a loss of profit in portfolio management.
** The relative risk to the benchmark is an indicator of the deviation degree of risk characteristics compared with those of the benchmark resulting from active portfolio management.
*** The information coefficient is the ratio between the expected relative profitability of an individual portfolio and its relative risk. A rule
of thumb is that values over 0.5 indicate efficient portfolio management.

For management purposes, international reserves are split into portfolios depending on
currency and specific investment goals and benchmark. To diversify management styles and
limit operational risk, two investment portfolios managed by different teams were formed in early
2005. Over the review period a portion of international reserves (10 per cent) was again placed
for external management. Besides contributing to further diversification, external managers
helped exchange expertise in international market investment.
5

Earnings from currency imbalance is the sum total of the effects from exchange rate movements on open foreign currency
positions of assets and liabilities.
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The National Payment System

Pursuant to the Law on the Bulgarian National Bank, the Bank supports the development
and operation of efficient payment systems and oversees them. The BNB is mandated to oversee individual systems for settlement of payments and securities and to judge their effectiveness. Adequate systemic risk management is of great importance to the proper functioning of
the national payment system. The major goal is to overcome dangers posed to the national payment system from interbank exposure and customer payments processing.
Under the current legal framework, participants in the national payment system are the
Bulgarian National Bank and all commercial banks; the BISERA (system for servicing customer
payments initiated for execution at a designated time) system operated by Bankservice AD; the
BORICA (Banking Organization for Payments Initiated by Cards) system managed by BORICA
AD6; the System for Servicing Payments on Transactions in Book-entry Government Securities
operated by the Central Depository AD; the System for Servicing Payments on Government Securities Transactions operated by the BNB; and the RINGS (Real-time Interbank Gross Settlement) operated by the BNB. In June 2005 the number of RINGS participant banks decreased to
35, reflecting the revoked banking license of the International Bank for Trade and Development.
The exclusion of the bank from RINGS did not have adverse consequences for the banking
community and the payment process.

Distribution of Payments in Bulgaria

Number of Payments by System

Amount of Payments by System

Source: BNB.

Over the reporting period over 70 per cent of the amount of effected payments were processed by RINGS. This comprised 0.62 per cent of the total number of payments in Bulgaria.
Progressively increasing RINGS’ share in the value and number of processed payments helped
subdue payment risks.

1. RINGS (Real-time Interbank Gross Settlement)
With the progressively growing number and value of non-cash payments processed by
the system, the inability of a large bank to fulfill its obligations is a potential source of financial
instability for the entire banking system. Risks to the national payment system have been limited
by processing a larger number of payments in real time (decreasing interbank exposure) and
by effecting payments in the earlier hours of the system day. Therefore the central bank makes

6

BORICA is also a Member Service Provider of MasterCard Europe and a Processor Company of Visa International.

The National Payment System

III.

Bulgarian National Bank. Report • January – June 2005

26
efforts to implement and improve the infrastructure for processing large payments with a view to
limiting payment risks.
Between January and June 2005 RINGS payments numbered 347,908 totaling
BGN 77,026 million. Compared with the first half of 2004 daily average payments increased
41.5 per cent, their amount rising 30.4 per cent. Data reveals an upward trend in using the system even for smaller transfers.
Over the first half of 2005, 48.5 per cent of payments were processed by noon and 75.8
per cent by 2:30 p.m. As regards busiest system time, 92.1 per cent of RINGS payments were
effected by 2.30 p.m. The increase of these indicators by 1 to 3 per cent on the first half of 2004
indicates that most payments were processed earlier in the day, which subdues the risk of noneffected payments by the end of the system day.
Between January and June 2005 no payments were rejected by the close of a system day
due to insufficient funds on any participant’s account. High payment system liquidity precluded
recourse to the Reserve Collateral Pool established as an interbank insurance mechanism to
guarantee settlement of system operators’ orders.
In the period under review RINGS offered 99.71 per cent availability.7 This value is in line
with TARGET (the system for processing large payments of the euro area). Operational problems were handled under contingency rules and procedures.
The implemented new version of RINGS software, pending testing and launch, will improve the operation and enhance facilities required by the BNB and other system users (banks
and system operators).

2. Changes in the Legal Framework
The Law on Funds Transfers, Electronic Payment Instruments, and Payment Systems was
adopted in late March. The Law regulates relations in electronic payment instruments and systems. Its main objective is to provide payment system stability and protect participants in the
payment process, and customers in particular. The Law regulates the effecting of domestic and
cross-border transfers, the issue and use of electronic payment instruments, the implementation and operation of payment systems, payment oversight, and extra judicial settlement of disputes.
Extra judicial settlement of payment disputes involves setting up a conciliation commission to accelerate and facilitate settlement of disputes between any parties: customers (end
users and small and medium enterprises), institutions executing money transfers, and issuers
and holders of electronic payment instruments. The conciliation commission guarantees the
balance of interests of all parties concerned. The Law sets the foundation of Bulgaria’s financial
integration into the euro area. The Bulgarian legal framework in payments and payment systems
will be entirely harmonized with EU legislation, allowing the national payment infrastructure to
dovetail with those of EU member countries.8
In April 2005 the Governing Council of the BNB approved Ordinance No. 13 of the BNB
on International Bank Account Numbers (IBAN) and bank identifier codes9. The Ordinance introduces new ways of designating bank accounts.10 IBAN allows straight through customer
payment processing and lays down grounds for implementing the Single European Payments
Area project. IBAN use in Bulgaria helps harmonize Bulgarian legislation with acquis
communautaire.11
Launching IBAN is a sizable project involving all payment systems participants and their
customers. A Coordinating Council on IBAN implementation was convened to meet deadlines
set in Ordinance No. 13 and synchronize institutions. RINGS participants, the Association of
Commercial Banks, and the Ministry of Finance are members.
Integrating the national payment infrastructure into the euro area payment system is an integral part of the complex process of Bulgarian EU accession. Extending the Single European
Payment Area to Bulgaria entails changes in the legal framework regulating payment systems
and will affect the existing infrastructure and operating systems. Major tasks to extend the
Single European Payments Area to Bulgaria include changing legislation, payment instruments,
7

The time during which the system was serviceable as part of total time.
The Law comes into force on 8 October 2005.
9 Published in Darjaven Vestnik, issue 36 of 26 April 2005. The Ordinance will come into force on 1 June 2006.
10
Article 1, paragraph 2 of BNB Ordinance No. 13: IBAN shall mean an alphanumerical sequence used internationally to
uniquely identify each individual bank account held by each customer of each bank.
11
IBAN is an international bank account identifier used in cross-border transfers. It brings uniformity between Bulgarian bank
identifiers and those in the EU.
8
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3. Payment Systems Oversight
Limiting systemic risk and improving the reliability and efficiency of Bulgarian payment
systems was the major goal of payment systems supervisors. Payment system supervisors
monitor the various national payment systems on a continuous basis. BNB analysts assess the
compatibility of the national payment system with the principles and standards of the European
Central Bank and the Bank for International Settlements and make recommendations for improving operations. The first half of 2005 saw oversight inspections of:
• the system for servicing customer payments initiated for execution at a designated time
(BISERA)
• the system for servicing bank card payments within Bulgaria (BORICA);
• the system for servicing payments on transactions in government securities (SSDSK);
• the system for servicing payments on transactions in book-entry government securities
(the Central Depository).
The results showed high compliance with international standards and practice. Actions to
further convergence include mostly improving operator technical aptitude and adjusting the requirements for euro system participation.
The sale of 63.76 per cent of BNB shares in BORICA EAD to 25 commercial banks was
completed in the first half of 2005.

The National Payment System

standards, payment systems, and the payment infrastructure. A National Council on Payment
Systems representing those engaged in the payment process was convened in April. Its major
objectives are to devise a strategy for payment system development, organize and coordinate
Bulgaria’s financial integration into the euro area as regards payment systems, and assist the
Single European Payments Area project. The Council will integrate the interests of participants
in the payment process, coordinate the various payment systems bodies, make proposals and
develop terms of reference for innovation in payment systems, set requirements for integrating
national payment systems into international standards, and propose legislative change. The
Council’s first session adopted a decision to formulate a national plan for extending the Single
European Payments Area to Bulgaria. The plan aims to provide a gradual transition to the infrastructure, instruments, organization and standards of the Single European Payments Area and
is of key importance for the national payment system and its participants.
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IV.

Commercial Bank Reserves with the BNB

Amendments to the BNB minimum required reserves regulation led to a significant increase in the amount of commercial banks’ reserves at the BNB.12 Reserves payable on banks’
borrowed funds in levs increased by 130.4 per cent on average in the period under review compared with 2004, those in foreign currency rising by 143.5 per cent. The reported deposit base
high, and hence the high in reserves payable on it, reflected banks’ actions in March when they
lent extensively in anticipation of amendments to Ordinance No. 21, the bulk of disbursed funds
staying in borrowers’ accounts at the creditor banks.13
Amendments to Ordinance No. 21 also concern the foreign currency structure of reserves. The euro is now the sole foreign currency in which banks may maintain reserve assets
on account. The latest amendments remove the stipulation that foreign currency could only
cover reserves payable on the deposit base in foreign currency. Statutory changes forced
banks to revise their minimum required reserve policies. Reserve assets in levs more than
doubled compared with 2004, their absolute amount exceeding funds necessary to ensure
settlement two-fold. Foreign currency assets also posted the significant growth of 127.2 per
cent. The amount of foreign currency maintained by banks as a reserve asset stayed stable in
individual months for the first time, ensuring required reserves on total borrowed funds between
35 and 42.6 per cent. The sale of foreign currency to the BNB remained the major instrument for
providing current lev liquidity. Interbank market transactions with the volume retained at the previous year’s level and the price fluctuating around 2 per cent (matching the euro trade in European markets) was another source of short-term liquidity.
During the first half of 2005 excess financial system reserves fell by more than 6 percentage points compared with the previous year. The decrease reflected banks’ obligations to
maintain larger volumes of funds as reserves to ensure smooth settlement and manage funds
on non-interest accounts with the BNB more thoroughly.
Between January and June 2005 two banks failed to fulfill their obligation to maintain minimum reserves and one bank used more than 50 per cent of reserve assets in a single day. In
accordance with the requirements of Ordinance No. 21, BGN 1100.34 worth of penalties were
imposed on banks violating the statutory provisions. Over the review period the license of the
International Bank for Trade and Development was revoked and pursuant to the provisions of
Ordinance No. 21 the bank stopped maintaining minimum required reserves.

12
13

Amendments to Ordinance No. 21 are described in details in Section I of this Report.
For further details on banks’ behaviour related to Ordinance No. 21, see the BNB quarterly Economic Review, May and August 2005.
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Cash in Circulation

V.

Cash in Circulation

The Bulgarian National Bank has a monopoly on banknote and coin issue in Bulgaria.
Banknotes and coins issued by the Bank are legal tender and are mandatorily acceptable as
payment at full face value without restriction. The BNB prints banknotes and mints coins, and
safeguards uncirculated and withdrawn banknotes and coins.
Amendments to the Law on the BNB adopted in January specify the BNB rights and liabilities associated with the fight against counterfeiting and distributing non-genuine banknotes
and coins in national and foreign currency. In early 2005 a bilateral agreement between the
BNB and ECB on protecting the euro against counterfeiting was signed. This provides for exchanging complete, up-to-date, and comparable data on non-genuine and counterfeit euro
banknotes.
Banknotes
and Coins in
Circulation
(Outside
BNB Vaults)

By 30 June 2005 money in circulation came to BGN 5221.1 million nominal value, up by
BGN 200.9 million or 4 per cent. Year-on-year money growth was BGN 936.2 million or 21.85
per cent.

Banknotes and Coins in Circulation
(million BGN)

Source: BNB.

The dynamics of cash in circulation during the first half of 2005 followed recent years’
seasonality, with growth being higher than in prior years.
By the end of June 2005, 226.3 million new issue banknotes14 were in circulation, amounting to BGN 5119.1 million. They rose by 24.6 million or 12.2 per cent on the same period of
2004. Compared with the end of 2004 the number of banknotes in circulation went down by 2.4
million or 1.04 per cent, while the value of new issue banknotes in circulation increased by
194.6 million or 3.9 per cent. The average banknote in circulation by the end of June 2005 was
worth BGN 22.62, up BGN 1.08 (from BGN 21.54 by the end of 2004 to BGN 22.62 by the end
of June 2005).

14

Banknotes of 1, 2, 5, 10, 20 and 50 levs, issue 1999 and a banknote of 100 levs, issue 2003.
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Denomination Composition of Circulating Banknotes
(share of total value, %)

as of 30 June 2004

as of 30 June 2005

Source: BNB.

By the end of June 2005 new issue coins15 in circulation numbered 592.4 million, worth
BGN 81.9 million. They grew by 37.9 million or 6.8 per cent on end-2004. Compared with the
same period of 2004 their number went up by 86.4 million or by 17.1 per cent. The average coin
in circulation over the review period matched the 2004 level (BGN 0.14), posting a year-on-year
growth of BGN 0.01.

Denomination Composition of Circulating Coins by Nominal Value
(share of total value, %)

as of 30 June 2004

as of 30 June 2005

Source: BNB.

Banknotes and coins of old issues and commemorative coins comprised 0.39 per cent of
the total value of cash in circulation.
Non-genuine
Banknotes
and Coins

Amendments to Article 27 of the Law on the BNB set down a statutory mechanism for interaction between the central bank and financial institutions regarding withdrawals of retained
banknotes and coins suspected of being non-genuine or counterfeit. The BNB National Analysis Centre performed verifications and expert assessments of Bulgarian or foreign banknotes
and coins suspected of being non-genuine or counterfeit and referred by financial institutions or
the legal system.

15

Coins of 1, 2 and 5 stotinkas, issues 1999 and 2000; 10, 20 and 50 stotinkas, issue 1999; 1 lev, issue 2002, and 50
stotinkas, issues 2004 and 2005.
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Non-genuine Banknotes Registered in the First Half of 2005
(number)

Source: BNB.

In performing expert assessment of foreign banknotes and coins retained within Bulgaria,
in the first half of 2005 the Bank’s National Analysis Centre retained 610 euro banknotes, 8540
US dollar banknotes, and 44 other foreign banknotes.
BNB Cash
Operations

Cash operations carried out by the BNB included operations on supplying and retrieving
banknotes and coins in the form of valuable packages to and from commercial banks, keeping
uncirculated banknotes and coins and mutilated or damaged banknotes and coins, sorting and
counting and destroying banknotes, counting coins, monitoring the authenticity and physical
properties of banknotes and coins accepted by the BNB, servicing retail customers in levs and
reserve currency, and selling commemorative coins at tills. Operations in levs and foreign currency by first-level budget-spending entities are effected at the Sofia Regional Cash Office.
Between January and June 2005, 45.1 million newly printed banknotes and 10.6 million
newly minted coins worth BGN 1053.9 million were supplied under contracts with producers.
Damaged banknotes numbering 45.1 million, worth BGN 384.3 million total nominal value, were
destroyed. Over the review period no circulating coins were destroyed.
In compliance with its coin minting programme the BNB put into circulation three commemorative coin issues.16
Between January and June 2005 the BNB processed 167.7 million banknotes and 47.4
million circulating coins worth BGN 2427.8 million: a 2.1 million (1.3 per cent) increase in
banknotes and a 4.5 million (8.7 per cent) decrease in coins on the first half of 2004. Banknotes
of 10 and 20 lev denominations, and coins of 1, 10 and 20 stotinkas comprised the largest
shares in the structure of banknotes and coins processed by the BNB. New issues banknotes
retained in processing as unfit for circulation numbered 40.9 million, down 4 million or 8.9 per
cent on the first half of 2004.

16

Information on commemorative coins is published on the BNB website.

Cash in Circulation

Between January and June 2005 non-genuine Bulgarian banknotes reported by the BNB
numbered 919. The number of non-genuine banknotes and coins retained prior to entering into
circulation numbered 130, with 789 having entered into circulation. Compared with the first half
of 2004 non-genuine banknotes decreased by 41 in number or 4.3 per cent. Non-genuine
banknotes of BGN 50 nominal value accounted for the largest share (51.1 per cent) followed by
banknotes of BGN 20 nominal value (37.6 per cent). Reported non-genuine banknotes of BGN
2, 5 and 10 numbered 103 (11.2 per cent).
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BNB purchases and sales of banknotes and coins from and to commercial banks totaled
BGN 4654.3 million. The Bank purchased 158.6 million Bulgarian banknotes and 15.8 million
coins amounting to BGN 2263.2 million from commercial banks, an increase of BGN 68.9 million
or 3.1 per cent compared with the corresponding period of 2004. The BNB sold the banks 153
million Bulgarian banknotes and 58.6 million coins totaling BGN 2391.1 million, an increase by
BGN 277.1 million or 13.1 per cent on the first half of 2004. BNB purchases of reserve currency
totaled EUR 1.6 million, including EUR 1.3 million from individuals and EUR 0.3 million from budget organizations. Reserve currency sales amounted to EUR 8.2 million, including EUR 4.4 million to individuals and EUR 3.8 million to budget organizations. BNB reserve currency purchases fell by EUR 32.6 million, while reserve currency cash sales went up by EUR 2.7 million
(49.1 per cent) on the first half of 2004.
Based on the cash operations review in 2004, the BNB continued making adequate
amendments to the legal framework consistent with Bank objectives of maintaining superior,
secure and flexible banknote and coin distribution.
In early 2005 the BNB reorganized its cash balance distribution to create conditions for
bringing Bulgaria into line with euro area central bank practice and improve cash balance management efficiency and control.
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Maintaining Banking System Stability

1. State of the Banking System
By the close of June 2005 banking system assets totaled BGN 27,926,520,000, up by
BGN 3,056,697,000 or 12.3 per cent on the end of the prior year. Assets of Group I and Group II
banks increased at similar rates (15 per cent); however, volumes were considerably greater at
the ten largest Group I banks (BGN 2692 million) compared with smaller and medium-sized
banks (BGN 751 million). Foreign bank branches posted a decrease of 21 per cent (BGN 386
million). The lending contraction pursued by the BNB since early 2005 cut credit portfolio
growth to 17.3 per cent (BGN 2382 million) against 20.3 per cent for the same period of 2004,
yet lending still grew faster than assets. Group I banks remained the biggest lenders, disbursing 80 per cent of new loans between January and June 2005. Five banks and three foreign
bank branches reduced their credit portfolios. The relative share of loans in total assets grew
steadily from 53.6 per cent at the end of 2004 to 55.9 per cent by the end of the first half-year.
Enhanced lending was financed mainly by increasing the deposit base, deposits at financial
institutions growing by 35.4 per cent (BGN 989 million) and those at non-financial institutions by
7.5 per cent (BGN 1250 million). The deposit base was picking up at rates close to those of
lending (17.3 per cent). By the end of June profit amounted to BGN 277,482,000.
In the January to June 2005 period the sharpness of major banking system risks was adjusted within certain limits. This was driven by the need to take into account lending curbs in
early April. Moreover, comprehensive supervisory inspections at some of the most problematic
and/or aggressive lenders restrained them. The International Bank for Trade and Development
license revocation did not impact adversely the depositors in the remaining banks although it
was noted by market players prone to assuming greater risk. Coupled with the BNB firm response to attempts to disregard restrictions, this predetermined a more balanced risk profile
backed by a stronger capital position.
Foreign exchange risk in the banking system and in individual banks was low. The system
was exposed mainly to assets in euro, the US dollar position remaining short at 5.6 per cent of
banking system capital. The share of position in other currencies was negligibly small. No
changes occurred in price risk parameters. Portfolio diversification by instruments with non-investment ratings stayed within admissible limits, with Bulgarian government securities and securities from the governments of central banks listed in BNB Ordinance No. 8 Appendices 1
and 2 predominating. At the end of the period some banks transferred securities from their trading to their investment portfolios (including selling government securities and repurchasing the
same issues), mainly to avoid trading portfolio reporting under the new criteria of BNB Ordinance No. 8 (in force since 1 July 2005).
The cumulative GAP position amounted to 0.4 per cent of assets; on an individual bank
level 13 banks (three in Group I and ten in Group II) had negative GAP. The half year data did
not show any fundamental interest rate disproportions which may pose a significant risk to the
system.
Asset quality in the first half of 2005 remained good. In the review period commercial
banks complied with lending limit requirements. Thirty banks (nine in Group I, sixteen in
Group II, and five foreign bank branches) reported lending increases exceeding four per cent
between February and March, and only five failed to cut credit portfolios to Ordinance No. 21
limits. The 25.3 per cent (BGN 248 million) growth of classified risk exposures over the first six
months of 2005 indicates deepening asset quality problems. The trend to a gradual credit portfolio contamination was clearest in consumer lending. Nevertheless, standard loans retained
their leading share in consumer portfolios.
System earnings were mostly affected by assets growing faster than main revenue centres (interest, fees and commissions), by financing price rise, and by increased provisions. The
trends to steady revenue growth from core operations, high net interest revenue, and insignificant revenues from extra operations continued until the close of the half year. The 24 per cent
(BGN 53 million) growth of profit over the June 2004 to June 2005 period was considerably
higher than that over the previous 12 months (three per cent or BGN 6 million). Assets also grew
faster. Earnings were good at most banks, ensuring adequate returns on assets and equity.
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Amid growing non-interest revenue, a steady slowdown occurred in this income source.
Coupled with higher non-interest expenditure, this depressed profit at some institutions. Net interest revenue was up by 32 per cent vis-à-vis 38 per cent over the previous 12 months. This reflected faster growing interest expenditure (71 per cent) than interest revenue (42 per cent) between June 2004 and June 2005. For comparison, between June 2003 and June 2004 interest
revenue grew by 37 per cent against interest expenditure at 34 per cent. The cost of asset financing has risen for several quarters, depressing net interest income from 4.98 per cent in
June 2004 to 4.59 per cent in June 2005.
The above processes gave a 2.06 per cent return on assets (ROA) and a 21.74 per cent
return on equity (ROE). While this indicator at large banks pointed to lower profitability on the
same period of the previous year, most Group II banks reported higher values despite greater
competition.17 The conclusion that at this stage small and medium banks managed to maintain
revenue and expenditure that ensured good yield was confirmed by the core ROA indicator
which includes yield quality. At system level, this fell from 3.02 per cent in June 2004 to 2.65 per
cent in June 2005.
Efficiency ratio (56.67 per cent by June 2005) improved both on June 2004 (60.58 per cent)
and on the same period of 2003 (63.46 per cent) showing good profitability at most institutions.
At the end of June 2005 banking system capital base grew by BGN 401,549,000 or 17.3
per cent to BGN 2,722,083,000. The increase was mainly in primary capital (BGN 312,189,000),
with supplementary capital reserves up by BGN 119,403,000. Over the review period total risk
component of assets went up by BGN 2,322,967,000 or 16.7 per cent, and the fact that its
growth did not exceed that of the capital base was positive. Assets with 100 per cent risk weight
grew by BGN 1,936,037,000 or 15.6 per cent, and positions with 50 per cent risk weight grew
by BGN 659,438,000 or 40.9 per cent. In the reporting period the system’s improved capital position primarily reflected:
• reaction to BNB lending curbs prompting the downward lending trend by June compared with March, as discussed above;
• bank supervision-prompted rapid capital base support by several banks with indicators which had slid critically close to regulatory minima;
• partial or full capitalization of 2004 profits by some banks, partly because they were
deprived from the opportunity to capitalize the 2005 current profit under certain conditions according to the amendments to BNB Ordinance No. 8.
These factors set total capital adequacy at 16.66 per cent at the close of June 2005 vis-àvis 16.58 per cent at the close of 2004.
The processes affecting total capital adequacy had a clear favourable influence on primary capital adequacy. The 14.29 per cent attained (14.44 at the close of 2004) was more than
double the regulatory minimum and was indicative of the role of primary capital in the banking
system’s capital base. Thus by June 2005 the share of primary capital was 85.75 per cent
against 87.14 per cent at the close of 2004. The considerable excess of primary capital in the
regulatory capital structure may be seen as inferring untapped potential for rapid capital support by shareholders through debt and hybrid instruments.
Banks’ ability to provide financial resource for their operations was one of the factors exerting pressure on capital position. The increase in primary capital on December 2004 together
with contracting total assets in the second quarter favoured the development of primary capital
leverage values. By the close of June 2005 the indicator’s values increased slightly to 8.88 per
cent vis-à-vis 8.84 per cent for 2004.
The degree of asset coverage was adequate to asset structure and risk and also improved in the review period to 10.36 per cent against 10.15 per cent at the close of 2004.
Lending restrictions imposed by the BNB affected the asset risk indicator. The attained
level of 61.67 per cent exceeded that of December 2004 (60.70 per cent); without the restrictions its values would have been significantly higher. The potential risk to capital underlying the
level of net classified assets would account for 27.81 per cent of system capital under the pessimistic scenario of total impairment. Net classified assets went up by 2.4 per cent compared
with the end of 2004 (they comprised 25.4 per cent in December 2004).
The various capital ratio processes above also boosted capital surplus.18 Within the second quarter it reached BGN 727 million, up by some BGN 87 million on the close of 2004. Capital surplus at the ten largest banks totaled BGN 513 million, coming to BGN 214 million at small
and medium banks.
17

By the end of the second quarter of 2004 ROA reached 2.38 per cent and ROE 22.06 per cent.
funds above the minimum requirements under BNB Ordinance No. 8.
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2. Compliance with Prudent Banking Requirements
Over the first half of 2005 banks faced the challenge of retaining their market positions
amid increasing competition, especially in lending. The room for credit growth and the aggressive offering of new products and facilities tested the abilities of some banks to manage portfolio risks adequately. In particular, the pursuit of growth switched attention from stability and
regulatory observance to process dynamics. This led to isolated violations of base regulators
and unsound banking practice. Timely reaction and consistent supervision limited risk and limited its consequences to individual lenders. Amendments to BNB ordinances adopted in the
second quarter calmed the situation by strengthening banking capital and improving liquidity
and restoring compliance with regulatory requirements and best practice standards.
Capital
Adequacy

Overall capital adequacy of 16.66 per cent by the end of June matched that of late 2004
(16.58 per cent). A significant fall might be expected without statutory constraints on lending,
with some banks approaching critical levels. Over the first six months of 2005 two banks reported capital adequacies below 12 per cent which led to prompt corrective action by the
Banking Supervision Department. Findings included irregularities in planning and managing
capital position by bank management, rather than fundamental balance sheet weaknesses or
shareholder inability to support banks.

Large
Exposures

Though the policy of maintaining a significant share of commercial loans in total loans
continued over the review period, by the end of June 2005 exposures subject to regulation under BNB Ordinance No. 7 on large exposures dropped by some BGN 22 million to
BGN 3,114,415,000. In addition to increasing capital base, this decreased total large exposures vis-à-vis own funds from 133.3 per cent in late 2004 to 114.4 per cent in late June. No
bank violated total large exposures limits (800 per cent of the capital base). In individual cases,
however, deviations from the single exposure regulator were registered, early corrective supervisory measures being imposed.

Internal
Loans

Risk assumed by banks with regard to internal loans is the subject of intensified supervisory attention. The reporting period saw individual violations of this regulator, overcome through
capital support measures. Cases of business relatedness between individuals and legal entities
drew greater attention, posing as they do higher potential risk for banks. Such cases are normally established in the course of full supervisory inspections and become the focus of comprehensive analyses and assessments, including legal ones.

Maintaining Banking System Stability

System liquidity and that at individual banks and branches has remained good in recent
years. Despite aggressive lending and its large share of assets, banks allocated resources adequate to their risk profiles to liquidity needs. Enhanced financial intermediation also called for
sufficient resources to meet payments. Strict BNB requirements on minimum required reserves,
credit growth curbs, and more conservative assumptions by leading banks’ managements on
liquidity added additional stability.
By the end of June 2005 tradable assets comprised 27.39 per cent of system assets
(31.77 per cent at the end of 2004). This may be seen as indicating good banking system liquidity. Within the period under review positive changes occurred in the indicator’s values following credit restrictions.
Positive changes in tradable assets affected the dynamics of tradable assets as a share
of total borrowed funds in the second half of the review period. Irrespective of the fall on the previous year (36.59 per cent by December 2004), asset coverage was high at 31.84 per cent and
may be considered adequate to the risk profile and the structure of bank liquidity positions.
Credit dynamics in the half year and the reaction to lending restrictions caused fluctuations in the credit to deposits and credit to total funds ratios. By the close of June 2005 they
comprised 74.35 per cent and 68.46 per cent against 70.67 per cent and 64.53 per cent for the
previous year: closer to the levels envisaged in the decision to curb lending. However, high ratio values were combined with good asset quality of loans for the bulk of banks and branches.
The analysis of maturity imbalance by June 2005 reveals that the maturity structure of assets and liabilities remains unbalanced. According to Ordinance No. 11 reports, at the end of
June liabilities within the interval of over seven days were not covered 100 per cent by liquid
assets. At the system level these liabilities were net cash outflows. In the short time interval of up
to seven days, seven of the 28 banks reported coverages of over 100 per cent.
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Foreign
Currency
Exposures

In the first half of 2005 banks’ currency risk indicators underwent no changes. Currency
risk stayed below admissible values of both the cumulative net position and positions in individual currencies. No regulatory violations were found in the review period. Euro assets came to
EUR 5865 million and euro liabilities to EUR 5172 million by the end of June 2005. The US dollar position was USD 2148 million in assets and USD 2451 million in liabilities.

Investment
in Fixed
Assets

Investment in fixed assets occupied 25.3 per cent of banking system capital (against 29.6
per cent in late 2004), with a stable downward trend in the previous four quarters. No regulatory
violations were reported, with ratios in two banks being close to maximum admissible limits.

Supervisory
Policy,
Ordinances,
and Accounting
Methodology

3. Banking Supervision between January and June 2005
In the first half of 2005 Banking Supervision Department actions were affected by two
major factors: pending changes to banking regulations to curb credit growth, and the forthcoming inclusion of market risk in capital adequacy reporting.
The regulatory framework improvement programme included the late 2004 BNB Ordinance No. 8 on the capital adequacy of banks (for measuring and reporting market risk and
preparations to introduce the International Convergence of Capital Measurement and Capital
Standards: a Revised Framework: Basel II). The BNB also enforced measures for more gradual
lending growth and banking stability. In line with additional minimum required reserves under
Ordinance No. 21, amendments to Ordinance No. 8 excluded current profit from the capital
base and introduced monthly capital adequacy reporting.
Effective from 1 July, Ordinance No. 8 was further amended for precise calculation of
counterparty risk by specific credit risk weight. New requirements were introduced for using
agreements on netting OTC instruments to reduce credit risk and apply the duration method or
use internal models for calculating capital requirements for position, foreign exchange, or commodities risk.
For the new capital adequacy regulation, draft reporting forms and instructions were
tested by banks using 31 March 2005 data. Before approval the forms were amended for
greater clarity and precision by adding instructions and examples.
BNB Ordinance No. 7 on large exposures was also amended in line with new market risk
capital requirements. An additional provision on measuring and reporting large trading portfolio
exposures to an individual customer or related persons was included.
Over the first half of 2005 supervisory requirements for reclassifying restructured exposures into a lower risk group under Ordinance No. 9 on the evaluation and classification of risk
exposures of banks and the allocation of provisions to cover impairment loss were defined additionally by the condition that such exposures should meet lower risk criteria for six months before reclassification.
As part of preparations for applying Basel II requirements, in May the Banking Supervision Department sent to the Association of Commercial Banks the first draft for designating national discretion areas. Advance instructions were sent to banks on future operational risk capital requirements and BNB intentions.
Between January and June 2005 Banking Department representatives took part in international meetings of authorities responsible for supervision on a consolidated basis in the context of the new Basel II Capital Accord. Meetings were hosted by supervisory authorities from
the Netherlands, Hungary, Germany, and Austria. Letters on draft national supervisory discretions were exchanged with the central bank of Greece. The meetings saw presentations on
progress in preparations for the new capital requirements in the relevant banking groups and
on forms of international cooperation dependent on risk and capital requirement calculation.
The meetings ushers more active cooperation with other supervisory authorities within a specific scope and responsibilities.
In May and June Banking Supervision representatives participated in the regional workshops of the Group of Banking Supervisors from Central and Eastern Europe (BSCEE) and the
Committee of European Banking Supervisors (CEBS). Discussions involved, inter alia, international supervisory cooperation, the fifth Quantitative Impact Study (Basel QIS 5), recognizing
external credit ratings, approving internal rating approaches, and modern risk measuring methods.
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The Banking Supervision Department’s core work is to manage bank regulation and apply
measures and penalties. Over the first half of 2005 18 supervisory measures were imposed at
13 banks. Twelve of them were instructions (including alleviating one earlier measure and lifting
a restriction due to attaining rehabilitation goals). Following a series of serious measures (early
warnings, meetings of the Supervisory Board, restrictions on operations, appointment of conservators, and license revocation) for the first time in the last five years a bank was declared insolvent (the International Bank for Trade and Development). The banking system was not affected thanks to the low market share of this bank. As evident from the number of imposed measures for the whole banking system, over the first six months most problems were associated
with the International Bank for Trade and Development. The various measures, plentiful meetings and discussions (including ones with the bank’s shareholders) failed to secure a positive
outcome. The bank’s license was revoked due to insolvency established beyond doubt by BNB
conservators.
Over the reporting period a foreign bank applied for a permit to conduct bank operations
through a branch. Early assessment showed that the bank did not meet the provision of Article 12, paragraph 4 of the Law on Banks stipulating that solely prime rated banks or banks
having guarantees by such banks may obtain licenses.
Twenty-three permits were issued under the Law on Banks: twelve under Articles 19 and
19b on acquiring ten or more than ten per cent of a bank’s equity or on qualified participation in
the capital increase, with the remainder for acquiring qualified participation in non-bank companies, opening foreign branches, and license scope extensions. Also issued were 21 certificates
of banking qualifications and professional experience of bank board nominees. Eleven permits
were issued under BNB Ordinance No. 8 for inclusions of subordinated term debt sums (debt/
capital hybrid instruments) into supplementary capital reserves.
Some 70 comments were invited from banks in response to customer complaints, with
complainants subsequently advised of their rights. Banking Supervision experts addressed
some 40 replies to enquiries from national bodies (Court of Justice, the Prosecutor’s Office, the
Investigation Service, and the Commission on Protection of Competitiveness). A statement was
prepared on the sale of a bankrupt bank. The reporting period saw 18 banks’ articles of association reviewed, with approvals and recommendations for amendments. BNB Banking Supervision representatives participated in working groups on important draft laws (additional supervision over financial conglomerates, consumer credit) and on amendments to statutory instruments.

On-site
Supervision
(Inspections)

Between January and June 2005 nine supervisory inspections in banks of all groups were
carried out: two in Group I banks, six in Group II banks, and one in a Group III banks. Of them, six
banks retained their ratings, one got a higher rating, one got a lower rating, and one was assigned
its first rating. Standard supervisory reports containing findings and analyses of risks and the
overall financial performance of inspected institutions were prepared. Eighty-six formal breaches
of banking legislation and supervisory regulations were established, 45 of them in one bank.
Ninety-nine letters of recommendation for improving various banking operations were sent. Most
often violations related to breaches of criteria for evaluating and classifying risk exposures (28),
incomplete documentation on credit transactions (15), breaches of supervisory limits for large
loans (7), and breaches of the statutory periods and procedures for announcing these loans. Most
recommendations addressed improving lending, cutting loan concentrations, increasing capital,
and improving market risk management.
Though credit inspectors had studied borrowers and market conditions thoroughly, a
number of weaknesses in lending administration were established at some banks. The available
data on funded transactions was insufficient to determine credit risk levels and did not meet the
requirements of internal bank regulations. In most cases the economic assessments backing investment projects did not contain necessary information, addressing only major transaction parameters. No information was sought on offshore company proprietors or on companies with
equity registered in offshore havens. This impeded the study of relatedness, carried concentration risk, and hampered determining risk levels. Lending reviews showed up strong relatedness
between some borrowers, with funds on disbursed loans going in the same direction, common
sources for loan repayments, and shared securities. The banks concerned were instructed to
stop disbursing loans intended to evade the large exposures regulation and to initiate measures
for decreasing existing ones.

Maintaining Banking System Stability
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and Permits
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Inspectors called into question the quality of some current analyses based on incorrect
financial statements by corporate borrowers. Customer financial analyses were often prepared
prior to considering loan applications or to renegotiating loan terms and conditions, with subsequent analyses resting only on annual financial statements. Banks were recommended to
deepen their borrower analyses by monitoring trends in their financial status, and to conduct
checks on the correctness of financial statements.
Enhanced lending was not accompanied by adequate management information systems
in all banks. There were no reliable systems for identifying and providing management information on asset concentrations, particularly in terms of business relatedness. Insufficient control
over data entered into systems led to defects in management reports. In order for data to be
sufficiently precise and timely, banks were recommended to enforce measures for improving
information products, and to draft rules for early identification and notice of concentrations.
Inspectors established that some banks’ capital positions management failed to provide
the cover necessary for their risk profile. Insufficient revenue, the lack of reliable systems for risk
identification, measurement and evaluation, and delayed and inadequate support by some
shareholders impeded capital growth. Inspectors found cases where financially unsound
shareholders were indebted to banks to degrees exceeding their equity participation. Certain
companies with equities in banks had unclear ownership which hindered both proper evaluation of their financial performance and conclusions about business relatedness.
Remarks to some bank managements dealt mostly with poor market risk management
which had led to losses from speculative transactions in derivatives, with the need for clearer
demarcation between the powers and responsibilities of individual units, and with keeping information technology abreast of overall institutional development. Recommendations to some
banks addressed internal controls which failed to assist risk management adequately. Procedures developed provide a good basis for improving examination efficiency, yet they failed to
pinpoint serious problems and measures to remove the established weaknesses were often
late.
Off-site
Supervision

Continual monitoring of commercial bank performance remained a banking supervision
priority. Base risks included in commercial banks’ reports were subjected to enhanced supervisory attention. Significant funds were spent on analyzing lending and evaluating possible approaches to reducing base risks. In addition to assessing credit risk sharpness, dynamics and
parameters, resources also went into analyzing commercial bank risk profiles. To ensure an
adequate reaction to changes in bank business profile and behaviour, CAEL methods were amplified by a set of additional ratios and indicators highlighting bank risks in more relief. Inspectors’ skills were also harnessed in drafting and testing changes in supervisory regulations with
a view to optimizing their effectiveness in today’s banking environment. Internal changes
boosted analytical capacity, materially affecting the quarterly risk profile assessments of individual banks (declining/stable/rising) and contributing to the improvement of assigned quarterly
CAEL ratings. Indicator changes in the Uniform Bank Performance Report provided opportunities for further improving risk modeling methods using the applied stress test model. Between
January and June 2005 experts continued to participate in the work of other Bank analytical
units, boosting expertise and developing and improving products designed by Bank teams.

Special
Supervision

Over the first half of 2005 special supervision measures included target supervisory inspections at six banks, five counter inspections at legal entities, three inspections at financial
houses, and one inspection at a credit and savings cooperative.
Reviewing commercial banks’ equity structures, pinpointing economic relatedness, and
analyzing financial performance and fund sources were the major special supervision tasks.
Special supervision inspectors found that some banks continued to use non-transparent means
of increasing their capital base and deviated from the good banking practice of a clear shareholder structure. The finances of some shareholders were unstable, meager revenue being
generated by one-off speculative sources and unable to support the bank where necessary.
Evaluating and controlling risks at commercial banks and financial houses which had
been associated with money laundering and fraud continued. Inspectors found that most inspected entities had enforced adequate and effective rules against transferring finance with
dubious and unclear origins. Where any gaps in statutory provisions and deviations from good
banking practice were found, recommendations to remove the weaknesses within set terms
were issued to managers of the banks and financial houses concerned.
Expert assistance was provided to the legal authorities where illegal financial transactions
and fraud were established.
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Breaches of the Currency Law and ordinances on its enactment mostly included failures
to declare loans under the provision of Article 7, paragraph 5, foreign exchange transfers from
resident and non-resident individuals and legal entities without documentary grounds, improperly filed information on cross-border payments, and shortcomings in statistical forms. Based
on these findings prescriptions were made and deadlines were set for removing weaknesses at
relevant commercial banks.
No serious breaches of the Currency Law and of BNB Ordinance No. 26 were found at
the inspected financial houses. Breaches of Ordinance No. 26 were established at one financial
house, with managers recommended to remove them within a set term.
An entity was inspected subsequent to a tip off that it conducted unlicensed bank transactions. No breaches of the Law on Banks were found.
Following an inspection and analysis of deposited documents, six legal entities were issued permits for conducting transactions in foreign exchange under Article 3 of the Currency
Law and BNB Ordinance No. 26. Two companies’ foreign exchange transactions permits were
revoked.
Fourteen new companies were entered into the register of entities advising the BNB of
transactions under Article 1, paragraph 6 of the Law on Banks.
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VII.

The Central Credit Register

The Central Credit Register (CCR) is a major information source for commercial bank
credit decisions. It provides information to the whole banking system on the indebtedness of
commercial bank customers.19 Data covers all loans irrespective of amount, except overdrafts
on debit cards of up to BGN 1000 (provided they are classified as standard), loans to the government, loans to the BNB, and interbank loans. Loans subject to reporting in the CCR system
are shown in individual records until settlement. Commercial banks have online access to CCR
information through a password-protected website. Authorized officers’ access is via digital
certificates integrated into smart cards. The access fee is BGN 0.50.
By the close of June 2005 the number of reported loans increased by 20 per cent compared with the end of 2004: 1,427,755 against 1,189,464. Over the same period their balance
sheet exposure grew by 20.4 per cent to BGN 16,356 million (BGN 13,586 million at the end of
2004). Between January and June 2005 commercial banks made 662,346 loan inquiries to the
CCR system.
By the end of June loans of legal entities recorded in the CCR totaled 70,244 and their
balance sheet exposure amounted to BGN 11,005 million or 67.3 per cent of the total balance
sheet exposure of all loans.
By sectoral distribution at the close of June 2005 the largest share of credit (as at the end
of the previous year) was to the trade, repair and technical services sector (24.3 per cent), followed by manufacturing (15.3 per cent). Both sectors reported a slight decrease in the total
amount of loans. At the end of 2004 the share of the trade, repair and technical services sector
was 25.2 per cent, and that of manufacturing comprised 18.4 per cent.
The distribution of loans by currency did not undergo any significant changes compared
with the end of 2004. By the close of June 2005 loans in levs (50.2 per cent) had the largest
share of balance sheet exposure, with the euro ranked second at 44 per cent, and the US dollar accounting for 5.7 per cent. Loans in other currencies occupied insignificant shares.
By term, by the end of June 2005 loans of over three years had the largest share of the
total balance sheet exposure at 62.4 per cent. Claims of one to three years accounted for 24.9
per cent, and those with a term of one year, for 12.7 per cent. The distribution was similar to that
at the end of 2004.

19 The

activities of the CCR are regulated by BNB Ordinance No. 22
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The Bulgarian National Bank is the state’s official depository and government fiscal agent.
Under contracts with the Ministry of Finance negotiated under market conditions and at market
prices, the BNB collects and submits periodical information on budget entities’ accounts with
domestic banks to the Ministry and acts as government debt agent.
To perform its fiscal agent and official depository function, the BNB has developed and
consistently hones a number of systems: the system for budget information servicing, the AS
ROAD automated system for registration and servicing of external debt, the GSA automated
system for conducting government securities auctions, the AIS automated information system
for savings government securities sale and service, the ESROT electronic system for registration and service of trade in government securities, the SGS electronic system for settlement accounts of book-entry government securities, and the Register of Pledges.
Over the first half of 2005 the BNB collected BGN 602,600 of fees and commissions for its
fiscal agency and government securities market services, including BGN 347,400 under agreements with the Ministry of Finance.
Budget
Information
Servicing and
External Debt
Operations

Pursuant to Article 43 of the Law on the BNB, the central bank as government cash depository provides information on budget cash implementation via commercial banks. Under
joint instructions of the Minister of Finance and the BNB Governor, information on the budget,
extra budgetary, accumulation, deposit, and letter-of-credit accounts of budget entities in levs
and other currencies was regularly gathered from depository banks (25 including the central
bank) and processed by the automated information system. In the first half of 2005 the average
monthly balance of budget entities’ accounts with the BNB was BGN 4549 million, with
BGN 988.7 million at depository commercial banks.
Alongside this, current and closing information on the balances of accounts included in
the fiscal reserve and serviced by the BNB and depository banks was collected and submitted
to the MF on a daily basis over the reporting period. By the end of June 2005 total balances on
accounts included in the fiscal reserve came to BGN 5372.4 million20 against a minimum fiscal
reserve of BGN 2500 million set by the Republic of Bulgaria 2005 State Budget Law.
Balances at all budget entities’ accounts with commercial banks were secured by blocking domestic and external debt government securities held by the banks in favour of the Ministry of Finance.21 To this end, the BNB compared daily data on the balances of budget entities’
accounts with commercial banks covered by government securities with information on the total balances of budget entities’ accounts reported by commercial banks. The average daily
nominal values of blocked domestic government securities came to BGN 723.3 million,
EUR 62.9 million, and USD 30 million, and of foreign government securities, including the EIB
Eurobond issue, to BGN 10 million, EUR 24.1 million, and USD 75.5 million.
In the first half of 2005 the system for registering and servicing external debt registered 33
Bulgarian government foreign financial obligation agreements under which the BNB acted as
agent for calculations and payments of EUR 4042.6 million.22 Payments numbered 45 worth EUR
1038.2 million, including repayments of EUR 877.4 million and interest of EUR 160.8 million.

The Trade in
Government
Securities

During the review period eight government securities issues nominally worth BGN 254.3
million, including the lev equivalent of EUR 15 million, were sold at the 12 auctions under MF and
BNB Ordinance No. 5 on the terms and procedures for acquisition, redemption and trade in government securities via the GSA automated system for conducting government securities auctions.
Of the 103 average bids per auction (against 98 in the first half of 2004) 36 were approved
(against 41 in the first half of 2004). During the reporting period the number of government securities auctions continued to fall in favour of increased volumes of individual issues intended to increase their liquidity and stimulate secondary market development. Demand for government securities exceeded supply, with a 3.8 average bid to cover ratio against 2.75 in the first half of
2004. An average of 21 primary dealers (20 in the first half of 2004) bid at the auctions.
20

Balances on foreign currency accounts are recalculated in levs based on the official BNB exchange rate for 30 June 2005.
Under paragraph 24 of the Transitional and Final Provisions of the Republic of Bulgaria 2005 State Budget Law and standing joint instructions by the Minister of Finance and the BNB Governor.
22
Total debt is recalculated in euro based on the official BNB exchange rate for 30 June 2005.
21

The Fiscal Agent and Official Depository Function

VIII.

Bulgarian National Bank. Report • January – June 2005

42
In March and June subscriptions opened for replacing USD-denominated government
structural reform securities (ZUNK bonds) with EUR-denominated bonds as part of the Ministry
of Finance policy of increasing the euro share of debt. Interest by primary dealers was low, with
bids received only in one subscription.
June saw a new selection of government securities primary dealers, with 23 commercial
banks and three non-bank financial institutions obtaining investment intermediary permits under
the Law on Public Offering of Government Securities.23
In the first half of 2005 MF continued its issuing policy for government securities target issues
earmarked for direct sale to individuals (savings government securities). The reporting period saw
four BGN-denominated (worth BGN 667,000) and three EUR-denominated government securities
issues (EUR 459,500). These were sold at BNB tills and by four primary dealers under MF contracts.
The automated information system for selling and servicing government securities maintained by the BNB registered 410 government securities sales at BNB tills amounting to BGN
592.1 thousand and EUR 364 thousand. Concurrently, 4701 registrations of interest coupon
payments (BGN 310 thousand and EUR 13 thousand) and of principal payments (BGN 113.9
thousand) and 338 registrations of repurchased prior to maturity government securities (BGN
609 thousand and EUR 50.3 thousand) were made by the system.
In the review period the ESROT electronic system for registration and service of trade in
government securities registered payments of BGN 263.2 million24 at maturity date, of which
BGN 186.9 million was principal and BGN 76.3 million interest. The total of newly-registered
government securities plus payment registrations came to BGN 520.6 million.
In the first half-year interest in long-term government securities on the secondary market
of debt instruments grew markedly. Interest in medium-term and short-term securities remained
almost unchanged. Secondary market government securities transactions numbered 4281,
worth BGN 7305 million. Transactions with and on behalf of customers comprised almost half
the total, reflecting greater pension fund trading. Trading was most active on new issue days.
By the end of the review period 2497 accounts were kept with the government securities
settlement system, including 90 for government securities of the issuer (the Ministry of Finance),
914 for participants’ own government securities portfolios, 1007 for customers of government
securities primary dealers, 408 for encumbered government securities, and 78 for government
securities in liquidation (matured target issues sold to individuals via the BNB). Government securities in these accounts totaled BGN 2772.3 million in nominal value.
In the first half of 2005 records of pledges and removal of pledges on government securities worth BGN 0.8 million were entered into the Central Register of Pledges created by the BNB
under the Law on Registered Pledges. Concurrently, transactions in government securities for
securing budget funds with commercial banks grew by 8.5 per cent compared with the same
period of 2004. This largely reflects the changed procedure for securing funds on accounts of
budget entities with commercial banks pursuant to § 24, paragraph 2 of the Transitional and Final Provisions of the Republic of Bulgaria State Budget Law which provides for daily regulation
via government securities.
Agreement with the MF saw the GSA system for automatic bid processing in the eight initial government securities sale and repurchase auctions (including a repo auction) launched
successfully. In April 2005 its functionality began expanding with a view to:
• organizing replacement subscriptions and new auctions of hybrid debt related management operations on reverse repurchase of government securities from one or several issues at fixed prices through payment and/or replacement with government securities from various issues;
• enabling primary dealers to participate in replacement auctions with competitive bids
on the account of their customers and introducing a limit on the amount of government
securities to be acquired by a customer, irrespective of the number of primary dealers.
Expanding GSA system will assist the issuer to pursue more flexible issuing policies and
help proactive government debt management.
Based on the terms of reference developed by BNB experts for updating ESROT, project
implementation commenced in the reporting period. It will improve the system for government
securities registration and settlement and increase its efficiency through Straight-Through Processing by taking it from automated package processing of secondary market transactions to
real-time processing of individual transactions in compliance with the DVP principle (Model 1)
under the T+0 settlement cycle.
23
24

In compliance with Ordinance No. 15 of the MF and BNB on the control over transactions in book-entry government securities.
The lev equivalence of government securities issues denominated in foreign currency is calculated on the basis of the BNB
exchange rate valid for the day of payment.
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European Integration and International Relations

1. European Integration
The Treaty of Accession of Bulgaria and Romania to the European Union was signed on
25 April 2005. This changed the mechanisms of relations between European bodies and the
Republic of Bulgaria significantly. From an EU candidate, Bulgaria became an accession country.
Upon signing of the Treaty the BNB Governor received observer status on the ECB General Council, while BNB representatives sit as observers on the twelve ESCB committees. BNB
European integration policy and measures were directed at preparing for European System of
Central Banks (ESCB) membership and future full membership of the European Monetary Union
(EMU). Though legal harmonization and discharging negotiated commitments remain BNB priorities, the stress is moving to intrainstitutional preparation for ESCB membership, participating
in the ESCB General Council, committees and working groups, and future EMU participation.
BNB representatives took part in the regular sittings of Subcommittee 4, Economic and
Foreign Exchange Issues, Movement of Capital and Statistics, and in the sitting of Subcommittee 2, Domestic Market, held in Sofia in March and April.
BNB representatives participated actively in the working groups on the following negotiation
Chapters: Freedom to Provide Services, Free Movement of Capital, Economic and Monetary
Union, Statistics, Consumers and Health Protection, Financial Control and The Lisbon Strategy.
Legal
Harmonization

Amendments to the Law on the Bulgarian National Bank were adopted in January, attaining full compliance with the Treaty Establishing the European Community and the Statutes of the
European System of Central Banks and of the European Central Bank. Conditions now exist for
BNB participation in the ESCB as the central bank of an EU derogation member.
The BNB’s major objective is to maintain price stability through ensuring national currency
stability and pursuing monetary policy. The Law stipulates that the BNB has to act under the
principles of an open market economy with free competition, favouring an efficient allocation of
resources. The additional guarantees of Bank independence are another main point. The Law
envisages that the Bank shall not seek or take any instructions for its activities from the Council
of Ministers or from any other bodies and institutions (Article 44). Bank independence is additionally guaranteed by the provision that the BNB sets its own budget (Article 50). Guarantees
to the personal independence of the Governor and members of the Governing Council are also
reinforced. These amendments to the Bank’s charter Law ensure harmonization with acquis
communautaire and preserve the principles and terms of the currency board.
In March the National Assembly adopted the Law on Funds Transfers, Electronic Payment
Instruments and Payment Systems. Directive 97/5/EC on Cross-border Credit Transfers, Directive 98/26/EC on Settlement Finality in Payment and Securities Settlement Systems, and Recommendation 97/489/EC Concerning Transactions Carried out by Electronic Payment Instruments
and in Particular the Relationship between Holder and Issuer were fully transposed in the Law,
discharging negotiated commitments to the EU to harmonize payment and settlement systems
legislation with European law.25
Directive 93/6/EEC on the Capital Adequacy of Investments Firms and Credit Institutions
(CAD I) and Directive 98/31/EC amending the directive on the capital adequacy were fully
transposed in the new BNB Ordinance No. 8 on the capital adequacy of banks adopted by the
BNB Governing Council on 23 December 2004 and coming into force on 1 July 2005. The Directives set minimum capital requirements for covering market risks in measuring and reporting
banks and credit institution capital adequacy. Directive 93/6/EEC examines various kinds of
market risks and their measurement by the Standardized Approach, while its supplement by
Directive 98/31/EC determines market risk measurement through internal market risk VAR models. The new Ordinance No. 8 incorporates the regulations of the Directives.26
In April 2005 the BNB Governing Council adopted Ordinance No. 13 on the introduction
of International Bank Account Numbers (IBAN) and bank identifier codes. The IBAN concept
25
26

See also Section III. The National Payment System.
See also Section VI. Maintaining Banking System Stability.

European Integration and International Relations

IX.

Bulgarian National Bank. Report • January – June 2005

44
was developed by the European Committee for Banking Standards and the International Standards Organization (ISO; international standard ISO13616:2003). The Ordinance enforces this
standard and Regulation 2560/2001 on Cross-border Payments in Euro adopted by the European Parliament and the Council of the European Union.27
The review period saw significant progress in legal moves to discharge commitments
within the BNB spheres of competence prior to Bulgarian EU membership: enacting Directive
2002/87/EC on the Supplementary Supervision of Credit Institutions, Insurance Undertakings
and Investment Firms in a Financial Conglomerate, Directive 2002/47/EC on Financial Collateral
Arrangements and Directive 2001/24/EC on the Reorganization and Winding up of Credit Institutions into law. The BNB also drafted a Law on Consumer Credit in compliance with directives
in this field.
In line with negotiated commitments, several ordinances were drafted for adoption by the
Governing Council: an ordinance under Article 27 of the Law on the BNB regulating the replacement and exchange of Bulgarian banknotes and coins and the retention and withdrawal from
circulation of banknotes and coins suspected of being non-genuine or counterfeit; an ordinance on funds transfers and payment systems, and an ordinance on electronic payment instruments to replace Ordinance No. 3 and Ordinance No. 16 respectively. Their adoption by the
BNB Governing Council rounds off legal regulation of these matters and ushers in complete
conformity with European requirements. The ordinances came into force on 8 October 2005.
Preparing
for BNB
Membership
of the
European
System of
Central Banks

A major BNB priority in the first half of 2005 was to prepare for ESCB membership. Substantially, this involved erecting a legal framework, laying on information support, and creating
institutional and administrative capacity adequate to the BNB future functions as an ESCB member.
As a first step, in April 2005 the BNB Governing Council adopted an Action Plan (Road
Map) which set out the major commitments of the BNB and its structural units related to the
ESCB membership until the end of 2009, noting immediate tasks and activities. The Action Plan
specifies time frames for discharging these commitments and earmarks resources for integrating the BNB into the ESCB.
Under the Action Plan the BNB prepared and adopted internal documents on ESCB participation. Internal Coordination Rules regulate the responsibilities of directorates and employees in connection with the Governor’s participation in ECB General Council and Governing
Council sessions, and with BNB representatives’ participation in ESCB committees and working
groups and in EU structures. Internal Rules on Exchanging Confidential Information between
the BNB and the ECB/ESCB lay down protection and procedures for collating, registering, processing and storing confidential documents exchanged between the BNB and the ECB/ESCB.
An Order of the BNB Governor specifies BNB representatives who will sit on relevant committees and working groups.
By the end of June 2005 BNB representatives took part in eight ESCB committees and
three working groups, in sittings of the Committee of European Banking Supervisors and the
Economic and Financial Committee, and in the meeting of the Economic and Financial Committee Alternates. Since June 2005 the BNB has been a full participant in the system for electronic
exchange of ECB and ESCB documents following launch of the infrastructure for storing and using them.
An important objective in preparing the BNB for ESCB membership was raising staff administrative capacity and qualifications. Employees directly involved in the work of the various
European structures in which the BNB participates underwent specialized training. Short training sessions deepened knowledge of EU principles, the legal framework, authorities and institutions, ESCB and ECB legal and institutional frameworks and functions, coordination between
the ECB and national central banks, ESCB committee functions, roles and terms, using ESCB,
ECB, national central bank and EU documents, communication and negotiation, teamwork, and
overcoming conflict.

27

See also Section III. The National Payment System.
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In the first half of 2005 BNB experts took part in IMF projects on preparing the 56th edition
of the Annual Report on Currency Agreements and Currency Restrictions and in the survey on
observance of standards and codes (ROSC). BNB representatives worked with the government
team on the Third Programmatic Adjustment Loan (PAL III) agreement with the IBRD. Signing
this agreement completed the IBRD PAL programme, a major component of IBRD strategy for
Bulgaria. April 2005 saw an evaluation of the efficiency of Financial Sector Assessment
Programme (FSAP).
The BNB Governor sits on the bimonthly central banks governors’ meetings at the Bank
for International Settlements. The meetings are the BIS’s major mechanism for maintaining cooperation between shareholding central banks, and for discussing economic developments
and prospects for the world economy and financial markets. The annual BIS Board of Governors
meeting was at the end of June and adopted the Bank’s major reports. The shareholders
shared a dividend of SDR 114.4 million under a BIS Board of Governors resolution.
The BIS Shareholders’ Extraordinary General Meeting adopted amendments to the Statutes to promote transparency and improve management in compliance with good international
practice. In recent years the BIS has made a number of moves under its mandate as a central
banks’ bank. The first was the 2002 decision to limit BIS share ownership to central banks and
buy back privately owned equity. In 2004 the BIS Board of Governors decided to offer shares
purchased from private interests to central banks. At the end of May the buyback was completed successfully. In compliance with Article 14 of the BIS Statutes shares bought by central
banks do not confer voting rights, the banks receiving dividends only. The BNB did not purchase additional BIS equity.
Over the past half-year work under the Twinning Covenants between the BNB and the
Banque de France and De Nederlandsche Bank continued. The main goals were to bring BNB
organization and operations into line with ESCB central bank best practice. Over twenty BNB
experts attended covenant seminars and expert visits in banking supervision, cash operations,
international reserve management, and economic research and forecasting.
Active BNB cooperation with EU countries’ central banks directed at BNB preparation for
full ECB and Eurosystem membership will continue within the new twinning project approved by
the PHARE Management Committee on 10 June 2005. The project is expected to be launched
in 2006.
The review period saw a number of events under the two-year Financial Sector Integrity
project financed by the United State Agency for International Development (USAID) which
started in October 2004. The project’s main objective is to strengthen financial institutions by
Bulgaria’s EU accession in 2007. Assistance focuses on three main areas: the fight against
money laundering, improving financial sector regulation, and enhancing financial sector transparency. An On-Sight Inspection Manual with measures against money laundering was prepared with the help of qualified foreign consultants. A model of an up to date cash centre is
planned to improve current operations and meet ECB requirements. Progress was made to developing a Consumer Training Programme to inform the public about financial products and
services offered on the market. A brochure was published with questions most commonly
asked by people.
In April 2005 Klaus Liebscher, Governor of the Austrian National Bank and member of the
ECB Governing Council, paid an official visit to the BNB and presented the euro area accession
experience of Austria and its central bank.
For the purposes of BNB observer status preparation for ESCB committees and the ECB
General Council, in May the BNB received an ECB mission headed by Mr Moss, ECB Secretary
General.

European Integration and International Relations
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X.

Statistics

The BNB gathers and distributes information on monetary and interest rate statistics, monetary aggregates analytical reporting of the BNB and commercial banks, international reserves,
the balance of payments, gross external debt and foreign direct investment. The Bank submits
information on international investment position, the template on international reserves and liquidity, and imports and exports. Information was regularly provided to the ECB, Eurostat, the
IMF and the BIS.
A priority was given to harmonizing statistics with EU requirements, and to tasks in the
Bank’s Action Plan preparing for membership in the European System of Central Banks.
In early 2005 the monetary statistics weekly was redesigned and its scope broadened.
The methodology for cashflow statistics was completed and discussed with the Association of
Commercial Banks and the Interbank Consultative Group. Terms of reference for developing
the Cashflow Statistics subsystem within the operating monetary statistics information system
have been set jointly with the contractor. The system is expected to be commissioned before
the year’s end.
Advances in monetary and interest rate statistics were reviewed at an April seminar of
commercial banks and plans for future developments were outlined. The cashflow statistics
methodology and reporting form completion were presented to commercial banks. To harmonize interest rate statistics with ECB standards (Regulation 18/2001), banks were acquainted in
detail with the requirements for compiling interest rate statistics, types of interest rates, the manner of computing interest rates and indicators which will be reported to the central bank. Improvements to existing monetary statistics and the introduction of new quarterly report forms
were discussed with a view to harmonizing monetary statistics further with ECB requirements.
Work on preparing methodological instructions on interest rate statistics fully compliant
with ECB requirements continued. Consultations with EU member countries’ central banks were
carried out to study European interest rate statistics experience and practice. BNB experts
studied effective bank practice in terms of the types of offered products, reporting these products in interest rate statistics, and the manner of computing interest rates based on a survey of
commercial banks. The results were taken into consideration in preparing methodological instructions.
The January 2005 data introduced a new structure for reporting Bulgaria’s gross external
debt in accordance with Gross External Debt Statistics requirements: the IMF’s 2003 Guide for
Compilers and Users, ECB, World Bank, and other guidelines methodologically compliant with
the System of National Accounts (1993, SNA).
A new methodology for computing the real and nominal effective exchange rate based on
the methodology of the European Central Bank was designed.
Work continued on the project for a new system of compiling and processing commercial
bank information on balance of payments statistics, which will allow for compiling a balance of
payments with a geographical breakdown consistent with ECB requirements (ECB/2004/15)
and Regulation 184/2005 of the European Parliament. The new system is developed in cooperation with the Banque de France within the Twinning Covenant with the BNB. Draft instructions
were prepared and the scope of collecting individual data was specified.
New methodological guidelines for providing commercial bank information on balance of
payments statistics (March 2005) were developed. In addition with improvements to current accountancy, they introduce new reporting forms on portfolio investment by banks and their customers. These reporting forms mark the start of collecting information on all types of securities.
Inspections regarding compliance with the provisions of the Currency Law, BNB Ordinance No. 27 on the balance of payments statistics, and the Guidelines for Providing Commercial Bank Information on Balance of Payments Statistics were performed at four commercial
banks.
Cooperation with Eurostat on balance of payments statistics and direct investment were
further developed. Pilot data on the Eurostat project on Statistics of Enterprises under Foreign
Control was provided. The first stage of the Eurostat project on Transition from Gross Domestic
Product to Gross National Income was completed. The BNB jointly with the NSI continued the
work on improving the methodology for reporting of the Travel balance of payments item.
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Statistics

Additional resources were provided to support work on reporting quarterly financial accounts and non-bank financial institutions in compliance with ECB Guideline 2002/7 on quarterly financial accounts and European Parliament and Council Regulation 501/2004.
Cooperation with the ECB continued by participating in the sessions of the Statistical
Committee and the working groups on external debt and monetary statistics, and financial institutions and markets statistics.
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XI.

Research

BNB economic research, analyses of the processes in the Bulgarian economy, and macroeconomic forecasts support the Bank’s management in decision making and in formulating
economic policy positions.
The methods and tools for conducting analyses and making macroeconomic forecasts
have progressively improved. Within the Twinning Covenant with the Dutch central bank, Dutch
experts assessed the macroeconomic forecasting model used. Their recommendations were
taken into account when changing the model to improve its fidelity. Between January and June
2005 a simulation macro model was developed with the assistance of the Bank of Canada
aimed at enhancing the thoroughness of macroeconomic consequence assessments of
changes in fiscal and monetary economic policy instruments.
The BNB publishes short-term (quarterly) forecasts in its quarterly Economic Review. The
publication presents analyses of the external environment, domestic monetary and credit aggregates, their link with the development of the real economy, and their bearing on price stability, as well as short-term Bank expectations based on the new macroeconomic forecasting
model.
BNB analysis and forecasting is supported by specialized research assessing the development of individual processes and economic sectors. In early 2005 a Research Plan for the
2005/2006 period was approved, with major foci being the development of macroeconomic
modeling and forecasting, a methodology for assessing the results of Bulgarian membership of
the EU, the Exchange Rate Mechanism II, and the euro area, and improving the system of indicators for monitoring financial sector stability. Bulgarian banking and monetary system history is
also a research subject.
Research conferences organized by the BNB in the past three years helped extend Bank
relations with other central banks’ research teams and with Bulgarian and foreign research establishments. The 2005 conference was focused on economic modeling and forecasting. Experts from research bodies and central banks from Austria, Canada, Germany, Greece, Italy,
and Spain, as well as representatives of Bulgarian government bodies and academic circles
took part in the conference and read papers.28 Delegates included Balkan central bank and
monetary authority experts from Albania, Greece, Kosovo, Macedonia, Serbia, Slovenia, and
Turkey.
The Guest Researcher Programme supports BNB research and helps establish fruitful cooperation with experts from Bulgaria and other countries, especially those interested in economic modeling and forecasting, financial system stability, the convergence of the Bulgarian
economy with the euro area, lending and asset prices, harmonizing banking regulations with EU
requirements, payment systems development, and the history of the Bulgarian banking and
monetary system.29 Over the first half of 2005 four Guest researchers worked on developing a
macroeconomic simulation model, the history of BNB monetary policy and currency circulation
between 1912 and 1928, Bulgarian bank competition, and the access of small businesses to
credit.

28
29

The conference programme and papers are published on the BNB website.
The Guest Researcher Programme is published on the BNB website.
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Information Infrastructure

Updating and developing BNB information and technology infrastructure involved computer workstations, servers, a local network, telecommunications items, and off the shelf as well
as specialist software. This involved implementing a set of projects, the more important of which
involve developing policy and procedures for BNB information systems security, building a
single depository of Banking Supervision Department reporting data, and implementing information systems for international reserve management, foreign exchange accounting and government securities auctions. Tenders were launched for the Main Banking System and Treasury
System strategic projects. The project to modernize the system for registration and service of
trade in government securities is underway.
An important element in linking the BNB with the ESCB is the ECB and ESCB CEBAMAIL
system of electronic data exchange of which the BNB is a full member. Its infrastructure is being implemented with the assistance of ECB experts and rules for administering and using it are
being adopted. The protection and handling of documents received from the ECB, central
banks, and EU institutions are addressed by a safekeeping and access control system and a
system for registering incoming and outgoing documents. These systems comply with BNB
rules and form the first stage of building a uniform infrastructure for managing such documents.

Information Infrastructure

XII.
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XIII.

Human Resource Management

A system of human resource management rules compliant with European standards and
practice was introduced between January and June 2005. They were drafted and coordinated
by relevant BNB experts and managers. The approved management mechanism includes
Rules for BNB Staff Assessment, Rules for BNB Staff Recruitment, Internal Rules for Employees’
Salary Arrangements, a BNB Staff Code of Ethics, Internal Rules for BNB Training, and Internal
Rules for Raising the Educational and Professional Qualifications of BNB Staff. These fundamental internal documents dovetail with the BNB Strategy whose efficiency depends on staff
development through bringing remuneration into line with results, increasing mobility and motivation training, raising professionalism and improving teamwork skills.
Bank staff professionalism and skills are permanently improving through a variety of
courses, seminars and other forms of training, both at home and abroad. In the first half of 2005
staff training touched on macroeconomics, monetary policy, asset and risk management, banking supervision, monetary and banking statistics, accounting, banking and financial law, human
resource management, and internal audit. A special training programme is underway to prepare Bank staff for BNB membership of the European System of Central Banks. An initial Management Essentials course for senior BNB managers was also held. Significant funds went into
improving and maintaining staff foreign language skills, with 132 officers participating in various
levels of English courses, seven officers in German, and one in Spanish. The review period saw
150 officers raise their qualifications, with 80 attending courses in Bulgaria and 70 abroad.
Recruitment aimed to improve staff structure.

Staff Qualifications and Educational Structure as of 30 June 2005

Source: BNB.
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Source: BNB.

Staff Age Structure as of 30 June 2005

Source: BNB.

Over the first half year BNB organizational structure underwent changes intended to improve functioning in line with the Law on the BNB. The average number of Bank staff in the reporting period was 933, against an establishment number of 1007. By 30 June 2005 women
numbered 601 and men 332. Over the period 43 new recruits joined the Bank, and 29 staff left.
The Bulgarian National Bank provides training and scholarships to graduates. In its 125th
jubilee year the BNB offered three one-year scholarships to students reading for Bachelor’s,
Master’s and Doctor’s Degrees in banking.30 Students from domestic and foreign universities
applied for 2005/2006 scholarships, with two winning scholarships for Bachelor’s, and one for
Doctor’s, degrees.

30

Information on application terms and scholarships already provided is available on the BNB website.

Human Resource Management

Personnel Structure by Category as of 30 June 2005
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XIV.

Facilities Management

This comprises BNB estate housekeeping and long-term material asset administration,
and includes purchasing, extending, refurbishing, and updating properties to national and local
government regulations, maintenance, deliveries, warehouse management, transport and divesting of property in line with functional changes. Facilities management is part of overall BNB
administration. It encompasses project management and expert assessments and entails technical and spending decisions.
Facilities administration and management staff report to the BNB General Secretary.
The greater part of estate and long-term asset management spending over the past half
year was in line with planned Bank development and addressed BNB Building and regional office maintenance.
Under Management Board Resolution No. 509 of 4 December 1997 and No. 16 of 15
March 2001, the period under review saw the BNB divest of the following estates:
− through sale by auction:
• an office building in Burgas
• an uncompleted development and grounds with planning permission in Montana
• a staff recreation home in Hisarya
• staff apartments in Pleven
− through donation:
• the Rosenets staff recreation facility in Burgas, to the Ministry of Healthcare
• a staff recreation home in Bankya to the Ministry of Finance.
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Internal Audit

In compliance with Article 22 of the Law on the BNB, internal audit at the Bulgarian National Bank is exercised by a Chief Auditor appointed by the BNB Governing Council pending
approval by the President of the National Audit Office. Bank actions and policy are intended to
create and maintain a reliable system for controlling and limiting risk. Within his responsibilities
and powers, the Chief Auditor of the BNB examines the quality of internal control systems, assisting Bank management in improving these systems and in risk management.
In the first half of 2005 a team of 11 internal auditors worked in compliance with the approved annual audit programme on assessing risks for each checked item. The Chief Auditor
reported the results of checks and the management of significant risks directly to the Governing
Council.
The reporting period saw ten scheduled and one unscheduled audits. The BNB Chief
Auditor and the Internal Audit Directorate monitored important projects and participated in consultations and discussions. BNB major functions were audited: monetary policy, maintaining
cash circulation, and government agency and administrative activities. Major recommendations
included improvements to internal control systems to limit risks and guarantee compliance with
statutory requirements and established policy and procedures. The recommendations were followed up.
The auditors from the BNB team were trained under the Institute of Internal Auditors’ (IIA)
international programme for Certified Internal Auditors (CIA). Over the period under review one
internal auditor successfully finished training and acquired the CCSA (Certification in Control
Self-Assessment) and CIA qualifications.

Internal Audit

XV.
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XVI.

BNB Budget Implementation

In the first half of 2005 BNB operating expenditure totaled BGN 22,931,000: 72.4 per cent
of six-month projections and 37 per cent of annual budgeted spend.

1. Operating Expenditure
Currency
Circulation

Currency circulation cost the BNB BGN 5,376,000 or 53.5 per cent of the six-month projection and 26.7 per cent of annual budgeted expenditure. Banknote printing cost
BGN 4,427,000, and coin minting BGN 492,000, including commemorative coins at
BGN 282,000. Incurred expenditure ensured normal cash circulation. Spending on
consumables for banknote and coin processing was BGN 84,000. Expenses on machine
spares for servicing currency in circulation came to BGN 60,000. Funds went on royalties for
commemorative coin designs and for renting premises at the BNB Printing Works for issuing
purposes.

Materials,
Services, and
Depreciation

Expenditure on materials totaled BGN 375,000: 76.5 per cent of the six-month projections
and 38.7 per cent of annual budgeted funds. Major expenditure in this group comprised, inter
alia, BGN 126,000 on office materials, BGN 99,000 on fuel and spares for the BNB transport
fleet, and BGN 90,000 on inventories.
Expenditure on hired services comprised BGN 4,867,000, or 79.2 per cent of the sixmonth estimates and 42 per cent of annual budgeted funds for 2005. More significant expenses
covered Bloomberg, Reuters, SWIFT, internet and other systems. Equipment maintenance
amounted to BGN 325,000; mail, telephone, and telex services to BGN 258,000, property and
rеfuse collection levies to BGN 412,000; and the BNB security contract with the Ministry of Interior to BGN 1,046,000. Subscription charges to Bankservice AD totaled BGN 237,000, and electric bills came to BGN 149,000.
Depreciation expenses amounted to BGN 3,595,000, accounting for 80.6 per cent of projected costs for the first half-year and 40.3 per cent of annual projections.

Salaries,
Social and
Health Costs

Employees’ salaries and benefits totaled BGN 7,069,000: 91.5 per cent of six-month projections and 45.7 per cent of budgeted expenses for 2005.

Social
Expenditure

Social expenditure totaled BGN 1,163,000, of which BGN 48,000 was on maintaining BNB
staff recreation homes.

Other
Administrative
Costs

Other administrative costs in the January to June 2005 period totaled BGN 448,000, or
51.9 per cent of the six-month projections and 26.3 per cent of projected costs for 2005. The
Bank spent money on inland (BGN 31,000) and foreign travel (BGN 230,000), and on staff training at the Bank and regional centres (BGN 132,000). Bank representation and protocol costs
were also reported under this indicator.
Expenditure on BNB employees’ participation in forums related to BNB membership of
the ESCB totaled BGN 38,000, of which BGN 27,000 on travel and BGN 11,000 on training.

2. The Investment Programme
Over the reporting period investment spending totaled BGN 2,920,000 or 20.3 per cent of
budgeted expenses for 2005. Funds were spent mostly on BNB computerization
(BGN 692,000). Of them, expenditure on hardware came to BGN 472,000: 50 personal computers, worth BGN 150,000, five servers and four server cabinets to the amount of BGN 288,000,
and miscellaneous items (BGN 34,000). Software expenses came to BGN 220,000 (Rank Xerox
multifunctional machine software at BGN 108,000, functional upgrades to the foreign currency
accounting subsystem at BGN 38,000, Autocad 2005 licenses at BGN 24,000, and Novell software upgrades at BGN 31,000).

55

Implementation of the BNB Budget
(BGN’000)

Indicators
Section I. BNB operating expenditure
1. Currency circulation expenditure
2. Materials, services and depreciation expenditure
3. Salaries and social security expenditure
4. Social activity expenditure
5. Other administrative expenditure
6. Expenditure on BNB accession to the ESCB
Section II. Investment programme
1. Expenditure on construction, reconstruction and modernization
2. Expenditure on BNB security equipment
3. Expenditure on special automobiles
4. Expenditure on BNB computerization
5. Office furniture and equipment
6. Expenditure on BNB accession to the ESCB

30 June 2005

30 June 2004

22 931
5 376
8 837
7 069
1 163
448
38

23 148
6 635
7 915
6 907
1 043
648
0

2 920
1 892
182
0
692
154
0

1 154
375
104
293
244
138
0

BNB Budget Implementation

Expenditure on construction, reconstruction and modernization BNB properties was incurred in compliance with the Strategy for Construction, Reconstruction and Maintenance of
BNB Buildings between 2004 and 2009 adopted by the Bank’s Governing Council.
The Bank also spent BGN 154,000 on office furniture and equipment.
Over the first six months no investment expenditure was incurred on BNB accession to
the European System of Central Banks.
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Statement of Responsibilities of the Governing Council
of the Bulgarian National Bank

The Law on the Bulgarian National Bank requires the Governing Council of the Bulgarian National Bank to prepare financial statements for each reporting period to present
the financial position of the Bulgarian National Bank and the profit or loss for the period.
The financial statements prepared by the Bulgarian National Bank are based on
the accounting principles approved by the Governing Council in compliance with International Financial Reporting Standards.
The consolidated interim financial statements for the six months ending 30 June
2005 are unaudited.
The Governing Council of the Bulgarian National Bank is responsible for maintaining proper accounting records, which disclose with reasonable accuracy at any time the
financial position of the Bulgarian National Bank. It has a general responsibility for taking such steps as are reasonably open to it to safeguard the assets of the Bulgarian National Bank and to prevent or detect fraud and other irregularities.

Ivan Iskrov
Governor of the BNB
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(BGN’000)

Note

30.VI.2005

30.VI.2004

Interest and similar income

6

185,890

131,573

Interest expense and similar charges

6

(40,244)

(32,680)

145,646

98,893

Net interest income

Fee and commission income

3,144

2,677

Fee and commission expense

(1,569)

(1,584)

1,575

1,093

Net fee and commission expense

Other financial income/(expense)

7

169,421

2,150

Other operating income

8

22,087

10,291

338,730

112,427

9

(29,771)

(29,539)

Net income from banking and subsidiaries’ operations

308,959

82,888

Transfer to special reserves

152,245

(29,915)

Net income from banking and subsidiaries’ operations
after special reserve transfer

156,714

112,803

Total income from banking operations
General and administrative expenses

The income statement is to be read in conjunction with the notes set out on pages 63 to 78 forming part
of the financial statements.
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Consolidated Balance Sheet as at 30 June 2005 (Unaudited)
(BGN’000)

Note

30.VI.2005

31.XII.2004

Cash and deposits in foreign currencies

10

3,312,198

2,932,527

Gold, instruments in gold and other precious metals

11

911,273

807,566

Investment in securities

12

10,294,065

9,597,580

Equity investments and quota in the IMF

14

1,536,438

1,451,818

Receivable from the Republic of Bulgaria

13

1,625,085

1,699,118

Property, plant, equipment and intangible assets

15

165,234

172,836

Other assets

16

40,428

41,986

17,884,721

16,703,431

ASSETS

Total assets

LIABILITIES
Banknotes and coins in circulation

21

5,221,149

5,020,242

Due to banks and other financial institutions

17

2,065,257

2,038,219

Liabilities to government, government institutions
and other borrowings

18

5,716,724

4,907,297

Borrowings against Republic of Bulgaria’s IMF participation

19

1,430,713

1,354,627

Borrowings from general resources of the IMF

20

1,625,085

1,699,118

Accruals and other liabilities

22

10,384

14,292

16,069,312

15,033,795

Total liabilities
EQUITY
Capital

23

20,000

20,000

Reserves

23

1,792,316

1,646,543

Minority interest

24

3,093

3,093

1,815,409

1,669,636

17,884,721

16,703,431

Total equity
Total liabilities and equity

The Governing Council approved the financial statements set out on pages 63 to 78 on 29 September
2005.

Ivan Iskrov
Governor of the BNB
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(BGN’000)

Note

30.VI.2005

30.VI.2004

308,959

82,888

(5,478)
6,388
(2,147)
(4,629)
(2,631)
411
(237,027)

6,333
332
63,904

63,846

153,457

Change in operating assets
(Increase)/decrease in gold and other precious metals
(Increase)/decrease in securities
(Increase)/decrease in receivable from Government
Decrease in other assets

(527)
(656,350)
170,084
(185)

251
22,529
(27,087)
(3,323)

Change in operating liabilities
(Increase)/decrease in due to banks and other financial institutions
Increase in government deposits and current accounts
Increase/(decrease) in borrowings from the IMF
Increase in currency in circulation
(Increase)/decrease in accruals and other liabilities

25,720
895,111
(170,084)
200,907
(4,010)

(64,057)
1,640,995
26,971
20,693
342

524,512

1,770,771

(Purchase) of non-current assets, net
Dividends received
Proceeds from sale of BORICA’s shares

(2,254)
5,478
(3,777)

(2,407)
-

Net cash flow from investing activities

(553)

(2,407)

Cash flow from financing activities
Payment to Government

(149,050)

(170,867)

Net cash flow from financing activities

(149,050)

(170,867)

374,909

1,597,497

2,951,493

1,454,041

3,326,402

3,051,538

Net cash flow from operating activities
Net income from banking operations
Adjustment for non-cash and non-operating items:
Dividend income
Depreciation
(Profit)/loss on disposal of non-current assets
(Profit) on disposal of BORICA’s shares
(Profit) on revaluation of equity investments
Other non-monetary movements
Gains/(losses) on working capital arising from market movements

9, 15

Net cash flow from operating activities before changes
in operating assets and liabilities

Net cash flow from operating activities
Cash flow from investing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

10,16

The accompanying notes on pages 63 to 78 form an integral part of these financial statements.
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Consolidated Statement of Changes in Equity as at 30 June 2005
(unaudited)
(BGN’000)
Revaluation reserves from:
Capital

Balance as at 30 June 2004

non-current
assets

monetary
assets

commemorative
coins

Other
reserves

Total

20,000

-

106,278

833,749

10,980

Transfer of unrealized gold revaluation losses

-

-

-

(8,989)

-

-

Transfer of net foreign exchange losses

-

-

-

(5,519)

-

-

(5,519)

Transfer of net revaluation losses of securities

-

-

-

(44,467)

-

-

(44,467)

Revaluation of non-monetary assets

-

-

261

-

-

-

261

Other transfers

-

-

(2,039)

-

(139)

(56)

(2,234)

Current year contribution to the budget
of the Republic of Bulgaria

-

-

-

-

-

64,448

64,448

Profit for the year after the contribution
to the budget of the Republic of Bulgaria

-

-

-

-

-

35,885

35,885

Other special reserve

-

-

-

-

-

30,000

30,000

Minority interest

-

3,093

-

-

-

-

3,093

Revaluation of equity investments

626,151 1,597,158
(8,989)

20,000

3,093

104,500

774,774

10,841

Revaluation of equity investments

-

-

2,631

-

-

-

2,631

Transfer of unrealized gold revaluation gains

-

-

-

103,180

-

-

103,180

Transfer of net foreign exchange gains

-

-

-

5,803

-

-

5,803

Transfer of net revaluation gains of securities

-

-

-

40,135

-

-

40,135

Other transfers

-

-

(2,107)

199

(314)

495

(1,727)

Payment of the prior year contribution
to the budget of the Republic of Bulgaria

-

-

-

-

-

Net profit after contribution to special reserve

-

-

-

-

-

156,714

156,714

Disposal of BORICA’s shares

-

-

-

-

-

(11,913)

(11,913)

Balance as at 30 June 2005

20,000

3,093

105,024

924,091

10,527

Balance as at 31 December 2004

756,428 1,669,636

(149,050) (149,050)

752,674 1,815,409

The accompanying notes on pages 63 to 78 form an integral part of these financial statements.
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1.

Statute and Principal Activities
The Bulgarian National Bank (the ‘Bank’) is 100 per cent owned by the Republic of Bulgaria.
The Bank is the central bank of the Republic of Bulgaria. The operation of the Bank is governed
by the Law on the Bulgarian National Bank, which has been effective from 10 June 1997.
Under this law, the primary objectives of the Bank may be summarized as:
• maintaining the price stability through ensuring the stability of the national currency;
• the exclusive right to issue banknotes and coins;
• regulation and supervision of other banks’ activities, and
• assisting in establishing and functioning of efficient payment systems and overseeing them.
The principal operations as a result of this law may be summarized as:
• the Bank may not provide credit to the state or to state-owned institutions other than credit for
purchase of Special Drawing Rights from the International Monetary Fund in accordance with
terms set by law;
• the Bank may not lend to commercial banks except in the case of liquidity risk threatening to
affect the stability of the banking system;
• the Bank may not deal in Bulgarian government bonds;
• the Bank may not issue Bulgarian levs in excess of the Bulgarian levs equivalent of the gross
international foreign currency reserves;
• the Bank must prepare its accounts in accordance with International Financial Reporting Standards;
• under terms agreed upon with the Minister of Finance, the Bank acts as agent for public debts
or for debts guaranteed by the State, and
• the Bank acts as Depository of the State.

2.

Statement of Compliance
The financial statements have been prepared in accordance with International Financial Reporting Standards issued by the International Accounting Standards Board (IASB), and interpretations
issued by the Standings Interpretations Committee of the IASB.

3.

Basis of Preparation
The financial statements are presented in Bulgarian levs (BGN) rounded to the nearest thousand.
The financial statements are prepared on a fair value basis for financial assets and liabilities at fair
value though profit or loss, available-for-sale assets and derivative financial instruments, except
those for which a reliable measure of fair value is not available. Other financial assets and liabilities and non-financial assets and liabilities are stated at amortized cost or historical cost.
The accounting policies have been consistently applied by the Bank.

4.

Basis of Consolidation
Subsidiaries
Subsidiaries are those enterprises controlled by the Bank. Control exists when the Bank has the
power, directly or indirectly, to govern the financial and operating policies of an enterprise so as
to obtain benefits from its activities. The financial statements of the subsidiaries are included in the
consolidated financial statements from the date that control commences until the date that control
ceases. All receivables and payables, income and expenses, as well as intragroup profits resulting from transactions between Group companies are eliminated unless they are immaterial. The
minority shareholders’ proportionate share in the net assets of the Group’s majority-owned subsidiaries is disclosed separately from capital and reserves under the Minority interest item.

Associated Enterprises
Associated enterprises are enterprises in which the Bank has significant influence, which, however, are neither subsidiaries nor joint ventures. Investments in associates are reflected in the
Bank’s consolidated financial statements, by applying the equity method, as the value corresponding to the Bank’s share in the equity of the associated enterprise as at the end of the reporting
period. The Bank’s portion of the net result of the associated enterprise after acquisition is recognized in the income statement as investment income/expenses and is added to/deducted from the
carrying amount of the investment.

5.

Summary of Significant Accounting Policies

(a) Income Recognition
Interest income and expense are recognized in the income statement as they accrue, taking into
account the effective yield of the asset or an applicable floating rate. Interest income and expense
include the amortization of any discount or premium or other differences between the initial carry-
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ing amount of an interest bearing instrument and its amount at maturity calculated on an effective
interest rate basis.
Fee and commission income and expenses arise on financial services provided by the Bank and
are recognized when the corresponding service is provided.
Other financial income/expense includes gains and losses arising from disposals and changes in
the fair value of financial assets and liabilities held for trading and available for sale assets.

(b) Financial Instruments
(i)

Classification
For the purposes of measuring the financial instruments subsequent to initial recognition, the Bank
classifies the financial instruments into four categories:
Financial assets at fair value though profit and loss are those that the Bank holds for the purpose
of short-term profit taking. These include investments that are not designated and effective hedging instruments, and liabilities from short-term sales of financial instruments. Trading derivatives
in a net receivable position (positive fair value), as well as options purchased, if any, are reported
as trading assets. All trading derivatives in a net payable position (negative fair value), as well as
options written, if any, are reported as trading liabilities.
Originated loans and receivables are loans and receivables created by the Bank providing money
to a debtor other than those created with the intention of short-term profit taking.
Held-to-maturity assets are financial assets with fixed or determinable payments and fixed maturity that the Bank has the intent and ability to hold to maturity.
Available for sale assets are financial assets that are non-derivative financial assets that are designated as available-for-sale or are not classified within the three other categories.

(ii)

Recognition
The Bank recognizes financial assets at fair value though profit and loss, held to maturity and available for sale assets on the settlement date. From the date it commits to purchase the assets, any
gains and losses arising from changes in fair value of the assets are recognized.
The Bank manages the international reserves of Bulgaria in line with the prudential investment principles and practices as per the requirements of the Law on the BNB. Securities investments can
only be in liquid debt instruments issued by institutions of high credit rating. In 2005 the Bank’s
management changed the classification of its portfolio of available-for-sale securities to securities
at fair value though profit or loss in the income statement in response to the dynamics of the investment conditions on the external markets of debt instruments. The change in securities portfolio
classification is in keeping with paragraph 105 of the revised IAS 39 – Financial Instruments: Recognition and Valuation in effect as of 1 January 2005.

(iii) Measurement
Financial instruments are measured initially at cost, including transaction costs.
Subsequent to initial recognition, all financial instruments at fair value though profit or loss and all
available for sale assets are measured at fair value, except that any instrument that does not have
a quoted market price in an active market and whose fair value cannot be reliably measured is
stated at cost, including transaction costs, less impairment losses.
All non-trading financial liabilities, originated loans and receivables and held to maturity assets are
measured at amortized cost less impairment losses. Amortized cost is calculated on the effective
interest rate method. Premiums and discounts, including initial transaction costs, are included in
the carrying amount of the related instrument and amortized based on the effective interest rate of
the instrument.

(iv) Fair Value Measurement Principles
The fair value of financial instruments is based on their quoted market price at the balance sheet
date without any deduction for transaction costs. If a quoted market price is not available, the fair
value of the instrument is estimated using pricing models or discounted cash flow techniques.
Where discounted cash flow techniques are used, estimated future cash flows are based on
management’s best estimates and the discount rate is a market-related rate at the balance sheet
date for an instrument with similar terms and conditions. Where pricing models are used, inputs are
based on market related measures at the balance sheet date.
The fair value of derivatives, if any, that are not exchange-traded is estimated at the amount that
the Bank would receive or pay to terminate the contract at the balance sheet date taking into account current market conditions and the current creditworthiness of the counterparties.

(v)

Gains and Losses on Subsequent Measurement
Gains and losses arising from a change in the fair value of financial instruments at fair value though
profit or loss and those available for sale are recognized in the income statement and then transferred to a special reserve account as required by the Law on the BNB.
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A financial asset is derecognized on the value date after the Bank loses control over the contractual rights that comprise that asset. This occurs when the rights are realized, expire or are surrendered. A financial liability is derecognized when it is extinguished.
Available-for-sale assets and assets at fair value though profit or loss that are sold are
derecognized on the settlement day. Gains and losses at derecognition are determined individually for each asset.

(vii) Automatic Securities Lending Agreements
Investments lent under automatic securities lending agreements are reported in the balance sheet
and are valued in accordance with the accounting policy applicable to assets held for trading,
respectively assets for sale. Investments lent under automatic securities lending agreements continue to be recognized in the Bank’s balance sheet.
Income arising from the securities lending agreements is recognized on an accrual basis over the
period of the transactions and is included in interest income.

(vii) Impairment
Financial assets are reviewed at each balance sheet date to determine whether there is objective
evidence of impairment. If any such indication exists, the asset’s recoverable amount is estimated.

(c) Gold and Other Precious Metals
Gold and other precious metals are valued at market value based on the official 3 pm London closing Bullion Market price at the balance sheet date.

(d) Equity Investments
For the purposes of measuring the equity investments subsequent to initial recognition, they are
classified as available-for-sale financial assets and stated at fair value.
Details of investments held are set out in note 14.

(e) Property, Plant, Equipment and Intangible Assets
Property, plant, equipment and intangible assets are stated in the balance sheet at their purchase
cost as modified by any revaluation, less accumulated depreciation and impairment losses.

(i)

Subsequent Expenditure
Expenditure incurred to replace a component of an item of property, plant and equipment that is
accounted for separately is capitalized. Other subsequent expenditure is capitalized only when it
increases the future economic benefits embodied in the item of property, plant and equipment. All
other expenditure is recognized in the income statement as an expense as incurred.

(ii)

Depreciation
Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives of items of property, plant, equipment and intangible assets. Land is not depreciated. The
depreciation rates used are as follows:
(%)

Buildings
Equipment
Computers
Fixtures and fittings
Motor vehicles
Intangible assets

2–4
3–20
30–33.3
6.7–20
8–25
15–33.3

Assets in progress are not depreciated until completed or ready for use.

(iii) Calculation of Recoverable Amount
The recoverable amount of the Bank’s property plant and equipment is the greater of the net selling price and value in use. In assessing value in use, the estimated future cash flows are discounted to their present value using the Bank’s incremental borrowing rate that reflects current
market assessments of the time value of money and the risks specific to the asset. For an asset
that does not generate largely independent cash inflows, the recoverable amount is determined
for the cash-generating unit to which the asset belongs.

(iv) Reversals of Impairment
In respect of property, plant and equipment, an impairment loss is reversed if there has been a
change in the estimates used to determine the recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the carrying amount
that would have been determined, net of depreciation or amortization, had no impairment loss
been recognized.
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(f)

Foreign Currencies
Income and expenditure arising in foreign currencies is translated to BGN at the official rates of
exchange ruling at the transaction date. Monetary assets and liabilities denominated in foreign
currencies at the balance sheet date are translated at the official exchange rate ruling on that day.
Foreign exchange gains and losses are recognized in the income statement. Gains and losses are
then transferred to or from a special reserve as permitted by the Law on the Bulgarian National
Bank, refer note 5 (i) below. Foreign currency denominated non-monetary assets and liabilities are
valued at the rate at the date of acquisition or determination of fair value.
Open forward foreign exchange contracts are valued at market value.
The exchange rates of major foreign currencies as at 30 June 2005 and 31 December 2004 were:

Currency
US Dollar (USD)
Euro (EUR)
Special Drawing Rights (SDR)
Gold (XAU)

30 June 2005

31 December 2004

1 : BGN 1.61746
1 : BGN 1.95583
1 : BGN 2.35601
1 troy ounce : BGN 708.321

1 : BGN 1.43589
1 : BGN 1.95583
1 : BGN 2.22995
1 troy ounce : BGN 628.091

(g) Taxation
The Bank is not subject to income tax on revenues from its main activities.
Tax on the profit from subsidiaries for the period comprises current tax and the change in deferred
tax. For the subsidiaries, current tax comprises tax payable calculated on the basis of the expected taxable income for the period, using the tax rates enacted by the balance sheet date. Deferred tax is provided using the balance sheet liability method on all temporary differences between the carrying amounts for financial reporting purposes and the amounts used for taxation
purposes.

(h) Loans from the International Monetary Fund (IMF)
The borrowings from the IMF are denominated in Special Drawing Rights (SDR). Any unrealized
exchange gains or losses are accounted for in accordance with note 5(i).

(i)

Capital and Reserves
Capital represents non-distributable capital of the Bank.
In accordance with the Law on the Bulgarian National Bank, the Bank is required to transfer to reserves 25 per cent of the annual excess of revenue over expenditure. Special reserves are established as follows: the net gains and losses arising from the revaluation of assets and liabilities denominated in foreign currencies or gold; or upon a decision of the Governing Council.
After transfers to reserves, the balance of the revenue over expenditure is credited to the account
of the state budget. In accordance with IAS 10 ‘Events after the balance sheet date’ this contribution is treated as a dividend payment to the State and held in a reserve account until paid.

(j)

Cash and Deposits in Foreign Currency
Cash and cash equivalents consist of cash in hand, current accounts and term deposits with maturities of less than three months.

6.

Interest Income and Expense
(BGN’000)

Interest and similar income
- on securities
- on deposits
- on other
Interest and similar expense
- on deposits
- on other

30 June 2005

30 June 2004

161,905
23,974
11

114,998
14,889
1,686

185,890

131,573

35,427
4,817

30,993
1,687

40,244

32,680

Interest expenses on deposits paid to the Government were BGN 32,510 thousand as at 30 June
2005 (30 June 2004: BGN 21,246 thousand).
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Other Financial Income/(Expenses)
(BGN’000)

Net gains from operations in securities
Net gains from operations in foreign currency
Net revaluation gains/(losses) of securities
Net revaluation gains of foreign currency assets and liabilities
Net gains from revaluation of equity investments
Net gains/(losses) from revaluation of gold and precious metals

8.

30 June 2005

30 June 2004

17,014
658
40,135
5,803
2,631
103,180

25,892
6,172
(16,725)
2,452
(15,643)

169,421

2,150

Other Operating Income
(BGN’000)

Profit on disposal of non-current assets
Sales by subsidiaries
Sale of coins
Dividend income
Sale of BORICA’s shares
Income from associate
Other income, net

9.

30 June 2005

30 June 2004

2,190
7,976
538
5,478
4,629
526
750

24
9,253
701
313

22,087

10,291

General and Administrative Expenses
(BGN’000)

Personnel costs
Administration
Depreciation
Other expenses

30 June 2005

30 June 2004

10,594
12,104
6,399
675

10,249
12,139
6,333
818

29,771

29,539

Personnel costs include salaries, social and health security under the provision of local legislation
as at 30 June 2005. The number of employees of the Bank and its subsidiaries was 1269 as at
30 June 2005 (30 June 2004: 1237) including BNB staff of 933 as at 30 June 2005 (30 June 2004:
917).
General and administrative expenses include the administrative expenses of the BNB. The BNB
personnel costs amount to BGN 8232 thousand, the BNB administrative expenses of BGN 5242
thousand, the BNB depreciation of BGN 3595 thousand and the BNB other expenses of 476 thousand. The currency in circulation expenses amounted to BGN 5376 thousand as at 30 June 2005
(30 June 2004: BGN 6635 thousand).

10. Cash and Deposits in Foreign Currencies
(BGN’000)

Foreign currency cash
Current accounts with other banks
Deposits in foreign currency

30 June 2005

31 Dec. 2004

8,988
8,205
3,295,005

8,050
161,555
2,762,922

3,312,198

2,932,527
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Cash and deposits in foreign currencies with correspondents are disclosed as follows:
(BGN’000)

30 June 2005

31 Dec. 2004

2,242,870
267,622

940,442
890,505

2,510,492

1,830,947

541,434
260,272

889,340
212,240

801,706

1,101,580

3,312,198

2,932,527

Euro area residents
In EUR
In other foreign currencies
Non-euro area residents
In EUR
In other foreign currencies

11. Gold, Instruments in Gold and Other Precious Metals
30 June 2005
Troy
ounces’000 BGN’000
Gold bullion in standard form
Gold deposits in standard form
Gold in other form
Other precious metals
Other instruments in gold

513
608
160

363,399
430,308
3,852
42
113,672
911,273

31 December 2004
Troy
ounces’000 BGN’000
513
608
160

322,238
381,781
3,217
35
100,295
807,566

Gold deposits in standard form include gold held with correspondents. This gold earns interest at
rates between 0.01 per cent and 0.06 per cent per annum.
The other instruments denominated in gold are held to maturity and earn interest between 1.00 per
cent and 1.31 per cent per annum.

12. Investment in Securities
(BGN’000)

Securities at fair value though profit or loss
Foreign treasury bills, notes and bonds

30 June 2005

31 Dec. 2004

10,294,065

9,597,580

10,294,065

9,597,580

Debt securities comprise both EUR and USD-denominated coupon and discount securities. The
EUR-denominated securities yield is 10.5 per cent and USD securities yield is 7.0 per cent.
As at 30 June 2005 the fair value of securities provided as collateral on futures transactions
amounts to BGN 19,195 thousand.
The securities issued by foreign governments and other issuers with credit rating graded by at
least two of the three credit rating agencies − Standard & Poor’s and Fitch Ratings, or the corresponding Moody’s are disclosed as follows:
(BGN’000)

Investment grade securities

Issuers’
rating
ААА
АА+
АА
AA-

30 June 2005

31 Dec. 2004

7,172,275
1,167,404
1,516,652
437,734

8,092,657
628,051
710,687
166,185

10,294,065

9,597,580
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The value of the receivable from the Government of the Republic of Bulgaria as at 30 June 2005
is SDR 689,762 thousand (31 December 2004: SDR 761,953 thousand).
The receivables from the Government have been matched to the Government’s borrowings which
are repayable according to the repayment schedules of the agreements (refer note 20).
The receivable is repayable as follows:
(BGN’000)

Year

30 June 2005

31 Dec. 2004

2005
2006
2007
2008
2009
2010

249,450
531,885
438,234
241,224
123,219
41,073

397,087
503,426
414,786
228,317
116,626
38,876

1,625,085

1,699,118

14. Equity Investments and Quota in the IMF
(BGN’000)

Republic of Bulgaria’s quota in the IMF
Equity investments in international financial institutions
Equity investments in associated companies

30 June 2005

31 Dec. 2004

1,508,432
22,309
5,697

1,427,875
22,309
1,634

1,536,438

1,451,818

The Republic of Bulgaria’s quota in the IMF is SDR 640,200 thousand. BGN 77,503 thousand of the
Republic of Bulgaria’s quota in the IMF represents the reserve tranche held with the IMF. The IMF
pays remuneration (interest) to those members who have a remunerated reserve tranche position
at 2.22−2.54 per cent annual floating rate paid quarterly.
The equity investments in international financial institutions include the equity investment in the
Bank for International Settlements (BIS), Basle. Twenty-five per cent of the equity investment in BIS
Basle are paid up. The current value of these shares is SDR 10,000 thousand, refer note 29 (i). The
capital subscribed but not paid in, has an option to be paid in within three months upon a decision
of the BIS’ Board of Governors.
None of the equity investments in international financial institutions exceeds 10 per cent of the issued share capital of those entities.
In April 2005 the Bank sold 63.76 per cent of the capital of BORICA AD to commercial banks in the
country.
As a result of the sale, as at 30 June 2005 the Bank holds 36.24 per cent of the capital of BORICA
AD and has significant influence in the financial and operational policy of the associated enterprise.
The significant equity investments in Bulgarian institutions may be analyzed as follows:

Name of institution
Associated companies
BORICA
Bankservice
International Bank Institute
Central Depository

Holding, %

36
36
42
20

Principal activity

Servicing of bank card payments
Interbank clearing
Financial training and research
Agent for corporate securities

BNB Consolidated Financial Statements for the Six Months Ending 30 June 2005

13. Receivable from the Republic of Bulgaria

Bulgarian National Bank. Report • January – June 2005

70
15. Property, Plant, Equipment and Intangible Assets
(BGN’000)
Land and Equipment
buildings

Cost or valuation
As at 1 January 2005
Additions
Disposals
Transfers
Disposal from BORICA’s
shares
As at 30 June 2005
Depreciation
As at 1 January 2005
Charge for the period
On disposals
On disposal from
BORICA’s shares
As at 30 June 2005

Motor
vehicles

Fixtures
and fittings

Assets in
progress

Other

Intangible
assets

Total

116,006
(1,393)
-

79,628
573
(1,455)
2,767

3,821
(23)
-

3,496
81
(73)
3

6,456
2,966
(2)
(3,156)

364
5

10,963
2
(2)
381

220,734
3,622
(2,948)
-

114,613

(5,094)
76,419

(145)
3,653

3,507

6,264

(72)
297

(1,563)
9,781

(6,874)
214,534

(6,694) (33,434)
(1,436) (3,782)
113
1,415

(2,505)
(161)
21

(1,559)
(247)
68

-

(112)
(23)
-

(3,594)
(739)
3

(47,898)
(6,388)
1,620

2,557
(8,017) (33,244)

38
(2,607)

(1,738)

-

24
(111)

747
(3,583)

3,366
(49,300)

Net book value
as at 30 June 2005

106,596

43,175

1,046

1,769

6,264

186

6,198

165,234

Net book value as at
31 December 2004

109,312

46,194

1,316

1,937

6,456

252

7,369

172,836

Intangible assets primarily relate to software, licenses and other intangible assets utilized by the
Bank in its operations.

16. Other Assets
(BGN’000)

Balances with local banks
Balances of subsidiaries held with local banks
Precious metal commemorative coins for sale
Inventories (including spare parts)
Accounts receivable
Prepaid expenses
Other

30 June 2005

31 Dec. 2004

14,204
10,527
6,377
5,545
33
3,742

23
18,966
10,841
6,640
4,716
591
209

40,428

41,986

17. Due to Banks and Other Financial Institutions
(BGN’000)

30 June 2005
Demand deposits from banks and
other financial institutions
- in BGN
- in foreign currency

31 Dec. 2004

1,234,611
830,646

1,288,478
749,741

2,065,257

2,038,219

The Bank does not pay interest on demand deposits from banks and other financial institutions.
Included in demand deposits is BGN 1723 million representing the obligatory reserves, which all
local banks are required to maintain with the Bank as part of their current accounts.
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(BGN’000)

30 June 2005

31 Dec. 2004

Current accounts:
- in BGN
- in foreign currency

467,160
756,895

700,583
419,252

Deposit accounts:
- in BGN
- in foreign currency

2,266,342
2,226,327

761,167
3,026,295

5,716,724

4,907,297

Deposits and current accounts of Government institutions with the Bank comprise funds held on
behalf of the Government of the Republic of Bulgaria and state budget organizations. No interest
is payable on the current accounts. Government deposit accounts in USD earn interest between
1.84 per cent and 2.84 per cent. Government deposit accounts in euro earn interest between 1.72
per cent and 1.81 per cent and in BGN earn interest between 1.73 per cent and 1.89 per cent.

19. Borrowings against the Republic of Bulgaria’s IMF Participation
The borrowings against Bulgaria’s IMF participation as at 30 June 2005 amount to BGN 1,430,713
thousand − SDR 605,703 thousand (as at 31 December 2004: BGN 1,354,627 thousand −
SDR 605,745 thousand).
Borrowings from the IMF are denominated in SDRs. Borrowings related to Bulgaria’s IMF quota are
non-interest bearing with no stated maturity.

20. Borrowings from General Resources of the IMF
(BGN’000)

Standby facilities
Extended fund facility

30 June 2005

31 Dec. 2004

464,723
1,160,362

493,934
1,205,184

1,625,085

1,699,118

The borrowings from the general resources of the IMF bear interest at rates set by the IMF on a
weekly basis. The interest rate amounts to 3,74 per cent as at 30 June 2005.
All borrowings from the IMF are guaranteed by promissory notes, which have been cosigned by
the Government and the Bank. The total promissory notes outstanding as at 30 June 2005 were
BGN 2,966,030 thousand (31 December 2004: BGN 3,250,721 thousand) − refer note 29.

21. Banknotes and Coins in Circulation
(BGN’000)

30 June 2005

31 Dec. 2004

Banknotes in circulation
Coins in circulation

5,132,894
88,255

4,938,398
81,844

Money in circulation

5,221,149

5,020,242

13,793
3,696

13,875
3,697

Including:
Old banknotes issued before 5 July 1999
Old coins issued before 5 July 1999

Old banknotes and coins presented above comprise of those banknotes and coins that are still
held by other parties or lost/destroyed and have not yet been exchanged for new levs. The BNB
has an obligation to exchange them for new banknotes and coins. No deadline for the cessation
of the exchange has been determined.
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22. Accruals and Other Liabilities
(BGN’000)

Salaries and social security payable
Deferred income
Other liabilities

30 June 2005

31 Dec. 2004

848
403
9,133

1,224
1,345
11,723

10,384

14,292

23. Capital and Reserves
The capital of the Bank is determined in the Law on the BNB and amounts to BGN 20,000 thousand.
Non-current assets and commemorative coins revaluation reserves comprise the cumulative net
change in fair values of certain groups of tangible non-current assets, equity investments and
commemorative coins.
In accordance with the Law on the Bulgarian National Bank, net profit arising from the revaluation
of assets and liabilities denominated in foreign currencies or gold are transferred to a special reserve account. The special reserve includes the monetary asset revaluation.
Other reserves include the transfers to reserves of 25 per cent of the annual excess of revenue
over expenditure and reserves upon a decision of the Governing Council.

24. Minority Interest
The BNB Printing Works AD is a joint-stock company with two shareholders − the BNB and the
Government represented by the Minister of Finance. The Bulgarian National Bank holds 95.6 per
cent of the company’s capital share. The Government, as represented by the Minister of Finance,
holds 3093 shares, of BGN 1000 face value each.

25. Monetary Liabilities and Gross International Foreign Exchange Reserves
(BGN’000)

Gross international foreign exchange reserves
Cash and deposits in foreign currencies
Monetary gold and instruments in gold
Debt securities
Equity investments and quota in the IMF
Interest receivable
Monetary liabilities
Banknotes and coins in circulation
Due to banks and other financial institutions
Liabilities to government institutions
Other borrowings
Accruals and other liabilities
Surplus of gross international foreign exchange
reserves over monetary liabilities

30 June 2005

31 Dec. 2004

3,310,040
906,798
10,120,356
77,504
176,448

2,929,479
640,265
9,414,191
73,263
186,462

14,591,146

13,243,660

5,221,149
2,065,257
5,160,177
555,724
823

5,020,242
2,038,219
4,394,128
512,579
918

13,003,130

11,966,086

1,588,016

1,277,574

For disclosure purposes of the monetary liabilities and gross international foreign exchange reserves in accordance with the Law on the Bulgarian National Bank, monetary gold is valued at
market value based on the official 3 pm London Bullion Market closing price at the BNB balance
sheet date.

26. Related Party Transactions
(i)

Bulgarian Government
International Monetary Fund
The Bank and the Government of the Republic of Bulgaria have borrowings with the IMF, which are
undertaken through the Bank. The Government’s IMF borrowings, as shown on the balance sheet
of the Bank, have been matched by a receivable from the Government. In order for the Bank to
eliminate any foreign exchange risk, the Government receivable is denominated in SDR.
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Government Bank Accounts
Government budget organizations and other government organizations have current accounts and
term deposits with the Bank (refer note 18).

Fiduciary Activities
In accordance with the Law on the BNB and under terms agreed upon with the Ministry of Finance,
the BNB acts as agent for public debt. With regard to this role, BNB performs agent and central
depository services related to administration and management of government securities issued by
the Ministry of Finance. The Bank receives income for providing these services. These securities
are not assets or liabilities of the BNB and are not recognized in the consolidated balance sheet.
The Bank is not exposed to any credit risk relating to such placements, as it does not guarantee
these investments. As at 30 June 2005 the par value of the total securities held in custody was
BGN 2772 million (31 December 2004: BGN 2681 million).

27. Subsidiaries
(%)

Ownership interest
State Mint
Printing Works of the BNB (refer note 24)

30 June 2005

31 Dec. 2004

100
95.6

100
95.6

In the reporting period the net income from subsidiaries includes a net profit of BGN 364 thousand
from the State Mint and BGN 772 thousand from the Printing Works of the BNB.

28. Risk Management Disclosures
In its capacity of a central bank the BNB manages its foreign currency reserves guided by the
security and high liquidity of investments, and maximize income in the context of the international
markets conditions. Its investment strategy depends mainly on the specific function of a central
bank operating under a strictly regulated currency board arrangement and in accordance with the
requirements of the Law on the BNB.
The major portion of BNB’s foreign currency reserves is invested in low-risk discount and coupon
bonds and in short-term foreign currency and gold deposits placed with first rate foreign banks.
The remaining portion is held in SDRs, and in monetary gold kept in the Bank’s vaults.
For its portfolio management, the BNB defines an acceptable risk level, and maximizes income
corresponding to such risk levels. The major risk types associated with the trading and investment
activities are managed by means of investment limits, approved by the BNB Investment Committee, which regulate the management of the Bank’s international foreign currency reserves. With the
assistance of experts from foreign central banks in the euro area, rules of behaviour and procedures regulating the performance of functions and tasks have been prepared for the basic structural units, which are responsible for the foreign currency reserve management. These rules and
procedures are approved by the BNB’s Investment Committee.
Depending on the type of currency and the investment purpose, the Bank’s assets are segregated
in several portfolios. The liquid portfolios are intended to provide liquidity in terms of international
assets for meeting the Bank’s obligations. The investment portfolio is held for the purpose of
achieving higher earnings at a risk level defined by means of investment limits and a benchmark.
Portion of the Bank’s assets is held in a portfolio, which is outsourced to external managers against
a fixed benchmark. This management is in line with the major objectives: creating a standard for
BNB’s asset management, transfer of knowledge, experience and technologies in the area of investments, diversification of assets and management styles.
A description of the various types of risks the Bank is exposed to as a result of its trading and nontrading activities and the approach taken to manage those risks, is included below. Further details
of the steps taken to measure and control risk are set out in section (e) Risk Management and
Control of this note.
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The Government pays the interest directly on these borrowings. Accordingly, no interest revenue
is included in these accounts for the receivable from the Government, nor is interest expense included on the Government’s portion of the IMF borrowings.
The IMF quota is supported by promissory notes jointly signed by the Bank and the Government
(refer note 19).
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(a) Credit Risk
The Bank is subject to credit risk through its trading operations and investment activities and in
cases where it acts as an intermediary on behalf of the Government or other public institutions. The
Bank assumes credit risk also in operations of purchase and sale of reserve currency with commercial banks. This credit risk is basically associated with the probability of insolvency or bankruptcy of a BNB’s counterparty or debt issuer, in which the Bank has invested its own funds. Credit
risk is limited by setting requirements for high credit ratings assigned by internationally recognized
credit rating agencies.
From credit risk perspective the Bank can currently invest in the following asset classes:
• bonds and commercial paper issued by countries, central banks and state-guaranteed institutions;
• bonds and commercial paper issued by supranational financial institutions, short-term foreign
currency and gold deposits placed with supranational financial institutions;
• commercial paper issued by commercial banks and short-term foreign currency and gold
deposits placed with commercial banks;
• secured eurobonds − these are a relatively new financial instruments issued in many countries
in the euro area, of which Jumbo Pfandbriefe and Obligations Foncieres bonds issued by German and French financial institutions are currently acceptable for investment;
• bonds issued by agencies, which are not guaranteed by the State.
• futures contracts (bond and interest rate) in the regulated markets;
• securities lent by the main depository.
For all instruments issued by states, central banks or state-guaranteed financial institutions there
is a minimum exposure limit. This limit ensures that a certain part of the foreign currency reserves
will be invested in the most risk-free and highly-liquid class of assets. For the other asset classes
there are maximum exposure limits. All limits directly depend on the inherent credit risk of the respective class of assets.
The BNB investment restrictions incorporate a system of maximum exposure limits to individual
counterparties. Each limit is calculated on the basis of the domestic credit rating and the own funds
of the counterparty. The domestic credit rating is a function of the long-term ratings from three internationally recognized rating agencies. The maximum term of the deposits with commercial
banks is set on the basis of the domestic credit rating.
The counterparties in relation to current accounts, deposits and trade in foreign currency, and the
issuers of eligible debt financial instruments must have a long-term credit rating from at least two
of the three credit rating agencies, not lower than AA- by Standard & Poor’s and Fitch Ratings, or
the corresponding Moody’s rating.

(b) Liquidity Risk
Liquidity risk arises in the funding of the Bank’s core activities and in the management of positions,
and has two aspects:
• the risk for the Bank of being unable to meet its obligations when due, and
• the risk of being unable to liquidate an asset at fair value within an appropriate time frame.
The Bank’s customers are determined by the Law on the BNB. It attracts funds by means of a number of instruments – deposits/investment accounts, a structured indexed account (SIA), settlement
accounts and other borrowed funds, established by law. The Bank strives to maintain a balance
between the maturity of borrowed funds and that of assets through investments in financial instruments with a range of maturities. The Bank is able to provide the required liquidity by investing in
various types of investments. This liquidity is provided on a daily basis, thus ensuring all BNB foreign currency payments. In addition, there are limits on the residual term to maturity for the financial instruments of those asset classes, approved for investment. The Bank continually assesses
liquidity risk by identifying and monitoring changes in funding required to meet its goals and targets set in terms of the overall Bank strategy. To ensure its future payments the Bank holds portfolios of liquid assets denominated in euro and US dollars as part of its overall liquidity risk management strategy.
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(BGN’000)
As at 30 June 2005

Assets
Cash and deposits in foreign currencies
Gold, instruments in gold and
other precious metals
Investment in securities
Equity investments and quota in IMF
Receivable from the Republic of Bulgaria
Property, equipment and intangible assets
Other assets
Total assets

Up to 1
month

From 1 to
3 months

From 3 months
to 1 year

From 1 to
5 years

Over
5 years

-

Total

2,976,928

335,270

-

-

3,312,198

191,884
1,133,644
77,503
15,314
14,795

116,783
1,070,287
86,348
2,559

178,415
1,702,267
418,443
12,144

56,898
5,364,637
1,094,712
10,930

367,293
911,273
1,023,230 10,294,065
1,458,935 1,536,438
10,268 1,625,085
165,234
165,234
40,428

4,410,068

1,611,247

2,311,269

6,527,177

3,024,960 17,884,721

Liabilities
Banknotes and coins in circulation
Due to banks and other financial institutions
Liabilities to Government, government
institutions and other borrowings
Borrowings against Republic of
Bulgaria’s IMF participation
Borrowings from general resources of IMF
Accruals and other liabilities

2,065,257

-

-

-

5,221,149
-

5,221,149
2,065,257

5,695,091

21,633

-

-

-

5,716,724

15,314
3,725

86,348
100

418,443
2,487

1,094,712
656

1,430,713
10,268
3,416

1,430,713
1,625,085
10,384

Total liabilities

7,779,387

108,081

420,930

1,095,368

6,665,546 16,069,312

(3,369,319)

1,503,166

1,890,339

Maturity surplus/(shortfall)

5,431,809 (3,640,586)

1,815,409

(BGN’000)
As at 31 December 2004

Assets
Cash and deposits in foreign currencies
Gold, instruments in gold and
other precious metals
Investment in securities
Equity investments and quota in IMF
Receivable from the Republic of Bulgaria
Property, plant, equipment and
intangible assets
Other assets
Total assets

Up to 1
month

From 1 to
3 months

From 3 months
to 1 year

From 1 to
5 years

Over
5 years

Total

2,637,880

245,594

49,053

-

-

2,932,527

74,425
2,232,875
73,262
7,247

240,132
2,329,938
55,043

117,350
3,314,993
334,797

50,169
1,695,738
1,263,155

325,490
24,036
1,378,556
38,876

807,566
9,597,580
1,451,818
1,699,118

18,743

7,351

14,462

1,292

172,836
138

172,836
41,986

5,044,432

2,878,058

3,830,655

3,010,354

1,939,932 16,703,431

Liabilities
Banknotes and coins in circulation
Due to banks and other financial institutions
Liabilities to Government, government
institutions and other borrowings
Borrowings against Republic of
Bulgaria’s IMF participation
Borrowings from general resources of IMF
Accruals and other liabilities

2,038,219

-

-

-

5,020,242
-

5,020,242
2,038,219

4,885,504

21,793

-

-

-

4,907,297

7,247
9,069

55,043
-

334,797
3,067

1,263,155
-

1,354,627
38,876
2,156

1,354,627
1,699,118
14,292

Total liabilities

6,940,039

76,836

337,864

1,263,155

6,415,901 15,035,625

(1,895,607)

2,801,222

3,492,791

Maturity surplus/(shortfall)

1,747,199 (4,475,969)

1,667,806
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The following table provides an analysis of the financial assets and liabilities of the Bank into relevant maturity groupings based on the remaining periods to repayment.
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(c) Market Risk
Market Risk
All trading instruments are subject to market risk, i.e., the risk that future changes in market conditions may make an instrument less valuable. The instruments are evaluated on a daily basis at
fair value which best reflects current market conditions and all changes in them directly affect in
net income from banking operations.
The Bank manages its portfolios in response to changing market conditions. Exposure to market
risk is managed in accordance with the risk limits formally set (in the investment guidelines) for
managing foreign currency assets.

Interest Rate Risk
The Bank’s operations are subject to the risk of interest rate fluctuations to the extent that interestearning assets (including investments) and interest-bearing liabilities mature or reprice at different times or in different amounts. The Bank uses modified duration as a key measurement for interest rate risk. Modified duration measures the effect of the change of the market value of an asset (liability) in response to 1 per cent change of the interest rate levels. Besides, additional technical parameters of the portfolios such as convexity, spread duration, duration in a fixed point of
the yield curve, etc. are calculated and monitored on a daily basis. For each portfolio held by the
BNB the interest rate is limited by a benchmark (model portfolio) and by the investment limits for
a maximum allowable deviation of the modified duration of the portfolio from that of the respective
benchmark. With regard to assets and liabilities with floating interest rates the Bank is exposed to
the risk of change in the base, which serves to determine interest rates.
The periods of interest rate scale change are given below. The maximum period for all assets and
liabilities under the scale is one year.
(BGN’000)
As at 30 June 2005

Effective
rate

Total

Floating rate
instruments

Fixed rate instruments
Less than
1 month

Assets
Cash and deposits in foreign currencies
Gold, instruments in gold and other
precious metals
Investment in securities
Equity investments and quota in IMF
Receivable from the Republic of Bulgaria
Other interest-bearing assets
Noninterest-bearing assets

8,117

2,958,570

334,386

-

0,27
2,28
-

543,399
10,120,356
10,000
77,503
1,625,085 1,625,085
14,188
2,203,117
-

191,881
1,127,432
77,503
11,767
-

116,778
1,053,146
2,421
-

234,740
7,929,778
-

-

17,884,721 1,643,202

4,367,153

1,506,731

8,164,518

-

-

-

-

-

-

1,97
-

4,625,547
146,687
1,625,085 1,625,085
9,818,680
-

4,457,346
-

21,514
-

-

Total

-

16,069,312 1,771,772

4,457,346

21,514

-

Asset/liability gap

-

1,815,409 (128,570)

(90,193)

1,485,217

8,164,518

Total

Liabilities
Banknotes and coins in circulation
Due to banks and other financial institutions
Liabilities to Government, government
institutions and other borrowings
Borrowings from general resources of IMF
Noninterest-bearing liabilities

2,28

3,301,073

Between
Between
1 month and 3 months
3 months and 1 year
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As at 31 December 2004

Effective
rate

Total

Floating rate
instruments

Fixed rate instruments
Less than
1 month

Assets
Cash and deposits in foreign currencies
Gold, instruments in gold and other
precious metals
Investment in securities
Equity investments and quota in IMF
Receivable from the Republic of Bulgaria
Other interest-bearing assets
Noninterest-bearing assets

Between
Between
1 month and 3 months
3 months and 1 year

2,11

2,921,429

161,352

2,466,702

244,479

48,896

0,28
2,19
-

481,642
9,414,191
9,994
73,262
1,699,118 1,699,118
18,567
13,206
2,095,222
-

74,011
2,214,813
73,262
3,000
-

240,115
2,271,578
2,361
-

167,516
4,917,806
-

-

16,703,431 1,883,670

4,831,788

2,758,533

5,134,218

-

2,038,219

-

-

1,89
-

3,924,358
146,687
1,699,118 1,699,118
7,372,100
-

3,756,157
-

21,514
-

-

Total

-

15,033,795 1,845,805

5,794,376

21,514

-

Asset/liability gap

-

(962,588)

2,737,019

5,134,218

Total

Liabilities
Banknotes and coins in circulation
Due to banks and other financial institutions
Liabilities to Government, government
institutions and other borrowings
Borrowings from general resources of IMF
Noninterest-bearing liabilities

-

2,038,219

1,669,636

37,865

(d) Currency Risk
Currency risk exists where there is a difference between the currency structure of assets and that
of liabilities. The Bank is exposed to currency risk through transactions with financial instruments
denominated in currencies, which differ from the base currency (euro) of the Bank.
As a result of the currency board arrangement in Bulgaria, the Bulgarian currency is fixed to the
euro. As the currency in which the Bank presents its financial statements is the Bulgarian lev, the
Bank’s financial statements are impacted by movements in the exchange rates between the currencies outside the euro area and the lev.
The Bank’s transactions give rise to foreign gains and losses that are recognized in the income
statement and may then be transferred to special reserves.
To minimize currency risk a limit is set to mismatches between the currency structure of assets and
that of liabilities. The market value of assets in a currency other than the euro should not deviate
by more than +/-2 per cent from the market value of liabilities denominated in the same currency.
The foreign currency exposures are as follows:
(BGN’000)

Assets
Bulgarian levs and euro area currencies
US dollars
Japanese yen
Pound sterling
SDR
Gold
Other
Liabilities and equity
Bulgarian levs and euro area currencies
US dollars
Japanese yen
Pound sterling
SDR
Gold
Other

30 June 2005

31 Dec. 2004

12,976,910
835,475
94
231
3,158,052
910,666
3,293

10,945,618
1,364,847
32
320
3,168,274
807,530
416,810

17,884,721

16,703,431

13,995,041
830,019
1,064
3,055,480
3,117

11,877,736
1,356,591
45
3,051,366
417,693

17,884,721

16,703,431
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Net position
Bulgarian levs and euro area currencies
US dollars
Japanese yen
Pound sterling
SDR
Gold
Other

(1,018,131)
5,456
94
(833)
102,572
910,666
176

(932,118)
8,256
32
275
116,908
807,530
(883)

(e) Risk Measurement and Control
Risks related to forex reserves management are managed by an independent risk control unit. It
is directly responsible for the strategic structuring of assets and setting the benchmark, and prepares and submits for approval the investment limits with regard to forex reserves management.
The Bank’s management sets the level of maximum allowable risk on annual basis. A comprehensive review of changes in the market conditions, the amount and structure of forex reserves is done
and, if required, investment limits and benchmarks are updated on quarterly basis. Compliance
with the set limits, rules and procedures is monitored and controlled on a daily basis. Regular reports are issued on a daily, weekly, monthly, quarterly, and annual basis, designed for both the
operational management of foreign currency reserves and to keep the Bank’s management informed.
With a view to optimizing foreign currency reserves management, new financial instruments are
periodically studied, analysed, and offered for approval. When these are included in the respective portfolios, they contribute to attaining higher diversification, allow for hedging of market risk
and provide an opportunity for earning additional income.

(i)

Interest Rate Sensitivity
The Bank uses duration analysis to estimate the degree of sensitivity to interest rate changes in its
nontrading positions. Modified duration of a bond is the life, in years, of a notional zero coupon
bond whose fair value would change by the same amount as the real bond or portfolio in response
to a change in market interest rates.

29. Commitments and Contingencies
(i)

Participation in the Bank for International Settlements
The Bank holds 8,000 shares of the capital of BIS, Basle, each amounting to SDR 5000. Twentyfive per cent of the equity investment in BIS Basle are paid up. The capital subscribed but not paid
in is with an option to be paid in within three months following a decision of the BIS’ Board of Governors. The contingent amount as at 30 June 2005 is BGN 66,899 thousand.

(ii)

IMF quota and borrowings
The IMF quota and borrowings are supported by promissory notes jointly signed by the Bank and
the Government of the Republic of Bulgaria amounting to BGN 2,966,030 thousand (2004:
BGN 3,250,721 thousand).

(iii) Capital Commitments
As at 30 June 2005, the Bank has committed to BGN 3,870 thousand to purchase non-current assets.

(iv) Retirement Benefits under Local Legislation
In accordance with the requirements of Labour Code on termination of the labour contract of an
employee, who has become entitled to retirement, the Bank is obliged to pay him a compensation
amounting to double his gross monthly salary. If the employee has been employed in the Bank for
the last ten years, the amount of the compensation due is six times his gross monthly salary.
The Bank does not have sufficient statistical information, so as to perform precise actuarial calculations. Management has made an approximate estimation of the compensations due and estimated the present value to be less than BGN 696 thousands.

(v)

There are no Other Outstanding Guarantees, Letters of Credit or Commitments to Purchase
or Sell Either Gold, Other Precious Metals or Foreign Currency.

30. Events Subsequent to the Balance Sheet Date
As at 30 June 2005, a deal for the transfer of real estate between the BNB and the BNB Printing
Works AD is in preparation. It is envisaged that the BNB Printing Works AD transfers to the BNB
the real estate, acquired as a result of the merger of Formprint AD, against the transfer by the BNB
of its own property, which is 7,9 shares of a three-storey production and administrative building,
to Printing Works of BNB.
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7 February

As of 10 March 2005 the Bulgarian National Bank put into circulation a silver coin with a
nominal value of BGN 10, issue 2005, commemorating the Torino 2006 XX Winter Olympic
Games, ‘Short track’.

8 February

As of 28 February 2005 the Bulgarian National Bank put into circulation a coloured
commemorative coin ‘Baba Marta’ with a nominal value of BGN 5, issue 2005.

22 February

Amendments to BNB Ordinance No. 21 on the minimum required reserves maintained with the
Bulgarian National Bank by banks were approved.

17 March

As of 25 April the Bulgarian National Bank put into circulation a partially gold-plated silver
commemorative coin ‘Bulgaria − European Union’ with a nominal value of 1.95583 levs, issue
2005.

National Payments Council chaired by the Deputy Governor heading the BNB Banking
Department was established. Rules of Procedure of the Council and its members were
approved.

7 April

Ordinance No. 13 on the application of International Bank Account Numbers and bank
identification codes was adopted.

A package of documents associated with BNB preparation for membership in the European
System of Central Banks was adopted: Action Plan (Road Map) for the accomplishment of BNB
commitments in relation to its participation in the ESCB, Schedule for the accomplishment of
tasks associated with BNB preparation for membership in the ESCB and in EU structures and
bodies, Internal Rules for coordination of the preparation and the participation of BNB
representatives in the meetings of the General Council and Governing Council of the ECB, the
ESCB committees and working groups and in EU structures and bodies.

As of 25 May 2005 the Bulgarian National Bank put into circulation a coin with a nominal value
of BGN 0.50, issue 2005, commemorating Bulgaria’s accession to the European Union.

21 April

The report on BNB budget implementation for 2004 was approved.

The BNB Annual Report for 2004 was approved.

The list of currencies for which the BNB publishes reference exchange rates to the Bulgarian
lev was extended.

A resolution for signing the contracts with commercial banks for purchase of BORICA EAD
shares, endorsing Temporary certificates, entering shareholders and convening General
Shareholder Meeting of BORICA EAD was adopted.

Amendments to BNB Ordinance No. 21 on the minimum required reserves maintained with the
Bulgarian National Bank by banks were approved.
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Amendments to BNB Ordinance No. 8 on the capital adequacy of banks were approved.

Amendments to BNB Ordinance No. 9 on the evaluation and classification of risk exposures of
banks and the allocation of provisions to cover impairment loss were approved.

26 April

BNB Staff Code of Ethics was adopted.

Internal Rules for BNB Staff Assessment were adopted.

26 May

Internal Rules for Employees’ Salary Arrangements were adopted.

Internal Rules on the Gross International Reserves Operations were adopted.

Instructions on the procedure for assessing the need for banknotes and control over their
production were adopted.

9 June

Internal rules for circulation and withdrawal from circulation of Bulgarian banknotes and coins
were adopted.

23 June

Amendments to BNB Ordinance No. 8 on the capital adequacy of banks were approved.

Instructions on the procedure for assessing the need for circulating coins and control over
production of circulating and commemorative coins were adopted.

Internal rules for the work with documents in the BNB were adopted.

