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Established by the Council of Ministers as a commercial
company (joint stock company). The fund represents a
financial instrument of the central government policy for
regional development.

Objective - to provide financial assistance to
municipalities in the process of developing and
implementing viable investment projects funded by the
Structural Funds, Cohesion Fund, and European
Agriculture Fund for Rural Development.




Funding needs and statistics

« Available funding for municipal investments under the
three Operational programs (2007-13) - EUR 4 100
million/EUR 586 million per year

« Own-source municipal funding needed - 36% or EUR 1 584
million (bridge financing + VAT (in case the project does
not cover VAT)

« Borrowing needs at local level - EUR 2 388 million/EUR
341 million per year

 Total municipal investments in 2007 6 EUR 850 million



« Number of local governments - 264

 Size of average municipality - 30 000 citizens (largest -
1.2 million; smallest - 1 440)

« The total municipal Net Operating Surplus is
concentrated in 28% of the local governments

« 40 local governments can borrow freely at the credit
market

« FLAG lends to municipalities having limited
creditworthiness or small size which prevents the
access to the credit market



Institutionalization
June 08 - December 08

Technical assistance - functioning entity, including
establishing the proper staffing levels and

procedures, selection criteria for the Managing bank
etc.

Selection of the Managing bank - Unicredit Bulbank is
the Managing Bank

Staff recruitment and training - Flag is fully staffed

Policies - both credit policy and credit approval
process are developed and approved by Flag Board
of Directors.



Organizational chart




Funding sources

1. Available - BGN 100 million

A Equity - BGN 30 million
A Loan - EUR 35 million

2. By the end of 2009 - additional BGN 120 million

A Equity - BGN 50 million
A Loan - EUR 35 million




Types of loans

» Project development (small loans of EUR 50,000 -
500,000 for project preparation: feasibility studies,
technical design, etc.)

 Bridge financing to fund payments to
construction/suppliers in advance of the transfers from
managing Authority; and

« Co-financing of grants (15-50% of grant amounts,
depending on the co-financing requirement) as well as
financing ineligible costs such as VAT.



Responsibilities of the Managing Bank

Assists FLAG in the lending process i.e.:

« Communicates with municipalities on FLAG’s products
and conditions

« Assists local governments in structuring their loan
applications

« Receives the official loan applications and performs the
initial formal review of applicants’ loan application



Responsibilities of the
Managing Bank - 2

« Performs financial analysis
« Assesses the quality of the securities offered

« Develops an official statement to FLAG about the loan
structure and makes a proposal about the credit risk
component



Lending process

Investment Project
project development

D
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Municipal Council A
The municipal council approves the borrowing by
setting the loan upper limit, interest rate and fees,
type of currency, maturity and repayment
schedule/sources.

The mayor submits the loan application form to FLAG
_through the Managing bank.

y

Managing Bank

Assesses the application form and the supporting documents.
The bank assesses the credit history of the borrower, its
financial situation for the last three years and its
creditworthiness related to the project to be financed. As a
result the bank develops a proposal for approval/rejection of
the loan application and sets a proposed risk component.
N




Lending process - 2 5”

Managing Bank

FLAG

Assesses the loan application according eligibility vis-a-vis
the respective Operational Program, project costs analysis
and the project management capacity.

The Board of Directors approves the loan and its terms.

Loan Agreement

A tri-party loan agreement is sighed (between FLAG, the
Managing Bank and the borrower).

Monitoring
The Managing bank monitors the execution of the loan.

FLAG and the Managing bank oversee the procurement process
and the project implementation.




Sub-loans limitations and requirements

Project development - not less than 10% municipal co-
funding; Max loan - BGN 1 million

Investment project implementation- max loan BGN 6
million

Max level of borrowing per municipality - BGN 10
million



Pricing

1. Funding costs- six-month EURIBOR + 1.75%
2. Risk component - 0.5 - 4%
3. FLAG’s fee - 0.5%

4. Managing bank’s fee - 0.01%



2009 Credit Activity

Credit contracts: 27 contracts for BGN 32,3
million

Appraisal phase: 15 credit applications for BGN
9.9 million



Pipeline of municipal investment projects for

2009
BGN million
Regional Environment | Development
Development (0] of Rural Areas
(0] (0]
Contracted 407,2 750 1157,2
__H__
Open calls 364,9 O Open catis 446 810,9
now
Total 7721 750 446 1968,1
! [
orrowing

needs o0v



Offsetting the borrowing costs

Objective: to offset the borrowing costs of resource-poor
municipalities

Source: earmarked transfer from state budget for 2009

Amount - BGN 20 million

Access criteria - based on 3 indicators: net operating
surplus; available local resources for debt repayment
per capita and share of municipal own revenues in the

municipal budget
Offset levels:
- 50% of the borrowing costs of 131 local governments
and
- 100% of the borrowing costs of 93 local governments.




