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 Risk Assessment and Management Rules  

of ‘ЕF PRINCIPAL’ Mutual Fund 

 
These rules regulate the organizational structure and the levels of responsibility for 

managing the risk of the Management Company, the rules on and the procedures for 

establishing, assessing, managing and monitoring those risks to which the investments 

of ‘ЕF PRINCIPAL’ Mutual Fund (‘Mutual Fund’, ‘MF’ or ‘Fund’) are exposed or 

might be exposed, the Fund being organized and managed by ‘ЕF ASSET 

MANAGEMENT’ AD Management Company (the ‘Management Company’ or ‘MC’).  

 

 

I. GENERALITIES 

 

Art. 1. These rules regulate the model of identification, measurement, analysis and 

management of the risks associated with the portfolio of the Mutual Fund. 

Art. 2. The rules on risk management form part of the investment policy of the Mutual 

Fund, the said policy being described in its Rules. 

Art. 3. The Management Company identifies and measures all those risk factors which 

are related to the separate instruments within the portfolio under Art. 1, and the total 

exposure of the portfolio to these factors, and makes decisions regarding the limits, 

tolerance and management of the risks at the portfolio level. 

 

II. THE ORGANIZATIONAL STRUCTURE 

 

Art. 4. (1) The organizational structure of the Management Company, which is 

connected with managing the risk, is a three-dimensional one: 

1. Board of Directors. 

2. Executive Director and other persons vested with power of representation. 

3. Employees working under contracts in the departments of the Management 

Company, namely: 

3.1. ‘Risk Management’ Department; 

3.2. ‘Normative Compliance’ Department; 

3.3. Accountancy Department. 

(2) In those cases where the organizational structure specified in para. 1 is a different 

one or undergoes a change, it is necessary for this structure to provide adherence to the 

basic principle of distribution of responsibilities among the employees, this being aimed 

at preventing conflicts of interests. 

(3) (A new one, adopted through a decision of the BD dated 10 Feb. 2017) The 

function of risk management can be delegated to a third person providing that the 

requirements of Art. 106, paras 1 - 2 and paras 5 - 6 of the Law on the Activity of 

Collective Investment Schemes and Other Collective Investment Undertakings 

(LACISOCIU) are fulfilled. 

Art. 5. The Board of Directors has the following responsibilities relating to risk 

management: 

1. Adopts and, respectively, amends and supplements these Rules and keeps a check 

on the need for their updating. 

2. Determines the risk policy of the Mutual Fund and the customer portfolios it 

manages. The risk policy can be: 

а/ conservative; 

b/ moderately conservative; 
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c/ moderately risky; 

d/ risky. 

3. Controls the risk factors for the Mutual Fund and customer portfolios by way of 

discussions on the reports introduced by the President of the Board and takes decisions 

within the limits of its legal powers. 

4. Carries out a periodic annual review of the policies and strategies on the 

management of risks. 

5. Takes decisions regarding the provision of staff, software and other support to the 

risk management activities. 

6. Monitors compliance with the rules on risk management and plays an active part 

in the process of risk management. 

Art. 6. The persons that are authorized to represent the Management Company have 

the following responsibilities related to risk management:  

1. They organize the proper implementation of the risk management policy adopted 

by the Board of Directors. 

2. They control the observance of the adopted limits. 

3. They create the organization of work that ensures the observance of the adopted 

limits and levels of risk. 

4. They monitor compliance between the procedures of risk measurement, control 

and assessment used by the respective employees, and the in-company documents 

approved by the Board of Directors. 

5. They take decisions regarding the staff, facilities and methodological support 

required for the activities of risk management. 

      6. They provide the ‘Risk Management’ Department with the respective legal 

powers and access to the whole information that is necessary for the performance of the 

Department’s functions assigned under these Rules. 

Art. 7. The ‘Risk Management’ Department operates separately from the other units of 

the Management Company and reports directly to the management body, and has the 

functions as follows: 

1. It develops and applies the risk management system. 

2. It implements the rules and the procedures related to risk management; 

3. It ensures the compliance with the approved internal system for risk limitation 

of the Fund, including the compliance with those limits laid down in the regulations 

which concern the level of the total risk exposure and the counterparty risk. 

4. It consults the Board of Directors with regard to defining the risk profile of the 

Fund; 

5. It regularly reports to the Board of Directors and the Executive Director and 

other persons that are vested with power of representation in those cases where 

applicable, with regard to the following: 

а) the conformity between the current level of risk to which the Fund managed 

by the Management Company is exposed, and the approved risk profiles of the scheme; 

b) the conformity between the Fund and its internal system of risk limitation; 

c) the adequacy and the efficiency of the processes of risk management and, 

particularly, whether or not appropriate corrective measures have been taken in those 

cases where weak points have been ascertained; 

6. It regularly reports to the Executive Director and the other persons who are 

vested with power of representation, presenting the current level of risk to which the 

Fund is exposed, and both the current and the foreseen violations of the limitations, thus 

ensuring that timely and appropriate actions shall be taken; 

7. It conducts examination and renders support to the organization and the 

procedures for the assessment of the off-exchange derivatives. 
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(2) The employees of the ‘Risk Management’ Department must have the 

appropriate qualification for carrying out the activities assigned to them. 

 

III. IDENTIFICATION AND MEASUREMENT OF THE RISKS ASSOCIATED 

WITH THE ACTIVITY AND THE INVESTMENTS 

 

Art. 8. (1) The process of establishment, management and monitoring of the risks is 

aimed at reducing the influence of the external and internal risk factors upon the 

investments, including the risks arising from the macroeconomic environment. 

(2) The procedures of risk management include: 

а) identification of the risk; 

b) assessment of the risk; 

c) choosing the strategy with regard to the risk; 

d) choosing the ways of diminishing the degree of the risk; 

e) control over the level of the risk. 

(3) The assessment, the analysis and the monitoring of risk factors are carried out on a 

daily basis by the employees of the ‘Risk Management’ Department. 

Art. 9. Those risk factors which exercise their influence upon the investments managed 

by the MC are the following ones: 

а) market risk - the possibility of realization of losses due to unfavourable changes in the 

prices of securities, market interest rates, currency exchange rates and others. The 

components of market risk are: 

аа) interest risk - the risk of a decrease in the value of the investment in a security due to 

a change in the level of interest rates. 

bb) currency risk - the risk of a decrease in the value of the investment in a security or a 

deposit denominated in a currency other than BGN or EUR, due to a change in the rate 

of exchange between the said currency and BGN or EUR. 

cc) price risk associated with the investments in shares or other share securities - the risk 

of a decrease in the value of the investment in a security in the event of unfavourable 

changes in the levels of market prices. 

b) credit risk – the possibility of a decrease in the value of a position in a financial 

instrument in case of unforeseen events of a credit nature that are related to the issuers 

of financial instruments, the counterparty to exchange and off-exchange transactions, as 

well as to the countries in which they carry out their activity.  

The components of credit risk are: 

 аа) contractor risk – the risk of non-performance of the obligations on the part of 

the counterparty to an off-exchange transaction; 

 bb) settlement risk – the risk arising from the possibility that the Fund might not 

receive pecuniary amounts or financial instruments from a contractor on the date of 

settlement, although the Fund has fulfilled its obligations to the said contractor under 

certain transactions; 

 cc) investment credit risk – the risk of a decrease in the value of the investment 

in a certain debt security due to a credit event occurring with the issuer of this 

instrument; 

c) operational risk – the possibility of realization of losses related to errors or 

imperfections in the system of the organization, insufficient qualification of the staff, 

unfavourable external events of non-financial nature, including legal risk as well; 

d) liquidity risk – the possibility of losses arising from exigent sales of assets on 

unfavourable market conditions, these sales being necessary for covering unexpectedly 

occurring short-term liabilities. 

e) concentration risk – the possibility of a loss due to improper diversification of 
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exposures to issuers, groups of related issuers, the issuers of the same economic branch, 

geographic region or a risk arising from the same activity, which might cause 

considerable losses, as well as the risk associated with large indirect credit exposures. 

Art.10. In connection with all those risks that the Fund is exposed to, the MC 

undertakes the following actions:  

1. lays down adequately documented organizational measures, processes and 

techniques of measurement of the risks, which ensures that the risks associated with 

each position and its effect upon the overall risk profile are correctly measured on the 

basis of accurate and reliable data; 

2. if necessary, it conducts periodic back tests aimed at examining the validity 

of those measures regarding risk measurement which include forecasts and estimates 

based on a model; 

3. if necessary, it conducts periodic stress tests and scenario analyses, the 

purpose of which is to prepare the carrying out of actions in the event of occurrence of 

the risks arising from those potential changes in market conditions that might have their 

unfavourable effect upon the Fund. 

 

IV. MARKET RISK 

 

Art. 11. The Management Company applies a short-term and a long-term strategy on 

market risk management, this strategy being associated with the performance of the 

activity of the Fund.  

 

Art. 12. (1) The Management Company measures the interest risk by way of calculating 

the duration. Duration is the basic measure of the sensitivity of a security to a change in 

the level of interest rates. The MC makes use of the modified duration method in order 

to measure the interest risk associated with each of the securities based on the interest 

rate, such as bonds, interest swaps, futures based on interest rates and futures based on 

bonds. The MC applies a short-term and a long-term strategy on the management of 

interest risk.  

(2) The long-term strategy on interest risk management comprises: 

1. Identification of the main risk identifiers and their presentation to the Board of 

Directors of the MC; 

2. Abidance by the risk profile of the Fund. 

3. Implementation of the investment strategy of the Fund. 

4. Preserving to a maximum extent the investments of those who have invested in the 

Fund. 

 (3) The short-term strategy includes: 

1. Abidance by those policies and procedures of management and mitigation of the 

interest risk which have been adopted by the Board of Directors. 

2. Abidance by the procedures and applicable methods of assessment and measurement 

of the interest risk that have been adopted by the Board of Directors. 

 

Art. 13. (1) The Management Company measures the currency risk associated with each 

currency other than BGN and EUR by way of applying the short-term and the long-term 

strategy.  

(2) The long-term strategy on currency risk management includes measurement by way 

of using the historical volatility of the rate of exchange of the respective currency with 

respect to BGN or EUR and the net currency exposure. 

(3) The short-term strategy on currency risk management includes: 

1. Abidance by those policies and procedures of management and mitigation of the 
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interest risk which have been adopted by the Board of Directors. 

2. Abidance by the procedures and applicable methods of assessment and measurement 

of the interest risk that have been adopted by the Board of Directors. 

Art. 14. (1) The Management Company applies a short-term strategy on price risk 

management through measuring and analyzing the results received, by employing one of 

the quantitative methods applicable to the respective market of securities: 

1. Historical volatility measured through the standard deviation; 

2. β-coefficient of the indexes on the respective markets; 

3. In the event that it is impossible to apply items 1. and 2., the MC makes use of 

the standard deviation of the chosen index of the regulated market on which certain 

shares are traded as a substitute in the overall analysis of the portfolios. The indicators 

under this paragraph are calculated once a month. 

(2) The total risk of the portfolio is measured through the historical volatility of the 

share price measured by way of the standard deviation. 

(3) The long-term strategy on the price risk management includes: 

1. an assessment of the applicability and the efficiency of the methods used for 

the measurement of price risk; 

2. making proposals to the Board of Directors of the MC in the event of 

establishing a need for a change in the methods used for the measurement of price risk. 

Art. 15. The head of the ‘Risk Management’ Department monitors the limitations on the 

investments by groups of financial instruments, on a daily basis, the said limitations 

being described in the Rules of the Fund, and in this way he/she ensures the observance 

of the risk policy adopted by the Fund. Each non-compliance with the limitations under 

the preceding sentence is documented by the ‘Risk Management’ Department and is 

reported to the Board of Directors in order for it to undertake corrective actions.  

 

V. CREDIT RISK AND COUNTERPARTY RISK 

 

Art. 16. Credit risk is the general risk of a decrease in the value of the investment in a 

security in case of unforeseen events of credit nature that are related to the issuers of the 

securities, the counterparty to exchange and off-exchange transactions, as well as in 

cases of unforeseen events in the countries in which they carry out their activity. 

Art. 17. The MC considers three main types of credit risk: 

1. Contractor risk is the risk of non-performance of the obligations on the part of the 

counterparty to an off-exchange transaction. The exposure of the Fund to the 

counterparty to a transaction involving derivative instruments traded off-exchange can 

be reduced by making use of a collateral, which must be liquid enough. The collateral is 

a liquid one if it can be sold at a price which is close to its estimate made prior to the 

time of the sale. 

2. Settlement risk is the risk arising from the possibility that the Fund might not receive 

pecuniary amounts or financial instruments from a contractor on the date of settlement, 

although the Fund has fulfilled its obligations to the said contractor under certain 

transactions. The MC measures this risk through the value of all the incomplete 

transactions with a counterparty as a percentage of the value of the portfolio managed. 

The transactions not included here are those concluded on terms of DVP settlement 

(delivery versus payment) and those concluded on markets with a functioning clearing 

mechanism.  

3. Investment credit risk is the risk of a decrease in the value of the investment in a 

certain debt security due to a credit event occurring with the issuer of this instrument. 

The credit event may consist in bankruptcy, insolvency, a considerable change in the 

capital structure, lowering the credit rating, etc. The MC carries out a qualitative and a 



 6 

quantitative credit analysis on the basis of: 

3.1. The financial statements of the issuer; 

3.2. The capital structure of the issuer; 

3.3. The security of the issue in those cases where the issue is secured; 

3.4. The management and the reputation of the issuer. 

Art. 18. The limits on transactions and the levels of risk related to credit risk are 

approved and reconsidered on an annual basis by the Board of Directors of the MC or, 

in those cases where necessary, at the suggestion of the ‘Risk Management’ Department.  

Art. 19 (1) The Management Company applies a short-term and a long-term strategy on 

the management of credit risk and counterparty risk. 

(2) The Short-term strategy on the management of credit risk and counterparty risk 

includes: 

1.  current and subsequent assessment of the credit risk of debt financial 

instruments within the portfolio of the Fund by way of a qualitative and a quantitative 

analysis on the basis of the financial statements of the issuer, the collateral of the issue, 

and the management and the reputation of the issuer, or by making use of the awarded 

external credit rating for the purposes of the assessment. 

2.  current and subsequent assessment of the credit risk of the counterparty to an 

off-exchange transaction by way of a qualitative and a quantitative analysis on the basis 

of the financial statements of the contractors to off-exchange transactions, the security 

granted (in the event there is such), the management and the reputation of the respective 

contractor, or by making use of the external credit rating awarded to the contractor; 

3. tracking the value and frequency of the incomplete transactions with a 

certain contractor; 

4. daily control over the observance of the statutory limits and the internal ones 

adopted in relation to credit risk concentration; 

5. constant monitoring of the development and the interrelations between the 

markets and the economy, which facilitates the identification of potential risks of 

concentrations of credit risk (both at the level of the group, and on an individual basis) 

and the factors which provoke them.  

(3) The long-term strategy on the management of credit risk and counterparty risk 

includes: 

1. creating adequate systems for information management, which make it 

possible to identify the concentrations of credit risk and counterparty risk; 

2. implementation of the investment strategy of the Fund and preservation to a 

maximum extent of the investments of those who have invested in the Fund. 

3. restructuring the portfolio of the Fund in the event of establishing a risk of 

lowering the solvency of a certain issuer or contractor or a group of issuers or 

contractors, or excessive concentration of the credit risk, etc. The portfolio of the Fund 

is restructured at the suggestion of the ‘Risk Management’ Department, in coordination 

with the department/s that is/are in charge of the investments and the analyses. 

 

 

VI. OPERATIONAL RISK 

 

Art. 20. (1) The operational risks can be:  

а. Internal ones – those related to the organization of the work of the Management 

Company in connection with managing the Fund. 

b. External ones – those related to the macroeconomic, political and other factors, which 

exercise and/or may exercise an influence over the activity of the Management 

Company in connection with managing the Fund.  
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(2) The internal operational risks consist of, without being limited to:  

а. Risks associated with the staff; 

b. Technological risk. 

(3) The external operational risks consist of (without being limited to):  

а. Environment-related risk; 

b. Risk of physical interference. 

Art. 21. (1) The assessment of the operational risks associated with the activity of the 

Fund is carried out by the ‘Risk Management’ Department.  

(2) The employees working for the Management Company shall render full support to 

the ‘Risk Management’ Department.  

(3) The risks associated with the activity of the Fund shall be given one of the following 

estimates:  

1. low – where all the risks are covered through adequate control procedures of high 

efficiency and there either are no departures or the departures are inconsiderable ones; 

2. average – where all the risks are covered to a certain degree through control 

procedures of insufficient efficiency; 

3. high – where not all the risks are covered through control procedures and/or the 

procedures of preliminary control are either missing or do not operate effectively, as a 

result of which the observance of the principles of good management and transparency 

is violated. 

Art. 22. (1) Risks associated with the staff are the risks of losses related to the 

possibility of errors, bad faith, insufficient qualification and unfavourable changes in 

labour legislation.  

(2) Methods of management of the risks associated with the staff: 

• Clearly defined internal rules regarding the rights and obligations of the 

employees; 

• Clearly defined internal rules regarding the access to the information systems 

and databases of the Management Company; 

• Regular trainings of the staff on topics related to: 

- financial theory and practice; 

- risk management; 

- the regulatory framework that has bearing on the activity of the Fund; 

- information technology and security; 

- other.  

• Regular meetings between the separate units of the Management Company for 

sharing experience, impressions and recommendations concerning the sources of 

risk and looking for decisions regarding the management of risks and the 

minimization thereof; 

• Yearly discussions and assessments of the staff; 

• Maintenance of open, overt communications between the various units in the 

Management Company. 

Art. 23. (1) Technological risk is the risk associated with losses conditioned by the 

imperfection of the technology used - inadequacy of the operations performed, absence 

of preciseness of the methods of data processing, low quality of the data used.  

(2) Methods of managing the technological risks:  

• backup of the information system of the Fund; 

• procedure for restoration of the operability of the information system of the 

Fund; 

• organization and management of the employees’ access to the information 

system of the Fund; 
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- Definitions of the various classes of information kept by the MC; 

- Definitions of the levels of access on the part of the MC employees depending 

on their job descriptions.  

Art. 24. (1) Environment-related risk is the risk associated with the possible losses 

related to changes of non-financial nature in the environment in which the Fund is 

operating – changes in the legislation, political changes, changes in the tax system.  

(2) Methods of managing the risks associated with the environment:  

• Maintenance of an updated database of the normative regulations that have 

bearing on the activity of the Fund; 

• Making use of external consultants and law firms, if necessary, for bringing the 

activity of the Management Company in connection with managing the Fund in 

line with the regulatory requirements and the changes therein; 

• Taking an active participation in the public discussions which concern the 

planned changes in the regulatory framework that has bearing on the activity of 

the Management Company in connection with managing the Fund. 

Art. 25. (1) Risk of physical interference – these are the risks associated with losses 

resulting from direct physical interference in the activity of the Fund – robbery, terrorist 

act, unauthorized intrusion in the information system of either the Fund or the 

Management Company.  

(2) Methods of managing the physical interference risk:  

• Conclusion of a contract with a security company for 24-hour watching and 

controlling the premises in which the Management Company’s technological 

means and archives connected with managing the Fund are situated; 

• Preventive maintenance on a regular basis of the implemented systems of 

monitoring and control; 

• Development of a procedure for evacuation of the employees in the event of a 

direct physical intervention into the activity of the Management Company in 

connection with managing the Fund; 

• Procedure for reporting of incidents. 

Art. 26. (1) The Management Company applies a short-term and a long-term strategy on 

management of the operational risk associated with the performance of the activity of 

the Fund.  

(2) The long-term strategy lays down the following principles in the development of 

operational risk management: 

1. Identification of the main risk identifiers and presentation thereof to the Board of 

Directors of the MC. 

2. Creating a map of the processes in the MC and the rules regarding the distribution 

of tasks and responsibilities of the departments in relation to each of the processes. 

3. Statistical measurement of the points in which the highest number of events are 

concentrated. 

4. Improvement of the organization by way of laying down clear rules and 

instructions with respect to each one of the processes. 

5. Creating a strategy on mitigation of risk by signing insurance contracts and other 

mechanisms of transferring the risk. 

6. Collaboration of the ‘Risk Management’ Department and the ‘Normative 

Compliance’ Department. 

7. Designation of those employees who will be in charge of monitoring the processes 

which take place in the departments of the MC in relation to the activity of the Fund. 

 

(3) The short-term strategy on managing the operational risk includes: 

1. The main objective of the short-term strategy consists in defining those directions 
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which must be followed in the course of identification, assessment, supervision, control 

and mitigation of the operational risk associated with the activities of the Fund, as well 

as developing an organizational structure within the MC that shall be in charge of the 

creation and the practical application of the system of operational risk management. 

2. Identification of the operational risk – for the detection of operational risk and its 

differentiation from the other types of risk, the MC makes a thorough analysis of the 

business processes both in the company as a whole and in each of its departments, this 

being actually establishment of facts which help the disclosure, identification and 

localization of the sources and concentrations of the operational risk in the activity of 

the Fund. There can be a certain small number of risks that remain untracked (the 

unidentified risks). It is for this reason that an improvement is sought of the timely 

establishment of the unidentified risks in each of the departments. 

2.1 For the purpose of having a precise distribution of the operational events by risk 

classes depending on the initial cause of their occurrence, there are four basic categories 

of potential risk that are identified in the activity of the Fund: 

2.1.1 Risks related to staff - For instance: errors, bad faith, insufficient qualification. 

2.1.2 Technological risk - For instance: inadequacy of the operations conducted, 

absence of preciseness of the methods of data processing, low quality of the data used. 

2.1.3 Environment-related risk - For instance: changes in the legislation, political 

changes, changes in the tax system. 

2.1.4 Risk of physical interference – For instance: robbery, terrorist act, unauthorized 

intrusion in the information system, natural calamities, fire. 

2.2 Business process – one or several interrelated procedures or operations which jointly 

realize a certain business task and the said realization produces specific results. With a 

view to achieving more accurate results in the assessment of operational risk, some of 

the following business processes have been identified: 
2.2.1 Management of portfolios; 

2.2.2 Coordination and communication; 

2.2.3 Organization and management of sales and customer service; 
2.2.4 Risk management; 

2.2.5 Exercise of internal control; 

2.2.6 Distribution of shares of the Fund; 
2.2.7 Accountancy of the Fund; 

2.2.8 Accountancy of the MC; 

2.2.9 Logistics; 

2.2.10 Management of human resources; 
2.2.11 Management of the MC; 

2.2.12 Process of regulatory and internal group reporting, management information; 

2.2.13 Assessment of intangible assets. 

3. The short-term strategy on managing the operational risk shall necessarily include 

measures for facilitating the processing and the analysis of data, measures for control 

over the loss of data or their being used by unauthorized persons, as well as measures 

aimed at limiting the operational risk in the event that critical circumstances occur, etc. 

4. The long-term strategy lays down the following principles in the development of 

managing the operational risk associated with the activity of the Fund: 

- Identification of the basic risk identifiers and the presentation thereof to the Board of 

Directors of the MC; 

- Creating a map of the processes taking place in the company, including the distribution 

of tasks and responsibilities of the units in connection with each one of the processes. 

- Improvement of the organization, setting out clear rules and instructions regarding 

each one of the processes. 
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- Designation of those Heads of units who shall be held responsible for the quality of the 

data that are submitted and made use of. 

- Laying down the rules on collaboration with the ‘Normative Compliance’ Department 

of the MC. 

- Designation of the employees who shall be held responsible for monitoring the 

processes taking place in the units of the MC in connection with the activity of the Fund. 

5. Management/Mitigation of risk – the strategy includes the application of rules 

regulating the organizational structure and the levels of responsibility, as well as policies 

on the management of risks, the said policies being specified in the internal documents 

of the MC. The ‘Risk Management’ Department may as well carry out profound 

analyses of the risk factors and identify new methods of management/mitigation of the 

risks. 

 

VII. LIQUIDITY RISK 

 

Art. 27. (1) The Management Company analyzes the liquidity risk on the basis of 

historical data on the incoming and outgoing cash flows related to the activity of the 

Fund. 

(2) The MC monitors strictly the immediately available funds within the portfolio of the 

Fund in order to ensure that they do not fall below the minimum threshold specified in 

its Rules. 

(3) The Fund shall be obliged to invest in liquid transferable securities and other liquid 

financial assets, as well as to maintain a structure of the assets and liabilities that would 

make it possible for the Fund to perform its obligations concerning the repurchase of 

shares at any point in time.  

 (4) The Management Company manages liquidity risk in accordance with the rules on 

maintenance and management of liquidity. 

 

VIIІ. CONCENTRATION RISK 

 

Art. 28. (1) The MC is not allowed to invest more than 5 percent of the assets of the 

Fund in transferable securities or money market instruments issued by the same person. 

(2) The MC is not allowed to invest more than 20 percent of the assets of the Fund in 

deposits with the same person under Art. 38, para. 1, item 6 of the LACISOCIU. 

(3) (Amended through a decision of the BD dated 08 September 2021) The risk 

exposure of the Fund to the counterparty to a transaction involving derivative financial 

instruments traded off-exchange is not allowed to exceed any of the following 

thresholds: 10 percent of the assets in those cases where the counterparty is a credit 

institution under Art. 38, para. 1, item 6 of the LACISOCIU or 5 percent of the assets in 

the other cases. 

(4) The MC is entitled to invest up to 10 percent of the assets of the Fund in transferable 

securities or in money market instruments issued by the same person, provided that the 

total value of these investments with the persons in each of which the Fund invests more 

than 5 percent of its assets does not exceed 40 percent of the assets of the Fund. The 

limitation under sentence one shall not apply with regard to those deposits in credit 

institutions upon which prudential surveillance is exercised, neither does it apply to 

those transactions with the said institutions which involve derivative financial 

instruments traded off-exchange.  

(5) (Amended through a decision of the BD dated 08 September 2021) Regardless of 

the limitations under paras 1 through 3, the total value of the investments of the Fund in 

transferable securities or money market instruments issued by the same person, the 
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deposits with the said person, as well as the exposure to the same person arising as a 

result of transactions involving derivative financial instruments traded off-exchange 

shall not be allowed to exceed 20 percent of the assets of the Fund. 

(6) The MC is entitled to invest up to 35 percent of the assets of the Fund in transferable 

securities and money market instruments issued by the same person, providing that the 

securities and money market instruments are issued by or guaranteed by the Republic of 

Bulgaria, or by another Member State of the European Union, or by their regional or 

local bodies, or by a third country, or by a public international organization that at least 

one Member State is a member of.  

(7) (Amended through a decision of the BD dated 08 September 2021) The 

transferable securities and money market instruments under para. 6 and para. 24 shall 

not be taken into consideration for the purposes of the limitation under para. 4. 

(8) (Amended through a decision of the BD dated 08 September 2021) The 

investment limitations under paras 1 through 6 may not be combined where as a result 

of such combination the total value of the investments of a collective investment scheme 

in transferable securities or money market instruments issued by the same body, the 

deposits with that body and the exposure to the same body arising from transactions in 

derivative financial instruments of paras 1 through 6 and para. 24  will exceed 35 per 

cent of the assets of the Fund. 

(9) (Amended through a decision of the BD dated 08 September 2021) The 

companies included within the same group for the purposes of drawing up a 

consolidated financial statement in accordance with the well established accounting 

standards shall be regarded as one person when applying the limitations under paras 1 

through 8 and para. 24. 

(10) The total value of the investments in transferable securities or money market 

instruments issued by the companies within the same group is not allowed to exceed 20 

percent of the value of the assets of the Fund. 

(11) When calculating the risk exposure of the MF to the counterparty, the positive 

market value of the derivative contract traded off-exchange with the said counterparty 

shall be made use of. The positions of the MF in derivative instruments with one and the 

same counterparty can be netted providing that the MC is able to guarantee the 

implementation of the netting agreements with the counterparty on behalf of the MF. 

Netting can only be carried out with regard to exposures in derivative instruments traded 

off-exchange with one and the same counterparty. No netting is allowed against other 

exposures of the collective investment scheme to the same counterparty.  

(12) When calculating the risk exposure of the MF to the counterparty, the MC takes 

into account the limitations under paras 1 through 3 in the event of existence of a 

collateral. The collateral can be accounted for at net value providing that the MC is able 

to guarantee the implementation of the netting agreements with the said counterparty on 

behalf of the MF.  

(13) The MC calculates the limitations on concentration of the issuer under paras 1 

through 10 on the grounds of the basic exposure arising from the use of derivative 

financial instruments in accordance with the method of the obligations assumed.  

(14) In the course of calculating the risk exposure of the MF to a counterparty to a 

derivative instrument traded off-exchange under paras 4 and 5, the MC shall have to 

include in these calculations all the risk exposures to the counterparty to a derivative 

instrument that is traded off-exchange. 

(15) An MC operating at the account of all the collective investment schemes it manages 

shall not be allowed to acquire voting shares that would make it possible for the MC to 

exercise considerable effect upon the issuer’s management. The Fund shall not be 

allowed to acquire more than: 
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1. ten percent of the non-voting shares issued by the same person; 

2. ten percent of the bonds or other debt securities issued by the same person; 

3. twenty-five percent of the shares of the same collective investment scheme or another 

collective investment undertaking which fulfils the requirements set out in Art. 4, para. 1 

of the LACISOCIU; 

4. ten percent of the money market instruments issued by the same person. 

(16) The MC shall be entitled to invest no more than 10 percent of the assets of the Fund 

in shares of one and the same collective investment undertaking under Art. 38, para. 1, 

item 5 of the LACISOCIU, regardless of whether the said undertaking has its registered 

seat in a Member State or not. 

(17) The total amount of the investments in shares of collective investment undertakings 

other than a collective investment scheme is not allowed to exceed 10 percent of the 

assets of the Fund. 

(18) The MF is entitled to contract repo transactions regarding the purchase of financial 

instruments with a proviso for their repurchase on the part of the seller at a price and 

within the term specified in the contract between the two parties with due regard for the 

following limitations: 

1. during the term of the contract, the MF is not allowed to sell those financial 

instruments which form the subject matter of the contract prior to the time the 

counterparty has exercised its right or prior to the time the deadline for the repurchase 

has expired, except where the latter does not have any other means of performance of its 

liability under the contract. The preceding sentence shall not apply in those cases where 

the counterparty has failed to perform its obligations concerning the repo transaction 

contract and, by virtue of the contract, the said non-performance gives the MF the right 

to sell the financial instruments; 

2. the value of the repo transactions contracted by the MF must not impede the 

performance of its liability to repurchase its shares at any point in time upon the request 

of their holders. 

(19) The financial instruments which can be subject to a transaction under para. 18 are 

the following ones: 

1. money market instruments within the meaning of Art. 38, para. 1, item 9 of the 

LACISOCIU; 

2. bonds issued or guaranteed by a Member State, or by another country which is a party 

to the OECD Agreement (the Agreement on the Organization for Economic 

Collaboration and Development), or by their central banks, or by their bodies of local 

self-government, or by the European Central Bank, or by the European Investment 

Bank, or by a public international organization that at least one Member State is a 

member of; as well as qualified debt securities issued or guaranteed by third countries 

having a credit rating that is not lower than the investment one awarded by a credit 

rating agency registered or certified in accordance with Regulation (ЕU) No. 1060/2009; 

3. shares issued by a collective investment scheme under Art. 38, para. 1, item 5 of the 

LACISOCIU; 

4. bonds traded on a regulated market in a Member State or another country which is a 

party to the Agreement on the Organization for Economic Collaboration and 

Development, and the trade in the said bonds is liquid enough;  

5. shares traded on a regulated market in a Member State or another country which is a 

party to the Agreement on the Organization for Economic Collaboration and 

Development, provided that the said shares are included in an index maintained by this 

market. 

(20) The Fund is entitled to contract repo transactions regarding the sale of financial 

instruments with a proviso for their repurchase on the part of the MF at a price and 
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within the term specified in the contract between the parties, and upon the maturity date 

there must be sufficient funds available for the payment of the amount contracted for the 

repurchase of the financial instruments. 

(21) Upon contracting repo transactions, the risk exposure of the Fund to each separate 

counterparty is not allowed to exceed 10 percent of the assets of the Fund in those cases 

where the counterparty is a bank under Art. 38, para. 1, item 6 of the LACISOCIU, or 5 

percent of the assets of the Fund in all the other cases. 

(22) The limitations under this section shall not apply in the cases of exercise of 

subscription rights arising from transferable securities and money market instruments 

which form part of the assets of the Fund. 

(23) In the cases and under the conditions provided for in the Rules of the Fund, and in 

accordance with Art. 50, paras 2 and 3 of the LACISOCIU, some of the limitations 

under the preceding paragraphs may not apply in the event of a transformation in which 

the Fund takes part as a host collective investment scheme for which the Commission is 

the competent body, this being valid for up to 6 months following the date of entering 

the merger or the takeover in the respective register.  

(24) (A new one, adopted through a decision of the BG dated 08 September 2021) 

The MC shall be entitled to invest up to 25 per cent of the assets of the Fund in bonds 

issued by a credit institution having its seat in a Member State, which is subject to 

supervision aiming at protection of bond holders, including the requirement that the 

funds raised through the issue should be invested in assets which would ensure 

throughout the full term of the issue coverage of claims in relation to the bonds, and 

which would be used with priority for payment of obligations to bond holders in case of 

the issuer’s bankruptcy. The total amount of the investments under the first sentence in 

excess of the limit under Paragraph 1 for exposures to an individual issuer may not 

exceed 80 per cent of the assets of the Fund. The Commission shall notify the European 

Commission of the categories of bonds and issuers, which meet the requirements of the 

first sentence according to the Bulgarian legislation. 

(25) (Renumbered from Paragraph (24), adopted through a decision of the BG 

dated 08 September 2021) In the event of a violation of the investment limitations 

under this section due to reasons beyond the control of the MC, or resulting from the 

exercise of subscription rights, the MC shall give priority to bringing – not later than six 

months following the occurrence of the violation – the assets of the Fund in line with the 

investment limitations by way of sales transactions, giving consideration to the interests 

of the shareholders. 

(26) (Renumbered from Paragraph (25), adopted through a decision of the BG 

dated 08 September 2021) In the cases under para. 25, it is within 7 days following the 

occurrence of the violation that the MC shall be obliged to notify the Financial 

Supervision Commission (‘FSC’), submitting information about the reasons for the 

occurrence of the violation and the measures undertaken for the elimination thereof.  

Art. 29. (1) In connection with all the risks that the MF is exposed to, the MC 

undertakes the following actions:  

1. establishes and adequately documents those organizational measures, 

processes and techniques of measurement of the risks which guarantee that the risks 

associated with each position and its effect upon the general risk profile are correctly 

measured on the basis of accurate and reliable data; 

2. if necessary, the MC carries out periodic back tests aimed at examining the 

validity of those measures regarding risk measurement which include forecasts and 

estimates based on a model; 

3. if necessary, it conducts periodic stress tests and scenario analyses, the 

purpose of which is to prepare the carrying out of actions in the event of occurrence of 
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the risks arising from those potential changes in market conditions that might have their 

unfavourable effect upon the Fund;  

4. establishes, applies and maintains a system of documents, which constitutes 

a system of internal risk limitation thresholds for the Fund and: 

а) provides conformity with the risk profile of the Fund; 

b) specifies the measures that are applicable to the management and control over the 

respective risks of the Fund, due regard being given to all those considerable risks which 

are identified in accordance with these Rules; 

5. guarantees that the current level of risk for the Fund corresponds to the level 

defined by the system of internal risk limits under item 4; 

6. establishes, applies and maintains appropriate procedures, which ensure the 

undertaking of timely corrective actions in the best interest of the shareholders in the 

event of occurrence of foreseen/foreseeable violations of the system of internal risk 

limits under item 4.  

(2) The Board of Directors of the MC establishes internal risk limitation thresholds, 

which: 

1. As for the risky and moderately risky MF, they are set at the level of 99 % of the 

limitations under Art. 28, paras 1 through 19; 

2. As for the conservative and moderately conservative MF, they are set at the 

level of 99 % of the limitations under Art. 28, paras 1 through 19. 

 (3) Any non-observance of the thresholds under para. 2 shall be documented by the 

‘Risk Management’ Department and shall be reported to the Board of Directors in order 

for corrective actions to be undertaken. 

 

ІX. MONITORING AND PERIODIC ASSESSMENT OF CONFORMITY WITH 

THE INTERNAL RULES ON RISK MANAGEMENT 

 

Art. 30. The Management Company shall necessarily assess the risks associated with 

the portfolio of the Mutual Fund making use of data about a fixed period of time (for 

instance a month, a year, etc.) and updating the incoming data on a daily basis.  

Art. 31. The ‘Risk Management’ Department works in close collaboration with the 

‘Normative Compliance’ Department of the MC. The said collaboration includes the 

following activities, which are not exhaustively listed: 

1. The Head of the ‘Normative Compliance’ Department shall inform the Head 

of the ‘Risk Management’ Department of any changes in the regulatory framework 

which concern the activity of the ‘Risk Management’ Department, the staff of the MC 

and/or the activity of the collective investment schemes; 

2. The Head of the ‘Normative Compliance’ Department shall notify the Head of 

the ‘Risk Management’ Department about those decisions of the Board of Directors 

which concern the activity of the Department, including, but not limited to the adoption 

of rehabilitation programmes, etc.; 

3. The Head of the ‘Normative Compliance’ Department shall immediately 

notify the Head of the ‘Risk Management’ Department and the Board of Directors about 

any ascertained abuse, fraud, errors and/or misstatements related to the operational risk; 

4. The Head of the ‘Normative Compliance’ Department shall render support to 

the ‘Risk Management’ Department in the course of preparing a draft for amendments 

and/or supplements to these Rules in the event that such are necessary; 

5. The ‘Risk Management’ Department shall provide full support to the 

‘Normative Compliance’ Department, including by way of informing it of the 

ascertained irregularities, errors or fraud with a view to undertaking the actions 

necessary for preventing and/or eliminating the negative consequences thereof.  
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X. TYPES OF DERIVATIVE FINANCIAL INSTRUMENTS. TYPES OF RISKS 

 

Art. 32. (1) The Management Company contracts transactions involving derivative 

instruments for the sole purpose of risk management.  

(2) The Management Company contracts on behalf of the Fund (as a buyer or a seller) 

derivative contracts which fulfil the following criteria:  

1. derivative financial instruments, including instruments equivalent thereto, the 

obligations under which can be performed by way of a cash payment, and which are 

traded on regulated markets under Art. 38, para. 1, items 1 through 3 of the 

LACISOCIU, and/or derivative financial instruments traded on off-exchange markets of 

derivative financial instruments traded on off-exchange markets, provided that: 

а) their underlying assets are securities, financial indexes, interest rates, currency or 

currency exchange rates in which the Mutual Fund is entitled to invest in accordance 

with its investment policy set out in its Rules; 

b) the counterparty to the transaction in these derivative financial instruments is an 

institution which is the subject of prudential surveillance and fulfils the requirements 

approved by the Vice President; 

c) they are a subject of a reliable and verifiable daily assessment and can be sold, 

liquidated or closed by way of an offset transaction at fair value at any point in time on 

the initiative of the MF. 

 

 Art. 33. The derivative financial instruments in which the Management Company 

invests at the expense of the Fund for the purpose of risk management are:  

• interest futures, futures upon interest indexes, futures upon bonds, currency 

futures, futures upon shares, 

• contracts of forward rate of exchange, 

• forward engagements of purchase or sale of debt instruments, 

• options upon interest rates, 

• options upon debt instruments, 

• options upon shares, 

• options upon financial futures, 

• options upon swaps, 

• options upon currency exchange rates, 

• warrants upon debt instruments, 

• warrants upon shares, 

• swaps. 

Art. 33а. (A new one, adopted through a decision of the BG dated 21 March 2017) 

Where transactions involving off-exchange derivatives are contracted, the policies 

applied shall be those fulfilling the requirements set out in Art. 48а of Ordinance No. 44, 

namely the Policy of the Fund on Collaterals and Reinvestment of Cash Collaterals and 

the Policy on Provision for Losses from Assets Received as Collaterals. 

Art. 34. (1) The main risks associated with the derivative financial instruments specified 

in Art. 33 are related to the risks characteristic of the underlying instruments on the basis 

of which they are constructed. The main risks characteristic of the said derivative 

instruments are the following ones: 

1. Market risk – the risk of a change occurring in the value of derivative 

instruments as a result of a change in the interest rates, the prices of securities, the 

values of the indexes or the currency exchange rates that serve as underlying 

instruments on the basis of which they are constructed. The main types of market risk 
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that are characteristic of the said derivative financial instruments are the price risk, the 

interest risk and the currency risk, which are described in these Rules. The market 

risk of hedging instruments is considered along with the risk of the hedged position 

within the portfolio. The market risk of the hedging instruments is determined in 

connection with the structuring of the hedging transactions and the maintenance of an 

effective hedge. 

2. Credit risk of the counterparty – The risk of losses which arises due to 

the debtor’s incapability to perform his obligations under the contract concluded. This 

risk is considerably higher for the off-exchange derivatives (ОТС Derivatives), as the 

settlement under the transaction is made directly with the counterparty. Considerably 

lower is the credit risk associated with the exchange contracts, as the clearing house 

plays the role of a counterparty to the transaction, and the contractors maintain the 

minimum required financial means in a margin account with the clearing house, the said 

financial means guaranteeing that the payment due shall be made. 

3. Settlement risk – the credit risk borne by the contractors under a 

transaction in the period of settlement. This risk е considerably higher for trade 

involving instruments on off-exchange markets. For the purpose of mitigation of the 

said risk, the parties to the transaction are entitled to make a bilateral agreement on 

netting, which shall allow for netting of the payments, without carrying out any real 

purchase or sale of the underlying instruments. 

4. Liquidity risk – the risk of losses due to the impossibility for the Mutual 

Fund to take a loan or to terminate a certain position in the event of unfavourable and 

unforeseen market changes, avoiding the significant negative effect this may have upon 

the value of the derivative instrument. Those derivative contracts which are concluded 

on an off-exchange market (OTC market) have a considerably lower liquidity in 

comparison with the exchange derivative instruments. 

5. Basic risk in futures contracts – the probability of extension of the 

spread between the market and the futures price of the underlying instrument, the said 

probability arising in those cases where the characteristics of the hedging instrument 

differ from those of the position which is being hedged.  

6. Leverage risk (leverage) – the possibility of a leverage or financing a 

certain percentage of the investment using borrowed funds, which gives rise to a risk of 

loss of an amount exceeding the investment in the respective derivative instrument. 

 (2) The total risk exposure arising as a result of transactions involving derivative 

financial instruments should not exceed the net value of the assets of the Fund.  

(3) The total risk exposure for the main types of derivative financial instruments is 

determined on the basis of the market and fair price of the derivative instrument, due 

regard being given to the current value of the underlying assets, the risk associated with 

the counterparty to the transaction, the indicators of future market changes and the time 

needed for closing the positions. 

(4) The MC consistently applies the method of the obligations assumed to all positions 

in derivative financial instruments, including the embedded derivative instruments, 

regardless of whether they are used as part of the total investment policy of the 

collective investment scheme for the purposes of mitigation of the risk or for the 

purposes of effective management of the portfolio.  

(5) In the course of application of the method of the obligations assumed for calculating 

the total risk exposure of the collective investment scheme, the value of each position in 

the derivative financial instrument is equalled to the market value of an equivalent 

position in the underlying asset of the same derivative instrument. The calculations 

regarding the respective derivative instruments are carried out in the following way: 

1. futures: 
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a) futures upon interest indexes – market value of the underlying asset, i.e.: 

number of the contracts * nominal value * level of the index; 

b) futures upon bonds – market value of the underlying asset, i.e.: number of 

the contracts * nominal value * market price of the ‘cheapest-to-deliver’ 

bond weighted through the conversion factor; 

c) interest futures – number of contracts * nominal value; 

d) currency futures – number of contracts * nominal value; 

e) futures upon shares – number of contracts * multiplier * market price of 

the basic share. 

2. forward contracts: 

а) contracts of forward rate of exchange – principal (i.e. market value of the 

underlying asset) under the forward contract; 

b) forward engagements of purchase or sale of debt instruments – principal 

(i.e. market value of the underlying asset) under the forward contract; 

c) currency forward contract – the principal in the respective currency. 

3. options: 

а) options upon shares – market price of the underlying asset, weighted 

through the delta of the option, i.e.: number of contracts * number of shares 

in each contract * price of share * delta; 

b) options upon debt instruments – market price of the underlying asset 

weighted through the delta of the option, i.e.: principal * price of the bond * 

delta; 

c) options upon interest rates – principal * delta; 

d) currency options – principal in the respective currency * delta. 

4. warrants: 

а) warrants upon shares – market price of the underlying asset weighted 

through the delta of the warrant, i.e.: number of contracts  * number of shares 

* price of a share * delta; 

b) warrants upon debt instruments – market price of the underlying asset 

weighted through the delta of the warrant, i.e.: principal * price of the bond * 

delta; 

5. interest swap – nominal value of the contract (fixed party); 

6. CDS: 

а) in case of a purchase of protection – market value of the underlying asset; 

b) in case of a sale of protection – the market value of the underlying asset or 

the nominal value of the underlying asset, whichever is higher. 

(6) The assessment of the total risk exposure includes: 

1. Calculating the exposure arising from each separate derivative instrument. 

 2. Identification of the agreements on netting or hedging. Each netting or 

hedging has its net exposure calculated as follows: 

а) the gross exposure is equal to the aggregate amount of the exposures to the 

separate financial derivative instruments, following the accounting for netting;  

b) if the agreement on netting or hedging concerns positions in securities, the 

market value of securities may be used for netting of the gross exposure; 

c) the absolute value of the result of the calculation is equal to the net exposure. 

3. The total risk exposure is equal to the aggregate amount of: 

а) the absolute value of exposure per each separate derivative instrument not 

included in netting or hedging agreements; 

b) the absolute value of the net exposure received after accounting for the netting 

and hedging agreements. 

(7) When calculating the total risk exposure of the Fund, the Management Company is 
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entitled to take into consideration certain agreements on netting and hedging providing 

that the said agreements do not ignore apparent and considerable risks and bring about 

obvious mitigation of risk exposure. 

(8) Netting is allowed between: derivative financial instruments constructed upon the 

same underlying instrument, irrespective of the date of their maturity; positions in 

securities (shares, bonds, etc.) and derivative financial instruments the underlying asset 

of which is the respective security. 

(9) In order to make use of the possibility of mitigating its total risk exposure, the MC is 

supposed to prove that the prices of the hedged instrument and the hedging one always 

move in opposite directions and demonstrate a strong negative correlation, irrespective 

of the market conditions. 

(10) If the use of derivative financial instruments does not create any additional risk 

associated with the Fund, the basic exposure is not included in the calculation of 

liability. 

(11) (Amended through a decision of the BD dated 03 August 2021) The Fund do not 

have the right to take out loans. 

 (12) Methods of assessment of the risks associated with investments in derivative 

financial instruments: 

1. Market risk – the interest, currency and price risk of the underlying 

instruments is measured on the basis of the quantitative methods that are 

described in these Rules. As for the assessment of sensitivity of the price 

of options and warrants to the various risk factors that determine their 

price, the following measures are made use of: 

a) Delta – the change in the value of the option/the warrant as a result of the 

changes in the price of the underlying asset; 

b) Theta – the change in the value of the option in the course of 

approaching the date of maturity, the other factors remaining unchanged; 

c) Vega – a change in the value of the option with respect to the changes in 

volatility. 

2. Basic risk – the exposure to a basic risk is measured through the 

difference between the current value of the underlying asset and its 

contractual futures price. 

3. Credit risk associated with the counterparty – it is measured through 

the market value of the receivable from the respective contractor.  

4. Settlement risk – it is measured through the market value which forms 

the subject matter of the transaction settlement. 

5. Leverage risk – it is measured through the market value of the leverage 

percentage contracted for the transaction. 

6. Liquidity risk – it is measured through the following methodology:  

 

Max loss = W*S*1/2, where 

 

W denotes the market value of the derivative instrument, 

S denotes the spread between the asking price and the bid price divided 

by the average price 

 

 

 

(13) The total value of the Fund’s exposure connected with derivative financial 
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instruments is not allowed to be higher than the net value of its assets. Where certain 

transferable securities or money market instruments contain an embedded derivative 

instrument, the exposure of the Fund to this derivative instrument shall be taken into 

consideration when calculating the total exposure under the preceding sentence. 

1. If the collective investment scheme applies techniques and instruments for the 

effective management of the portfolio under Art. 42 of the LACISOCIU, including 

agreements on repurchase, for the purpose of creating additional leverage or  exposure 

to market risk, the Management Company shall take into consideration these 

transactions when calculating the total risk exposure of the MF. 

2. (Amended through a decision of the BD dated 08 September 2021) Where the 

Fund invests in derivative financial instruments based on indexes, these instruments 

shall not be combined for the purposes of the investment limitations under Art. 28. 

3. For the purposes of this paragraph, the risks related to the exposure in derivative 

financial instruments are calculated taking into consideration the current value of the 

underlying assets, the risk of the counterparty to the transaction in the derivative 

financial instrument, the future fluctuations on the market, as well as the period of time 

necessary for closing the position. 

(14) (A new one, adopted through a decision of the BD dated 03 August 2021) The 

Fund may not acquire precious metals and other commodities or certificates over them. 

(15) (A new one, adopted through a decision of the BD dated 03 August 2021) In 

those cases where the management company act at the expense of the Fund, they do not 

have the right to enter into a contract of short selling. 

Art. 35. (1) In the event of hedging the assets of the Fund with derivative financial 

instruments, the Management Company shall pay due regard to the limitation according 

to which the value of the underlying asset of each separate hedging position can exceed 

the value of the asset at the time of contracting the transaction, the said asset being 

owned by the Fund as part of its portfolio.  

(2) The amount of the positions in those derivative financial instruments in which the 

Management Company invests at the expense of the Mutual Fund for the purpose of 

risk management is dependent on the efficiency of hedging. 

(3) The amount of the positions in derivative instruments is determined on the basis of 

the following main principles:  

1. The basic factor that determines the efficiency of hedging transactions is the 

choice of a hedging instrument with an underlying asset or assets which ensure the best 

correlation between the price of the hedging instrument and the price which underlies 

the respective risk that is being hedged. 

2. Hedging is regarded as highly effective providing that both at the beginning of and 

in the course of its existence it is expected that the changes in the fair value or the cash 

flows of the hedged asset shall be almost fully compensated for by the changes in the 

fair value and the cash flows of the hedging instrument, and the specific results are 

within the rage of 80-125 %. 

(4) (Amended through a decision of the BD dated 08 September 2021) In the course 

of managing the assets of the Mutual Fund, the Management Company monitors and 

assesses the efficiency of the hedging on a daily basis, applying the principles of IFRS 

9. 

(5) Acting at the expense of the Fund, the MC maintains and stores the reporting 

information by types of hedging transactions and submits to the Financial Supervision 

Commission the information under Art. 60, para. 1, item 3 of the LACISOCIU. 

apis://NORM|40980|8|45|/
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XI. ACCOUNTING PROCEDURES RELATED TO RISK MANAGEMENT 

 

Art. 36. The main purpose of the accounting procedures consists in the adequate 

collection, processing and presentation of truthful, systematic and timely information 

about the level of risk to which the Mutual Fund is exposed. 

Art. 37. The timely and truthful presentation to the Board of Directors of the 

information about the level of exposure to risk is a prerequisite for avoidance of 

concentration of the risks and incurrence of financial losses. 

Art. 38. The accounting procedures must ensure comprehensiveness of the business 

processes, this minimizing the risk of loss and distortion of the information about the 

current state of the Mutual Fund. 

Art. 39. The accounting procedures must ensure appropriate structuring of the financial 

and accounting information for the purposes of managing the risks that the Management 

Company is exposed to. The said structuring is achieved by way of detailed and 

adequate grouping of the information contained in the primary accounting documents, 

on the basis of the individual chart of accounts and the specialized software support. 

Art. 40. In order to achieve the objectives of the accounting procedures related to the 

management of risks, coordination is necessary with all the units within the 

Management Company. 

Art. 41. The prerequisites for the proper functioning of the accounting procedures are 

the following ones: 

1. Implementation of the accounting policy approved by the Board of Directors, the said 

policy being designed in conformity with the international standards on financial 

reporting; 

2. Truthful, accurate and timely accounting for the business processes; 

3. Providing the required information flow to the accounting department; 

4. Timeliness of the information submitted to the accounting department; 

5. Structuring the individual chart of accounts for the purposes of receiving the 

necessary accounting information; 

6. Active interaction with the ‘Risk Management’ Department and the other units within 

the Management Company for receiving truthful and timely information about the level 

of exposure to risk; 

7. Availability of software products aimed at automation of the processes, 

systematization of the information, facilitating the access to the data contained in the 

primary documents and sources, and their reliable storage; 

8. Organizational structure of the accounting department in conformity with the needs of 

the Management Company, presence of clearly defined rights, responsibilities and levels 

of access to the information; 

9. Accounting for all the operations on a daily basis, as well as reassessment of the 

financial instruments within the portfolio of the Fund, in compliance with the regulatory 

requirements and the accounting policy that has been adopted; 

10. Drawing up statements on a daily basis of the information about risk assessment and 

submitting them to the other units within the Management Company, and to the 

Executives thereof, as well as analysis of the said information. Preparing a balance sheet 

and an analytical trial balance on a daily basis and active participation in the preparation 

of daily reports; 

11. Provision for corrective actions for the cases in which errors of various nature are 

committed by the accounting department; 

12. Possibility of exercising control over the activity by the ‘Normative Compliance’ 

Department and the Board of Directors of the Management Company; 
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13. Reliable safekeeping of the paper copies containing information, this being ensured 

by way of providing premises appropriate for this purpose.  

Art. 42. The Management Company determines the sources of price information, the 

data that will be used for daily and/or monthly reassessment of the positions within the 

portfolio of the Fund, as well as the employees who will be held responsible for the said 

reassessment. 

Art. 43. The sources of price information are the regulated markets – ‘Bulgarian Stock 

Exchange’ АD and those foreign regulated markets on which the financial instruments 

are traded. 

Art. 44. The sources of quotes are the globally recognized information agencies, such as 

REUTERS, BLOOMBERG, etc. As far as the assessment of Bulgarian government 

securities is concerned, it is possible to use quotes of primary dealers for them, and in 

this case there is a requirement according to which the dealers and the persons in charge 

of the collection and processing of the information should be specified. 

Art. 45. As for those positions in the financial instruments which do not have current 

price quotes, a method of calculating the fair price of each position is selected, and the 

said method is consistently applied. Those employees who are in charge of the 

calculation of fair prices must be able to provide explanations about the calculations and 

should examine on a regular basis the appropriateness and the adequacy of the methods 

used. 

Art. 46. The Management Company should delegate responsibilities to employees for 

the purpose of monitoring the fluctuations in the settlement of transactions involving 

debt instruments, shares, currencies and commodities.  

 

XІI. ADMINISTRATIVE PROCEDURES 

 

Art. 47. The administrative procedures which are necessary for carrying out the 

activities of the MC are: 

1. These Rules on the risk management of the Fund, which are amended and 

supplemented by the Board of Directors and take effect after their being 

approved by the Vice President of the Financial Supervision Commission; 

2. Availability of a system for the exercise of control in accordance with the 

internal organization of the MC; 

3. A series of actions carried out on the part of the employees in connection with 

performing the activities of the MC in accordance with the licence issued 

thereto; 

4. Authorization of employees for confirming and signing documents within the 

scope of activities of the MC; 

4.1. The authorization of employees for confirming and signing documents shall be 

given through the respective Powers of Attorney which specify the rights that 

each employee is provided with; 

4.2. In the course of authorizing employees for confirming and signing documents 

within the scope of the activity of the MC, due regard should be given to the 

observance of the ‘four eyes principle’ of checking the primary documents as 

well as the subsequent ones; 

4.3. In the event of a change in the employees’ power of representation, the 

institutions and the persons in front of which the authorized employees have 

been presented must be duly notified of the change; 

5. A procedure is available for the creation, operation and management of the data 

and documents within the MC, including the storage thereof; 

5.1. The documents are prepared by the employees of the department within the 
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competence of which the preparation of documents lies; 

5.2. The flow of documents takes place in conformity with the internal rules of the 

MC; 

5.3. Documentation is maintained and archives are kept in accordance with the 

requirements of Ordinance No. 44 and the other applicable legislation. 

6. The administration and management of the information system are performed 

either by the MC or by external contractors of the MC. 

7. Rules are laid down and employees are held responsible for informing the 

Financial Supervision Commission with regard to the activity of the MC. 

(2) The administrative procedures under para. 1 are those specified either in a regulatory 

act, or in other internal rules of the MC, or in a separate internal document. 

 

Art. 48. (1) The internal rules of the MC must contain and provide: 

1. identification, collection and distribution of reliable and truthful information in an 

appropriate form and within appropriate terms, which makes it possible for each person 

within the MC to assume certain responsibility; 

2. effective communication along a horizontal and a vertical line at all levels of 

hierarchy within the MC; 

3. policies and procedures for authorization and approval; 

4. policies and procedures for distribution of responsibilities in a way which makes it 

impossible for the same employee to bear simultaneous responsibility for approval, 

execution, accounting for and control over a transaction; 

5. policies and procedures relating to the access to information; 

6. rules on the management of human resources. 

(2) In view of the distribution of functions among the various departments and among 

the employees within each department, and with due regard being given to the 

observance of the requirement for distribution of responsibilities, there should be drawn 

up a job description of each position held within the MC and the job descriptions should 

be abided by. A job description determines the requirements for the persons upon their 

appointment to the respective position and the scope of obligations assigned thereto. 

Art. 49. It is in its internal rules that the Management Company regulates the cases of 

confidentiality in the operation with internal information, as well as the norms of the 

employees’ conduct with respect to customers of the Management Company in those 

cases where the service sought by a customer is connected with an investment the 

information about which is not in the public domain. 

 

XIІI. ACCOUNTING RECORDS AND DISCLOSURE OF INFORMATION 

 

Art. 50. The ‘Risk Management’ Department draws up and provides: 

1. the Executive Director or the authorized signatory for the MC with monthly 

reports on the Fund, which include indicators measuring each separate type of risk, the 

said indicators being laid down in these rules, as well as other indicators ensuring the 

availability of additional management information. 

2. the Board of Directors with a report regarding the activity of the ‘Risk 

Management’ Department, on a regular basis, yet not less frequently than once a year. 

 

Art. 51. (1) Reporting the incidents that have occurred, the purpose thereof being: 

1. To help the formation of an information database regarding the losses ensuing 

from operational incidents.  

2. To support the increasing of the level of risk culture, and respectively, the 

improvement of the process of risk management and the opportunities for limiting the 
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operational risk by way of extending the information about the actual price thereof. 

3. To measure, on a regular basis, the amount of incidents arising as a consequence 

of the operational risk, and providing the Executives with better opportunities for the 

management of cost restrictions. 

4. To improve the possibility of reaction in the cases of considerable operational 

incidents. 

5. To bring the requirements for the functional units in line with the requirements 

laid down in the regulatory framework. 

6. To create a fully synchronized procedure for the collection and reporting of data, 

as well as for the avoidance of repetition of information and omissions. 

(2) The policy on risk management requires immediate reporting of those incidents 

which are considerable ones, or have the nature of a danger, or have bearing on the 

reputation of the company, or have an illegal or desecrating effect. 

(3) For the purpose of increasing the level of culture in the management of risk 

situations and assessment of the adequacy and the efficiency of the measures 

undertaken, the Fund should maintain a journal of the registered incidents, the said 

journal containing a description of the event, the place of its occurrence, the date and the 

time of the said occurrence, the person/persons that has/have registered the incident, as 

well as the person/persons in charge and the tasks performed. 

 

Art. 52. (1) (Amended through a decision of the BD dated 10 Feb. 2017) The MC 

carries out assessment, control and review of the risk management system at least once a 

year. The periodic examination, control and assessment are documented and the date on 

which they took place is specified as well. The period covers the current financial year. 

(2) On the basis of the check carried out under para. 1 above, and if it is necessary to 

make amendments to the Rules on risk management, the Board of Directors of the MC 

adopts the amendments to the Rules and they are introduced to the FSC for their being 

approved in accordance with the procedure laid down in Art. 18, paras 1 and 2 of the 

LACISOCIU, not later than 7 days following the date of their adoption.  

 

Art. 53. (1) It is at least once a year, on behalf of and at the expense of the Fund, that 

the MC makes public the following information: 

1. information with regard to the objectives and the policy in connection with managing 

each risk separately, the said information concerning: 

а) the policies and procedures for the management of the various types of risk; 

b) the structure and the organization of the ‘Risk Management’ Department; 

c) the scope and nature of the systems for reporting and measuring the risk; 

d) the policies of hedging the risk by way of derivative instruments and its mitigation, 

and the policies and the procedures for constant monitoring of the efficiency of the 

processes of hedging and limiting the risk; 

2. information with regard to the methods employed in the assessment of each separate 

type of risk, as well as a description of the respective internal and external indicators 

which are taken into consideration when the method of measurement is employed. 

 (2) (Amended through a decision of the BD dated 10 Feb. 2017) The description of 

the information under para. 1 shall be published on the Internet site of the MC within a 

term of 30 days following the examination under Art. 52. 

 

CONCLUDING PROVISIONS 

 

§1. These Rules are adopted by the Board of Directors of ‘ЕF ASSET 

MANAGEMENT’ AD Management Company through its decision dated 17 April 2013 
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and repeal the Rules on the assessment and management of the risk and the liquidity 

adopted through a decision of the Board of Directors of the MC dated 26 Sept. 2007 and 

amended on 11 April 2012, 28 May 2012, 29 June 2015, 10 Feb. 2017, 21 March 2017, 

03 August 2021 and 08 September 2021 and take effect after an approval is received 

from the competent body specified in the LACISOCIU. 

§ 2. All those matters which are not explicitly regulated by these Rules, shall be 

governed by the provisions of the LACISOCIU and the other applicable legislation. 

§ 3. In the event of inconsistency between the provisions of these Rules and those of a 

regulatory act, the latter shall apply without a change being needed in these Rules, 

except where such a change is explicitly provided for in a regulatory act or in these 

Rules. 
 

For ‘ЕF ASSET MANAGEMENT’ AD Management Company 

acting at the expense of ‘ЕF PRINCIPAL’ Mutual Fund: 

 

 
___________________ 

/Ivan Konstantinov Ovcharov 

Executive Director/ 

 

 

___________________ 

/Ivelina Ivaylova Ivanova 

Procurator/ 

 


